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(9 h 30)




L'AN DEUX MILLE, ce vingt-septième (27) jour du mois d'octobre :

 


PRÉLIMINAIRES




LE PRÉSIDENT :




Bonjour, Messieurs. Monsieur Lefebvre, vu qu'on est tous capables de se reconnaître par nos prénoms, on va laisser pour le protocole d'ouverture ce matin. On va commencer tout de suite, à moins qu'il y ait des dépôts d'engagements ou d'autres choses au point de vue logistique?




Me PIERRE PAQUET :




Non.




LE PRÉSIDENT :




Parfait. Allons-y, on va assermenter le témoin. Madame Parent, vous êtes encore toujours sous le même serment.






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




IN THE YEAR TWO THOUSAND, on this twenty-seventh (27th) day of October, PERSONALLY CAME AND APPEARED:




LUCIE VANDAL-PARENT



and




BERNARD KATUGAMPOLA, formerly employed by Consumers Gas Company until May of Year 2000, now retired and working as consultant, domiciled at 5 Ashland Crescent, Markham, Ontario;




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




EXAMINED BY Me PIERRE PAQUET :


1
Q.
Mr. Katugampola, you have prepared a testimony with regards to depreciation, Gazifère depreciation study, that was filed under Régie exhibit GI-15, document 1, in preparation for the present hearing, is that correct?



A.
That is correct, Sir.


2
Q.
This evidence is filed under different headings, heading 1 being your pre-filed testimony; that is correct?



A.
That is correct, Sir.


3
Q.
To which is annexed your C.V.?



A.
Right.




Me PIERRE PAQUET :




I would like to file, ou de déposer pour l'instant le témoignage de monsieur, ainsi que son c.v.




GI-15, DOC. 1 :
Témoignage écrit et pré-déposé du témoin auquel est annexé copie de son curriculum vitae




Me PIERRE PAQUET :




Et j'aimerais que monsieur Katugampola soit reconnu comme expert en matière d'amortissement, en * depreciation study +, si l'on veut. Comme vous le savez, il a déjà témoigné à plusieurs reprises devant la Régie.




LE PRÉSIDENT :




C'est ça. Est-ce qu'il y a des questions de la part de la Régie? Non. Très bien. Pas des questions pour monsieur, là, mais des questions en termes de son expertise.




Me PIERRE RONDEAU :




Non, sur le statut d'expert, non, Monsieur le Président.




LE PRÉSIDENT :




Très bien. On reconnaît monsieur Katugampola comme expert en amortissement. We will switch to English.




MR. BERNARD KATUGAMPOLA:



A.
Sorry, Sir?




Me PIERRE PAQUET :




We will switch back.




LE PRÉSIDENT :




We just recognized you as an expert.




MR. BERNARD KATUGAMPOL:



A.
Thank you.




LE PRÉSIDENT :




O.k., so you are welcome.




Me PIERRE PAQUET :


4
Q.
It is not a surprise, right...



A.
No.


5
Q.
And you have prepared also the annexes to your prepared testimony, under sections 2, 3, and 4. Am I to understand that this study was conducted and prepared under your direction and supervision?



A.
That is right, Sir.




Me PIERRE PAQUET :




I would like to, j'aimerais déposer l'ensemble du témoignage, la section GI-15, document 1, les cent onze (111) pages, afin de constituer la preuve et l'expertise de Gazifère au niveau du changement de l'amortissement pour la présente cause.




LE PRÉSIDENT :




Parfait.




GI-15, DOC. 1 :
Ensemble du témoignage du témoin (111 pages) constituant la preuve et l'expertise de Gazifère au niveau du changement de l'amortissement pour la présente cause




Me PIERRE PAQUET :


6
Q.
Do you have anything to add or to change with regards to the already pre-filed testimony?



A.
No, Sir.


7
Q.
Can you give the Régie maybe a few highlights and the main points of your testimony and of your study for this year?



A.
Alright, Sir. I prepared this depreciation study using the same depreciation methods that I have used for this company, Gazifère, for the last twenty (20) years. And these depreciation methods have been accepted by the different boards that I have testified for Gazifère. I think I have testified about six times since nineteen eighty-two (1982), and those methods have been accepted by the different boards.




I prepared the study based on September thirtieth




(30th), nineteen ninety-eight (1998) plant balances, and it was filed in nineteen ninety-nine (1999). So, when I compare the depreciation expense from September thirtieth (30th), nineteen ninety-eight (1998), and what I propose, the current and the proposed rates, the depreciation expense has gone up by three hundred and eighteen thousand dollars ($318,000), because of my new rates.




The most significant increase in the depreciation rate will be for account 473, and that is the services account, where the depreciation expense has gone up by a hundred and ninety-six thousand dollars ($196,000), that is because the depreciation rate from a current rate of four point five two percent (4.52%), I am proposing the rate should be five point five five percent (5.55%) per year.




That increase in the depreciation rate that I am proposing is mainly due to the increase in the cost of removal of assets. The cost of removal, as the cost of removal percentage, has gone up, from nineteen ninety-three (1993) to nineteen ninety-eight (1998), from one hundred percent (100%) to one hundred and fifty percent (150%).




Now, when you look at my study that I prepared, and I testified before this Board in nineteen ninety-three




(1993), the actual cost of removal was almost two hundred percent (200%). But to be on the conservative side, I proposed one hundred percent (100%). But now I find that the cost of removal is not coming down, they seem to maintain around that hundred and fifty percent (150%). So, I have no choice but to propose that we accept this hundred and fifty percent (150%) in negative salvage.




I also spoke to other gas companies in Canada, especially Gaz Metro, which is your next-door neighbour, and I found that they also have a high removal cost, mostly with regard to copper services and steel services. 




And in fact, for Gaz Metro, for copper services, they are using a depreciation rate of more than twenty percent (20%); and for steel services, their depreciation percentage is over four percent (4%). So, they have a composite depreciation rate more than six percent (6%), while I am proposing for Gazifère only five point five five percent (5.55%).




The other account that I would like to briefly touch base on is the computer equipment account, where... The other account that I have changed significantly is the computer equipment account, where the life used to be six years but I have now changed it to




four years, because I find that when I talk with other people who do depreciation studies and who are knowledgeable about computer equipment, they say that computer equipment no longer have a usable life of six years. So, four years is a more realistic life that we want to recover our capital.




So those are the two main accounts where there are significant changes. There are other accounts where there are changes but they are not that significant. This would be a summary of my study, Sir.




Me PIERRE PAQUET :




Je n'ai pas d'autres questions, Monsieur le Président.




LE PRÉSIDENT :




O.k., merci. Thank you very much. Then we move with the questions from the Régie. Maître Rondeau?




CONTRE-INTERROGÉS PAR Me PIERRE RONDEAU




PROCUREUR DE LA RÉGIE :


8
Q.
Good morning, Mr. Katugampola. I am Pierre Rondeau from la Régie.



A.
Good morning, Sir.


9
Q.
First, I refer you to GI-15, document 1. The pages are not numbered but if I were to bring you to the account control card for account 473, services... Do




you have the page?



A.
Yes, Sir, I have got it.


10
Q.
So, on the first page, you have the additions, on the first page; on the reverse side, you have the retirement and the plant balances.



A.
I have got it, Sir.


11
Q.
Okay. The question is, as to plant balances, could you explain how, is it derived from the first two, that is the additions and retirement, when you are talking in terms of plant balances?



A.
The plant balance is the previous balance, plus the additions, less the retirements.


12
Q.
I am sorry, I didn't...



A.
The plant balance is the previous balance...


13
Q.
Okay.



A.
... plus the additions, less the current retirements.


14
Q.
Okay, fine. Okay, and in the following pages, you have a comparison between the average service life and index of variation and retirement index?



A.
Right, yes, Sir.


15
Q.
Could you run us through the, just to explain to us how we should read and interpret these calculations?



A.
Right, okay, Sir. The first column is the dispersion column, that is the type of Iowa curve that best depicts or shows the dispersion pattern for the account. That is the first column. 




Okay, so there are different types of curves, S6,




that is a symmetrical-type curve. Okay, and the next curve is L-curve, that is a left modal curve. So, there are different types of curves that show the dispersion pattern for that account. That is the first column.




The second column is an average...




LE PRÉSIDENT :


16
Q.
Sorry, excuse me. You said the L was a left curve?



A.
Left modal curve, left modal.


17
Q.
Okay...



A.
The second column is the average service life. That means, for that type of curve pattern, that is the best average service life for this account. 




The third column is the sum of the square differences, that is the difference, the sum of the square difference between the actual balance and the simulated balance. What the computer system does is that, it takes the additions and the retirements and looks at the earliest year balance and keeps on simulating the balances for each of the vintage years.




Then it comes with the best fit, the best curve pattern that would fit this account, which is the minimum difference between the actual balance and the




simulated balance, okay? So that shows the sum of the square differences.




Now, the next column, it is the fourth column and that is the index of variation. That is the variation between the retirements. So if there is a big variation, we try to disregard looking at that. 




The last column is the retirement experience index. That column shows that if we had an account with a hundred percent (100%) retirement experience, it would show one hundred percent (100%). The next line shows sixty-six percent (66%), that means, with a curve of L2 type, we have only sixty-six percent (66%) retirement experience index, okay?




So therefore, when we select from this what is the best average life for this account, we would try to select the curve type that has the minimum sum of square differences, with maximum retirement experience, so we cover all bases. 




So, in this particular page that you are looking at, Sir, the best fit would be an S6, with an average service life of twenty-eight point two (28.2), because it shows one hundred percent (100%) retirement experience index.




That means when the computer system was simulating the balances, it was able to go over, turn over one hundred percent (100%) of the account in its retirement experience, so that we have one hundred percent (100%). And it is a minimum index of variation of only two (2), which is highly acceptable. We say, if it is less than twenty (20), twenty-five (25), it is acceptable. So with a hundred percent (100%) and with two (2) index of variation, the best fit is an S6, with twenty-eight point two (28.2) years average service life.




So, what we do, Sir, that for each of the other pages, so this is with test points, five (5) test points, that means we are looking at the most recent five (5) years of historical data. 




Then the next page shows test point ten (10); that means the ten (10) most recent, that means from nineteen eighty-eight (1988) to nineteen ninety-eight (1998).




Then we go to the next page, fifteen (15) years of retirement experience. Then twenty (20) years. And then we come to thirty-eight (38) years, that is the maximum that we can get from our system. So, that is what we do. So, we look at the different test points and try to pick the average service life which best




portrays the life of this account.




So, for the services account, we will see that for most of the test points, we are looking at an average service life of between twenty-five (25) and thirty (30) years, although I have proposed a life of fifty (50) years.

(9 h 45)




LE PRÉSIDENT :


18
Q.
Just to continue with the same topic when I look at the first page -- sorry, when I look at the page of the number of test point, being five, O.K., just going back with the one hundred percent (100%) retirement experience index...



A.
Right, Sir; yes, Sir.


19
Q.
The first line was S6 with twenty-eight point two (28.2) years for one hundred percent (100%). If I go down about four blocks, then I see the second line of the fourth block being R5, again with twenty-eight point four (28.4) years, which is giving again one hundred percent (100%) of retirement experience.



A.
That is right, Sir.


20
Q.
So then, I follow your logic...



A.
Right.


21
Q.
Where I get maybe a bit more confused is if I go to the last line of that page which is SQ...



A.
Right, Sir.


22
Q.
... then, I see thirty point four (30.4) years for still one hundred percent (100%).



A.
Right, Sir.


23
Q.
And if I look at the other thirty (30) in that page, in fact, if I just look at the one before the last line, I got an R3 at thirty point two (30.2) years which shows only eighty-four percent (84%). 



A.
Yes.


24
Q.
So, could you explain to me what is the last line there with the SQ?



A.
O.K., Sir. First, let me try to explain why S6 at twenty-eight point two (28.2) is better than R5 at twenty-eight point four (28.4)...


25
Q.
O.K.



A.
Because with S6, like I said before, both has a hundred percent (100%) retirement experience, but with -- but with S6, the retirement index of variation is two (2); with R5, it is four (4). So, therefore, I prefer the one with the least index of variation with just two (2). So, that is why I would select two (2).




And similarly, when I go down to the bottom of the page which has thirty point four (30.4) years with SQ, the index of variation is ten (10), although the retirement experience is one hundred (100). So, in my selection, I would rather select the minimum




variation, but maximum retirement.


26
Q.
That is the second level of selection you are making?



A.
Right, Sir; right, Sir.




LE PRÉSIDENT :




O.K. Thank you.




Me PIERRE RONDEAU :


27
Q.
If the average is thirty (30) years life, why have you selected fifty (50) years?



A.
I like to -- I do not want to depend one hundred percent (100%) on the statistics. I have to use my judgment, I also have to compare what other gas companies are using, not only in Canada, but in the U.S.A, because sometimes statistics can be misleading, because there can be things that happen in the last few years that may not happen again.




And also, we have to be consistent with other companies, we have to be similar because we are in the same business. So, I found that most of the gas companies are using a life of thirty-five (35), forty (40), fifty (50) years. And also because I am increasing the negative salvage two hundred fifty percent (250%), I do not want to sort of have a double whammy. I want to reduce the life and also increase the salvage percentage. I would rather do one at one time and see what happens in the next five




years.


28
Q.
And how does it compare with other Canadian companies, gas companies?



A.
Very well, Sir. I have filed an answer to one of your -- to one of your interrogatories, I do not know what the number is called -- it is called G...


29
Q.
1.5?



A.
Yes, yes, 15, document 1.17 -- Oh, document 1.5, sorry, Sir.


30
Q.
Is it 1.5?



A.
Yes, 1.5. 


31
Q.
O.K.



A.
There, you can see that for Gazifère, the life that I have proposed is fifty (50) and for Enbridge Consumers also there you see fifty (50), but that is a nineteen ninety-four (1994) study. And for Union Gas, they are using forty-five (45), and for Saskatchewan Energy, they are using between thirty (30) to forty (40) and for BC Gas, it is fifty (50) years and for Atco North, it is fifty (50), Atco South is fifty (50). 




Gaz Métropolitain, it is thirty-four (34) for steel; plastic is thirty-seven (37); copper is only fourteen (14) -- yes, Gaz Métropolitain, steel services is thirty-four (34) years, and for plastic insertions, it is thirty-seven (37) years, and copper insertions is fourteen (14) years; plastic burried is thirty




five (35) years and aluminum is thirty-five (35). So, for Gazifère, I have used a very conservative fifty (50)-year life.




LE PRÉSIDENT :


32
Q.
Sorry, I missed the data on Gaz Métropolitain, I was following G-15, 1.5. Is it the one you referred to?



A.
Yes, Sir.


33
Q.
And then, I see Enbridge, Union Gas, SASK, BC, Atco, and I was just missing the figures on SCGM?



A.
Oh...




Me PIERRE RONDEAU :


34
Q.
I do not think they were filed, Sir, he's just reading off the document, that is why...



A.
I see -- yes, they have not filed the most recent one. So, they will undertake to file that, but I will read it to you for your information, Sir.




LE PRÉSIDENT :




So, that is going to be undertaking number 19.




ENGAGEMENT 19 :
Déposer une version complète de GI-15, document 1.5, comprenant les chiffres pour SCGM.


A.
O.K., Sir.


35
Q.
It is already complex enough like that, so, please




make sure we get all the figures.



A.
Yes, Sir.


36
Q.
O.K., so, undertaking number 19 is to file, to complete GI-15, document 1.5 with the SCGM figures...



A.
With Gaz Métropolitain.


37
Q.
Gaz Métropolitain, yes.



A.
Yes, Sir. The Gaz Métropolitain's study was a nineteen ninety-five (1995) study, Sir. And they are using for services, for steel services, thirty-four (34) years, and for plastic services, thirty-seven (37) years, and for copper services, fourteen (14) years.




M. ANTHONY FRAYNE :


38
Q.
Fourteen (14), one four?



A.
One four, yes, Sir. And for plastic burried services, thirty-five (35) years, and for aluminum, thirty-five (35) years, Sir.




LE PRÉSIDENT :


39
Q.
Thank you.



A.
Do you also want me to tell me the depreciation rates that Gaz Métropolitain is using today?


40
Q.
Sure.



A.
For steel services, it is four percent (4%); for plastic, three point five eight (3.58); for copper, it is twenty point six (20.6); for plastic burried, it is three point three (3.3), and for aluminum, it




is three point two (3.2).


41
Q.
Thank you.



A.
Thank you, Sir.




Me PIERRE RONDEAU :


42
Q.
And just to complete document 1.5, would you have the years, the study for SASK Energy and BC Gas? I know that all the years are indicated, save for those two companies; do you have the information?



A.
No, I do not have because they were not sure which year they were.


43
Q.
Now, I am referring you to the evidence you filed under Recommendations, account 475 pertaining to mains.



A.
I got it, yes, Sir.


44
Q.
At the second paragraph, you indicate that:





This is a relatively young account and the retirement experience is not sufficient to produce a fit to Iowa curve using SPR balances method. 




Could you explain this statement, please?



A.
It means the physical life of mains can be even three hundred (300), four hundred (400) years, even five hundred (500) years, depending on the type of main. If it has proper cathodic protection, there is no rusting or corrosion, it can last for a very long




time. And the same thing with plastic. 




So, since Gazifère started its operations in nineteen fifty-eight (1958), fifty-nine ('59), and it is only approximately thirty-eight (38) years of history, I do not have for mains a complete life cycle that can give me the statistical life. So, I have to go with a life that I find is reasonable when I compare the life used by other companies and that have been accepted by regulatory bodies.


45
Q.
I am now referring you to document 1.2 under GI-15, it is an answer to a demand, an interrogatory from the Régie.



A.
I've got it, Sir.


46
Q.
You've got it; I am referring you to your response and where you indicate that the average cost of half-inch plastic service was, in nineteen ninety-eight (1998), twelve hundred and eighty dollars and fifty cents ($1,280.50). And the average cost for service cut-off for the years ninety-four ('94) to ninety-eight ('98) was seven hundred and thirty dollars ($730.00)?



A.
That is correct, Sir, but these are not numbers that I have given. This is given by Gazifère's accounting personnel.


47
Q.
O.K.



A.
So, I cannot speak to them.


48
Q.
O.K., but my question is more that of -- if we




determine a ratio between the cost of removing or abandoning place and the cost of installation, that ratio would be fifty-seven percent (57%)?



A.
That is true, from what the numbers show, that is correct. But, Sir, can I add something to that? We cannot just look at nineteen ninety-eight (1998) because we are looking, you are right that we are looking at the cost of removal in comparison with the cost of the service. But most of the services that we are removing today are services that we installed thirty (30), forty (40) years ago, when the service would have been a hundred dollars ($100.00), and today, it is eight hundred dollars ($800.00).




So, when you look at the percentage, it is all one hundred percent (100%) or two hundred percent (200%). So, that is the problem that we have today, that we are removing services that are so old that when you look at the removal cost in comparison with the cost, it is excessive. The nineteen ninety (1990) service might not be removed until two thousand and fifty (2050). Then, most likely, the removal cost can be five thousand dollars ($5,000).


49
Q.
O.K., and in terms of dollars, you are not talking about current dollars, but the cost of installation for removals are...



A.
Actual historical cost.


50
Q.
Actual historical cost?



A.
Yes, Sir.


51
Q.
O.K., it is not adjusted to current dollars?



A.
No, no.


52
Q.
And from your answer, I understand that is the reason why we have a net salvage ratio of minus one fifty 




(-150) rather than minus fifty-seven (-57)?



A.
That is correct, Sir.


53
Q.
That is right?



A.
Yes.


54
Q.
I am now referring you to the nineteen ninety-eight (1998) depreciation study, cumulative salvage ratios. I guess it is the first page following the heading Salvage Ratio Calculation in your evidence.



A.
I got it, Sir.


55
Q.
O.K., if we look at the first line, account 473, we understand that the calculation over five years gives a net salvage ratio of minus one fifty-one (-151)?



A.
That is right, Sir.


56
Q.
That is correct? Could you give us what that net salvage ratio would be if we were to exclude nineteen ninety-four (1994)?



A.
If you are to exclude nineteen ninety-four (1994)...


57
Q.
Just taking into account years ninety-five ('95) to ninety-eight ('98) exclusively?



A.
Ninety-five ('95) to ninety-eight ('98), that would be one hundred and fourteen percent (114%), Sir.


58
Q.
Thank you. Always at the same page, if I look at the two columns, Expenses, the first one, and Net




Salvage...



A.
Uh-huh...


59
Q.
... and Retirement Values, I am trying -- and the first column Retirement, I am trying to determine why there would be a wide variation in expenses for certain years, notably nineteen ninety-six (1996), nineteen ninety-four (1994), and values of retirement which seem to be fairly stable?



A.
It is very difficult just to look at the numbers. It all depends where the services were installed, where they have been taken out of. If they were in a downtown core area, it would cost a lot more than in a suburban or rural area. So, it all depends where the services were removed, what location the services have been removed. 




I do not have the specific details to tell you where the services were removed in those years, but generally, the cost depends on the location of the service.


60
Q.
And that would be the main reason. Could there be any other factors than the location of where the removal is taking place?



A.
There can be other factors. I know -- it is my belief that in the recent years that some of the costs of removal have in fact not been charged to the accumulated depreciation account, because some of the workmen -- I found by some spot checks that some of




the costs of removing the old plant has in fact been charged to the cost of the new plant that was added in replacement.




So, in fact, my removal costs are understated here. If I properly, if I properly counted for the cost of removal from the field, that I got all the workmen to properly classify the cost, in fact, the five-year average would be over two hundred percent (200%). But they have been charging some of the costs of removal with the costs of adding a new plant. So, therefore, this is understated.




QUESTIONS PAR LE PRÉSIDENT :


61
Q.
I just have some, maybe added questions on that page personally. O.K., what I understand from your answer about the variation in nineteen ninety-four (1994), the two hundred and forty thousand dollars ($240,000), reflects in fact actual costs that would have occurred in nineteen ninety-four (1994)?



A.
That is true, yes, Sir, nineteen ninety-four (1994).


62
Q.
Yes, nineteen ninety-four (1994), O.K..



A.
Yes, Sir.


63
Q.
And then, the question will eventually move to madame Parent, so, I just want to make sure that you follow my logic as well. So, when I look at those figures, I would say that -- I would assume that in nineteen ninety-four (1994), in the section of services 473,




there would have been actual expenses of two hundred and forty thousand dollars ($240,000) that occurred during that year, which you put onto your tables and you crunched the numbers?



A.
That is right, yes.


64
Q.
So, in fact, services would have been removed for that amount, a quarter of a million dollars ($250,000)?



A.
No, Sir; no, Sir. The cost of the services that were removed, the cost of the services was eighty thousand dollars ($80,000), Sir.


65
Q.
In ninety-four ('94) -- O.K., right?



A.
In nineteen ninety-four (1994), Sir.


66
Q.
And the two hundred and forty (240) was...



A.
That was the cost of the labour and the materials that went into removing those services, O.K.


67
Q.
O.K.



A.
Those are the nineteen ninety-four (1994) cost. The eighty thousand (80,000) is the cost of the services that were incurred to install those services, many, many years ago.


68
Q.
O.K., right. And Gazifère spent two hundred and forty thousand dollars ($240,000) in nineteen ninety-four (1994) to remove those services?



A.
That is right, Sir.


69
Q.
O.K. If I go four blocks down to the account number 478 which is meters?



A.
That is right, Sir.


70
Q.
O.K.?



A.
Yes, Sir.


71
Q.
Then I see that retirements went up, went to the tune of one hundred and fifty-six thousand dollars ($156,000), and I do not have any dollar figure under the expense column?



A.
That is correct, Sir.


72
Q.
So, am I to assume that, in fact, services -- what was removed were lines, not meters? Is it how I should interpret that...



A.
No, Sir. What happens at meters is that the meters are sent by Consumers Gas. And the meters come to Gazifère and Gazifère uses the meters for anywhere from ten (10) to eleven (11) years. And after Gazifère has used that meter, where it comes to the GI testing, all those meters are taken out and sent back to Consumers Gas. 




So, there is no -- really, there is no, in the sense, there is no cost that Gazifère incurs. In fact, we are giving you sixty-five percent (65%) gross salvage. You can see that we are giving you salvage because only ten (10) or eleven (11) years of the life of the meter has been used at Gazifère.


73
Q.
O.K., so, that is recycling the...



A.
That is right, Sir. A two thirds of the life will be spent at Consumers Gas. So, we are giving you that credit.


74
Q.
O.K., that clarifies for me the discrepancy between the two. Now, if I go to Mrs. Vandal-Parent, when I look at ninety-four ('94) and going back to the services, the first block, and there is two hundred and forty thousand dollars ($240,000) of expenses, was there something special that did happen in ninety-four ('94) and that did not happen in the next four years, because it is really -- we are not talking here only of a ten (10), twenty percent (20%) variation, it is almost twice the highest year of ninety-six ('96). So, what did happen in ninety-four ('94)?




MS. LUCIE VANDAL-PARENT :



A.
I would have to check that out.


75
Q.
To check, O.K., so, we will take it as undertaking number -- engagement numéro 20. L'engagement numéro 20 serait, disons, de vérifier ou de clarifier qu'est-ce qui serait arrivé en mil neuf cent quatre-vingt-quatorze (1994) qui fait que les dépenses étaient à deux cent quarante et un mille dollars 




(241 000 $) alors que les autres années la moyenne se situe beaucoup plus autour de, disons, quatre-vingts, quatre-vingt-dix mille dollars (80/90 000 $), là. C'est de savoir qu'est-ce qui s'est passé réellement dans cette année-là qui...




ENGAGEMENT 20 :
Fournir les raisons pour




lesquelles les dépenses sont de 241 000 $ en 1994 comparativement aux autres années où elles étaient moindres


76
Q.
Because what happened that year, going back, so that Mr. Katugampola can understand, the question is what did happen in ninety-four ('94). Let us assume, for instance, that your contract...




MR. BERNARD KATUGAMPOLA:



A.
Yes...


77
Q.
... to review the depreciation figures would be next year...



A.
Right.


78
Q.
... if you had taken the figures ninety-nine ('99) down...



A.
Right.


79
Q.
... the ninety-four ('94) line would have been cut off?



A.
Right, Sir.


80
Q.
So, if ninety-nine ('99) would have been in the tune of ninety thousand dollars ($90,000), for instance...



A.
Yes, Sir.


81
Q.
... automatically, I would assume that your five-year salvation ratio would have been more in the average of the previous five years, excluding the highest number of ninety-four ('94)?



A.
Yes, Sir, that is quite correct, but like I pointed




out earlier that, in the nineteen ninety-eight (1998), ninety-seven ('97), ninety-six ('96), the costs of removal have been understated because some of the workmen have been charging the costs of removal not to the accumulated depreciation account, which will be reflected in my study. But they have been charging to the cost of the new plant that is being added ib.




So, when they removed this, the cost of removing, without charging to the proper account, they charged with the cost of the new plant. So, the new plant is overstated and this is understated.




Now, if you will permit me to just briefly talk to you about the nineteen ninety-three (1993) study that did not have nineteen ninety-four (1994), I can tell you that in the nineteen ninety-three (1993) study, I have used a negative salvage of one hundred percent (100%) when the actual percentage was two hundred and two percent (202%). I do not know whether you have the ninety-three ('93) study with you, Sir?


82
Q.
Not with me readily...



A.
But I think the Board staff has it.


83
Q.
On l'a... O.K. O.K., we do.



A.
That is without any nineteen ninety-four (1994) that would distort the figures like you rightly pointed out. So, the nineteen ninety-three (1993) study has




from nineteen eighty-nine (1989) to nineteen ninety-three (1993). And the actual negative salvage percentage was two hundred and two percent (202%).




So, I was wondering why the percentage had suddenly come down, because even at Consumers, the percentage is quite high. So, when I was looking at that, that is when I found that some of the costs have not been properly classified. If they were classified, in fact, it would be much higher.


84
Q.
So, that is your explanation?



A.
Yes, Sir.




LE PRÉSIDENT :




O.K., thank you.




Me PIERRE RONDEAU :


85
Q.
And just for my own information, how do you determine the amount under the column Retirement? Is it a number of removal multiplied by an average or how is it determined? How do you come with a specific amount for each year?



A.
Which column are you talking...


86
Q.
The column Retirement?



A.
Oh, the first column...


87
Q.
Yes.



A.
Yes, that is the retirement dollars, that is the cost of those plant units that have been retired in that




year. So, they may be from different years, different vintage years, from nineteen fifty-eight (1958) to nineteen ninety-eight (1998), any of those years. 




So, there will be some plants from the nineteen sixties (60's), seventies (70's), eighties (80's), that actual cost, that was incurred in those years, to install that plant. So, that is the cost.


88
Q.
And so, they are specifically identified?



A.
Right.


89
Q.
In the books?



A.
Right.


90
Q.
So, you have the exact number of removals and the exact amount...



A.
Cost.


91
Q.
Cost for retirement purposes...



A.
Right, Sir.


92
Q.
... and specific expenses relating to each specific removal?



A.
That is right, Sir.


93
Q.
I am now referring you again to document 1.3, to an answer to an interrogatory from La Régie...



A.
We have different numbers, so, I am trying to figure out...




LE PRÉSIDENT :




Do not feel bad, we also rely on Mrs. Parent.




MR. BERNARD KATUGAMPOLA:



A.
I got it, Sir, yes, thank you. Thank you for your patience. 




Me PIERRE RONDEAU :


94
Q.
In your response under a), second paragraph, you indicate a cost related to repairs of leaks are allocated to service cut-off only if it is evident that the service will have to be replaced. I understand from that statement that it would be allocated to maintenance expenses otherwise?



A.
This is a response from Gazifère's accounting, but I will -- do you want to speak to it? 




MS. LUCIE VANDAL-PARENT:



A.
No, go ahead...




MR. BERNARD KATUGAMPOLA:



A.
Yes, but my understanding is that is true. If it is a service that needs minor repair work, that would be charged to current operating expenses. But if it is a plant that will be replaced and they think they might replace it, then it would be part of capital.

(10 h 15)




THE CHAIRMAN :


95
Q.
If it is a minor expense, and also it is, let's say,




an addition, will it be then treated as capital, or it will be still considered as an expense, or do you make, is there a difference between when you make a distinction between a maintenance expense and capital expenses, also in the aspect of being new or addition to the existing; like if you had a new meter, I would assume it would be treated as capital, even though it is a small expense?




MS. LUCIE VANDAL-PARENT :



A.
That is right.


96
Q.
That is correct?



A.
Yes.




Me PIERRE RONDEAU :


97
Q.
And to your knowledge, Mr. Katugampola, is the majority of cut-offs realized because the services are too old or because you just simply lost a client, or do you know?




MR. BERNARD KATUGAMPOLA :



A.
No. Most of the services, from what I understand, not because we have lost a client but because of corrosion. Most of the copper, sir, it is a problem, not only prevalent for Gazifère but even for Gaz Métro, and even for Consumers. 




Copper services are giving us a lot of problems, they




leak, and also some other steel services that we installed in the very early years, they do not have the cathodic protection, so they are also subject to corrosion. So, that is the main reason.


98
Q.
Would you have the breakdown in percentages, in terms of percentages of services that are copper as opposed to steel?



A.
I don't have them, sir.


99
Q.
Is this information available?



A.
They can, I think they can go through their plant records and try to get the numbers from...


100
Q.
Okay, they would be identified, I would assume?



A.
I will let...




MME LUCIE VANDAL-PARENT :



R.
Je vais me renseigner voir si on garde les immobilisations entre les différents types de conduites.




LE PRÉSIDENT :




Engagement numéro 21, c'est-à-dire de déterminer ou de trouver combien les immobilisations sont, si elles sont divisées entre les installations au cuivre et à l'acier. C'est ça qu'on cherche? Cuivre, la portion cuivre, o.k., en pourcentages ou en termes de dollars? En pourcentages, o.k., c'est pour se donner une idée, o.k.




M. ANTHONY FRAYNE :




Je pourrais ajouter à ça, peut-être ça serait utile, si vous les avez, les données, pour le parc total actuel, mais aussi pour les retraits, quand on a des retraits, quels pourcentages sont en cuivre, ou les autres substances. Alors, les chiffres seraient dans le nombre de services fermés par type de matériau.




ENGAGEMENT 21 :
Fournir les données sur les immobilisations présentes pour le cuivre et acier et indiquer les pourcentages, pour le parc total actuel ainsi que pour les retraits, et indiquer le nombre de services fermés par type de matériau




Me PIERRE RONDEAU :


101
Q.
Always on document 1.3, in your response A, you say, first paragraph :





It is impossible to identify the proportion of costs due to leak repairs that are included in the service cut-off account.


A.
That is correct, Sir.


102
Q.
Have you had the opportunity to look more into this matter, do you still have the same answer today?



A.
I have asked the staff who looks after plant accounting that, "In the future, try to keep this cost at least, not in your ledger but in some separate record, in case we have to substantiate it further." But in the past, they haven't kept it, so I didn't have the numbers for this study.


103
Q.
Okay, so I would assume that you don't have any idea...



A.
No.


104
Q.
... as to what that percentage would be?



A.
No, Sir.


105
Q.
For Gazifère, or for Consumers for instance, they have, is it the same for the other companies?



A.
That is the same, because whether we keep it for leak repairs, or whether we keep it for corrosion, they all come from, they all had to be recovered from cost of service, from one basket of goods. So, by trying to keep all this cost differences, it will cost us a lot more money, by hiring people, clerical people, to keep this degree of sophistication.




We feel the bottom line is that, even if you keep the costs at different places, when we try to recover it, they all come together and we recover it from our customers. So although for purposes of trying to answer your questions and the intervenors' questions, it costs the company far more in the long term. So we don't, we didn't take that step at Consumers. 




Now, I am not speaking for Gazifère, but when I was, I was at Consumers thirty (30) years and we never wanted to do that because it cost more to keep that degree of sophistication.




THE CHAIRMAN :


106
Q.
Excuse me, Sir, I understood that you made the request for more information, but from your last comments, I understand that the answer is that there won't be any record of this kind of more information, is that, if we project ourselves in five years, would you be able to answer this type of question, or that kind of information would still not be, or your own request was not, was rejected?



A.
I don't know. I suggested it to them, I don't have now any responsibility, because I don't work for Enbridge, but I suggested to them that it might be good for them to have some record. But when I said that we don't keep, I was talking during my thirty (30) years at Consumers Gas, that we didn't keep it.


107
Q.
But if, maybe I should ask the question to Madame Parent, in five years then, will this kind of information be kept, or it will be in fact the continuation of Enbridge's position, that it is more costly to keep the record than to...




MS. LUCIE VANDAL-PARENT :



A.
That is right, we will keep the same policy as we




have right now, we won't be keeping it.


108
Q.
Okay, so you won't have this information?



A.
No.


109
Q.
You won't follow on his recommendation as a consultant?



A.
No.


110
Q.
Okay.




MR. BERNARD KATUGAMPOLA :



A.
Thank you.




THE CHARMAN :




So if I am here in five years, I won't ask the same question.




Me PIERRE RONDEAU :


111
Q.
I am referring you back to document 1.5.



A.
I have got it, Sir.


112
Q.
These again are the comparisons with other companies. The first question would be, in your opinion, would the mains and services of Gazifère older or more recent than those of Consumers, as a whole?



A.
I would say that, as a whole, I think Gazifère's would be much more recent than Consumers. Because I think most of the mains and services were being installed in the late fifties ('50s) and sixties ('60s), while Consumers, we have mains and services going back to early nineteen hundreds (1900's).

113
Q.
Okay. And how would that relate with the salvage of percentages we find, for instance, for Enbridge date from, well Union Gas, the ninety-eight ('98) study, at sixty (60)?



A.
Uh-huh.


114
Q.
And a hundred (100) for Enbridge?



A.
Uh-huh.


115
Q.
And considering that Gazifère's mains and services are young, well more recent installations than Consumers, and that salvage ratio would be minus one fifty (- 150), that is your recommendation?



A.
Yes. It is difficult to look at just numbers without looking at the total picture. We don't know what services have been retired. Although Consumers have been in operation for over a hundred and fifty (150) years, the services that have been retired in a particular year, or a particular group of years, may be services installed in the sixties ('60s), or seventies ('70s).




So you cannot say that just because the company is very old, that the services that have been retired in a particular year are from the very inception. There are, underground, still, mains and services that have been installed from Day 1, but we retired and removed some services being installed last year, because of technical problems, or they were not properly installed.




It is like water heaters, the same problem, you put in the water heater today and tomorrow, it might leak, so we might take it out. So, what I am trying to say is that the age of the company is not a reflection as to what the salvage percentages should be. Also when we look at other companies, we have to know how they would account for the cost of removal.




Like Gazifère, I know some of these companies, when I was talking to them, they do not charge the cost of removals to the accumulated depreciation account, they keep on charging to the cost of the new plant that is being installed. Some companies purposely want to bill rate base, some companies do not, they would rather recover their cost of service from the current customers rather than postponing it to a future generation.




So, it depends on the strategic direction of the company. It is difficult to look at numbers and try to put a meaning to it without looking at the total picture.

(10 h 30)


116
Q.
And lastly, I would refer you to the same comparison as to mains where we note that net salvage ratio of minus eighty percent (-80%), similar to that of




Consumers at minus ninety (-90), but if we compare with the other companies, there is a wide discrepancy in the numbers.



A.
For Consumers, we are using minus ninety (-90), and that is the nineteen ninety-four (1994) study...


117
Q.
Yes. 



A.
... and we are proposing for Gazifère minus eighty 




(-80), that's nineteen ninety-eight (1988).


118
Q.
O.K.



A.
So, I would believe that when we do a study of Consumers, it would be more than ninety (90), I can...


119
Q.
O.K., and if we compare with the other companies, with recent studies, if I look at Atco South, for instance, the second page, that's sixty (60)?



A.
Yes. Atco South, right.


120
Q.
And BC Gas, well, we don't have the year, so it's hard, but it's at minus twenty (-20).



A.
Right, Sir. But like I said, Sir, like I said earlier, although you are looking at the negative salvage, why don't you also -- we should also look at the depreciation rate, because that is a composite of the average service life, and the negative salvage.




So, for Gazifère, it's only two point seven percent (2.7%), for Consumers, it's three percent (3%), and for Atco North, you're talking about Atco North -- South, Atco North, is two point three is two point




three one (2.31), Atco South is two point nine (2.9); so, the final recovery is the depreciation rate, which is a blend of capital and removal costs. So, even though some of the numbers are up or down, the bottom line, the depreciation rate is in par with all the companies that I have compared.


121
Q.
O.K. This will be all, that was the last question, Mr. Katugampola, and I thank you very much.



A.
Thank you very much, Sir.




LE PRÉSIDENT :


122
Q.
Just maybe to follow before I ask my colleagues if they have questions. Is it, let's say -- building up on your last answer, would that suggest then that, if we take a hypothetical public utility that would serving a customer, let's say in a very acidic soil environment that would have the bad luck of having a bad bunch of pipes when they install it, that when you would -- when the figures would be crunched to define the salvage ratio and so forth, that that one company could have, let's say, a very high percentage versus the average of all the other ones and the rationale would be simply or... well, simply or simplistically due to the soil and this kind of conditions; is it the way I should interpret your answer?



A.
That was a possibility. In the past, I remember that they had this problem. Even in Ontario, I know




personally that there are certain areas with hard water, those areas have a shorter life for water tanks, a very shorter life, than other areas which do not have the calcium deposits. 




So, similarly, I have heard that some of the unprotected steel mains and steel services have a shorter life in those acidic soil conditions.




But I understand now with the new methods of cathodic protection, they can compensate for different soil conditions. They can put insertions and they can put cathodic protections. And for water tanks also, they have built in a sort of preventing this lime collecting and destroying it much shorter than other tanks. So, this was a problem and the problem has been recognized and now, they are dealing with it.


123
Q.
So that, in fact, emphasizes the need of understanding for instance what happened in nineteen ninety-four (1994) when the cost doubled up and say what was the issue that...



A.
Yes.


124
Q.
... and was it addressed or was it really punctual?



A.
Yes.




LE PRÉSIDENT :




O.K., merci. Mr. Frayne, do you have any questions?




QUESTIONS BY MR. ANTHONY FRAYNE:


125
Q.
Good morning, Mr. Katugampola.



A.
Good morning, Sir.


126
Q.
A few questions, if I may.



A.
Thank you.


127
Q.
First, the methodologies you are using here...



A.
Yes...


128
Q.
... Iowa curves and all of this, is this a fairly widespread methodology?



A.
Yes, yes, very wide spread all across North America.


129
Q.
Thank you. If I could refer you to the table that we have mentioned several times, it is I think one of your first tables and it is called Cumulative Salvage Ratios and it is across from the page Salvage Ratio Calculation. It is the same table that had the two hundred and forty thousand (240,000) in nineteen ninety-four (1994), and things like that...



A.
Oh, yes, yes, right, Sir. Yes, Sir?


130
Q.
Just to be clear that I understand your third column, Retirement. Now, this -- well, could you just briefly define what these numbers -- where these numbers come from again, what are they exactly?



A.
The retirements that you are asking for, that is the historical cost of the plant that has been retired in a particular year. Say for instance, if you look at 473, account 473, first line, for nineteen ninety-eight (1998), Sir, we retired ninety-one thousand dollars ($91,000) worth of plant. Now, that ninety




one thousand dollars ($91,000) is from our plant records from different vintage years.




So, there are maybe services that we have retired from nineteen sixty (1960), sixty-two ('62), seventy-one ('71), eighty-five ('85). So, we add all the historical costs of the services retired in nineteen ninety-eight (1998), but were installed in those nineteen sixties (60's), seventies (70's). And that is that sum total.


131
Q.
Thank you. I just wanted to confirm my understanding.



A.
...




LE PRÉSIDENT :


132
Q.
Just for me then because you seem at a different level of accounting than me, I have to go back to 101. Would it be the historical book value?



A.
Yes, historical book cost.


133
Q.
Book cost, O.K.



A.
Yes.




M. ANTHONY FRAYNE :


134
Q.
It is not depreciated values?



A.
No.


135
Q.
It is before... O.K...



A.
It is the original cost.


136
Q.
Thank you, O.K. Now, would I be right in thinking that, let's say, specifically for that four point




seven three (4.73), as you say, it is various vintage years, it can be very widely varied...



A.
Right.


137
Q.
... but if I understand your study correctly, if we want to take an average -- I do not know if it is a statistical average, but a point that best fits the data, this would be that is twenty-eight-year old plant on average?



A.
On average, yes.


138
Q.
On average...



A.
That is right.


139
Q.
Thank you, O.K., I understand. You have already said that these values are the -- they are measured in the dollars of those years there; well, let us just suppose for a moment, to simplify the discussion, that we take the twenty-eight (28) years and your study covers nineteen ninety-four (1994) to nineteen ninety-six (1996), so, for -- I take twenty-eight (28) from ninety-six ('96) and I get nineteen sixty-eight (1968). So, let's say we have got some plant in there that was put in place in nineteen sixty-eight (1968)?



A.
Yes.


140
Q.
Then, that would be measured in your books in nineteen sixty-eight (1968) dollars? It was the costs...



A.
The cost of installing the plant in nineteen sixty-eight (1968).


141
Q.
Yes.



A.
Now, when you say twenty-eight (28) years, twenty-eight (28) years is not the age of the plant. Twenty-eight (28) years is the estimated average service life for services.


142
Q.
Yes, I am not too sure of the difference that you mean there?



A.
O.K., what we say is that for the services, the services that we have in the ground now, we estimate that they will have an average service life of twenty-eight (28) years with the current study.


143
Q.
Right...



A.
But the study we make, say, five years down the road, it might say thirty (30) years...


144
Q.
Yes.



A.
... because now, we are putting more plastic. And they have a longer life.


145
Q.
Alright, alright, O.K., I understand, because I am not using quite the right word, but I get...



A.
Yes.


146
Q.
So, anyway, the data that is in there often it represents, let's say, dollars, it was in some cases plant that was installed in nineteen sixty-eight (1968), so, it is related to costs in nineteen sixty-eight (1968)?



A.
Right, Sir.


147
Q.
So, let's say that if inflation had been very different between nineteen sixty-eight (1968) and




nineteen ninety-six (1996), you would have got different results?



A.
Of course, of course.


148
Q.
Would you have numbers of what have been the inflation rates between nineteen sixty-eight (1968) and nineteen ninety-six (1996)?



A.
No, Sir. I mean we can get from the government agencies what the inflation was from nineteen sixty-eight (1968) to nineteen ninety-eight (1998), but we are trying to recover the cost that we incur today.


149
Q.
Yes, yes...



A.
So, even if we try to build in this inflation factor downwards and come up with a cost, say, for instance, for nineteen sixty-eight (1968), services were installed at a hundred dollars ($100), and if we now restate it, if we restate it, it will be four hundred dollars ($400) today...


150
Q.
Yes, yes...



A.
And then, we can say cost of removal is only now four hundred dollars ($400)...


151
Q.
Yes, O.K....



A.
... but still, we have to recover that four hundred dollars ($400) that we incur today.


152
Q.
Right, O.K. But if I understand correctly, the results that you are getting with this process will depend on the rate of inflation that has been observed...



A.
Yes.


153
Q.
... over the past period?



A.
Yes, Sir; because most of the service costs are labour costs. So, labour costs have gone up significantly.


154
Q.
Right, O.K., O.K. Thank you. That's all my questions on that particular topic. But I would just like to ask you a last one which is coming back to this computer account.



A.
Yes, right.


155
Q.
On your page 13...



A.
Right, I got it.


156
Q.
Just to make sure we are on the same page, account 490, computer equipment?



A.
Right, Sir, I got it.


157
Q.
In the second paragraph, you say: "The statistical results indicate that a six-year average service life", can you elaborate on that statement a little bit; what do you mean by a "six-year average service life"?



A.
O.K. Can I go back a little bit on this?


158
Q.
Sure.



A.
The computer equipment account is a composite account. It has not only personal computers, but also it has infrastructure costs, some software costs and things like that. So, it is almost, I would say, fifty fifty (50/50) between personal computers, O.K.




So, in the past, the computers that were taken out of




service, they have been in service for almost six years, when we look at the computers as well as the infrastructure costs, O.K.




Now, the knowledge I have gained from other companies and by talking to IT personnel, they believe that the infrastructures costs, like software, some hardware, things they have done, they are good for about five years. And the personal computers today are good for about three years. So, three and five is eight and an average, I said, is four. 




Because what they are doing now in the computer industry, as you probably know, is that they keep bringing this new software every year, not that we have to get them, but they are making some of the hardware also obsolete that some of the new software cannot be run on old hardware. 




So, the companies are forced to buy new hardware in order to have the latest techniques so they can talk with other companies. So, that is why I am recommending a four-year life to be more realistic with what is happening in the world.


159
Q.
O.K. I am not sure if I am interpreting you here or jumping to my own conclusions, but I would just like to try...



A.
Sure...


160
Q.
... do you think it would be true to say that, when we look at the retirements...



A.
Yes.


161
Q.
... that is reflecting the state of the computer equipment several years ago...



A.
Right.


162
Q.
... when there were fewer personal computers...



A.
Right.


163
Q.
In the future, we are going to get more and more retirements...



A.
Get more, exactly, Sir.


164
Q.
Alright, thank you. That concludes my questions.



A.
Thank you, Sir.




LE PRÉSIDENT :




Merci, Monsieur Frayne. Maître Patoine...? très bien. Maître Paquet, est-ce que vous avez des questions de clarification ou de réplique? Non... then, thank you very much, Mr. Katugampola...




MR. BERNARD KATUGAMPOLA:



A.
Thank you, Sir.




LE PRÉSIDENT :




... for your participation. Madame Parent, merci aussi pour votre participation aujourd'hui. On se revoit dans ce contexte-là le dix (10) novembre, pour nous en tant que groupe, et le trois (3) novembre, il




y a la rencontre technique, là, pour les gens techniques qui va se faire ici. Ça fait que les gens vont coordonner ça avec vous autres. Très bien. Ça fait qu'on finit là-dessus.




Me PIERRE PAQUET :




On vous remercie beaucoup.




LE PRÉSIDENT :




Merci.




SUSPENSION DE L'AUDIENCE


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