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Tuesday, April 21st, 2009

--- On commencing at 9:33 a.m.

MR. VLAHOS:  Good morning, everyone.  Any preliminary matters, Mr. Taylor?

MR. TAYLOR:  No, Mr. Chair.

MR. VLAHOS:  That's good.

Ms. Cochrane, any matters from your end?

MS. COCHRANE:  No preliminary matters.

MR. VLAHOS:  This might be a good day then.

All right.  Are you ready to cross?
CANADIAN NIAGARA POWER INC. - PANEL 1 (RESUMED)

Stanton Sheogobind; Previously Sworn.


Douglas R. Bradbury; Previously Sworn.


Glenn King; Previously Sworn.


R. Scott Hawkes; Previously Sworn

Cross-Examination by Ms. Cochrane:


MS. COCHRANE:  Sure.  Most of my questions are directed to the panel in general, so whichever one of you is most eager to answer, by all means jump in.

So my first questions are -- pertain to the common issues in the proceeding relative to all three of the service areas.

First of all, with respect to administrative matters, as Exhibit 1, the conditions-of-service document that was filed with your application, can you just update the Board on the status of that document?  What I am getting at is whether that's the form of the conditions of service that are in effect in the respective service areas, or have there been any changes made to it since it has been filed.


MR. BRADBURY:  To the best of my knowledge, the conditions of service that was filed with the application is the current conditions of service.  However, I'll qualify that that it is a living document, and we update it -- it gets updated in a fashion to comply with any Board issues or matters that may come up.  We comply with those there, so there may be some contradiction between the printed copy and what the Board has, and then periodically we will update it, and then it would be filed with the Board.

MS. COCHRANE:  Thank you.

Moving on to Exhibit 2, the material with respect to allowance for working capital, which is Exhibit 2, specifically tab 4, schedule 1, page 1.  The cost-of-power rate that you're using is the 5.45 cents a kilowatt-hour that's from the Navigant report of April of 2008.  However, that number has been revised by a report issued April 2009, and it is 6.072 cents a kilowatt-hour.

Would you just confirm on the record that CNPI will adjust the data to reflect the revised number at the time that you file your final rate order?

MR. BRADBURY:  CNPI will modify its rate application to comply with the Board.

MR. VLAHOS: Let's be careful here, Mr. Bradbury.  We don't expect the applicant to re-file anything.

MR. BRADBURY:  No, but --

MR. VLAHOS:  It would be part of the decision, to the extent that the panel agrees to our direction.

MR. BRADBURY:  That was my intention:  When directed to prepare final rates.

MR. VLAHOS:  Right.  Okay.  Thank you.

MS. COCHRANE:  Now, with respect to some of your operating revenue in Exhibit 3 -- well, this is more in response to Board Staff Interrogatory No. 1, pertaining to the economic health of the community served by CNPI.  In response to Staff IR No. 1, CNPI stated that it was not aware at this time, December of 2008, when you filed this, of any specific issues arising from the current economic situation that have a material impact on load and revenue forecast and bad-debt-expense forecast.

Now, that was in December of 2008.  Do you have any update as at April 2009?

MR. BRADBURY:  There are a few issues, none that are concrete.  We talked about the embedded generators in Port Colborne yesterday, and a lot of our application -- they are large customers, and there was a fair degree of discussion in the Port Colborne application about the fact that they were migrating from the use of gas and greater dependency on electricity.

We haven't seen anything that changes that yet.  But those price drivers or cost drivers for those customers may change that dynamic.

We have had some matters in Fort Erie as well.  Fort Erie has a -- horse racing is a big industry in Fort Erie, and it's -- the casino and slots are attached to the horse racing.  It looked like this spring that horse racing would cease in Fort Erie, and that would have been a major blow to the local economy.  However, they do have an extension for one more year.  So into the test year, we don't anticipate any major changes from those we've indicated.

There was one more industry as well that comes to mind right now.  There was a new customer who came to Fort Erie.  He produces the towers for windmills.  And with the economic downturn he has cut his production in half.  It's not -- I don't think it's major to the point where it would influence our load forecast or predictions at this point.

MS. COCHRANE:  Thank you.  Now, in response to a number of Staff interrogatories, specifically number 26, 28, 29, 31, 33, 38, and 40, CNPI stated that it would re-file its rate design models with the revisions highlighted.

My question is where exactly on the record of the re-filed material would we find those revisions, whether it's part of the interrogatory responses or whether it's a separate document.  Now, I realize you might want to take a minute to just look at the interrogatories that I've referred you to.

MR. BRADBURY:  I didn't record them.  I can answer the question generally, and then maybe we can go into more detail with a particular interrogatory.

We did file the load forecast, again.  It was filed in response to one of your interrogatories.  And we supplied a live Excel spreadsheet.  And that corrected the matter in which the throughput was averaged in the test year.  We admitted that there was an error in the formula in the spreadsheet, and we averaged the kilowatts in determining the -- in determining the volumetric rate.

MS. COCHRANE:  Okay.  Maybe I can -- excuse me.  Yes, I am going to actually sort of look at the questions or the revisions in each interrogatory more specifically, just so that then you can direct us to where the revision is found, so we have that on the record clearly and explicitly.

In Interrogatory -- Board Staff Interrogatory No. 26 -- it's (b).  And in your response, paragraph 2, you state:

"CNPI will correct this error, along with any other revisions arising from the interrogatories."

Now, this particular error, whatever it -- that's being referred to, where would we find that correction?

MR. BRADBURY:  I am trying to recall -- I may need some time to -- it has been so long since I did these spreadsheets.  I know in certain of the circumstances we noted there would have to be corrections made to the spreadsheets, and recalling conversations at the time and both internal and understanding it, I know at one point we said, let's not get a lot of revisions out there.  We know these are there, they are not of an impactive nature and we will be directed by the Board once the issues are resolved to produce rates in a rate order and at that time many of the issues that were raised during the interrogatory phase would be highlighted in the submission at that time.

Now, I know we corrected some of them and provided the corrected factors, but I would have to go through my spreadsheets and locate them.

MS. COCHRANE:  Could we get an undertaking to respond to that?

MR. BRADBURY:  Yes, if you could list out the IRs and which --

MS. COCHRANE:  Yes, I will.  So the undertaking is to clarify the response with respect to Board Staff Interrogatories No. 26, 28, 29, 31, 33, 38 and 40.  And in particular, the reference to -- in each of those interrogatories where CNPI states that it will refile its rate design model with revisions highlighted.
UNDERTAKING NO. JT2.1:  to clarify the response with respect to Board Staff Interrogatories No. 26, 28, 29, 31, 33, 38 and 40 in each of those interrogatories where CNPI states that it will refile its rate design model with revisions highlighted

MR. BRADBURY:  Now, I have opened here, accompanying the first round of interrogatories I submitted, four Excel spreadsheets, CNPI-EOP-DXdesign-20080815_R1 and that repeats itself for Fort Erie, the harmonized design and the Port Colborne design.  Those live Excel Spreadsheets were provided with the interrogatories on December the 8th, 2008 at 11:53 a.m.

MS. COCHRANE:  All right, that's helpful.  Then we can at least locate the --

MR. BRADBURY:  In addition, OEB 37, Interrogatory OEB 37, I filed a live spreadsheet, CNPI-GC_GSgreaterthan50 forecastdetails_OEB37_20081212, and that was filed on a disk with the interrogatories that same day.

MS. COCHRANE:  Thank you.

MR. VLAHOS:  So what I take from this Mr. Bradbury is that there would be nothing as part of the draft order that has not been received by the Board, has not been received by the intervenors.

MR. BRADBURY:  There were some issues raised by the intervenors that were not addressed in models because they were raised but whether they would result in a change, but I can refile all the spreadsheets if you like with an index.

MR. KING:  Even further to that, we will provide a matrix with the question, the IR, and the status of the error so you can without diving into the spreadsheet it is attached in a spreadsheet that we corrected at the time.  So you understand.  I think we are clear on what the errors are, but just so we know the status of each one and there has been some time lapse since we done some refiling.

MR. BRADBURY:  Not all of them are errors, though.  Also in there was the request by the Board Staff to file the retail transmission service rates, there were three spreadsheets filed in response to those as well.  They are called respectively EOP RTSR trend, Fort Erie RTSR trend, and Port Colborne RTSR trend, that was filed with the same...

And the weather normalization, you asked for the Hydro One load shape details for EOP Fort Erie and Port Colborne.  They were filed as well in that same package.  So I realize there has been a lot of material, and where there are three applications, it, you know, keeping it all straight has been a mammoth detail.  I will make an attempt, or as Glenn said, we will file a matrix linking the spreadsheets to the interrogatories if that would be help.

MR. VLAHOS:  Yes, whatever it will take to assist the Board because it can be a pretty complicated area where the applicant may revise its application, if you like, through an interrogatory and it may be sort of a partial update because it doesn't encompass all the other updates, so we have to sort that out.

MR. BRADBURY:  That was a complicated factor because in some cases we were asked to provide spreadsheets.  In other cases, we thought the best solution would be, we acknowledge that a change would have to be made but we realize as well the Board, during its decision, will ask us to refile, and so many iterations of the material will cause confusion, we thought would cause confusion.

MR. VLAHOS:  Perhaps, do file whatever you think is appropriate to assist the Board.  The other alternative Mr. Taylor is -- we haven't talked about argument yet whether it's oral or written but an alternative way would be to bring the application up to date in terms of the what relief is being sought and how you arrive at it by attaching the financial schedules as well as the revenue-to-cost ratios.  I think going to cost allocation rate design, those questions Ms. Cochrane.

MS. COCHRANE:  Yes.

MR. BRADBURY:  Okay.  So I will leave it to the applicant and the Staff to work that out.

MR. BRADBURY: Okay.  We will provide whatever is required to clarify.

MR. VLAHOS:  I consider this housekeeping so we know exactly what we have to comment on.

MS. COCHRANE:  Just a few questions about your deferral and variance accounts.  In each of your applications you are seeking to recover and dispose of only one account, 1508, and it's relatively small.  In Fort Erie, the amount is $43,000; for Port Colborne, $25,000; and for Eastern Ontario Power, $25,000.


Staff asked an interrogatory in each of the three areas, and the interrogatory was the same for all of them and Staff asked CNPI to fill out a continuity table showing all the variances and deferral account balances.  That was in OEB IRs 61 to 63.

So as you may be aware in other applications the Board has been examining the disposition of all accounts whether requested or not by the application with the exception of PILs CDM, smart meters and account 1590.   Would CNPI consider disposition all of its account other than PILs, CDM, smart meters, and 1590?

MR. KING:  I don't understand your question.

MS. COCHRANE:  Well, you are only asking to dispose of the one account, 1508.

MR. KING:  Correct.

MS. COCHRANE:  In other decisions last year -- this year, this year, sorry -- the Board has ordered the applicant to dispose of deferral or variance accounts that it wasn't seeking in its application but the Board made that direction in any event.  So my question is, you know, would you consider, would you do voluntarily, or how would you respond, what would the impact be for CNPI if the Board did make such a directive?

MR. KING:  Our philosophy was to wait until those other PILs and the other deferral accounts had been settled in those other hearings, and then ask for relief at that point in time.

MS. COCHRANE:  That's the accounts I am talking about, not including those.

MR. KING:  Not including those accounts.

MS. COCHRANE:  But those other deferral accounts that you are not seeking -- that are not sort of carved off to be dealt with separately but you are not seeking to dispose of them and, you know, for example I am told the RSVA.

MR. KING:  We are willing to dispose of those if we are allowed to, absolutely.  We had a sense it was just the 1508 account that was on the agenda and that's the only one we looked to dispose of, but if there are other accounts in there, that, absolutely we will update those accounts.

MS. COCHRANE:  Has there been any consideration of what the impact -- like what would the amount be if the Board did order you to disposition those accounts.

MR. KING:  Since we weren't aware we could, we didn't do any impact on them.  We could quickly do that.  We could undertake to do that for you and see the impact, the rate impact of disposing of those accounts.

MR. VLAHOS:  Do we have anything on the record now what are those accounts and what are the balances of those accounts, let alone the impact?

MS. COCHRANE:  That was the responses to Board Staff Interrogatory 61, 62, and 63.

MR. VLAHOS:  So we do have the balances.

MS. COCHRANE:  Yes, they were provided in the spreadsheets in response to those interrogatories.

MR. VLAHOS:  Okay.  So I guess the Staff would -- I am not sure whether you are making a submission, but is Staff's position that those should also be cleared, or do you want an impact analysis --

MS. COCHRANE:  Yes, that's --

MR. VLAHOS:  -- in the event that they are cleared?

MS. COCHRANE:  That's the next step.  The undertaking that is being given will be to provide an -- you know, if those accounts were dispositioned, other than those four that are exempt, what would be the quantum, and what would be the impact on rates, and that would be Undertaking JT2.2.
UNDERTAKING NO. JT2.2:  TO PROVIDE THE QUANTUM AND IMPACT ON RATES IF THE ACCOUNTS WERE DISPOSITIONED

MR. VLAHOS:  Right.  And those would be the accounts that are not captured in some fashion from the other initiatives that are before the Board?

MS. COCHRANE:  That's correct.

MR. VLAHOS:  And those have been identified in the record, and any question as to which accounts should not be part of the clearance?

MS. COCHRANE:  Yes, and you've got me on the record -- I mean, the ones we -- that are very specifically excluded are PILs, CDM, smart meters, and account 1590.

MR. KING:  Okay.

MS. COCHRANE:  That's what I am told is...

MR. VLAHOS:  Just one second.

All right.  Thank you.  Please proceed.

MS. COCHRANE:  And sort of related to that topic is the cost related with the transition to the IFRS system.  Other distributors have recognized the implications of transitioning to that system of accounts effective January 1, 2011, and they have included the costs associated with that transition and a -- and sought a variance account to capture those costs.  CNPI has not applied for anything in that regard.

How do you -- how does CNPI foresee or intend to account for any costs associated with implementing IFRS between now and 2011?

MR. KING:  Well, just to, I guess, back up a little bit, certainly we have been following IFRS and the move to IFRS and the impact on our operations, and as part of our parent group we have been very diligent in doing our work on that.

We have also been following the OEB's consultations on that and have been part of that process.  And we have costs to date.  We have been tracking those costs.  We haven't deferred those costs, but we have been conservative and expensed them, but we have been tracking them, and expect that sometime down the road -- and maybe this is a point to talk about it -- to go back and look for recapture of those costs that are prudently incurred.

Know the consultation process are talking about deferral accounts, but at this stage -- and I know another LDC in a recent decision was awarded some funds currently to offset the existing costs.  So we certainly didn't make a submission, because back in August it wasn't a topic of conversation or -- but we have those costs, we are incurring them, we are expensing them, but we are tracking them to collect at a later date.

MR. VLAHOS:  Mr. King, if I might jump in here.  If you expense something, say, in the test year that we are talking about now --

MR. KING:  Yes.

MR. VLAHOS:  -- or you expensed something last year, and if you don't have a deferral account, your counsel will advise you there may be an issue of the properness of recovering something that is out of period.  So I am not sure whether that has been an issue in your minds.

MR. KING:  No, I haven't put my mind to that.  I have been, as I say, conservative in my thinking and not waiting.  I don't think I have the authority to set up a deferral account without the OEB's sign-off on it and recoup costs.  But I wasn't aware that, if I had expensed it there, I couldn't at some later date look to recapture that.

MR. TAYLOR:  I think that perhaps I should have a discussion with my client at the break about this, and what ultimately may happen is that we come back and request that a deferral account be added to the list of relief that we are seeking in this proceeding.

I am not really -- I haven't been following, I have got to admit, the IFRS proceeding, so -- and I am not sure -- and I understand there is discussion about setting up deferral accounts.  I am not sure when that would be completed.  Obviously, we would want one set up as soon as possible to track --

MR. VLAHOS:  Yes, I was talking more generally about the principle of, you know, you can't expense something and come back which is out of period, because you are going to have an uphill battle on that one, so I will leave --

MR. KING:  The reason -- can I understand, dive a little deeper into that?  The reason I'd have an uphill battle on a regulatory principle, if not -- because it's a cost I incurred, but I didn't defer it.  I just, you know, I recognize that as an expense, but it's still a cost that I incurred to --

MR. VLAHOS:  Right.  But you don't have authority to have a deferral account.

MR. KING:  And that's why I didn't defer it.

MR. QUESNELLE:  Not to go too far into the philosophy of it, but you are before the Board now and the public seeking to establish rates on a revenue requirement.

MR. KING:  Correct.

MR. QUESNELLE:  There has to be a known and understood record of what that revenue requirement is based on.  So to do so in retrospect, the public has not had the opportunity to opine on whether or not they feel that those costs should be calculated as part of a revenue requirement, be it for now or future.

So it's difficult to come in after the fact and participate in the setting of rates on a perspective basis if, in the meantime, you have been collecting or tracking costs and say these have prudently been occurring in the past, and there is a disconnect there.  So that's the principle.

MR. KING:  Okay.  I appreciate that.  Thank you.

MR. TAYLOR:  I am actually pretty surprised that a standard deferral account wasn't issued by the Board to track these costs, since everybody is experiencing them, and we know they are all going to come forward in the future to try to recover them.

MR. VLAHOS:  We may get into discussions, Mr. Taylor, but I am not going to respond to this.


[Laughter]

MR. KING:  So I would certainly like to be able to set up a deferral account for my IFRS costs that I have incurred to date.  And especially, to add to that, we are now looking at some expensive IFRS costs, because, as you know, on January 1st, 2010 we have to have dual accounting for regulatory and -- or for Canadian GAAP and IFRS, and we are looking at modifying our accounting system right now and spec-ing that, and some costs -- or some significant costs associated with that.

MS. COCHRANE:  Okay.  Moving on to the next exhibit, 6, dealing with cost of capital.  Yesterday we had some examination of the demand promissory note that was produced in response to SEC No. 18.  And this instrument was entered into in August of 2008, so it wouldn't have been previously approved by the Board.  Would you agree with that?

MR. KING:  Correct.

MS. COCHRANE:  And it would not be accurate to characterize it as an embedded debt either.

MR. KING:  Correct.

MS. COCHRANE:  Would you agree, therefore, that it should be considered new affiliate debt?

MR. KING:  I would --

MR. TAYLOR:  Can I just jump in for a second?  I think that we are kind of getting into the realm of argument.  We know what it is.  We all have enough on the record to be able to make our arguments as to whether or not it should be the lower of the deemed debt rate or the actual debt rate, or whether or not it just goes with the deemed debt rate, so...

MS. COCHRANE:  Well, we would just like to get some of that a little bit clearer on the record.  I think there was some confusion yesterday as to what exactly the Board reports said and whatnot.  So I unfortunately do not have a copy of the Board report to refer you to, but I am just going to read an excerpt.  It's page 13 under Section 2.21, and that's the report of the Board on the cost of capital and second-generation incentive regulation for Ontario's electricity distributors dated December 20, 2006.  That was the report on the record.  And on page 13, the report says:

"For new affiliated debt, the Board has determined that the allowed rate will be the lower of the contracted rate and the deemed long-term debt rate".

Now, just to clarify, the contracted rate of this promissory note is 6.13 percent.  And again, just to clarify, the Board's current deemed long-term debt rate would have been set out in a letter to electricity distributors February 24, 2009, which we will make an exhibit, it will be Exhibit K2.1.  Over on page 2, the long-term debt rate is set out the deemed long-term debt rate set out as 7.62 percent.

Now, is that the rate that CNPI is claiming should be allowed on this promissory note?
EXHIBIT K2.1:  LETTER TO ELECTRICITY DISTRIBUTORS DATED FEBRUARY 24, 2009

MR. TAYLOR:  CNPI is claiming that the deemed debt rate would apply, the long-term deemed debt rate.

MS. COCHRANE:  Okay.  And, again, I am referring to the Board report which states on the top of page 14:

"For all variable rate debt and for all affiliate debt that is callable on demand, the Board will use the current deemed long-term debt rate."


Is that the basis for CNPI's position that this is affiliate debt that is callable on demand and therefore the deemed long-term debt rate should apply?

MR. TAYLOR:  Do you want to answer that?

MR. KING:  Correct.

MR. TAYLOR:  Yes.

MR. KING:  Can I add one thing to that.  The promissory note that is in evidence is for $15 million.  If you also look at our pro forma financial statements also included in evidence, we expect to have $21 million in affiliated debt by the end of '09.  So there would be for a second -- possibly a recall for the first, and a second promissory note issued.

MS. COCHRANE:  When do you anticipate that happening?

MR. KING:  '09.

MS. COCHRANE:  I may come back to that after our morning break, after discussing it with some staff, and I will move on for the time being.

The next topic I just want to touch on is contained in Exhibit 8 and pertains to cost allocation.  If I understood your evidence yesterday, it seems that the overarching criterion as to whether to revise the revenue-to-cost ratio or to change the fixed-variable split your primary objective seems to be to keep the total bill impact to less than 10 percent; is that a fair generalization?

MR. BRADBURY:  First was to respect the Board's guidelines with the moving into the bandwidths set by the Board for each of the classes.  If we were able to move into that bandwidth and maintain -- excuse me --   and maintain a balance between the impacts for customers that was also talked about in the rate design, that one of our criteria was to treat all customer classes fairly.

So we wouldn't, we wouldn't go and say, for instance, put a disproportionate burden on the residential class because I could get them above 85 percent.  So it was a matter I think I described as reasonableness and fairness amongst the customer classes.

So where possible we moved within the bandwidths.  Where I could not get it in the guidelines set by the Board, then every effort was made to adjust the fixed and variable amounts, again respecting the Board's guidelines with regards to floor and ceiling for the fixed monthly charge.


Then we target the average customer, as a target group, to minimize the bill impact for an average customer, the number of customers divided by the volume they used, this type of thing.  So, yes, it was a stepped approach.  If we could get in without playing with the fixed and variable, we did it.  If we would get as close as possible to the Board's guidelines by adjusting fixed and variable we did that as well, so...

MS. COCHRANE:  So going forward, does CNPI intend in the future years to try to continue to bring the ratios that are currently outside of the range to within the range?

MR. BRADBURY:  Yes, well, I took the lead there I guess from previous Board decisions there are a number of Board decisions where the Board directed various applicants to - over the IRM period - to strive to get certain customer classes into either close or into the range, and CNPI would expect the same treatment and abide by the same conditions.

MS. COCHRANE:  So if the Board did make a directive in this application as it has in a number of 2008 decisions, and directed distributors to go at least 50 percent of the way towards the revenue-to-cost ratio range and with the balance to be phased-in on a step format in two to three years regardless of impact, would CNPI be amenable to that or would it have any objection?

MR. BRADBURY:  We would obviously prefer not to, it impacts our customers indefinitely.  We also want to examine how these costs are going to be mitigated:  Are they going to be mitigated through some time of deferral mechanism or mitigated to the detriment of the LDC?  There would be a number of issues we would want to look at, but certainly if the Board directs us, to take a certain undertaking or move our rates to a certain class.

I think for the most part in our rates that refers to -- or that would apply to our streetlighting and sentinel lighting.  We have some issues with unmetered scattered load because the class has seems to be diminishing.  We have given our customers a heads-up that they can expect significant rate impact on streetlights based on previous decisions.  We are prepared for it.  We would like to do it in -- obviously, in a very sensible and fair approach for our customers.

MS. COCHRANE:  Is there any type of analysis in your application as to, if you took streetlighting and unmetered scattered load and brought them closer to the Board's range, what -- how it would affect the other, what the impact would be on all the rate classes?

MR. BRADBURY:  No, we didn't do that.

MS. COCHRANE:  Would you undertake to provide an assessment of that type?

MR. BRADBURY:  So I understand it, if I were to take streetlights and move them up to 70 percent recovery, what the impact would be on the other classes?  Is that what you are asking me?

MS. COCHRANE:  I think 50 percent was the -- in the 2008 decision, so if you moved it to 50 percent of the way towards the range, how that would affect...

MR. BRADBURY:  All other matters being equal, just see where the dollars fall?  That's a difficult question.


I can do it, but then you can get in and play with all manner of fixed and variable splits again, you know, try to minimize it, or I could just say as a result of picking up, say, $15,000 of my revenue requirement on streetlighting, then I have the following impact.  Would that be sufficient?

MS. COCHRANE:  I think it would be, by the sound of your earlier statements it's something already within your contemplation --

MR. BRADBURY:  Yes.

MS. COCHRANE:  -- that there may be, so I think it might be helpful to the Board to just see what that would look like.

MR. BRADBURY:  Really, I would give you an idea of the revenue requirement that I would remove from the remaining classes and the rate impact of that.

MR. VLAHOS:  I just want to be clear.  Ms. Cochrane, all you are going to get is the change in the revenue requirement from those specific classes, you don't want necessarily to take that additional revenue that will be generated from those two classes and spread them to the other classes?  Because I think that's what the complication is.

MR. BRADBURY:  Yes, it's not complicated.

MR. VLAHOS:  You have to make a number of assumptions.

MR. BRADBURY:  You have to know where the boundaries are, where you stop.

MR. VLAHOS:  Would that be sufficient for your purposes if we just have the revenue that would be associated with those two classes?

MS. COCHRANE:  And the impacts on those two classes.  So that would be Undertaking JT2.3.
UNDERTAKING NO. JT2.3:  TO PROVIDE THE IMPACT ON MOVING THE REVENUE TO COST RATIO FROM EXISTING TO 50% CLOSER TO THE RANGE

MR. BRADBURY:  Provide them in a live spreadsheet?  Would that suffice?

MS. COCHRANE:  Yes.

Okay.  Moving on to Exhibit 9, rate design.

MR. VLAHOS:  I didn't see an undertaking number, just --

MS. COCHRANE:  Sorry, Undertaking JT2.3.

MR. VLAHOS:  All right.  Thank you.

MR. QUESNELLE:  Ms. Cochrane, if I could interrupt just before you leave cost allocation, while we're still on that, before you move to rate design.

Is there sufficient information on the record currently that would allow the Board to assess the continuation of the rate mitigation you have done through cost allocation on the residential class, for instance?  Can we see how much movement would occur in subsequent years if you carried on with the same amount of impact?

You had mentioned that you would be prepared to, obviously -- and you have been guided by the Board's previous decisions on rate mitigation throughout the IRM period.  If you've done some rate mitigation through your cost-allocation exercise -- which isn't that typical, but you have done it that way -- can we determine whether or not the mitigation you have performed in your test year, if it were to carry on exactly the same in a progressive manner through the IRM, is there sufficient information on the record as to how that would work and where the end result would be, and as far as bringing classes within the bands?

What I'm trying to do is avoid you having to make another undertaking, if it's on the record and it can be calculated roughly.

MR. BRADBURY:  I didn't -- Canadian Niagara Power didn't use the model that was obtained from a third party.  We chose for our own reasons to develop rates, a series of spreadsheets, and we understand each step, and we wanted to be in control of it.  We didn't want to be dependent on external contractors.

So I produced what I believe are a very straightforward series of spreadsheets.  I provided an index in front, and I think in my submission I actually wrote up how the spreadsheet works, and I coloured certain cells that you could do.

So I believe it's within the Board Staff's ability to take those models and make various adjustments themselves and to see it, or I can do it, either way, but...

MR. QUESNELLE:  My point being is, if the -- would the Board have sufficient information to direct the continued -- of the rate mitigation you have performed for the test year?  And what I am getting at is that you have stated that what you have done is blended two concepts.  You are moving classes towards the bands in the cost-allocation exercise, but with a mind to the 10 percent total bill impact.

MR. BRADBURY:  That's correct.

MR. QUESNELLE:  So the fact that you have done some mitigation -- and that would be -- typically, we look at a bill impact of no more than 10 percent per annum.

MR. BRADBURY:  That's --

MR. QUESNELLE:  So if we were to carry on and say, All right.  We would direct you to continue with the movement of the cost allocation to within those bands, is there sufficient information for us to see what kind of impacts that would result in, and would they be less than the 10 percent?

MR. BRADBURY:  I believe there is.  I believe there is sufficient information on the record right now to do that.

MR. VLAHOS:  That assumes certain constants.  I mean, you are looking at price-cap adjustments, so that would change the equation somewhere, I would think.

MR. BRADBURY:  So we would keep the --

MR. VLAHOS:  So --

MR. BRADBURY:  Just do a price cap on the revenue requirement.  We could do it that way.

MR. VLAHOS:  Just to comment on this, I guess an alternative would be that if you had a general direction from the Board that, you know, go towards the minimum of the range within, say, two years, and we set rates based on that for this year, and then the expectation is the next time you come in for the -- under the IRM mechanism, you are going to try -- you are going to bring it to the minimum of that range.  Isn't that the time where you can talk about impacts?

MR. BRADBURY:  Yes.

MR. VLAHOS:  And to the extent that there are some concerns about breaching the threshold, then you are going to notify the Board, I guess as part of your application, the IRM application.  Is this another alternative that can be worked?

MR. BRADBURY:  That is the way I envisage doing it.  We are only talking a couple of classes.  Mostly it's the street lighting, and I think residential in Gananoque is -- I am not 100 percent sure -- I believe.

So I envisaged, when we do the IRM, and I would shift some revenue requirement between the classes at that point, possibly put more -- a greater -- a lesser rate increase, say, on certain classes.

So it wouldn't be across-the-board in the IRM that it would say, for instance, it would 1 percent.  It might be .5 for a class and 1.5 or 1.2 for another class.  That's the way I had envisaged doing it once we get beyond this stage.

MR. QUESNELLE:  I thought we were talking about a larger quantum on the residential, for instance --

MR. BRADBURY:  Oh, no, no, the residential we were able to get really close.  But it's the streetlighting and -- the lighting and the unmetered scattered load is problematic.  Unmetered scattered load, because I think we've -- the class has contracted.

MR. QUESNELLE:  My concern was primarily driven by the residential, but from what you're telling me the --

MR. BRADBURY:  No, residential -- I can't categorically say, but I think, other than Gananoque, which again is -- Gananoque has been impacted by -- basically, the economic downturn in Gananoque has resulted in about a 30 percent reduction in throughput, and that's caused great pressure on rates.

And I wanted to -- again, you know, it is possible to do it, you know.  I could push residential up, but I would be looking at, say, 9 percent increases or 10 percent increase in residential, when general service may be 1 percent, and -- we've put forward the theory that we want to be reasonable and fair to all customer classes.

We've got to do a balancing act.  We did what we could to move into the classes, trying to respect the Board's guidelines and respect the impact we are putting on customers, because, you know, they are in economic downturn.  We realize that, and try to make those adjustments.

MS. COCHRANE:  So just a couple questions about some of your rate design topics.  Firstly, with respect to smart meters, in each of the applications CNPI states that it's not authorized to conduct discretionary smart metering activities and, as such, is not requesting a change to the current Board-approved smart metering rate adder of 27 cents per metered customer.

Now, as you are probably aware, there has been a Board decision that -- referred to as the London RFP, and the Board had said that as long as a distributor follows that methodology it could proceed.  And there has also been some regulation with respect to smart meters.  Other distributors are seeking smart meter rate adder to increase up to $1 per customer.

Does CNPI have any intentions to proceed on smart meters or...?

MR. BRADBURY:  Again, you know, we -- yes, we are proceeding with smart meters, and we are part of the London IRP, and our schedule and our budgets are all made.  But again, you know, we are looking retrospectively at decision-making last August 15th, and last August 15th things weren't quite as crystal as they are now.

And again, we were looking at what the Board's decision, and trying to respect what Boards are doing, and it was our interpretation that where we were at August 15th, 2008, that the proper direction was to ask for a continuation of the 30 cents per residential customer, or 27 cents, I believe it is, per metered customer, and that's the decision we took.

With respect to funding smart meters or what we are going to do or -- we had -- we felt that, in the IRM process, once we are an approved participant in smart metering, then we would come forward, so it would be 2010.

But maybe I -- talk to Glenn.  Maybe Glenn could pick out the actual funding or knowing now what the budgets are and the time lines.

MS. COCHRANE:  Thank you.

So another -- sort of small specific questions regarding rates in Port Colborne.  You have actually raised it in your Exhibit 3, tab 2, schedule 1.

MR. BRADBURY:  Port Colborne?

MS. COCHRANE:  Yes, and it relates to the embedded distributor, Hydro One.  You don't have a proposed rate for this distributor?

MR. BRADBURY:  No, we don't.

MS. COCHRANE:  I am wondering how CNPI intends to deal with this customer to recover costs.

MR. BRADBURY:  It's our intention to continue billing the customer as a general service greater than 50 customer.  The demand is less than two megawatts.  We have talked to Hydro One about developing it.  The fear is will Hydro One remain an embedded distributor?  Will Hydro One remain in that service territory?  It's an island that Hydro One has there.

So we do purchase the energy for them, they are completely embedded, they don't deal with the IESO, so they are not an embedded wholesale market participant, they are an embedded distributor.  So we buy the energy, we assume the losses.  So really, for all intents and purposes, they look like and act like and behave like a general service greater than 50 customer.  And so rather than create a rate class with one customer, and there is some uncertainty if Hydro One willingly says one of the main reasons they deregistered these sites is because it was impractical to meet the metering requirements, so by turning the metering over to us, it becomes a retail meter rather than wholesale meter.  So for those reasons, we chose to continue them as a general service.

Hydro One was aware of that and we talked to the customer and they had no -- they didn't express any concern about continuing that.

MS. COCHRANE:  Okay.  I am going to move to my final topic before we break with respect to rate harmonization.  I don't intend to be that long, so I want to make sure everybody is okay to go another 10 minutes or so, 15.  Okay.

Board Staff's basic question with respect to the issue of rate harmonization is why, why is CNPI proposing to harmonize Fort Erie and Eastern Ontario power?  There wasn't a Board direction ordering them to do this or...

MR. KING:  I will respond to that.

MS. COCHRANE:  Okay.

MR. KING:  Probably be, I don't mean to be flippant, but because we are carrying three binders around with us, we wanted to -- the administrative process, we wanted to ease the burden of filing three separate rate bases and three separate rate applications, and that's the general intent there.  So as I mentioned earlier or yesterday with respect to Port Colborne, if we exercise our option, we will look to harmonize that.  And we if we don't exercise our option, then we will just have that one distribution entity within CNPI.

MS. COCHRANE:  Now, the cost between Fort Erie and Eastern Ontario Power are quite different.  What's the efficiency or the economics of combining them?

MR. KING:  As you see, we have shared service agreements now and six business units within our shared services and this will reduce the number of business units and reduce the complexity associated with that.  So we do share back office services and that.  And the efficiency again of filing at the end of this month, all our RRR filings are done for both Fort Erie, Port Colborne, and EOP.

MS. COCHRANE:  So what exactly is going to be harmonized as part of this combination of Eastern Ontario Power and Fort Erie?

MR. BRADBURY:  We would harmonize the revenue requirement and distribution rates in the harmonized model.  We propose to maintain separate rates when it comes to retail transmission service because the Fort Erie system is a wholesale market participant to delivery points.  Eastern Ontario Power is a fully embedded distributor, so we have different cost drivers when it comes to retail transmission, low voltage, so we had not planned to harmonize those.  That doesn't present a major burden on our part to maintain that separate rate structure.

Losses, losses we plan to maintain separate, the loss factor.  Again, it's because Gananoque is embedded so we have the layering of the Hydro One loss factor.  So we felt that in fairness proposal, that those losses would be site specific.

And then the third one, another one is the debt retirement charge.  Fort Erie has no debt retirement charge Port Colborne has about two-thirds of the prescribed rate so we propose to maintain those as separate rates.

MS. COCHRANE:  There is also a low voltage charge that Eastern Ontario Power has, that would not be included.

MR. BRADBURY:  That's right.  Low voltage would only apply to the rates.  It appears as a rate adder so it doesn't impact the calculation of the base rates.

MR. VLAHOS:  So you are still going to have separate rate schedules.

MR. BRADBURY:  Still separate rate schedules, yes, common distribution charges.

MR. VLAHOS:  Forever, until further notice; right?  That's how you view it?

MR. BRADBURY:  That's the way we propose to do it.

MR. VLAHOS:  What are you saving now again?

MR. BRADBURY:  We save -- again maybe -- it's the burden of -- we file –- we file separate rate applications we file our triple Rs we maintain a separate business function, Glenn could...

MR. KING:  To go back, all our accounts records are divided between rate base for Eastern Ontario Power and rate base for Fort Erie, and our operating centres are divided.  So there is much more tracking required of those costs being filed with the Board, those costs because of the separate rate applications.

MR. QUESNELLE:  To simplify this in a conceptual manner, the two different geographic areas would create subclasses of your main classes.  I am not saying that's what you plan on looking at doing, but simplistically, you would typical classes of customers defined by their cost drivers, so you may have residential class which is the same in both areas that attracts 90 percent of the cost drivers are the same, all your operational issues, your forestry, your maintenance and what have you, except for the cost drivers related to one being an embedded distributor and one being wholesale market participant in which case then, that residential class would attract the costs related to low voltage because it's embedded; the other, wholesale metering, perhaps, because it's connected to those.

So what I am capturing is you could conceptually think of this is you have got rate classes which have very common drivers in some areas, most of your areas, which allows you to combine your revenue requirement and identify it as such and so it's -- you are coming down to the two different geographic areas could literally be seen as subclasses.

MR. BRADBURY:  Yes.

MR. QUESNELLE:  Conceptually I just needed to go there to test that, so that's fine.

MR. BRADBURY:  Okay.  Base distribution rates are identical.  The base rates are identical, they are calculated identical, it’s just the adders that result from the low voltage retail transmission, regulated charges, I guess you would call it.

MR. QUESNELLE:  Debt retirement because of the historic ownership, I take it, and contributions of the grid.

MR. BRADBURY:  Yes.

MR. VLAHOS:  Mr. Bradbury, help me, and I apologize for not remembering every page that I have read from the prefiled evidence, but I think yesterday we talked about there was revenue-to-cost ratios discussion for all three systems.

MR. BRADBURY:  Yes.

MR. VLAHOS:  So I am just -- help me conceptualize the application.  You have applied based on the three different service territories and now the harmonization comes after that?

MR. BRADBURY:  There was an additional exhibit many the Fort Erie and the Gananoque application which dealt with harmonized cost allocation and harmonized rate design, and that's the manner in which we proposed it.  So we -- whilst yesterday we talked about three.  VECC, in particular, raised issues with three cost allocations, there is a fourth cost allocation.

MR. VLAHOS:  So there has been no testing of the fourth.

MR. BRADBURY:  No, there were no questions yesterday about the fourth rate harmonized cost allocation.

MR. VLAHOS:  It was left to the Schools to do that.  I don't know.

MR. BRADBURY:  It was -- the rate design and all principles for harmonization was done exactly the same methodology, as were the stand-alone rate.  The same principles were used in developing rates as were used in the three separate applications.

MR. VLAHOS:  So we do have on the evidence the impacts by going alone --

MR. BRADBURY:  Yes.

MR. VLAHOS:  -- as well as the impacts by --

MR. BRADBURY:  Yes, well, in our rate application we said our preferred -- our application is for harmonized, and then we qualified it by saying, in the event that they are not -- it's not approved, then in the alternate, and then we provided a second rate schedule.

So it's done both ways.  So the Board Staff and all intervenors and all information, all rate designs, basically, for four:  Fort Erie, Port Colborne, Gananoque, and Fort Erie/Gananoque combined.  So there were four rate designs, four cost allocations, four models in the application.

MR. VLAHOS:  Ms. Cochrane, are you going to the impacts of the harmonization, or -- did you intend to?  No?

MS. COCHRANE:  No, I did not.

MR. VLAHOS:  Okay.  Mr. Bradbury or King, just tell us a bit more about what are the rate impacts in the fourth schedule.

MR. BRADBURY:  In essence, what I did do in the rate impact is, I discussed the concept of revenue-shifting, and I designed the rates in all efforts to maintain, so those customers that are in Gananoque from the outset on the first rate design, the customers in Gananoque would recover -- under the harmonized plan would recover practically all of their original revenue requirement, and Fort Erie would.

But of course, when you are combining the rates, and you are getting the round -- and you're doing your best to get back to what the original -- or, you know, find a midpoint between various rates.

So the application actually shifts -- I think it's $120,000.  That's rounded.  I think it's 120,800 or something -- shifts, that the current customers in Fort Erie will pick up $120,000 of the revenue requirement that was originally calculated for Gananoque.

So that's the overall impact of rate design, that $120,000.  And I called it -- I think I called it revenue-shifting, is the term I used in the rate design to talk about that.

By combining them, it provides rate relief in Gananoque.  The larger -- by now, having more customers in some of the classes, I was able to move more into the Board's bandwidths, I believe -- again, with the exception of lighting -- I was able to move in and -- for lesser rate impacts.

MR. VLAHOS:  Can you just help me?  So if I lived in Fort Erie, a residential customer, how much would I -- how much more would I pay because of the harmonization a month?

MR. BRADBURY:  Oh...  I can do that over the break quickly.  It's not -- Fort Erie has a revenue requirement of roughly $9-million.  We're going to add $100,000 to that --

MR. VLAHOS:  All right.  $100,000 out of the 9 --

MR. BRADBURY:  Yes.

MR. VLAHOS:  Okay.  So --

MR. BRADBURY:  All customers would be affected by that --

MR. VLAHOS:  Right.  So by pro ratio, and -- yes.

MR. BRADBURY:  So it's not a lot.  It is discussed in the rate application.

MR. VLAHOS:  The actual impact to the -- for cents per month is --

MR. BRADBURY:  No, I don't think -- I don't think I calculated it on that basis.  It can be done, but I don't think I did it on that basis.  But I clearly made it evident that the rate design did result in a small amount of revenue-shifting.

MR. VLAHOS:  How much work, sir, would it be if you were to give us the dollar impact per month for a typical residential customer in Fort Erie?  Is that something -- you don't have to do it today, but --

MR. BRADBURY:  No, that wouldn't be a lot of work.

MR. VLAHOS:  Do you mind if you file this?

MR. BRADBURY:  Again, so I understand, I would take -- under my proposed rates of residential customer, Fort Erie pays "X" dollars.  Under my harmonized rates, a Fort Erie customer -- residential customer would pay "Y" dollars --

MR. VLAHOS:  Right.  Based on your --

MR. BRADBURY:  -- and the differential.

MR. VLAHOS:  -- based on the application.  You don't have to worry about all the other adjustments, just based on your application.  In other words, compare Schedule 4 with Schedule -- whatever number it is that applies to Fort Erie.

MR. BRADBURY:  I can do that.

MR. VLAHOS:  Okay.

MR. BRADBURY:  That's not --

MR. VLAHOS:  And just finally on this, in this area, on the assumption that Port Colborne will become part of the CNPI family going forward -- and just work with me on this one -- then is the plan then to also harmonize --

MR. BRADBURY:  Yes, yes, it is.

MR. VLAHOS:  It is.  Okay.  Thank you.

MR. BRADBURY:  Of course, the -- and the reason it's not done now is, the existing rate order with regard to Port Colborne lease prohibits that rate application, in our interpretation.

MR. QUESNELLE:  You do that with the same qualifiers as you're doing now with the two that, where things are so distinctively different in their history, you would maintain those outliers or cost drivers --

MR. BRADBURY:  In Port Colborne, following the lease, there may be an opportunity to electrically connect the two, because we are contiguous.

MR. QUESNELLE:  Ah, yes.

MR. BRADBURY:  And if that happens then it would be no longer necessary.  I think we could create one larger utility.

MR. QUESNELLE:  That would take a large portion of the differential cost drivers.

MR. BRADBURY:  And now we would, from a totalization point of view, the delivery points at Port Colborne and the delivery points in Fort Erie would be totalized under the IESO as a single -- so that capability is there, and that would make -- I think that would make the picture much clearer.

MR. QUESNELLE:  Sure.  And ultimately you could have one tariff sheet and treat these as differential -- geographically different classes.

MR. BRADBURY:  Yes.

MR. VLAHOS:  And are you aware of any precedents here in Ontario where the Board has authorized harmonization for non-contiguous service areas?

MR. BRADBURY:  No, I am not.  I know Hydro One has attempted a number of times.  I am not aware of any that's...

MR. VLAHOS:  The Board could have done it.  It is just that you are not aware of it.

MR. BRADBURY:  No, I am not aware of it.

MS. COCHRANE:  This might be a good time to take a break, and --

MR. VLAHOS:  Yes, yes, let's break for 20 minutes.

--- Recess at 10:40 a.m.


--- On resuming at 11:13 a.m.

MR. VLAHOS:  Ms. Cochrane.

MS. COCHRANE:  Before we broke, I indicated I may still have some questions about the cost of capital issue and -- but before I do that, there is the issue of an undertaking that we didn't give a number to and it was in response to some questions from Mr. Vlahos about the impact on harmonizing rates as opposed to stand-alone rates.  If you could, Mr. Bradbury, clarify that undertaking and then we can give it a number.

MR. BRADBURY:  I undertake the calculate the rate impact on the Fort Erie residential customer as a result of the rate harmonization proposal for Fort Erie and Gananoque.

MR. VLAHOS:  That's on the typical residential customer using around 1000 kilowatts per month.

MS. COCHRANE:  And that also extends to Eastern Ontario Power?

MR. BRADBURY:  Yes, I can do the exercise for both Fort Erie and Eastern Ontario Power.

MS. COCHRANE:   Thank you.   That would be Undertaking JT2.4.
UNDERTAKING NO. JT2.4:  TO CALCULATE THE RATE IMPACT ON THE FORT ERIE RESIDENTIAL CUSTOMER AS A RESULT OF THE RATE HARMONIZATION PROPOSAL FOR FORT ERIE, GANANOQUE, AND EASTERN ONTARIO POWER AND CALCULATE CUSTOMER IMPACTS BASED ON CLASS AVERAGE CONSUMPTION AND USING 1000-KILOWATT-HOURS

MR. QUESNELLE:  Can I ask just for -- just I think that you typically calculate your customer impacts on average customer -- based on the class average consumption as opposed to 1000-kilowatt-hours.

MR. BRADBURY:  I do it both ways.

MR. QUESNELLE:  Could you show us both ways?

MR. BRADBURY:  Yes.

MS. COCHRANE:  Add that to Undertaking JT2.4.

Okay.  So in Exhibit 6, the description of cost of capital section of your application, and specifically at schedule 1, page 4.

MR. TAYLOR:  Sorry, Ms. Cochrane, which application are you looking at?

MS. COCHRANE:  Sorry, Fort Erie's, but it's the same for all of them.  I just happen to be looking at Fort Erie.


MR. TAYLOR:  Can you repeat the reference, please.

MS. COCHRANE:  Yes.  Exhibit 6, Tab 1, schedule 1, and I am going to be referring to page 4.

And in that table on page 4 under the heading "2009 bridge year cost of long-term debt," we have third-party debt and affiliated debt and under the balance for affiliated debt that you have at the end of the year is 21 million, which is not explained or described in the discussion on the pages 2 and 3.

Earlier, you had indicated that you were either going to take on some new debt or replace the existing $15 million affiliated debt, I wonder if you could give us some more...

MR. VLAHOS:  Ms. Cochrane, I don't have the exhibit in front of me, but just on the monitor, 2009 bridge year, there is no such thing.  So it's either a typo --

MR. KING:  Yes, for the record it should say 2009 test year.  Thank you.

MS. COCHRANE:  Okay there is a typo, yes.

MR. VLAHOS:  Does that change anything on the question?

MS. COCHRANE:  No, it doesn't.

MR. VLAHOS:  No, it doesn't, okay.

MR. KING:  Okay.  Yes.  In our evidence we -– sorry, in our evidence on the previous page, we spoke about the $15 million promissory note that was issued by Fortis Ontario to CNPI and we didn't -- what happens, there is a little background.  As CNPI requires money, it borrows from its affiliate until it has a large enough amount to go to the external market to borrow monies.

So our forecast for 2009 show that we would need another $6 million in debt.  So the schedule that you're referring to on page 4 shows it going -- if you go to the 2008 bridge year above, you can see the balance at December 31st, '08 was $15 million and we expect the balance at December 31st '09 to be $21 million, and I am referring specifically to affiliated debt.

MS. COCHRANE:  Yes.

MR. KING:  Okay.  But there was only one promissory because the money has not been advanced yet by Fortis Ontario, there is only -- the promissory note for the $15 million is outstanding not yet the balance of the six.

MS. COCHRANE:  So just to clarify, it is going to be Fortis that's the lender of the additional 6 million.

MR. KING:  That's right.  It would be the same lender as the existing $15 million.

MS. COCHRANE:  When do you expect to receive the funds on this loan?

MR. KING:  I am not sure we haven't -- our forecast says sometime in '09.  I wouldn’t have a specific date because I obviously have a monthly average here, so I can't tell you what exact month that would be but there will be some advancement.  Certainly as we start to get into our smart meters, there is cash requirements associated with that.

MS. COCHRANE:  What would be the terms of the additional loan?

MR. KING:  Maybe I should back up here.  The 6.13, let's not forget how that was calculated.  When I put the application together for the cost of debt, I calculate the 6.3 using the 2008 consensus forecast, in essence, that is the deemed long-term debt rate at that point in time as of May 2008.  So that's why -- under the assumption that when the application was reviewed by the Board that the new long-term debt rate would be used.  And, so, the market terms on that will likely be the same.  We would look at the consensus forecast and, indeed, if the -- if they haven't changed significantly we would use the deemed long-term debt rate.

MS. COCHRANE:  The additional -- so it's going to be an additional $6 million so there will be a promissory note for $6 million or is there just going to be a new note for 21?

MR. KING:  There could be a new promissory note for $21 million, recall the old promissory note and issue a new one for $21 million.

MS. COCHRANE:  Okay.  Some questions, now, unless anybody had some follow-up questions on that.  Panel?  No.

I have some questions about Exhibit 4 and the first one pertains to Exhibit 4, tab 2 -- Fort Erie, sorry, Fort Erie's application.  Exhibit 4, Tab 2, schedule 3 appendix A.

MR. KING:  Excuse me, can you repeat that again?

MS. COCHRANE:  Yes.  Exhibit 4, tab 2, schedule 3, appendix A.  And it's a -- with respect to the Rankin generation closing, there's some -- there's some cost variances that are set out in pages 1, 2 and 3 – sorry, it’s pages 1 and 2.  And the total of the load dispatch and electricians expenses amounts to $147,262, if you trust my math.

MR. KING:  Can you just refer to where you got the exact numbers from?

MS. COCHRANE:  Yes.  Load dispatching, page 1, second sentence, indicates there's an increase of $64,246 from 2006 Board-approved and so on.  And then over on page 2, top section is distribution station equipment operation labour.

MR. KING:  And that's over two years; correct?

MS. COCHRANE:  From 2006 actual to 2007 actual.

MR. KING:  But the load dispatching would be from 2006 Board-approved to 2006 actual; correct?

MS. COCHRANE:  From 2006 actual to 2007 actual, is what I am reading at the top of page 2.

MR. KING:  Oh, yes, okay, and that's the second part.  But the 64,000 would be for --

MS. COCHRANE:  Yes, the 64,000 was load dispatching.

MR. KING:  Was the previous year, okay.

MS. COCHRANE:  Okay.  So you add up those two costs and you get $147,262.

MR. KING:  Okay.

MS. COCHRANE:  And then if you add in approximate benefits of 30 percent, should get a total of about 44,000.  So the total impact, according to Staff's calculations, is 191,441.

Now, in response to an interrogatory, we get a different number; namely, 387,600.  Let me just find that.  Yes.  That is Board Staff Interrogatory No. 51.

MR. KING:  Okay.

MS. COCHRANE:  And (c), produced at table 4, and it's item number 1, "Operations labour/Rankine, 387,000."  You see that?

So the question is, why the discrepancy in the two numbers, if they both relate to --

MR. KING:  Can I just jump in there?  Can I answer this one, Stanton, or you want -- okay.

I guess, to go back to page 1 of the operations and maintenance variance analysis, which was your previous -- Exhibit 4, tab 2, schedule 3, one of the primary reasons for the increase was some costs associated with the 2006 natural disaster.  So some of that would be likely in that operations labour.

While it says "operations labour", it doesn't -- I think the slash is supposed to mean that it's not all-exclusive to Rankine.  Some of it would relate to natural disaster and others would relate to Rankine.  So it may not be, you know, dollar for dollar, but they're two primary contributors there.

MS. COCHRANE:  Okay.  Thank you.

Now, still at that same exhibit on page 3, maintenance of meters, account 5175.  Yes, so it's Exhibit 4, tab 2, schedule 3.  Do you have that in front of you?

MR. KING:  Yes.

MS. COCHRANE:  You have indicated that the -- you're holding off on the meter re-verification activity until a decision on the installation of smart meters is finalized.  And so that would indicate, again, looking at table 4 on page 3 -- we were there just a minute ago.  Item number 10, maintenance of meters.

And in 2006 there was a cost of 59,800, in 2007 there was 83,000, so in 2008 should you not have the amount -- an amount backed out, some 83,000 -- sorry, no, not 83,000.  It should be 142,000.

MR. KING:  Can you just walk -- I was trying to catch up with the references here.

MS. COCHRANE:  Okay.  Sorry.

MR. KING:  So you are referring to the $83,000 on page 3, the maintenance of meters.

MS. COCHRANE:  Mm-hmm.

MR. KING:  Okay.  And you got to the $142,000 how, sorry?

MS. COCHRANE:  Well, with the add of 59,800 from 2006 and 83,000 in 2007.

MR. KING:  Okay.

MS. COCHRANE:  That's what -- you know, that adds up to 142,000 and change.

MR. KING:  Oh, okay.

MS. COCHRANE:  So the question Staff has is, you know, shouldn't you be backing that amount -- shouldn't you be backing out that amount in 2008 if you are not going to proceed with the re-verification activity?  I guess what I am getting at is, what other maintenance -- meter maintenance costs do you have that are being captured here?

MR. KING:  Yes, I will -- have you got a general comment?  I --

MR. SHEOGOBIND:  Yes, I think I'll just make a general comment, because I think there are some other meter maintenance costs being captured in there.  And although we have backed off on the meter re-verifications in anticipation of smart metering for '08, we were pursuing other activities to prepare for smart metering, such as things like converting unsafe meter bases, which would have been captured in there.

MS. COCHRANE:  I am being told that those types of costs, should they not be going to smart meter deferral account?

MR. SHEOGOBIND:  No, because this has to do -- sorry, I should clarify.  This has more to do with the conversion from A base to S base.  And my understanding is those are -- should go in the maintenance of meters.

MR. VLAHOS:  A base to S base?

MR. SHEOGOBIND:  It's...

MR. BRADBURY:  My understanding is, back to your question of what goes in deferral account, if we were to go out and install a smart meter and the customer meter's base fails, then the treatment of the capital and an operating side of repairing that meter base goes into -- goes into the deferral accounts for future recovery.  That's my understanding.

But the ongoing meter main is to address the base conversion.  I think what it is, is the old -- some of the old type bases will not accept.  We don't put new meters in the old type bases.  So they have to be handled on an ongoing basis.

MR. SHEOGOBIND:  That's correct.  I guess it was probably a misstatement to say that -- you know, I probably gave the wrong impression when I said it was related specifically to smart meters, because it's not.  It's an ongoing program, the conversion of these types of meter bases.  But we have ramped it up in anticipation of the fact that we will be deploying smart meters.

But it's not -- it's not an expense that would go into a smart meter deferral account, as opposed to when we go out and deploy the smart meters and, you know, as Doug mentioned, something were to fail.

MS. COCHRANE:  Okay.  Are there any other meter maintenance costs that are being captured in this line 10, other than what you just described?

MR. SHEOGOBIND:  There would be things like cross-phasing checks on meter installations.  I should point out as well that a good portion of that $83,000, in order to catch up on our backlog of re-verifications, was due to overtime costs.  So that was one of the reasons for that big increase from year to year.

MS. COCHRANE:  Okay.  A question about line 12 in that table 4, that you hopefully have still in front of you, with respect to property maintenance costs.  We have had -- in 2009 you foresee an increase of 112 -- no, no, sorry, we have had an increase from 2000 and -- a total of 2007, '08, and '09 of two-hundred-and-fifteen-thousand-point-one dollars, with a significant increase in 2009.

Can you explain that?

MR. KING:  I can refer you to Exhibit 4, tab 2, schedule 3, appendix C, page 4 of 4.

MS. COCHRANE:  Sorry, could you give us that reference again?  Exhibit 2, tab 2 --

MR. KING:  Four, 2, 3, appendix C.  Sorry, I am being brief in eliminating the exhibit, but 4, 2, 3, appendix C, page 4 of 4.

MS. COCHRANE:  All right.  And what -- you wanted to point out something on that exhibit?

MR. KING:  Yes, if you go to lines 11 to 13, explain the reasons for the increase from 2006 actual to 2007 actual, and lines 15 to 16, explain the 2009 increase.

MS. COCHRANE:  All right, thanks for clarifying that.

And line 14 in Table 4, outside services, is a cost of $103,800 last year.  What caused this increase in 2008 and do you foresee it continuing in 2009?

MR. KING:  Just one sec.  A couple of particular things.  We had audit of our safety system, we had increase in system consultants, and legal fees.

MS. COCHRANE:  Do you expect that to continue this year?  That's --

MR. KING:  No, our health and safety system, our environmental system, that's a once-every-three-year type audit, every two years.  I am not sure about the legal and system consultants cost.

MS. COCHRANE:  All right.  So you haven't backed out any amount for 2009, but you've indicated that some of that cost is not going to be incurred this year because the safety audit is done, for example, so shouldn't there be some amount that is being backed out in 2009?

MR. KING:  I have backed out, there is $15,000 backed out of our forecast, if you go to the schedule 4.2.2 for outside services employed.  It has gone from $262,000 in our bridge year to $247,000 in our test year.

MS. COCHRANE:  Sorry, can you repeat the reference?

MR. KING:  Sorry, which is our main operations and maintenance and other cost variance table Exhibit 4, tab 2, schedule 2, page 1 of 1.  And I apologize for the small print here, but halfway down under admin and general expenses, there is a line called -- which I believe is what the reference is to, OEB account number 5630, outside services employed.

MS. COCHRANE:  Could you revise this table to indicate that you're backing out that $15,000 there because this is the information that goes to revenue requirement?

MR. KING:  When you say "revise" ...

MS. COCHRANE:  Sorry?

MR. KING:  Revise it, you mean?

MS. COCHRANE:  Well, you have indicated that you have backed out $15,000 in 2009 with respect to outside services in this document you just referred us to, but you didn't do it in Table 4 in response to the Board interrogatory  that --

MR. KING:  Yeah, I – yes, I can revise Table 4 if that is the question, absolutely.

MS. COCHRANE:  That will be undertaking JT2.5.

MR. KING:  I should qualify that. Just to be cautious about Table 4, while it does have numbers coming in and out, there are a lot of changes in $4 million in operations expenses year over year, it's not meant to show -- to reconcile what it was asked to show what the cost drivers mainly were, and that was a purpose in some cases we were able the show when they went down the next year.  But it wasn't meant to do that to reconcile in and out.  It was meant to show what drove costs in each year and sometimes, as I say, they match each year.

MS. COCHRANE:  Some questions now from Port Colborne's.

MR. VLAHOS:  So there is no undertaking is there.

MS. COCHRANE:  Yes, it was JT2.5, he is going to revise that.

MR. KING:  I could revise it.  I just need to confirm that the revision is proper, I need to confirm that the cost is still -- while it's gone down because the account shows my forecast has gone down, it doesn't necessarily mean that my total hasn't gone down by an additional $15,000.

MS. COCHRANE:  Okay.

MR. VLAHOS:  Can I -- I must say that I don't have the exhibit in front of me, Ms. Cochrane, but is the issue here there should be a reduction to something?  That something is the OM&A?

MS. COCHRANE:  Right.  Well, what I am told is that, yes, it would be a reduction in OM&A cost and it should be shown in 2009.

MR. VLAHOS:  Okay.  So does the company agree that there should be a reduction in the OM&A of $15,000 from this account?

MR. KING:  No.

MR. VLAHOS:  You do not, okay.

MR. KING:  The -- I guess what the company has pointed out the $15,000 I referred to earlier was to show the variance in that particular account we referred to property -- outside services, line 14 at table 4.  And that particular line has a reference back to our main schedule to show that it has reduced by $15,000.

The purpose of table 4 in this IR was to show the cost drivers, mainly.  Down here under miscellaneous/other, there is some netting going on, you know, that number would -- the total of that number would reconcile to the total on my test year number.


So that what I am saying is the $15,000 has been taken out, and I can't even confirm the $15,000 was related to audit services, the audit of the environmental health and safety system.

Basically what I am saying is we stand by the number of the total OM&A costs of 4,489,990.

MR. QUESNELLE:  So amending the table 4 in that IR would change the purpose of it, I take it.  It would no longer be a response to that IR if you updated it.

MR. KING:  Yes, it would change the purpose of it for that one particular thing.

MR. QUESNELLE:  All right.

MR. VLAHOS:  Ms. Cochrane, sorry, continue to receive advice.  Sorry.

MS. COCHRANE:  If I understand you correctly, Mr. King, you had agreed that you would change the number in column 4 for outside services although that would impact the bottom, the closing balance?

MR. KING:  I would likely want to, because, again, I agree with my total number so I would have to change my line 16 to miscellaneous/other and net the two out, so I can certainly make that change if you want me to make that change.

MR. VLAHOS:  There has to be a purpose why we are making changes and why we are producing schedules with changed data.  At the end of the day, there has to be something for people to argue on, it is not to just produce more tables.  I just conferred with my panellists, Ms. Cochrane, I don't think it's necessary for the company to provide that table.  To the extent the Board Staff still have an issue with where this should be or a reduction in the OM&A, then that will go to submissions.  So we will reserve JT2.5, so it doesn't -- we will reserve it for the next undertaking if there is any.

MS. COCHRANE:  Okay.  Moving on to Port Colborne.

MR. KING:  Let me switch binders here.  One sec.

MS. COCHRANE:  And I’m looking at Exhibit 4, tab 2, schedule 2.

MR. KING:  Four, two, two.

MS. COCHRANE:  Yes.  Page 1.

MR. KING:  1.  Okay.

MS. COCHRANE:  And I am looking at the fifth column of numbers, so that's variance from 2006 actual, and go down to distribution expenses, maintenance, and the maintenance total, 73,763.

MR. KING:  Okay.

MS. COCHRANE:  Okay.  Now, in Board Staff Interrogatory No. 54, that response -- or that amount is shown as 169,000.  It's table 4, again, which we had been looking at in my previous line of questions.  It's item 11, column 2.

So again, just trying to reconcile the difference between that 73,000 and your application evidence and the 169,000 in the Board interrogatory.

MR. KING:  I am just trying to look through... If I -- I am going to talk in big, round numbers here, so...  The $73,000, if you see in table 4, the top number being vegetation management, 81,500.

MS. COCHRANE:  Yes.

MR. KING:  You see the 81,000?

MS. COCHRANE:  Yes.

MR. KING:  So that number is within -- within the distribution and expense maintenance category.  It's specifically under OEB account 5130, maintenance of overhead services.

MS. COCHRANE:  Okay.  Thank you.

MR. KING:  Okay?

MS. COCHRANE:  Yes, that answers the question.

MR. KING:  Okay.

MS. COCHRANE:  Now, moving on to a question about Eastern Ontario Power.

MR. KING:  Let me change binders.

MS. COCHRANE:  Okay.

MR. KING:  Okay.

MS. COCHRANE:  All right.  So I am at Exhibit 4, tab 2, schedule 3.

MR. KING:  Schedule 3?

MS. COCHRANE:  Yes.  Appendix C.

MR. KING:  Appendix C.  General admin.  Okay.

MS. COCHRANE:  And it's about the 2006 low-voltage wheeling costs.  And looking at page 3, under the heading "miscellaneous general expenses", you indicate:

"The decrease from the 2006 Board-approved, the 2006 actual of $64,299, is due to the low-voltage wheeling costs recorded in the 2006 Board-approved."

However, in response to Board Staff Interrogatory No. 48, table -- yes, it's table 4.  It's not the same table 4, though.  Yes, anyway, so it's Board Staff Interrogatory 48 on page 3.  It's another table 4.  You have that in front of you yet?

MR. KING:  Yes, I do.  Thank you.

MS. COCHRANE:  Okay.  Item number 6, low-voltage wheeling cost is -- the decrease is 107,300.  So again, my question is just about the discrepancy as to the decrease, the two figures.

MR. KING:  I am not sure of the answer to that one.  My first reaction would be somewhat speculative, but I will concur with my colleagues in a second.

If you see the 2006 Board-approved, in your reference to the appendix C it goes from '06 Board-approved to '06 actual, which is -- no, no, take that back.  I need to concur.  Just give me two seconds.

MS. COCHRANE:  Sure.

[Witness panel confer]


MR. KING:  We will undertake to find out the reason for that one.

MS. COCHRANE:  All right.  That's undertaking JT2.6.  Oh, that's right, we reserved -- withdrew the 2.5.  So this is JT2.5.
UNDERTAKING NO. JT2.5:  TO PROVIDE DETAILS AS TO THE DISCREPANCY IN THE DECREASE IN THE TWO FIGURES.

MS. COCHRANE:  Those are all my questions.  Thank you.

MR. VLAHOS:  Thank you, Ms. Cochrane.
Questions by the Board:


MR. VLAHOS:  Just one question.  Mr. King, you recall the exchange with Ms. Cochrane about the timing of the promissory note from Fortis?

MR. KING:  Yes.

MR. VLAHOS:  And I believe you have indicated that there must be some month or some time that it was assumed, because it's in the record somewhere, or if there isn't, you can provide it.

MR. KING:  Yes, I don't expect it's on the record, but if -- and I can get that exact date.  It's in there because my calculation is based upon a monthly average of debt outstanding --

MR. VLAHOS:  Right.  Yes.  I --

MR. KING:  -- so I had to use a month --

MR. VLAHOS:  Sorry, I recall that was your answer.

MR. KING:  Yes.

MR. VLAHOS:  Therefore, yes, I think the Board would be interested on what was the assumption --

MR. KING:  Okay, okay.

MR. VLAHOS:  -- the timing assumption of that promissory note.

MR. KING:  Yes.

MR. VLAHOS:  And if you can just --

MR. KING:  I can -- I can get that number.  That's not...

MR. VLAHOS:  Okay.

MR. KING:  So I will undertake to get that number.

MS. COCHRANE:  That will be Undertaking JT2.6.
UNDERTAKING NO JT2.6:  TO PROVIDE THE TIMING ASSUMPTION AND NUMBER OF THE PROMISSORY NOTE, AND TO CLARIFY THE AMOUNT AND WHAT TIME WAS ASSUMED BY WAY OF THE ISSUANCE

MR. VLAHOS:  And I wasn't clear about the amount itself.  You said it may be 21 or it may be something else, and that depended on whether you were to repay the previous one?

MR. KING:  Yes, yes.

MR. VLAHOS:  So can you also just try to clarify that in your undertaking response, as to what amount we are talking about, what time was assumed by way of the issuance?

MR. KING:  Okay.

MR. VLAHOS:  Thank you.

Okay.  Those are all the Board's questions for now, Mr. Taylor.

MR. TAYLOR:  I have got one follow-up question, Mr. Chair, in re-examination.

MR. VLAHOS:  Sure.  Go ahead.
Re-Examination by Mr. Taylor:

MR. TAYLOR:  Yesterday we were talking about the Sherkston Shores substation.  And as I understood it, this is a capital project that, among other things, is to serve additional load of a resort.  I think it's the Sherkston Shores resort.  And there was a discussion yesterday about when that load would be required, and I think some was required in 2009, but more was required in 2010.

So my only question for the panel is, if that load -- assuming that load is going to primarily be required in 2010, why is it in the 2009 test year?

MR. SHEOGOBIND:  Okay.  I will take this question.  The new substation, which is actually named the Beach Road substation, is intended not just to supply the increased load at Sherkston Shores resort, but the intent is also to address the problem of the load at risk, due to the fact that the existing Wilhelm distribution station, first of all, is an aging facility.

Secondly, there is only a single power transformer at the Wilhelm distribution substation.  There are no alternate sources of supply to Wilhelm distribution substation.  So if there were to be a transformer failure or similar catastrophic event at that substation, the customers supplied from that facility, including the Sherkston Shores resort, would be without power for a significant period of time until such time as we could source a replacement transformer or major equipment for that substation.

So I guess, to answer the question, the Beach Road substation, we do plan to commission it in the summer of 2009, so it will be used and useful and serving load in summer of 2009 to address the load-at-risk issue.

And we actually started looking at this issue some -- a couple of years ago even before Sherkston Shores approached us and indicating they were looking at expansion.  So we were considering options to address this issue even before the resort came along and indicated that they too were looking at an expansion.

MR. TAYLOR:  Thank you.

MR. QUESNELLE:  Let me just ask on this very topic, is the record clear on the -- if there were a need for a contributing capital on this particular project given what you have just referred to?

MR. SHEOGOBIND:  Yes, there is a contribution from Sherkston Shores resort of $830,000.

MR. QUESNELLE:  Okay, thank you.

MR. VLAHOS:  Okay if there are not any other matters, Mr. Taylor, we will stand down until Thursday at 9:30, thank you.

--- Whereupon the hearing adjourned at 11:54 a.m.
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