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surcharges on the Lakehead System. Based on Mr. Earnest's projections, I have analyzed the 

effect of the incremental volumes that would be generated specifically by the Extension Pipeline 

on those volume-dependent surcharges. As Mr. Earnest shows, the Extension Pipeline will make 

it possible for the Lakehead System to transport crude volumes that would not otherwise move 

on Lakehead in every year of the Tariff Agreement's 15-year term. Those incremental barrels 

are relatively small in the first few years, but grow over time, reaching a level of nearly 600,000 

bpd by 2016. See Affidavit of Neil K. Earnest ("Earnest Aft."), Exhibit NKE-10. As would be 

expected, increased throughput on the upstream system reduces the surcharges that are volume- 

dependent (i.e., by spreading the same fixed costs over more barrels of throughput). Those 

surcharge benefits are distributed across the entire Lakehead System, accruing to shippers at 

every location in proportion to their distance moved under Lakehead's standard rate design. 

Furthermore, the upstream benefits associated with the incremental volumes do not terminate at 

the end of the Tariff Agreement. 

II. ANALYSIS OF BALANCING ACCOUNT EFFECTS 

Q Under the Tariff Agreement, the Extension Pipeline's stand alone tariff rates are 

calculated annually on the basis of the Commission's Opinion No. 154-B methodology, using the 

following inputs: 

EEC will employ a stipulated capital structure that will remain fixed at 55% 
equity, 45% debt. 

The stipulated annual depreciation rate will be fixed at 3.33%, reflecting the 
30-year projected life of the facilities. 

The stipulated cost of debt for each year will be the weighted average long- 
term cost of debt of EELP at the end of the prior calendar year. 

The stipulated cost of equity will be fixed at a 9% real rate of return plus 
inflation. The inflation rate used will be the current year CPI-U as determined 
from time to time in accordance with the Opinion 154-B methodology. 
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The tax allowance component of the cost of service will be determined each 
year in accordance with the Commission's tax allowance policy in effect in 
such year. 

All incremental operating costs, property or similar taxes, and fuel and power 
expenses associated with the Extension Pipeline will be included in the cost of 
service. 

Thus, in general, the Extension Pipeline rates will follow the same methodology and the same 

inputs that were approved by the Commission for the Southern Access Expansion Surcharge in 

its ruling on the Offer of Settlement for that Project. Enbridge Energy, Limited Partnership, 114 

FERC ~ 61,264 (2006). 

0 
In his Affidavit and attached Exhibits, Mr. Earnest provides a forecast of the 

volume of crude oil expected to be transported to Patoka through the Extension Pipeline in each 

year during the term of the Tariff Agreement. Earnest Aft., ~ 32 & Exh. NKE-4. I have relied 

on Mr. Earnest's throughput forecasts in calculating the balancing account over the life of the 

Tariff Agreement, 

0 
My first analysis uses Mr. Eamest's Base Case throughput projections that utilize 

the CAPP Pipeline Planning supply forecast. For each year beginning with 2009 (the initial year 

of service of the Extension Pipeline) and extending into 2024, I have calculated the projected 

cost of service for the Extension Pipeline using the Commission's Opinion 154-B methodology, 

the estimated capital cost of the Extension, deemed throughput of 340,000 bpd, and the input 

factors described above. Those calculations are shown in Exhibit PD-1 ("Extension Pipeline 

Projected Cost of Service"). I then determined the stand alone tariff rate from Flanagan to 

Patoka for each year based on dividing the projected cost of service by the annual throughput 

corresponding to 340,000 bpd, but taking account of planned future capital costs. 

0 
In each year in which forecast Extension throughput is less than an annual 

average of 340,000 bpd, I multiplied the shortfall in volume on the Extension by the per-barrel 

rate to determine the deficit amount for that year. Those amounts are shown on Row 11 of 

- 4 -  



Unofficial FERC-Generated PDF of 20071019-0086 Received by FERC OSEC 10/18/2007 in Docket#: OR08-1-000 

Schedule 1 of Exhibit PD-2 ("Base Case Projected Balancing Account"). 2 Row 11 also shows 

the surplus amount for each year in which the annual average throughput on the Extension 

Pipeline exceeds 340,000 bpd, calculated by multiplying the surplus volume by the per-unit rate 

for that year. Row 14 of Schedule 1 shows the cumulative deficit for all years, including interest 

(Row 12) at the Commission's refund interest rate as projected by Enbridge for future years, 

which is more conservative than the five-year average of prior interest rates. As shown on 

Schedule 1, in the Base Case, the cumulative deficit starts at approximately $34.7 million in 

2009 and peaks at approximately $187 million in 2012. Thereafter, the cumulative deficit is 

rapidly paid off, dropping to zero in 2016 (i.e., eight years prior to the expiration of the Tariff 

Agreement). 

0 Row 13 of Exhibit PD-2, Schedule 1, includes an amount in 2012 of 

approximately $5.9 million that is excluded from the balancing account (although it is recovered 

through the Lakehead mainline surcharge). This excluded amount reflects the provision of the 

Tariff Agreement referred to in footnote 1 above, which permits a pro rata portion of the deficit 

to be excluded from the balancing account in a year in which the Qualifying Volume (essentially 

the incremental volume generated by Line 61) is 400,000 bpd or greater. 3 As explained by Mr. 

Schrage, this provision resulted from the negotiations between Petitioners and CAPP and reflects 

the view that, when Lakehead Qualifying Volume exceeds 400,000 bpd, the upstream benefits to 

Lakehead shippers justify the cost recovery from those shippers relating to the Extension. 

2 This analysis is slightly simplified in one way. Under the Tariff Agreement, there is an 
annual true-up of estimated costs and throughputs to actual costs and throughputs, which would 
also enter into the deficit/surplus calculation. However, since my analysis is based entirely on 
forecast numbers, I have disregarded the true-up and assumed that the actual figures would be 
equal to my forecast figures. I do not believe this simplifying assumption has any impact on the 
reliability of my results, since any future variances between forecast and actual numbers would 
be eliminated by the true-up. 

3 The Lakehead Qualifying Volume, which is derived from Mr. Earnest's throughput 
forecast (Earnest Aft., Exhibit NKE-4), is shown on Row 8 of Exhibit PD-2, Schedule 1. 
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Moreover, as my Exhibit PD-2, Schedules 1 and 2 show, this exclusion is likely to arise (if at all) 

only in the year in which the Extension transitions from deficit to surplus, at which point the 

Lakehead shippers will receive upstream benefits at no further net cost to them. 

10. To further explain my analysis, the following is a step-by-step walk-through of 

Exhibit PD-2, Schedule 1 (Base Case Projected Balancing Account), using the year 2012 as an 

example. The fourth row for that year shows the 340,000 bpd throughput that is the basis for 

setting the Extension Pipeline's rates every year. Row 5 shows 271,000 bpd, which is the actual 

volume of crude that is expected to move on the Extension Pipeline in 2012. That volume is 

taken from Mr. Eamest's analysis. Earnest Aft., Exh. NKE-4. Row 6 shows the actual revenue 

collected based on the actual volumes carried (Row 5) and Row 7 shows the expected revenue 

requirement based on those actual volumes. The eighth row identifies the Lakehead Qualifying 

Volume (568,000 bpd) derived from Mr. Earnest's forecast at Row 16. Subtracted from this is 

the estimated pre-Southern Access Expansion capacity (Row 17) to arrive at Qualifying Volumes 

at Row 18. Earnest Aft., Exh. NKE-4. The ninth row identifies the percentage of any deficit in 

that year that may be included in the balancing account. That percentage is based on the extent 

to which the average daily Qualifying Volume is above 400,000 bpd during that year. In 2012, 

that means 70% (i.e., 400,000/568,000) of the deficit experienced that year may be added to the 

balancing account. As mentioned above and as my Exhibit PD-2, Schedules 1 and 2 show, this 

exclusion is likely to arise (if at all) only in the year in which the Extension transitions from 

deficit to surplus. The tenth row represents the opening balance in the balancing account carried 

forward from the end of the prior year, in this instance $159.4 million. Since there is less than 

340,000 bpd moving on the Extension Pipeline, there is a deficit associated with the cost of 

service that year, which appears on Row 11 ($19.8 million). The next row is the interest charge 

of $13.7 million, which is based on an interest rate of 7.88% for that year (which appears on 
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Row 15), on the opening and newly deposited balance in the balancing account (i.e., $(159.4 

million + 187 million)/2 * .0788). Row 13 includes an adjustment for that portion, if any, of the 

deficit that is excused because the Qualifying Volume exceeds 400, 000 bpd (i.e., $19.8 million * 

(1-70%)), or, in this instance, $5.9 million. Row 14 sums the inputs to the balancing account 

over the year (i.e., the sum of Rows 10 through 13) to arrive at the closing balance of $187 

million. 

11. The analysis I performed for Mr. Earnest's Conservative Case (which relies on 

the CAPP Moderate Case supply forecast) is shown in Schedule 2 of Exhibit PD-2. This 

analysis is identical in format and content to the Base Case analysis described above, except for 

the variances in throughput arising from Mr. Earnest's different scenarios. As shown in the 

following Table 1, the results of my balancing account analyses are relatively stable between the 

two cases, which confirms that there is a high degree of likelihood that the early year Extension 

deficits recovered from Lakehead shippers will be repaid in accordance with the Tariff 

Agreement well before that Agreement expires. 

Table 1 

Cases 

Years in which Deficiency is 
Accumulated 
Year Deficiency is 
Completely Repaid 
Date of Self-Sufficiency 4 

Base Case 

2009-2012 

2016 

2016 

Conservative Case 

2009-2013 

2022 

2017 

III. UPSTREAM SURCHARGE BENEFITS 

4 Pursuant to the Tariff Agreement, self-sufficiency is reached after three years of 
surpluses. Beyond that point, no further deficits may be added to the balancing account. 
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12. As noted above, the second purpose of my Affidavit is to calculate the impact on 

certain Lakehead rate surcharges arising from incremental volumes. Because of the Lakehead 

rate structure, incremental volumes provide a direct rate benefit to all Lakehead System shippers 

because they increase the number of barrels across which fixed costs are spread in calculating the 

volume-dependent Lakehead surcharges. That in mm reduces the per-barrel rates paid by each 

and every shipper. As discussed in the Earnest Affidavit, using his Base Case as a starting point, 

he conducted a "with and without" comparison to determine the extent to which the Lakehead 

System would transport greater volumes with the Extension Pipeline than without it. Mr. Earnest 

shows the results of that comparison in his Exhibit NKE-10. According to his analysis, the basic 

conclusion is that the Extension Pipeline will draw additional volumes onto the Lakehead 

System that will move to Patoka and beyond that would not be likely to move on Lakehead if the 

Extension link to Patoka were not available (because of capacity constraints on other connecting 

pipelines, market saturation, and so forth). 

13. By way of background, it is necessary to understand the tariff rate structure of 

Lakehead, which is the result of prior settlements approved by the Commission. Lakehead 

mainline shippers pay per-barrel rates that reflect the sum of a series of layered elements. The 

first layer is the base rate, which constitutes the original rate resulting from Lakehead's last 

formal rate case (which was the subject of an uncontested settlement approved by the 

Commission in 1996), plus index adjustments for subsequent years. This rate is forecasted in 

Row 1 of Exhibit PD-3. Layered on top of the base rate are various surcharges used to recover 

the cost of specific expansions and/or improvements to the Lakehead System that were not in 

place when the base rate was originally determined. The currently approved surcharges include 

the System Expansion Phase II ("SEP II") Surcharge (Row 2), the Terrace Surcharge (Row 3), 
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the Facilities Surcharge (Row 4), and the Southern Access Expansion Surcharge (Row 5). 5 Row 

6 shows the future potential surcharge for the Alberta Clipper project. The base indexed rate, the 

SEP II Surcharge, and the Terrace Surcharge do not vary with incremental throughput in the 

. . . .  

• i 

range considered here. The Facilities Surcharges, the Southern Access Expansion Surcharge and 

the Alberta Clipper Surcharge will be adjusted annually for actual costs and throughputs. This 

volume-dependent component is expected to represent 22.9% of the Lakehead System tariff rate 

in 2009 when the Southern Access Extension is in-service, growing to 39.9% by 2011 

incorporating potential future surcharges for projects such as Alberta Clipper, as calculated in 

Row 11. 

14. A rate benefit of the Extension is that the volume-dependent surcharges on the 

Lakehead mainline (e.g., the Facilities Surcharge and the Southern Access Expansion, as well as 

future potential surcharges for projects such as Alberta Clipper) are spread over greater volumes, 

thereby reducing the per-barrel amount of those surcharges. 

15. In calculating the rate impact of incremental Lakehead barrels, I had to take into 

account the effect of spreading the volume-dependent surcharges over greater total volumes. In 

Row 8, I sum the volume dependent surcharges in Rows 4, 5 and 6. Row 9 shows the power 

portion of the surcharges which is not volume dependent. Therefore in Row 10 the power 

component is subtracted from Row 8 to generate the volume dependent portion of the rate. Row 

11 calculates the volume dependent portion of the rate as a percentage of the total US Rate 

shown at Row 7. Rows 12 and 13 show the forecasted incremental volume generated by the 

Extension as per Earnest Affidavit, Exh. NKE-10. Row 14 is the sum of Rows 12 and 13 and 

represents the total incremental volume generated by the Extension. Rows 15 and 16 show the 

5 Lakehead Pipeline Co., Ltd. Partnership, 85 FERC ~ 61,397 (1998) (SEP II & Terrace 
Surcharge); Enbridge Energy, Limited Partnership, 107 FERC q[ 61,336 (2004) (Facilities 
Surcharge); Enbridge Energy, Limited Partnership, 114 FERC ~ 61,264 (2006) (Expansion 
Surcharge). 
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forecasted Enbridge mainline Volume as per Earnest Affidavit, Exh. NKE-5. Row 17 is the sum 

of Rows 15 and 16 and represents the total incremental volume generated by the Extension. 

Row 18 calculates the forecasted total annual Enbridge mainline volume. Row 19 is a 

calculation of the proportion of incremental volume (Row 14) to the total m.ai'nline volume (Row 

17). This percentage represents the incremental volume over which the volume-dependent 

surcharges would be spread. Therefore the surcharge reduction on a per barrel basis can be 

calculated by multiplying this percentage by the volume dependent portion of surcharges (Row 

10). The results are shown in Row 20. This benefit is also expressed on an annual US$ basis at 

Row 21. This is calculated by taking the per barrel reduction at Row 20 and multiplying it by the 

total annual mainline volume. 

16. The resulting rate surcharge benefit to Lakehead mainline shippers, which applies 

whether or not that particular shipper moves any barrels to Patoka, starts at $3.4 million in 2009 

and escalates in 2012 and beyond as incremental barrels attributable to the Extension grow. See 

Exhibit PD-3 and Earnest Aft., Exh. NKE-10. A similar effect occurs on the EPI System in 

Canada, but I have not attempted to quantify the impact on the Canadian toll. 

17. I have not incorporated in my rate analysis other benefits of the Extension 

quantified in the Schrage Affidavit, such as reduced carrying costs, enhanced quality and 

improved system flexibility, in that these benefits accrue directly to shippers rather than flowing 

through the rate mechanism. 
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I declare under penalty of perjury under the laws of the United States of America that the 

foregoing is true and accurate. 

Executed on Oc tobe r /7 ,  2007. 

Peter Douvris 
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Exhib i t  PD-2 
Balancing Account  
All figures in 00Os US$ un'fess othe~ise no~ed 
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Exhibi t  PD-3 
Calculation o f  Projected Upstream Surcharge Benef i t  
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William B. Tye, being first duly sworn, states as follows" 

SCOPE OF TESTIMONY AND SUMMARY OF CONCLUSIONS 

I am an economist with The Brattle Group, an economic, management and environmental 

consulting firm. My principal office is in Washington, D.C. 

I have been requested by Enbridge Energy Company, Inc. ("EEC") and Enbridge Energy, 

Limited Partnership ("EELP") (collectively, "Petitioners") to identify the appropriate 

economic principles that should govern the pricing of service on the Southern Access 

Extension Pipeline from Flanagan to Patoka ("Extension") and to apply those principles 

to the facts set forth in the Joint Petition for Declaratory Order in this case. In 

undertaking this analysis, I have conducted an extensive review of the economic 

literature and regulatory proceedings before the Federal Energy Regulatory Commission 

("Commission") and elsewhere that address these issues. ~ I have also undertaken an 

extensive review of the evidence in the prior regulatory proceedings involving the 

Enbridge System, including the proposed Extension Pipeline at issue in this proceeding. 

In its Order on Contested Offer of Settlement, 117 FERC ~ 61,279 (2006) ("2006 

Settlement Order"), the Commission addressed a previous settlement to establish rolled- 

in rates on the proposed Extension Pipeline from Flanagan to Patoka. In rejecting the 

prior settlement offer, the Commission expressed concerns that: (1) it was looking for 

additional evidence on the magnitude of benefits to shippers that do not anticipate that 

they will use the Extension Pipeline, (2) such shippers might be required to subsidize 

construction of the Extension through higher rates, and (3) the fact that the pipeline 

would be owned by an affiliated company "heightens the risk" that shippers not using the 

Extension may cross-subsidize those that do. In the wake of that order, I understand that 

the Petitioners and the Canadian Association of Petroleum Producers ("CAPP") have 

negotiated a new agreement (the "Tariff Agreement") on terms that are described in the 

Affidavit of Wilfred R. Schrage, which is attached as Exhibit 3 to the Joint Petition. 

The results of this review are contained in William B. Tye and Jos6 Antonio Garcia, "Who Pays, Who 
Benefits and Adequate Investment in Natural Gas Infrastructure," Energy Law Journal, Vol. 28, No. 1 
(2007): 1-42. 

= J 
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As I discuss further below, the Tariff Agreement is a distinctly different proposal from 

the prior settlement presented to the Commission in 2006. In particular, as the Joint 

Petition states, "the long-term objective ... [is] to have the Southern Access Extension 

operate as a pipeline with tariff rates set to reflect a stand alone operation." Accordingly, 

this proposal does not establish rolled-in rates, but rather provides a backstopping 

arrangement whereby early contributions are paid back with interest during the term of 

the Tariff Agreement. 

0 

The Affidavit of Neil Earnest, attached to the Joint Petition as Exhibit 4, provides volume 

forecasts for the Extension that conclude that the Extension will be utilized in a wide 

Variety of operating and competitive circumstances. Mr. Earnest's throughput forecasts 

demonstrate that any early period deficits on the Extension will be reversed and 

recovered by later period surpluses. Over the life of the Tariff Agreement, rates on the 

Extension are designed to essentially recover its cost as a stand alone operation, while 

shipments on the Lakehead System that do  not utilize the Extension are expected to 

realize upstream benefits as described further below. Thus, the Tariff Agreement 

resolves the concerns previously expressed by the Commission regarding the Extension 

Pipeline in the 2006 Settlement Order. 

0 

Mr. Earnest forecasts that establishing a new market via the Extension results in a 

substantial increase in barrels shipped on the Lakehead System. Incremental volumes on 

Lakehead in turn generate numerous benefits for upstream shippers. In particular, as 

discussed in the Affidavit of Mr. Schrage, higher flow rates lead to a reduction in 

carrying costs associated with inventory; a reduction in batch pigging costs; and a 

revenue credit, all of which are explored in more detail below. Having a second pipeline 

in the Chicago to Patoka corridor also allows for additional benefits. In particular, there 

is a quality benefit applicable to the Extension in that it allows for greater crude 

segregation across lines, as well as a benefit to upstream shippers of having alternative 

routes into markets, as described more fully later. The value derived from these other 

benefits more than compensates upstream shippers for the small potential risk of under- 

recovery of early period deficits. 
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QUALIFICATIONS 

I received my Bachelor of Arts in economics from Emory University and my Ph.D. in 

economics from Harvard University. Upon leaving Harvard, I became an assistant 

professor of economics and management at the U.S. Air Force Academy. I taught 

quanitative economic theory, econometrics, policy issues in contemporary economics and 

quantitative decision methods. After leaving the service in 1972, I joined Charles River 

Associates, a Boston research and consulting firm, as a senior research associate and 

became program manager for transportation, and later vice president and a director of the 

Company. I joined Putnam Hayes & Bartlett, Inc. in 1980 as a Principal. In August 1990, 

I, along with six colleagues, founded The Brattle Group, a successor firm resulting from 

the merger of The Brattle Group, Inc. and Incentives Research, Inc. 

I am presently a Principal of The Brattle Group, an economic, management, and 

environmental consulting firm located in Cambridge, Massachusetts; Washington, DC; 

San Francisco, California; London, United Kingdom; and Brussels, Belgium. I have 

testified before regulatory commissions on the subjects of pipeline regulation generally 

and more specifically, rate design for regulated industries. These proceedings have 

involved matters before the Federal Energy Regulatory Commission, the Interstate 

Commerce Commission ("ICC," now the Surface Transportation Board ("STB")) and the 

Regulatory Commission of Alaska ("RCA"). I have also written numerous books and 

articles on these subjects. In addition, I have published two chapters in Transport 

Strategy, Policy and Institutions, a handbook by Permagol~lsevier. 

These qualifications and experience are detailed in my resume, a copy of which is 

attached as Exhibit WBT-1. As the resume indicates, I have over thirty years experience 

as a transportation economist. 
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° 
Exhibit WRS-1 from Mr. Schrage's affidavit, reproduced here for convenience, illustrates 

how the Extension Pipeline is positioned relative to the existing Enbridge mainline 

system. 2 Crude petroleum shipments on Lakehead originate primarily from two basins, 

the Williston Basin in Montana / North Dakota and the Western Canadian Sedimentary 

Basin in Alberta. Lakehead shipments terminate at various destinations in the U.S. 

Midwest, as well as points in Eastern Canada and New York State. Superior, Wisconsin, 

is a major interconnection point, where the Lakehead System diverges to go to (1) Sarnia, 

The Enbridge mainline system has two major components. The portions of the system in Canada are 
owned by Enbridge Pipelines Inc. ("EPI"). The portions in the U.S. are owned by EELP and are 
commonly referred to as the Lakehead System. 
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Ontario over the northernmost lines, (2) to the Chicago area (and potentially eastward to 

Samia) via the middle fork, and (3) to Flanagan, Illinois on the southern route, where 

Lakehead will connect with the Spearhead Pipeline beginning in 2009. Spearhead 

currently flows south from Chicago to Cushing, Oklahoma. At the time that the 

Lakehead System connects to Spearhead at Flanagan, the segment of Spearhead from 

Flanagan to Chicago ("Spearhead North") will be  reversed so that crude oil can flow in 

either direction from Flanagan. The Superior to Flanagan route (Line 61) is part of a 

previous expansion of the Lakehead System (the "Southern Access Project") whose costs 

will be recovered in rates via a Commission-approved surcharge on all Lakehead 

shipments. Clearbrook is also a major delivery point that serves refineries in the 

Minneapolis / St. Paul area. The configuration of the Lakehead System is discussed in 

more detail by Mr. Schrage in his affidavit. 

The Petition for Declaratory Order in this case involves a new and unique proposal to 

establish rates to recover the revenue requirement of the Extension in a manner reflective 

of stand alone operations and to provide a backstopping arrangement whereby early 

contributions are paid back with interest during the term of the Tariff Agreement. The 

proposed Extension would have an initial annual average capacity of 400,000 barrels per 

day ("bpd"), expandable to 800,000 bpd. As noted above, the Extension was the subject 

of a previous Commission proceeding. I n  its Order on Contested Offer of Settlement, 

December 8, 2006, the Commission rejected the proposed rolled-in rate settlement. The 

Petition for Declaratory Order in the present proceeding, which is based on a Tariff 

Agreement between Petitioners and CAPP (the Canadian Association of Petroleum 

Producers, the major association representing the Canadian producers whose oil is 

shipped over the Enbridge mainline system), establishes a unique model which 

effectively supports construction of the Extension on a stand alone basis. My testimony 

demonstrates that the concerns raised in the previous Commission proceeding are 

addressed by the unique Tariff Agreement that has been negotiated. 

[ - - 7  

(-7 
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10. 

11. 

RESPONSIVENESS OF THE PETITION TO THE COMMISSION'S CONCERNS 

As I indicated above, the Commission's three main concerns about the prior settlement 

agreement to establish rolled-in rates were: (1) that the Commission was looking for 

additional evidence of benefits to shippers that do not anticipate that they will use the 

Extension, (2) that such ratepayers might be required to subsidize construction of the 

Extension through higher rates, and (3) that the fact that the pipeline would be owned by 

an affiliated company "heightens the risk" that shippers not using the Extension may 

cross-subsidize those that do. These three concerns really boil down to one issue: 

concern that any increase in rates by virtue of rolled-in rate treatment of the Extension to 

shippers that do not use the Extension must be justified by benefits to those shippers 

rather than being used to cross-subsidize those that do use the Extension. 

The new Tariff Agreement, which is the basis for this Petition for Declaratory Order, is 

not premised on rolled-in rate treatment. The Extension rates will be established on a 

stand alone basis. The Tariff Agreement provides that until volumes reach 340,000 

barrels per day the Lakehead shippers will backstop any shortfall in revenue requirement 

by paying a deficiency amount that will be tracked over time. At such time as the 

volumes exceed 340,000 barrels per day, the surplus revenue will be used to pay back the 

deficiency amounts that were tracked to the Lakehead shippers with interest. At such 

time as there are three consecutive years of surplus, then no further deficiency payments 

are to be made. Accordingly, there is no cross-subsidization between shippers. 

12. 

With respect to the concern that the rolled-in rate structure did not benefit shippers 

upstream of the Extension, there is evidence that benefits to upstream shippers do arise 

from increased throughput as a result of this Extension and that those benefits will more 

than offset the small potential risk of under-recovery of early year deficits. The 

Affidavits of Mr. Schrage, Mr. Earnest and Mr. Douvris describe and quantify those 

benefits. 

There are several features of the proposed Tariff Agreement that support the conclusion 

that the Extension will pay for itself on a self-sustaining basis over its lifetime" 

i.__l 
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(a) 

(b) 

(c) 

(d) 

(e) 

(f) 

The rate calculation for the Extension will employ a forecast throughput 
equal to 340,000 barrels per day regardless of the actual throughput. It is 
expected that when actual throughput is less than 340,000 barrels per day, 
the Extension will incur a deficit and, conversely, a surplus will occur 
when throughput exceeds 340,000 barrels. 

Any Extension deficit will be recovered by a surcharge to the upstream 
system rates and any surpluses will be used to fund surcredits to the 
upstream system rates (subject to certain limits identified below). 

An account will be established that will accumulate a balance of annual 
deficits and surpluses on the Extension (subject to certain limits identified 
below). The account will accrue interest on accumulated deficit balances. 

The surcredit will apply only when the cumulative deficit (including 
interest) is equal to or greater than zero. 

The percentage of the deficit that will be added to the accumulated balance 
depends on the "Qualifying Volume" on the upstream portion of the 
pipeline, ranging from a pro rata share to 100 percent. (Irrespective of this 
feature the full amount of the deficit will be included in the surcharge.) 
"Qualifying Volume" does not affect the amount of the surcredit 
accumulated in the account. 

The Tariff Agreement provides that the surcharges will terminate when 
"self-sufficiency" is achieved on the Extension, defined as a situation 
where the Extension operates for three consecutive years with annual 
surpluses on the Extension in each year. Once "self-sufficiency" is 
realized, subsequent annual deficits are not recovered in Lakehead rates or 
added to the cumulative account. However, revenue surpluses would 
continue to be reflected in a surcredit to Lakehead rates and netted out of 
the cumulative deficiency until the cumulative account is reduced to zero 
or the agreement terminates. Additional surpluses thereafter are used to 
reduce the Extension's stand alone rates. 

13. This surcharge/surcredit mechanism permits the Extension to achieve the objective of 

recovering its costs through stand alone rates over the term of the Tariff Agreement, 

provided the Extension transports sufficient throughput during that period. The Affidavit 

of Mr. Earnest, a Vice President with Muse, Stancil & Co., sets forth his calculation of 

the volumes that will be transported on the Extension based on CAPP's latest supply 

forecasts. Under two supply scenarios and three cases, Mr. Earnest demonstrates that 

there will be substantial utilization of the Extension over the entire period. In fact, 

volumes approach or reach the full (expanded) capacity of the Extension in later years 

under each case. The Affidavit of Mr. Douvris shows that, at the volumes calculated by 




