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Tuesday, February 4, 2010

--- On commencing at 9:34 a.m.


MR. WETSTON:  Please be seated.

Good morning.  The Board today is sitting today in the matter of application EB-2009-0139, an application submitted by Toronto Hydro-Electric System Limited for an order or orders approving or fixing just and reasonable rates and other charges for electricity distribution to be effective May 1, 2010.

The parties to this proceeding filed a settlement proposal with the Board on January 22nd, 2010, and this morning we will deal with a few housekeeping matters first, and then we will deal with the settlement proposal.

We will then proceed to hear evidence on the three issues that have not been settled, which involve cost-of-capital, distributed generation and issues on the sub-metering.

My name is Howard Wetston, and joining me on the Panel this morning is Vice Chair Gordon Kaiser to my left and Board Member Ken Quesnelle to my right.

So, firstly, may we have the appearances, please?
Appearances:

MR. RODGER:  Good morning, Mr. Chairman.  Mark Rodger appearing as counsel to Toronto Hydro-Electric System Limited, and with me to my right is Mr. John Mr. Vellone.

MR. WETSTON:  Thank you, Mr. Rodger.

MR. KLIPPENSTEIN:  Good morning, Mr. Chair, Members of the Panel.  Murray Klippenstein appearing for Pollution Probe.

MR. WARREN:  Robert Warren for the Consumers Council of Canada.


MR. WETSTON:  Thank you.

MR. O'LEARY:  Good morning, Mr. Chair.  Dennis O'Leary for the Smart Sub-Metering Working Group.

MR. WETSTON:  Thank you, Mr. O'Leary.


MS. GRICE:  Shelley Grice for AMPCO.

MR. WETSTON:  I didn't get that.  Sorry.


MS. GRICE:  Shelley Grice for AMPCO.

MR. WETSTON:  Thank you.

MR. FAYE:  Good morning, Mr. Chair.  Peter Faye for Energy Probe.

MR. WETSTON:  Thank you.

MR. AIKEN:  Good morning.  Randy Aiken for BOMA.  I do have some questions for the cost-of-capital panel, but I am involved in a settlement conference in the other room, so I would ask to be excused, and you know where to find me when you need me.

MR. WETSTON:  Okay.  Thank you, Mr. Aiken.

MR. SHEPHERD:  Good morning, Mr. Chairman.  Jay Shepherd for the School Energy Coalition, and I will also be dropping back and forth between rooms.

MR. WETSTON:  Thank you, Mr. Shepherd.  Anyone else?

MR. WARREN:  Mr. Chairman, I wonder if I could advise you we received an e-mail this morning from Michael Mr. Buonaguro of the Vulnerable Energy Consumers Coalition, who advised that he is ill and cannot attend, but asked that an appearance be entered on his behalf.

MR. WETSTON:  All right.  Thank you.

MS. CAMPBELL:  Mr. Chair, on behalf of Board Staff, Donna Campbell, Martin Davies and Ted Antonopoulos.

MR. WETSTON:  Thank you, Ms. Campbell.

So other than the matter just raised by Mr. Warren, are there any preliminary matters before the Panel deals with the settlement proposal?

Just before we get to that, a couple of housekeeping matters.  In considering, as we progress through the hearing, we've decided as a Panel that argument in this matter will be in writing, and we have determined the following schedule for the filing of written argument by the parties.

Argument-in-chief we would like on Friday, February 12th, Board Staff's submissions by Thursday, February 18th.  We would like intervenor submissions Friday, February 19th and reply by Toronto Hydro would be on Wednesday, February 24th.

With respect to the 2008 order, you will recall the Board, in considering that matter, dismissed Toronto Hydro's motion to vary on July 22nd, 2010, and you will all know that motion related to an order made in the 2008 Toronto Hydro rates decision, the number of which is EB-2007-0680, specifically dealing with the implementation of the order in view of the delay, which of course was caused by the appeals process.

In that decision - that is, the January 22nd, 2010 decision - the Board indicated that it would hear submissions on the implementation issue from parties at the hearing of this matter.

The Board has decided that the implementation issue should also be addressed in writing, and, if the parties wish to make submissions on that issue, on the implementation issue, they should do so in the same written argument that addresses the three unsettled issues here today.

I understand from Board Staff that Toronto Hydro intends today to file an exhibit updating the sale proceeds from the sale of certain buildings which were subject of the 2008 order, and that it is your intention, I understand from Staff, Mr. Rodger, to have one of the witnesses on the cost-of-capital panel speak to this matter at the end of the cost-of-capital examination.  That witness would obviously adopt the evidence in the exhibit and obviously enter it into the record.

That is my understanding, Mr. Rodger.  Could you confirm that, please?

MR. RODGER:  That's correct, sir.

MR. WETSTON:  So I also understand that the proposed exhibit has been provided to the parties, as well.  Is that correct, Mr. Rodger?

MR. RODGER:  That's correct, sir.

This material was sent out yesterday afternoon, along with another update that Mr. Sardana will speak to, and all of the parties and the Board should have that.

MR. WETSTON:  Thank you, Mr. Rodger.

So we have considered the matter and we are content, as a Panel, to have the proposed exhibit produced when the cost-of-capital panel is finished, and if the panel or any of the parties have any questions on that exhibit, they can be dealt with at that time.  I trust that that is acceptable to the parties?

Thank you.  Now, just getting on for a moment, if I may, with the settlement proposal, the Panel appreciates the consensus that was achieved by the parties on so many issues in this matter, and the Panel has had an opportunity to review and consider the settlement proposal and the Board accepts that proposal.

The Panel would also note that the revenue requirement, as per the settlement agreement before cost-of-capital, is $507 million versus the applied for revenue requirement of $528.7 million, a $21.7 million reduction.

The settlement agreement also achieves a reduction in rate base of $22.1 million and a reduction in OM&A of $16.7 million.

Having accepted the settlement agreement, Ms. Campbell, I would ask you to mark the settlement proposal as the first exhibit, please.

MS. CAMPBELL:  That will be -- I apologize, that would be K1.
EXHIBIT NO. K1:  SETTLEMENT PROPOSAL.

MR. WETSTON:  Thank you.  Thank you, Ms. Campbell.  So I think we are at a point where we can turn to the evidentiary portion of the proceeding.

MR. KLIPPENSTEIN:  Mr. Chair, Pollution Probe has no direct involvement in this panel and I wonder, with the Board's permission, if I could be excused until distributed generation is reached tomorrow.

MR. WETSTON:  Of course.  Thank you very much for coming and appearing today.

MR. O'LEARY:  Mr. Chair, Dennis O'Leary for the Smart Sub-Metering Working Group.   As I understand the schedule, we will not be actually dealing with the suite metering issue until Monday, and if I could also be excused?

MR. WETSTON:  You've got better things to do, obviously.

MR. O'LEARY:  Thank you, sir.

MR. WETSTON:  Thank you, Mr. O'Leary.


So turning to the evidence on the cost-of-capital, as you know, which I appreciate, we're going to attempt to complete the cost-of-capital evidence today.  As we made you aware, the Panel must rise at 2:00 p.m. today, and I understand from Mr. Davies that the time estimates provided by the parties suggest that the cross-examination of the cost-of-capital witnesses will be completed by 2 o'clock.

If not, then we are prepared to pick it up again around 4:30 later today, if we need to do that, because we understand there are time pressures on the panel.  I am hoping we won't have to return, but in the event we do, we have made that time available to reconvene at that time, if the parties are able to do so.

Do any of the comments have -- or any parties have any comments before I ask Mr. Rodger to call the cost-of-capital witness panel?

Okay, thank you.  Mr. Rodger, you may proceed.

MR. RODGER:  Thank you, Mr. Chairman.


So we are prepared to proceed with the cost-of-capital panel and witnesses, would you please first go forward to be sworn in.

TORONTO HYDRO-ELECTRIC SYSTEM LIMITED – PANEL 1

Pankaj Sardana, Sworn

Darryl Seal, Affirmed
Examination by Mr. Rodger:


MR. RODGER:  Mr. Chairman, this panel is comprised of two witnesses, to your right, Mr. Pankaj Sardana and next to Mr. Sardana, Mr. Darryl Seal.


And CVs for both of these witnesses have already been prefiled at Exhibit A1, tab 9.


Perhaps I could first start with you, Mr. Sardana.


You are the vice-president, treasurer and regulatory affairs of Toronto Hydro-Electric System Limited?


MR. SARDANA:  Yes.


MR. RODGER:  And your CV had been provided to the Board specifically at Exhibit A1, tab 9, schedule 2-13?


MR. SARDANA:  That's correct.

MR. RODGER:  And Mr. Seal, you are the manager rates and treasury operations of Toronto Hydro-Electric System Limited?


MR. SEAL:  Yes.

MR. RODGER:  And your CV was provided to the Board as Exhibit A1, tab 9, schedule 2-14?


MR. SEAL:  Yes, it was.

MR. RODGER:  Now, panel members, was the application that's before the Board and the supporting materials prepared by you or under your supervision?


MR. SARDANA:  Yes it was.

MR. SEAL:  Yes.

MR. RODGER:  Are there any updates you wish to make to the evidence at this time?


MR. SARDANA:  Yes.  I have two updates to make which were sent out to all parties yesterday.


First, pursuant to the Board's January 22nd decision on THESL's gain on sale motion, the Board indicated it would hear submissions from the parties during this oral hearing concerning implementing the decision in view of delays caused by the appeals process.

Given this I would like to note an update to the application at Exhibit I-1, tab 1, schedule 1.  At the would the bottom of page 4 and top of Page 5, THESL indicates that gains of about $1.4 million from named properties previously sold have been recorded in a deferral account.


MR. RODGER:  Then Mr. Sardana, maybe I could just stop you there.  This is the package, Mr. Chairman, I referenced at the outset.  I am wondering if perhaps this whole package could be marked as an exhibit, please.  And this is -- the cover page is the e-mail that I sent out yesterday to Board Staff and all parties even is it simply entitled THESL 2010 EDR updates.


It contains four pages in total including the cover.


MR. SARDANA:  So as shown in this --

MR. RODGER:  Mr. Sardana, we will get this marked first then we can turn to the specific page.

MR. WETSTON:  Is this K2?

MS. CAMPBELL:  Yes.  K2.

MR. RODGER:  Mr. Sardana, you are dealing with the last page?

EXHIBIT NO. K2:  THESL 2010 EDR UPDATES

MR. SARDANA:  I am dealing with the last page, yes.


MR. RODGER:  And this is an update to Exhibit I1, tab 1, schedule 1.

MR. SARDANA:  Correct.

MR. RODGER:  Perhaps you could take us through it again now that we have it in front of us.


MR. SARDANA:  Sure.  As shown in this handout, the gain is actually $1.65 million and reflects the sale of four of the named properties.  In addition, the Board should be made aware for change to this amount reflecting the expected sale of 175 Goddard Street producing a forecast net after tax gain on sale of $2.4 million.

As a result THESL notes that the total gain on sale of the named properties is $4.05 million.


Second, since THESL filed its application in August 2009 and since the Board's cost-of-capital report was released in December 2009, there is one change that I would like the Board to be made aware of in relation to cost-of-capital relief that THESL seeks from the Board in this proceeding.


Mr. Rodger, the second handout, has that been with the revised interest rates?

MR. RODGER:  Yes.  This is all part of Exhibit K.2.  So starting on page 2 and 3 are the updates, I think that you are referring to Mr. Sardana.


MR. SARDANA:  That's right, yes.  In our update to the forecast of long-term debt filed in November, we indicated that THESL planned to issue $260 million of long-term debt in the test year at an updated forecast debt rate of 5.59 percent.


Based on the level of capital spending that we agreed to with the intervenors as part of the settlement agreement, we now forecast the total amount of long-term debt to be required by THESL to be $200 million.


In addition, the Conference Board of Canada issued its latest interest rate projections in mid-December and based on this forecast, the updated forecast rate for the forecast debt issue is 5.79 percent.  This update makes a minor change to the overall weighted average or weighted cost of long-term debt from 5.37 percent to 5.38 percent.


Beyond this, there are no other changes.


MR. RODGER:  All right.  So then just turning to the balance of the evidence before the Board.  Panel, to the best of your knowledge, does this reflect an accurate reflection of the company's affairs?


MR. SARDANA:  Yes.

MR. SEAL:  Yes.

MR. RODGER:  Do you both adopt it as your own evidence in this proceeding?


MR. SARDANA:  Yes.

MR. SEAL:  Yes.

MR. RODGER:  All right.  Mr. Sardana, staying with you.  As the Chairman has pointed out, cost-of-capital is one of the unsettled issues in this case and I would like you to, first begin by summarizing Toronto Hydro's position on this issue as contained in the prefiled evidence.


MR. SARDANA:  Thank you.  With respect to THESL's financing plans our forecast return on equity used to determine cost-of-capital in the test year was based on the 2009 approved return on equity.  However on page 2 of Exhibit E1, tab 1, schedule 1, our evidence indicated that should the OEB's determination of ROE change pursuant to the Board's consultation process -- which was OEB file number EB-2009-0084, then THESL will set its ROE and final revenue requirement for 2010 rates based on the ROE resulting from that process.


MR. RODGER:  Now, Mr. Sardana, it was while the settlement discussions with intervenors that were ongoing in December that the Board released its report on the cost-of-capital for Ontario's regulated utilities.  Is that correct?


MR. SARDANA:  That's correct.  The OEB released its report on December 11th of 2009, I believe.


MR. RODGER:  And could you tell us what the impact is on Toronto Hydro's revenue requirements which you now seek as a result of this new OEB policy.


MR. SARDANA:  Sure.  We identified the impact in appendix B of the settlement agreement.  This appendix entitled "Revenue requirements and bill impacts", show a change in cost-of-capital or return on rate base from the settlement agreement increasing from 134.1 million to 149.8 million, which incorporates the Board's cost-of-capital report.


We also show service revenue requirement changing from 525.7 million to 548.9 million and base revenue requirement changing from 507 million to 530.2 million.


MR. RODGER:  Thank you, Mr. Sardana.


Mr. Chairman, that is my examination-in-chief.  The panel is now available for cross-examination.


MR. WETSTON:  Thank you, Mr. Rodger.  Who is going to go first?


MR. SHEPHERD:  Mr. Chairman, I have drawn the short straw.


MR. WETSTON:  Okay, thank you, Mr. Shepherd.  Go ahead.
Cross-examination by Mr. Shepherd:


MR. SHEPHERD:  Let's start with your updated E1, tab 6, schedule 1 which was provided to the parties on February 2nd.  That's the DBRS rating report.  Do you have that?


MR. SARDANA:  Yes.


MR. SHEPHERD:  Does the Panel have that document?


MR. WETSTON:  We will get our hands on it.

MR. SHEPHERD:  It is in a package sent out on February 2nd.

MS. CAMPBELL:  For the Panel's assistance, it is -- it should be updated in your binders under E1, the cost-of-capital, it should be tab 6.


MR. WETSTON:  Thank you.

MR. RODGER:  I did actually provide packages this morning to Mr. Davies so if it is easier, there are other handouts there --

MR. WETSTON:  Let's get them.

MR. RODGER: -- in two bundles.


MR. WETSTON:  Thank you.


MR. RODGER:  There are two packages, both with cover letters from Toronto Hydro, one dated February 1st, 2010, the second dated February 2nd, 2010 and perhaps both of those could be made exhibits, Mr. Chairman.


MR. WETSTON:  Any objection to that?  No.  Okay.  Just one second.


MS. CAMPBELL:  So the bundle marked February 2nd, 2010 will become K3.
EXHIBIT NO. K3:  TORONTO HYDRO DOCUMENTS MARKED FEBRUARY 2, 2010

MS. CAMPBELL:  And the bundle marked February 1st, 2010 will become K4.

EXHIBIT NO. K4:  TORONTO HYDRO DOCUMENTS MARKED FEBRUARY 1, 2010

MR. RODGER:  Thank you, Ms. Campbell.


MR. WETSTON:  Okay.  So we have those now, Mr. Rodger.

MR. SHEPHERD:  Thank you, Mr. Chairman. 


MR. WETSTON:  Thank you, Mr. Shepherd.


MR. SHEPHERD:  So if you could take a look at this DBRS report.  This is November 19th, right?


MR. SARDANA:  Yes.

MR. SHEPHERD:  Last fall.  It doesn't yet include the cost-of-capital report, the impact of the cost-of-capital report; right?

MR. SARDANA:  That would be correct.


MR. SHEPHERD:  But it was issued shortly after you did a $245 million issuance; right?

MR. SARDANA:  That's correct.

MR. SHEPHERD:  So presumably they're connected?

MR. SARDANA:  No.  This report is DBRS's annual update for the corporation.  DBRS, also along with Standard & Poor's, rates our debt issue, which is a separate report all together.  This is the report on the corporation.

MR. SHEPHERD:  Okay.  But it is a report rating debt?

MR. SARDANA:  No, it is -- this is actually the corporate rating report.

MR. WETSTON:  Just one moment.

MR. RODGER:  Mr. Chairman, what Mr. Shepherd is referring to appears at Exhibit K3, and it is about three pages in.

MR. WETSTON:  I'm sorry, Mr. Shepherd.  Thank you, go ahead.  I won't interrupt you again.

MR. SHEPHERD:  So this is a rating of debt; right?

MR. SARDANA:  As I was saying, Mr. Shepherd, the rating agencies, in their arcane world, do two things.  One is to provide a corporate rating, which is what this report is, and then they also rate each debt issue as we issue debt.

Now, this rating report on the corporation incorporates all debt issued by the corporation, but it is not a rating on the debt, per se.  It is a rating for the corporation.

MR. SHEPHERD:  Understood, okay.  And it includes an upgrade?

MR. SARDANA:  It does include an upgrade, yes.

MR. SHEPHERD:  For your medium- and longer-term debt?

MR. SARDANA:  Yes.  And for the corporation itself.

MR. SHEPHERD:  Yes, understood.

I see in the middle of this page -- by the way, this isn't the whole report, is it?

MR. SARDANA:  To the best of my knowledge, it is the entire ratings update report, yes.  Yes, it is, nine pages.

MR. RODGER:  I think just one page was attached, because I think the reason you filed this was to make a correction on the header.  Is that correct?

MR. SEAL:  That is correct, I believe.  Our apologies, but perhaps the panel doesn't actually have a copy of that particular package.  So perhaps so we are all on the same page...

MR. SHEPHERD:  Okay.  So my next question was:  Can you undertake to file the whole thing, please?

MR. SEAL:  It is filed already.

MR. SHEPHERD:  It is?

MR. SEAL:  It is.

MR. RODGER:  The only reason this was included is I gather there was a typographical error in actually identifying the document in the header.

So the nine pages has been part of the prefiled evidence, again, as of November 30th.

MR. SHEPHERD:  It wasn't part of the prefiled evidence, was it, because -- it is only dated November 19th.

MR. RODGER:  No.  But the evidence was updated November 30th, and this document was part of that package that went out on November 30th, 2009.

MR. SHEPHERD:  Okay.  So do I understand correctly that this document is the identical document to the one filed November 30th, except for the typewritten stuff at the top?

MR. RODGER:  That's correct.

MR. SHEPHERD:  Wonderful.  It is still helpful.  So under "Challenges", do you see what the rating agency does - tell me whether this is correct, Mr. Sardana - is they look at the reasons why your credit is strong, and they look at the reasons why there is risk in your credit; right?

MR. SARDANA:  Correct.

MR. SHEPHERD:  And the risk side is called challenges?

MR. SARDANA:  I will give you that.

MR. SHEPHERD:  Okay.  And so they have said two things here that are relevant to this discussion.  One is a significant capital investment program.

And I guess -- tell me whether it is correct that if you reduce your capital investment program, then that reduces that risk?

MR. SARDANA:  It starts to improve some of the financial metrics that they look at.  So, for example, the assumption they make - and it is a good assumption - is that a significant amount or a large amount of the capital program that we put in will be undertaken -- will be based on borrowed funds, and that, then, increases our interest expense, which is one of the key metrics that they look at, the interest-earnings coverage ratios, and so on and so forth.

MR. SHEPHERD:  So, for example -- let me just stop you there.  So, for example, your decision to reduce your borrowing this year from 260 to 200, that improves your creditworthiness; yes?

MR. SARDANA:  It improves some of the metrics that underlie the creditworthiness.  You have to understand that they look at the credit rating on the entire company and the entire operations, not just on a debt issue being reduced in one year.

I think they will take a long-term view of the company.  So they know that it is not the fact that we have gone from $260 million as a forecast issuance to $200 million.  They will look at what is coming down the pipe.


So how much do we need to spend in the next ten years and those kinds of metrics.

MR. SHEPHERD:  Then the second one is approved ROE sensitive to long-term interest rates.

I take it you will agree that the Board's cost-of-capital report improved your ROE situation?

MR. SARDANA:  They did serve to do that, yes.

MR. SHEPHERD:  I take it you would agree that, as a result, the riskiness of your debt has been reduced, because you have more coverage from equity, from ROE?

MR. SARDANA:  Well, we haven't got an approval yet on this ROE, but based on approval and once it gets into rates, and so on and so forth, it will start to improve our financial metrics over time, yes.

MR. SHEPHERD:  Well, okay.  So help me with that, because it seems to me that one of your key metrics is your interest coverage; right?

MR. SARDANA:  Correct.

MR. SHEPHERD:  And if you get a 9.75 percent ROE, your interest coverage is improved immediately?

MR. SARDANA:  No, not immediately.

Again, interest coverage is an accounting concept.  It is a ratio based on our accounting numbers.  As revenue starts to come in over time in successive quarters, you will see that financial metric, other things remaining equal, begin to improve.  But it doesn't happen instantly.

MR. SHEPHERD:  Well, sorry, May 1st, if you get new rates May 1st, isn't your cash flow coverage higher immediately on May 2nd?

MR. SARDANA:  Our cash flow coverage, based on actual results as they start to come in, will start to get higher, yes.

MR. SHEPHERD:  And the rating agencies will know that in advance, because they know you are going to get more money, $22 million more?

MR. SARDANA:  That's right, yes.

MR. SHEPHERD:  Have you talked with the rating agencies about the impact of the cost-of-capital report on your creditworthiness?

MR. SARDANA:  We haven't spoken with them, but they, I believe, have written commentaries on the revised ROE guidelines from the Board.

MR. SHEPHERD:  Do you have those?

MR. SARDANA:  We do not have them.  They haven't been, you know, sent to us or anything like that.

MR. SHEPHERD:  You are a subscriber on the DBRS; right?

MR. SARDANA:  Yes, we are.

MR. SHEPHERD:  So then why wouldn't you have something that relates --

MR. SARDANA:  I can take an undertaking to investigate it and file, as necessary, what they may have published.

MR. SHEPHERD:  If you could do that, I would appreciate it.

MS. CAMPBELL:  That would be undertaking J1.
UNDERTAKING NO. J1:  TO FILE WITH THIS BOARD ANY DBRS REPORTS RELATING TO THE COST-OF-CAPITAL DECISION.

MR. RODGER:  Just so we are clear on the undertaking, it is to make an enquiry, Mr. Sardana, as to whether DBRS has published anything on this specific issue, the Board's cost-of-capital policy?

MR. SARDANA:  That's right.

MR. SHEPHERD:  No, no, no.  That wasn't the undertaking.  Sorry.  I believe the undertaking was, and maybe I misunderstood, was to file with this Board any DBRS reports relating to the cost-of-capital decision that are in your possession or available to you.

MR. RODGER:  Right.

MR. SARDANA:  Fair enough.

MR. SHEPHERD:  Okay.  You will agree that one impact should be that your creditworthiness should be improved?

MR. SARDANA:  Again, other things remaining equal, Mr. Shepherd, yes.

MR. SHEPHERD:  Do you have any sense of what that -- what the impact is?

MR. SARDANA:  In my discussions with DBRS - and you can appreciate that I have had discussions with both rating agencies - they have said that it will likely not have an immediate impact on our creditworthiness, the revised guidelines from the Board.

Again, as I mentioned earlier, they look at it over a long-term perspective.  They have to see a marked improvement in all financial metrics, not just the ROE.  And, you know, based on the discussions we have just had, over time, yes, this will lead to an improvement in our financial metrics, and that, then, down the road, could lead to a ratings change.

MR. SHEPHERD:  You are going to borrow $200 million this year?

MR. SARDANA:  That's right.

MR. SHEPHERD:  Is it your evidence that the change in your ROE, if it is approved, will not affect the borrowing rate for that debt?

MR. SARDANA:  That is our evidence, because I believe the markets have already priced that in, into our indicative yields, et cetera.  You know, as soon as it came out, the revised guidelines, there was a flurry of activity from street analysts, et cetera, saying, you know, this is very good.  This is a positive result, but we don't believe that it is going to impact pricing of our debt, per se.

MR. SHEPHERD:  Because it already has?

MR. SARDANA:  Well, I think it is priced in already.

MR. SHEPHERD:  Since December?

MR. SARDANA:  Since December or since -- I will give you that, sure, since December.

MR. SHEPHERD:  So then I wonder if we can turn to Exhibit -- what is this, K2, the package of material?  I am looking at Exhibit E1, tab 4, schedule 2, updated.

MR. SARDANA:  Yes

MR. SHEPHERD:  Do you have that?

MR. SARDANA:  I do.

MR. SHEPHERD:  Does the Board have that document?

MR. WETSTON:  Yes, thanks.

MR. SHEPHERD:  And you just spoke to this and you talked about the fact that when this was originally filed you, you were forecasting 5.59 percent instead of 5.79 percent; right?

MR. SARDANA:  That's correct.

MR. SHEPHERD:  You were forecasting $260 million instead of $200 million?

MR. SARDANA:  That's correct.

MR. SHEPHERD:  Was it also the same term, a 30-year term.

MR. SARDANA:  It was a 30-year term, yes.

MR. SHEPHERD:  Okay.  So I am trying to understand why the rate has gone up, and I understand that the market is changing but if you look at the next page, it says that the 2010 long-term rates, these are governments, ten-plus governments, are supposed to be lower next year than this year.  They're lower this year than last year, sorry, I am not in 2010 yet.


So presumably -- and I guess unless the forecast has actually gone up for 2010, this is a little bit anomalous, 5.59 going up to 5.79.  

Can you help me with that?

MR. SEAL:  Certainly I can help you, Mr. Shepherd.  The 5.79 is based on the Conference Board forecast for the ten-plus government bonds and what we do is we take the -- because we anticipate issuing this debt in June of 2010, we take the average rates forecast for the third quarters of 2010.


So if you look at the next page, Exhibit E1, tab 5, schedule 1, you will see and I have actually bolded them in this particular exhibit, the forecast Toronto the ten-plus government bonds is 3.75 for the second quarter and 3.73 for the third quarter so an average of 3.74.


Now, if you compare that to the filing we updated back in November, the forecast for those rates is actually lower.

MR. SHEPHERD:  What was it?


MR. SEAL:  3.53 and 3.54 for the same period.


MR. SHEPHERD:  So the government bond forecast has gone up 20 basis points.

MR. SEAL:  That's correct.

MR. SHEPHERD:  And as a result you have increased your expected coupon rate by 20 basis points.

MR. SEAL:  That's correct.

MR. SARDANA:  That's right.

MR. SHEPHERD:  Is it as simple as that?

MR. SARDANA:  It is virtually as simple as that, yes.

MR. SHEPHERD:  You haven't factored the fact you are borrowing less and you haven't factored in the fact that you have a higher ROE.


MR. SARDANA:  Well, I believe we have factored in the point that we are borrowing less.  The $200 million does have an impact on our weighted cost of debt.

The interest rate, of course, the coupon rate that we have also updated also has an impact, an offsetting impact in this case.

MR. SHEPHERD:  No, no.  Sorry.  That is not the question.


I have misspoken.  In the coupon rate, you haven't included the fact that you are borrowing less.  You have assumed that that has no impact.


MR. SARDANA:  I see where you are going with this, Mr. Shepherd.  I don't believe the bond market works quite like that.  If we borrow 100 million versus 150 million, the coupon rate would not change.


I think it may change if we go and contemplate a borrowing of a billion dollars, you might get a marked change, in fact, we wouldn't be doing one term for that kind of issue.  But these are still considered marginal changes in the Canadian bond market, it is a fairly deep market now.


So we're going from 260 million to 200 million.  It will not have a material impact on the coupon rate.


MR. SHEPHERD:  And I guess the other thing is the -- what was the date of your 5.59 percent forecast?


MR. SARDANA:  I believe it was June 1st.


MR. SHEPHERD:  When did you make the forecast?


MR. SARDANA:  When did we make that forecast?  During our prefiled, the period we did our prefiled --

MR. SHEPHERD:  Talking about September, October?


MR. SEAL:  Here is the update.  It was done in November.


MR. SHEPHERD:  November.  Prior to that, it was lower?


MR. SEAL:  Prior to that, the -- what was lower?


MR. SHEPHERD:  Prior to your November update, that 5.59 percent was lower?


MR. SEAL:  We actually, in our prefiled evidence, had a higher number, 5.75.

MR. SHEPHERD:  Here is what I don't understand.  You testified, Mr. Sardana, that the higher ROE will impact your borrowing rate; right?


MR. SARDANA:  No.  I believe I said that the view of the rating agencies is that in the immediate term, it should have no impact on borrowing.  It is not going to give us a ratings lift in and of itself.


If we get a ratings lift from say the A-plus category to a double A category, that would certainly have an impact on our borrowing rate.


MR. SHEPHERD:  I understand it is not going to change your formal rating but within any ratings class, different borrowers have different borrowing rates; correct?


MR. SARDANA:  I agree with you on that, Mr. Shepherd.  But we are still within a ratings class.  We haven't changed even within our ratings class with this revised Board guideline.


MR. SHEPHERD:  Your 5.79 percent amount assumes that the ROE has no impact on your borrowing rate; correct?


MR. SARDANA:  I think the implicit assumption within that number is that the market looks at the company as a whole.  It is looking at our ROE and looking at the Board's ROE guideline as confirmation that, yes, this is the right path.  This is where we want to see the regulator go.

The industries within this sector are stronger credits now.  But in and of itself, it will not change things.


Those -- the changes that I think you are asserting will only come about over time as other financial metrics approve commensurate with the ROE change and with what it brings.

MR. SHEPHERD:  Your cash flow for -- that is applicable to equity will increase because of the Board's cost-of-capital report by about 22 percent; right?


MR. SARDANA:  That's right.


MR. SHEPHERD:  And your evidence is that that will not -- that fact that is known today will not affect how much you borrow at on June 1st?


MR. SARDANA:  Well, it will not affect how much we borrow at.  The borrowing rate that we will then command in the market on the day will, A, depend largely on market conditions, and then only secondarily on the credit metrics underlying the company.

They will take a look at all of those things obviously, but I think the market conditions at the time will overrule anything else, any other consideration.


MR. SHEPHERD:  And your 5.79 percent estimate assumes that the impact of ROE on June 1st is zero.

MR. SARDANA:  No, it doesn't assume it is zero.  I think this is where we're still having a bit of a problem here.


And it is a hard concept to grasp, because the ROE decision that the Board has made is very positive for the company and for the sector as a whole, and particularly for credits that are entering the market.

But is it going to, then, change our coupon rate that we are forecasting here from say 5.79 percent to some other much lower number?  No.  I think that rate -- well, A, it is based on our forecast of government Canada -- Government of Canada bonds and the indicative market spread.


We don't know what that market spread is going to be at the time on the day, and those conditions -- those impacts are macro-economic impacts.  They don't rely on just a ROE metric.

MR. SHEPHERD:  Does Toronto Hydro's creditworthiness affect the coupon rate for your debt?


MR. SARDANA:  Yes, it does.


MR. SHEPHERD:  And has your creditworthiness changed in an implicit way because of the cost-of-capital report?


MR. SARDANA:  Implicitly, sure.  We are a stronger credit now.

MR. SHEPHERD:  But this is still -- you have changed this 20 basis points because Government of Canada bonds, long bonds changed 20 basis points; right?


MR. SARDANA:  Well, yes, Mr. Shepherd, and we don't control where Government of Canada bonds go.


MR. SHEPHERD:  Right.  Then let me -- let me just ask you about the 200 basis points or 200-odd and plus basis points spread you are proposing that you are going to borrow at relative to long governments, long Canadas.


That's what you forecast in November and that is what you are forecasting today, right, 200 and a little bit?


MR. SARDANA:  That's correct.

MR. SHEPHERD:  In November, you borrowed at about 50 basis points above long Canadas; right?


MR. SARDANA:  No.  I believe it was 90 basis points.

MR. SHEPHERD:  So you borrowed at 4.54; right?


MR. SARDANA:  That's correct.

MR. SHEPHERD:  And your own chart here says the Q4 long Canadas was 4.01.  I just did the math.

MR. SARDANA:  Right.  But you will appreciate that when we actually borrowed on November 12th, we used the actual Government of Canada bond, quote unquote, that was the benchmark bond at the time, on the day.  And then the spread over that Government of Canada bond.

MR. SHEPHERD:  Sewer saying that was 3.64?


MR. SARDANA:  If that's what the arithmetic works out to, yes, I don't have that in front of me.

MR. SEAL:  It was three point -- sorry.


MR. SARDANA:  If you will just give me one second I can confirm that.  I believe it was 3.59 percent.


MR. SEAL:  Sorry, Mr. Shepherd, don't forget that was also a 10-year debt issue, not a 30-year debt issue.

MR. SHEPHERD:  Okay.  So what you are telling the Board is that from a Q3 average of 3.98, long Canadas went down when you borrowed on November 13th to 3.59 and then leapt back up for Q1 to 3.96.


MR. SARDANA:  But, again, Mr. Shepherd, as Mr. Seal has correctly pointed out, when we did our debt issue last November we did a ten-year term note.

The forecast that we have before you today are 30-year notes, and there is a marked difference between bonds of those terms.


MR. SHEPHERD:  You're saying that difference, the difference between 30-year bonds and ten-year bonds is 110 basis points?

MR. SEAL:  I think we have to be careful on exactly what numbers we're mixing and matching here.


The numbers that Mr. Sardana has indicated for our debt issue in November were actual Government of Canadas on the date, the ten-year Government of Canadas.  The numbers that we have in the table, the forecast table, are numbers produced by the Conference Board and they're actually not benchmarks, but baskets.


So you will see column 6 is a ten-plus-year government bond, so it actually includes government bonds from the ten-year range out to the 30-year range.  That is what is in this column.  Similarly, for column 5, it is a three to ten.  You cannot mix and match those exactly.


MR. SHEPHERD:  Well, see, that makes matters worse for you, though, Mr. Seal, because if that is a basket for the Q2 and Q3 numbers, then implicitly those numbers are higher than a comparable ten-year number will be at that time.


MR. SEAL:  That is true.

MR. SHEPHERD:  What that means is that the spread will be even higher.  So what I don't understand is you are moving from 90 basis points above a benchmark.

MR. SEAL:  For a ten-year issue.

MR. SHEPHERD:  Understood, to 200 basis -- 205.

MR. SEAL:  For a 30-year issue.

MR. SHEPHERD:  For a 30-year issue.  And you don't believe the difference is 110 basis points.  You don't believe the difference between 30 and ten is 110 basis points?

MR. SEAL:  We're talking two things here, we're talking a difference in time, so you compared a spread at the time we issued the debt in November compared to a spread at the time we're forecasting the issue in June, plus you are comparing a ten-year spread versus a 30-year spread.

MR. SHEPHERD:  So --

MR. SEAL:  The combination of those two things, if you want to compare them mathematically and get 110, fine, I will agree with you.

MR. SHEPHERD:  So you're saying part of that increase in spread, part of that -- I guess there is three components to that increase in spread.  The first component is that you are anticipating that the spread between your bonds and long Canadas is going to increase; right?


MR. SEAL:  We are forecasting it is going to be 200 at the time we issue.

MR. SHEPHERD:  That is not my question.

My question is:  Is the spread between what you have to borrow at and what -- and long Canadas in June going to be higher than November?  Is that what you are anticipating?


MR. SARDANA:  No, I don't believe so.  I think even last November we had maintained the spread at 205 basis points and we're still maintaining the spread at 205 basis points.

I think if I can just add a little more to what Mr. Seal has said, when we issued our ten-year notes in November, (a) we issued that note much earlier than anticipated, in fact, than even was approved in rates, and we, THESL, at the costs for that.

We did that for a very good reason.  The bond market had rallied significantly, and that was really the basis for the 90 basis points spread, but we caught the market at a very good time.  It was the lowest spread we could possibly get last year.

MR. SHEPHERD:  You were being opportunistic?

MR. SARDANA:  We were not being opportunistic.  We had good advice from our dealer group and good advice from investor, and so on, and it was the right time.

So that 90 basis point spread is history.  It is done now.  It will be a fluke of you know good luck, or whatever, if we ever get that spread again on a ten-year note.


But that was a ten-year note and it is done.  This is now a 30-year note.  It is entirely different.  The spread is different.  The forecast underlying it is different.  The market conditions underlying a 30-year note are quite different from a ten-year note.


The borrowing public, the borrowing group that looks at a 30-year note versus a ten-year note, is also likely going to be different.  And all we have done is taken an objective view from the Conference Board for the Government of Canada bonds.  

We have taken -- our spread is based on a long-run average spread for 30-year notes, and that is what we have derived.

MR. SHEPHERD:  Okay.  So your suggestion that your spread in November was a fluke, that's not entirely true, is it, because in November 2007, when the indicative rate for long bonds was 4.26, you borrowed at 5.20, which magically is about the same 95 basis points that you borrowed last November.


So that doesn't sound like a fluke to me.

MR. SARDANA:  No.  That sounds like skill to me.


MR. SHEPHERD:  But you're saying that in June you are not going to be skilful?

MR. SARDANA:  We are going to be skilful, but the current forecast for the long Canada bonds is what it is.  The current market spread for long Canadas or corporates over long Canadas is around 200 basis points, and that's our evidence.


MR. SHEPHERD:  I think we have had enough fun with this subject.


Before I leave E1, tab 4, schedule 2, though, I want to ask you about this figure of $700,000 for financing costs.


MR. SARDANA:  Sure.


MR. SHEPHERD:  I am used to financing costs for regulatory purposes being built into the interest rate over the period of the note.  How is this different?  Why is this added in?


MR. SEAL:  Well, in our calculation of the overall cost of debt, these financing costs are built into it.


So if you look at that table, the 538, which is the overall cost of debt for 2010, includes the costs of the coupons, plus the financing costs.  So I haven't shown it in the particular -- these are the coupon rates.  I could have showed you the coupon plus issuing costs, what the rate would have been.


MR. SHEPHERD:  So you have taken the financing costs for November, for example, the November issue, and you have spread them over the ten years of that issue?


MR. SEAL:  That's correct.

MR. SHEPHERD:  And so there is two months of that ten years in -- sorry, no.  Twelve months of that ten years in this number?

MR. SEAL:  That's correct.

MR. SHEPHERD:  You have done the same thing with the June debt and all of the other ones?


MR. SEAL:  And all of the other ones.

MR. SHEPHERD:  So is this just an alternate way of getting to that flotation cost number?

MR. SEAL:  That's correct.  All-in cost, right.

MR. SHEPHERD:  Okay.  Let me turn to -- since we're talking about financing costs, the Board's cost-of-capital report includes a 50 basis point spread for flotation costs; right?


MR. SARDANA:  That's right, yes.


MR. SHEPHERD:  When was the last time you issued debt and had a cost to issue it?

MR. SARDANA:  We issued debt in November of 2009 and there were certainly --

MR. SHEPHERD:  Sorry, my apologies.  Equity.


MR. SARDANA:  Oh, as you know, Mr. Shepherd, we do not issue equity, and the 50 basis points that is implicit in the ERP within the formula is a guideline.  It is -- pardon me, it is part of the guidelines that the Board has said is appropriate for return on equity.


MR. SHEPHERD:  It's correct, isn't it, that you have never incurred a flotation cost associated with the issuance of equity?

MR. SARDANA:  That's correct.

MR. SHEPHERD:  And you have no current expectation that will ever happen in the foreseeable future?

MR. SARDANA:  That's correct.


MR. SHEPHERD:  Thank you.  Let me turn to one other question, and that is relating to valuations.  From time to time, Toronto Hydro-Electric System Limited and THC sometimes are valued; right?


MR. SARDANA:  Sure.


MR. SHEPHERD:  In fact, there was a valuation in 2008; is that correct?


MR. SARDANA:  Not taken -- undertaken by the corporation or any of its affiliates.  I believe that was done by the City of Toronto.


MR. SHEPHERD:  But you are aware of it?


MR. SARDANA:  Yes, I am aware of it.

MR. SHEPHERD:  In fact, they would have had to talk to you to do it; right?


MR. SARDANA:  They did not speak with me directly, but they may have spoken with some senior management.

MR. SHEPHERD:  Sorry, when I say "you", I mean you Toronto Hydro, not you personally.

MR. SARDANA:  Yes.


MR. SHEPHERD:  And are you aware of what the result of that was?


MR. SARDANA:  I'm not, no.


MR. SHEPHERD:  You have never seen that valuation?


MR. SARDANA:  I have seen the Blue Ribbon Report that was produced, but I have not read it in its entirety.


MR. SHEPHERD:  The Blue Ribbon Report says that the value of the equity is probably closer to 2-1/2 to 3 million dollars; is that right?


MR. SARDANA:  I will take that from you.  I honestly do not know.


MR. SHEPHERD:  Would you agree that if your ROE is higher -- if your earnings are higher, sorry, that likely the valuation of your equity is higher, too?


MR. SARDANA:  Mr. Shepherd I can't really comment on that.   I mean, that's one valuation report.  I have no basis to understand how they can derive that value.

So, really, I don't know if I can accept the thrust of your question.  Other things remaining equal, under a host of heroic assumptions, a higher ROE, sure, means my company is now more valuable than it was yesterday, yes.


MR. SHEPHERD:  Let me ask it a different way.  You have done valuations before of companies; right?

MR. SARDANA:  I have, yes.


MR. SHEPHERD:  And the most common way of valuing an operating company is using the discounted cash flow method; right?


MR. SARDANA:  It is one way, yes.  There are a host of other ways, as well.  You can do a comparable earnings.  You can do a discounted cash flow.  There are a number of other ways.

MR. SHEPHERD:  In the electricity distribution sector in Ontario it is true, isn't it, that virtually every valuation that has led to a transaction has been a DCF valuation; isn't that true?

MR. SARDANA:  I don't know that, Mr. Shepherd.

MR. SHEPHERD:  Have you seen one that wasn't?

MR. SARDANA:  I can't say I have.

MR. SHEPHERD:  Thank you.  And isn't it true that a DCF calculation will result in a significantly higher valuation if you increase the assumed ROE?


MR. SARDANA:  I think under a DCF-type calculation, it is valuing a stream of cash flows.  So if you have a higher cash flow with the underlying interest rate that is used for discounting that stream of cash flows remaining the same, then, yes, and that is one of the other things remaining equal assumptions within a DCF, sure that would happen.


But if the discount rate has changed at the same time, then the valuation would be different.

MR. SHEPHERD:  Understood.  Understood.  But all other things being equal, it is true, isn't it, that if you increase your return on equity by 22 percent, you will increase your valuation by 22 percent, other things remaining equal --

MR. SARDANA:  Yes.

MR. SHEPHERD: -- using the DCF method?

MR. SARDANA:  I don't believe it will increase it on a dollar-for-dollar basis it is a non-linear calculation after all.

MR. SHEPHERD:  Why?

MR. SARDANA:  Because you are discounting it through a -- your denominator is an exponent over time.

MR. SHEPHERD:  Understood.  But the total that you are discounting -- assuming you are discounting at the same rate, the total you are discounting has increased by a certain fixed amount; right?


MR. SARDANA:  Again, Mr. Shepherd.  Sure.  I mean if we're just -- in a hypothetical case I will give you that, sure.


MR. RODGER:  I wonder, Mr. Chairman, Mr. Shepherd made reference to a valuation and I wonder if Mr. Shepherd could give the witness a reference, which document and which page Mr. Shepherd is referring to.

MR. SHEPHERD:  I don't have copies of it because I actually thought Mr. Sardana would have a copy with him.  He was the one that pointed it out to me.


MR. WETSTON:  I think we are all familiar with the report.

MR. SHEPHERD:  Exactly.

MR. WETSTON:  Mind you, I haven't laid fingers on it for quite a while.  Let's justify it a little bit more clearly anyway for the record, if we could.


MR. SHEPHERD:  The document is dated February 21, 2008, it is entitled:   "Blueprint for fiscal stability and economic prosperity."  It is the final report of the Mayor's Fiscal Review Panel.  I am looking at page 70.

MR. WETSTON:  I think the chair of that was the former president of Direct Energy, as I recall, the gentleman's name escapes me.


In any event, do we need any more reference for that for the record, are you content with that Mr. Rodger and Mr. Shepherd?


MR. RODGER:  That's fine.  Thank you.


MR. WETSTON:  Go ahead, Mr. Shepherd.  Thank you.


MR. SHEPHERD:  Those are all of my questions.  Thank you.


MR. WETSTON:  Thank you, Mr. Shepherd.  Mr. Warren.


MR. WARREN:  Thank you, sir.
Cross-examination by Mr. Warren:


MR. WARREN:  Mr. Sardana, these questions I think are principally for you.


Let's, if I can, start with some basics.  The application which you filed last summer, I presume reflected your best judgment about what the company THESL needed in order to provide service to its ratepayers.  Fair?


MR. SARDANA:  That's fair.


MR. WARREN:  And if you had believed at the time that you filed it that you needed, for example, an increase in your return on equity, exercising your good judgment, Mr. Sardana, you wouldn't have applied at that time for an increase in your return on equity; is that not fair?

MR. SARDANA:  Excuse me, Mr. Warren.  I don't believe that is fair.  We have stated this in repeated applications that we are prepared to accept the Board's guidelines on return on equity.


This goes back to our 2006 rate application where we came in under the Board's guidelines at a 9 percent, saw that deteriorate in successive rate years to 8.57 down to 8.01.



And all along the way we were fairly active in the Board's consultation process in this matter.


We had stated our views repeatedly that this wasn't -- the fair return standard wasn't working.  Obviously we're pleased to see the Board has remedied that.  So I don't accept that.


MR. WARREN:  Mr. Sardana, you would have been aware that in the past two or three years, for example, Hydro One Networks had applied for a higher ROE than the Board's formula would have allowed.  You are aware of that?


MR. SARDANA:  I haven't read the evidence, but I have heard that, yes.


MR. WARREN:  Okay.  And I take it you would agree with me that if you had felt that a higher return on equity was required, Mr. Sardana, acting responsibly in the best interests of your company, you would have applied for a higher return on equity.  Is that not reasonable, Mr. Sardana?


MR. SARDANA:  I don't believe that is reasonable, Mr. Warren.  You know, we did - again, as I said a few minutes ago, we are comfortable with the Board's formula and the formulaic updates to ROE.  And that is our position.


MR. WARREN:  Can I take it from the logic of that answer, Mr. Sardana, that what you are telling the Board is that you do not apply for - acting in the best interests of the company - you do not apply for all of those things that you feel are necessary to preserve the integrity of the company and provide service to its ratepayers, is that the conclusion we should draw from that?

MR. SARDANA:  No, I don't believe so, Mr. Warren.


MR. WARREN:  Now, the DBRS report that was referred to by my friend, Mr. Shepherd in cross-examination, which for the record is Exhibit E1, tab 6, schedule 1, that report indicated -- it upgraded your rating.  Is that not fair?


MR. SARDANA:  That is correct.


MR. WARREN:  Okay.  And you had that report in hand at the time that you filed your application; is that not correct?


MR. SARDANA:  No, that is not correct.  The ratings upgrade was given to us by DBRS on November 19th.  We filed our application towards the end of August.  The ratings upgrade followed.


MR. WARREN:  What is the ratings upgrade that we are referring to?


MR. SARDANA:  DBRS changed the ratings on Toronto Hydro Corporation from an A with a positive trend at that time, to an A, high.


And the reason they did that is, they cannot keep a company on a trend for a long period of time.  They have to come to a ratings decision.  Of course the trend change could have resulted in an A stable as well, but they have seen some of the improvements that we have been making over time in the operations of the company and gave us a ratings notch lift.


MR. WARREN:  Now, I am looking, sir, at the original Exhibit E, tab -- sorry E1, tab 6 schedule 1 which was dated October 8th, 2008, the one that was filed with the application.

MR. SARDANA:  Yes, okay.

MR. WARREN:  Quoting from that, it says:
"DBRS has confirmed the rating on the senior unsecured
 debentures and MTNs of Toronto Hydro Corporation at A and changed the trend to positive from stable."

Is changing the trend from positive - to positive from stable, I'm sorry, there's a difference in that - to positive from stable, is that not an upgrade in your rating?


MR. SARDANA:  No.  It is not an upgrade.  It is a trend change.  It is an outlook change.

So the ratings change, I believe that you are referring to, is if we were to be changed from an A to a A high or A high to double A, and so on and so forth.

Within that, within a ratings class, they give trends as to where they believe the company is going.  And that's what the positive refers to.


MR. WARREN:  So the rating was changed in the November Filing; correct?


MR. SARDANA:  That's correct.

MR. WARREN:  And that was, as Mr. Shepherd has pointed out, before the Board's cost-of-capital decision.

MR. SARDANA:  That's correct.

MR. WARREN:  Okay.


Now, Mr. Sardana, your evidence, with respect to the return on equity that you are seeking is -- the one that you are seeking now is based entirely on the Board's cost-of-capital report; is that correct?


MR. SARDANA:  That is correct.

MR. WARREN:  Okay.  The last area of examination, Mr. Sardana.  You would be aware, would you not, that the rates which your ratepayers will pay over the coming year will be a function not just of your costs including the return on equity, but a number of external factors, factors external to you.

For example, the global adjustment, the costs of certain Green Energy initiatives, for example, by Hydro One Networks, the special purpose fund and so on and so forth, you would be aware of that, would you not?

MR. SARDANA:  Yes, sir.

MR. WARREN:  Have you taken into consideration the impact on your ratepayers of those external costs?


MR. SARDANA:  We have not taken an explicit look at that, but we are concerned obviously about the rate impacts that are attendant with that.  And that is in fact why we proposed to dispose of the deferral account balances that we have before this Board in this proceeding, in the manner that we did over a two-year period instead of over a three-year period because we believe that would be an adequate and justified rate mitigation.


MR. WARREN:  Are you tracking internally those costs or those external costs?


MR. SEAL:  Sorry, Mr. Warren, which external costs are you talking about?

MR. WARREN:  Talking about the global adjustment, the cost of the Green Energy initiatives by, for example, Hydro One Networks, the potential costs of the so-called special purpose fund.  Indeed the HST.  Factors like that.  Are you tracking those, Mr. Seal, to see what the costs might be?


MR. SEAL:  If when you say "track," you mean are we aware of them and monitoring them?  Yes.  If you say "track", are we maintaining records or hard data on those?  Then I would say, no, not necessarily.

MR. SARDANA:  Perhaps if I can just add to that, with the exception of the global adjustment, which of course we pay to the IESO on a monthly basis and which has increased dramatically, I might add, so we are aware of that one.

MR. WARREN:  I didn't mean, Mr. Seal, to get into a debate about parsing what I meant by tracking.  What I am trying to get at is:  Do you have estimates, ongoing estimates, of what those costs are likely to be?

MR. SEAL:  Dollar wise, no.

MR. WARREN:  Would you agree with me, Mr. Sardana, that one of the ways in which you could mitigate the potential impact on your ratepayers of those external factors would be to, for example, forego taking the benefit of the increased ROE?

MR. SARDANA:  No, I don't accept that, Mr. Warren.  The ROE is a cost to our business, and I don't believe that we should do that.

MR. SEAL:  Mr. Warren, sorry, as part of the settlement agreement, we did file bill impacts assuming the new ROE and the new cost-of-capital guidelines.  So we have looked at the rate impacts using these new guidelines, and it is our view that mitigation is not necessary.

MR. WARREN:  Was the question, Mr. Sardana, of foregoing the -- taking the benefit of the increased ROE, was that put to the board of directors of Toronto Hydro?

MR. SARDANA:  It was not, no.

MR. WARREN:  Thank you.  Those are my questions.

MR. WETSTON:  Thank you, Mr. Warren.  Who is next?  You have returned.
Cross-Examination by Mr. Aiken:


MR. AIKEN:  I guess that is me.  I came back just in time.   

Panel, my name is Randy Aiken.  I am here on behalf of BOMA today.  I am going to start off on the question of taxes.  And in the settlement agreement, section 3.7, there was a partial settlement, and as part of that partial settlement the section 3.7 reads:
"Intervenors accept THESL's evidence that it has followed the Board's methodology to determine PILs."

Now, could I have you turn to appendix B of the settlement agreement, which is a table showing the revenue requirement that has been updated?

MR. SARDANA:  We have that.

MR. AIKEN:  Column 3, the middle column of numbers, that's been updated per the settlement agreement.  There is a small decrease in the PILs number of about $200,000.  Do you see that at line 16?

MR. SEAL:  Yes.

MR. AIKEN:  Am I correct that this reduction reflects the change in rate base and does not include any changes related to the tax rates from those proposed by THESL in this application?

MR. SEAL:  I am not an expert in the calculation of PILs, but it is my understanding that there weren't any changes in the tax rates in this recalculation.  It simply was reflecting the changes we made in the other components of the settlement agreement.

MR. AIKEN:  All right.  Do you agree that the Board's general policy is that the PILs allowance should accurately reflect the most current information available?

MR. SEAL:  Again, I am not a PILs expert.

MR. AIKEN:  Would you take, subject to check, that the Board has enunciated that policy in other decisions?

MR. SEAL:  I will take it subject to check.

MR. AIKEN:  Now, given the wording of the settlement agreement, it's my understanding that when the final rate order is calculated for THESL based on the Board's decision in this matter, that THESL will be reducing the provincial income tax rate from 14 percent to 13 percent to reflect the current reduction?

MR. SEAL:  I have to confer with Mr. Sardana.  We are not exactly sure if that will be the case or not.

MR. AIKEN:  Can I ask you why that would not be the case that you would reflect current tax rates?

MR. SEAL:  Well, again, I am not a tax expert.  I am not a PILs expert, so I am not sure what the change is or whether it is appropriate to include in the adjustment.

MR. AIKEN:  Okay, let me rephrase the question.

If the tax rate is confirmed at 13 percent rather than the 14 percent used in the application, would you then agree that THESL will be updating the result of the Board decision to reflect the current approved tax rates?

MR. SARDANA:  Mr. Aiken, I think perhaps in the interests of time and in the interest of giving you a better answer, we are prepared to take an undertaking and we will file an answer.

MR. AIKEN:  Okay.  Could you add into that not only the change in the provincial tax rate, but the change associated with the eligible amounts for the apprenticeship tax credit -- sorry, the apprenticeship training tax credit and the cooperative education tax credit, both of which have also changed since your evidence has been filed?

MR. RODGER:  This is all pertaining to the impact on PILs; is that right?

MR. AIKEN:  That's correct.

MR. SEAL:  It might be helpful to hear the full undertaking so that we completely understand what we are...

MR. AIKEN:  Does THESL intend to update the tax calculation based on current approved provincial tax rates and tax credits available in 2010?

MS. CAMPBELL:  Are you giving that undertaking, Mr. Seal?

MR. SEAL:  We will, yes.

MS. CAMPBELL:  Thank you.  That would be J2.
UNDERTAKING NO. J2:  PROVIDE ANSWER AS TO WHETHER THESL INTENDS TO UPDATE THE TAX CALCULATION BASED ON CURRENT APPROVED PROVINCIAL TAX RATES AND TAX CREDITS AVAILABLE IN 2010.

MR. AIKEN:  Thank you.

MR. RODGER:  Also just to clarify, Mr. Chairman, in the settlement agreement that my friend refers to, in 3.7 it does say that for purposes of the settlement the intervenors accept THESL's evidence that it has followed the Board's methodology to determine PILs.  However, the amount of PILs will be something that we will deal with.

MR. AIKEN:  All right.  I am going to turn now to the issue of the cost-of-capital.  I have just a couple of questions here.

Again, at appendix B to the settlement agreement, in column 4, I see a short-term debt rate of 2.3 percent.  Is that a place holder at this point in time, or is that the number you've gotten from the Board as to what the rate will be?

MR. SEAL:  The number in the exhibit is a place holder, as it is for the ROE, as well.

Our intention, as we've said, is to update cost-of-capital figures for the Board's approved rates.

MR. AIKEN:  Okay.

Now, with respect to the long-term debt, am I correct that your forecast for the amount and rate associated with this debt is in Exhibit E, tab 1 -- sorry, tab 4, schedule 2, updated as of yesterday?

MR. SARDANA:  That's right.

MR. AIKEN:  And of the five debt issues shown there, four are in place, and the fifth one is for $200 million in June of 2010 at a rate of 5.79 percent?

MR. SARDANA:  That's correct.

MR. AIKEN:  Now, why did this, the amount $200 million, change from the November update, where I believe it was 260 million?

MR. SARDANA:  Well, as you know, Mr. Aiken, when we reached a settlement, our capital budget, as agreed to, came down from $423 million to some $350 million.

So we then ran through those numbers in our cash flow models and which feed into our debt models, and we realized we didn't need to do as large a debt issue, and that was really the basis for lowering the debt amount.

MR. AIKEN:  Okay.  So my follow-up question on that is:  Why do you need $200 million?

MR. SARDANA:  Well, again, we have a capital program, as you know, $350 million, that we're planning on spending in 2010.  That, then, leads to -- to date, we have not been borrowing for capital.  All of our borrowing has been done to replace the city note, and we have been depleting cash over the last few years.

2010 was always the year that we had forecast to run out of our own cash float, and then have to access the market to match our assets and liabilities again through a long-term borrowing.

And, really, that is what you see before you, and $200 million is the current view of what we will require to carry out our capital program.

MR. AIKEN:  Now, if you look at the schedule that was updated yesterday, Exhibit E1, tab 4, schedule 2 -- and I apologize.  I actually don't have it with me.  My computer is in the other room.

MS. CAMPBELL:  Excuse me, that would be Exhibit K2.

MR. RODGER:  Would it help if we handed you a copy, Mr. Aiken?


MR. AIKEN:  No.  I think I am fine without one.  My understanding is that the average monthly amount, long-term debt outstanding is forecast to be about 1.2 billion on that schedule.  Is that correct?


MR. SARDANA:  That's correct.

MR. AIKEN:  Okay.


My question arises because, if you look at appendix B of the settlement agreement, and again, I am looking at column 3 as per the settlement agreement, if you take the rate base of 2.41 -- or sorry 2.14 billion and multiply that by the deemed 56 percent, you get deemed long-term debt of approximately 1.2 billion.


And in fact, if you roll in the 4 percent associated with short-term debt, you get 1.28 billion.


So my question is, why do you need actual long-term debt that is essentially equal to your deemed and short-term debt in total?


MR. SARDANA:  I think to best answer your question, our long-term borrowing requirements are based on -- really are predicated on our capital program.


We are spending on capital using cash today.  We know we're going to now deplete cash by June -- by the June time frame, and that's when it is optimal for us to go out and borrow money.

$200 million is the amount that is required for us to keep that cash at virtually a zero balance but you know obviously while meeting our working capital obligations.  So it sort of steps away from the deemed structure for a bit but it is still tied into the deemed structure.


MR. AIKEN:  Would you agree that if the actual long-term debt were to be constrained to be something in the order of magnitude of, as the deemed long-term debt, you would only need to issue about $40 million rather than the $200 million in 2010?


MR. SEAL:  I am not sure it is totally a relevant question.


We are comparing the actual cash needs of the company and actual debt issuance needs to the deemed structure.

The deemed structure is a structure that is used to determine our overall cost-of-capital for the company, but the cash needs and our investment plans are what is driving our actual borrowing needs, so I am not sure you can compare them in the way you are trying to compare them.

MR. AIKEN:  I guess my question is why can't you borrow some of that 200 million on a short-term basis rather than long-term?


MR. SARDANA:  I think that gets to the fundamental notion of, we are borrowing for capital which are long-term assets, and there is a principle in finance where you try and match your assets to your liabilities and the right signal for a company operating its business is to do just that.

So we are borrowing on a long-term basis to on the liability side to match the assets that we're putting into the ground.

MR. AIKEN:  So all of this $200 million is for long-term assets?


MR. SARDANA:  That's correct.


MR. AIKEN:  Okay.  If we look, again, at Exhibit E1 -- sorry, Exhibit K2, I want to talk about the financing costs.

MR. SARDANA:  Yes.

MR. AIKEN:  In response to a BOMA interrogatory, I believe it was number 46, the response there indicates that the increase in these financing costs are from about $470,000 in 2009 to nearly $700,000 in 2010.  This is related -- this increase is related to the amortization of the CAPEX-related debt issues in 2010 and to the full year amortized issue costs stemming from the refinancing in late 2009.  Have I got that correct?


MR. SARDANA:  That's right.


MR. AIKEN:  Okay.  When you say "amortization costs," does that include things like costs related to the issuance of the long-term debt like charges for underwriters, commissions, brokers, legal fees?


MR. SARDANA:  Yes.


MR. AIKEN:  How many of the 700,000 is related to administration costs outside of those specific items?


MR. SARDANA:  Mr. Aiken, would you be willing to clarify what you mean by administration costs?


MR. AIKEN:  Well, I guess I am looking for a breakdown of the $700,000 that is specifically related to the amortization or the financing fees.

Are there basically a base load in treasury and finance costs as part of that $700,000?


MR. SARDANA:  I see what you're saying.


No, the treasury costs are part of our OM&A budget.  I believe our colleagues at Hydro One do it slightly differently.  They load in some of those costs.  We don't.


MR. AIKEN:  Okay.  That actually was a very good answer, because it eliminated my next four questions, which means I am finished.

MR. SARDANA:  Thank you.

MR. AIKEN:  Thank you.


MR. WETSTON:  Thank you, Mr. Aiken.


MR. WARREN:  Mr. Chairman, with apologies, I wonder if I could, with your indulgence, ask one follow-up clarification to Mr. Seal.

MR. WETSTON:  No objection to that, I assume, Mr. Rodger.

MR. WETSTON:  Go ahead, Mr. Warren.
Cross-Examination by Mr. Warren:


MR. WARREN:  Mr. Seal, in response to one of my questions you indicated that you had calculated, I thought you said you calculated the impact of the increase in ROE and I should have followed up on that to ask:  Did you calculate that in terms of its impact on rates paid by residential consumers?  Because I haven't seen that yet.

I saw Schedule B to the settlement agreement, which gave the gross number of roughly $20 million, but I didn't see a schedule that showed the impact on ratepayers.



MR. SEAL:  Well, in fact, one more page on.  It may not show it the way you are asking for it, but the next page which is a summary of monthly bill impacts does show the overall bill impacts - well, at a distribution level, at a distribution plus rate riders and at a total bill level of the 2010 increase over 2009 rates for our prefiled --

MR. WARREN:  Right.

MR. SEAL: -- EDR and then the EDR adjusted for the cost-of-capital.


MR. WARREN:  Okay.


MR. SEAL:  So specifically, if I look to line 3, which is a residential customer --

MR. WARREN:  Right.

MR. SEAL: -- under our prefiled evidence, the total bill impact was 3.3 percent.  As a result of the EDR it went down to a 1.4 percent bill impact and then the adding in the costs of capital change moves that up to a 2.8 percent impact.


So the cost-of-capital has increased the bill impact from 1.4 to 2.8.


MR. WARREN:  Okay, thanks very much.  I didn't have that page on my copy of the settlement agreement, but thank you for that, Mr. Seal.


Thank you, Mr. Chairman.

MR. WETSTON:  Thank you, Mr. Warren.

MR. SHEPHERD:  Mr. Chairman, Mr. Buonaguro has asked me to ask a question on his behalf.

MR. WETSTON:  Okay, go ahead.

MR. SHEPHERD:  If that is all right.

MR. WETSTON:  Sure.

Cross-Examination by Mr. Shepherd (continued):


MR. SHEPHERD:  Mr. Sardana, you are aware of the loans provided by Infrastructure Ontario.

MR. SARDANA:  Yes, I am, sir.

MR. SHEPHERD:  It's correct, isn't it, that you can borrow at a lower rate from Infrastructure Ontario for long debt than the 5.79 you are currently forecasting?


MR. SARDANA:  Yes, subject to a host of caveats and provisos.

MR. SHEPHERD:  Can you help us with that then?  Why would you not consider that rather than going to the market?


MR. SARDANA:  Certainly.  Well, two points here, really.

We have considered that.  Mr. Couillard, our CFO, and I did meet with Infrastructure Ontario not very long ago, and we had a lengthy discussion with them about their bonds that they offer, their terms, their rates the project financing they are willing to do.  And it became apparent to us during those discussions that the types of bonds that they are offering, A, relate mainly to the capital programs.  So the city note replacement we have been carrying up to now would not qualify.


Equally importantly, they would like their bonds, of course, to be ranked higher than the bonds we currently have in place and the subordination that that would lead to for our current bond holders would be completely unacceptable.

So again, it is a wrinkle that we haven't, you know, decided to take any further or to iron out.


MR. SHEPHERD:  Let me just stop you there.  Presumably Infrastructure Ontario would be willing to negotiate that?


MR. SARDANA:  In the discussion that we had with them, they admitted that while it is not beyond negotiating, they were very reluctant to rank equally across the other bond holders that we currently have.

MR. SHEPHERD:  So they started negotiating already?


MR. SARDANA:  Well, perhaps.


MR. SHEPHERD:  Okay.  Go on.


MR. SARDANA:  The other point is that they specialize in, as Mr. Buonaguro sent the sheet yesterday, with serial and amortizer bonds.  So these are bonds of course that have either a predetermined principal payment all along the way as opposed to a principal payment at the end of the bond's maturity, which is really the kinds of bonds we have been doing, or a declining balance and interest, again, with the principal repayment throughout.

And, again, serials and amortizers aren't bonds that we would entertain at this time, because they don't work for us.

MR. SHEPHERD:  And --

MR. SARDANA:  Again, because of the subordination issue.  They would be ranked higher.  They would be more protected than the bonds we currently have in place.

MR. SHEPHERD:  Let's disaggregate that into two things.  If you are financing a capital program, then presumably that capital program has a term, an expected life; that is, how long you think those assets are going to be around.

MR. SARDANA:  Yes.

MR. SHEPHERD:  And just as when I get a mortgage, you want to pay it off by the time the asset is no longer useful; right?

So why would you not want to have monthly payments or annual payments?

MR. SARDANA:  Well, again, I think it comes back down to the covenants we currently have in place on our current bond issues.

The covenants that would be attendant with these kinds of bonds would be at odds with our current covenants, which would lead to, perhaps - again, subject to a complete exploration of this issue - current bond holders being subordinated to this bond holder, which would be Infrastructure Ontario, and that would be unpalatable.

MR. SHEPHERD:  There is nothing wrong inherently with having debt for a capital program that you pay off on a regular basis.  That is okay?

MR. SARDANA:  I think that kind of financing is done.  Municipalities and municipal corporations do undertake those kinds of financing.

Our current debt structure, our assessment is that it just wouldn't work right now.  But we have not closed the door to Infrastructure Ontario.  We are chatting with them.

MR. SHEPHERD:  The key problem you have is that if you pay back one creditor, the other ones won't be happy?

MR. SARDANA:  In a manner of speaking, sure.

MR. SHEPHERD:  Do you have covenants in your other debt that says you are not allowed to repay any pari passu debt?

MR. SARDANA:  No.  But we do have covenants in our structures that say all debt ranks pari passu.  That includes bank lines.  It includes inter-co debt, as well.  It all ranks pari passu.

MR. SHEPHERD:  So then those covenants would not preclude you in any way from repaying a debt that has monthly or annual payments, would it?

MR. SARDANA:  Well, I think as long as the action that results from that keeps everybody equal, sure.

MR. SHEPHERD:  So then what is the covenant in your current debt that you would be breaching if you took a serial or amortiser debt from Infrastructure Ontario?

MR. SARDANA:  Well, we would have to examine it, Mr. Shepherd, in some more detail.  We have not got to that phase yet, but the indication we received from them was that they would like their debt to rank first.

And that's when we backed away and said, Well, that's fine --

MR. SHEPHERD:  I understand that.  We dealt with that already.  You said there was a second thing, and that is that you have to make payments.  You said that would breach your existing covenants.  I am asking you:  Which covenants would it breach?

MR. SARDANA:  I think it would breach the pari passu covenant.  If we paid one bond holder ahead of the others, it would breach that.  They wouldn't be ranked equally, because they would rank ahead.

MR. SHEPHERD:  And how is that?

MR. SARDANA:  Well, if you are a bond holder and my friend here is another bond holder, but I am paying you first, your principal and interest, and I am only paying this one interest, you would rank ahead, automatically.

MR. SHEPHERD:  No, that's not the case.

MR. SARDANA:  It is in my mind.  You are getting your principal back sooner.

MR. SHEPHERD:  Okay.  So it is your understanding that that would breach your pari passu covenant?

MR. SARDANA:  That's correct.

MR. SHEPHERD:  Okay, I have no further questions.  Thanks.

MR. WETSTON:  Thank you, Mr. Shepherd.  Any other questions for the cost-of-capital panel other than any -- if not, Mr. Rodger, do you have any questions?

MR. RODGER:  No, sir.

MR. WETSTON:  No re-examination?  Does the Panel have any questions?

MR. SHEPHERD:  Mr. Chairman, sorry.  Before this panel leaves, we were going to be able to ask questions --

MR. WETSTON:  I am getting there.  I am trying to do this in an orderly fashion, but I won't forget that, Mr. Shepherd.  Just give me a second.

[Board Panel confers]

Questions by the Board:


MR. WETSTON:  I just wanted to follow up on one -- just one question.  I think it will be quite straightforward, Mr. Sardana.  I think you can answer it.  It actually flows from a question of Mr. Warren.

I think you were getting at a number of costs associated with -- that eventually would be passed on to ratepayers.  I think that is more or less what you were getting at.  And I just wanted to follow up on the global adjustment question.

MR. SARDANA:  Sure.

MR. WETSTON:  I think what you had indicated was, in your words, an increase dramatically in the payments to the IESO?

MR. SARDANA:  That's right.

MR. WETSTON:  Can you give me some idea of what the magnitude of those payments were, some indication of the actual numbers, please?

MR. SARDANA:  Sure.  Appreciate that I don't have the IESO invoices in front of me, but the magnitude has been, in early 2009, the global adjustment balances that we were paying on a monthly basis to the IESO were around 40 to 50 million.


In the latter half of 2009, I think -- I believe starting in around April or May, we started noticing an increase in those balances to the tune now that the GA balances that we paid to the IESO on a monthly basis are around 90 million.  So they have virtually doubled.

MR. WETSTON:  Ninety million per month?

MR. SARDANA:  Per month.  Our cost of power with the IESO, of course, is different from other LDCs, perhaps.  We pay on average between $150 and $250 million, and I believe the highest we have ever paid is just under 300 million.


So, you know, in a monthly invoice of about 160, -70 million, a global adjustment balance of about 80, 90 is quite a bit.


MR. WETSTON:  Yes.  So what do you take from that?  What is your impression of that?

MR. SARDANA:  Well --

MR. WETSTON:  Besides the obvious increase.

MR. SARDANA:  Yes.  So there are -- obviously a lot of the contracts, the heritage assets, et cetera, that are now being priced in and commanding a higher price, obviously, it is starting to have an impact now on our bills, and then, by extension, on our customers' bills.

Just from an operations perspective, it hasn't caused us any hardship to date.  We are still able to manage our cash float.

But, you know, I had a chat with Mr. Couillard just a scant two months ago where I forecast that THESL would start to go into negative, where we might have to dip into lines or borrow from our parent company.

And that was also the basis for running these capital numbers through our cash flow models and our debt models to say, Okay, we don't need 260 million.  We can live with 200, but always tempered by this looming global adjustment and monthly IESO bill that we are seeing.

MR. WETSTON:  The obvious question is:  What are you forecasting?

MR. SARDANA:  Well, we are forecasting the global adjustment balance to continue at that level.  So I have not seen a change down -- you know, to a downward trend in the last few months.

We have seen the global adjustment balance stabilize at around 80 to 90 million for our operations.  We are forecasting that to stay at that level -- for it to stay at that level for the next little while.

MR. WETSTON:  Okay, I appreciate that.  Does anyone have any follow-up questions from my questions?  Nothing?

Okay.  Thank you very much, Mr. Sardana.


MR. SARDANA:  Thank you.

MR. WETSTON:  I don't think the Panel has any other questions, and I don't believe -- I think that concludes the cost-of-capital examination and we have the follow-up item.

I think we have the exhibit to produce as K2?  Do I understand that to be the exhibit?

MR. RODGER:  That's correct.

MR. WETSTON:  Do we have any questions on that matter?  Mr. Shepherd, obviously, you have some questions?  Does anyone have any other questions besides Mr. Shepherd?

MR. WARREN:  I do not, no.

MR. WETSTON:  You do not.  Anyone else?  Will it be just Mr. Shepherd on this?

MR. SHEPHERD:  I feel lonely.

MR. WETSTON:  Mr. Rodger may have one in reply.  Go ahead, sir.

MR. SHEPHERD:  Do you have any direct on this?
Re-Examination by Mr. Rodger:


MR. RODGER:  Just one question, Mr. Sardana.

If you go to the Exhibit I1, tab 1, schedule 1, the updated chart of Exhibit K2, you had mentioned in-chief, and it is shown here on the table, 175 Goddard Street forecast to be sold in 2010, 2.4 million.

Is there any doubt that this transaction will close, and what happens if it didn't close, given that you are seeking this revenue offset for customers to be cleared in this test year?

MR. SARDANA:  The status of Goddard is as follows.  We have received a firm offer.  The prospective purchaser has in fact put a deposit down.  They have requested an extended closing to October.

So we are fairly confident that this will close in 2010 and we'll be able to clear this to ratepayers on that basis.  But I say "fairly confident" because financings do fall through and I don't believe that is the intent of the purchaser.  They're very committed.  It has gone through a series of environmental approvals, et cetera.  The site is ready for them.  So we are fairly confident that it will close.


MR. RODGER:  In the unlikely event it didn't close but you have already given back this 2.4 million to customers, how would you propose to deal with this?


MR. SARDANA:  Well, I believe the named properties is subject to a deferral account treatment or variance account treatment.  If we do not, by some measure, sell this property in 2010, we are still committed to, of course, selling it because it is truly surplus to our needs, then we will track that into the deferral account.


MR. RODGER:  Thank you, sir.  Those are my questions.


MR. WETSTON:  Thank you, Mr. Rodger.


Mr. Shepherd. 

Further Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  Thank you, Mr. Chair.  I just have a few questions and I will preface this by disclosing that 175 Goddard Street is directly across the road from me.  It is 20 metres away so I do know the property quite well.


MR. SARDANA:  Yes. 


MR. WETSTON:  You're not the purchaser, are you, Mr. Shepherd?


MR. SHEPHERD:  You will see from my questions I am not.  It is correct, isn't it, that the purchaser is going to build somewhere around 44 million-dollar houses on this property?

MR. SARDANA:  What they have told us is that -- I don't know if it is 44 or some other number but the property values would be listed by them starting at $300,000 and then going up.


MR. SHEPHERD:  300,000?  That's interesting.

MR. SARDANA:  But we don't get into that portion of the discussions with them.


MR. SHEPHERD:  This was supposed to close last year?


MR. SARDANA:  It was supposed to close last year.


MR. SHEPHERD:  And it was delayed because the purchaser was going through the process of getting municipal approvals?


MR. SARDANA:  I believe that was part of it, but there were also some environmental issues that came up that we had to deal with.  And the soil was determined to be contaminated with sodium.  There were also -- it was a small amount.  Again, don't question me on what small amount refers to, but a small amount of hydrocarbons found in one part of the property which has been cleaned up and we think all of the environmental approvals have now been gained.

MR. SHEPHERD:  This property is right beside one of your substations; right?

MR. SARDANA:  I believe so, yes.

MR. SHEPHERD:  And it was at one point one of your service centres?


MR. SARDANA:  That's correct.

MR. SHEPHERD:  Then for several years was used by Davy TreeTrimming, whatever they're called, as the staging centre for their trucks?


MR. SARDANA:  I believe so.

MR. SHEPHERD:  So it was industrial use for all of this time?


MR. SARDANA:  Yes, that's right.

MR. SHEPHERD:  Many years.

MR. SARDANA:  Yes.

MR. SHEPHERD:  All right.  Do you have a calculation of the net-after-tax gain on sale for each of these ones sold and the forecast for Goddard Street?

MR. SARDANA:  I believe we have provided that.  That is in fact Exhibit I1, tab 1, schedule 1.

MR. SHEPHERD:  That's the result.  I am asking for the calculation.

MR. SARDANA:  Oh, I see.  We can certainly get you that, yes.  We can file that.

MR. SHEPHERD:  Could you undertake to provide those?  I think there is like five of them, I guess.

MR. SARDANA:  Sure, yes.

MS. CAMPBELL:  That would be undertaking J3.

UNDERTAKING NO. J3: TO PROVIDE CALCULATION OF THE NET-AFTER-TAX GAIN ON SALE FOR EACH PROPERTY SOLD AND THE FORECAST FOR GODDARD STREET

MR. SHEPHERD:  Then my last question is the Sterling Road and Underwriters Road, what happened to those?  They were originally expected to be sold.

MR. SARDANA:  Yes, that's correct.  Sterling Road, 211 Sterling Road is the subject of significant environmental damage.  It was next to -- it is next to property that was occupied by a manufacturing company that made transformers, ironically.  And there's been a great deal of oil leakage on to our property.

We have had to take a number of measures to stem the flow of that oil, because it continues to leak.  The costs of clean-up are now rising as we speak, sort of thing.  And because of those issues, we just don't foresee selling it in 2010.  We thought we had a deal with an environmental company to clean it up, and then sell it after that.  That deal fell through.  We are now looking at other measures to make the site stable, first, before we can then proceed to cleaning it up.


Then with Underwriters, we have decided now with the change in our facilities strategy and plans, we are in fact using Underwriters again as a staging area for our emergency response teams.  So most of that property or roughly half of that property is now occupied again.  And we likely will take it up again and remediate it ourselves or renovate it ourselves as needed and use it.


MR. SHEPHERD:  Thank you.  Those are our questions.  Thank you, Mr. Chairman.


MR. WETSTON:  Thank you, Mr. Shepherd.  I guess there is no other questions on the property matter or exhibit?


Mr. Rodger, does that conclude the morning proceeding, then, from your perspective?


MR. RODGER:  I believe it does, sir, and we will be certainly ready tomorrow morning to start with the second panel.

MR. WETSTON:  With respect to the undertakings, I think we had three --

MS. CAMPBELL:  Yes.

MR. WETSTON:  -- today.  When do you contemplate having those undertakings provided to the Board and to participants?  Can you give us an idea?  It doesn't have to be firm but I think the parties would appreciate some idea.


MR. RODGER:  We will undertake our best to deliver them all by Monday.


MR. WETSTON:  Okay, thank you, sir.  Any other matters before we adjourn for the day?


If not, I thank the panel very much and we are adjourned until tomorrow morning, Friday, February 5th at 9:30, at which time we will be dealing with the distributed generation panel at that time.


MR. WARREN:  Mr. Chairman, I have no questions for the distributed generation --

MR. WETSTON:  Generation.

MR. WARREN:  -- panel, I apologize, and with your permission, I won't be here.  I will return on Monday morning.

MR. WETSTON:  Anyone else not returning?  I suspect there will be a number not returning.
MR. FAYE:   Mr. Chair, we have no questions for either of those panels, so I won't be attending.


MS. GRICE:  I am having trouble with my mike.

MR. WETSTON:  I can hear you.

MS. GRICE:  AMPCO does not have questions for the next two panels so we won't be here either.

MR. WETSTON:  Thank you so much.  We are adjourned to the morning at 9:30.  Thank you.


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