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General Matters 

4.1 Uncommitted volumes 

Reference: i) Enbridge, Response to Commission IR No. 2, IR 2.3 (a),  
PDF page 7 of 171 (C07648-2) 

ii) Enbridge, Response to Government of Saskatchewan IR No. 1, IR. 
1.2 (b) Response, PDF Page 5 of 13 (C07650-2) 

iii) Enbridge, Response to Commission IR No. 2, IR 2.30 (b),  
PDF page 125 of 171 (C07648-2) 

iv) Enbridge, Application for Mainline Contracting, Table 8.3: Maximum 
Committed Volume Calculation, PDF Page 65 of 86 (C03823-2) 

v) Enbridge, Application, Appendix 6: Evidence of Jeffrey Church, 
PDF page 18 of 86 (C03823-8) 

Preamble: In reference i), Enbridge states that offering committed service is 
expected to reduce the level of air barrel nominations “as some 
shippers currently gaming the system to increase their chance of 
getting capacity will instead secure capacity with contracts under 
Mainline Contracting.” 

In reference ii), Enbridge confirms that shippers that contract for 
volumes on the Canadian Mainline through the proposed open season 
will also be able to nominate for uncommitted spot capacity on the 
Canadian Mainline on a month-to-month basis. 

In reference iii), Enbridge states that it expects that an open season of 
90% of the Canadian Mainline available capacity would be strongly 
subscribed. 

In reference iv), Enbridge summarizes the maximum committed volume 
calculations for different types of contracts. Table 8.3 shows that the 
maximum volume for Requirements Contracts must not be greater than 
90% of average actual production for producers, 90% of nameplate 
refining capacity for refiners, and 90% of nameplate capacity for NGL 
facilities. 

In reference v), Dr. Church states that shippers expecting capacity to 
be scarce with certainty have even more of an incentive to over 
nominate. The reason is that there is no cost to them from over 
nominating, but a benefit from maximizing their scheduled capacity. 
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Request: a) Discuss factors that may incent or discourage committed shippers 
to seek to nominate uncommitted volumes. 

b) Explain why Enbridge expects its committed shippers will not also 
nominate uncommitted volumes. 

c) Explain whether, and if so, how, committed service affects shipper’s 
incentives to over nominate uncommitted capacity 

d) Describe tariff provisions that could prevent committed shippers 
from over-nominating and seeking rents on uncommitted volumes. 

d.1) Describe each potential provision and explain why it would be 
implemented or rejected. 

Response: a)-b)  

A committed shipper that does not require more Canadian Mainline 
capacity than it has contracted for will be discouraged from 
nominating for uncommitted capacity by the requirement to 
nominate its entire commitment before nominating uncommitted 
capacity and by the Failure to Tender Charge.  A committed shipper 
may be incented to nominate for uncommitted capacity if it requires 
more Canadian Mainline capacity than it has contracted for.  There 
are several reasons why a committed shipper may not have 
contracted for all of the Canadian Mainline capacity that it needs: it 
may have been limited from doing so by the Contracting Limits or 
as a result of an over subscription of the open season, or it might 
have chosen as part of its broader commercial strategy not to do 
so.  Many market players will take a portfolio approach to their 
crude egress or crude sourcing needs.  A shipper may not contract 
for its entire production, marketing position, or refinery demand and 
may elect to utilize a variety of pipeline networks, rail, barge, vessel, 
or other transport providers.  As a result, Enbridge expects that 
some of its committed shippers will nominate uncommitted capacity 
and some will not.  

c) Reference v) considers the marginal benefits and marginal costs of 
nominating an additional barrel.  The analysis is simplified and 
designed to compare and contrast the marginal benefits and 
marginal costs of nominating another barrel under two different 
expectations by shippers.  The first set of expectations is when 
there is some uncertainty regarding apportionment, while the 
second set of expectations is when there is certainty regarding 
nominations.  The analysis is intended to establish the quality 
difference between committed and uncommitted service.  Its role is 
to show that both the reliability and adequacy of uncommitted 
service will be less than committed service, in part because the 
reliability and adequacy of uncommitted service depends on the 
nominations of all shippers for uncommitted service, and shippers 
seeking uncommitted service will have an incentive to over 
nominate whether there is uncertainty regarding apportionment or 
whether apportionment will occur with certainty. 
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The simplified analysis when apportionment is uncertain notes the 
trade-off involved in over nominating.  If the shipper nominates only 
its profit-maximizing quantity and there is apportionment, it will not 
be able to ship its optimal amount: it will suffer a loss as the 
apportioned barrels are diverted to their next best alternative market 
(or shut in).  The shipper can mitigate this loss by over nominating, 
i.e., nominating more than its profit-maximizing volume.  Under pro 
rata rationing this will mitigate some of its lost profit if there is 
apportionment, but if any barrels greater than its profit-maximizing 
volume are shipped because there is not apportionment or 
apportionment is less than expected, the shipper will incur losses 
on those marginal barrels.  The profit-maximizing nomination, given 
some expectation of apportionment, will be greater than if there is 
no expectation of apportionment.  This strategic over nomination 
“games the system” and involves nominating some barrels greater 
than the profit-maximizing nomination in the absence of the 
expectation of apportionment.  The limit to over nomination in this 
setting is when the cost of over nominating when the nomination is 
not apportioned exceeds the benefit of increased shipments from 
over nominating when there is apportionment. 

The incentive to over nominate is even greater when apportionment 
is expected for certain.  The reason is that there is no cost for over 
nominating as barrels of oil that would not be profitable to ship are 
never shipped.  The “no cost to them” is to indicate the difference in 
the marginal cost of nomination when expectations of 
apportionment are different.  Regardless of the expectations of 
shippers, the point of the simplified analysis was to demonstrate the 
incentives to over nominate when service is uncommitted and that 
this negatively affects the reliability and adequacy of uncommitted 
service versus committed service. 

This IR invites a more complete analysis of the nomination decision 
by shippers for uncommitted shipments when apportionment is 
expected.  

To fix ideas and the analysis, consider the simplest possible setting. 
There is a single pipeline that will be apportioned.  Oil from the 
origination point can also reach the same destination as the pipeline 
by rail. Because capacity on the pipeline is constrained, rail is the 
price setting mechanism.  And since the costs of rail transport are 
greater than the tolls on the pipeline, scheduled and accepted oil 
volumes on the pipeline will earn scarcity rents, which is the 
difference between the costs of rail and the toll on the pipeline. 

Under uncommitted service, the incentives to nominate can be 
thought of in terms of arbitrage.  The marginal benefits of 
nominating another barrel are the probability of being accepted or 
scheduled, equal to available uncommitted capacity divided by total 
nominations for uncommitted capacity, multiplied by the pipeline 
netback, plus the probability of being apportioned, equal to one 
minus the probability of being accepted or scheduled, multiplied by 
the rail netback per barrel.  If the barrel is pushed back from the 
pipeline because of apportionment, it is shipped by rail.  Shippers 
have an incentive to nominate barrels for shipment on the pipeline 
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until the expected marginal benefit equals the marginal cost of 
nominating.  

The marginal cost of nominating a barrel depends on the supply 
verification procedures of the pipeline.  The supply verification 
procedures determine the conditions that must be met for a 
nomination to be accepted.  Shippers may be required to meet 
conditions that impose a marginal cost on them of making a 
nomination.  These costs are typically required to make the 
nomination credible and include contracting for the nominated oil for 
delivery during the relevant month, increasing production to match 
the nomination, and contracting or building storage and inventory to 
support the nomination.  The marginal costs also include the 
expected penalties associated with not being able to tender 
scheduled volumes. 

The effect of converting uncommitted capacity to committed 
capacity on a pipeline has two effects on the incentives to over 
nominate that indicate a reduction in total nominations and hence a 
reduction in total apportionment the greater the amount of capacity 
that is converted to committed capacity.  These are: 

• The benefit of over nominating is likely reduced because the 
probability of being scheduled for uncommitted capacity is less 
the smaller the amount of uncommitted capacity.  The 
probability of being scheduled is the ratio of capacity available 
for uncommitted volumes divided by total nominations for 
uncommitted capacity.  As less capacity is available for 
uncommitted volumes holding nominations for uncommitted 
volumes constant, the probability will fall.  This will induce 
shippers to reduce their nominations for uncommitted capacity, 
leading to a decrease in total nominations for uncommitted 
capacity.  However, the fall in total nominations for uncommitted 
capacity will likely be less than the fall in capacity so that the 
probability of uncommitted volumes being accepted or 
scheduled falls.  

• The marginal cost of over nominating likely has increased for 
committed shippers.  If the marginal cost of nominating is 
increasing, then the marginal costs of nominating uncommitted 
capacity on top of committed capacity will reduce the incentive 
firm shippers have to nominate uncommitted capacity.  The 
greater the firm capacity, the greater this effect on the incentives 
of firm shippers. 

Intuitively, the smaller the uncommitted capacity, the less in 
aggregate capacity rents that can be captured by uncommitted 
volumes through making strategic nominations.  This likely reduces 
the aggregate expected costs shippers are willing to incur to 
support their uncommitted nominations.  As a result, total 
nominations are expected to fall the greater the amount of capacity 
that is converted to committed capacity.  With the expected fall in 
nominations, total apportionment is also expected to fall. 
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In addition, some firm capacity holders might be expected to find 
that, given their firm capacity levels, it is no longer profitable for 
them to incur the fixed costs (if any) associated with participating in 
the nomination game for uncommitted capacity.  For instance, 
refiners without marketing arms that are able to acquire sufficient 
firm capacity rights might not nominate for uncommitted capacity. 

The effects of the introduction of 90% committed service on 
nomination levels and apportionment suggested by this analysis 
when apportionment is expected on the Canadian Mainline are: 

• Total nominations will likely fall. 

• Total apportionment will likely fall. 

• The percentage of total nominated volumes scheduled or 
accepted will likely rise.  The scheduling rate is S/N where S is 
volumes accepted/scheduled and N are nominations. 

• The percentage of total nominated volumes apportioned will 
likely fall.  The apportionment rate is (N-S)/N, the percentage of 
nominations not accepted/scheduled. 

• Nominations for uncommitted service will likely fall by more than 
the capacity converted to firm service. 

• Apportionment of uncommitted volumes (on a total bbls basis) 
will likely fall. 

• The scheduling rate for uncommitted volumes will likely fall. 

• The apportionment rate for uncommitted volumes will likely rise.  

The two provisions described in d) that restrain over-nominating by 
all shippers, including firm shippers, do so by raising the costs of 
over nominating. 

d) In order to limit nominations to those volumes that shippers intend 
to ship, Enbridge currently verifies all nominations to the Canadian 
Mainline in accordance with its upstream and destination 
verification procedures.  These procedures are discussed on page 
11 of Optimizing Oil Pipeline and Rail Capacity out of Western 
Canada, March 2019 NEB Report as well as in the Enbridge 
Technical Conference Presentation (C06800-2; video available on 
the Enbridge website at: www.enbridge.com/mainlinecontracting). 
Enbridge has not identified any alterations to its verification 
procedures that would further limit over-nominations. 

In the context of Mainline Contracting, Enbridge has considered and 
implemented two additional requirements that it expects would be 
most successful in preventing committed shippers from over-
nominating and seeking rents on uncommitted volumes.   

The first requirement is that a committed shipper must nominate 
and be allocated its full monthly volume commitment in a given haul 
before Enbridge will consider its nominations for uncommitted 
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space for that haul.  This requirement is encapsulated in the 
definition of “Uncommitted Volume” in the Rules Tariff and the 
Transportation Service Agreements (“TSAs”).  This requirement, in 
conjunction with the requirement in Rule 6 of the Pro-Forma Rules 
and Regulations Tariff (Appendix 38 of the Application (C03823-
40)) (“Rules Tariff”) that all nominations must be verified in relation 
to both supply and destination, will reduce the volume of 
uncommitted capacity that a committed shipper can nominate.  
Committed shippers will receive priority service for their committed 
volumes for the duration of their contract.  This certainty of priority 
will allow them to effectively plan nominations and supply.  With this 
certainty there is no need to over-nominate any portion of that 
volume to the uncommitted space.  Furthermore, any firm capacity 
that is not nominated against cannot be sterilized by the contracting 
party because it becomes immediately available for uncommitted 
service and will be allocated to uncommitted volumes as part of the 
standard monthly scheduling process. 

Second, Article 7 of the TSAs and Rule 7 of the Rules Tariff require 
that shippers that do not bring in at least 97% of their accepted 
nominations pay a penalty: the Failure to Tender Charge.  In the 
case of a committed shipper that is allocated both committed and 
uncommitted capacity, any shortfall exceeding 3% of the shipper’s 
total allocated nominations will first be applied to allocated 
uncommitted spot volumes, and a Failure to Tender Charge will be 
applied at 90% of the uncommitted rates for the nominated routes.  
In addition, any nominated and accepted volumes that are not 
tendered will trigger a call for crude, ensuring that if there is unmet 
pipeline demand, all parties in the line space queue, including both 
committed and uncommitted shippers, will have the opportunity to 
move volumes on that space, even if that space had initially been 
designated as firm capacity.  The Failure to Tender Charge ensures 
that both committed and uncommitted shippers intend to fully utilize 
that capacity that they nominate, and in this way will limit committed 
shippers’ nominations of uncommitted capacity. 

Enbridge did not consider preventing committed shippers from over-
nominating and seeking rents on uncommitted volumes by 
prohibiting or artificially limiting them from nominating uncommitted 
volumes because it did not consider that it would be reasonable or 
appropriate to do so. 
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4.2 Market power in the secondary market 

Reference: i) Enbridge, Response to MEG IR No. 1, 1.12 - Trading of Committed 
Capacity When Demand for Capacity Exceeds Availability, PDF 
Page 20 of 24 (C07655-2) 

ii) Enbridge, Application, Appendix 6 – Evidence of Jeffrey Church, 
PDF 31 of 86, (C03823-8) 

iii) Enbridge, Response to Commission IR No. 2.8 – Secondary market 
and market power, PDF Page 35 of 171 (C07648-2) 

iv) Enbridge, Response to Suncor IR No. 1, 1.26 – The Secondary 
Market, PDF Page 86 of 115, (C07660-2) 

v) Jeffrey Church and Andrew Wilkins, Wireless Competition in 
Canada: Response to the Competition Bureau, dated 10 February 
2014, PDF Page 6 of 16, (link 1 and see Appendix 1) 

vi) Enbridge, Response to Commission IR No. 2.8 – Secondary market 
and market power, PDF Page 35 of 171 (C07648-2) 

vii) Enbridge, Response to Commission IR No. 2.8 – Secondary market 
and market power, PDF Page 35 of 171 (C07648-2) 

viii) Enbridge, Response to Commission IR No. 2.8 – Secondary market 
and market power, PDF Page 37 of 171 (C07648-2) 

Preamble: In reference i), Enbridge states that pipeline capacity holders will earn 
scarcity rents. In the simplest case, these are the difference between 
the tolls on the pipeline and the cost of transportation on the marginal 
alternative. Enbridge says these rents would be captured by the 
contract rights holder of firm capacity. 

In reference ii), Dr. Church states that the price paid in a competitive 
market will equal the long-run average cost of the seller. Dr. Church 
defines long-run average cost as the average cost when a party can 
vary all inputs, including its capital. 

In reference iii), Enbridge states that market power is typically defined 
as the ability of a firm to profitably raise price above competitive levels. 
Enbridge says that the competitive level in the secondary market is the 
price that clears the market. 

In reference iv), Enbridge states that the secondary market, assuming it 
is competitive, would involve a price that clears the market. This price 
would equate the willingness to pay for the shipment of the marginal 
barrel to its marginal cost. 

Before the Competition Bureau (see reference v), Dr. Church has 
stated that the ability to profitably raise prices over competitive levels 
implies the ability to raise prices above average cost. Dr. Church also 

 
1 https://services.crtc.gc.ca/pub/docwebbroker/opendocument.aspx?dmid=2073564  
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stated that only the exercise of market power that raises the price 
above long run average cost levels is inefficient. 

In reference vi), Enbridge states that with a fixed supply of capacity, the 
marginal cost of using capacity is the value forgone from transferring 
the use of that capacity to an alternative shipper (its opportunity cost in 
its next best alternative use in this case is its value to the next best 
alternative shipper).  The value forgone is the willingness to pay for that 
capacity by an alternative shipper. 

In reference vii), Enbridge states that a contract rights holder can 
attempt to exercise market power by raising its toll or by reducing the 
capacity it markets. Enbridge says the contract rights holder can raise 
the price above the competitive level by raising its price and have some 
of its capacity rights not used or acquired by shippers or it can withhold 
some of its capacity to raise the price. An exercise of market power by 
a capacity rights holder requires that its potential customers be able to 
easily substitute to other suppliers of Enbridge Mainline capacity, 
including Enbridge. 

In reference viii), Enbridge states that an exercise of market power in 
the secondary market is not possible. 

Request: a) Define the following: 

a.1) Economic rents, and 

a.2) Market clearing price or price that clears the market. 

b) Confirm the following definitions and statements from Enbridge's 
evidence: 

b.1) "The competitive level in the secondary market is the price that 
clears the market." 

i) If b.1) is not confirmed, provide Enbridge's definition of 
competitive level price and clarify reference iii); or 

ii) If b.1) is confirmed, describe how the price that capacity is 
sold for could be above the market clearing price or price 
that clears the market 

b.2)  “The secondary market, assuming it is competitive, would 
involve a price that clears the market.  This price would equate 
the willingness to pay for the shipment of the marginal barrel to 
its marginal cost.” 

i) If b.2) is not confirmed, clarify reference iv); or 

ii) If b.2) is confirmed, explain whether the secondary market 
would be competitive. 

(1) If the secondary market would not be competitive, 
explain why Enbridge provided the response in 
reference iv); or 
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(2) If the secondary market would be competitive, confirm 
that Enbridge expects the willingness to pay to and the 
marginal cost of the marginal barrel to be equal. 

b.3) "Market power is typically defined as the ability of a firm to 
profitably raise price above competitive levels." 

i) If b.3) is not confirmed, provide Enbridge's definition of 
market power and clarify reference iii); or 

ii) If b.3) is confirmed, provide supporting evidence that this 
is a typical definition 

b.4) If b.1) and b.2) ii) are confirmed, explain whether the 
competitive level in the secondary market would be where the 
price is equal to the willingness to pay for the shipment of the 
marginal barrel. 

b.5) If b.1) and b.3) are confirmed, describe how, using those 
definitions, exercising market power would be theoretically 
possible if to do so would require raising price above the 
market clearing price. 

b.6) If b.1), b.2) ii), and b.3) are confirmed, describe how, using 
those definitions, exercising market power would be 
theoretically possible without limiting capacity if to do so would 
require raising price above the willingness to pay for the 
marginal barrel of oil. 

c) Explain whether: 

c.1) The secondary market is and would be competitive as 
described in reference iv); 

c.2) Scarcity rents are a form of an economic rent; 

c.3) Economic rents would be expected in well-functioning 
competitive markets; and 

c.4) Enbridge agrees with the evidence of Dr. Church before the 
Competition Bureau in reference v): 

i) If Enbridge agrees with c.4), explain any inconsistencies 
with Enbridge's definitions in reference iii).  Specifically 
address whether the market clearing price is equivalent to 
average cost. 

ii) If Enbridge disagrees with c.4), provide Enbridge’s and 
Dr. Church’s detailed views on the definition of market 
power generally and in the context of both the primary 
and secondary markets for Mainline capacity under 
Enbridge’s proposal. Include measures that would make 
apparent whether market power was present or 
exercised. 

Enbridge Pipelines Inc.                                                       
Application for Canadian Mainline Contracting                  
RH-001-2020 File No.: OF-Tolls-Group-E101-2019-02 02

Enbridge Response to CER IR No. 4 
Page 9 of 64 



d) Describe the marginal costs, average costs, and long-run average 
costs of contracted capacity for contracting shippers under 
Enbridge’s proposal. 

e) Describe whether all firm capacity holders in the primary market 
would have substantially similar marginal, average, and long-run 
average costs of firm capacity. Include an explanation of why and a 
description of the factors that would affect each cost measure for 
firm capacity. 

f) Provide Dr. Church’s analysis of whether long-run average costs 
are an appropriate metric for the presence of market power on 
contracted capacity, when contract rights will expire over the long-
run. If not, provide an alternative metric to assess the potential use 
of market power. 

g) Confirm whether holders of firm capacity will make decisions to sell 
based on the willingness to pay of alternative shippers on the 
secondary market. 

g.1) If g) is not confirmed, clarify reference vi). 

h) Confirm whether a party's willingness to pay would reflect the full 
value to that party that shipping on the Mainline would provide over 
its next best alternative. 

h.1) If h) is not confirmed, provide all factors that would affect the 
willingness to pay. 

i) Describe whether a lack of viable alternatives would increase or 
decrease a party's willingness to pay for Mainline capacity. 

j) Describe whether Enbridge is of the view that when pipeline 
capacity is insufficient to meet demand that shippers demanding 
export capacity would have a willingness to pay above the marginal, 
average, and long run average costs of parties holding firm capacity 
in the primary market. 

k) Explain whether the market clearing price would exceed the 
marginal, average, and long-run average costs, identified above, 
when demand for pipeline capacity exceeds available capacity. 

l) Describe whether market clearing prices above marginal, average, 
or long-run average costs would be reflective of market power in the 
secondary market or create inefficiencies. Identify any such 
inefficiencies. 

m) Confirm the accuracy of this statement from reference vii) “An 
exercise of market power by a capacity rights holder requires that 
its potential customers be able to easily substitute to other suppliers 
of Enbridge Mainline capacity, including Enbridge.” 

m.1) If m) is not confirmed, clarify the reference. 

n) Explain whether asymmetric information exists, and would exist, in 
the secondary market. If so, describe potential effects asymmetrical 
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information would have on prices charged and volumes available in 
the secondary market. Explain whether a firm capacity holder would 
be able to use differential pricing and/or asymmetric information to 
increase the price of its capacity on the secondary market above 
competitive levels without reducing capacity. 

o) Explain whether the secondary market, across all firm capacity 
holders, would be expected to display differential pricing. 

p) Discuss whether there is a potential for a firm capacity holder to use 
a combination of upstream or downstream infrastructure along with 
its contracted firm capacity to exercise market power. 

Response: a)   

a.1) An economic rent is a payment to an input or factor of 
production that is in excess of the minimum required for it to 
be supplied (See H. Varian, Intermediate Microeconomics, 9th 
edition, at p. 442,  
http://candrafajriananda.lecture.ub.ac.id/files/2017/09/e-books-
MICRO-INTERMDEDIATE-ed9-VARIAN.pdf)).  The payment 
required for an input to be supplied is its opportunity cost, i.e., 
its value in its next best alternative use.  Rent is often the term 
used to refer to the return to land, since its opportunity cost is 
often assumed to be zero: land is often characterized as 
having perfectly inelastic supply corresponding to a vertical 
supply curve.  In these circumstances any payment to land is a 
rent, and the price of land (its rent) is determined by demand, 
where the price of land adjusts so that demand equals the 
fixed supply of land and the market clears.  See Figure 4.2.1. 
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CER Figure 4.2.1 

 

It is useful to distinguish between three types of rents: quasi-
rents, Ricardian rents, and monopoly rents (or profits) before 
addressing scarcity rents. 

• In the long run, utilization by a firm of any factor of 
production can be changed.  This means that all 
factors of production in the long run are variable and all 
costs are avoidable: the firm can always shut down by 
not reinvesting in factors of production that are sunk in 
the short run.  The definition of economic profits is 
revenues less the opportunity cost of all inputs.  The 
opportunity costs of an input can be zero in the short 
run if it is a fixed factor and expenditures on it are sunk, 
even though in the long run use of that input has an 
opportunity cost.  The difference between total 
revenues and avoidable costs in the short run equals 
the firm's quasi-rents.  Quasi-rents measure the benefit 
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to the firm of staying in business.  They are the 
difference between its revenues from staying in 
business and what is required for the firm to stay in 
business in the short run- its avoidable costs.  For the 
firm to supply, it must recover its avoidable costs; 
anything above this is a “rent”.  Quasi-rents provide a 
contribution towards the firm's sunk costs.  Of course in 
the long run, all costs are variable, and the difference 
between total revenues and total costs is economic 
profit.  Hence a firm is earning economic profits if its 
quasi-rents exceed its sunk expenditures. 

• Ricardian rents are returns to a factor of production, in 
the long run, when the productivity of a factor is not 
homogenous.  Ricardian rents accrue to suppliers that 
are low cost suppliers of a product because they have 
access to, and utilize, superior factors of production.  If 
the market is competitive, the market price will be 
determined by the marginal cost of the high cost 
suppliers, i.e., the price equals the marginal cost of 
high cost suppliers such that at the market price there 
is sufficient supply to meet demand.  Low cost 
suppliers will earn premiums relative to their “observed” 
costs that will show up as economic profits if they and 
not the factor of production capture the Ricardian rents. 

The apparent economic profits earned by a low cost 
price-taking supplier are attributable to their superior 
inputs that enable them to produce output at lower 
cost.  Their profits above competitive levels are earned 
because they have control of these inputs, and the 
profits above the competitive level are really rents 
earned by these inputs.  The apparent economic profits 
above competitive levels are really Ricardian rents.   

The cost of the marginal unit of supply sets the price in 
a competitive market.  The difference between the 
price and the unit cost of supply of all other units – in 
the long run – is a Ricardian rent that is created by the 
factor of production responsible for the cost advantage.  
Recall that in the long run in a competitive equilibrium, 
the price equals the minimum long run average cost, 
short run marginal cost, and long run marginal cost of 
the marginal supplier.  Hence the Ricardian rents of the 
marginal supplier are zero.  Ricardian rents reflect 
scarcity of more productive inputs and are earned 
regardless of the ownership of the input.  If the factor of 
production captures the rent, which will be the case if it 
is tradeable, then the rents will be capitalized into the 
cost of the firm, and its economic profits will be zero. 

The magnitude of Ricardian rents depends on the 
difference between the opportunity cost of production 
of a firm with the superior inputs and the opportunity 
cost of production of the marginal supplier.  As the 
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marginal cost of production of the marginal supplier 
increases, perhaps because of an increase in demand, 
Ricardian rents will rise. 

• Monopoly rents arise when a firm has market power.  A 
supplier with market power creates artificial scarcity by 
withholding output to increase the price and its profits 
on inframarginal units.  A firm has market power if it 
has an advantage that is sufficient relative to market 
size that by decreasing its output the market price rises 
and so do its profits.  The loss of profits on units not 
supplied is less than the gain in profits from units 
supplied at the higher price.  If the advantage is too 
small, its reduction in output will not increase the 
market price sufficiently and its profits will fall.  The 
reason that the price effect will be insufficient to raise 
profits is that other firms, if the extent of their 
disadvantage is small or limited, will expand their 
output to offset, at least in part, the decline in output 
and price will be unchanged or little affected.  If this is 
the case, the firm with the advantage will still be a price 
taker, producing where output sets price equal to 
marginal cost: the price in the market, however, will be 
set by higher cost firms.  The price in the market is set 
by the marginal cost of the marginal unit, the unit 
required to meet demand.  Firms with lower costs can 
be price takers: they do not necessarily have either the 
incentive or the ability to raise the market price by 
withholding output.  

Monopoly rents arise from the exercise of market 
power resulting in price above long-run average cost.  
Monopoly profits and monopoly rents are the same 
thing: they are returns to the firm above the opportunity 
cost of its factors of production that arise from the 
exercise of market power.  Market power exists if the 
supplier can profitably create artificial scarcity by 
reducing its supply.  Ricardian rents arise due to 
natural scarcity of an input that limits the output of low-
cost suppliers below that required to clear the market. 

Scarcity rents as used in this proceeding by Enbridge and 
Dr. Church are a return to pipeline capacity that arise when 
pipeline capacity is scarce.  Assume the price-setting 
mechanism for oil in Alberta when there is apportionment is 
rail to the US Gulf Coast (See Enbridge’s response to CNRL 
IR 1.20, PDF pp. 93-98 (C07659-2)).  Assume the relevant 
values for the price of oil at the US Gulf Coast, the costs of rail 
to the US Gulf Coast, and the toll using the Enbridge Mainline 
and downstream interconnected pipelines are $50, $20, and 
$10 – all per barrel.  (The assumed values in the example are 
the same as those used in the responses to CER IR 1.2 (PDF 
pp. 5-10 (C06801-2)) and Conoco Phillips IR 1.5 (PDF p. 8 
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(C07656-2)).  Notice that the toll, under 100% uncommitted 
service, is an avoidable cost to the shipper. 

The Enbridge Mainline will be full, since its netback is greater 
than that from using rail: $40 per barrel is the netback from 
using the Enbridge Mainline, $30 per barrel is the netback 
from using rail.  The price of oil in the Western Canada 
Sedimentary Basin (“WCSB”) will be $30 per barrel.  The 
higher netback from shipments on the Enbridge Mainline 
consists of $30 per barrel for the value of oil and $10 in 
scarcity rents per barrel.  The $10 per barrel in scarcity rents is 
the difference in the transport cost between the low cost 
pipeline and the high cost rail mode of transport.  

The derivation and approach here matches the definition of 
scarcity rents in Dr. Church’s evidence (see Evidence of 
Jeffrey Church, Appendix 6 (PDF pp. 44-45, para. 21 
(C03823-8)).  The definition there is the difference between 
the price in the secondary market less the pipeline toll.  The 
availability of rail transport at a cost of $20 per barrel sets the 
price in the secondary market for pipeline transport.  With a toll 
of $10 per barrel on the Enbridge Mainline the scarcity rent is 
$10 per barrel. 

If capacity on the Enbridge Mainline was easily expandable 
without a change in its toll, then the price setting mechanism 
would not be rail, but the Enbridge Mainline, the netback for all 
barrels would be $40 per barrel, and the scarcity rents would 
be liquidated.  Pipeline capacity would not be scarce.  The 
scarcity rents exist only because the Enbridge Mainline 
capacity is less than its long-run efficient capacity given 
current demand. 

In general, the price-setting mechanism for WCSB crude will 
be the value of the marginal disposition or demand alternative.  
This is the netback that has the lowest value for WCSB oil 
when all supply is absorbed.  There are multiple sources of 
demand, but in the short run it is often the case that the most 
profitable dispositions to producers (those with the highest 
netback) are capacity constrained, necessitating absorption by 
alternatives with lower netbacks until all supply is absorbed or 
higher cost production is shut in.  All inframarginal alternatives 
will earn rents to the holder of the capacity and those rents 
equal the difference between their netback and the marginal 
alternative. 

Scarcity rents arise because inputs have a significant value in 
their next best alternative use or to their next best alternative 
user.  A supplier’s marginal cost when it produces to capacity 
is equal to the lost value from providing an additional unit of 
service.  That is, if willingness to pay of a shipper for the last 
unit of oil shipped was $20 per barrel, the marginal cost of 
providing service by the pipeline to a shipper is the use of that 
capacity in its next best alternative use, which is the value of it 
to an alternative shipper.  In most cases the value to an 
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alternative shipper to ship the marginal barrel of oil would be 
the same as the value to the existing shipper, $20 per barrel.  
The value of the next barrel that would be shipped if there was 
capacity would be $20 per barrel.  The marginal cost to the 
pipeline is $20 per barrel equal to $10 per barrel for its inputs 
(assuming tolls equal its costs are $10 per barrel) and $10 per 
barrel in scarcity rents. 

Prices that signal allocative efficiency would include the 
scarcity rent at the margin.  If prices are set equal to marginal 
cost, which includes the scarcity value, then those prices will 
signal the value of the resources used to provide the service.  
Failure of prices to incorporate scarcity rents means that they 
are not allocatively efficient. 

a.2) The market-clearing price or price that clears the market refers 
to the competitive price, which is the price that equates the 
quantity supplied and the quantity demanded assuming all 
suppliers are price takers.  The paragraphs from reference iii) 
referred to in the IR (shown below) suggest that the market 
clearing price is the competitive price and the competitive price 
is the market clearing price: 

The competitive level in the secondary market is 
the price that clears the market.  With a fixed 
supply of capacity, the marginal cost of using 
capacity is the value forgone from transferring 
the use of that capacity to an alternative shipper 
(its opportunity cost in its next best alternative 
use in this case is its value to the next best 
alternative shipper).  The value forgone is the 
willingness to pay for that capacity by an 
alternative shipper. 

A shipper with market power would be able to 
profitably raise the price in the secondary market 
above this competitive, market-clearing level.  At 
a price above the competitive, market-clearing 
level there will be excess capacity that no shipper 
is willing to utilize.  The contract rights holder can 
raise the price above the competitive level by 
raising its price and have some of its capacity 
rights not used or acquired by shippers or it can 
withhold some of its capacity to raise the price.  
(Response to CER IR 2.8.a-d (PDF p. 35 
(C07648-2)). 

b)  

b.1) Confirmed.  The relevant paragraphs from reference vii) are 
reproduced in the response to a.2).  A holder of firm capacity 
rights would exercise market power in the secondary market 
by withholding capacity: this would shift the offer curve 
inwards, and the higher price would be set on the demand 
curve where the quantity demanded equals the amount of 

Enbridge Pipelines Inc.                                                       
Application for Canadian Mainline Contracting                  
RH-001-2020 File No.: OF-Tolls-Group-E101-2019-02 02

Enbridge Response to CER IR No. 4 
Page 16 of 64 

https://apps.cer-rec.gc.ca/REGDOCS/File/Download/3951769


capacity offered.  The offer curve is not the supply curve since 
it does not represent the offers of price-taking suppliers.  
Alternatively, the capacity rights holder could set the price 
such that the quantity demanded equals total available supply 
adjusted for the amount of capacity it would like to withhold.  
The exercise of market power involves it being profitable to 
move up and to the left on the demand curve above the 
competitive market clearing price and quantity on the demand 
curve.  See Figure 4.2.2. 

CER Figure 4.2.2 

 

b.2) Confirmed. 

The analysis in the response to CER IR 2.8.a-d (PDF pp. 35-
37 (C07648-2)) explains why holders of firm-capacity rights 
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likely will not have market power and will act as price-takers in 
the secondary market.  If the suppliers to a market are price 
takers, then, assuming buyers in the secondary market are 
also price takers and do not have buyer market power, the 
secondary market will be competitive.  For suppliers into the 
secondary market to have market power, withholding capacity 
to raise the price must increase profits.  It will not be profitable, 
and a supplier will not have market power if buyers of 
secondary capacity can easily substitute to other suppliers of 
Enbridge Mainline capacity, including Enbridge.  The extent of 
market power depends on how easily buyers in the secondary 
market can find an alternative source of supply that will 
replace the withheld capacity. 

Enbridge’s response to CER IR 2.8 indicates four reasons why 
buyers will be able to replace the withheld capacity.  The first 
two are constraints on the aggregation of capacity by a single 
supplier in the secondary market.  These constraints operate 
in the primary market and secondary market to restrict the 
amount of capacity a supplier can acquire, thus limiting both 
how much it can withhold and the extent to which it will profit 
from a higher price by withholding capacity.  It profits from a 
higher price on its inframarginal units, capacity it continues to 
market.  The smaller its overall capacity, the less it benefits 
from a higher price, and, therefore, the less likely it has market 
power and the smaller its extent if it does.  In addition, the 
smaller the amount it withholds, the easier for alternative 
suppliers to replace the withheld capacity. 

But most importantly, there are also two constraints on the 
exercise of market power that restrict the effect on prices in 
the secondary market from withheld capacity.  First, capacity 
might be withheld from the secondary market, but it cannot be 
withheld from service.  If capacity is not used it is returned to 
Enbridge and made available to shippers as uncommitted 
service.  Buyers of capacity in the secondary market will know 
that capacity that is withheld from the secondary market will, if 
not nominated, be available as uncommitted capacity.  This 
makes it easier for them to substitute from rising prices in the 
secondary market.  Second, in response to the exercise of 
market power, and the resulting higher prices in the secondary 
market, Enbridge has an incentive to create more competition 
for existing capacity by expanding. 

Committed shippers will sign TSAs that contractually commit 
them to pay monthly tolls based on the toll level and their 
monthly volume commitment (capacity).  The contract tolls 
paid to Enbridge for committed capacity by firm shippers are 
mostly sunk: shippers that do not nominate contracted 
capacity are required to pay a deficiency charge equal to 90% 
of the toll amount (which is a weighted average of the 
committed toll paid by the shipper in the preceding 12 
months).  The deficiency charges are banked and can be used 
to offset tolls associated with “eligible volumes” for a limited 
period of time, where the length of time the deficiency payment 
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is banked depends on whether the TSA is a requirements 
contract or a take or pay contract.  See the Application at 
Section 5.2.11 (C03823-2).  If a shipper uses the capacity, the 
cost is 100% of the toll amount: if they do not use it the cost is 
approximately 90% of the toll amount (the approximation 
depends on the relationship between the monthly committed 
toll for the shipper and the 12 month weighted average 
committed toll for that shipper).  The cost of using capacity is 
approximately 10% of the toll amount.  The financial obligation 
of a committed shipper, equal to the 90% deficiency payment, 
is a sunk expenditure associated with having contractual rights 
to the capacity. 

Because the financial obligation of a committed shipper to 
have access to the capacity is sunk, there is no cost for a 
committed shipper to supply its contracted capacity in the 
secondary capacity market.  The supply curve in the 
secondary market will be perfectly inelastic and therefore 
vertical at the total amount offered by Enbridge under 
committed service. 

The demand for capacity, both from existing committed 
shippers and potential shippers interested in acquiring 
contracted capacity, will be based on their willingness to pay 
for capacity.  In general the willingness to pay for capacity may 
be less than the amount they are willing to pay for 
transportation on the pipeline.  The two will differ if there are 
short-run avoidable costs of transporting a barrel of oil on the 
pipeline: these costs arise from utilizing the capacity.  The 
demand curve for capacity identifies only the willingness to 
pay for capacity, not the willingness to pay for transportation 
on the pipeline. 

The price in the secondary market when firm capacity is fully 
utilized will be where demand for capacity cuts the vertical 
portion of the supply curve.  This is shown in the left panel of 
Figure 4.2.3.  If there is excess capacity then the demand for 
capacity will be less than available capacity.  This is shown in 
the right panel of Figure 4.2.3.  In both cases, the price is 
equal to the marginal willingness to pay for capacity only. 
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CER Figure 4.2.3 

 

 

 In the case of full capacity utilization, the secondary price will 
equal its opportunity cost, which is the lost value to the next-
best alternative user.  The marginal cost of providing capacity 
is the forgone revenue from the alternative shipper with the 
next highest willingness to pay for the capacity.  In most cases 
the value to an alternative shipper of capacity would be the 
same as the value to an existing shipper. 

In the case of excess capacity, the value of capacity goes to 
zero before all capacity is sold.  The price in the secondary 
market would be zero, again equal to the willingness to pay for 
the last unit sold. 

b.3) Confirmed. 

See the Competition Bureau, Merger Enforcement Guidelines 
2011 at 2.3, or more generally G. Niels, H. Jenkins, and J. 
Kavanagh (2011) Economics for Competition Lawyers, Oxford 
University Press at p. 116 or D. Carlton and J. Perloff (2005) 
Modern Industrial Organization, Pearson at p. 8.  This 
definition reflects that the competitive level might not be 
marginal cost, but could be long-run average cost if there are 
economies of scale (for a single product firm). 

Market power is defined based on a distortion away from 
competitive levels.  The reason for doing so is that the 
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competitive level is presumed to be efficient, and the objective 
in assessing market power is to identify when it is inefficient.  
Recognizing that the objective is to identify negative effects on 
resource allocation from the exercise of market power has 
implications for defining the competitive level when technology 
is characterized, as would be the expectation with oil pipelines, 
by extensive economies of scale and scope. 

Economists often define market power as the ability to 
profitably raise price above marginal cost, the price that would 
prevail in a perfectly competitive market.  Hence there is a 
tendency to equate the competitive price level for defining 
market power with marginal cost, especially short-run marginal 
cost (the price that would prevail in textbook perfectly 
competitive markets where price is determined by supply and 
demand).  The competitive price level is defined as the 
outcome in markets in which firms do not exercise market 
power: firms are price takers, taking the price as given and 
producing where their marginal cost equals the price. 

An important implication of economies of scale is that if 
average cost is declining as output increases, marginal cost 
must be less than average cost.  Consequently, firms cannot 
be price takers as their profits would be negative and they 
would exit.  The number of firms will adjust until those that 
remain have enough market power to raise price above 
marginal cost sufficient to break even.  The result is either an 
oligopoly or a monopoly.  The important point to be highlighted 
is that prices will not equal marginal cost in the long run: 
instead the price must at least be average cost. 

If there are extensive economies of scale, so that firms are 
not, and cannot be, price takers, then the competitive level is 
more usefully defined as long-run average cost.  It is only 
market power sufficient to raise prices above average cost that 
is inefficient.  Hence the competitive level should be defined as 
average cost.  Firms inefficiently exercise market power—
henceforth exercise market power—if they can withhold output 
to profitably raise price above long run average cost.  Notice 
there the inefficient exercise of market power involves: (i) 
withholding output below competitive levels; (ii) that increases 
profits and (iii) results in excessive returns to shareholders. 

Excessive returns are returns above their next best alternative.  
Competitive profit levels are zero, since the next best 
alternative for capital is considered an economic cost.  
Economic profits correspond to profits above the next best 
alternative: the rate of return achieved exceeds the cost of 
capital. 

The expectation is that an oil pipeline is characterized by 
extensive economies of scale.  A toll equal to marginal cost 
would mean the oil pipeline does not recover its costs, 
including its costs of capital.  The pipeline will have to be able 
to profitably raise price above marginal cost in order for 
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service to persist in the long run.  Only the exercise of market 
power that raises the price above long-run average cost levels 
raises concerns about insufficient competition.  For pipeline 
service in the simplest case (single product, single origination 
point, and single delivery point) the relevant price for 
assessing market power is the long run average cost.  In this 
case, the efficient outcome involves producing as much output 
as possible provided the firm breaks even.  Rather than 
produce where price equals marginal cost, the second-best 
outcome involves producing where price equals average cost.  
This second-best outcome is known as the Ramsey solution.  
The first-best outcome, setting price equal to marginal cost, is 
not feasible if it violates the constraint that the firm must be 
financially viable. 

The Ramsey solution identifies the second-best outcome: a 
single supplier to achieve cost efficiency and a price equal to 
long run average cost to maximize allocative efficiency subject 
to the firm recovering all of its costs, including its cost of 
capital.  A price higher than this level would be inefficient: a 
price above this level would be consistent with the undue or 
abusive exercise of market power. 

This is consistent with the practice of the National Energy 
Board (“NEB”).  The focus of the NEB was on the abuse of 
market power.  In doing so the NEB was distinguishing 
between an exercise of market power up to levels at which the 
firm breaks even and an exercise of market power that results 
in excessive returns.  Hence the use of abuse is consistent 
with defining the competitive price level, as discussed above, 
with long run average cost. 

b.4) Please see the response to b.2), which explains why suppliers 
of capacity in the secondary market are likely to be price 
takers.  The competitive equilibrium in the secondary market 
for capacity would be where the price is equal to the 
willingness to pay for capacity at the margin. 

b.5) See the response to b.1) and Figure 4.2.2. 

b.6) It is not possible to exercise market power without limiting 
capacity, either directly by withholding it from the market, or 
indirectly by setting a higher price and reducing demand such 
that the supplier has excess capacity.  If market power is 
profitable, however, then the price would be raised above the 
willingness to pay for the marginal barrel of capacity under 
competition to the willingness to pay for the marginal barrel of 
capacity at the quantity sold when market power is exercised.  
Willingness to pay for capacity increases with movements up 
and to the left on the demand curve.  Market power involves 
moving up and to the left on the demand curve and changing 
the willingness to pay for the marginal barrel of capacity 
because it changes the identity of the marginal barrel of 
capacity on the demand curve. 
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c)    

c.1) Please see the response to b.2). 

c.2) Yes.  Please see the response to a.1).  To forestall confusion, 
note that scarcity rents on a pipeline depend on the extent to 
which tolls on the pipeline are avoidable.  To the extent that 
toll obligations are a sunk expenditure, scarcity rents will be 
greater by that amount. 

c.3) The existence of economic rents is consistent with well-
functioning competitive markets.  As explained in the response 
to a.1), Ricardian rents and quasi-rents are both compatible 
with well-functioning competitive markets.  Indeed without 
positive quasi-rents, a competitive supplier will shut down in 
the short run.  Ricardian rents arise if factors of production 
have differing qualities and the supply of higher quality inputs 
is fixed.  Those with higher quality will earn Ricardian rents.  
The area between the price and the long-run industry supply 
curve in an increasing-cost industry represent Ricardian rents. 

The rents on the Enbridge Mainline arise because of the lower 
cost of transporting oil on the Enbridge Mainline relative to 
other modes of transportation (assuming the same destination 
market), in particular rail.  Thus their source is similar to 
Ricardian rents in that they are attributable to differences in 
productivity.  But they differ in that the supply of capacity on 
the Enbridge Mainline is not fixed by a natural limit on 
available capacity.  Capacity could be expanded and an 
expansion in capacity would reduce the scarcity of capacity 
and also the extent of scarcity rents. 

Scarcity rents should play two roles in the efficient provision of 
pipeline services.  Scarcity rents arise because inputs have a 
significant value in their next best alternative use or to their 
next best alternative user.  Prices that promote allocative 
efficiency should include the scarcity rent at the margin.  If 
prices are set equal to marginal cost, which includes the 
scarcity value, then those prices will signal the value of the 
resources used to provide the service.  Failure of prices to 
incorporate scarcity rents means that they are not allocatively 
efficient. 

Not only are scarcity rents an important signal regarding 
opportunity cost in the allocation of capacity, they are also the 
return to contract holders of the asset they acquire.  The value 
of capacity to a contract holder is reflected in the realized 
value of scarcity rents.  If capacity is scarce, then by agreeing 
to accept volume risk at firm service toll levels, the contract 
holder will capture scarcity rents.  If egress capacity out of the 
WCSB turns out not to be scarce, then contract rights holders 
will be paying toll levels that exceed the value of those rights.  
The acceptance of volume risk by contract holders goes hand 
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in hand with the allocation of scarcity rents: scarcity rents 
reflect the payoff to contract holders of accepting volume risk. 

c.4) Enbridge agrees with the evidence in reference v).  There are 
no inconsistencies with reference iii). 

In the secondary market for capacity, the avoidable cost of the 
suppliers, firm shippers, will be essentially zero.  Their costs of 
supplying capacity will not include their sunk financial 
obligations under the TSA to acquire their contractual rights.  
Instead their marginal cost is the opportunity cost of not selling 
their capacity to another shipper.  

In these circumstances, setting the price equal to short-run 
marginal cost is efficient.  The first-best efficient outcome is 
always to set price equal to marginal cost and it is relevant 
here because the financial obligations under the TSA are 
sunk.  If doing so results in the suppliers of secondary capacity 
making profits, those profits are not monopoly returns or rents, 
but scarcity rents. 

The competitive level for supply of oil transportation by an oil 
pipeline will differ from the competitive level of supply of 
capacity by firm contract rights holders in the secondary 
market.  The efficient level in both cases defines the 
competitive level, but because of economies of scale and 
scope and the requirement for investment by the pipeline in 
the long run, the efficient level involves pricing oil 
transportation services equal to its average cost.  In the 
secondary market for capacity, the long-run costs are sunk 
and marginal costs equal the marginal willingness to pay for 
capacity, which as explained above, is the efficient or 
competitive price. 

d) It is assumed that the relevant costs are the costs of firm shippers 
participating in the secondary market to supply capacity.  To avoid 
unnecessary and irrelevant complications, assume the simplest 
case: single product, single origination point, and single delivery 
point.  Assume that all capacity has been allocated in the primary 
market and the pipeline is fully contracted.  Notice that the relevant 
analysis is short-run: the participants in the secondary market 
cannot increase the available capacity or avoid their financial 
obligations under their TSAs that gives them capacity rights.  The 
amount of capacity under contract available to supply into the 
secondary market is fixed and its costs of supply are zero.  (The 
decision to use the capacity does increase the financial obligation 
from 90% to 100% under the TSA and there might be other short-
run avoidable costs from utilizing capacity.  The cost of supplying 
capacity into the secondary market is essentially zero because the 
costs of acquiring the right to utilize the capacity, the 90% 
deficiency payment, is sunk.)  Hence the marginal and average 
avoidable cost of supplying the secondary capacity are zero up to 
capacity.  This is the justification for the vertical supply curve in the 
secondary market.  The marginal and average avoidable cost if 
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demand is sufficiently high at capacity is the willingness to pay by a 
shipper for a marginal barrel of capacity. 

The long-run average cost are the financial obligations under the 
TSA to acquire the contractual rights to capacity, but these are 
irrelevant in the short-run with respect to supplying capacity in the 
secondary capacity market because they are sunk. 

e) The marginal and average avoidable costs for every committed 
shipper supplying capacity are zero up to its capacity.  At capacity, 
all firm shippers have the same opportunity cost for their capacity, 
the willingness to pay for marginal capacity, i.e., the market price for 
capacity. 

f) For assessing market power in the secondary market by firm 
shippers, long-run average cost of firm contract holders is not the 
appropriate metric for assessing market power.  Please see 
response to c.4), which shows that the competitive level in the 
secondary market is its marginal cost, which is the marginal 
willingness to pay for capacity. 

g) Confirmed.  A holder of firm capacity on the Canadian Mainline will 
compare the value to it of utilizing the capacity with its opportunity 
cost.  Its opportunity cost is its price in the secondary market.  This 
will be the willingness to pay of alternative shippers at the margin 
for capacity. 

h) Confirmed, provided it is understood that the willingness to pay for 
Canadian Mainline capacity is the amount that makes a shipper 
indifferent between utilizing Canadian Mainline capacity and its next 
best alternative. 

i) The willingness to pay for Canadian Mainline capacity makes a 
shipper indifferent between it and its next best alternative.  If a lack 
of viable alternatives corresponds to the next best alternative 
having a lower netback, then a lack of viable alternatives would, 
ceteris paribus, increase willingness to pay for Canadian Mainline 
capacity. 

j) The equilibrium in the secondary market under these circumstances 
is illustrated by the left panel in Figure 4.2.3.  The secondary price 
would equal the short-run marginal cost of capacity for a firm 
shipper, which is the marginal willingness to pay for capacity by 
shippers. 

k) Please see the response to j). 

l) Price above the competitive, market-clearing price would be 
inefficient and could arise from the exercise of market power.  The 
competitive, market-clearing price is the opportunity cost of the 
capacity, equal to its marginal cost, which is the willingness to pay 
at the margin for capacity by shippers. 

m) The statement is not accurate.  The statement should be: 
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An exercise of market power by a capacity rights holder 
requires that its potential customers NOT be able to 
easily substitute to other suppliers of Enbridge Mainline 
capacity, including Enbridge.  

Dr. Church apologizes for his error.  

n) It is assumed that by asymmetric information, the IR means not that 
quality or actions by a seller are unobservable to a buyer, but 
whether buyers in the secondary market would have to incur search 
costs to be informed of the availability and price of capacity in the 
secondary market.  The extent of market power depends on the 
size of search costs.  A buyer might agree to a price above 
competitive levels if the increase in price was less than the 
expected net gain from searching for lower prices.  The result could 
be price dispersion and the exercise of market power.  The 
inefficiency typically depends on the extent to which capacity is 
withheld—corresponding to a loss in allocative efficiency—and the 
additional costs associated with increased search in response to 
higher prices. 

It is very unlikely that search costs and a lack of knowledge 
regarding prices and available capacity will be a source of 
significant market power in the secondary market, that it would 
result in the misallocation or underutilization of capacity, or that 
additional search costs induced would be material.  The secondary 
market is not likely to be similar to a person without internet access 
who has access to only one travel agent and is looking to compare 
options for flights to and in Europe.  It is more likely to be similar to 
a person whose internet access gives them fast and reliable 
information regarding fares and availability of flights to and in 
Europe and who has access to multiple travel agents (but maybe 
not to a direct comparison shopping site).  Please see the response 
to Suncor IR 1.26.a.1 (PDF pp. 85-86 (C07660-2)) on price 
transparency in the secondary market and the incentives for 
institutions to arise which enhance price transparency.  Markets 
often have a solution to minimize search costs and reduce 
inefficiency, including the rise of clearinghouses (direct comparison 
shopping sites) and intermediaries that search on behalf of buyers. 

Unutilized capacity cannot be withheld from the market.  Any firm 
capacity not nominated will be marketed by Enbridge as 
uncommitted service.  This outcome will be known to both buyers 
and sellers in the secondary market.  It penalizes sellers who price 
their capacity in the secondary market too high since they must pay 
deficiency payments instead of receiving revenue.  It also clearly 
provides an attractive outside option for buyers to substitute if their 
belief is that the price in the secondary market demanded by a 
seller is too high.  This is an additional consideration that mitigates 
the potential for market power in the secondary market. 

o) The secondary market will likely result in differential prices because 
transactions will not be uniform.  The secondary market will not be 
only an auction or spot market, for instance where capacity is only 
traded at month t in an auction for utilization at month t+1.  As well, 
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capacity will likely not be a single commodity and the secondary 
market will not be only a market in which the price for a single 
standardized “unit” of capacity is determined.  The secondary 
market will likely feature a price curve where transfers of capacity 
for different durations have different prices.  But it is not only that 
the price for secondary capacity will differ by the duration of the 
transfer, parties to a secondary trade will also be able to enter into 
side-agreements that not only create access to capacity for a length 
of time not available in a TSA, but also introduce additional 
considerations in exchange for reassignment of obligations under 
those TSAs or in addition to those obligations. 

The secondary market enables additional product customization 
that results in even closer matches between the preferences of  
shippers and the service they are able to acquire than from just the 
differentiation in the menu of options proposed by Enbridge in the 
open season.  As with the differentiation in the menu of options 
available in the open season, additional differentiation will result in 
efficiency gains. 

p) This IR asks for a discussion of the potential for the exercise of 
market power from joint control of upstream and downstream 
infrastructure and firm capacity rights.  It is assumed that the 
interest is in the potential for the creation, enhancement, or 
maintenance of market power from the acquisition of firm capacity 
rights by suppliers of services that utilize upstream and downstream 
infrastructure.  The IR does not define upstream and downstream 
infrastructure or those services.  It is assumed that infrastructure is 
referring not to facilities that produce oil in the WCSB or that refine 
WCSB crude oil delivered downstream of the Enbridge Mainline 
because Enbridge addressed market power issues in relation to 
these facilities in the responses to CER IRs 2.8, 2.34.f (C07648-2) 
and 3.7 (C08084-2).  Instead, it is assumed that upstream and 
downstream infrastructure refer to segments or services that either 
transport oil from the field into the Enbridge Mainline or receive oil 
downstream from the Enbridge Mainline and ultimately deliver it to 
the refinery.  For the purposes of this IR response, these are 
defined as upstream and downstream transportation services.  
They include feeder pipelines, storage and terminalling facilities 
upstream, as well as storage and delivery pipelines downstream. 

The effect on market power of an acquisition of Enbridge Mainline 
capacity by the provider of upstream or downstream services is 
similar to the effect on a market of a vertical merger.  A vertical 
merger occurs when an acquisition results in common ownership or 
control of assets at different levels of a supply chain. 

Assessing the effects of a vertical merger on competition is not as 
straightforward as a merger between competitors, a horizontal 
merger.  First, the effects of a vertical merger on competition must 
be indirect, since the merger does not involve the elimination of a 
competitor.  Second, many firms are integrated across some levels 
of a supply chain (they make some of their inputs) and the 
pervasiveness of vertical integration suggests its existence, whether 
by internal growth or acquisition, is efficient.  The rationale for a 
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vertical merger and integration is typically to realize efficiencies, not 
to create, enhance, or maintain market power.  The tension these 
two factors pose for assessing the competitive effects of vertical 
mergers is summarized nicely by the Organisation for Economic 
Co-operation and Development (“OECD”): 

Vertical mergers are presumed, on both theoretical and 
empirical grounds, to be efficiency enhancing, but that 
does not mean they are always welfare enhancing or in 
the interests of downstream consumers.  (OECD, Policy 
Roundtable: Vertical Mergers (2007) Executive summary 
at  p. 7. Available online at 
http://www.oecd.org/daf/competition/mergers/39891031.
pdf) 

The challenge for regulators, courts, and antitrust enforcement 
agencies is distinguishing pro-competitive versus anticompetitive 
vertical mergers. 

The Department of Justice and the Federal Trade Commission 
have recently published Vertical Merger Guidelines.  (The vertical 
merger guidelines were issued on June 30, 2020.  They replace the 
vertical merger provisions in the Department of Justice’s 1984 
Merger Guidelines.  The new guidelines are available online at 
www.ftc.gov/public-statements/2020/06/us-department-justice-
federal-trade-commission-vertical-merger-guidelines.)  These 
provide an overview of the common competitive concerns 
associated with vertical mergers and their assessment framework.  
The typical concern is unilateral foreclosure.  Unilateral foreclosure 
involves the vertically integrated firm either no longer selling, selling 
at a higher price, or selling at a lower quality the input to its 
downstream rivals, or the downstream operations of the vertically 
integrated firm no longer sourcing supply from upstream rivals.  A 
more detailed discussion of many of those concerns, including 
unilateral foreclosure, was prepared by Dr. Church for the American 
Bar Association’s Antitrust Section (See J. Church, “Vertical 
Mergers,” in Issues in Competition Law and Policy, Vol. 2, ABA 
Section of Antitrust Law, (2008) from pp. 1455-1501). 

Welfare promoting vertical merger assessment is very case specific 
requiring: 

• A coherent theory of harm.  A coherent theory of harm 
demonstrates how incentives and constraints change from the 
vertical merger such that it creates, enhances, or maintains 
market power and harms consumers downstream. 

• The theory of harm be consistent with the facts. 

Just because a vertical merger gives a firm the potential to deal 
differently with its former customers or suppliers does not mean it 
has the ability to harm them or the incentive to do so.  The ability to 
discriminate against a competitor (upstream or downstream) 
requires that it have market power and even if it has market power,  
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discrimination has to be profit-maximizing for it to have an incentive 
to do so. 

The European Union Non-Horizontal Merger Guidelines provide a 
more detailed analytic framework (The European Union Non-
Horizontal Merger Guidelines were issued in 2007 and are available 
online at https://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX%3A52008XC1018%2803%29).  
These guidelines: 

• recognize that vertical mergers are much less likely to be 
problematic, both because they do not eliminate a potential 
source of competition and because of the potential for 
efficiencies. 

• adopt an  analytical framework to assess the likelihood of 
anticompetitive foreclosure (input or customer) that requires an 
assessment of (1) the integrating firm’s ability to foreclose, (2) 
its incentives to foreclose, and (3) the effect on the downstream 
market of foreclosure. 

• recognize that pre-existing market power is typically a 
necessary, though not sufficient, condition for a vertical merger 
to be anticompetitive. 

The analysis in Enbridge’s response to CER IR 2.8 (PDF pp. 35-37 
(C07648-2)) strongly suggests that the secondary market will be 
competitive.  This eliminates the ability of firm contract holders to 
discriminate in the supply of secondary capacity to rivals, either 
upstream or downstream.  Upstream and downstream rivals have 
competitive alternatives in the secondary market.  It also means that a 
vertically integrated firm is unlikely to be able to use any market power 
it may have upstream or downstream to create market power in the 
secondary market. 
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4.3 Market clearing price in the secondary market 

Reference: i) Enbridge, Response to MEG IR No. 1, 1.12 - Trading of Committed 
Capacity When Demand for Capacity Exceeds Availability, PDF 
Page 20 of 24 (C07655-2) 

ii) Enbridge, Response to Suncor IR No. 1, 1.26 – The Secondary 
Market, PDF Page 86 of 115, (C07660-2) 

iii) Enbridge, Response to Suncor IR No. 1, 1.26 – The Secondary 
Market, PDF Page 86 of 115, (C07660-2) 

Preamble: In reference i), Enbridge states that, in the simplest case, scarcity rents 
are the difference between the tolls on the pipeline and the cost of 
transportation on the marginal alternative. 

In reference ii), Enbridge states that crude oil price differentials do 
provide information about the value of transportation and that locational 
price differentials reflect the difference in value of a marginal barrel of 
oil. 

In reference iii), Enbridge states that the secondary market, assuming it 
is competitive, would involve a price that clears the market. This price 
would equate the willingness to pay for the shipment of the marginal 
barrel to its marginal cost. 

Request: a) Provide monthly data for the last five years related to the relevant 
locational crude oil price differentials. 

b) Provide monthly data, or monthly estimates if the data is 
unavailable, for the last five years of the cost of transportation to 
markets served by Enbridge on the marginal alternative to service 
on Enbridge and other oil export pipelines, such as rail. 

c) Using the data provided in a) and the difference between applied for 
firm tolls and the cost of transportation on the marginal alternative, 
provided in b), for the past five years, estimate the market clearing 
prices that Enbridge would have expected to have seen in a well-
functioning secondary market for Mainline capacity. Include the 
below estimates. 

c.1) Upper and lower bounds of the monthly market clearing price 
estimates;  

c.2) Median of the monthly market clearing price estimates; 

c.3) Mean of the monthly market clearing price estimates; and 

c.4) Any other figures Enbridge deems relevant. 

d) Provide any assumptions Enbridge used in determining the above 
estimates.  

Response: a) See CER IR 4.3 Attachment – Market Clearing Price in the 
Secondary Market, for the monthly data for the last five years 
related to the locational crude oil prices: Western Canadian Select 
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(“WCS”) and U.S Landed Costs of Mexican Mayan Crude Oil (Maya 
Landed).  A market served by Enbridge that was used in this 
analysis is Houston, Texas due to the readily available historical 
crude oil prices: Maya Landed. 

WCS is the main benchmark price for Canadian heavy crude priced 
at delivery at Hardisty, Alberta (NRCan). 

Maya Landed prices are used in this analysis as a proxy for WCS 
prices at Houston, Texas.  Maya is a heavy sour crude oil grade 
produced in Mexico.  Maya is an important benchmark for heavy 
sour crude oils in the US Gulf Coast market (McKinsey, 
https://www.mckinseyenergyinsights.com/resources/refinery-
reference-desk/maya-crude/). 

The US Energy Information Administration (“EIA”) defines Landed 
Cost as: “The dollar per barrel price of crude oil at the port of 
discharge.  Includes charges associated with the purchase, 
transportation, and insuring of a cargo from the purchase point to 
the port of discharge.  Does not include charges incurred at the 
discharge port (e.g., import tariffs or fees, wharfage charges, and 
demurrage).” 
(https://www.eia.gov/dnav/pet/TblDefs/pet_pri_land2_tbldef2.asp). 

Explanations to Attachment to CER IR 4.3: 

Step [i] – WCS prices in CAD/m3 (NRCan, 
https://www.nrcan.gc.ca/our-natural-resources/energy-sources-
distribution/clean-fossil-fuels/crude-oil/oil-pricing/18087).  

Step [ii] – Exchange Rate sourced from NRCan. 

Step [iii] – Conversion rate of 6.29 is applied to convert WCS prices 
from CAD/m3 to USD/bbl (NRCan, https://www.nrcan.gc.ca/our-
natural-resources/energy-sources-distribution/clean-fossil-
fuels/selected-crude-oil-price-daily-august-2020-canadian-dollars-
cubic-metre/22982). 

Step [iv] – Maya Landed prices in USD/bbl (EIA, 
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=IMX
2810008&f=M).  

Step [v] – Location price difference is the difference between Maya 
Landed prices and WCS prices. 

b) See the Attachment to CER IR 4.3.  Rail prices are provided as the 
cost of transportation to markets served by Enbridge on the 
marginal alternative to service on the Enbridge Mainline.  Enbridge 
believes this is a reasonable assumption as all three major crude oil 
export pipelines (Enbridge Mainline, Keystone, and Trans 
Mountain) were apportioned most months during the past five-year 
period (see the response to CNRL IR 1.20.d (PDF pp. 95-98 
(C07659-2)).  To the best of Enbridge's knowledge, no public data 
of monthly rail transportation costs is readily available.  Thus, a 
constant rail transportation cost of US$17.73/bbl (Appendix 7 – 
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Evidence of Neil Earnest Table 6  (PDF p. 21 (C03823-9)) is 
assumed for the last five-year period. 

Explanations to Attachment to CER IR 4.3: 

Step [vi] – Rail transportation cost is set at US$17.73/bbl. 

c) See the Attachment to CER IR 4.3 for the requested calculations. 

Explanations to the Attachment to CER IR 4.3: 

Step [vii] – Enbridge Transportation Toll is comprised of the 
Enbridge Mainline 20-Year Committed Minimum Toll of US$5.11/bbl 
(includes all possible discounts) and Flanagan South Pipeline Local 
Uncommitted Rate of US$4.9466/bbl.  For simplicity, annual toll 
escalations were ignored. 

Step [viii] – Scarcity Rent is the difference between the cost of the 
marginal transportation alternative (rail) and the Enbridge 
transportation toll. 

Step [ix] – Variance 1 is a comparison between location price 
difference and the scarcity rent, as suggested by the CER. 

Step [x] – Variance 2 is the comparison between location price 
difference and Enbridge transportation toll.  

The lower bound is US$3.18/bbl, while the upper bound is 
US$48.90/bbl.  The median is US$10.73/bbl.  The mean is 
US$13.21/bbl 

The value of pipeline capacity for a shipper between two locations, 
i.e., the willingness to pay for capacity by a shipper at a moment in 
time, equals the differential in crude oil prices between those two 
locations less the short-run variable costs of transmission, i.e., the 
net differential in crude prices.  At that specific time and between 
those two locations this would equal the arbitrage profit a shipper 
could earn.  If the shipper paid less for pipeline capacity, it would 
make economic profits; if it paid more it would realize losses. 

If the capital costs of secondary capacity are sunk, as they mostly 
are, then the supply of secondary capacity would be fixed.  The 
price of secondary capacity at that moment in time between those 
two locations would be therefore equal to the maximum a shipper 
would be willing to pay.  This is the net oil price differential. 

Assume that the low-cost mode of transport is a pipeline between 
two locations.  If it is unconstrained, pipeline tolls to the downstream 
market, to the extent they are avoidable, will be the price-setting 
mechanism: the price at the downstream location less the avoidable 
pipeline toll will set the price at the upstream location.  This price 
differential will be less than the marginal transportation alternative if 
the pipeline is unconstrained. 

If the pipeline capacity is constrained, then the cost of using the 
marginal transportation alternative between the two locations will 
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equal the differential in oil prices.  The marginal transportation 
alternative will be the price-setting mechanism upstream.  The 
difference between the cost of using the marginal transport 
alternative and the avoidable pipeline toll will equal the scarcity 
rents earned by holders of pipeline capacity. 

If pipeline capacity is constrained, then the value of transportation 
between two locations at a specific instance will equal the oil price 
differential or the avoidable pipeline toll plus pipeline scarcity rents.  
The data requested in b) is not required to estimate secondary 
market prices for capacity, and comparing the two differentials as 
suggested in c) (location price differences and the difference 
between the cost of the marginal transportation alternative and the 
pipeline toll, i.e., scarcity rent) will not result in estimates of the 
secondary market price for capacity. 

The net oil price differential and the implied estimates of the price 
for secondary market capacity will vary from day to day.  The 
context of the Suncor IR cited in references ii) and iii) was whether 
secondary market prices would provide additional information 
beyond observed oil price differentials.  The response to Suncor IR 
1.26 (PDF pp. 85-87 (C07660-2) indicated that the location 
differentials in the price of oil inform the value of capacity for a 
marginal barrel at that point in time.  However, it is not expected or 
required that all secondary capacity trade with the same duration or 
other terms.  Instead, the secondary market will establish prices for 
continuous access to capacity for different lengths of time and with 
different conditions.  The secondary market transactions will 
aggregate over the expected oil price differentials over a period of 
time and incorporate other considerations, in particular various risks 
and the value of continued access. 

If investment in pipelines was not sunk and the technology constant 
returns to scale, i.e., constant unit cost, then the price of pipeline 
capacity would be equal to the unit costs of pipeline transmission 
between two locations.  At constant unit cost and no sunk 
investment, pipeline capacity could be provided such that the 
differential in oil prices would equal the capacity costs plus other 
costs of transmission.  A wider locational price difference for oil 
would indicate pipeline expansion, a smaller locational price 
difference would indicate pipeline contraction.  In such 
circumstances, the locational oil price difference would be 
informative about the value of pipeline capacity and expansion.  
However, pipeline capital is both durable and sunk and there are 
economies of scale to expansions.  Both of these mean that the 
instantaneous marginal value of transportation, as represented by 
the net oil price differential between two locations, is not the 
appropriate valuation for transportation when considering pipeline 
expansion. 

d) See the responses to a-c). 
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4.4 Certainty 

Reference: i) Enbridge, Response to Commmission IR No. 2, 2.12 – Reservation 
of capacity for uncommitted volumes s, PDF Page 56 of 171 
(C07648-2) 

ii) Enbridge, Application, Appendix 6 – Evidence of Jeffrey Church, 
PDF 31 of 86, (C03823-8) 

iii) Enbridge, Application, Appendix 6 – Evidence of Jeffrey Church, 
PDF 36 of 86, (C03823-8) 

iv) Enbridge, Application, Appendix 6 – Evidence of Jeffrey Church, 
PDF 18 of 86, (C03823-8) 

v) Enbridge, Response to Commission IR No. 2, 2.10 – Efficient 
Investments, PDF Page 46 of 171 (C07648-2) 

vi) Enbridge, Response to Commission IR No. 2, 2.5 – Benefits to spot 
shippers and new market entrants, PDF Page 20 of 171 (C07648-2) 

vii) Enbridge, Response to Suncor IR No. 1, 1.26 – The Secondary 
Market, PDF Page 86 of 115, (C07660-2) 

Preamble: In reference i), Enbridge states that the current Mainline service 
structure is significantly limited in that it provides only a single, “one 
size fits all” service through a capacity allocation methodology that 
creates significant uncertainty for market access. 

In reference ii), Dr. Church states that committed capacity provides 
shippers with enhanced assurance that their required volumes will be 
transported at contracted rates. 

In reference iii), Dr. Church states that shippers attain relatively more 
cost certainty for their transportation requirements under firm service 
relative to uncommitted service. 

In reference iv), Dr. Church states that, relative to firm service, there is 
much more uncertainty through time in the amount of capacity assigned 
under uncommitted service. 

In reference v), Enbridge states that firm service on the Canadian 
Mainline should help to facilitate new entry, as firm service will remove 
much of the risk associated with transportation that is faced today: 
capacity and/or price risk. For new entrants, this is done through their 
ability to access firm service in the secondary market. The improved 
certainty afforded new entrants by the secondary market applies 
equally to all market participants, refiners, marketers/aggregators, and 
producers. 

In reference vi), Enbridge states that as a result of Mainline contracting, 
instead of having to use spot rail because of fluctuating pushed back 
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volumes, a producer can now firm up rail arrangements and contract for 
its remaining supply at a lower price given its volume commitment. 

In reference vii), Enbridge states that crude oil price differentials do 
provide information about the value of transportation. 

Request: a) Provide aggregate data and analysis of the variability of the amount 
of capacity nominated by and allocated to the 13 parties in support 
of the application on a monthly basis over the course of the 
Competitive Toll Settlement (CTS). Include: 

a.1) a.1) A description of how much of the variability in capacity 
allocated to the parties can, in an average month, be 
accounted for through: 

i) changes in nominations by the parties, 

ii) changes in overall demand for Mainline capacity, 

iii) changes in operations of the Mainline (such as using 
different lines for different crude qualities), 

iv) outages and other capacity constraints on the Mainline, 
and 

v) the magnitude of relevant locational crude oil price 
differentials. 

b) Is there uncertainty regarding the market clearing price in the 
secondary market? 

b.1) If so, how does the possibility of market clearing prices above 
a firm shipper’s willingness to pay (such that it would sell 
capacity on the secondary market) affect the benefits of 
certainty identified by Enbridge independent from any scarcity 
rents potentially earned by the firm capacity holder. 

c) Describe the effect that contracted capacity would have on the 
assurances for spot shippers that their required volumes would be 
transported at regulated rates. 

d) Describe the level of cost certainty for shippers under the CTS 
relative to contracting for firm service. Include a comparison of the 
level of costs. 

e) Describe the level of cost certainty for shippers under the CTS 
relative to only being able to access spot capacity or firm capacity 
through the secondary markets. Include a comparison of the level of 
costs. 

f) Assuming all other conditions are unchanged, describe whether 
under 90% firm service Enbridge would expect that the amount of 
uncommitted capacity assigned to nominating shippers would be 
characterized by more or less certainty compared to current 
conditions.  Include a description of whether shippers who also hold 
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firm capacity or pure spot/secondary market shippers would be 
more or less affected by the certainty or lack thereof. 

g) Describe whether Enbridge would expect that the percentage of 
uncommitted batches assigned by lottery would increase or 
decrease under 90% firm service. 

h) Describe the extent of the certainty that new entrants would have 
under firm service regarding: 

h.1) Toll certainty, including effective toll paid through the 
secondary market; and 

h.2) Certainty of access of pipeline capacity. Include any factors 
which would affect a new entrant’s ability to access pipeline 
capacity. 

i) Describe the effect that uncertainty regarding the price to secure 
capacity in the secondary market would have on the benefits of 
certainty to spot shippers described in reference vi). 

Response: a) A multiple linear regression model has been used to conduct the 
quantitative analysis of the variability in the amount of capacity 
nominated and allocated to the 13 parties in support of the 
Application.  Please see CER IR 4.4.a Attachment - Linear 
Regression Results, which is also being emailed as an Excel file to 
the Secretary of the Commission and the parties to the proceeding 
concurrently with the filing of these IR responses.  Capacity 
allocated to the 13 shippers in support of the Application is the 
dependent variable while the changes in nominations by the parties, 
changes in overall demand, changes in operation, outages and 
other capacity constraints, and locational oil prices are the potential 
independent variables.  

Data Set (see ‘Data’ tab in the model) 

Dependent Variable: Capacity allocated to the 13 shippers in 
support of the Application – Variable is the accepted nominations of 
the 13 shippers in support of the Application (Column C of the Data 
Set) 

Independent Variables: 

i) Changes in Nomination by the parties – variable chosen 
is the original Ex-Gretna nominations by the 13 shippers 
in support of the Application (Column D of the Data set). 

ii) Changes in overall demand – Total original Enbridge Ex-
Gretna nominations is chosen as a proxy for changes in 
overall demand (Column E of the Data Set). 

iii) Changes in operations – There have not been any 
meaningful changes in operations since CTS inception. 
Therefore, this potential independent variable is not 
applicable. 
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iv) Outages and other capacity constraints – variable chosen 
is the scheduled and unscheduled outages (Column F of 
the Data Set). 

• Below 5% of capacity impact is given the value ‘1’; 

• Between 5%-7% of capacity impact is given the 
value ‘2’, and; 

• Above 7% of capacity impact is given the value ‘3’. 

v) Locational oil price differentials – WCS and Landed Maya 
crude oil prices differentials (Column H of the Data set). 

• See "Oil Prices Diff’ tab in the model for the 
calculation of WCS vs. Maya Landed crude oil price 
differentials.  See the response to 4.3.a for detailed 
explanations on why WCS and Landed Maya crude 
oil prices were selected for the analysis and the 
methodology used for conversion of WCS C$/m3 to 
US$/bbl. 

• WCS 

o January 2014 – June 2020: source NRCan; 
https://www.nrcan.gc.ca/our-natural-
resources/energy-sources-
distribution/clean-fossil-fuels/crude-oil/oil-
pricing/18087. 

o January 2011 - December 2013 (column X): 
source Government of Canada; 
https://economicdashboard.alberta.ca/OilPri
ce. 

• Landed Maya: source EIA; 
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx
?n=PET&s=IMX2810008&f=M 

Analysis 

• Model1_Result – All 4 independent variables were included in 
the multiple linear regression analysis.  The high p-values for 
both the scheduled and unscheduled outages, and locational oil 
price differentials indicate that these variables are not 
associated with changes in the capacity allocated to the 13 
shippers. 

• Model2_Result – Multiple regression analysis was conducted 
while excluding the two aforementioned variables.  The high p-
value for the total original Ex-Gretna nominations indicates that 
the variable is not associated with changes in the capacity 
allocated to the 13 shippers. 
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• Model3_Result – Regression analysis was conducted including 
only the original Ex-Gretna nominations by the 13 shippers in 
support of the application.  The low p-value indicates that 
changes in the dependent variable is related to changes in the 
independent variable. 

Conclusion 

The analysis (Model3_Results) indicates that approximately 75 
percent of the variability in capacity allocated to the 13 shippers can 
be explained by the original nominations of the 13 shippers.  
Additional explanatory variables of the variability that were 
statistically significant were not found. 

b) There is uncertainty regarding market clearing secondary prices of 
capacity.  This price uncertainty reflects the underlying change in 
the value of the asset and access to capacity acquired by firm 
shippers in the open season.  The value of capacity on the 
secondary market will vary as expectations regarding demand and 
supply for capacity in the future vary through time.  The price of 
capacity reflects expectations on whether capacity out of the WCSB 
is expected to be scarce.  The greater the expectation that capacity 
will be scarce, the greater expected scarcity rents and the more 
valuable capacity in the secondary market.  Firm capacity is an 
asset whose value will vary as expectations change and whose 
value will be subject to uncertainty.  The acceptance of volume risk 
by contract holders goes hand in hand with the allocation of scarcity 
rents: scarcity rents (and their effect on the value of capacity) reflect 
the payoff to contract holders of accepting volume risk. 

The benefits of certainty identified in reference iii) arise because 
firm shippers will have relative toll certainty and stability.  The cost 
of the asset acquired (firm capacity rights), which is the financial 
obligation under the TSAs, is known at the time of the acquisition 
under Mainline Contracting.  Toll certainty and stability means that 
the effect of cost shocks is less likely to affect scarcity rents and the 
value of contractual rights to capacity: those shocks, and hence 
their risk, are borne by Enbridge. 

Regarding the question of how the benefits of toll certainty are 
affected if the secondary market price rises such that a firm shipper 
would rather sell its rights in the secondary market than use them 
itself, the cost certainty, and its benefits, are maintained in this 
eventuality.  In addition, there are also benefits to the firm shipper 
from its contractual capacity rights in these circumstances.  Relative 
to using its capacity rights, it will realize more profits by transferring 
its capacity to a shipper with a higher valuation.  The higher 
valuation in the market arises because the expected profits of the 
shipper acquiring the contract rights from accessing the capacity is 
greater than the expected profits of the firm shipper transferring its 
capacity if it utilized its capacity.  This is efficiency enhancing and 
indicates that aggregate profits rise with the transfer and use of the 
capacity by the acquiring shipper. 
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c) It is important to recognize that shippers of uncommitted volumes 
do not have a “required volume” independent of their expectations 
regarding apportionment and its extent, as well as their ability to 
incur expenditures to increase their nominations.  The analysis in 
the response to CER IR 4.1.c indicates that the conversion of the 
Canadian Mainline from 100% uncommitted service to 10% 
uncommitted service will affect both nominations and apportionment 
of uncommitted volumes when apportionment is expected.  The 
analysis indicates that both the nominations of uncommitted 
volumes (their required volumes) and the apportionment of 
uncommitted volumes will likely decrease.  The decrease in 
nominations of uncommitted volumes may be less than the 
decrease in capacity assigned uncommitted volumes.  If so, the 
percentage of uncommitted volumes scheduled will be less and the 
percentage of uncommitted volumes apportioned will rise with the 
conversion. 

d) Generally, cost certainty for shippers is based on both the level of 
volumes that are allocated as well as the tolls charged for service.  
Under Mainline Contracting, with up to 90% of Canadian Mainline 
capacity contracted, firm service shippers will have greater certainty 
on their committed volumes under their TSAs for the length of their 
contracts as well as toll certainty provided by the proposed 
committed tolling methodology.  In contrast, shippers nominating on 
the Canadian Mainline under 100% uncommitted service under the 
CTS do not have the same certainty on the amount of capacity they 
will be allocated on a month to month basis and relatively less 
certainty under the CTS tolling methodology, and almost no 
certainty under a cost of service tolling methodology as compared 
to the proposed Mainline Contracting tolling methodology.  

Assuming that a shipper gets access to the same level of capacity 
under Mainline Contracting and under 100% uncommitted service 
(which is solely for simplification purposes), the level of cost 
certainty would be impacted by the level of toll certainty offered 
under CTS versus Mainline Contracting.  Enbridge has prepared an 
analysis that shows the year-over-year percentage of toll increase 
variance between the CTS and Mainline Contracting for two IJT 
movements and two Canadian Local Toll (CLT) movements (see 
CER IR 4.4 d Attachment – CTS versus Mainline Contracting Toll 
Increase Variance).  The analysis shows that the total percentage 
of toll increase during the 10 years of CTS is considerably higher 
than under the forecast 10 years of Mainline Contracting for both 
the IJT and CLT movements; the CTS total percentage of toll 
increase ranges between 40% to 70% while the Mainline 
Contracting total percentage toll increase is estimated at only 13%. 

Even though Enbridge made an effort during the CTS to negotiate 
and design the expansion surcharges based on cost causality/user 
pay principles, it could not offer the same level of toll certainty that it 
is now offering to committed shippers under Mainline Contracting.  
The primary reason is that committed shippers under Mainline 
Contracting can choose to participate or not in future Enbridge 
Mainline open seasons and convert their Mainline Contracting TSAs 
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to access expansion capacity, but are otherwise shielded from any 
future costs related to future Enbridge Mainline expansions.  

e) The cost per barrel for shippers accessing either spot or firm 
capacity in the secondary market could be more variable than under 
CTS since the costs will depend on the price in the secondary 
market.  This price will reflect the demand and supply for capacity, 
whether the capacity is firm or uncommitted, expectations regarding 
demand, supply for capacity, and the time length of the transfer.  
The effective price in the secondary market might be much less 
than the pipeline toll if there is excessive pipeline capacity.  The 
effective price in the secondary market might be greater if there are 
severe shortages of pipeline capacity and netbacks on the next best 
alternatives are relatively low.   

f) The uncertainty of access for uncommitted volumes can be defined 
as the probability that a nominated barrel for uncommitted service 
will not be accepted.  This depends on two factors, and it can be 
calculated as: (i) the probability of apportionment for uncommitted 
service, multiplied by (ii) the rate of apportionment for uncommitted 
barrels (assuming that there actually is apportionment).  Both of 
these factors are affected by Mainline Contracting.  The first likely 
decreases, while the second likely rises. 

Even if the second factor increases, its effect on the probability that 
an uncommitted nomination is not accepted will be mitigated by the 
likely decrease in the first factor.  The relative change in these two 
offsetting impacts will determine whether the unconditioned 
certainty of access for uncommitted volumes rises or falls. 

All else equal, the ultimate impact of moving to a system of 90% 
contracted service on uncertainty of access for uncommitted 
volumes would be felt most directly by shippers that elect to only 
utilize uncommitted service on the Canadian Mainline.  It would be 
felt to a lesser amount by shippers that elect to use both contracted 
and uncommitted service.  Shippers that utilize only the secondary 
market to secure capacity may choose to source firm space or 
uncommitted space, but the capacity acquired is very unlikely to be 
subject to apportionment, i.e., uncertainty of access, unless it 
becomes unavailable.  Access will not be reduced based on the 
nominations of other shippers. 

g) Please see the responses to CER IRs 4.1.c and 2.3. 

h) New entrants would be able to secure more access certainty and 
toll certainty by acquiring rights to firm capacity in the secondary 
market than under 100% uncommitted service or the CTS.  Under 
Mainline Contracting a new entrant, which is willing to pay the price 
for access, will be able to secure relatively certain access without 
uncertainty regarding its financial obligations.  It will be able to 
acquire contracted capacity with tolls that are relatively certain and 
stable.  The price in the secondary market will be known at the time 
of acquisition.  If it is not willing to pay the price, then that means 
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that other shippers value it more and it is efficient that the capacity 
not be acquired. 

Under Mainline Contracting, a shipper knows that it can always 
acquire capacity in the secondary market if it is willing to outbid 
other shippers.  Hence, certainty of access is promoted.  And once 
capacity is acquired, the shipper's financial obligations will be 
relatively certain.  Prior to acquisition of the capacity, its price will 
vary with conditions in the secondary market.  Whether there is 
more or less toll uncertainty prior to acquiring the capacity under 
Mainline Contracting versus 100% uncommitted tolls depends on 
how tolls are determined with 100% uncommitted service.  Even 
though the price of capacity in the secondary market might be more 
uncertain and variable than posted tolls under 100% uncommitted 
service, the effective toll under 100% uncommitted service might 
have similar or more variability.  The reason is that changes in the 
price of secondary capacity under Mainline Contracting will reflect 
changes in apportionment.  If expectations change and capacity is 
expected to become even more scarce, then the secondary market 
price will rise.  Posted tolls under 100% uncommitted service may 
not change, but the effective toll also rises, since the probability of 
being able to access the capacity will be reduced if capacity 
becomes relatively more constrained relative to demand.  A low toll 
is not effectively low if capacity is unavailable. 

i) The response to CER IR 2.5 (PDF pp. 17-20 (C07648-2)) indicates 
that uncommitted shippers could benefit from firm service because 
it likely reduces the variance of their apportioned volumes (not the 
level, but the variance).  This reduces the variability of their volumes 
available to supply or be committed to their next best alternative, 
which makes it easier for them to commit long term to that 
alternative.  It is not apparent why price volatility in the secondary 
market to acquire firm service contractual rights would affect this 
benefit, and Enbridge therefore expects no impact. 
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4.5 Shipper support 

Reference: i) Enbridge, Application, Section 4 – Development of the TSAs and 
Open Season Procedures, PDF page 25 of 86, (C03823-2) 

ii) Enbridge, Application, Section 4 – Development of the TSAs and 
Open Season Procedures, PDF pages 29-30 of 86, (C03823-2) 

iii) Enbridge, Updated Appendix 4 – Shipper Support Letters,  
PDF pages 1-14 of 14, (C03831-2) 

iv) Enbridge, Response to Commission IR 1.11,  
PDF page 64 of 65, (C06801-2) 

v) Enbridge, Response to Commission IR 2.27,  
PDF page 109 of 171, (C07648-2) 

vi) Enbridge, Response to Commission IR 3.15,  
PDF page 60 of 102, (C08084-2) 

Preamble: In reference i), Enbridge states that the Mainline Contract Offering was 
developed through almost two years of discussions, consultations and 
bilateral negotiations between Enbridge and its individual stakeholders, 
which include large and small producers, marketers, refiners, integrated 
companies, industry associations, and provincial governments. 

In reference ii), Enbridge indicates that it had more than 500 meetings 
with large and small producers, marketers, refiners, integrated 
companies, industry associations, the governments of Alberta and 
Saskatchewan, current shippers and potential shippers, to discuss and 
negotiate the structure and details of the Mainline Contract Offering and 
the associated toll methodology.  Enbridge further states that it did not 
negotiate the terms and conditions of firm service with a view to 
reaching an agreement with 100+ stakeholders, many of which have 
competing interests. 

In reference iii), Enbridge provides letters supporting the Application 
from 13 of its shippers that represent over 70% of the crude oil volumes 
currently shipped on the Canadian Mainline. 

In reference iv), Enbridge indicates that the 13 shippers that provided 
letters of support for the Application, when categorized by shipper type, 
are comprised of 9 Refiners, 2 Integrated, and 2 Producers. 

In reference v), Enbridge states that the factors that controlled any 
potential abuse of market power by Enbridge on the Canadian Mainline 
in the establishment of the Mainline Contracting negotiated package 
were the negotiations with shippers and regulation. 

While discussing these negotiations with shippers, Enbridge further 
states that rather than the situation where a single supplier attempts to 
impose terms on small uncoordinated buyers, the buyers here are able 
to effectively act as a single large buyer with which the dominant 
supplier must negotiate. 
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In reference vi), Enbridge states that it is viewed that support for the 
Application is significant (in that the 13 parties currently transport in 
excess of 70% of the volumes on the Canadian Mainline) and is broad 
(in that the 13 parties include producers, refiners, and integrated 
companies). 

Request: a) Identify, or approximate, the number of unique shippers and 
stakeholder groups that were involved in negotiations with Enbridge 
in the development of the Mainline Contract Offering. Provide a 
summary table that lists the number of stakeholders according to 
shipper/stakeholder type (e.g., Producer, Integrated Company, 
Refiner, Marketer, Industry Association, and Government). 

a.1) a.1) In the table, include the breakdown of the number of 
unique shippers and stakeholders in each type that have 
provided letters of support for the Application as indicated in 
reference iv). 

a.2) a.2) In the table, include a breakdown of the number of unique 
shippers and stakeholders in each type that have not provided 
letters of support for the Application. 

b) Calculate, or approximate, the percentage of shippers involved in 
negotiations with Enbridge in the development of the Mainline 
Contract Offering that have provided letters of support for the 
Application. For clarity, calculate this percentage according to the 
number of unique shippers as opposed to the volume of crude oil 
shipments represented by these shippers. 

c) Discuss Enbridge’s views on the appropriateness of assessing 
shipper support for the Application based on the volume of 
shipments represented by shippers that support the Application, 
versus the percentage of unique shippers that support the 
Application. Include an explanation of: 

c.1) the degree to which shipper support as measured by the total 
volume of crude oil currently shipped on the Mainline is 
representative of overall shipper support for the Application; 
and 

c.2) the degree to which shipper support as measured by the 
percentage of shippers involved in negotiations that have 
indicated support for the Application is representative of 
overall shipper support for the Application. 

d) Elaborate on Enbridge’s response in reference vi) as to how the 
Application has received significant support from a broad cross-
section of Enbridge’s stakeholders, considering the types of 
shippers that have provided support for the Application in reference 
iv), and the response to b) above. 

e) Considering the responses to a) through e), elaborate on how 
shippers involved in negotiations were “able to effectively act as a 
single large buyer with which the dominant supplier must negotiate.” 
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Response: a)-b) 

Please refer to CER IR 4.5 Attachment - Summary of Stakeholders 
involved in Negotiations.  Unique or individual stakeholders that 
executed Confidentiality Agreements ("CA's") are grouped by 
producer, integrated company, refiner, marketer, industry 
association, government, and energy research/consultancy.  Some 
stakeholders executed a CA and received all documents (draft 
TSAs and draft open season procedures) for information purposes 
only, some had a few meetings with Enbridge, and some chose to 
invest in regularly scheduled (weekly or bi-weekly) meetings with 
Enbridge.  The regularly scheduled weekly and bi-weekly meetings 
were conducted both with parties that were in opposition as well as 
those in support of Mainline Contracting.  The number of 
stakeholders that executed CA's is shown for each category, as is 
the number that provided a support letter and the number that did 
not.  Enbridge notes that the absence of a letter of support from a 
party does not indicate opposition to the Application.  

The second table in the Attachment shows the number of shippers 
that shipped on the Mainline in 2019 for each stakeholder type (as 
not all stakeholders are Enbridge shippers).  Note that one of the 
supporting shippers did not ship on the Mainline in 2019, so the 
total number of supporting shippers in the second table is 12 rather 
than 13.  The table also shows how many shippers have provided a 
support letter and how many have not.  The final column shows the 
percentage by stakeholder type of shippers involved in negotiations 
with Enbridge in the development of the Mainline Contract Offering 
that have provided letters of support for the Application (in response 
to b)). 

c) Enbridge's views are that the level of support for the Application is 
best judged by the volumes represented by the parties willing to 
make the commitment necessary to enter into a long-term contract 
for committed service.  Volumes represented by supporting 
shippers, rather than number of individual shippers, are the best 
measure of the impact that the proposal can have on the market, 
and therefore on the Canadian public interest.  The intent of the 
Mainline Contract Offering is to improve market efficiency, better 
allocate risk, promote more predictable and stable terms of service 
and promote more even competition among transporters out of the 
WCSB.  These goals are best achieved by securing support from 
shippers representing a large portion of the Mainline's throughput, 
and the Canadian public interest is best served by approving a 
proposed set of terms for service on the Mainline that are market 
responsive and competitive.  Being market responsive and 
competitive is not a function of the number of buyers or sellers that 
are able to transact in the market; it is a function of total volumes 
transacted, assuming that no market power concerns are created 
by shipper concentration.  Notably, the NEB promoted terms of 
service that maximized throughput, not that maximized the number 
of buyers or sellers.  It is clear that the objective of achieving 
greater productive efficiency is also consistent with maximizing 
throughput, and may not be consistent with maximizing the number 
of shippers on a pipeline.  For all of these reasons, implementing a 
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set of terms of service that are acceptable to shippers representing 
a large proportion of the Mainline's throughput, and to Enbridge, is 
of primary importance, while achieving a result that is acceptable to 
the greatest number of shippers is of much less importance.   

With regard to why volumes shipped by the supporting shippers is a 
reliable indicator of the level of support, the composition of the 
shipper group on the Mainline is relatively stable, so past and 
present usage of a group of shippers that support the Application is 
highly likely to be indicative of the level of support across the 
broader range of potential shippers.  In addition, all interested 
parties were provided with an opportunity to participate in the 
negotiations, so the level of support represented by the supporting 
shippers is also a reasonable representation of the level of support 
among all interested parties.   

d) As shown in the response to b), support for the Application cuts 
across refiners, integrated petroleum companies and producers 
which represent, in the aggregate, more than 70% of the Mainline's 
volumes.  Given the recent composition of Enbridge's shippers, this 
mix of entities is representative of the market and represents a 
broad and deep level of support for the Application.  The mix of 
shippers, and the types of shippers supporting the Application, 
reflect the evolution of the market for the Mainline's capacity, which 
now has a much greater representation of large, multinational 
market participants, and which has seen smaller producers find it to 
be advantageous to sell upstream to these larger market 
participants. 

Enbridge recognizes that the NEB, and now the CER, has tasked 
pipelines under its jurisdiction with developing innovative and 
market-responsive offerings, that minimize the risk of stranded 
costs and the manifestation of fundamental risk.  These objectives 
are best achieved by the CER approving terms of service for the 
Mainline that are acceptable to shippers representing a large share 
of the market, and to Enbridge.  Terms of service, as proposed in 
the Application, achieve that result and help to enhance the level of 
economic benefit achieved from the use of the Mainline.  As 
discussed in the response to c), achieving a negotiated set of terms 
of service that is acceptable to shippers representing a large 
proportion of the Mainline's throughput, and to Enbridge, helps to 
ensure that throughput is maximized, that unit costs are reduced, 
and that the Canadian public interest is served.   

e) Enbridge recognized that throughout the negotiation process it 
would be required to balance the needs of multiple types and sizes 
of potential shippers in order to secure sufficient support for the 
Application, and that the terms agreed to for one shipper would 
need to be offered on a non-discriminatory basis to all potential 
shippers.  All classes and sizes of potential shippers were included 
in the negotiations, and the active parties included industry and 
governmental organizations.  Therefore, issues raised by one or 
more shippers or stakeholders – such as for excused events for 
shippers, toll discounts, toll escalation, minimum contract size, 
minimum and maximum contract duration, and limitations on the 
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governmental change clause – which required concessions being 
made by Enbridge, ended up benefitting all of the potential shippers 
on the Mainline.  Through this type of bilateral negotiations, coupled 
with the regulatory open access and non-discrimination principles, 
the many individual potential shippers were able to effectively have 
the negotiating position of a large buyer with which the large 
supplier must negotiate.  As a consequence, there was no 
imbalance of negotiating positions, and no ability for Enbridge to 
dictate terms to the potential shippers.  In addition to balancing the 
needs of this collective buyer and stakeholder group, Enbridge also 
knew that the Application would be required to be approved by the 
CER, which further ensured a balanced and reasonable negotiated 
result.    
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Markets Matters 

4.6 Downstream pipelines 

Reference: i) Enbridge, Response to MEG Energy Corp. IR 1.1, PDF Page 4 of 
24, (C07655-2) 

ii) Enbridge, Response to Commission IR 1.10, PDF Page 60 of 65, 
(C06801-2) 

Preamble: In reference i), Enbridge states that there is no firm service provided on 
the Flanagan South Pipeline. 

In reference ii), Enbridge provides the amount of uncommitted capacity 
reservation on Enbridge-affiliated downstream pipelines, including Line 
9, Southern Access Extension Pipeline (Line 63), Spearhead Pipeline 
(Line 55), and Flanagan South Pipeline (Line 59). Enbridge states that 
Flanagan South, which is 100% Enbridge owned, has 10% 
uncommitted capacity reservation. 

Request: Explain whether or not firm service is provided on the Flanagan South 
Pipeline. 

Response: Firm service is not provided on the Flanagan South Pipeline.  Page 14 
of the Petition for Declaratory Order (“PDO”) through which Enbridge 
Pipelines (FSP) LLC sought Federal Energy Regulatory Commission 
approval of the Flanagan South Pipeline tolling and service structure 
specifically states that “Enbridge FSP is not proposing to provide firm 
service to committed shippers on its pipeline.”    

As described in the FSP PDO, capacity on the Flanagan South Pipeline 
is allocated using a history-based apportionment procedure.  Under this 
procedure 90% of the available capacity of the pipeline is reserved for 
Regular Shippers, while 10% is reserved for New Shippers. 
Apportionment is carried out separately for each of Regular and New 
Shippers.  Regular Shippers are allocated capacity taking into 
consideration their historical shipments (history), while New Shippers 
are allocated capacity based solely on their nominations for the month.  
Flanagan South committed shippers (those who have entered into a 
TSA in respect of service on the Flanagan South Pipeline) are 
automatically Regular Shippers with a minimum history equal to their 
committed volume.  Uncommitted shippers may also become Regular 
Shippers by shipping on the Flanagan South Pipeline consistently for 
12 months.  As a result, Flanagan South committed shippers and 
uncommitted shippers both have access to the 90% of available 
capacity reserved for Regular Shippers, and the service provided to 
Flanagan South committed shippers is not firm service.   
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4.7 Impacts on downstream pipeline commitments 

Reference: i) Enbridge, Response to Valero IR 1.5, PDF Page 13-15 of 43, 
(C07653-2) 

ii) Enbridge, Response to Valero IR 1.11, PDF Page 29 of 43, 
(C07653-2) 

Preamble: In reference i), Enbridge confirms that under the current uncommitted 
service design on the Canadian Mainline, Line 9B shippers can and do 
make single movement nominations from receipt points on the 
Canadian Mainline (e.g., Edmonton) to delivery points on Line 9B. 

In reference ii), Enbridge states that if the open season was 
oversubscribed for long haul contracts and Valero subscribed for a 
volume equal to its current take-or-pay commitment on Line 9, then it is 
confirmed that pro rata allocation would result in Valero receiving 
committed capacity on the Canadian Mainline that is less than its 
current take-or-pay volume commitment on Line 9. 

Request: a) Confirm that shippers who hold firm service contracts on 
downstream pipelines may not be able to contract for their full 
downstream committed volumes on the Enbridge Mainline 
(including for reasons beyond the shippers’ control such as Mainline 
Open Season oversubscription of the relevant Service Haul). If 
confirmed, discuss whether Enbridge could allow any committed 
volume shortfalls due solely to Mainline Open Season 
oversubscription to be excused events and waive 
deficiency/shortfall payments on the Enbridge-owned downstream 
pipelines. 

b) If the response in a) is not confirmed, explain. 

Response: a)-b) 

It is confirmed that shippers that hold contracts on Enbridge 
downstream pipelines may not contract for their full downstream 
committed volumes on the Canadian Mainline, for a variety of 
reasons, including if the Canadian Mainline open season is 
oversubscribed.  In such event, these shippers would be obligated 
to nominate into the uncommitted space on the Canadian Mainline 
in order to meet their downstream commitments.  If, due to 
apportionment on the Mainline, such shippers were not able to 
obtain sufficient Mainline committed and/or uncommitted capacity to 
fulfill their downstream TSA commitments, then they would be 
relieved from downstream deficiency payments in accordance with 
the terms of their respective downstream TSAs, just as they are 
today.   
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4.8 Downstream pipeline commitments 

Reference: Enbridge, Response to Commission IR 2.34.f Attachment 2 – Available 
Pipeline Capacity Off Enbridge Mainline System, PDF Page 1 of 1, 
(C07648-11) 

Preamble: In the reference, Enbridge provides a Table of Available Pipeline 
Capacity on pipelines downstream of the Enbridge Mainline. Utilization 
rates provided show several of these lines are under-utilized and none 
are operating at or near full capacity. 

Request: a) Provide in a table format, the following information for the past five 
years for each of the downstream pipelines listed in the reference: 

a.1) The amount of total capacity that is available (in barrels per 
day). 

a.2) The amount of capacity that is currently contracted (in barrels 
per day and as a % of total capacity). 

a.3) The amount of uncommitted capacity that is reserved for spot 
shipments (in barrels per day and as a % of total capacity). 

a.4) The amount of actual throughput under contracted capacity (in 
barrels per day and as a % of total capacity). 

a.5) The amount of actual throughput under uncommitted capacity 
(in barrels per day and as a % of total capacity). 

a.6) The amount of capacity that is contracted by companies that 
have provided letters in support of the application (in barrels 
per day and as a % of total capacity). 

a.7) The amount of capacity that is contracted by companies that 
have expressed opposition to the application (in barrels per 
day and as a % of total capacity). 

b) In Enbridge’s view, what impact is contracted service on the 
Enbridge Mainline likely to have on each of the affiliated 
downstream pipelines listed in the reference? As part of the answer, 
discuss likely impacts on throughputs, utilization rates, and shipper 
deficiency payments due to allocation of insufficient committed 
volumes on the Mainline to match downstream committed volumes. 

Response: a) Please see CER IR 4.8.a Attachment – Enbridge Downstream 
Pipeline Data. 

b) Enbridge has not completed any quantitative analysis of volume 
impacts associated with contracting on any of the affiliated 
downstream pipelines; however, in Enbridge’s view the likely impact 
of the Mainline Contract Offering on the affiliated downstream 
pipelines is as follows. 
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Under the current structure the Mainline has consistently 
experienced nominations in excess of the capacity of the system.  
This has resulted in many shippers with contracts on the 
downstream pipelines being allocated Mainline capacity that is less 
than their downstream volume commitments. 

The Mainline Contract Offering provides flexibility to allow shippers 
with contracts on downstream pipelines to align Mainline and 
downstream pipeline volume commitments.  If the Mainline open 
season is not oversubscribed, then committed shippers with 
contracts on downstream pipelines seeking contracts to match their 
downstream pipelines commitments should get the capacity that 
they request in the open season.  This would allow shippers to 
source the crude volume they need on the Mainline to meet their 
volume commitments on the downstream pipelines.  If the open 
season is oversubscribed, aligning volume commitments across the 
Mainline and downstream pipelines may not occur in the primary 
market.  In such a case there would still be a robust secondary 
market for both committed and uncommitted Mainline (and in some 
cases downstream pipeline) capacity, to provide an opportunity for 
shippers to remedy any Mainline and downstream pipeline volume 
mismatch.  These are likely to result in an increase in both the 
throughput and utilization rates of the downstream pipelines, 
holding other variables constant (such as crude oil price 
differentials). 

For the most part, there would be no changes to the probability of a 
shipper owing deficiency payments.  This is because under the 
current structure, most downstream committed shippers receive 
upstream apportionment relief, and will continue to receive 
upstream apportionment relief under Mainline Contracting.  The one 
exception are shippers that subscribed to Spearhead capacity in the 
2019 open season that receive no upstream apportionment relief.  
These shippers will derive additional benefit from Mainline 
Contracting in the form of lower to no deficiency payments (the level 
of decrease in deficiency payments would depend on whether a 
shipper elects to contract for Mainline capacity and/or its activity 
level in obtaining Mainline volumes in the secondary market to fill its 
Spearhead volume commitment). 
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4.9 Mainline capacity changes 

Reference: i) Enbridge, Response to Commission IR 1.11.a.4 Attachment – 
Enbridge Mainline Capacity, PDF Page 1 of 1, (C06801-23) 

ii) Enbridge, Response to Commission IR 2.13.c Attachment – 
Historical Mainline Available Capacity, PDF Page 1 of 1, (C07648-
3) 

iii) Enbridge, Response to Commission IR 2.10 – Efficient Investments, 
PDF Pages 41-44 of 171 (C07648-2) 

iv) Enbridge, Slide 11 – Secured Growth Projects Update: WCSB 
Egress Additions, PDF Page 11 of 26, Q2 2020 Earnings 
Presentation (link2 and see Appendix 2) 

Preamble: In reference i), Enbridge provides a historical monthly breakdown of 
Enbridge Mainline Capacity, ex-Edmonton, ex-Hardisty, ex-Gretna, and 
into Sarnia. 

In reference ii), Enbridge provides a historical monthly breakdown of 
the Mainline Available Capacity, ex-Gretna and into Sarnia. 

In reference iii), Enbridge states that in December 2019, it placed the 
Canadian portion of the Line 3 Replacement Project into service 
restoring 40 kbpd of old Line 3 capacity and adding another incremental 
40 kbpd of capacity. Furthermore, Enbridge states that in 2020/2021, it 
expects to place the full Line 3 Replacement Project into service which 
will restore 370 kbpd of the old Line 3 capacity and thereby, compared 
to today, provide an incremental 330 kbpd of egress capacity. 

Reference iii) also states that Enbridge has opportunities to realize up 
to 200 kbpd of incremental Canadian Mainline capacity, without any 
significant new pipe in Canada, which would take place almost entirely 
on Enbridge owned property, and are anticipated to take approximately 
36 months from sanctioning to be put in service. 

In reference iv), Enbridge states that Mainline optimizations have 
increased egress out of the WCSB by 100 kbpd in 2019 and by 50 kbpd 
in 2020. 

Request: a) Explain whether, and if not, why, the data provided in reference i) 
and/or reference ii) includes the 40 kbpd of incremental capacity 
associated with the Line 3 Replacement Project’s Canadian portion 
being placed into service already. 

b) Explain whether, and if not, why, the data provided in reference i) 
and/or reference ii) includes the 100 kbpd of incremental capacity 
achieved through optimizations in 2019, as indicated in reference 
iv). 

 
2 https://www.enbridge.com/~/media/Enb/Documents/Investor%20Relations/2020/2020_Q2_ENB_Earnings_Presentation.pdf  
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c) Explain whether, and if not, why, the data provided in reference i) 
and/or reference ii) includes the 50 kbpd of incremental capacity 
achieved through optimizations in 2020, as indicated in reference 
iv). 

d) Explain whether, and if not, why, the incremental 40 kbpd in 
referenced in iii) is part of or in addition to the 100 kbpd in reference 
iv). 

e) Explain whether, and if not why, any of the incremental 100 kbpd in 
2019 and 50 kbpd in 2020 are part of the 200 kbpd of opportunities 
discussed in reference iii). 

f) Provide a monthly breakdown of capacity additions made in 2018, 
2019, and 2020 so far. Reconcile these capacity additions to those 
in references i) through iv). 

f.1) Provide the justification for pursuing such additions without 
firm service in place. 

g) Provide a monthly breakdown of capacity additions expected for the 
remainder of 2020 and 2021. 

g.1) Provide the justification for pursuing such additions without 
firm service in place. 

Response: a) The 40 kbpd is included in the data provided for December 2019-
March 2020 in both reference i) and ii).  Please note that a revised 
version of CER IR 1.11.a.4 Attachment - Enbridge Mainline 
Capacity, is being filed concurrently with these IR responses to 
reflect that the 40 kbpd of incremental capacity associated with the 
Canadian portion of the Line 3 Replacement Project went into 
service in December 2019 and not in February 2020 as incorrectly 
shown in the prior version. 

b) The 100 kbpd is included in the Attachment to CER IR 2.13.c 
(reference ii) (C07648-3)).  40 kbpd of this 100 kbpd is included in 
the Attachment to CER IR 1.11.a.4 (reference i) (C06801-23)), 
which is the same capacity referred to in the response to a).  The 
remaining 60 kbpd is not included in reference i) because that 
attachment shows annual Mainline capacity rather than available 
capacity, and the 60 kbpd was not an increase in the annual 
capacity but rather a restoration and optimization within the existing 
annual capacity of the pipeline. 

c) The 50 kbpd is included in reference ii).  It is not included in 
reference i) – which, as explained in the response to b), shows 
annual rather than available Mainline capacity – as this capacity 
was not an increase in the annual capacity but rather an 
optimization within the existing annual capacity of the pipeline. 

d) The 40 kbpd referenced in iii) is part of the 100 kbpd in reference 
iv). 

e) The incremental 100 kbpd in 2019 and 50 kbpd in 2020 are not part 
of the 200 kbpd of opportunities discussed in reference iii).  These 
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volumes are not included in the 200 kbpd because the 200 kbpd 
includes new opportunities that have not yet been sanctioned, while 
the incremental 100 kbpd and 50 kbpd are already in service. 

f) Below is a breakdown of the capacity additions from 2018 to date.  
All of these capacity additions/optimizations are reflected in 
reference ii), which shows historic available capacity.  Only those 
that were additions to annual capacity, and not capacity 
optimizations within the existing annual capacity, are shown in 
reference i). 

• April 2018: Increase of 30 kbpd, which is shown in reference ii) 
but not in reference i). 

• September 2018: Increase of 20 kbpd, which is shown in 
reference ii) but not in reference i).  

• October 2019: Increase of 25 kbpd (this was a portion of the 
100 kbpd referenced in iv) for 2019), which is shown in 
reference ii) but not in reference i).  

• December 2019: Increase of 75 kbpd (this included the 40 kbpd 
from the Canadian portion of the Line 3 Replacement Project 
being placed into service as described in reference iii) and, 
together with the October 2019 capacity addition, equals the 
100 kbpd of increased pipeline egress referenced in iv) for 
2019).  40 kbpd of this capacity is shown in reference i) and ii), 
and the remaining 60 kbpd is shown only in reference ii). 

• February 2020: Increase of 50 kbpd (this was the 50 kbpd 
referenced in iv) for 2020), which is shown in reference ii) but 
not in reference i). 

f.1) All of the capacity additions, other than the Canadian portion 
of the Line 3 Replacement Project (which was sanctioned in 
2014 and originally anticipated to be in service in Q3 2017), 
required very minimal capital and/or operating funding.  The 
Canadian portion of the Line 3 Replacement restored capacity 
and resulted in the Interim Line 3R Surcharge that was 
negotiated with the Representative Shipper Group and filed 
with the CER. 

g) The only incremental capacity addition expected for the remainder 
of 2020 and 2021 is the US portion of the Line 3 Replacement 
Project, which will provide incremental restored capacity of 330 
kbpd.  This project has an associated surcharge that was 
negotiated and approved by the Representative Shippers Group in 
2014 and toll principles that were approved by the NEB.  The toll 
surcharge will be filed with the CER prior to the project’s in-service 
date.  Enbridge does not know the month that this project will come 
into service.   
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4.10 Price signals and price transparency 

Reference: i) Enbridge, Response to CNRL IR 1.4, Negotiations regarding 
service offerings for non-refiner shippers, PDF Page 17 of 115, 
(C07659-2) 

ii) Enbridge, Response to Commission IR 2.3, Apportionment of 
Uncommitted Volumes, PDF Page 10 of 171, (C07648-2) 

iii) Enbridge, Response to Suncor IR 1.26, The Secondary Market, 
PDF Page 84 of 115, (C07660-2) 

Preamble: In reference i), Enbridge states that Mainline Contracting would 
facilitate an increase in price transparency as shippers would have 
certainty on contracted volumes. This is analogous to other markets 
Enbridge states that were established in Cushing and Houston once 
contracted pipeline capacity was available. 

In reference ii), Enbridge states that the Mainline Contract Offering 
would provide more accurate price signals for expansion over the 
longer term and thereby mitigate the likelihood of apportionment in the 
future for uncommitted service, which would facilitate new entry by 
producers. 

In reference iii) Enbridge explains how the secondary market can 
provide informative price signals for all market participants. 

Request: a) Discuss how, and to what degree, contracting on the Mainline 
compared to the current 100% uncommitted service would increase 
price transparency. 

a.1) Discuss whether price transparency would increase in primary 
and/or secondary markets. 

a.2) Discuss which market participants would have access to more 
transparent prices. 

a.3) Discuss where these market participants would access more 
transparent price data (for example, particular 
exchanges/trading platforms, brokers, price reporting 
agencies, etc.). 

b) Discuss how, and to what degree, contracted capacity in any 
market (e.g., Cushing and Houston) increases price transparency 
compared to having sufficient capacity in that same market 
(regardless of service type). 

c) Discuss how, and to what degree, contracting on the Mainline 
compared to the current 100% uncommitted service would provide 
more accurate price signals for pipeline expansion. 
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d) Discuss any other market signals, such as nomination and 
apportionment levels, that may indicate the need for pipeline 
expansion. 

Response: a)  

a.1) The terms “primary and/or secondary markets” are understood 
to be referring to existing (primary) and potential (secondary) 
market hubs at which Canadian crude oil prices are or may be 
provided by the price reporting agencies (e.g., Platts, Argus).  
These terms are also frequently used in connection with 
Mainline capacity.  However, the request seeks a comparison 
to the "current 100% uncommitted service" for which a 
secondary market for Mainline capacity is not a meaningful 
concept, thus the indicated interpretation.  

The degree of crude oil price transparency is primarily a 
function of the number and rateability of verifiable trades 
reported to the price reporting agencies and the level of 
activity on the various commodity trading platforms.  Mainline 
Contracting is not expected to increase crude oil price 
transparency in the primary Canadian crude oil markets of 
Edmonton, Hardisty, Cushing, and the Gulf Coast. 

There is the potential that Mainline Contracting will indirectly 
facilitate the rise of a secondary trading hub in the US Upper 
Midwest with crude oil price quotations.  Enbridge is currently 
in the commercial development phase for a sizable merchant 
storage project at the Flanagan terminal.  Enbridge's current 
perspective of the commercial prospects for the project is that 
it is unlikely to proceed without Mainline Contracting.  All of the 
primary Canadian crude oil market hubs have considerable 
merchant storage capacity available, which facilitates the 
necessary level of trading activities that creates a market hub.   

a.2) All market participants have access to the prices reported by 
the price reporting agencies and various commodity trading 
platforms, subject to the commercial terms required by these 
parties for access. 

a.3) Please see the response to a.1). 

b) The presence of pipeline contract capacity influences the routes 
utilized to transport crude oil from the point of production to the 
refining consumer or export terminal.  Thus, in the circumstance 
where multiple pipeline hubs compete to provide essentially the 
same transportation service, the pipeline hubs with a higher degree 
of inbound and outbound pipeline contract capacity may be 
expected to have more trading activity and, thus, a potentially 
higher degree of price transparency. 

c)-d) 

Under 100 percent uncommitted service, there are no price signals 
that directly measure the value of incremental pipeline capacity.  If a 
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price differential between the pipeline origin and one or more 
destinations can be calculated (e.g., WCS Houston less WCS 
Hardisty), such a price differential is likely the most useful indirect 
measurement of the value of incremental pipeline capacity.  
However, price differentials capture more than just the value of 
transporting a barrel from the pipeline origin to some destination.  
Price differentials include: the working capital costs for line fill; the 
impact of differing crude oil qualities due to inter-grade mixing 
during transport; differing trading conventions, including the 
duration of the trade month; transit time versus market structure 
(contango, backwardation) implications; and the number and 
diversity of potential counterparties at either end of the pipeline, 
including access to third-party storage.  

The existence of apportionment generally signals that expansion is 
desired, assuming that there is some penalty imposed on the 
shipper for not delivering accepted nominations, but it 
communicates no useful information as to the value of such an 
expansion to shippers.  Nor does the level of apportionment 
communicate useful information as to the demand for or the value 
of expansion.  For example, as shown in the response to CNRL IR 
1.20.d (PDF pp. 95-98 (C07659-2)), historical apportionment levels 
differ widely between Keystone and Enbridge, and yet the marginal 
barrel on both pipelines is generally going to the Gulf Coast and is 
getting the same price on the Gulf Coast.  Keystone occasionally 
reports 90 percent apportionment levels, versus a maximum of 
about 50 percent on Enbridge.  However, Enbridge has a rigorous 
protocol for vetting nominations that acts to reduce the air barrel 
nominations that the Mainline would otherwise receive, whereas 
Enbridge understands that Keystone does not verify its 
nominations.  Accordingly, the apportionment percentage on 
Enbridge or any other pipeline cannot be taken to be a meaningful 
measurement of demand for, or the value of, incremental pipeline 
capacity.  

The prices generated in a secondary market for pipeline capacity 
are specifically for pipeline capacity, without the confounding factors 
that limit the utility of price differentials.  Accordingly, the price of 
pipeline capacity in the secondary market can be reasonably taken 
to accurately assess the short-term value for additional pipeline 
capacity.  The secondary market prices, combined with the 
analyst’s assessment of longer-term future supply-demand trends, 
can provide a meaningful estimate of the value for pipeline 
expansion.  Furthermore, it is reasonable to believe that a 
secondary market for pipeline capacity will develop.  The volume of 
potential contract capacity is approximately 2.8 million b/d, there is 
a sizable and diverse set of contract shippers, and a wide variety of 
contract terms (contract term length, contract types, etc.) are 
offered that create different trading options.  All of these attributes 
support the view that a robust secondary market will develop for 
pipeline capacity on the Enbridge Mainline, and a necessary pre-
condition for a secondary market is permission to offer contract 
capacity in the primary market, i.e., via an open season.  Finally, 
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the degree of over-subscription in an open season may also provide 
an indication of the demand for pipeline expansion.  

There are examples of secondary markets for oil pipeline capacity.  
Colonial Pipeline, a high-capacity refined product pipeline that 
connects the U.S. Gulf Coast with a number of markets in the 
eastern U.S., has a robust secondary market for pipeline capacity.  
Prices for, in effect, pipeline capacity (referred as line space) are 
reported on a daily basis by Argus.  The link to an Argus white 
paper that discusses the Argus Colonial line space assessment is: 
https://www.argusmedia.com/-/media/Files/white-papers/argus-
colonial-pipeline-linespace.ashx.  It should be noted that the 
Colonial example is not, strictly speaking, for firm capacity.  
However, under the Colonial apportionment rules, most of the 
capacity is allocated on the basis of the historical shipment volume 
of individual shippers, creating, in effect, capacity rights for the 
historical shippers.  The sale of line space enables the historical 
shippers to maintain their capacity rights without actually shipping 
on Colonial.  In addition, Colonial also offers an example of how 
market participants can access transparent price signals regarding 
the value of pipeline expansion.   

Another example of a market created for pipeline capacity is found 
on the Trans Mountain Pipeline.  On this pipeline uncommitted 
shippers can, in effect, purchase pipeline capacity to the Westridge 
dock by offering a bid price that is in excess of the Trans Mountain 
toll.  The uncommitted shippers are ranked on the basis of their bid 
prices, and the nominations with the highest bid prices are accepted 
until the available capacity to the Westridge dock is consumed.  The 
bid prices, expressed as premiums over the Trans Mountain toll, 
can be very high, as illustrated below.   

CER Figure 4.10.1  
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Tolling Matters 

4.11 Competitiveness of proposed tolls 

Reference: i) Commission IR 2.20(a) to Enbridge, PDF page 28 of 53, (C07051-
2) 

ii) Enbridge, Response to Commission IR 2.20(a), PDF page 85 of 
171, (C07648-2) 

iii) Enbridge, Response to Commission IR 2.20(a) Attachment – 
Illustration of Heavy Crude Oil Netbacks, PDF pages 84-86 of 171, 
(C07648-6) 

iv) Enbridge, Response to Commission IR 2.20(b), PDF page 85 of 
171, (C07648-2) 

v) Enbridge, Application, Appendix 7: Evidence of Mr. Earnest, 
Footnote 7, PDF page 20 of 47, (C03823-9) 

Preamble: In reference i), the Commission requests that Enbridge provide and 
compare illustrative netbacks under committed and uncommitted 
service on the Enbridge Mainline, assuming approval of the applied-for 
tolling methodologies, and on other pipelines Enbridge competes with. 

In reference ii), in response to the Commission’s information request, 
Enbridge submits that a modified version of Table 6 (Application, 
Appendix 7) has been provided as Commission IR 2.20(a) Attachment 
– Illustration of Heavy Crude Oil Netbacks. 

In reference iii), Enbridge provides the modified version of Table 6 that 
compares illustrative heavy crude oil netbacks on Keystone, Keystone 
XL, Enbridge Flanagan South and by rail. 

In reference iv), Enbridge submits that as shown in response to 
Commission IR 2.20(a), the proposed committed and uncommitted tolls 
are competitive. 

Reference v) provides the tariffs used to determine the transportation 
costs represented in Table 6. 

Request: a) Explain how Enbridge’s response to Commission IR 2.20(a) shows 
that the proposed committed and uncommitted tolls are competitive. 

b) Explain whether the analysis provided in reference iii) involves 
illustrative netback prices using the proposed Enbridge Mainline 
committed and uncommitted tolls. If not, include a revised table that 
clearly includes and identifies transportation costs associated with 
both the applied-for Enbridge Mainline committed and uncommitted 
tolls. 

c) Provide a revised table that includes transportation costs based on 
current tariffs in place on Keystone and Enbridge Flanagan South.  
Include references to the tariffs used to determine transportation 
costs. 
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Response: a) The response to CER IR 2.20.a (PDF p. 85 (C07648-2)) did not 
specifically show that the proposed committed and uncommitted 
tolls were competitive.  

To demonstrate that the proposed uncommitted and committed tolls 
are competitive, three tables are provided in CER IR 4.11.a 
Attachment - Illustrations of Crude Transportation Costs.  Table 
CER IR 4.11.a-1: Illustration of Heavy Crude Oil Transportation 
Costs to Chicago with Mainline Contracting shows the heavy crude 
oil transportation costs to Chicago via Enbridge (using the applied-
for tolls), Keystone, and Express - Platte.  Enbridge is the lowest 
cost route for both uncommitted and committed service.  Thus, the 
applied-for tolls are competitive.  It should be noted that Keystone 
has the ability to, in effect, offer discounted tolls from the 
international border to Patoka via a “Temporary Discounted Rate 
from the Ceiling Level” mechanism.  The Temporary Discounted 
Rate shown in Table CER IR 4.11.a-1 is effective September 1, 
2020 to September 30, 2020, and then the Ceiling Level rate is in 
effect (unless Keystone files a new tariff). 

Table CER IR 4.11.a-2: Illustration of Light Crude Oil Transportation 
Costs to Chicago with Mainline Contracting shows the 
transportation costs to Chicago for light crude oil.  Once again, 
Enbridge is the lowest cost route for both uncommitted and 
committed service.  The Mainline, due to its multiple pipes that 
provide redundancy, also provides shippers with greater assurance 
than its competitors that their barrels will exit Western Canada and 
reach their customers.   

Table CER IR 4.11.a-3: Illustration of Heavy Crude Oil 
Transportation Costs to Gulf Coast with Mainline Contracting 
provides the transportation costs from Edmonton to the Gulf Coast 
for heavy crude oil.  Rather than using the international joint toll for 
Enbridge-Flanagan South route, this table uses the applied-for toll 
for transportation from Edmonton-to-Flanagan, and then the 
uncommitted toll on Flanagan South.  As is the case for Keystone 
deliveries to Patoka, Keystone has the ability to offer market-based 
rates.  To provide some understanding of the degree of variability in 
Keystone tolls, the most recent (July 1, 2020) and April 1, 2020 tolls 
are provided.  The Enbridge – Flanagan South route is the low cost 
route using committed tolls, and its degree of competitiveness using 
uncommitted tolls depends upon where Keystone elects to set its 
market-based toll.  A corresponding table for light crude oil has not 
been generated because little Canadian light crude oil reaches the 
Gulf Coast. 

The sources for the tolls are provided on each table. 

b) The analysis provided in reference iii) did not use the proposed 
Enbridge Mainline committed and uncommitted tolls.  CER IR 
4.11.b Attachment - Response to CER IR 2.20.a Revised to Include 
Mainline Contracting, is a revised table that includes the 
international joint toll for the Enbridge – Flanagan South route and 
the applied-for toll for the Edmonton-to-Flanagan segment and the 
current Flanagan South uncommitted toll.  The Edmonton-to-
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Hardisty toll has been replaced with the applied-for toll for 
uncommitted service.  The table has also been modified by adding 
a row labeled “Keystone (International Joint Rate Tariff)” so as to 
more clearly identify the information sources, but the associated 
numeric values remain unchanged.  The sources for the tolls are 
provided in the table. 

c) CER IR 4.11.c Attachment - Illustration of Heavy Crude Oil 
Netbacks with Mainline Contracting and Updated Tolls, is the 
requested table that uses the applied-for Enbridge tolls and updates 
all other pipeline tolls.  The estimated rail costs are unchanged.  
The sources for the tolls are provided in the table. 
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4.12 Sustainment capital expenditures 

Reference: i) Enbridge, Additional Written Evidence of Concentric Energy 
Advisors Inc., Q&A46, PDF page 30 of 61, (C06800-3) 

ii) Enbridge, Response to Cenovus IR 1.1(a) – Attachment – 
Canadian Mainline and Lakehead Plant and Capital Expenditure 
Schedule, PDF pages 84-86 of 171, (C07657-3) 

iii) Enbridge, Response to Cenovus IR 1.1(b) – Attachment – List of 
Major Capital Expenditures (C07657-4) 

iv) Enbridge, Response to CCRL and FCL IR 1.3(a) , PDF page 6 of 
51 (C07651-2) 

Preamble: In reference i), Concentric submits that it reviewed annual capital 
expenditures on the Enbridge Mainline over the 2011-2019 period, and 
determined that this time period was a reasonable range from which to 
calculate the Enbridge Mainline’s long-run baseline capital expenditures 
because it includes a significant range of levels of Enbridge Mainline 
capital expenditures, with some years being relatively high and other 
years being relatively low. 

Concentric further submits in reference i) that using the historical 
average capital expenditures over the 2011-2019 period as a starting 
point, it considered two sensitivities that assumed a lower annual 
capital expenditure level than this historical benchmark and two 
sensitivities that assumed a higher annual expenditure level. 

In reference ii), Enbridge provides Plant and Capital Expenditure 
Schedules for the Canadian Mainline and Lakehead systems for the 
years 2011-2019 that demonstrates average 2011-2019 sustainment 
capital of $502 million/year (real $2021) on the Canadian Mainline, and 
$479 million/year (real $2021) on the Lakehead System. 

In reference iii), Enbridge provides a list of shipper supported 
investments and a list of integrity related investments for the years 
2011-2019 on the Canadian Mainline and Lakehead System. 

In reference iv), Enbridge submits that it does not have a long-term 
capital plan for the Enbridge Mainline for the next 20 years. 

Request: a) Discuss the appropriateness of using historical capital expenditures 
as a starting point to quantify Enbridge’s baseline future capital 
expenditures.  Include an explanation and any supporting evidence, 
based on Enbridge’s experience, of whether historical sustainment 
capital expenditures are indicative of future sustainment capital 
expenditures. 

b) Provide an overview of the internal processes by which Enbridge 
determines if and when integrity and maintenance capital 
expenditures will be made on the Enbridge Mainline. Include an 
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explanation of how far in advance those decisions are typically 
made prior to the start of integrity and maintenance activities. 

c) Explain whether and how Enbridge forecasts integrity and 
maintenance capital expenditures on the Enbridge Mainline. Include 
an explanation of how many years into the future those forecasts 
typically capture. If forecasts of integrity and maintenance capital 
expenditures are not done, provide a detailed explanation. 

d) Explain what types of projects are captured under “Other 
Investments” in Lines 17 of reference ii). 

Response: a) The level of sustainment capital expenditures on the Enbridge 
Mainline in any given future year is highly variable, uncertain and 
difficult to predict.  From the negotiations that led to the Mainline 
Contract Offering, it became apparent to Enbridge that one of the 
most important objectives that many shippers wanted to achieve 
through the negotiated terms of service was toll stability and greater 
certainty, which would require that Enbridge accept the risks of a 
large majority of future capital expenditure levels.  This result also 
required the use of a negotiated tolling methodology rather than 
cost of service tolls.  When asked to develop illustrative cost of 
service tolls to compare to the projected negotiated tolls under 
Mainline Contracting, Enbridge undertook to develop a range of 
possible sustainment capital expenditure projections, which 
included an examination of actual sustainment capital expenditures 
over the 2011 to 2019 period.  This analysis, which was 
summarized in the response to Cenovus 1.1.a (PDF p. 1 C07657-
2)), showed that sustainment capital additions on both the 
Canadian Mainline and the Lakehead System could vary 
dramatically from one year to the next.  On the Canadian Mainline 
the ratio of the highest year of sustainment capital additions to the 
lowest year from 2011 to 2019 was 5.8:1; on Lakehead, the ratio 
was 11.3:1.  Enbridge concluded that a long-term forecast of 
sustainment capital expenditures would need to be reflective of a 
wide range of outcomes, as had occurred over the prior nine years.  
Therefore, it determined that an average of the capital expenditure 
level of the previous nine-year period, adjusted for inflation, was 
reasonable and appropriate for the purposes of developing 
illustrative 20-year cost of service tolls.  Enbridge also chose to 
develop four additional forecasts that were above and below the 
average level, reflecting a moderate degree of uncertainty for these 
projected expenditures over the next 20 years.  No further analysis 
was conducted, or warranted, to examine whether past average 
expenditure levels were accurate indicators of future expenditures, 
because, in Enbridge's experience, and as demonstrated by these 
data, the level of required sustainment capital expenditures even a 
few years into the future is difficult to predict.  The ultimate 
conclusion that Enbridge reached was not that the average of the 
last nine years' sustainment capital expenditures was an accurate 
predictor of the next 20 years of expenditures, but that there was no 
reliable means of predicting sustainment capital expenditures 20 
years into the future, but, nonetheless, Enbridge would have to bear 
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the risk of expenditures being higher than expected under the terms 
of the Mainline Contracting tolling methodology. 

b) The process by which Enbridge determines if and when 
maintenance and integrity expenditures will be made on the 
Mainline is determined through a risk-based decision making 
process to ensure Enbridge operates and maintains the Mainline to 
Enbridge’s applicable operating standards.  Enbridge’s priority is to 
ensure the safe and reliable operation of the Mainline system, a 
goal which is accomplished with a comprehensive risk management 
program that proactively identifies risks and risk mitigations.  While 
identifying and managing risks is an active and ongoing process, 
integrity and maintenance budgeting is typically carried out on an 
annual basis, based on the risks and mitigations identified by 
Enbridge’s ongoing integrity and other programs.  Annual 
expenditures for the year are budgeted based on the integrity and 
maintenance activities determined to be required in the year.  In 
instances where additional-to-budget integrity and maintenance 
activities are determined to be required during the year, 
management is provided the discretion to authorize substantial 
additional expenditures to fund such activities.  Expenditure 
decisions are typically made no more than a year prior to the start 
of integrity and maintenance activities. 

c) Enbridge forecasts maintenance and integrity expenditures on an 
annual basis in the final quarter of the year preceding the 
expenditures.  While expenditures related to certain activities such 
as the integrity dig program are often correlated to the in-line 
inspection schedule, which provides the data that determines the 
subsequent dig program, it is difficult to reliably forecast an asset’s 
expenditure needs further in advance than the budget year.  

d) Projects captured under Other Investments include: 

• Annual integrity dig programs for years in which less than $50 
MM was spent through the main integrity dig AFE; 

• Geotechnical (e.g. slope stability or water crossing) program 
including Horizontal Directional Drilling projects; 

• Casings, small scale pipe replacements, and other integrity-
related activities managed outside of the main integrity dig 
program AFE; 

• Pig trap replacement program; 

• Tank out of service program and related refurbishments and 
repairs; 

• Terminal piping, booster pump, and manifold program; 

• Terminal and third party connectivity; 

• Facility piping program; 
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• Cathodic protection program;

• Emergency response equipment;

• Measurement, metering, and petroleum quality instrumentation;

• Leak detection instrumentation program;

• SCADA and related field communication programs;

• Electrical infrastructure including alternate and backup power
generation, switchgears and transformers;

• Mechanical programs including pumps and valves;

• Drag Reducing Agent injectors;

• General instrumentation including pressure, flow, vibration, and
emission sensors;

• Infrastructure technology including hardware, software, and
related applications;

• Transient mitigation and relief system program;

• Emergency Flow Restriction Device program;

• Vehicle and heavy equipment program;

• Buildings.
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