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Tuesday, August 24, 2010

--- Upon commencing at 9:26 a.m.


MS. HELT:  Good morning, everyone.  My name is Maureen Helt.  I am filling in for Mike Miller, who has carriage of this matter, but as he is away I am just assisting for the purpose of this technical conference, and I will be only -- I will only be in attendance briefly this morning to basically start the technical conference.


If any issues arise throughout the course of the morning or if it proceeds longer than the morning, Richard Battista knows where he can locate me, if there is an issue that he needs assistance with.


We are sitting today in connection with the procedural order issued by the Board on July 20th, 2010 with respect to Board File No. EB-2009-0278, an application by Algoma Power Inc. for an order approving just and reasonable rates and other charges for electricity distribution to be effective July 1st, 2010 and January 1st, 2011.


In Procedural Order No. 1, the Board ordered this technical conference to occur today.  I understand that a settlement conference is scheduled to commence either later this afternoon, or tomorrow, and continue on until August 26th, if necessary.


I thought how we would proceed today is to first have appearances noted on the record, and then we will deal with preliminary matters, such as how we will proceed with the questions today.  I understand there is one witness panel for the purpose of today's technical conference.  You are not calling any other additional witness panels; that's correct?


MR. TAYLOR:  Correct.


MS. HELT:  Thank you.


So perhaps if we could start with appearances.  I will start.  Maureen Helt, counsel for the Board.  And I have on my right Richard Battista and on my left Silvan Cheung, and Ted Antonopoulos is also present with Board Staff.
Appearances:

MR. TAYLOR:  I am Andrew Taylor, counsel for Algoma Power.


MR. HAWKES:  Scott Hawkes, vice president and general counsel, Algoma Power.


MR. LAVOIE:  Tim Lavoie, regional manager, Algoma Power.


MR. KING:  Glen King, CFO, vice president finance, Algoma Power.


MR. BRADBURY:  Doug Bradbury, director of regulatory affairs, Algoma Power.


MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.


MR. HARPER:  Bill Harper, the Vulnerable Energy Consumers Coalition.


MR. BUONAGURO:  Michael Buonaguro, counsel for VECC.


MR. RICHARDS:  Dan Richards, Algoma Power.


MR. BARBER:  Rod Barber, Algoma Power.


MR. FAYE:  Peter Faye, Energy Probe.  Did that get through, Teresa?


MS. HELT:  All right, then.  If we could perhaps then ask you, Mr. Taylor, how you would suggest proceeding with respect to what you may have in mind.


MR. TAYLOR:  Why don't we let the panel introduce itself?  You guys can just tell a little bit more about what you do at Algoma Power, and then why don't we let the intervenors go in any order that they want, or unless Board Staff wants to go before them.  I don't object.


MR. BATTISTA:  I guess, from an administrative point of view, it would really be a case of do we want to discuss particular questions, follow-up questions, by topic or by party, be it, you know, intervenor 1, 2 or 3.  We can decide that now or we can decide that as perhaps intervenor 1 starts asking questions, that if there is a common topic, then the other intervenors can do supplementals on that, as well.  So that is the only aspect.  We can do that now or we can do it later.


MR. SHEPHERD:  If we can do it by intervenor, if we could -- because I don't have my questions organized in a way that I can logically put them into -- sorry.  Could you hear any of that?


I would prefer to go by intervenor, if possible, because I haven't organized my questions in an issue-by-issue way.  We don't have a formal issues list, do we?


MS. HELT:  No.  That's fine, if you would look to go by intervenors.  Are the other intervenors content with proceeding in that manner?


MR. HARPER:  Yes.


MS. HELT: Do any of the intervenors have any time constraints where they may request to proceed first or later on in the day?


MR. SHEPHERD:  We are all too busy.  That is our time constraint.


MS. HELT:  Is that acceptable to you, Mr. Taylor?


MR. TAYLOR:  It is.


MS. HELT:  All right, then.  If we then perhaps have the witnesses introduce themselves first?


MR. TAYLOR:  You know what?  Actually, on further consideration, I have given out their CVs.


MS. HELT:  Yes.


MR. TAYLOR:  So they have already introduced themselves.  If anyone has any questions for them, they can ask them.


MS. HELT:  Perhaps we can mark the CVs, then, as exhibits to this technical conference.


MR. BATTISTA:  So that will be Exhibit KT1.1.

EXHIBIT NO. KT1.1:  CURRICULUM VITAE OF PANEL FOR TECHNICAL CONFERENCE.


MR. BATTISTA:  And it would be the curriculum vitae of the panel for the technical conference.  So that would be Doug Bradbury, Mr. Lavoie, Mr. Hawkes, and Mr. King.

ALGOMA POWER - PANEL 1

^
Doug Bradbury


Scott Hawkes


Glen King


Tim Lavoie

MS. HELT:  Thank you.  All right, then, we can start with the questions.  Is there an intervenor who would like to proceed first?

Questions by Mr. Harper:


MR. HARPER:  I guess Mr. Shepherd and I had a conversation and I lost the flip of the coin, so I am going first.  I guess we did file questions last Friday, and I guess I was just wondering whether there were -- whether -- how we are going to proceed.  Like, are there written responses to those that are going to be filed, or we are just going to read the question into the record and people will give us an oral response, or how is this going to work?


MR. TAYLOR:  We didn't have time to prepare written responses, so I think we will read the answers on to the record.


MR. HARPER:  Okay, fine.  It impacts whether I have to read the question, as well.  That's fine.  So I will just work through -- I will just work through the questions one at a time in the order that I filed them last Friday.


The first question, which was more of a general question, deals with the response to OEB Staff No. 2, where it stated that:

"...it appears that the Board's IRM rate setting methodology is incompatible with API's legislated rate setting methodology."


However, in OEB Staff 1 b) you states that:

"...API has a 'preference to utilize a form of incentive regulation to set rates for 2012'."


And those two statements seem to be somewhat at odds with each other, and I was wondering if you could reconcile them and confirm what your plans were for 2012.


MR. BRADBURY:  Yes.  As the question -- as our response said, we would prefer in the future to be able to utilize a form of incentive regulation, not necessarily IRM 3 as it stands right now.


We felt it was necessary at this time to file a cost of service, both 2010 and 2011, which we got into.  But obviously, from a perspective of our own -- being able to manage our own work and from a Board Staff or Board point of view of reviewing this application, it would not be our preference to file a cost of service every year.


On the other hand, we know that regulation 442 sets out certain criteria in which the R1 and R2 rates are established, and the rural rate protection plan funding is established.


So we think it is possible to work with Board and possibly an intervenor community to establish an incentive, form of incentive, in which we can respect regulation 442, yet lessen the burden of an annual cost of service filing.


So that is basically what we're saying there, is we -- it doesn't work for us right now, but we think it is possible to develop something that could work and meet the requirements as they're stipulated today.


MR. HARPER:  You would see going through that development process with, say, both Board Staff and interested -- other interested parties during the life of the existing cost of service approval you are going to have for the two years?


MR. BRADBURY:  Quite possibly.  I think we -- the matters before us in these cost-of-service applications need to be addressed.  You know, there's immediate issues that we have to move on with, and there is no -- from the way I view it, there is no quick solution to the IRM.  We have to talk it through and interested parties have to be aware of it.


So it would have to be some type of either written or oral proceeding to set some process.


MR. HARPER:  Okay, fine.  Thanks.


The next series of questions had to do with your proposal for matching up the fiscal data and the rate year date.


The first one had to do -- just basically requested that you:

"...provide copies of all requests or other communications received from either bondholders or the investment community over the last twelve months that resulted in Fortis Inc. and/or FortisOntario providing explanations regarding its financial results that involved the current mismatch between the rate year and its fiscal year for API..."


Or indeed for any of the other distributors –- say, Fort Erie or Port Colborne -- because the same issue would exist for all of them; they're all part of FortisOntario.


MR. KING:  I will answer that question.


We have no materials to provide you, no presentations or no requests.  But let me just talk a little more in general with respect to that.

One of the performance indicators is achieving your allowed ROE.  If the company isn't achieving its allowed ROE, it's -– potentially, it is underperforming, and that is how the markets would look at us.

In the past we have met debt holders, you know, CMPI, and you are asked in general, so I'll talk to CMPI.  CMPI, we have debt holders and we meet them every couple of years they ask how the company is doing, what's the performance of the company, what's built into your rates, what's your allowed ROE, what is your achieved ROE.


Over the next six months, API will do the same thing.  API will go to the debt markets and meet debt holders and have that same introduction.


So the -- and it is complex and it is not transparent to say:  Well, yeah, I'm achieving my allowed ROE, but you can't really see it in my accounting records or in my financial statements, because my implementation date wasn't until May 1st.  So the first four months were on 8.01 versus 9.85.  You know, broader speaking, you know, when we saw the 9.85 allowed ROE that was issued by the Board as reasonable, we were pleased with that.


But for a utility to achieve that allowed ROE, it is very difficult.  You know, in most franchise areas there is very modest growth in energy sales while our operating costs continue to grow.  We are trying to provide reliable and safe electricity.  You know, we have union contracts, so we have increases in our costs but we don't see our top-line increases.  With a four-year IRM period, it is very challenging to achieve that allowed ROE.


This just one small measure to say, you know, by aligning your costs with your expenses, to measure how actually you are achieving in any one given year, and maybe in the first year you might be able to achieve your allowed ROE.


MR. HARPER:  It sounded like a lot of the issue you were raising, though, had to do with the application of an IRM methodology and whether or not that fully compensated you from a cost change, given the change in load, which seems to me to be a different issue than what we're talking about here, which was the change in fiscal date.

MR. KING:  This, by aligning your rate year and your calendar year, our expenses that we are forecasting are the expenses for the calendar year, where the revenues you are forecasting are not the same period.

So that way, when we look at our statements at year-end, we know there is 12 months of rates in there with a set ROE.  And you can say:  Well, what was your achieved ROE based upon that?  You are right; there is -- I added onto that issue by talking about the IRM and how difficult it is to achieve the allowed ROE in Ontario, but this is just one step that will help it, in a small increment.

MR. HARPER:  The second part of the same question I had -- and I probably know what your answer is going to be -- asked if you'd provide copies of any materials you prepared, either by Fortis Inc. or FortisOntario, for use in explaining to either bond holders or the investment community differences between the approved and actual rate-of-return, or any internal materials you prepared to help sort of in discussions with bond holders.  Are there any such materials?

MR. KING:  Yes.  I have no materials to give you.  What I will say, though, in communication with our parent company, Fortis Inc., they're always asking:  What is your allowed ROE?  What you are actually achieving?  When are rates being implemented?  So that kind of question is out there.  So that is explained to analysts and quarterly earnings calls, et cetera.

MR. HARPER:  Finally, the last one had to do with, you know, given that API's rates will not -- I think in one, in response to School Energy Coalition 2(c), I think you indicated that rates would not generally be implemented until after May 1st of the year, and that had to do with how you integrate your rates with the regulation and average rate increase it has to follow for the province overall.


Won't the adoption of a January-1st effective date increase the foregone revenue that will need to be recovered from customers when the effective date is actually implemented and -- through a rate rider, and won't that increase the impact on customers itself through having to have that higher rate rider by going all the way back to January 1st every single time?


MR. KING:  You are correct.  The foregone revenue will increase by pushing back the implementation date.

However, as we did in CMPI Port Colborne, that collection can be over an appropriate period, be it 12 months, be it 24 months.


MR. HARPER:  I guess if you are adjusting your rates every year, though, and going over a 24-month period, you are compounding the problem going forward?


MR. KING:  In subsequent years, our rates would adjust for that significantly.


MR. HARPER:  Okay.  I guess I was just looking -- the last question in this area just had to do with a clarification, because in response to School Energy Coalition 2(c), part 4, you suggested that the rates would be implemented on January 1st.  And as I have indicated elsewhere, you have suggested they probably wouldn't be implemented until some time around May or thereafter.

Can I confirm that your view is actually it would be somewhere around May 1st or there that you actually be would be implementing the effective rates every year?


MR. KING:  Somewhere after May 1st.


MR. HARPER:  Yeah.


MR. KING:  With the effective date January 1st.  That's our proposal.


MR. HARPER:  Right.  So the "implemented January 1st" should probably be read "effective January 1st"?


MR. KING:  Correct.


MR. HARPER:  Okay.  Fine.

The next series of questions had to do with the rate base, actually, and the first, one which I think borders somewhat close to some of the Staff questions, had to do with the -- sort of the treatment or estimation around HST and PST.  I was just curious, how did you determine the HST or PST that you would exclude from the post-January 1st 2010 capital spending?

I think in your application, you indicated that you included up to July 1st -- excuse me, July 1st, not January 1st.  You included up to July 1st, and then you excluded after that.  And I was wondering how you estimated the post-July 1st PST in order to exclude it?

MR. LAVOIE:  Yeah.  As we have stated in response to Board Staff IR No. 5, our accounting system doesn't track the PST.  The amount that you spend on materials are grossed-up, so to speak, and there is no mechanical way or -- of extracting that amount.  So it is very difficult to come up with an estimate for that.

With respect to capital spending, we intend to spend the forecast that we have put in this application, irrespective of the PST.  We don't have an estimate here for you today, but, so...


MR. HARPER:  I guess what I am struggling with is the response to the Board Staff Interrogatory suggested that you had reduced your capital spending for 2010, the dollar value you put in the application, in order to account for the fact that you would be excluding PST, post-July 1st, 2010.


And what you just said now seems to indicate that you don't have a number and you didn't do that, so I was just trying to clarify whether the spending that you have included in the forecast for 2010, was there actually any adjustment made to it to account for the fact that PST would not be an expense that would accumulate to you after July 1st.


MR. KING:  Just if I could step in for a second here, I assume you are referring to OEB 5(a)?


MR. HARPER:  5(a), that's correct.

MR. KING:  Yes.  I think what the statement says is that there is no HST included in July, post-July 1st 2010 costs.  So the numbers that are presented, the capital numbers we're talking in this particular case are the numbers that will be spent.

MR. HARPER:  Right.  So I guess what I'm asking was, presumably you have been using -- how did you determine that capital spending exclusive of HST or PST post-July 1st?  I mean typically people often look at what we spent in the past, what it's cost us in the past to do certain work, and used that to, you know, look at the level of activity in the future and forecast level of activity in the future.  If the past costs have included PST, you know, you really can't use just use those same costs and changes in activity going forward.  You have to make some adjustment.


My concern was since you didn't track the costs, I wasn't too sure how you made the adjustment.


MR. LAVOIE:  With respect to -- in developing some sort of idea of what kind of PST effect would be, with respect to OM&A, we were able to back out some amounts to develop some high-level estimate.

Because of the nature of the business being very high-labour and service-oriented, we, you know, looked at the series of costs that build up in OM&A.  And again, using a very high level top-down approach, we estimated in the range of $30,000 of PST that would impact on OM&A.

On the capital side, you know, extending that kind of methodology forward, we didn't feel there was enough of a magnitude in order to try to work through all of the granular nature of capital and try to determine what that amount was.

There is variances with respect to capital that you are going to experience on a regular basis, and we assume PST being one of those things.  So, again, coming back  to -- what we expect is that the forecasts that we have in there are what we expect to spend, and we did not develop a PST-specific estimate.

MR. HARPER:  So I guess other utilities that have sort of been in a similar position, are unable to feel comfortable with estimating an amount of PST, basically sort of agreed to in part of their 2010 rate approvals have been the establishment of the deferral account to identify what that money that they would have -- you know, that savings they made post July 1st, 2010 were going to be for the year, including a deferral account, with the understanding that it would be refunded to customers at some future point in time.

Would you see yourselves being willing to establish a similar account?

MR. KING:  Our preference is not to set up another deferral account.  We have our share of deferral accounts.  That is not one of our preferences.

We would prefer rates to be set today to exclude a PST/HST impact.

We are setting rates today.  So on the OM&A side, I think we said that there was our top-down approach - and, believe me, it is a top-down approach - and we said there is about $30,000 in OM&A costs.  In nine, eight, average seven.  That is how we it figured out.  So we were going to set rates excluding $30,000.

We don't want to start tracking accounts and tracking OM&A, because we are not sure when we will be in again, and we will track this for five years.  We will set rates today to assume rates do not include any historical PST.

MR. HARPER:  Right.  I understand right now we're talking about capital spending as opposed to OM&A spending.

MR. KING:  Yes.

MR. HARPER:  I guess on the capital spending side, it sounds to me that unlike OM&A, you haven't not made even any top-down estimate, and basically -- so rather than saying there is something in there, I almost interpret it as what you are saying is there really has been no adjustment for this on the capital spending side.

MR. KING:  Well, I think when the engineers produce their budgets, and there is not as many budgetary items in the capital side, the larger projects, they are comfortable with the numbers they have presented.  And so these are the numbers we are going to spend in 2010 and 2011.

MR. HARPER:  Okay.  I will leave it at that for now.

I guess the next area had to do with response to VECC No. 7, I guess, and I was wanting to just confirm, as requested the original question, that over the period 2007 to 2009 there were no road relocations that took place in API's service area such that you would be getting capital contributions associated with those?

MR. LAVOIE:  I think in reading the answer to VECC 7 again, in hindsight, we probably should have added -- expanded the answer a little bit, and so I guess I will do that right now.

It should have been expanded to state that the historical fixed assets have been accounted for net of capital contributions at API.  So from a budgeted standpoint and on -- in the fixed asset schedules, you don't see the capital contributions.

However, having said that, we do have situations where we have capital contributions from customers or from road relocations, and we apply the appropriate recoveries for that and record them directly.  And whatever -- you know, to the extent that API capitalizes, it is directly into the fixed asset accounts.

MR. HARPER:  And the same answer would apply for, say, 2010 or 2011?

MR. LAVOIE:  That's correct.

MR. HARPER:  There is no capital contributions, because basically what you are recording is really the net assets, net of the contributions?

MR. LAVOIE:  Net of contributions, correct.

MR. HARPER:  Okay, fine.

The next question was a follow-up on Staff No. 16, and there you talked about sort of the analysis that you had done to support the sharing of the SAP system, and you talked about looking at alternative stand-alone technology.

I was just looking for more detail in terms of:  What was the alternative stand-alone technology that you looked at, and sort of the level of analysis you went through to determine that would not have been cost-effective relative to the approach that you have taken?

MR. HAWKES:  Yes, I can answer that.  When we acquired GLP -- Algoma Power, they had split the assets over.  That was effective I guess July 1st, 2009.

IT services were being provided under an agreement from transmission.  Initially, they were due to expire in 2010, so no service would be provided beyond that.

We actually negotiated to get one more year to allow us some time to put in a system.  So we were faced with sort of the business continuity issue of not having an IT system.

The obvious choice was SAP, because we use SAP with our other affiliates and we knew what the price was for that.

We then did an estimate - a high-level estimate, not a formal analysis - of what an alternative technology would cost.  We estimated the alternative technology would cost approximately $1 million.

MR. HARPER:  Was that based on the specific technology?

MR. HAWKES:  Actually, it was based on a specific technology, and it was part of an analysis that CNP did.  Canadian Niagara Power in its last rate application considered an upgrade of the SAP system and went through an upgrade analysis looking at technical alternatives to doing an upgrade.

One of the considerations or one of the technical alternatives was switching entirely to a new system, and it was part of that pricing that we estimated that the price for API would be a million.

It is similar in a sense, too, to the Grimsby acquisition when we acquired Grimsby.  They were looking at an alternative technology which was almost double what we were able to put in SAP for.

MR. HARPER:  Okay, fine.  Thanks.  The next question I had has to do with API's overhead capitalization policy.

Again, I think this is somewhat similar to one of the Staff follow-up questions.  The response to OEB Staff 10 suggests that API's overhead capitalization methodology is not fully compliant with the IFRS requirements, and that is why a formal Board approval is required.

In one of our IRs, VECC No. 5(d), we requested clarification as to regarding the IFRS compliance of the overhead capitalization methodology.  Unfortunately, the response we got seemed to deal more with regulatory assets and deferral accounts than with overhead capitalization policies, and I guess I was wondering if you could just clarify for us whether -- sort of whether, in your view, the proposed overhead capitalization policy you are putting forward -- and I realize -- is consistent with our understandings of what IFRS are, and if they aren't, where the non-compliance lies.

MR. KING:  You are correct.  IFRS is a confusing subject.  Let me help to clarify the best I can here.

So to answer your question directly, the overhead capitalization we have proposed is not compliant with IFRS as it stands today.

IESP 16 does not allow for the capitalization of admin overhead.  It only allows for the capitalization of directly attributable costs.  But to add to that, in 2009, the IESP came out with an exposure draft which allowed for the recognition of regulatory assets and regulatory liabilities, that -- assuming the regulator allowed you to capitalize overhead, allowed for the capitalization of overhead.

That exposure draft came out.  There is some comments on it, and that is why we have the proposed delay in the implementation of IFRS in Canada for rate-regulated entities.  So that issue is yet to be resolved.  That is one of the big outstanding issues.

To clarify, though, the capitalization of overhead is really a regulatory asset, is not classified as a regulatory asset that is booked in with PP&E.  So it is really a regulatory asset, so that's why the confusion in the response.

MR. HARPER:  I think that is helpful from my perspective.

The next question had to do with just some clarification to the responses you gave to some of the VECC and SEC IRs.  Your response to SEC No. 7 states that historically API has not capitalized overhead costs, that the change in methodology results in the capitalization of some $821,000 in overhead for 2010.

The response to VECC 22(a) suggests that there was no change in the capitalization of the compensation costs due to this change in the overhead capitalization policy, which led me to believe that there was no -- you know, that this overhead -- that there was no compensation costs being capitalized now that weren't capitalized before.  I was just wondering, does that mean that the overhead capitalization policy doesn't capitalize any -- the change doesn't capture any compensation costs that weren't captured before, or is there some inconsistency in the responses?

MR. LAVOIE:  No, there isn't any, in our view, inconsistence in the responses.

If we just turn to VECC 22, the answer -- or the question 22, our response, I will read it out here, is that:

"There is no change to the direct overhead capitalization."

And the word "direct" is -- was put in there specifically to help distinguish and obviously it hasn't been clear.  But we have had a direct overhead capitalization in place for Algoma Power and Great Lakes Power Distribution for a number of years, and so there is no change with respect to what the Board has seen in previous rate-settings with respect to direct overhead capitalization, which is, you know, the --

MR. HARPER:  The standard thing, you capitalize the labour that's used to build?

MR. LAVOIE:  Exactly.  So in Exhibit 4, tab 4, schedule 2, which is the exhibit where the overhead capitalization is displayed on the FD table, that does not include any portion of the 821.  Therefore, in --

MR. HARPER:  I'm sorry, could you give me the reference again?  Exhibit 4?

MR. LAVOIE:  Exhibit 4, tab 4, schedule 2.

MR. HARPER:  Right.  So we have a capitalization – a compensation, let's say, for 2010, you have compensation capitalized of about $2.3 million?

MR. LAVOIE:  That's correct.

MR. HARPER:  And that doesn't include any --

MR. LAVOIE:  Any portion of the 821, as it relates to employee compensation.

MR. HARPER:  Yes.

MR. LAVOIE:  Yes, there is a portion of the 821 that does include compensation.  So it was -- I guess when we put the application together, we were trying to be consistent with prior information so that we could show that the 821 was a request to -- for a new capitalization policy that we were putting in place as it relates to Glen's prior question, and so we wanted to be, you know, consistent with that.  We did not include it in this.  Maybe in hindsight, maybe we should have.  But --

MR. HARPER:  So does that mean that -- because I think you said there was some more compensation costs that were going to be capitalized now as a result of the change in capitalization policy for treatment of overheads.  I think that is what you just told me in the last couple of minutes?


MR. LAVOIE:  Yes, a portion of the 821, which we're proposing to capitalize.

MR. HARPER:  But that is not captured in the 2.3 million shown in Exhibit 4, tab 4, schedule 2?

MR. LAVOIE:  That's correct.

MR. HARPER:  So the total amount of compensation being capitalized would be greater than the $2.3 million?

MR. LAVOIE:  That's correct.

MR. HARPER:  And the total amount of compensation to be charged to OM&A would be less than the 5.1 million?  The $5.1 million, I am just taking off the same schedule as being compensation charged to OM&A.

MR. LAVOIE:  The portion -- what I am referring to, the portion of compensation that is in the 821,000 on this particular table would be shown as part of the 5.1 million.

MR. HARPER:  Okay.  That would subsequently be pulled out and capitalized?

MR. LAVOIE:  That's correct.  You would see a substitution between those two lines if the 821 is approved as a result of the application.

MR. HARPER:  Okay.  So this table is really done based on the old -- the old capitalization --

MR. LAVOIE:  That's correct.

MR. HARPER:  -- policy?

MR. LAVOIE:  That's correct.

MR. HARPER:  Okay.  As opposed to reflecting any of the impacts of the new capitalization policy?

MR. KING:  In essence, that table should have said "total direct compensation as capitalized" as opposed to the admin portion of it.  So we have apples-to-apples on this table.

MR. HARPER:  Right.

MR. KING:  Right.

MR. HARPER:  Okay.  Thanks.

My next question had to do with dealing with some of the responses dealing with the load forecast.  The first one was just a question of clarification with one of the SEC IRs, and it was SEC No. 17.

I think it was just trying to clarify the headings on the table that you provided in response to that question.  The table shows -- I think the table is meant to show total consumption in kilowatt-hours and total billing in kilowatts, and both columns in the table are headed "kilowatt hours."

I wonder if you could clarify for me what the heading in the last column should be.

MR. BRADBURY:  The heading on the last column is "kilowatts."  It's a sum of the monthly billing demands.

MR. HARPER:  And it is a sum of the total billing demands as opposed to an average?

MR. BRADBURY:  Right.

MR. HARPER:  Okay.  And then in both Energy Probe No. 9 and VECC 14(a), you talked about a couple of new customers or increases in load that you are anticipating.

The first one was in Energy Probe No. 9.  There was an anticipated expansion that you talked about there, and I was just curious, one, if you knew what the kilowatt-hours in kilowatts for 2010 and 2011 were for that, and whether that was actually captured in the current load forecast that you provided.

MR. BRADBURY:  Yes.  We -- during the development of the load forecast, we had already seen some of those loads with regard to parts (a) and (b), and they were factored into the load forecast.  They're integrated within there.

We were reluctant to provide the direct numbers.  It is a singular customer, and by providing the loads of a customer, we were, in our opinion, verging on the privacy of a particular customer.

But in this particular case, during the development of the load, our forecast, we had already seen some of those loads and they were forecasted in for that year.

MR. HARPER:  But the loads that you are seeing now or you anticipate now are higher than what you had incorporated in the forecast?

MR. BRADBURY:  No.

MR. HARPER:  You made the comment you included some of the load, and that is why I was following up to get clarification of what you meant by "some."

MR. BRADBURY:  I think, if I recall correctly, a particular customer had two delivery sites.  He was consolidating it into one delivery site.

MR. HARPER:  Right.

MR. BRADBURY:  So what it did, it changed the dynamic.  We no longer had a diversified -- two billing demands.  We had a consolidated billing demand.  So there was a change in the customer's profile by converting to a singular metered site.

So in our discussion, we were addressing that.

There is, if you go to part (c) of your question, it is a different customer, right?

MR. HARPER:  Yes.  It seemed to me we are talking about two different questions here.  One, the Energy Probe IR was talking about one customer; the VECC question was dealing with another customer.  So I was dealing right now just with the customer you'd identified in response to the Energy Probe.

MR. BRADBURY:  The customer with two service points.

MR. HARPER:  Right.  It struck me it was not only a change in service points, but there was also, because of the way he was reconfiguring the site, going to be an increase in the actual load that the customer was taking as a result of that reconfiguration.

MR. BRADBURY:  That's correct.

MR. HARPER:  You say that your view is that that increase in load has already been captured in the load forecast that you provided?

MR. BRADBURY:  That's correct.

MR. HARPER:  Okay.  Maybe we should move to the second new customer, which is the one identified in the VECC IR.  We can go through a similar discussion on that one, in terms of -- and I appreciate you may have difficulty with exactly what's the load, but is that customer captured in your load forecast?

MR. BRADBURY:  No, it is not.

MR. HARPER:  Okay.  Again, I assume you would have some reluctance to talk about what was the amount of load that we are dealing with here?

MR. BRADBURY:  Yes, I would.  But it is not in the load forecast and...

MR. HARPER:  I was looking at a couple of IR responses where you were dealing with -- I think it is OEB Staff No. 4 and VECC 14(c), where you are dealing with looking at revenues of current rates and trying to, I guess, when you are dealing with revenues at current rates, adjust the volumetric rates for certain customer classes to account for the fact that you got the triple RP.

MR. BRADBURY:  That's correct.

MR. HARPER:  And sort of include that sort of in a grossed-up rate, if I can put it that way, when you are doing revenues at current rates?

MR. BRADBURY:  The methodology used was to take the current level of triple RP funding, knowing how that was allocated in the current rates, which is the 2007 rate hearing, 0744.  We would take that triple RP, and knowing the allocations, we would layer that back on to the revenue that is being recovered through rates.  So we simulate a revenue requirement that matches the expenses.

MR. HARPER:  Right.  And on that basis, you then simulate a variable rate that sort of captures not only the -- that is based not only on the variable rate, but also on a recovery of the triple RP for that class, as identified in the --

MR. BRADBURY:  Simply putting it, what they otherwise would have been in the absence of triple RP.

MR. HARPER:  Right.  I guess what I was curious about, because the triple RP only goes to the R1 and the R2 customers, and I noted in comparing it that the rates you use in that calculation for both street lighting and seasonal classes were different than the actual approved rates.  I was wondering if you could explain to me what the adjustments were for those two classes.

MR. BRADBURY:  For the seasonal customer, we layered in the deferred seasonal amount, because that was -- that was being taken into revenue, but through a deferral account mechanism.

MR. HARPER:  A deferral account.

MR. BRADBURY:  So in order to simulate the rates to recover that deferral amount, we had to layer it back in.

For the street lighting, we did not layer in the foregone revenue, because it is exactly that; it was foregone.

MR. HARPER:  But for purposes of this calculation, you layered it into the rates you were using?

MR. BRADBURY:  Yes.

MR. HARPER:  Yes, okay.  I guess I was curious a bit about that calculation, because is it fair to say that since 2007, the RRRP you have been getting each year has actually been fixed at the $8,861,800 that was calculated as part of your approved rates?

MR. BRADBURY:  My understanding is it is a fixed amount.

MR. KING:  Can you repeat that again?

MR. HARPER:  Like, I think when you got your approved rates for 2007, the identified RRRP value was $8,861,800, and, you know, that was for 2007.  Now we have had 2008, we have had 2009, and I was just curious whether in each of those years the amount of RRRP that API got was a fixed amount, that same fixed amount, roughly 8.9 million, or whether that that amount was a variable amount that varied, say, with the sales that were made to the R1 and the R2 customers.

MR. LAVOIE:  It was a fixed amount.

MR. HARPER:  Okay, fine.  So I guess if we are looking at revenue at current rates -- and I appreciate you are trying to come through one way of grossing up the variable rates with a proxy.  That really isn't sort of a correct characterization of what you would get in, say, 2010 or 2011 if you had revenues at current rates, because you were getting a fixed amount of triple RRRP in each of those years as opposed to an amount that varied with the consumption of R1 and R2 customers?

MR. BRADBURY:  The fixed amount of RRRP would change in each of the rate years, based on the revenue requirement that is defined and the revenue that could be recovered from customers.

MR. HARPER:  Right.  But that is assuming you had a new rate approval.

MR. BRADBURY:  Yes.

MR. HARPER:  Under the existing rate approval, which would be revenues at existing rates for 2010 or 2011, the RRRP would continue at roughly the $8.9 million if you didn't get new rates?

MR. BRADBURY:  I assume it would, yes.

MR. HARPER:  Yes.  Okay.  I had asked -- in the written questions I asked you, as part of part (b), is to sort of -- given the fact that that RRRP is really fixed each year as opposed to being a variable amount, which is the way you characterized it in your calculation of revenue at current rates, whether it would be possible to redo the tables in Exhibit 3, tab 2, schedule 2 to reflect what the revenues at current rates would be for 2010 and 2011, assuming there was no change in the approved rates.

I guess you haven't had a chance to do that yet?

MR. BRADBURY:  No, I haven't.  I would ask you to clarify, in some way.  Like, it is a fair undertaking to go back and do the rate design again.  I find it offers in a layer of confusion when there are multiple designs out in the arena.

I would ask you, if possible, if you could somehow clarify or lay out for me what exactly -- because there's many ways of doing this.  As I explained in the IR response, from a clarity or transparency point of view, knowing that when we ultimately come back to design rates, we have to remove the RRRP, if the RRRP is layered into rates on some proportion of the fixed variable split and both are increased, to a degree it complicates the process, but it doesn't change the end result, whether it be a fixed or variable amount.

It doesn't change the end result of what the rates -- because ultimately the rates will be set on regulation 442.  So by layering it in purely on the variable side, it very clearly, within the rate design, shows how it goes in, how the -- how it matches the revenue requirement, and then it comes back out, because the amount recovered in our current rates escalated by the Board factor of option 1 in the previous proceeding, so...


MR. HARPER:  I understand that.  What I was trying to do wasn't as much dealing with rate design.  It was trying to get a sense of what is actually your revenue at current rates based on what your approved rates are and what your approved amounts of RRRP are.

And for 2010, if you didn't -- you know, if your rates weren't changed, what would your revenues actually be, that goes, one, to calculation of what your sufficiency or deficiency is, and it goes -- it also goes, secondly, to what is the starting point on the revenue allocation by customer class.

Maybe the easiest way to do this is to follow up with a conversation during the break, Doug, if we can maybe do it at that point in time.

MR. BRADBURY:  I am open to -- like, I don't want to be confused that we are refusing to provide the information, but as you appreciate, there is so many ways to do this.  If you are looking for a particular way which aids you in your evaluation, then I would like to do it that way.  But from your question, I am still left with, in my mind -- or when reviewing it, I am still left with, Do I layer it in to the fixed component?  Do I go back to what the original fixed variable splits were?

Like, I don't know how to put it into rates in order to simulate a rate that recovers both the revenue requirement from rates and the funding from the RRRP.

MR. HARPER:  Maybe this is something that is best dealt off line.  We can look at the page together as opposed to trying to do it in front of the microphones, if that is acceptable.

MR. BRADBURY:  That is acceptable to me.

MR. HARPER:  Okay.  VECC 16(c) was dealing with your proposed introduction of a new miscellaneous charge for pulling of postdated cheques, and there we asked you about what was the cost and activities associated with pulling of postdated cheques as opposed to processing a normal payment through the mail that would lead to an incremental cost to the utility.

It still wasn't clear, in reviewing the response you gave, as to why processing a postdated cheque is administratively more costly than receiving a cheque that comes through the mail and somebody has to open the envelope and go through it that way, as opposed to pulling it out of a drawer in a filing cabinet.

MR. LAVOIE:  I guess -- I think we are just not -- we are not on the same --

MR. HARPER:  Page.

MR. LAVOIE:  -- page with respect to what this activity really is.  This activity is an activity of pulling from our records a postdated cheque that has been already processed by the utility, and the customer would just like to have a copy of a previously-processed postdated cheque.

We expect the volume of this to be about ten requests per year, and it is, in our view, an abnormal request, and we don't think that all of the customers should bear the burden of that retrieved from our files.

MR. HARPER:  I apologize.  I thought what you were doing was proposing, if somebody wanted to give you a series of 12 cheques, you are going to charge them every time you went to your file to pull it out in order to make the payment.  So obviously I misunderstood the activity you were proposing --

MR. LAVOIE:  No.  I had the reference here, but in the forecast for that in the table, I think there is ten occurrences per year at $15 a request.

MR. HARPER:  That's fine.  Like I said, it was obviously a misunderstanding on my part.

I think the next question I had had to do with PST related to OM&A, and I think you have already dealt with that in the discussion we had around the capital spending, and you indicated that the estimated amount of PST that you removed from the OM&A was in the order of about $30,000 based on a high-level estimate.

MR. LAVOIE:  That's correct.

MR. HARPER:  Okay.

You indicated, both in the application and in response to VECC No. 29, that there were going to be incremental meter reading costs in the short term.

And I guess this was related to the smart meters that weren't hooked up to the IESO sort of system yet, but you had to go out and manually read until everything was integrated, and you don't have to manually read them now, because you do have an automated reading system and it was short sort of a short-term glitch, if I can put that way, as you move towards full implementation of smart metering.

I guess I was just curious in this as to why, given that, this incremental metering cost wasn't considered and treated as part of the cost of implementation of smart metering.

MR. LAVOIE:  I guess we consider the reading of meters for purposes of billing, in a non-time-of-use perspective, an activity that we need to reflect in our business.

We didn't think that, in our opinion, these incremental reading costs of our existing system for purposes of billing current customers under normal business, albeit as a result, a consequence of the smart meter implementation, would have been appropriate to put in the variance or deferral account for smart meters.  We didn't think it fit the criteria.

MR. HARPER:  Okay, fine.  Thanks.

The next question had to do with -- I think in response to Staff No. 28, you indicated there were certain future cost benefits that would be realized through the adoption of this common SAP IT system we talked about earlier.  I was just curious as to maybe if you could talk about what exactly those cost benefits were and when they will start actually accruing to the utility.

MR. HAWKES:  Yes.  The cost benefits can be characterized in a few ways.  One, the first one would be avoiding a duplication of a cost, because you are sharing a same -- a same IT system.  An example would be a configuration change.

The second example would be sharing of costs.  So that single configuration change, that cost would be shared amongst the utilities.

And a third area is just purely scale, volume discount on things like licensing fees and hardware purchases.

MR. HARPER:  To some extent, are those sort of benefits reflected in the 2010 and 2011 costs you have in your application?

MR. HAWKES:  They would start to accrue once the system is implemented.

MR. HARPER:  And that is expected to be when?

MR. HAWKES:  It is scheduled for the end of 2011.

MR. HARPER:  Okay.  Okay.  Thanks.

In response to OEB Staff No. 32 -- and I was somewhat confused here, because there we were talking about sort of cost drivers and what were some of the savings -- and you sort of changed, in the response you changed and suggested that the elimination of the cost-sharing with the transmission system would actually result in increased costs for API.  I was trying to understand, because I thought you were being charged certain charges by the transmission system on a shared -– excuse me, by the transmission business on a cost-sharing business.

So it struck me that implementation of those charges should actually lead to a decrease in costs, not an increase in costs.  So I was wondering if you could clarify a little bit more your response to that Board Staff IR.

MR. LAVOIE:  Certainly.  I guess trying to decipher the difference between -- when the last time that this utility was before the Board and it was quite a different structure with respect to cost, in terms of how the organization was structured, and in the proceeding MAAD application, EB-2009-0072, talked about the splitting-out of assets with respect to distribution only, exclusive and transmission, and the development of GLP, Great Lakes Power Distribution Incorporated.

In that application, there was an allocation of employees proposed, and that's what resulted as Great Lakes Power Distribution Incorporated was created.

And in a number of areas prior to that splitting of the organization, accounting, procurement, health and safety departments, among others, were a common set of resources.

So the undertaking to develop a standalone business in both of those cases was to move employees to either transmission or distribution, to the best way possible to respect the allocation of resources.

There are some aspects of the business, however, where you can't divide a single person into two, and those areas, however, the need for that particular function is still a requirement.  So that is what we were trying to get at here, is that when you have those disproportionate resources that ended up in one or both, that you would -- you would see actually instead of, you know, 50 percent of a person, you would see one person.

MR. HARPER:  So this had to do with the change in cost-sharing as of July 1st, 2009, when the formal GL split was made between transmission and distribution?

MR. LAVOIE:  That's correct.

MR. HARPER:  Is it fair to say post-July 1st, 2009, there was still some sharing of costs with the transmission side of GLP in certain areas?

MR. LAVOIE:  With a very limited exception -- I would call it a transition period -- no.

MR. HARPER:  Okay.

MR. LAVOIE:  As of July 1st, employees became either an employee of Great Lakes Power Distribution or an employee of Great Lakes Power Transmission.

MR. HARPER:  And there was...

Bear with me for just a second, please.

MR. LAVOIE:  Sure.

MR. HARPER:  So actually, if you could turn up VECC 23, your response to VECC 23(b).

MR. LAVOIE:  Sorry, what was that reference?

MR. HARPER:  Your response to VECC Question No. 23, and it was part (b).

MR. LAVOIE:  Okay.

MR. HARPER:  So in part (b), you list a number of areas where, prior to the acquisition of Algoma by Fortis, there were services that were shared, if I can put it that way.  You list four of them that were shared with GPL and GPT, and I guess this is what led me -- these first four areas here, executive services, finance, information technology, health and safety and environment, they were areas that were served – that were shared prior to July 1st 2009, but not after?

MR. LAVOIE:  That's correct.  I think 2009 was a very eventful year, and I think now that I read it, I see that we're -- we haven't made the distinction between those two time frames, but the organizational reorganization -- reorganization of the company actually started early in 2009, and divisions were even created prior to July 1st where we had allocated employees to transmission or distribution as a division of Great Lakes Power Limited.

July 1st created the movement of employees into those two aspects.  So for the most part, finance, information technology --

MR. HAWKES:  IT would be the only exception.

MR. LAVOIE:  There was a services agreement between health and safety, environment.

MR. HARPER:  So outside of the IT area, the other three, there was no sharing, like Algoma was for all intents and purposes a standalone utility after July 1st, 2009?

MR. LAVOIE:  That's correct.  The steps taken as subsequent to the approval of the Board were in line with the application that Great Lakes Power made to split the businesses.

MR. HARPER:  Thank you.  That was part of my confusion.  I thought they were applying to the post-July 1st 2009 period, and that is where I was getting my confusion from.

I am not too sure if actually then that maybe changes the perspective on the next two questions I had in the same area.

Is it fair to say that -- so post-July 1st, 2009 executive services, finance, health, safety and environment were all provided internally just by Algoma itself?

MR. LAVOIE:  That's correct.  Let me just clarify that.

The proposal in the MAAD application for the separation of business excluded the executive.  So there was still a -- I think there was three individuals that managed both, that had the executive services sort of for both of those companies.

But the organizations below that, in terms of finance, health and safety, environment, regulatory, were all -- operations, engineering, were all separate.

MR. HARPER:  Okay.  Your response to SEC 22(a) suggested that there really -- there wasn't any change in sort of the functioning of the Algoma departments after the acquisition by FortisOntario.  The people in Algoma were effectively doing the same things they were prior to the acquisition, which led me to believe that sort of after the acquisition, Algoma was still doing all of its own standalone from a finance perspective, from a health and safety and environment perspective?

MR. LAVOIE:  For the most part, yes.

MR. HARPER:  Yes.  So that I guess the question would then be -- but as I understand it, through allocations either from CMPI, Fortis or FortisOntario, there was actually charges being made now to Algoma for services in those areas?

MR. LAVOIE:  There is some limited support, and if you just bear with me, I can draw your attention to a schedule here.

In response to -- I am trying to find the one that addresses it most clearly, but in response to SEC IR No. 22, we talk about the nature of limited support from other FortisOntario.

MR. HAWKES:  The limited support are in the areas of finance, regulatory, HR, health, safety and environment and engineering, and post July 1st there were certain areas where there was no service being provided.

So, for example, health, safety and environment is an area where, you know, there is some limited support being provided, and there was also a requirement to gear up, because it had to operate on a stand-alone basis.

So you will see, for example, there are FTE increases in the area of health, safety and environment at Algoma Power Inc., but there is some sharing of health, safety and environment services amongst the Fortis group.  For example, we are trying to implement an integrated health, safety and environment management system, so we are spending time implementing that same system at Algoma.

MR. LAVOIE:  Maybe to put it in, again, a little more context, which I think was asked a little later on, as well, but in the prefiled evidence under Exhibit 4, tab 5, schedule 1, under the services to or from affiliates, there is a report that was prepared by BDR.

And on page 12 of that report, it shows, from an FTE perspective, which maybe will give a little bit more perspective on what we are talking about for a number of sort of person hours that would be allocated.  Algoma Power has in the neighbourhood of 70 FTEs, and this allocation -- and, you know, in total, between regulatory, financial, engineering, health and safety, IT, human resources is about two FTEs.

MR. HARPER:  That is two FTEs being allocated from a combination of FortisOntario, Fortis Inc., CMPI, which I think, if I'm not mistaken, are some of the places where costs are allocated from?

MR. LAVOIE:  That's correct.

MR. KING:  The model is similar to the CMPI model.  Fort Erie is the base.  Algoma Power has -- you know when we acquired Algoma Power, it had, for the most part, its own employee, its own operations, so we are providing some support to Algoma Power in the area of finance, in those areas that are listed.

So they're not running on their own.  There is limited, but some, support.

MR. HARPER:  Just to clarify, and maybe that helps me to put this in context.  That supports roughly, from an allocation perspective, in the order of about two FTEs in total, is what you are saying?

MR. HAWKES:  That's correct.

MR. LAVOIE:  I mean, take an example of, like, health and safety, where, you know, we have, you know, a systemic approach to managing those areas of the business, and so there is, you know, an alignment of those leadership perspectives that is provided from Fortis.

When you look at some of the -- I mentioned that in the prior organization there had been an executive team that oversaw both the Great Lakes Power distribution and transmission, and there were some senior level finance functions that did not come with the acquisition and, therefore, are now provided through this allocation methodology that was adopted.

So there is, you know, layering in some of the limited support that did not -- was not part of the utility, yes.

MR. HARPER:  That's fine.  I think that addresses that area of what I had given you in the written questions.

The next area -- rather than reading the questions, maybe I could just explain what my concern is, and maybe you can see if you can help address it.

In the 2010 applications for Port Colborne, Fort Erie and Eastern Ontario Power, there were allocations made to those utilities for -- sorry, yes?

MR. KING:  Can I stop you there?  Can you clarify?  When you say the 2010 applications?  When I read your question --


MR. HARPER:  For 2010 rates.

MR. KING:  Not applications.  For 2010 rates.  So the IRM applications?

MR. HARPER:  No.  Didn't you have -- I'm sorry, I have my years maybe mixed around.

MR. KING:  2009 applications?

MR. HARPER:  Yes.  They were for Eastern Ontario Power, Fort Erie and Port Colborne.  You applied for cost of service rates to be effective for which year?  Maybe we can confirm that.

MR. KING:  For 2009 they were effective, when, Doug?

MR. BRADBURY:  May 1st, 2009.

MR. KING:  May 1st, 2009.

MR. HARPER:  May 1st, 2009, okay.  Maybe I was a bit off.

MR. KING:  I just didn't know if you were talking about something else when you said 2010.

MR. HARPER:  I guess maybe I had gotten my question wrong here.  So many utilities, so many applications.  I lose track of which year, who is doing what sort of thing, to be quite honest with you.

MR. KING:  Okay, sorry about that.

MR. HARPER:  What I was somewhat concerned about was that at the time that those applications were made, there were allocations made to those three utilities, I guess CMPI in total, if you want to put it that way, because my understanding is those three utilities that compose CMPI, to a large extent, were made from FortisOntario, Fortis Inc.  To those three utilities, a portion of the costs was allocated to them, and then that was built into their rates.

That still continues to be in the rates, as they are now under IRM for 2010 and 2011.  What concerns me now is we are now taking the pot of costs for FortisOntario, Fortis Inc. And CMPI and now allocating a portion of those costs to Algoma, as well.

The original allocation that was done for the base rates, the three utilities, didn't include Algoma, and to what extent, therefore, are we allocating costs to Algoma that -- where the recovery has already been provided for in the rates for those other three utilities because their allocation didn't reflect the fact that Algoma was going to exist.

MR. KING:  That's a fair question.  Fair question.  I understand the question now.

We didn't -- we haven't put together, because of the confusion, any details to show you.

What I will say, we update our cost allocation.  We had BDR update our cost allocation for the Algoma application, and it was a full update.

And we update it on a regular basis, normally on an annual basis.  We don't necessarily always get BDR involved on an annual basis.  We update it certainly for our cost of service, where there is a significant change in our operations, as the acquisition of Algoma Power.

You know, for this application, for the application of Algoma Power, we believe that the costs allocated to Algoma Power are appropriate and the correct costs to allocate.

Whether the costs now being allocated to CMPI are appropriate, I think they are.  You know, it is a matter of timing.

So when does CMPI get updated?  The next time they go in.  Our costs since 2009, our forecasts for 2009, have changed.  Our circumstances have changed.  There is a few more employees, and that is where our costs have gone up, as well.

So our forecast for costs for 2010 has changed, so -- but as it relates to Algoma Power, I think the allocation to Algoma Power is appropriate.

MR. HARPER:  I think that is fine.  It was more whether the implicit allocation to build into the rates of the other three utilities was still appropriate or not, was really the nub of the question.

MR. KING:  Yes.  I think, based upon those applications, when they are heard, the allocations at that point in time are appropriate.  Until they come in for a cost-of-service application again, that would be looked at at that point in time.

MR. HARPER:  Okay.  But I guess what you are saying is that, say, CMPI, Fortis Inc. and FortisOntario, they have added staff and added employees since between, say, 2009 and 2010 to 2011.  Is that a fair --


MR. KING:  There has been some staff added, certainly.

MR. HARPER:  To the extent that the allocation to Algoma, as we have talked about, is only in the order of a couple of FTEs, then it is probably -- you know, there is probably not that much of a mismatch.  I am trying to interpret what you are telling me.

MR. KING:  Well, I will give you a concrete example.  For example, we hired one other person for regulatory.  As you know, we like to do our in-house regulatory, and adding Algoma Power to the mix, you know, poor Doug couldn't handle much more in the way of regulatory.  So we had to add another person as we build our regulatory shop and succession planning, and then all of that stuff.

So we have added to regulatory.  So that is the example of an FTE we have added in anticipation of, you know, applications for CMPI and application of Algoma Power, and whatever else.

So there is an example of a person we hired, and likely primarily driven by Algoma Power acquisition.

MR. HARPER:  You know, that is helpful.  Thank you.

The next question had to do with -- I think Energy Probe No. 19 you provided a breakdown of compensation costs for the different departments or functional areas within Algoma.  It struck me there were a couple -- like, say, the first one was finance, where there was an increase in compensation costs of almost 20 percent between 2009 and 2011, and the employee count only increased by about 4 percent, which led me to thinking you've got an increase in compensation over two years of roughly 16 percent on -- say, 15 percent on a per employee basis, which seemed to me exceptionally high, and I was wondering if there was something that you could -- that actually could explain that that you could share with us.

MR. LAVOIE:  Hopefully some of the description of the reorganization that occurred in 2009 and earlier -- it certainly leads into this, because what -- you know, really tried to be helpful on the tables for FTEs with respect to showing what was the FTE allocation and compensation that was directly attributed to Algoma Power in the previous context of the organization, and then try to compare that to where we are heading in for 2010 and 2011.

As I mentioned when we were talking about the split of the organization and time frames, when you look at certain departments - and certainly there is no exception with finance and engineering - those were areas that were a single -- singular department that was allocated between transmission and distribution on an effort basis in the prior organization, or on a pooled, shared cost, and there was obviously methodologies with respect to that.

So you are dealing with a pool of employees, and the allocation then becomes:  How do you value compensation in that context?

Right now, in 2010 and '11, we have, as I mentioned, a standalone finance area, with the exception of some limited support of FortisOntario.  So now you are dealing with a specific, discrete list of individuals, with salaries and benefits, and so the primary driver of the sort of inequity -– sorry, not the inequity, the disproportionate point you make in -- when you look at it more granular, the more granular you look at it, these things start popping out.

So really it is the staff mix that drives the irregular proportion in the finance area, where you see that, again, you know, compensation increase where there isn't much of a FTE change with respect to 2009 and 2010.

MR. HARPER:  When you say "staff mix" that would be sort of the level of the -- sort of the level of the staff?

MR. LAVOIE:  Exactly.  We had one supervisor, one business controller that oversaw both transmission and distribution.  That particular person is now an employee of Great Lakes Power -- sorry, Algoma Power Incorporated, and transmission obviously would have had to deal with the fact they didn't have one.

So there is an example of, you know, compared to a clerical staff, that is a higher cost of compensation, and you are not changing the effort required in a finance area.  The functions were allocated appropriately and I think, you know, at the end of the day we see from a FTE perspective it would change, however, the compensation mix with respect to individuals changed.

MR. HARPER:  Okay. I think I understand.  Okay.  That's fine.

MR. LAVOIE:  And the same thing with the engineering.

MR. HARPER:  Engineering was the same issue there, yes.

I guess the next series of questions had to do with sort of the service agreements that you filed.  Maybe sort of at a high level, rather than going through individual questions, I assume the service-level agreements that you filed are the existing service agreements that you had with the -- between FortisOntario, Fortis Inc. and CMPI.  And really, is it fair to say you haven't really developed any service agreements yet that incorporate Algoma as one of the parties that will be sharing services with those parties?

MR. HAWKES:  I can answer that.

The services agreement that we filed are basically between FortisOntario and its Ontario licensed affiliates.  It is not with Fortis Inc.  There is no agreement with Fortis Inc.

These agreements -- I guess the answer to that question with respect to API is in evidence in Exhibit 4, tab 5, schedule 1.  It talks about the agreements being due to expire this year, in September 2010, at which time we are going to renew them and they will be between Algoma Power and all of the other FortisOntario affiliates.

In the interim period, because it is such a short time, API and FortisOntario and CMPI are abiding by the terms of those agreements.

MR. HARPER:  Okay.  So it is like –- well, API isn't specifically mentioned on the front covers.  The agreements, they're applicable in sort of the spirit and how they apply to API as well, right?

MR. HAWKES:  Exactly.

MR. HARPER:  Okay.

Next question had to do with VECC No. 19, where we were asking for changes in -- changes in costs from year to year, and you dealt with the increase for 2011, which was $28,000, and said it was related to wages.

The same question was asking for the change for 2010, which was $66,000, and there hadn't been any specific explanation as to what gave rise to that change.

MR. LAVOIE:  The change –- what we -- system outages and system events are difficult to predict.  In northern Ontario, you are dealing with a lot of storm-related outages, and we have built budgets based on historical levels of activity in that aspect.

So the combination of the historical spending, plus the wage adjustments for -- between 2009 and 2010, that was what creates the $66,000 variance.

MR. HARPER:  So it was the wage increases plus increased level of activity?

MR. LAVOIE:  The average of the activity, the 2009 had been a reduced year, and again, it is difficult for us to attribute whether that is storm-related.  So we based it on an average.  So it actually -- the average works out to be a little higher.

MR. HARPER:  Okay.  Thanks.  The next series of questions has to do with the cost allocation and the response to VECC No. 26.

VECC No. 26(e), you provided a copy of a –- a revised copy of the cost allocation study where the total revenues equal the total revenue requirement for the -- for 2010.

The question was asking about how you establish the distribution revenues by customer class in that particular exhibit.  And it appeared to me that the numbers were based on your response to VECC No. 14, part (c).  There was a Table C10 provided there, and it was the "total revenue" column in that table was what you used as the basis for the distribution revenues.  Was that correct?

MR. BRADBURY:  Yes, that's correct.  It was to establish a basis of the distribution revenue in the previous rate decision.

MR. HARPER:  Right.  That was looking at the previous rate decision and what were the distribution revenues by class there.  I understand you just adjusted that, prorated it up to sort of match the revenues that would be required sort of for 2010?

MR. BRADBURY:  Yes, I believe that's correct.

MR. HARPER:  Okay.  I was just curious.  Those distribution revenues you started with -- maybe you've explained this already -- they included an allowance, recognition of the fact that the -- there was a seasonal deferral that was a deferred amount.  Those distribution revenues assumed that that would be recovered, so it was included in the revenues for the seasonal class, that you used in that --

MR. BRADBURY:  That's correct.  They were defined as revenues in the previous decision.  So they were considered revenue.

MR. HARPER:  All right.  Similarly, the street lighting was excluded because that was not defined as revenue?

MR. BRADBURY:  Revenue was surrendered by the Applicant, and so it was not considered revenue.

MR. HARPER:  Now, is it fair to say that distribution of revenues was based on the loads and load forecasts that was made for the 2007 approval?  Like that would have been -- those revenues were based on -- relative revenues were based on the relative kilowatts and kilowatt-hours by class that were part of the 2007 application?

MR. BRADBURY:  That's my understanding, yes.

MR. HARPER:  They were based on 2007 – or the approval, whereas an -- whereas the cost allocation itself when it comes to allocating costs, that you filed with us here now, is basically using the loads in kilowatts for -- forecasts for 2010 to allocate the costs between customer classes?

MR. BRADBURY:  That's correct.

MR. HARPER:  So to some extent, there is a mismatch in this cost allocation between how you have established the revenues, which is really based on 2007 forecast load patterns, and how you allocate the costs, which is really based on 2010 load patterns?

MR. BRADBURY:  There may be some, I agree, but the essence of it, there was never a cost allocation model complete.

So the existing distribution of revenues would have been based on the market opening, I guess, going right back to the 2001 application.

So in some ways, you had to establish a starting point.  The starting point would have been:  How are the revenues distributed under the existing rates?

MR. HARPER:  I guess, then, this goes back to the earlier conversation we had and the follow-up we are going to have, which is one way to do that would be to take existing rates and apply them to the 2010 loads and come up with a -- revenues at existing rates by class.  That --

MR. BRADBURY:  That is essentially why the -- there is no rate design before you right now that matches the updated cost allocation that you have been provided through the interrogatories.

And one of the reasons for that is -- and it comes from experience, I guess -- the more of these rate designs -- like if you create a rate design for each one of the interrogatories, then you lose track.  You know, was that the before-July, or after-July?

So the interrogatories' response gave an updated cost allocation, because it was through the interrogatory process there was an acknowledged shortcoming in the original cost allocation.  So we put a new cost allocation before you, in which the cost allocation matched the revenue requirement that was being sought.

But a rate design has not been, you know -- from the Applicant's point of view, do you put another rate design that really acknowledges each one of the queries that has been brought out through interrogatories, or do you produce it once you have had a chance to discuss it?  And I prefer the latter as being...

MR. HARPER:  I understand.  Is it fair to say that also applies to sort of your proposals with respect to what should be the revenue-to-cost ratios for each customer class for 2010?

MR. BRADBURY:  That's true.

MR. HARPER:  We have an updated cost allocation, but you are still using -- but you haven't -- you know, you haven't refined, let's say, the proposed revenue-to-cost ratios.  They're still based on the old cost allocation.

MR. BRADBURY:  That's correct.  So there is a disconnection in the actual numbers.  What we're putting forward is our methodology would follow through.

Like, if we can come to an acceptance of the cost allocation, an agreement in the manner in which it is done, then you would take those same results, using the same methodology that is in the current rate design, and produce a new rate, realizing of course the rates for R1 and R2 won't change.

MR. HARPER:  Right.

MR. BRADBURY:  They will still be fixed by Regulation 442.

MR. HARPER:  What changes the amount of RRRP by class and, therefore, the total amount of RRRP?

MR. BRADBURY: Correct.

MR. HARPER:  I think you addressed the next written question I had here, which was really trying to look at the disconnect between the results of the cost allocation and the revenues you were proposing to recover by class.  And that's because, as you have stated, you haven't had a chance yet to update the cost allocation.

MR. BRADBURY:  That's right.  I want to stress it is not a reluctance to do it as much as that each iteration will put another layer of confusion before the group, and experience has shown us that we are much better coming to some agreement on the methodology, and then produce a rate design that we can agree on in the way in which it was developed.

MR. HARPER:  The same would apply, I guess, to the results, say, sort of the -- you know, the sheet 02 and the cost allocation produces mins and max for each service charge.  Once you get the methodology, you could then apply that what are the -- sort of the new min and max values coming out of the revised cost allocation?

MR. BRADBURY:  With the min and max, realizing that each of the intervenors, through their own constituency, has asked for a different view of min and max.

We have taken a view that it is in some manner predicated through 442, that if you accept the methodology that was approved in the draft rate order, and then reflected in rates in 2007, then the rates were applied to existing fixed and variable charges.  That is the manner in which this rate design has gone forward.

If we want to get into a debate of whether you should now modify the fixed and variable, then we deviate from the previous proceeding.  So now we have to define are we in a -- is the average rate increase a price cap mechanism or a revenue cap mechanism?

So there would have to be some decision made there, and then a rate design would flow out of that.

But the rate design that's before you right now is predicated on our interpretation of the Board's decision in order 0744.

MR. HARPER:  Is it fair to say the Board's decision for 2007 -- I mean, I think you have indicated there was no cost allocation study done there at that time.

MR. BRADBURY:  Right.

MR. HARPER:  So there was no information on the table as to what was an appropriate rate of service charges for each customer class.  So that when the Board made that decision, it was within the context of the information, or let's say lack of information, it had before it at that point in time?

MR. BRADBURY:  Yes, agreed.  I fully agree with your statement.  The Board had limited -- limited information before it and chose to stay with current rate structure.

However, going forward, we also have to, you know, maintain a certain amount of rate stability.

If you look at the 02 sheet now in the cost allocation model before you, there is a significant change in the minimum system pricing for the R2 customers.

So I think we would have to agree:  Would we phase that in over a period of time?  Would we go there immediately in 2010?  Obviously in the interests of certain constituents, maybe it is better to go there in 2010.

In the interests of the entire customer class, it may be better to phase it in or keep it exactly where it is, and so I think we have to -- that's a decision that, you know, has to be made throughout -- through this process.

So you know each of us -- we have taken the approach that it has to be in the interests of the class.

MR. HARPER:  Would it be fair to say that one of the pieces of useful information in looking at that would be to understand what the bill impacts -- I mean, we're talking about customers in the class.  You have small customers, you have big customers, you have medium-sized customers, and how you do that fixed-variable split is going to result in different bill impacts on small versus large R2 customers?

MR. BRADBURY:  I have worked up the bill impacts that I think were addressed in the SEC technical questions.  I think it is SEC No. 17.

MR. HARPER:  We had a similar one here actually for No. 24 from us, so that if you...


MR. BRADBURY:  The framing of your question I viewed as a little more complicated and would cause us to go back and rethink our rate design, whereas in the SEC question, they said basically I interpreted the question to say:  All things being equal, what would be the rate impacts if you went to the minimum system fixed monthly charge, if I interpreted the question...

That is a fairly straightforward process and doesn't require, you know, rethinking the manner in which your rate design has been completed.

MR. HARPER:  I think that is effectively the same question I posed, which is:  What would be the bill impacts for a large or small R2 customer if you set the monthly charge based on the results of the 02 sheet as opposed to maintaining -

MR. BRADBURY:  I don't -- I have a paper I can pass out.  When we come to that, I have worked up some -- as a forbearance, I guess it is very minor change.  It is -- we're talking a tenth of a decimal place.

MR. HARPER:  I will leave that to when Jay comes to that, because it's Jay's constituency.  I was just trying to follow up.

MR. BATTISTA:  Is there a sense of an undertaking, or do you want to wait until Jay's --

MR. HARPER:  I think when we get to Jay's, he can follow it up.

MR. BRADBURY:  I can answer School's question, but unfortunately I can't answer yours in the manner in which you have -- I haven't worked it out, given that basically I had a few days to respond, and it does take quite a bit of time to work through your rate design models.

So I chose the School one.  The manner it was written, I could do that quite quickly and hopefully provide information that each of you could use.

MR. HARPER:  Part of your proposal is to basically, I guess, reclassify seasonal customers as basically R2 customers?

MR. BRADBURY:  No.

MR. HARPER:  Or R1?

MR. BRADBURY:  Street lights --

MR. HARPER:  Street lights, I'm sorry.  That's right.  It is to reclassify street lights as R2 customers, I believe, so that they -- so they then come under the RRRP umbrella, if I could put it that way?

MR. BRADBURY:  That's correct.

MR. HARPER:  I was just wondering, though.  You gave a rationale for that, and, as I was reading through the rationale, I was trying to think, Well, how does that rationale apply -- well, if I was to try and take that rationale and apply it to seasonal customers as opposed to street lights, would it be clear that they shouldn't come under the umbrella?

I must admit --

MR. BRADBURY:  That is one key difference.

MR. HARPER:  Okay.  That is why I was asking --

MR. BRADBURY:  Basically, it says the service has to be a year-around occupancy.  The seasonal just don't meet that; whereas street lights are -- we view as a public necessity, and they are there year around, and they are really a commercial entity.

MR. HARPER:  So it really has to do with that part of the --

MR. BRADBURY:  If you go through the eligibility for the RRRP, then I believe it is -- it accommodates street lights, we believe, but there is one clause that specifically excludes seasonal occupancy.

MR. LAVOIE:  Maybe if you like, we can turn in our prefiled evidence to Exhibit 8, tab 7, schedule 1.  We lay out Regulation 445/07, which is --

MR. HARPER:  817?

MR. LAVOIE:  871.

MR. HARPER:  My yellow sticky was on it.  Good.

MR. LAVOIE:  In this particular -- there is two regulations that work beside each other on this particular one.  One is this particular one, which reclassifies certain customers.  This is where the eligibility for commercial-type customers were moved into being protected with RRRP.  And so if you look on line 14 where it says the customer is charged by the distributor as a general service classification less than 50 kilowatt-hours, and then the second one at greater.

It was our impression, and we believe the intent of the regulation, because we had reclassified a large consumer -- a large customer into this classification, that general service is a way of suggesting that
commercial type entities are commercial.  So we view street light as being -- fitting that criteria.

Whereas if you look at what specifically excludes seasonal, it is actually down on line 32, where we quote from Regulation 442/01 the specific exclusion of seasonal.  So it is a completely different spot in the regulations.  And so we feel comfortable that not only does the regulation allow for it, the flexibility for it, but it does, as Doug suggests -- we feel strongly, from a – committing -- strongly from a community perspective that this is something that the street lights are owned and operated by the communities in northern Ontario, you know. The entire economy is -- is something that is, you know -- should benefit, in our view, from the triple RP in the context that it is, being a rural nature, being northern Ontario, the -- so we feel comfortable that the regulation allows for it.

MR. HARPER:  My last question deals with -- and I think you have touched on this very briefly earlier -- you talked about your proposal probably now -- your plans, all things being equal, not to move to IFRS until 2013.  I think if the current process the way it is unfolding looks like it will give regulated entities a choice as to when they -- and the choice and opportunity to sort of delay their conversion to IFRS, if that goes through, you would propose to sort of transfer over in 2013.

If that is the case, is it fair to say that you would not require the IFRS deferral account that you currently requested for 2010 and 2011?

MR. KING:  Yes.  We are -- our proposal is if the exposure draft is accepted -- and I always thought exposure drafts were always going to be accepted until I seen the one on regulated accounting -- but assuming it is accepted, we would not move to IFRS until January 1st, 2013.

But we don't know if it will be accepted, first.  We don't know when we will be back in, so we certainly, to answer your question, we would not use it in '10/'11, but we may not be back in before '13.

So we would like to have the account in any event.

MR. HARPER:  That's fine.  That's all of my questions.  Thank you very much for your indulgence.

MR. BATTISTA:  Thank you, Mr. Harper.

I think this is a good time for a break.  And would 15 minutes suffice?  Maybe we could get Schools done before lunch?

MR. SHEPHERD:  Easy.

MR. BATTISTA:  Okay.  So we will see you at quarter after 11:00.


--- Recess taken at 10:59 a.m.


--- Upon resuming at 11:17 a.m.

MR. BATTISTA:  Okay.  I believe we can begin, and Mr. Jay Shepherd will commence the questioning.
Questions by Mr. Shepherd:


MR. SHEPHERD:  Hello, gentlemen.  So I am going to start with some follow-ups on the VECC technical conference questions.  Some of them I didn't quite understand your answers, so I hope you will help me to clarify them.

The first question was about the form of IRM after this application, and I take it that you are not proposing that that form of IRM be discussed in this application as, for example, IRM is going to be discussed in the OPG application.  You are not proposing that be part of the issues list here?

MR. BRADBURY:  I'm sorry, can you repeat your question?

MR. SHEPHERD:  You are not proposing that the method of IRM for 2012 onward be part of the issues list here?

MR. BRADBURY:  That's correct.

MR. SHEPHERD:  So the Board, for the purpose of setting rates for '10/11, should assume no IRM?

MR. BRADBURY:  That's correct.

MR. SHEPHERD:  So things like one-time costs, and all of that sort of stuff, none of those adjustments are appropriate here?

MR. BRADBURY:  Can you give an example?

MR. SHEPHERD:  You know how, in a rebasing, if you know what the period is that is going to be IRM, then you do some math on certain kinds of costs, like regulatory costs, for example, and there is a number of others.

Because we're not going to know what follows on to this, what you are proposing is that we just assume that it is cost of service, cost of service, any adjustments will be later?

MR. BRADBURY:  Yeah, that's -- we have put forward one you did mention.  I believe in our application we -- regulatory costs we have put over three years.

MR. SHEPHERD:  Yes.

MR. BRADBURY:  As I recall.  But other than that, that's the only example that I can recall where we're proposing to put it over future.

MR. SHEPHERD:  Thanks.

In VECC No. 2, Mr. King, you were asked whether there were certain types of documents in (a) and (b) of 2.

I am just following up on your answer, because your answer was not there are no documents.  Your answer was, We have none to give you.

So I want to make clear, do you have any or not?

MR. KING:  There is no documents I am aware of.

MR. SHEPHERD:  Thanks.  Then in No. 3, you talked about the - this is you, Mr. Lavoie, I think.  You talked about the PST implications.  I just did a little math.  Your capex over 2010 and 2011 is about 22-point-something million.

That is -- I am in the right range, right?  I've got 22.3 million over 2010 and 2011.

MR. LAVOIE:  That's in the range, yeah.

MR. SHEPHERD:  I would assume that half of that would be subject to PST, or something in that range, because you've got a lot of big pieces of gear that you are buying; right?

MR. LAVOIE:  Actually, no.  I mean, this utility is a highly labour-intensive utility.  In other words, we're putting up smaller systems.  It is just that there are a lot of single feeder systems that we are replacing.  The right-of-way reclamation project is all labour.

So it is a highly labour-intensive --

MR. SHEPHERD:  Do you have an idea of how much of that $22 million would be purchases?  I mean, it is several million dollars; right?

MR. LAVOIE:  I don't have an estimate.

MR. SHEPHERD:  So the reason why I ask that is because if it were 10 million, by my calculation, that means that the PST in that is $740,000, so that is not an insignificant number; right?

MR. LAVOIE:  Based on that calculation.

MR. SHEPHERD:  So what I want to ask you is:  Is there some way that you can run down, even sort of bigger than a bread basket number, that gives us a sense of what this PST number is?

[Witness panel confers]

MR. LAVOIE:  We certainly don't have anything for you here today.  We could undertake to attempt a calculation.

MR. SHEPHERD:  I would really appreciate that if you could, yeah.

MR. BATTISTA:  Okay.  We will give that Undertaking No. JT1.1.
UNDERTAKING NO. JT1.1:  TO PROVIDE PST AMOUNT INCLUDED IN HISTORICAL CAPITAL BUDGET (best efforts)


MR. BATTISTA:  And it is characterized:  Calculation of PST included in 2010 and 2011 capital budget?

MR. SHEPHERD:  That's right.  Best efforts.

MR. BATTISTA:  Best efforts.

MR. KING:  Can we change that to looking at historical of -- PST included in the historical numbers?

MR. SHEPHERD:  That's great.  Whatever the ratio is, it is not going to be that different going forward; right?

MR. KING:  It shouldn't be.

MR. SHEPHERD:  Okay.

Then in VECC Question No. 5 -- and I just wanted to mention that I think the record will say that you referred to when you acquired Grimsby, and I am not sure Grimsby is aware that you own Grimsby Power now

MR. HAWKES:  Ten percent interest.  Correction.

MR. SHEPHERD:  No, I know.

MR. HAWKES:  You can think of it is as a strategic interest.

MR. SHEPHERD:  I understand, and I just wanted to make sure the record showed that it is not part of your group yet.

But the question I had on this is you looked at a different stand-alone system and said this is going to cost about $1 million, based on your experience with having done some costing of the systems recently; right?

MR. HAWKES:  Yes.

MR. SHEPHERD:  So what was the technology that was that alternate stand-alone system?

MR. HAWKES:  It is an alternate technology being used by other utilities, by certain other utilities in Ontario.

MR. SHEPHERD:  Okay.

MR. HAWKES:  The reason why I am hesitant to give the name is because it would be commercially sensitive information for them.

MR. SHEPHERD:  To?

MR. HAWKES:  Disclose their pricing.

MR. SHEPHERD:  Well, but the pricing wasn't $1 million; right?  Your estimate was --

MR. HAWKES:  Our estimate was a million for the installation at API.

MR. SHEPHERD:  So that sounds like a pretty ballpark figure that anybody could get for a known technology.

MR. HAWKES:  It was a quotation done for the purpose of CMPI and its affiliates in Ontario, and we did an allocation based on what we think would be an appropriate figure for API and determined the figure would be at least $1 million.

MR. SHEPHERD:  But you are not willing to tell us who the vendor is?

MR. TAYLOR:  So, Mr. Shepherd, they would be willing to tell you the vendor if we could do it confidentially.

MR. SHEPHERD:  Why don't we wait until the settlement conference stage and we will talk about it in confidence?

MR. TAYLOR:  Okay.

MR. SHEPHERD:  Thanks.

In your answer to VECC No. 6, technical conference question No. 6, you said that capitalizing your overhead is not compliant with IFRS, but -- and tell me whether I understand this correctly.

If you are allowed to have regulatory assets under IFRS, as is currently under discussion, then the difference between what you are allowed to capitalize in overhead under IFRS and what you capitalize for regulatory purposes will be reflected in regulatory assets somewhere.  Is that what your answer is?

I am trying to understand the connection between the capitalization policy being non-IFRS compliant and the regulatory assets result.

MR. KING:  Well, I don't know if I am answering your question.  Under normal IFRS, you cannot capitalize this admin-type overhead.  Direct overhead you can't capitalize.

So one way of looking at the admin capitalization is it is a regulatory asset.  And, thus, the capitalization of that will be allowed, assuming the exposure draft goes through and assuming the regulator says you can capitalize admin overhead costs.

MR. SHEPHERD:  Let me just stop you there.  So that means your financial statements would still not capitalize that admin overhead, but you would have an asset, which would be a regulatory asset, in place of that capitalized overhead?

MR. KING:  No.  No.  Your financial statements would meet your regulatory accounting, and your finance reporting accounting would be the same.

Assuming IFRS allowed and the exposure draft was accepted, then your accounting, your regulatory accounting and your financial reporting accounting, would be the same.  There might be -- potentially there would be a difference and capitalized overhead might need to be broken out and disclosed separately for financial reporting purposes.  That is one of the things thrown out there.  Let's not group it.  Let's not group in PPE.  Let's throw it out and stick it in the regulatory assets account for financial reporting.

MR. SHEPHERD:  It has the same effect.  It --


MR. KING:  It has the same effect.

MR. SHEPHERD:  You don't amortize it?

MR. KING:  No.  Certainly -- yes, you would amortize it.  When I say "regulatory assets" it is not in the traditional sense as a variance account or deferral account.  It is a regulatory asset.  And only in the sense --


MR. SHEPHERD:  Like tax?

MR. KING:  Pardon me?

MR. SHEPHERD:  Like tax.  Like the tax differential is a regulatory asset, isn't it?

MR. KING:  Yeah, but -- something like tax, yes.  Yes.  It is different, and you would continue to amortize it and you would collect upon as you normally would through rate base.

Except for financial reporting purposes, one of the -- ISB say:  Well, I don't want anything grouped in there.  Anything related to regulatory reporting, just throw it in one bucket together and explain in your notes what is in that bucket.

MR. SHEPHERD:  So the reason I am asking this is because common sense would say -- and I don't mean to say this in a pejorative way -- common sense would say that if IFRS doesn't let -- yet allow you to capitalize this, why wouldn't you wait and put in this capitalization at the time that you know whether you are allowed to or not?

MR. KING:  Good question.  Good question.

As you are aware, that capitalization of overhead is fairly common in our industry.  You know, in Ontario, I am not sure how many do it, how many don't do it.  It is all over the board.  Hydro One certainly does it.  Ottawa Hydro certainly does it.  You are likely well aware of that.

We do it at CMPI.  So we want consistent accounting policies within FortisOntario and be consistent what generally happens out there in utilities.

MR. SHEPHERD:  I see.  But there is a bunch of utilities that are actually going the other way, right?  And removing the overhead capitalization, because IFRS says you can't?

MR. KING:  I am not aware of that.

MR. SHEPHERD:  Oh, okay.  So then in VECC No. 7, you were asked about the capitalization of indirect compensation.  And I didn't hear you tell us how much of that 821,000 is employee compensation, indirect compensation.  Do you know what the number is?  Because in that table, you have 5.1 million of OM&A and 2.3 million of capitalized, but that is actually not correct, right?

The correct numbers, if you include all compensation, is different.  I just wonder how much are we removing.

MR. LAVOIE:  Just bear with me a second here.  We have calculated the -- of the 821,000, 427,000 would be labour compensation.

MR. SHEPHERD:  All right.  So I wonder if you can undertake to refile that table, which I don't even have the reference for, but you know the one I am talking about, right?  The table with the 5.1 and 2.3, in 4, 4, 2, page 1, it is appendix 2L.  I wonder if you could undertake to refile that so that the compensation is split up in the -- as the final result.  Can you do that?

MR. LAVOIE:  I will say that we will -- if I can put the word "attempt" to put it in there.  It is a significant amount of work to work backwards into the –- into the --


MR. SHEPHERD:  Well, I am not looking for to the nearest dollar.

MR. LAVOIE:  Okay.

MR. SHEPHERD:  Just something that gives us an indication.

MR. LAVOIE:  Sure.  We will do that.

MR. BATTISTA:  That will be Undertaking JT1.2, and that is to refile -- and correct me if necessary -- Exhibit 4, tab 4, schedule 2, page 1, appendix 2.

MR. SHEPHERD:  2L, yes.

MR. BATTISTA:  2L, with updated information on a best-efforts basis.
UNDERTAKING NO. JT1.2:  To refile on a best-efforts basis Exhibit 4, tab 4, schedule 2, page 1, appendix 2L with updated information with respect to labour component discussed in VECC TC7


MR. SHEPHERD:  Then VECC Technical Conference Question 15, you said that the cost benefits that would be realized through the system will start at the end of --


MR. HAWKES:  Can I –- excuse me -- just clarify "with updated information"?  I think it was more specific than that, the request.

MR. LAVOIE:  With updated information, maybe we should say with respect to including the labour component of the proposed -- like overhead capitalization discussed in VECC TC7?

MR. SHEPHERD:  That's fine.

MR. BATTISTA:  That will be rewritten in that way.

MR. SHEPHERD:  So VECC Technical Conference Question 15 talked about your future cost benefits of using the common SAP system.

And as I understand what you said, it is -- that starts at the end of 2011, so we are not actually going to see that in this cost-of-service application, right?

MR. HAWKES:  Once the licensing fees start at the end of 2011, you will see it immediately in the licensing fees because it takes it as the benefit of a discount.

MR. SHEPHERD:  So there is an impact already in your 2011 budget, or does it start in 2012?

MR. HAWKES:  The licensing fees, I believe, start in 2011.

MR. SHEPHERD:  Okay.  So do you know how much that impact, that saving is for the licensing component?

MR. HAWKES:  In terms of a group discount?

MR. SHEPHERD:  Yes.

MR. HAWKES:  I don't have an exact number for that, no.  I mean I would be guessing if I said it was around 10 percent, say, in terms of the...

MR. SHEPHERD:  Okay.  Let me ask you a different way.

The SAP system is a little bit more expensive than -- SAP is a fairly expensive system, generally, right?

MR. HAWKES:  Well, I would disagree with that.  It is less expensive than the alternative technology that we looked at.

MR. SHEPHERD:  No, I understand.

SAP is well known in the industry for being an expensive way of doing enterprise computing, right?  It's good, but it is expensive?

MR. HAWKES:  I would characterize it in the latter way, that it meets the requirements of the business.

MR. SHEPHERD:  Okay.  That wasn't my point.  You are saying there are going to be some future cost benefits.  You are going to get a full year of them in 2012, right?

MR. HAWKES:  Yes.

MR. SHEPHERD:  Do you have an estimate of what those cost benefits are associated with using the SAP option?  Is it in here somewhere?

MR. HAWKES:  The cost benefit in 2012 --


MR. SHEPHERD:  Say 2012, yes.

MR. HAWKES:  -- would be the avoidance of the 135,000 paying as a services fee to TX.  That would be the benefit.

MR. SHEPHERD:  Okay.

MR. HAWKES:  And there would be a corresponding increase, I believe, of about 118,000 for the increase in licensing fees and various software fees to be running on the SAP system.

MR. SHEPHERD:  Well, but I thought part of the benefits was things like you already have staff who know how to use the SAP system, so nobody has to be trained and basically it is all -- you are just adding another company to it, right?

MR. HAWKES:  No.  There is two FTEs at API that would be required, plus the allocation to operate the SAP.

MR. SHEPHERD:  Oh, okay.


MR. HAWKES:  I believe it is in evidence that -- the increase in fees that we refer to going beyond 2011, $118,000.

MR. SHEPHERD:  All right.  Then in VECC 16, you were asked some questions about the allocations from the Fortis companies.  Did I hear you say that there is no allocation -- there's no services being provided by Fortis Inc. to API?

MR. LAVOIE:  I don't believe so.  Sorry.  I didn't say there wasn't.  There is in our evidence.

MR. HAWKES:  There was a contract.  It was TC No. 19.

MR. SHEPHERD:  Yes?

MR. HAWKES:  The question was:  Is there a services agreement with Fortis Inc.?  And the answer is no, there is not.

MR. SHEPHERD:  Okay.  But there are services provided?

MR. KING:  Yes.

MR. SHEPHERD:  Okay.

All right.  Then in 17, I am looking at 4, 5, 1, page 3, Exhibit 4, tab 5, schedule 1, page 3, which is -– which is this table of shared services corporate costs allocation.  Do you have that?

MR. KING:  Yes.

MR. SHEPHERD:  So what you are saying, just looking at 2010, is that the Fortis companies are charging API $585,000 in 2010 for various services, right?

MR. KING:  Yes, yes.

MR. SHEPHERD:  And so Mr. Harper was asking you:  Well, what about the allocation from 2009?  I guess the question I would ask is:  Aren't you already collecting that $585,000 from the customers in Fort Erie and Port Colborne and Gananoque?

MR. KING:  I can't say for sure we are collecting all of that.  As we talked earlier, there are some increasing costs in CMPI associated with those categories.

MR. SHEPHERD:  But it is not 585,000 incremental dollars, is it?

MR. KING:  I don't know what the number is.  I don't expect it would be 585, to answer your question.

MR. SHEPHERD:  And if I just do the math for the percentages, because you have percentage allocations  here --

MR. KING:  Yes.

MR. SHEPHERD:  -- if those are grossed up, I get a total budget of about 5,138,000 as the amount that is being allocated, of which 585 is going to API.

MR. KING:  I don't know the numbers.

MR. SHEPHERD:  But that's the right way of doing it, right, is just gross up those allocations --

MR. KING:  You could probably back into it, I'm sure, yes.

MR. SHEPHERD:  So do you know how much that 5,138,000 has increased from 2009 to 2010?

MR. KING:  Off the top, I don't.

MR. SHEPHERD:  Now, Mr. Bradbury, you were asked -- in VECC 21 you talked to Mr. Harper about the rate design questions.

And am I right in concluding that what you are saying is there is a whole lot of things that have happened in the interrogatory process, and what we proposed doesn't apply anymore?

Now we are basically going to go and talk about it and figure out what the correct rate design should be or the better approach should be?

MR. BRADBURY:  I think what I am saying is it doesn't apply if the -- if we were to accept the notion that the 2010 loads and current rates established the basis, or is it the 2007 Board decision establish the basis?

MR. SHEPHERD:  You mean in terms of the cost allocation?

MR. BRADBURY:  Of your starting point for cost allocation.  And I know you put forward that it should be the -- if we come to an agreement in that, then, yes, we will produce one, and...

Quite frankly, I am indifferent to which way we do it.  My reasoning at the time was it had to have a basis on something that was approved, and the most recent approval was the 2007 Board decision.

So it is a basis that is -- the cost allocation begins its life, if you want to call it that, on the basis of an approved amount.

If the general acceptance is that we do it based on the approved rates from 2007 and the forecasted volumes, then we have no objection to having that being the starting point for rate design.

MR. SHEPHERD:  I understand.

Presumably in ADR this is one of the things we're going to talk about.

MR. BRADBURY:  Yes.

MR. SHEPHERD:  But I guess what I was sort of asking is, from what you said earlier, it sounded like you were saying right now our proposal that is on the table doesn't count anymore.

What you are saying is, No, that's still our proposal, but we understand there is a bunch of different views and we have to talk about it?

MR. BRADBURY:  I'm saying that is the basis of the rate design that is before you right now.

MR. SHEPHERD:  So you are not proposing that if it is not settled in ADR, you will have to file some new evidence before the Board.  You are not saying that?

MR. BRADBURY:  No.

MR. SHEPHERD:  Okay, good.  I misunderstood.

So that is my questions to follow up Mr. Harper.

I want to ask you, then, the questions that we provided to you.  Some of them you have already answered, so I will just skip over those or refer to them.

The first one really raises an issue that we are going to have to talk about in a number of contexts, and that is what we said is:
"Please advise to what extent, if any, the need for a substantial and immediate rate increase was factored into the purchase price and terms..."


When you bought Algoma Power:
"Please provide all documents relating to the purchase – including agreements, correspondence, emails, presentations, analyses, and any other documents - that deal directly or indirectly with the need for a substantial and immediate rate increase."


So let me just give you the context.  I have done a lot of buying of companies and I know that one of the things that you do is you do a cash flow, a forward cash flow, and you make some assumptions about what your price is going to be.

What we are trying to determine is:  Did you get a discount or a premium, or is there some consideration of future rates built into your price, because that may affect the extent to which given rates are appropriate at -- for this year?

And so, first of all, I am going to ask:  What discussions were there about rate increases during the course of the acquisition?

MR. KING:  Just going back to your statement, given that rates were appropriate for this year, so help me understand.  That's why you are asking for a cash flow, given that our rates are appropriate for this year?

MR. SHEPHERD:  Yes.  So, for example, if in the course of the acquisition you did an analysis that said, Well, we could operate this utility on X dollars per year, and base your purchase price on that, but you are actually asking for X plus Y dollars a year from the Board, the Board should know that.

MR. KING:  To answer that question, you know, sure.  If you buy companies, you do cash flows.  And, sure, we assume rate increases.  You know, you run a cash flow out for 25 years, you assume rate increases, and those rate increases that we assume are the costs that we will look to collect from our customers.

There is no difference between the numbers we had in our models than the numbers that we will look for in rate increases.  There is no discount or premium involved.

MR. SHEPHERD:  So this application, then, has as revenue requirement for each of 2010 and 2011 exactly the same numbers as you put in your models?

MR. KING:  I never said that, no.

MR. SHEPHERD:  That's what I understood you to say.

MR. KING:  No, I never said that.

MR. SHEPHERD:  So they're different numbers?

MR. KING:  They're marginally different numbers, yes.

MR. SHEPHERD:  Okay.  So then I am going to ask you to provide those.

MR. KING:  What the purchase price was is not relevant, and I can't see the relevance.  We bought the shares of a company.  There is no premium included here.  We are presenting costs that would prudently represent what the costs to run those companies are.

MR. SHEPHERD:  I am asking you, if you did a forecast when you purchased this company that has a different number in it for 2010 revenue requirement, I think the Board should see it and I am asking you to provide it.

MR. KING:  So you are asking if my operating costs were different.  Is that what you are asking?

MR. SHEPHERD:  Capital spending or any of the components of revenue requirement.

MR. KING:  I will tell you what we can provide you.  When we purchased the company, we presented our operating costs and we presented our capital in our MAAD application.

MR. SHEPHERD:  I have read that.

MR. KING:  Appendix F.

MR. SHEPHERD:  Yes.  There is not very much in it.

MR. KING:  Appendix F -- well, do you have a copy of that?

MR. SHEPHERD:  I have.

MR. KING:  How do you have a copy of that?

MR. SHEPHERD:  Not the confidential documents.  I am getting to those.

MR. KING:  Well...

MR. TAYLOR:  That's what you don't have.

MR. KING:  That's what you don't have.  So the number that is in that confidential document, which I am presuming you don't have --

MR. SHEPHERD:  Yes.

MR. KING:  -- is pretty much the same number that is here, which is not much different from the number that Brookfield provided in its MAAD application with the splitting of GLPL and GLPDI.  So the Board has seen that number three times.

MR. SHEPHERD:  Okay.

MR. KING:  So if you asked if we are changing the number to collect some premium, what we have presented in front of you are the numbers to operate the company.

And it would be up to you to say, Well, I don't think you need that number to operate the company.  But the numbers we have in front of you are those.

MR. SHEPHERD:  So then I will skip over, then, to our question --

MR. KING:  Can I just continue on for a second?

MR. SHEPHERD:  Oh, sure.

MR. KING:  But with respect to the rate application and the application before this Board, Brookfield filed an application GLPL filed an application in 2007.  This is 2010.

There was expectation by the Board, if you read -- when you read the decision, there was expectation by the Board for Brookfield to come in.  Rates were made interim on April 30th, 2009.  There was commentary in there about when you come in next year.

So, you know, Brookfield and management of Brookfield said, We are going to go in to file a rate application, but because of the sale and the splitting, and all of those, it got delayed.  So our rate application wasn't filed July 1st, 2009 with the split. It wasn't filed October 8th when Fortis acquired it.  July 1st was the rate application from the Board.

The costs are the costs.  The cost structure hasn't changed since.  That was presented three times to the Board, including this time.

So, you know, when do you file a rate application?  We are filing a rate application now, because Brookfield and management were due to come in.

MR. SHEPHERD:  I wasn't actually asking about the timing of the rate application, although I do have a question on that, I think.

But I am really trying to figure out what internal forecasts you did.  So one of the forecasts you did was appendix F in the MAAD application; right?

MR. KING:  Correct.

MR. SHEPHERD:  So I am going to ask you to undertake to file that in confidence.

MR. KING:  I will do that.

MR. TAYLOR:  Well, we actually have copies here and I don't know if we need to file them in confidence.

MR. KING:  We have copies.  We brought copies for you.

MR. SHEPHERD:  There you go.

MR. TAYLOR:  Would you like it now?

MR. SHEPHERD:  You read my mind.  Yes.

MR. BATTISTA:  Just to be clear, this is a public document, not a confidential?

MR. TAYLOR:  It was filed in confidence in a different proceeding.

MR. BATTISTA:  Right.

MR. TAYLOR:  Now it is being filed again, on the public record, though, this time.

MR. BATTISTA:  On the public -- you are comfortable with that?

MR. TAYLOR:  Yes.

MR. BATTISTA:  We will give that Exhibit No. KT1.2. Could I have a reference, please, as to what it is?

MR. TAYLOR:  This is a pro forma financial statement for GLPDI.  Dated when?

MR. SHEPHERD:  This is the version filed in your MAAD's application, or in the GLP application?

MR. LAVOIE:  In the -- in your reference, it is appendix F to the MAAD application, EB-2009-0282, which is the --

MR. SHEPHERD:  The Fortis one?

MR. LAVOIE:  The Fortis.
EXHIBIT NO. KT1.2:  Pro forma financial statement for GLPDI from Appendix F to MAAD application EB-2009-0282.

MR. BATTISTA:  Thank you.

MR. KING:  We don't refuse all of your requests, Jay.

MR. SHEPHERD:  I am sure we will find one that you can refuse.

MR. KING:  I said "all."

MR. SHEPHERD:  Is there anything that you want to explain in this that will help us to understand them?  Or is this -- are they self-explanatory?

MR. KING:  I will just point out a couple of things.

MR. SHEPHERD:  Thanks.

MR. KING:  These are in high-level round numbers.  Operating expense, you see, as we have presented here, we're -- page 2, sorry, the income statement, the pro forma income statement for 2010, the operating expenses that is presented here were $9.9 million.

I can find the reference and the number that we have -- are requesting in this rate application is...

MR. SHEPHERD:  Nine million, 670?

MR. KING:  Nine -- on 4, 1, 1, 9 million dollars.  If you were to add back, I don't think we assume in this -- the overhead capitalization in this policy for this.

So they're pretty much the same number.

MR. SHEPHERD:  Okay.

MR. KING:  Now, I will also point out that, from a capex perspective, in this pro forma, we had assumed it was $12.2 million on the pro forma statement of cash flows.  I will tell you what the number is in...

$11.4 million is an amount included in the rate application.

MR. SHEPHERD:  Okay.

MR. KING:  So it just goes to demonstrate the number we filed with the Board is not inconsistent.  In actual fact, the capex was lower.  Besides the change in accounting policy, our requested, proposed change in accounting policy, the number is around $9.9 million or nine net.

MR. SHEPHERD:  The distribution revenue figure which you filed for is 18.9, and you said here 19.0.  But that 19.0, it assumes -- it doesn't include that $821,000 as part of the assumptions.  So, sorry, your 18.9 has 821 taken out of it, right?

MR. KING:  Which 18.9 are you referring to?

MR. SHEPHERD:  That is the 18.9 that is your service revenue requirement for 2010 in your application.

MR. KING:  What page are you referring to?

MR. SHEPHERD:  I am actually looking at -- I can't read it.  But it is all over the place.

MR. HARPER:  I think one reference would be in your sufficiency-deficiency calculation, which is Exhibit 6, tab 1, schedule 2, page 1.

MR. SHEPHERD:  18 million, 928, right?  Yeah.

MR. KING:  Let me just get there.  As you say, there is numbers all over the place.  8,928.  Okay.  Yes.

MR. SHEPHERD:  So on an apples-to-apples basis, that would be 19.7, if you added back in the 821 that you're capitalizing?

MR. KING:  Yes.

MR. SHEPHERD:  And you told the Board it would be 19.  Is that difference because of the higher ROE?

MR. KING:  Some of it is related to a higher ROE, yes.

MR. SHEPHERD:  Okay.

MR. KING:  I don't know the exact reason.  I don't know those numbers.

MR. SHEPHERD:  Okay.  Thanks.

Still on that first question, though, were there any adjustments in your price associated that would arise depending on the outcome of this proceeding?  That is, were there any representations that would require Great Lakes Power to pay you back any money, for example?  Were there any variable parts of the purchase price based on what your rates were in 2010 or thereafter?

[Witness panel confers]

MR. HAWKES:  Jay, similar to our response to SEC 12, this is a cost-of-service application, and we are not providing the share purchase agreement or those supporting documents, as what was paid for the company in the share purchase is not relevant to the ratepayer.

MR. SHEPHERD:  Okay.  I am not asking for those documents yet.  I am asking whether there is a term in it that gives you any money depending on the result of this rate application.

MR. TAYLOR:  Well, I think along the same lines, they're not going to provide any information on the terms of the agreement, as well.

MR. SHEPHERD:  So your position is that whether or not you get a benefit associated with this rate application is not relevant to the Board in deciding the rate application?

MR. TAYLOR:  That's correct.

MR. SHEPHERD:  Okay.  That's a refusal?

MR. TAYLOR:  Yes.

MR. SHEPHERD:  I knew we would find one.

Our second question was:
"Please advise why there have been no changes in the budget process and other operational procedures such as maintenance since the acquisition."

You have standardized processes for a lot of things, right, at Fortis?

MR. KING:  We have ways of doing things at FortisOntario and CMPI, but I think as we discussed earlier, there is limited involvement of FortisOntario within Great Lakes Power.  The processes there, that they still have their own finance staff, their maintenance programs, the processes haven't changed.

MR. LAVOIE:  I guess, to be a little more specific, you know, in Exhibit 1, tab 2, schedule 2, the budget process which is laid out in the application, API has used that process for a number of years.  So that is basically, you know, that is what that process is -- continues to be used.

Similarly, in Exhibit 2, tab 5, schedule 1, prefiled evidence, the operational procedures described in that exhibit are also something that have been used a number of years.

MR. SHEPHERD:  The point of our question was this:  Why is Fortis not asking Algoma to do its budgeting and its operational standardization in the same ways that Fortis has already decided is the best way to operate?

MR. KING:  Well, okay.  Algoma has their own practices.  They have their own accounting systems, which are somewhat different than ours.  So they rely on their own systems to present that.  While we think our systems are good, they think their systems are good.  We are not big brother going to walk in and say we know how to run a utility.  They have been running a utility and their finances haven't changed.

Certainly we had comments on their process or on their results, et cetera, but...

MR. SHEPHERD:  Okay.  Question 3, our Technical Conference question 3, you've already answered.

Our question 4 relates to SEC No. 10.  And just a couple of clarifications.  You said in your response in number (a) that there are no tax losses, there's no loss carry-forwards, right?

MR. KING:  Correct.

MR. SHEPHERD:  Okay.  I didn't understand why a reduction in CWIP would result in a reduction in additions to PP&E.  Intuitively, it should be the opposite?

MR. LAVOIE:  We wanted to clarify that was not the answer that we intended.

The reference to the reduction in that schedule, which is the schedule of cash flows, is resulting -- results from the disposal of assets that related to the splitting -- split of the business in 2009 whereby Great Lakes Power Transmission -- Great Lakes Power Limited retained the ownership of the building, and the IT assets did not come over to Algoma Power -- Great Lakes Power Distribution at the time.

That is referenced in footnote to the asset continuity schedule, appendix 2C in Exhibit 2, tab 2, schedule 1.

MR. SHEPHERD:  Okay.  That part I understand.

In -- on page 4 of your summary of application in the Fortis MAADs application, you said that the acquisition was rate new neutral.  But you knew at the time you were going to apply for a substantial rate increase; right?

MR. KING:  As I -- I will repeat what I said earlier, Jay.

Algoma Power was due to go in for a rate application in 2008-2009.  Brookfield management told us they were.  The Board expected them to come in.  So we filed a rate application the following year.

MR. SHEPHERD:  That's not what I am asking.  I am asking about the statement that the acquisition is rate neutral.

MR. KING:  Well, just to further clarify, the acquisition absolutely is rate neutral.  There is no premium in here.  There is no transaction costs in here.  The costs, that $9.9 million I just presented to you, are no different than the costs in the Brookfield MAAD application.

MR. SHEPHERD:  So basically what you are saying -- I am not trying to put words in your mouth.  I am just trying to understand it.  Whether you acquired it or not, this rate increase would have been necessary?

MR. KING:  Absolutely.

MR. SHEPHERD:  So then there is an amount of $585,000 that Fortis is charging API.  Great Lakes wasn't charging that; right?

MR. KING:  Great Lakes had their operating costs at approximately $9.9 million when they filed their MAAD application back in -- I am not sure of the exact date, but they had the same operating expenses.  There was some allocation, sharing of costs going on there.  I don't know the details of that.

MR. SHEPHERD:  But you were involved in that 9.9 million number; right?  Before they filed their MAAD application, you already talked to them?

MR. KING:  No.  No.  They filed their own MAAD application back in March or April.

MR. LAVOIE:  It was in March of 2009.

MR. SHEPHERD:  You had not been talking to them about buying the company at that point?

MR. KING:  Not at all.

MR. SHEPHERD:  Okay.

In your MAAD application, the Board didn't actually make a -- didn't have a debate about whether it was a good idea or not, because nobody made any submissions except you; right?

MR. HAWKES:  I can confirm that the Board had an opportunity to review, that there was a review, that intervenors were given an opportunity to participate and made a conscious decision not to, and that the Board approved the decision.

MR. SHEPHERD:  Well, okay.

You say there was a review, but did they actually -- they sent you a letter that said there will be no review; right?

MR. HAWKES:  No.

MR. SHEPHERD:  It's called a "no review" letter.

MR. TAYLOR:  No.

MR. SHEPHERD:  It's filed.

MR. TAYLOR:  There was a "no review" letter for the section 81 application.

MR. SHEPHERD:  Oh, okay.

MR. TAYLOR:  Yeah.

MR. SHEPHERD:  All right.  I understand.

Then you have answered (e).  The question in (f) is, the agreement of purchase and sale for the shares, that's not been filed anywhere else.  It hasn't been filed here.  It hasn't been filed in any other proceeding; right?

MR. HAWKES:  Yes, I can confirm that.

MR. SHEPHERD:  Okay.

There is a promissory note in appendix A to this question to the original IR at 7.62 percent.  You didn't make an attempt to make that a market rate; right?  The point was not for it to be market?

MR. KING:  No, I wouldn't agree with that.  We thought that the rate that was used by the OEB in the 2009 cost of capital parameters were -- intercompany debt of 7.62 was to be a deemed market rate, and that's the rate we used.

MR. SHEPHERD:  Well, no.  I am asking a different question.  I am asking whether you made any attempt to find out what the actual market rate was.

MR. KING:  We used what we thought was the appropriate rate for regulatory purposes.

MR. SHEPHERD:  Okay.  Did you have at the time any information on what market rates would be for this kind of borrowing by Algoma Power?

MR. KING:  No, no.

MR. SHEPHERD:  At Fortis, you keep pretty close tabs on what the market is for debt; right?  You have to, because you are borrowing on a regular basis; right?

MR. KING:  At Fortis Inc. I am sure they do.  At FortisOntario we don't.

MR. SHEPHERD:  You don't?

MR. KING:  No.

MR. SHEPHERD:  You rely on them to keep tabs of it?

MR. KING:  We don't borrow on a regular basis at FortisOntario.  Our last market offering was in 2003.

MR. SHEPHERD:  Okay.  Our question 5 relates to No. 12.

What we would like to know is whether you have any documents relating to the asset revaluation.

MR. HAWKES:  I can confirm we have no documents.

MR. SHEPHERD:  And do you have access to or can you point us to documents filed with this Board relating to this, that asset revaluation?

MR. HAWKES:  The document is the decision in EB-2009-0408 in which the Board addressed the issue of revaluation and approved it.

MR. SHEPHERD:  All right.

And I am asking you now, again, about the share purchase agreement.  If your rate base is adjusted to reduce this revaluation, am I right in understanding that you then have recourse to the vendor to reduce your price accordingly?

MR. HAWKES:  Our position is that -- whether we have recovery or non-recovery has no impact on ratepayers and is not relevant.

MR. SHEPHERD:  So that's a refusal?

MR. HAWKES:  That's correct.

MR. SHEPHERD:  Thank you.

In SEC 15, we asked you about the replacement supply to St. Joseph Island.

Our original question asked for the document that analyzed the alternative options, and you didn't provide us with the document.  You provided us instead with a summary.  Can you provide us with the document?

MR. LAVOIE:  Actually, I guess we were trying to be helpful.  There is no document that analyzed options, per se.  However, we, you know, did utilize an MPV analysis that we summarized in our answer to SEC 15, so we are trying to be helpful and describe the process by which we evaluated options.

We do have, as requested in item (d) of this question, follow-up question, the copies of that MPV model document that was used.

MR. SHEPHERD:  So there wasn't, like, a PowerPoint or a report or a memo or something like that that said, Here is the options and here is why this one is better.  There was just the spreadsheet?

MR. LAVOIE:  That's correct.

MR. SHEPHERD:  And you have the spreadsheet?

MR. LAVOIE:  Yes.

MR. SHEPHERD:  Wonderful.  Thank you.

This needs an exhibit number.

MR. BATTISTA:  Okay.  That would be Exhibit No. KT1.3, and that will be titled "MPV model for distribution asset end of life replacement, alternatives regarding" -- this is St. Joseph?

MR. SHEPHERD:  That's correct.

MR. BATTISTA:  Regarding St. Joseph project.
EXHIBIT NO. KT1.3:  DOCUMENT ENTITLED "MPV MODEL FOR DISTRIBUTION ASSET END OF LIFE REPLACEMENT, ALTERNATIVES REGARDING ST. JOSEPH PROJECT"


MR. SHEPHERD:  Then (d) asks you to quantify the vegetation control savings.  Is this a big number?

MR. LAVOIE:  Actually, it is right on the input table on the spreadsheet.

MR. SHEPHERD:  Oh, yeah?  Where will I see it?

MR. TAYLOR:  Do you have an extra copy of that?

MR. SHEPHERD:  So $1,400 a year?

MR. LAVOIE:  Yes.  It is $1,400 per year.

MR. SHEPHERD:  Okay.

MR. LAVOIE:  And that is expected to -- it's been factored into the model for years 2 to 30.

MR. SHEPHERD:  Okay.  We don't need to talk any more about that one.

Our question 7 asks about the IT services agreement, and there were just a couple of things I wasn't clear on, and perhaps you can help us.

On page 8 of the IT services agreement -– now, this agreement only goes to the end of next year, right?

MR. HAWKES:  Yes.  If this is helpful, I think it may be easier for me to answer it in reverse order from (c) back to (a).  You have (a), (b) and (c) as part of No. 7?

MR. SHEPHERD:  Yes.

MR. HAWKES:  In response to SEC 16 --

MR. SHEPHERD:  Yes?

MR. HAWKES:  -- we provided two documents.

The current version is the version, the second version dated October 8, 2009.  There are no amendments to that.  That is the one we're operating under.

MR. SHEPHERD:  Yes.

MR. HAWKES:  What the difference is between that one and the first one is that the first one happened at the time of the asset transfer.  It was the effective -- the service agreement, I think, July 1st.

And when we acquired the utility, our IT people got together with GLPD and realized that we needed to increase the scope of services.  So the scope of services in the second document is more.  And there is additional costs, obviously, related to SunGard ERP.  There is an additional Itron, Internet, firewall and phone switch maintenance.

So that is the document.  It doesn't break it out in terms of fixed costs or variable costs.  It is basically the -- you know, to provide IT services to maintain hardware and software.  And there is no intellectual property owned by, that I am aware of, GLPT.

MR. SHEPHERD:  So these two documents, the one where there is no date, and the one where it is October 8th?

MR. HAWKES:  Yes.

MR. SHEPHERD:  The second one replaces the first one?

MR. HAWKES:  Yes, that's correct.

MR. SHEPHERD:  And they're both schedule 1.1.20?

MR. HAWKES:  Yes.  We are operating under October 8th, 2009.

MR. SHEPHERD:  So this is a schedule to the other agreement, right?

MR. HAWKES:  Yeah.  It was never signed.  It was never formally signed, but it is the one that we operate under.

MR. SHEPHERD:  But doesn't that mean that the IT services agreement still applies?

MR. HAWKES:  The agreement applies in terms of the term, yeah.  It goes until the end of October 2011.

MR. SHEPHERD:  No, sorry.  The first document in this package –-

MR. HAWKES:  Yes.

MR. SHEPHERD:  -- it says "IT services agreement, July 1st, 2009"?

MR. HAWKES:  Right.

MR. SHEPHERD:  Right?

MR. HAWKES:  Yes.

MR. SHEPHERD:  And that is still in effect?

MR. HAWKES:  The agreement is.  The schedule has been replaced by October 8th, 2009.

MR. SHEPHERD:  Okay.  So then the payment terms and the IT provision are still in effect?

MR. HAWKES:  The payment terms are really, though, the fixed fee set out in October 8th, 2009.  We are operating, you know -- the fee that is set out there is the fee that we are paying on a monthly basis.

MR. SHEPHERD:  Which is about $11,000 a month?

MR. HAWKES:  11,211, up from the 7,802.

MR. SHEPHERD:  Because you asked for more things?

MR. HAWKES:  There were additional services required, yes.

MR. SHEPHERD:  So then now I understand that.  That helps a lot.

Let me just go back, then, to pages 8 and 9 of the master agreement.

MR. HAWKES:  Right.

MR. SHEPHERD:  Because page 8 appears to say there is some flow-through costs.  Are there some flow-through costs, or is the fee just the fee, 11,200?

MR. HAWKES:  Jay, just to confirm, you are referring to 4.1.5?

MR. SHEPHERD:  Well, yes, that is part of it.  Let's deal with that first, right?

MR. HAWKES:  I am not aware of any flow-through costs other than the ones that have been identified in that schedule.  There are no other costs.

MR. SHEPHERD:  Okay.  All I am trying to figure out here is the 11,200 per month, is that all that is in your application, or is there anything else that you've assumed --

MR. HAWKES:  Aside from the FTEs and the compensation for the IT and the allocation, there is no other fees coming from GLPT.

MR. SHEPHERD:  There is no FTEs coming from them either, is there?

MR. HAWKES:  No.  Just the FTEs in the API application.

MR. SHEPHERD:  That's right, but those are your internal staff.

MR. HAWKES:  That's correct.

MR. SHEPHERD:  I'm talking as between you and Great Lakes --

MR. HAWKES:  Just the 135,000.

MR. SHEPHERD:  Okay.  Then I don't need to ask any more about that, then.

You are saying there is no intellectual property that is owned by Great Lakes that you are using in the operation?

MR. HAWKES:  No.

MR. SHEPHERD:  None.

You have already partly answered this, but I am going to sort of ask you to expand on it a little bit.  In Schools 22 and 23, you emphasize that basically, API is operating the way it did before, and you didn't make much in the way of changes to it.  It was running fine and you just let it keep running fine.

And yet in Staff 37 -- I think it is Staff 37 -- you talk about the services that Fortis is providing to API.  Is it 37?  What I am trying to understand is -- and I didn't understand when you were talking about it with Bill earlier -- is if it is running the same as before, why did they leave Fortis?  Fortis is just a passive shareholder, isn't it?  I am trying to get that to that 585,000 and what they're getting, what API is getting for the 585,000.

MR. KING:  I wouldn't classify Fortis as a passive shareholder by any stretch.

FortisOntario is involved in Algoma Power.  As Tim alluded to earlier, in response to –- well, actually I would go to the BDR report.  There was two or three FTEs that support Algoma Power.  So we support health and safety.  We oversee finance.  There is various areas that we help in.

So there is services being provided, and I will call it limited services.  And maybe it is just a play on words here; it's a limit to how much, but there is support being provided to API.  So they're not fully integrated by any stretch, but there is support being provided and there is a sharing of services with that.

We did a review and that is what we determined to be the appropriate amount to allocate over.

MR. SHEPHERD:  I am not trying to argue about it.  I am only trying to understand the components of it.

Obviously, two FTEs does not cost $585,000 at Fortis, right?  So there must be something more than that.  True?

MR. KING:  It is allocation of costs of the various departments within, you know, CMPI FortisOntario, and those percentages, those costs are allocated over.

So there is more than just FTEs as -- more than just FTE costs.

MR. SHEPHERD:  See, some of these things that you have listed in Staff 37, things like health, safety and environment and human resources management and finance are things that you are saying API does independently, right?

MR. KING:  No.  Actually, API and HR, they actually have no HR manager.  The HR manager from CMPI was involved in union negotiations, involved with activities at API.

Finance, they have no -- no one overseeing their finances.  They have someone who produces their financial statements, but they have no oversight, senior person oversighting that, you know, or raising debt.  There is issues like that that need to be resolved.  There is tax returns, stuff like that that needs to happen, that -- because previously, API in some senses, you know, were involved with Brookfield, and Brookfield provided oversight and preparing taxes and doing pension work and that, so there is some oversight requirement needs.  But again, they can produce their own financial statements.  They can manage their own shop.  Tim can manage the people.  But there is HR support, there is finance, there is health and safety systems.  You know, that was our number-one priority, to make sure health and safety systems, everything was up to code, and everything – so are implementing our system there.

So there is involvement.

MR. SHEPHERD:  Okay.  That is helpful.


In SEC 28, if I can find it, you were asked about the impacts of the overhead capitalization policy, and one of the areas I didn't see was tax impacts.  There is a tax impact to this, right?

MR. KING:  Yes.

MR. SHEPHERD:  Can you just describe what it is or do you have some -- can you give us an idea of whether it is bigger than a bread box?

MR. KING:  Well, for tax purposes -- and which is the same way we have treated for purposes in this rate application -- the overhead that we are capitalizing is deducted on schedule 1.  So it is deducted to reduce taxable income on schedule 1.

MR. SHEPHERD:  So it is treated as an operating expense, although it is capitalized for regulatory purposes?

MR. KING:  Exactly.  So the ratepayer gets the immediate benefit of the deduction on schedule 1.  It is not included in schedule 8 in taxables.

MR. SHEPHERD:  So it is a T2 S1 adjustment?

MR. KING:  Correct.

MR. SHEPHERD:  And so the savings is $250,000 in tax, or so?

MR. KING:  Correct.

MR. SHEPHERD:  And that is flowed through in the application to the ratepayers?

MR. KING:  Correct.

MR. SHEPHERD:  That would actually be grossed up, so it would be closer to about 400, by the time you are finished, in rate impact?  If you save 250 in tax, you gross it up?

MR. KING:  Yes, correct.  You are absolutely correct.

MR. SHEPHERD:  All right, thank you.

In SEC 31 we asked you about -- I don't even know what we asked you about.  Just let me check.

We asked you about the costs associated with the extraordinary event, being the reorganization, I guess; right?

And you have listed some of the costs, which are $4- or $500,000.  So you had work product from those; right?

MR. LAVOIE:  The work product, as such, the bulk of that, you know, work that was associated with that reorganization, was in relation to the establishment of that stand-alone corporation, Great Lakes Power Distribution and the associated filings required for regulatory compliance.

So the product, as such, is representing the bulk of the costs, in the $280,000 range, MAAD application, licensing, IESO filing requirements, asset transfer documents.

So those are all filed documents to move the organization through compliance.

MR. SHEPHERD:  That stuff I don't want to see.  I am looking for things like valuations, or anything like that.  Nothing like that?

MR. LAVOIE:  No.

MR. SHEPHERD:  And these costs include the MAAD application?

MR. LAVOIE:  Absolutely.

MR. SHEPHERD:  Now, that is the GLP one, not the Fortis one?

MR. LAVOIE:  That's correct.

MR. SHEPHERD:  The Fortis one you are not asking the ratepayers to pay for?

MR. LAVOIE:  No.

MR. SHEPHERD:  Okay.

Our next question is Energy Probe No. 13.  I am actually trying to get through them before lunch, you will see.

Energy Probe No. 13 asked about your ten-year standard for testing poles.

We are asking: Do any other utilities or any standard-setting bodies mandate testing of poles that young?

MR. LAVOIE:  We actually have a couple of references that we have used in establishing our standard.

One comes from the US Department of Agriculture Rural Utilities' Service, a bulletin that issued by them in 1996, that in Michigan, initial pole inspections should occur at a frequency of between ten and 12 years.

And we particularly looked at this one as it is in a zone they identify that is in close proximity to the API service territory in northern Michigan.

Another document that we have referenced in the past is Canadian utility BCTC, and their pest management plan dated 2009 indicates that they have mandated an eight-year inspection cycle for their poles.

MR. SHEPHERD:  Okay, thanks.  That is very useful.

Our next question was -- refers to Staff No. 1.  My read of this is that -- of your answer is that basically third generation IRM cannot apply to you, because your rate-setting is stipulated by regulation and the two don't match.  Is that correct?

MR. BRADBURY:  Yes.

MR. SHEPHERD:  So you are effectively exempt from that report by reason of regulation?

MR. BRADBURY:  By reason of regulation, we feel we are exempt.

MR. SHEPHERD:  Okay.  Our second question relates to Staff No. 2.  You have talked about the history of Great Lakes planning to do a rate application, and then not doing one.  So presumably they saved some money by not doing the rate application last year; right?

MR. KING:  I don't know if they saved money or not, but -- I don't know.

MR. SHEPHERD:  Our question is:  Did you get a purchase price break because of that?  Either you discussed it or you didn't.  There's probably half-a-million dollars in costs or something like that, or 400,000.  The question is:  Did you get a break because of that?

MR. KING:  Again, I don't see the relevance of the purchase price to this cost-of-service application.  We are looking for an increase in rates.

MR. SHEPHERD:  Well, you are looking for the cost of this application; right?

MR. KING:  We are looking for the costs of this application, yes.

MR. SHEPHERD:  And if Great Lakes already gave you the cost of the application in a reduction in your purchase price, then you would get it twice; right?

MR. KING:  I can say that they didn't give us any discount on it because of any preparations.

MR. SHEPHERD:  Okay, good.

You had -- and I may have misunderstood your response to Staff 13, but I am going to ask you to clarify it.

It looks like you are saying that your 2009 additions to rate base include 1.87 million that were actually placed in service in 2008.  First of all, am I right in that?

MR. LAVOIE:  I think...  We have -- when you are rebuilding or reconstructing a power line, which in the case of these particular additions deal with the conductor replacement program in our capital program, there is a number of things that have to occur in order to complete that project.

Having said that, in December of 2008, the electrons were flowing through the wires of the reconstructed assets; however, the capital project was not complete.

So from an accounting perspective, we deemed them to be not completed with respect to additions to -- you know, should they have -- should they have been put in service in 2008 as a rate base addition and a capital addition?  I think it is debatable.

I will give you a little more context in terms of time frame.  If we had capitalized them in 2008, it wouldn't have been until the very end of the year.  We work on an actual in-service date for depreciation.

So, in any case, 2008 would not have had any depreciation effect.  So I think I understand where you are going with the question, you know, what is the effect, if we -- if we, you know, had really capitalized in 2008.

So there wouldn't have been any depreciation in 2008 in any case, and they were placed in service in early 2009.  And I don't have exactly the in-service dates in front of me, but I was assured that all of the assets that we're talking about were put in service by March of 2009, from an accounting perspective.

MR. SHEPHERD:  So what you are saying is that the impact on 2010 rate base of whether they're in 2008 or 2009 is essentially negligible?

MR. LAVOIE:  Exactly.

MR. SHEPHERD:  Okay.  Was there a tax impact of putting them in one year versus the other year --

MR. LAVOIE:  I don't have --

MR. SHEPHERD:  -- in terms of what UCC you would have available today, because the tax rules don't follow the monthly depreciation?

[Witness panel confers]

MR. LAVOIE:  I mean, we are doing the math quickly here in our minds, but we believe that is a higher UCC that is -- you know, that it is available in the current year, in 2010 and '11, that has been applied here.

MR. SHEPHERD:  So you have a higher UCC now?

MR. LAVOIE:  Exactly.

MR. SHEPHERD:  So it is to the benefit of the ratepayers, in effect?

MR. LAVOIE:  Exactly.

MR. SHEPHERD:  All right.  These are all class 2 assets, something like that, or the new class?

MR. LAVOIE:  New class, the 8 percent.

MR. KING:  New class, the 8 percent class, the 45.1.  I am not sure exactly what it is, Jay.

MR. SHEPHERD:  So the difference will not be that big, anyway?

MR. KING:  [Shakes head negatively.]

MR. SHEPHERD:  Okay, thanks.

Staff 27, you talked about the fact that vegetation management costs go up because of the right-of-way expansion program, and I just didn't get that at all.  So maybe you could help us with -- first of all, is it a temporary increase or is it a permanent increase?

MR. LAVOIE:  There is a combination of impacts.  I think probably the best way is to -- there is a number of IRs that address this particular point.  And if I turn your attention to SEC 21(b) --

MR. SHEPHERD:  I have a question mark there, too.

MR. LAVOIE:  Okay.  There is, as a result of an expanded right-of-way, mathematically speaking, you have a vaster footprint that you are maintaining.  So on the basis of a wider right-of-way, larger area, there is going to be an increased cost for maintaining that cleared right-of-way on an ongoing basis, and that, we would say, is a permanent cost associated with this aspect.

MR. SHEPHERD:  Is that a substantial amount?

MR. LAVOIE:  We haven't broken it down into the -- those particular aspects in terms of numbers.  But I would say probably the bulk of it --

MR. SHEPHERD:  Is permanent?

MR. LAVOIE:  -- would be permanent.

MR. SHEPHERD:  Okay.

MR. LAVOIE:  As we have stated also in SEC 21(b), that as a result of clearing what is new right-of-way on the edges of our existing system, there is an exposure of what the industry calls a dormant seed source.  And in that particular case, basically what you are doing is allowing sunshine to hit seeds that have fallen in the forest that are now uncovered.  By virtue of that, you increase the brush that is occurring, and over time, just like the centre of the right-of-way, you are going to reduce to that as you continue to clear.

MR. SHEPHERD:  There will be no more seeds there?

MR. LAVOIE:  In theory, yes.

MR. SHEPHERD:  Yes, okay.

MR. LAVOIE:  As we have also -- another factor - it is somewhat of a shorter -- short horizon, maybe short- to medium-term.  It all depends on, again, how successful we are at reducing the brush as required.

In answer to VECC 18(c), we state that as a follow-up, we stated that line clearing returns to our -- as it returns to our previously expanded right-of-ways, we are delayed, in the sense that we are going to be about at a nine-year age where we are going to have to accelerate our program to deal with that extra removal of brush, where we had intended to move back to a -- move to the full six-year cycle, we have been delayed, as we've talked about in our application.  So there is a short-term number of years where we will have to take that -- more material away as a result of that.

Then the last aspect of the increased cost is illustrated under Energy Probe 18(a), where we state that expected, after the expansion program is complete, the back line of the right-of-way -- now this is, again, the technical term of the edges, the edges of the right way where --

MR. SHEPHERD:  The new line?

MR. LAVOIE:  Exactly.  Because you are exposing weaker trees that had been supported by other larger trees around there, you're creating what we call a weakened back line for a shorter period of time.  So you are going to have trees that could blow in and have to deal with for, again, a shorter period of time.

MR. SHEPHERD:  So that is just trees falling into the right-of-way because they're not supported anymore?

MR. LAVOIE:  Falling in, but also through our assessments, indicating, finding these trees that look like they have some uprooting problems that will create outages or whatnot.  So we have to deal with them --

MR. SHEPHERD:  So you go look for them first?

MR. LAVOIE:  We do an assessment, exactly, before we plant, to do this line clearing, we will assess to some degree, yes.

MR. SHEPHERD:  Okay.  And both of those, these temporary impacts, are smaller components of the overall increase in your vegetation management budget?

MR. LAVOIE:  That's correct.

MR. SHEPHERD:  Okay.  Our question 16 -- thank you.  Our question 16, then, you have talked about the services agreements, which are going to be ready shortly?

MR. HAWKES:  Yes.

MR. SHEPHERD:  All I want to do is get an undertaking on the record that you will file them.

MR. HAWKES:  Yes.

MR. BATTISTA:  That would be Undertaking JT1.3, and that is an undertaking to provide the --

MR. HAWKES:  Renewed services agreement.

MR. BATTISTA:  Renewed service agreements between Algoma Power Inc. and FortisOntario?

MR. HAWKES:  And I would say FortisOntario's Board-licensed affiliates.

MR. BATTISTA:  Thank you.
UNDERTAKING NO. JT1.3:  TO Provide the renewed services agreements between Algoma Power Inc., FortisOntario and Board-licensed affiliates of FortisOntario.

MR. BATTISTA:  We might as well put a plus or minus date.  Is that September 3rd or...

MR. HAWKES:  I think the expiry of the date is September 15th.  So would it be soon after we sign them, we would file them.

MR. BATTISTA:  By the end of September?

MR. HAWKES:  I believe so, yes.

MR. SHEPHERD:  And then finally, Mr. Bradbury, you have already mentioned that you have done some calculations for our No. 17, which is asking for a calculation of rates   based on a minimum system with PLCC adjustment?

MR. BRADBURY:  For the R2 class, the rate design that is before you now for a –- I think it is a 225-kilowatt customer ID, which is the average customer, we are looking at 6.85 total bill impact percentage.

If we were to fix or maintain the current fixed rate, which I think is $596 per month, that would go to 6.80, so five one-hundredths.  If we were to lower it to the value of $303 per month, which is what the current revised sheet before you is for cost allocation, that would drop down to 6.37 percent.

MR. SHEPHERD:  Can you tell us what the rates are?  I understand the fixed rate is 303 and change.  What is the variable rate on that basis?

MR. BRADBURY:  The variable rate will go -- if we lower it to 305 and change -- will go from 258 to 383 per kilowatt.  That will, for the larger customer, that will result in some larger increases.  That would impact the large-user volume.

MR. SHEPHERD:  Okay.  And you didn't do it for R1?

MR. BRADBURY:  No, I didn't.  R1 has a minimal system impact of over $30 per month.  I felt that we wouldn't go there.

MR. SHEPHERD:  Okay.  Well, I –-

MR. BRADBURY:  From an existing rate of 20 to a monthly rate of 30.

MR. SHEPHERD:  Okay.  Well, I am going to ask you to undertake to provide that calculation.  All I want is what the variable rate would be if you go to minimum system.

MR. BRADBURY:  If I go to $30 a month, what the variable rate will be?

MR. SHEPHERD:  That's right.

MR. BATTISTA:  That is Undertaking JT1.4, and it is characterized as?

MR. SHEPHERD:  Oh, as the variable rate for R1 if the fixed rate is set at minimum system plus PLCC adjustment.

MR. BATTISTA:  Thank you.
UNDERTAKING NO. JT1.4:  TO Provide the variable rate for R1 class if fixed rate is set at minimum system plus PLCC adjustment.

MR. SHEPHERD:  That is all of our questions.  Thanks.

MR. BATTISTA:  It is already 12:35, plus or minus a couple of minutes.

Board Staff have a number of questions which have been prefiled as well, and I suggest that we break for lunch.  Let's say for an hour.  And Board Staff will start with its questions, and I believe that Energy Probe will follow with a couple of follow-up questions.

Okay.  Thank you.


--- Luncheon recess taken at 12:35 p.m.

--- Upon resuming at 1:35 p.m.
Questions by Mr. Battista:

MR. BATTISTA:  Good afternoon.  I think we can begin.  Board Staff will ask its questions, and then Energy Probe will follow with their follow-up questions.

The applicant has a copy of the prefiled questions from Board Staff, and we will go through them and if they are redundant from what was said or covered this morning, we will speak to that as we go through it.

So with respect to Board staff IR No. 1, the question had to do with IRM and the seeming incompatibility between IRM and the rural rate protection mechanism.

Algoma Power indicates in its IR response that it would prefer to utilize a form of incentive regulation to set rates for 2012 -- oh, sorry, I am reading the wrong section.

Let's start over, section 1.  Algoma Power had identified a number of factors which it believed justify a cost-of-service application for 2011, and in the list provided in the answer to Board Staff No. 1, it identified these factors.

Could Algoma Power indicate which of those factors really aren't accomplished in a 2010 proceeding, such that a proceeding for 2011 would be required, because obviously your position would be that they wouldn't be addressed in 2010?

MR. BRADBURY:  I think foremost is the IRM would not address the RRRP, the rural rate protection recovery.  We have in our 2010, 2011 forecast costs that we have laid forward, and an IRM alone would not -- in our view, would not adjust or would not allow for an adjustment of the RRRP funding.

MR. BATTISTA:  So the other factors having to do with an appropriate cost study or the deferral account with respect to the seasonal class, the street lighting class, and so on, those aspects are covered in 2010?

MR. BRADBURY:  Those are covered in 2010.

MR. BATTISTA:  So that wouldn't be a cause as to why we have a two-year cost-of-service application before us?  It is really back to the IRM idea and the rural rate protection regulation?

MR. BRADBURY:  Yes, it is.  It is rural rate.  Well, there is a number of issues within the current IRM framework, as well, one being cohorts.

You know, there's really no cohort for Algoma Power.  Algoma Power is really -- you know, in the Board's discussion in their decision 2007, they spoke to the conventional ratemaking will not work in Algoma.  It is a high cost, low revenue LDC.

So, first of all, where would you fit it into a cohort type of arrangement within IRM 3?  That would be a challenge.

The regulation says that rates are adjusted on the average of existing rates.  How do you fit that into the -- really, the price cap mechanism within the IRM?

So there is a number of challenges that we feel that IRM doesn't suit, but, again, going back, we are following a 2010 rate application.  Say, for instance, it was a singular year, we would be, in all likelihood, filing a 2011 while we are still discussing the 2010 under the current arrangement.

So there are a number of logistic reasons we feel that it just -- the 2010/2011 cost of service is the most appropriate.  That gives us some time to discuss some of the issues surrounding the IRM.

MR. BATTISTA:  In the answer, that same answer to question 1, Board Staff 1, Algoma Power indicated that it would prefer to utilize a form of incentive regulation to set rates for 2012, and it would hope that certain special attributes or unique attributes of Algoma Power would be recognized.

Could you -- we have talked about this earlier today, in the morning, as to some examples of how this -- what tweaking could be done, for lack of a better word, on the IR mechanism, that you could file under IRM and meet  your -- what you deem as your special requirements.

MR. BRADBURY:  I think one is a deemed cohort.  We would have to agree on that in advance.

The -- I think the -- we would have to move from a price cap formula to a revenue cap formula so that it allows you to extend the revenue requirement such that the indexing of the revenue requirement allows recovery through rates and through the RRRP mechanism in some automated sense.

The model itself, it won't work.  The rate design is totally different.  So we would have to do it outside of the model, I believe.  So those are, in essence -- but I think the number 1 thing is the -- an IRM for Algoma would recognize a revenue as opposed to a price.

MR. BATTISTA:  Okay.

Going to our question No. 2, and perhaps you really answered it in your -- in the comments you just made.
"Algoma Power notes that due to Reg. 442/01, its rates... can only recover the Board approved rate adjustments for other distributors in the same year.  Algoma Power concludes that the Board's IRM rate setting methodology is incompatible with Algoma Power's rate setting methodology.  Please illustrate, by way of example, the basis for this conclusion."


MR. BRADBURY:  The example would be, I think, the IRM, basically it produces either an inflator or deflator for rates based on the various components, whereas the regulation itself says it is the average of other utilities.  So we would be looking at the average of utilities of both filed for IRM and cost of service.  So that would recognize the cost that we are facing in Algoma.

MR. BATTISTA:  Okay.

MR. BRADBURY:  And, again, it comes back to the RRRP.

MR. BATTISTA:  So as a straw man, would it be possible to run an IRM that generates a notional revenue requirement, and then the RRRP adjustment is applied to existing rates, and then the revenue rural rate protection falls out of that.

MR. BRADBURY:  I believe that is one solution, yes.

MR. BATTISTA:  Okay, thanks.

Regarding Board staff IR No. 3, Algoma identified that GLP has the opportunity to file an appeal with the Supreme Court, and the deadline is September 3rd.

Will Algoma Power notify and file with the Board whether GLP has or has not filed its appeal?

MR. TAYLOR:  Why don't I answer that one?  I think that you would receive notice.  The Board would receive notice of the leave to appeal, whereas I don't believe that Fortis would.

So you will probably know before they do, but, nevertheless, they would be happy to tell you when they hear of it.

MR. BATTISTA:  It would be of assistance to this proceeding.  If you do become aware that Great Lakes is going forward -- the appeal has been accepted -- that Great Lakes is going forward with an appeal, that you notify the -- this proceeding.

MR. TAYLOR:  Sure.

MR. BATTISTA:  Okay.  We don't need to -- I don't need an undertaking for that.  That will just be an understanding coming out of the technical conference.  Thank you.

MR. TAYLOR:  If you hear first, perhaps you will tell us.

MR. BATTISTA:  The next question has to do with Board Staff IR No. 5, and I think we have covered that already today.

With respect to HST and GST, earlier this morning we had mentioned the -- we had covered some ground characterizing the difficulty in getting a handle or some specificity on the amount of provincial sales tax or GST, or the harmonized tax that is in play here.  And it is my understanding that when a -- in the tax returns, that there is a section having to do with identifying the amount of harmonized sales tax that is being paid by the company?

MR. KING:  Okay.  I can't confirm that, but obviously we collect and remit it, so there would be some amount there that we would know of.

MR. BATTISTA:  So would that be of assistance as a piece of information?

MR. ANTONOPOULOS:  Have you filed your return for the July period?

MR. KING:  I wouldn't know.  We filed our return for the July -- I don't know the filing deadlines on those, but that would be -- you couldn't use one month as an indicator, certainly during a busier season, so you really couldn't use that.  You would need a 12-month period to indicate it, and we wouldn't have 12 months of HST returns, for sure.

MR. ANTONOPOULOS:  You could have three or four months before this proceeding has ended, potentially.

MR. KING:  July, August.

MR. ANTONOPOULOS:  Would that be an indicator with respect to your capital outlays and the input tax credits, if any, associated with those?

MR. KING:  Given the seasonality of the capital program, it is probably heavier during this time of year, so I don't know what would be the proper indicator.

I think, as we had suggested with Mr. Shepherd's response, we would undertake to look at the historical PST that was included in our capital programs and do a top-down approach on that.

So I don't think by providing the HST amounts that we remit would be appropriate, given that it is such a short period.

MR. ANTONOPOULOS:  Wouldn't it be a good proxy for the --

MR. KING:  I would be hesitant to do that.

MR. ANTONOPOULOS:  Okay.  Thank you.

MR. BATTISTA:  Thank you.

With respect to Board Staff IR No. 10, in its response Algoma Power indicated that with respect to the capitalization of overheads, that Algoma Power capitalizes costs directly attributable to capitalized projects and is requesting the approval to capitalize overhead costs associated with capital work.

In this question, what we are seeking is clarity as to whether the approval Algoma Power is requesting will be viewed by Algoma Power as the Board's authorization of alternative treatment; that is, treatment that is not in compliance with IFRS as described in the Board's February 24th, 2009 letter.

MR. KING:  Yes.

MR. BATTISTA:  So you are seeking sort of an exemption to compliance?

MR. KING:  We are seeking alternative treatment, as we understand outlined in that letter.

MR. BATTISTA:  Okay.  So that could be used -- I guess we touched on this this morning -- by Algoma Power with its auditors to conclude that the accounting treatment for regulatory reporting and financial reporting will be the same with respect to capitalization?

MR. KING:  Yes.  Yes.

MR. BATTISTA:  Okay.  Again, in that, it looks like IFRS-based reporting may be delayed until 2013, Board Staff were wondering why we would change the methodology for 2010 when it may have to be changed again in 2013.

MR. KING:  I think I answered Mr. Shepherd this morning with respect to that.

It is common practice within the utility industry.  We know other utilities in Ontario that do it.  I am not certain that all utilities do it.  We know that CMPI do it, and we are looking for consistency within our FortisOntario group.

MR. BATTISTA:  Okay.

The next follow-up question has to do with Board Staff No. 11, and that is to confirm whether or not the building on Sackville Road in Sault Ste. Marie, certain fleet vehicles and the information technology hardware and software referenced in the IR response No. 11, whether these items are included in your 2010 rate base.

MR. LAVOIE:  We can confirm that the building, certain fleet and IT assets and hardware are not included in API's rate base as referenced in the IR response, so they're not.

MR. BATTISTA:  They're not included.

Board Staff 16, I think we covered that earlier this morning.

Board Staff 21, Algoma Power states, in response to part (c) of question 21, that share calculations are outlined in the load forecast found in a certain exhibit, and the share of load is identified by rate class.  Would you please confirm whether the 2010 and '11 weather-normalized kilowatt-hours were allocated based on the shares listed in the above table?

MR. BRADBURY:  Yes, we confirm that.

MR. BATTISTA:  Can you explain why they add up to not 100 percent, but 90.94 percent?

MR. BRADBURY:  The reason is the wholesale system load in kilowatt-hours is based on wholesale deliveries, where the class consumption is based on a customer meter data and does not include losses, so that the variation between year and unity is the loss factor.

MR. BATTISTA:  The loss factor.

If I recall, the loss factor is around eight percent?

MR. BRADBURY:  The approved loss factor, I believe, total system loss factor is ten and one quarter, and we are proposing a loss factor in the neighbourhood of eight, eight and change.  I can't remember the exact number.

MR. BATTISTA:  So this reflects the historical loss factor?

MR. BRADBURY:  Yes.

MR. BATTISTA:  More in the 10 percent range?

MR. BRADBURY:  And those loads which are weather-sensitive.

MR. BATTISTA:  Board Staff No. 28, we may have touched on this this morning.  Algoma Power states that the purchase of the distribution business by FortisOntario was not responsible for the need to migrate to a SAP IT system.  Had the sale of the distribution business not taken place and GLPD remained in the Brookfield group, would there have been a need to replace the existing IT system?

MR. LAVOIE:  I think the -- it's certainly a hypothetical question.  I guess I can comment on our knowledge of the existing system.

The current system -- without investment and modifications to it -- is not capable of time-of-use rate billing.  It is not capable of the global adjustment sub-account requirements.  And certainly, from my experience in the past dealing with the vendor, it is my impression that the vendor is not certain or certainly hasn't been certain as to whether it would continue providing service to the Ontario market.  So I think there is certainly some investment required to keep the system functioning as required, at current regulatory demands.

So I guess although I can't say that the system was -- would have been replaced, certainly it would have to have been invested in.

MR. BATTISTA:  So it appears that there may be some relationship with the purchase of Algoma Power by Fortis?

MR. KING:  Just to clarify that, not necessarily the purchase of Algoma Power, but the split.  They split the business.

MR. BATTISTA:  Right.

MR. KING:  That had more to do with the need.

MR. BATTISTA:  So it is more the distribution/transmission split in the first instance?

MR. HAWKES:  I can clarify that it was the distribution split from transmission that created the services agreement in the first place.

Initially, those services were going to be terminating on October 2010.  So from our perspective, it was no longer going to be available at the end of the termination of that IT services agreement, which goes to '011.


MR. BATTISTA:  Thanks for that clarification.

The next question is with reference to Board Staff No. 32.
"Are the reductions in 2010 for outside service employed ($446k) and the removal of Ontario Operations Allocation ($226k) which total about $672,000, wholly due to the fact that FortisOntario will be providing these services..."


Services for which it appears that FortisOntario will be charging $581,342.

MR. LAVOIE:  I would say that it is not wholly due to the FortisOntario providing the service, but largely due.

I guess in the context of just to have some comparison of cost here, the corporate Ontario operations allocation is somewhat analogous to the FortisOntario executive costs.

So there is a $226,000, as it is stated in this Board Staff No. 32, and then as detailed in our prefiled evidence under Exhibit 4, tab 5, schedule 1, there is a $373,000 cost.

With respect to regulatory costs, the Fortis allocated costs are significantly less than what had been in the outsourced services for Algoma Power -- or Great Lakes Distribution in the past.  That can be found under -- just bear with me for a second.

That is answer to Board Staff Interrogatory No. 36, where we can see the regulatory function, an allocation of $31,000 for 2010 in comparison to the prefiled evidence under - I will just get the reference here - appendix 4, tab 2, schedule 3, where it shows a significant drop in regulatory outsourcing of in the neighbourhood of -- netting into 2010 of about $400,000.  So there is a substitution.

MR. BATTISTA:  Okay, thank you.  With reference to Board Staff No. 40, in the response Algoma Power indicated that it doesn't expect the issuance of debt for regulated utilities at the parent company level, at the FortisOntario level, will occur before 2012.

At least in this proceeding, could you please confirm that Algoma Power is not seeking any determination by the Board, in this proceeding, regarding the issuance of debt for regulated utilities at the parent company level?

MR. KING:  You are correct in saying that we are not going to issue debt at the parent company level before 2012, but we are seeking somewhat of a direction.

We are in a little bit of a dilemma here.  We feel that we could raise debt at the FortisOntario level cheaper than we can at the Algoma Power level.  And why I say that is that the amount we raised at FortisOntario would be a bigger amount, because it would be for all of the regulated companies.

The amount that -- the size of the debt issues at API and CMPI are much smaller, and the market for those debt amounts are not quite as big.

So we feel that we could raise the debt at a lower cost at FortisOntario.  However, our cost of capital guidelines say a number that is less than we could raise it at FortisOntario.  So we don't want to be stuck in a situation where we raise a debt at FortisOntario, but can't transfer that cost, and we would just be raising it for regulatory -- the regulatory -- regulated company, excuse me, and we are stuck with interest at FortisOntario.

We would rather raise it at FortisOntario for that purpose, because the ratepayers, we feel, would get a benefit from that.

MR. BATTISTA:  Right.  So I guess to be black and white about it, it is part of your proposal in this proceeding to get clear preapproval from the Board?

MR. KING:  Well, I don't know if we need clear preapproval, but before I would take a risk as FortisOntario of raising debt at that level, I need some sort of direction from the Board.  Now, it is not going to happen until 2018, 2020, or sometime later, but I just wanted to raise the issue.

It won't impact this application itself.

MR. BATTISTA:  But you are not seeking determination, i.e., prior approval?

MR. KING:  I don't know.  I would like determination, but I don't know if the Board can give me a determination of something going out that far.  But if you understand the predicament we are in, it would save the ratepayers some money, lower interest costs, but...

But the rules, as they stand right now, we expose ourselves without having some direction before we did that.

MR. BATTISTA:  Okay.  So it sounds like you will be at some point clearly seeking direction from the Board whether that sort of alternative, that isn't too prevalent --

MR. KING:  Yes.

MR. BATTISTA:  -- is acceptable, just to clarify, you know, the issues that are at hand in this proceeding.

Board Staff No. 42, I believe we discussed that, with respect to the deferral account for IFRS costs.

And the last Board Staff question has to do with the global adjustment rate riders.
"Can Algoma Power's customer billing system accommodate the application of a rate rider to recover the sub account Global Adjustment balance from just non-RPP customers?"

I think you alluded to that.  Your new system should be able to do that?

MR. LAVOIE:  The FortisOntario system will be able to do that.  The current system, without a modification, will not be able to do it.  So the current system we are purchasing services from, Great Lakes Power Transmission, cannot do it.

MR. BATTISTA:  So in terms of timing, with respect to a 2010 application and any determinations coming out of that that would call for a rate rider just applicable to the non-RPP customers, would that be possible?

MR. LAVOIE:  No, it will not.

MR. BATTISTA:  In 2010?

MR. LAVOIE:  That's correct.

MR. BATTISTA:  What about 2011?

MR. LAVOIE:  I mean, I think operationally we would have to determine how we would accomplish that, but...

MR. BATTISTA:  The only -- sorry.

MR. LAVOIE:  But the current system, as it stands right now, cannot.

MR. BATTISTA:  Okay.  The only other alternative, I suspect, would be just a manual intervention and doing it manually, and the costs associated with that?

MR. LAVOIE:  We would have to make an operational decision how to accomplish that, but...

MR. BATTISTA:  Okay.

I think Energy Probe is next on the roster.
Questions by Mr. Faye:


MR. FAYE:  Thanks, Richard.  We didn't prefile questions, but with your indulgence I will ask them anyway.

The first one has to do with Energy Probe No. 2 and concerns the 4-metre clearance for primary conductors to vegetation.

We had asked you for the source of that 4 metres, and your response included some excerpts from the Electrical Safety Code and a document from the Electrical Safety Authority which shows that 4 metres.

What I wanted to ask you was that in the tree clearances part of that document, there is a little bold-faced note:
"This regulation applies to all new and replacement primary lines and poles."

And that sounds to me like existing primary lines and poles are not subject to this.  Is that your understanding?

MR. LAVOIE:  I can't really interpret Electrical Safety Authority -- you know, a bulletin like this in its context.

My understanding of ESA and its applications is that is a standard form that they -- normally that the existing construction is sort of exempt, so to speak, with any new standards that may evolve.

So I presume that is the context of the...

MR. FAYE:  Okay.  That is how I would read it, too, and I think that is the plain, obvious meaning of it.  I guess it leads to the question of:  Your new standard for line clearing; does that standard apply to all existing lines, or does it just apply to the new lines you might be building?

MR. LAVOIE:  We are moving to apply it to all -- I mean we have applied it to both, so our widening of the right-of-way to this standard is captured, both scenarios.

MR. FAYE:  Okay.  Would you comment on why you would do that?

MR. LAVOIE:  Well, I think that moving to a standard approach to line clearing is -- I think ESA has some reasons for being able to actually enforce this standard, given the way that their regulations are written.

With respect to a utility adopting a standard, I think it would be very difficult for myself as a manager of a utility to stand up and suggest that I would compromise safety or compromise reliability of an existing system that isn't rebuilt, and only adopt a new standard for newly constructed lines.

MR. FAYE:  Okay.  That's fair.

The next one has to do with our Energy Probe 3.  On that one, we were looking at Exhibit 2, 4, 2, capital projects.

In there, there was some inventory items for underground secondary transformers.  Pad-mounted transformers, I think they're noted as.   We asked you, because this was increasing, we asked you about what's driving customers to want underground secondary.

Your response said:  Well, we don't no know why customers want to do that.  And just as a follow-up discussion on it, I can understand customers not telling you why they want an underground secondary, and your policies are to give them what they want, subject to some overhead allowance.

But what I wonder about is that pad-mounted transformer.  Unless you have underground primary distribution -- which I assume in a rural area you don't -- why wouldn't you just give them their underground secondary off a dip pole?  Why do you have to put in a pad-mounted transformer?  You could do it off an overhead transformer.
They just want the underground cable, right?

MR. LAVOIE:  Can Dan answer that?  I mean I think I know the answer, but we are not prepared -- I am not prepared –-

Dan:  Yeah, the length of a lot of the properties are very deep, and we can't feed it with a secondary.  It has to be a primary line.

MR. FAYE:  So you have your primary line on private property, then?  Is that what I understand.

MR. RICHARDS:  When they want to come in a lot of times, the property is so deep that they want to -- they need primary feed in order to supply proper service.

MR. FAYE:  Okay.  Let's see if I've got it right.

You take an underground dip of primary into a pad-mounted transformer somewhere on their property?

MR. RICHARDS:  The customer does, yes.

MR. FAYE:  Okay.  And then from there to the house -–

MR. RICHARDS:  Is underground secondary.

MR. FAYE:  Is underground secondary?  So both primary and secondary are underground in this situation?

MR. RICHARDS:  For the most part.

MR. FAYE:  Sorry?

MR. RICHARDS:  For the most part.

MR. FAYE:  Okay.  Let's just take this situation.  It might be general enough that it satisfies my curiosity.

In your conditions of service, you mentioned that you give them equivalent of 30 meters of overhead conductor for free.  And I am assuming some portion of the cost of the overhead transformer.  It is a fairly common formula in most utilities.

In the situation where they want this underground, what do they pay for there?

MR. RICHARDS:  They would install it themselves, like the underground – sorry, the underground primary?

MR. FAYE:  Yes.

MR. RICHARDS:  They're installing that.  They own it.  They install it.  They have it inspected by the Ontario Electrical Safety Authority.

MR. FAYE:  And the demarcation point, then, is?

MR. RICHARDS:  Would be our power line.

MR. FAYE:  So at the disconnect switch on the power line?

Mr. RICHARDS:  Yes.

MR. FAYE:  Okay.  Thanks.

The next one concerns Energy Probe 7; that has to do with some proposals to purchase transport and work equipment.

The first part, (a), of that IR asked about a new line truck that was going to replace a 2002 model, and we asked:  Well, did you consider just putting a new chassis underneath the existing operating equipment, and the response was that really it wasn't a bucket truck at all that you were replacing.  It was a radio boom derrick, which as I understand it, is used for digging pole holes.

So I am -- I guess I have a couple of little follow-up questions there.

If you are replacing an RBD with a bucket truck, what is going to dig the pole hole?  Maybe we could take these one at a time.  Don't you need the digger truck to dig poles?

MR. LAVOIE:  Well, we have three service centres within the service territory, and we have equipment in some cases we -- if we don't need -- I mean lots of our terrain, we cannot dig pole holes with an RBD scenario.  It is an off-road installation.   So we would either hand-dig or dig with another piece of equipment.

So in those cases we wouldn't need the RBD.

In the cases where we do need RBD, we do have -- we still have RBDs, and so this was looking at the volume of work that requires RBD, and really moving to the bucket as a better piece of equipment.  We were utilizing the bucket side of the RBD more than we were actually digging holes, so...

MR. FAYE:  Okay.  So if I am right, id I understand you, you had one more digger truck than you needed and you had one less bucket truck than you needed, and you wanted their material handling capability on a new bucket truck?

MR. LAVOIE:  That's correct.

MR. FAYE:  Okay.  That's good.

The next one concerns Energy Probe 10.  This was about a line relocation at a ski hill called the Buttermilk Ski Hill Line Relocation.

We asked you whether or not that line was in place prior to the ski hill being built, and you responded to you weren't able to confirm yes or no on that, and that the reason that a capital contribution was not requested from the customer to relocate that line was because it was being replaced under the conductor replacement program.

Now, my understanding from the evidence is that the conductor replacement program has to do with some ACSR conductor that is starting to rust in the middle and it is dangerous, and is that the kind of conductor that is on this line?  Is it the number 6 --

MR. LAVOIE:  That's correct.

MR. FAYE:  Okay.  So I can see where the customer wouldn't be charged anything for that, but what about the poles?  It looks like you are relocating the line away from the ski hill to accommodate the fact that people are skiing down there.  Why wouldn't the customer give you a contribution on that?

MR. LAVOIE:  I think Dan can probably confirm it, but I am going to say that 100 percent of the reconductoring program that exists now would have replacements of poles involved with it.

As we move to Regulation 22.04 as it relates to distribution standards, in most cases the existing system is not capable of the existing pole heights, and classes are not capable of meeting the standard.

So the short answer is we need to replace the pole in the reconductoring programs.

MR. FAYE:  Is that true in all parts of that reconductoring program?

MR. LAVOIE:  Dan, can you --

MR. RICHARDS:  We are finding that we have -- to meet the new standard, have to replace the poles as well when we are doing reconductoring.

MR. FAYE:  The new standard is related to another ESA requirement?

MR. RICHARDS:  Yes.  Regulation 22.04.

MR. FAYE:  Could you just elaborate a little bit on what kind of poles are in place right now supporting this conductor and what kinds of poles are needed in the new standard?

MR. RICHARDS:  A lot of the poles -- hmm...  The poles that are in place are an older vintage, later class, a smaller class pole than what the new standard will allow us.

So we would have to go to a higher pole and a heavier class.

MR. FAYE:  Okay.  And just for information's sake, what is the new standard?  What size and class of pole is required?

MR. RICHARDS:  Typically, we are -- 40-foot class 5 is the -- a standard single-phase pole.

MR. FAYE:  Okay.  So what you've got in there are say 35s, class 6s or...

MR. RICHARDS:  Yes.

MR. FAYE:  Okay.  I understand.

MR. RICHARDS:  6s and 7s.

MR. FAYE:  So when we look at the evidence for conductor replacement, the dollar numbers that I see in those capital projects, does that include pole replacement?  Or is pole replacement in some other part?

MR. LAVOIE:  That includes pole replacement.

MR. FAYE:  Okay.  Thanks.

Our next question relates to Energy Probe 12.  We sort of touched on this from Mr. Shepherd's questions earlier and Board Staff's questions, but we were looking at this from a slightly different point of view, and that is that you are allocating overhead or you are proposing to capitalize overheads prorated against labour costs in your capital projects.

Have I got that right?

MR. KING:  Using labour costs as an allocator, yes.

MR. FAYE:  So if I can just visualize the numerator and denominator of this fraction, it would be -- is it the percentage of labour used in capital over the total of all unionized labour times some number to come up with the allocation?

MR. KING:  Yes, I believe that to be correct.

MR. FAYE:  Okay.  Our question was:  Why did you hit on labour?  Why is that such a good, you know, surrogate for what the overhead allocation ought to be?

MR. KING:  I assume there would be other methodologies we could use.  That is the methodology we used in CMPI, as well.

The admin departments support the -- we have an infinite number of dollars we spend -- we spend on operating and we spend it on capital, and the admin departments support those dollars.

We would allocate -- and we think the labour is a good proxy of the appropriate allocation between capital and operating, and that is what we use.

MR. FAYE:  Okay.  Is it complicated to any extent by contracting out some capital work?  Do you somehow factor in the labour that would be involved in that?

MR. KING:  No.  It is not factored in.

MR. FAYE:  Okay.  So the conclusion from that would be that your corporate services that are proposed for capitalization don't support the contracts that you might let for capital work.  Is that reasonable?

MR. KING:  That's reasonable, yes.

MR. FAYE:  Okay, thanks.

Before API was formed, how did the predecessor company handle overheads?  Did it not charge any at all to capital?  Did it have some sort of 15 percent general allocation, or how did that overhead get recovered?

MR. LAVOIE:  We did not capture any administrative overhead as such.  We had calculated and drove it on the same basis of labour hours, a direct -- we called it a direct overhead relating to the employees who were working, that being safety equipment, you know, safety meetings, the support for training, the training, so all of the costs that we would attribute to the realities of having employees.

MR. FAYE:  And they were charged off as some sort of a burden?

MR. LAVOIE:  That's right.

MR. FAYE:  Then you have this other category that you are saying is administrative overhead, not directly attributable to the linemen that are working.  It is more your executive salaries, maybe human resources?

MR. KING:  Human resources, finance, yeah, the admin departments that support the operations side of the business.

MR. FAYE:  They were previously recovered, then, in OM&A, were they?

MR. KING:  Correct, my understanding.

MR. FAYE:  Okay.  So is it right for me to conclude, then, that the effect of not capitalizing this overhead would cause the OM&A revenue requirement to increase from what you proposed?

MR. KING:  Yes.

MR. FAYE:  Okay, fine.  Thanks.

The next one relates to Energy Probe 13.  It is a subject again that has come up a couple of times.  Mr. Battista asked you about it.  And it is this idea that you are testing poles that are only ten years old.

I wonder, what are you looking for when you test a pole?  What are you trying to discover?

MR. RICHARDS:  What they are testing for is voids, internal rot, insects such as carpenter ants.

MR. FAYE:  And do you have -- can you describe how you go about that testing?

MR. RICHARDS:  We are using a contractor to do it.  They put a machine on that provides them with a strength calculation.  And if they suspect that it is -- in doing that, that there appears to be an issue with the pole, they go further and do what is called a resistograph on it, which is a drill that goes through the pole and records fibre strength.

MR. FAYE:  Okay.  The first machine that goes on, is this some sort of electronic probes that --

MR. RICHARDS:  That's my understanding.

MR. FAYE:  Okay.  So on a ten-year-old pole, would you be expecting to see enough deterioration that would be significant, causing you to do something about it?

MR. RICHARDS:  There could be carpenter ants in it at ten years old.

MR. FAYE:  Are these treated poles?

MR. RICHARDS:  Yes, they are.

MR. FAYE:  Are they full-length treated or --

MR. RICHARDS:  Yes.

MR. FAYE:  And you still are experiencing infestations of carpenter ants even with a treated pole?

MR. RICHARDS:  Well, part of this testing program was to set a base line for our poles going forward.  So that is one thing we haven't done.

MR. FAYE:  Have you collected any data in years past on the age of poles, when they need to be replaced?

MR. RICHARDS:  No.

MR. FAYE:  Do you have any feeling for it?  You generally have to replace ten-year-old poles, or is it more like 30-year-old poles?

MR. RICHARDS:  More 30.

MR. FAYE:  Okay.  I think in response to Mr. Shepherd's questions this morning, you mentioned a couple of other utilities that were doing similar types of testing.  I didn't note the first one.  I think it was Wisconsin, or maybe it was Michigan.  But the second one was BCTC.  Does that stand for British Columbia, something or other, transmission company or...

MR. LAVOIE:  I believe the acronym is BC Transmission Company or British Columbia Transmission.  I think -- it may actually be named BCTC, but I am not 100 percent sure.

MR. FAYE:  All right.  That answer was that they do an eight-year -- they do inspections on an eight-year cycle, and I think Mr. Shepherd was asking you about starting to do it at ten years.

And the fact that it is an eight-year cycle, to me, means every eight years you go back and look at the pole; is that right?

MR. LAVOIE:  That's my understanding.

MR. FAYE:  Does the cycle start at ten years?

MR. LAVOIE:  I believe that is what it says in the paper, yes.

MR. FAYE:  Okay.  And I think in your response you mentioned that this was their pest control program.  In British Columbia, if I am not mistaken, they have some problems with pine beetle, other kinds of boring insects that are killing their forests.

Is there any information in that paper that would lead you to believe that this was a response to those specific conditions and might not generally be applicable to other utilities?

MR. RICHARDS:  The reason for the cycle is they explained that they believe, from dealing with manufacturers' information, that after eight years the treatment becomes ineffective.

MR. FAYE:  Okay, I didn't know that.  Thanks.

Next question relates to Energy Probe 18, and I believe you answered that.  That had to do with the trees leaning in from the edge of the right of way once you had cleared it back a little bit, so I won't pursue that one.

Our last one is Energy Probe 19.  This one, we asked for the number of full-time and part-time employees in each department and a measure of the total compensation for each department for the test years.

The one that really stands out here is engineering, and this may be in the evidence somewhere, but could you just summarize why engineering is going up so dramatically here?

MR. LAVOIE:  Just bear with me.  I have some information here.

MR. KING:  Maybe I can help.  There was a question this morning with respect to that table.  Do you recall  I --

MR. FAYE:  Yes, there was a question.  I think the question, though, was on finance, not engineering.

MR. KING:  Yes.  But it was sort of a related question.  We had some notes on the engineering side as well.  Was that --

MR. LAVOIE:  I've got it now.

MR. KING:  Okay.  Thank you.

MR. LAVOIE:  It was in response to VECC TC 18(b).

We didn't get into a detailed answer on it, but if I refer back to the table, the table indicates that engineering has 5.76 FTEs allocated to it.  And I mentioned that there is a staffing complement that had been total – an engineering department that serviced both transmission and distribution at that time.  So it reflects the FTEs that were allocated directly to distribution.

In 2010 and 2011, we're talking about a discrete complement of individuals.

You will note that the FTE -- so there is, sorry, just on that basis alone, the mix of costs that would have been allocated were based on a department that was much bigger than what we are dealing with with just distribution.  And the charges -- because that department would have been supported by various individuals with a variety of salaries, you are seeing the compensation in this table reflecting that complement that had been allocated through their charges to distribution work.

So there is a staff mix changed as a result of 2010, which is, again, a discrete set of individuals in that department.  So that represents -- that represents about $17,000 worth of the change.  The bulk of the change is related to the increase of FTEs of 2.29 individuals, in the area of $200,000.  And then, of course, any costs related to increase in benefits, in the area of $40,000.

So I think on a percentage basis, employee count increased by about 39 percent and compensation by about 53 percent.

MR. FAYE:  Okay.  I can understand the additional costs associated with breaking up transmission and distribution engineering staff, and the inefficiency of not having one department do everything.  But I would have thought that same logic would apply to, say, finance or IT or customer service, that one large department serving both transmission and distribution needs would be more efficient than two smaller ones.  Yet in this table, we really don't see the dramatic increase in those departments that we see in engineering, and that is what I am sort of puzzling over.  Can you help me with that?

MR. LAVOIE:  Well, I think engineering has the greatest number of FTEs that have increased over that period.  So we have added more people to the function.  So whereas in 2008 we had 5.76 FTEs, and now we have 8.

MR. FAYE:  Yes, I understand that.  And I guess that is what my question is.  Why do you need more people?  I can understand maybe you need a supervisor, because you have to have two supervisors for two departments, but why would there be this significant increase in staff in one department that is not shared anymore, and not a similar increase in other departments that aren't shared anymore, if that is the reason for it?

MR. LAVOIE:  We had an IR response that dealt with it, and I think I am just going to take a minute to see if I can find it.  I would rather do that than...

MR. FAYE:  Okay.

MR. LAVOIE:  Okay.  If we turn to Interrogatory response to OEB Staff No. 34, in there we talk about the additional -- their new requirements.  I guess in the engineering department in particular there was some contracted services that we had procured, which represented approximately one FTE.  And then there was another FTE added to handle an increase in land and land rights operational requirements, and this is predominantly dealing with land issues in respect to managing our right-of-ways on an ongoing basis.  And that is -- so it is in one sense replacing a contracted service that doesn't show up on that table.  So we already had it in our cost of service, and in a second case an additional resource to handle a new business requirement.

MR. FAYE:  Okay.  I am looking at that and I see the land technician.  There is one.

MR. LAVOIE:  Mm-hmm.  And in bullet point number 2, the replacement of three externally contracted positions.


MR. FAYE:  Oh, okay.


MR. LAVOIE:  So one of those was in the engineering department.

MR. FAYE:  Okay.  So there is two.

Okay.  Thanks, that's all of my questions.

MR. BATTISTA:  Thank you.  Are there any follow-up follow-up questions?  No?  Okay.

There is one item I would like to bring forward, and that has to do with -- I believe it was a VECC interrogatory which sought confirmation from Algoma Power of the rural rate protection adjustment of 5.5 percent.

MR. BRADBURY:  That's the adjustment to the base rates of 5.5 percent.

MR. BATTISTA:  That's right.  And that 2 percent.  And in the interrogatory response, Algoma indicated that it got the number from Board Staff.  And so I thought it would be advisable for Board Staff to provide the parties -- even though this is just a placeholder -- as to sort of the numbers that, when added up and divided, give a 5.5 percent increase for 2010, and this will be subject to updating since there have been subsequent decisions with respect to 2010, as well as any questions people may have on the Methodology.  Of course, this methodology is based on what was approved in the 2007 rates case.  There was a Staff Paper that was reviewed in that case, and the Board accepted option one with that, which was the unavoided methodology delivery line of the bill.  So the numbers we calculated at a point in time for 2010 are based on that methodology.

So perhaps I think it is best to give this an exhibit number in this tech conference, rather than hand it out in an ADR or something like that.

So that will be Exhibit KT1.4.

MR. BATTISTA:  And it is the 2010 rural rate protection adjustment calculation, tentative, 5.5 percent, one-page document.
EXHIBIT NO. KT1.4:  Tentative 2010 rural rate protection adjustment calculation of 5.5 percent.

[Mr. Antonopoulos distributes document]

MR. HARPER:  Richard, just to follow up on that -- and I think this is probably consistent with what API was telling us -- was that the idea is this legislation gives us the methodology, and then what would happen is -- is after –- after, I guess, all of the 2010 rates have been approved, sometime in 2013 -- I am being facetious –- no, after all of the 2010 rates have been approved, then these numbers would be updated and that would be the new number that would get plugged into the API application?

MR. BATTISTA:  From a practical perspective, I think we would draw a line in the sand and say:  Are they the rates as of -- what has been Board-approved by way of rate order as of May 1st, as of July 1st, or the last one that trickles in, as it suggests, maybe in time for IFRS for some reason.

MR. HARPER:  That's what I was going to ask you, because you are doing summer 2010 over summer 2009.

MR. BATTISTA:  I'm sorry.  That just meant May 1st to May 1st.

MR. HARPER:  Yes.

MR. BATTISTA:  It meant the rates as of -- for 2009 and the rates -- or 2007 and for 2010.

MR. HARPER:  Right.

MR. BATTISTA:  It is the equivalent of a May 1st increase.

MR. HARPER:  Right.  Whenever it occurs?

MR. BATTISTA:  That's right.  It doesn't take into account from -- whether it is effective or implemented in all of those things that happen when you implement rates.

So it is the tariff as approved on -- generally speaking, for May 1st of the rate year.

MR. SHEPHERD:  Most of these are Hydro One rate increases.

MR. BATTISTA:  Yes.  In the methodology --

MR. SHEPHERD:  Is there a specified methodology that makes clear that you have -- that you list all of the different Hydro One rates?

MR. BATTISTA:  Yes.  That was the methodology that was reviewed and approved in the 2007 case, where every bill --  tariff that is issued by a utility was taken into account.

So they all had equal weighting.  I think Chatham-Kent used -- had four or five and Hydro One has many more.

MR. SHEPHERD:  So this -- because that pushes the average up, substantially, probably about 100 or 150 basis points.  I don't understand the logic.

MR. BATTISTA:  All I am presenting and putting forward is this is consistent with the methodology that was used in the last rates case.

MR. SHEPHERD:  But it was -- the Board stipulated it had to be done this way, or Staff did it this way and the Board accepted it?

MR. BATTISTA:  I think in that the Board accepted it, that becomes the methodology going forward.

MR. SHEPHERD:  Okay.

MR. HARPER:  I think, to be clear, I don't know how many of us were actually in the room.  I think Tim was in the room last time.

I think we had the regulation.  We just talked about average increase for other utilities, and I think Staff produced a paper that basically came -- that basically -- and the paper is in the application here, that basically said there is two alternatives.  I think you do weighted or unweighted averages.

I don't think the paper -- well, I have to go back and check.  I am not too sure if the paper got down to the level of distinction that you are talking about.

MR. SHEPHERD:  This is not weighted versus unweighted.  It has nothing to do with that.  It is a separate issue.

MR. HARPER:  Talking about what Jay has raised in terms of if, you know, how -- Haldimand happens to have two residential rates, one urban and one suburban -- they both get included or whether it is the average right now.

You know, I don't think -- you know, so that that is maybe an implementation level.

MR. ANTONOPOULOS:  The only distinction made in the paper is that Hydro One remotes and three First Nations recipients of RRRP were not to be included, and that was it --

MR. HARPER:  Right, yes.  Other than that, it just said to include it in -- so, I think, you know, actually going back and reading the paper, what struck me -- and I will share it with you.  What struck me is that I don't think the paper made any -- had any -- it recognized the fact that delivery included transmission and recognized the fact that it included distribution.

The paper did not recognize the fact that that delivery line also includes refunds or recoveries of regulatory assets, which can have a substantial impact on that delivery line for individual -- because, you know, regulatory assets can be recoveries or refunds.

MR. BATTISTA:  Yes.

MR. HARPER:  But, you know, I think part of the -- at the time, part of the thing was trying to identify a methodology that was fairly easy to implement.

MR. BATTISTA:  So that is why this may be an appropriate proceeding in which we have the opportunity to re-raise the questions you are putting forward.

But to give you some comfort, in 2007, in the calculation that came up with the adjustment for 2007, all of the Hydro One legacies were included one at a time.  So you ended up with about 102 bills that you averaged out, and you did your year-on-year comparison to come up with the increase.  So it was part and parcel of the decision making in the last proceeding.

We are always afforded the opportunity for parties in this proceeding to say, Let's revisit that for a number of reasons, both in terms of the inclusion of legacy or multi-billed utilities, and questions having to do with:  What's the appropriate subset of delivery costs that are included in the delivery line?  Is it just the monthly, the variable, the rate riders and retail transmission, or should it just be some subset of that?

MR. SHEPHERD:  Algoma is indifferent, right, because you get the money either from the ratepayers or from the RRR?

MR. TAYLOR:  One second.

MR. BUONAGURO:  Richard, do you have the same schedule for the 2007?

MR. BATTISTA:  Yes.

MR. BUONAGURO:  Can we get that, as well?

MR. BATTISTA:  That is on the public record.  Just a minute.  It is a big exhibit.  To be expeditious, I have copies of the Board Staff paper and the appendices A and B that were attached to it that provide the calculation of what was used in the 2007 case.  So we will circulate that.

[Mr. Antonopoulos distributes copies of document]


MR. BATTISTA:  Doug, is the methodology in the evidence, the methodology that was --

MR. BRADBURY:  The methodology is discussed, but not repeated verbatim.

MR. BATTISTA:  Okay.  Perhaps we will give this document that I am circulating an exhibit number.  That is Exhibit KT1.5, and it is the EB-2007-0744 proceeding, Board Staff discussion paper, methodology for determining the average adjustment to the rates of Great Lakes Power Limited.
EXHIBIT NO. KT1.5:  EB-2007-0744 PROCEEDING, BOARD STAFF DISCUSSION PAPER, METHODOLOGY FOR DETERMINING THE AVERAGE ADJUSTMENT TO THE RATES OF GREAT LAKES POWER LIMITED.

MR. BUONAGURO:  Appendix A is the equivalent, except you don't have the same column that shows the percentage increase per utility?

MR. BATTISTA:  If you go to, I guess, the last page of appendix A, the percentage increase is at line -- row 209.

MR. BUONAGURO:  Right.

MR. BATTISTA:  2.1.

MR. BUONAGURO:  I am just saying, because the one you handed out for this year actually shows you the percentage change for every individual --

MR. BATTISTA:  Oh, okay.

MR. BUONAGURO:  -- rate.  You have the base information for all of them in appendix A, but it doesn't show you the percentage.

MR. BATTISTA:  Yes.

MR. BUONAGURO:  All right.  Thanks.

MR. BATTISTA:  So with respect to the calculation of the rural rate adjustment, do parties have anything else to add at this moment on that?

Some of the discussion could be deferred to, I guess, the ADR to give you some time to absorb this.

MR. ANTONOPOULOS:  All rates that were set, regardless of how they were set.

MR. BATTISTA:  The regulation doesn't differentiate.

MR. HARPER:  I think the distinction was, for 2007, I think most of the acquired Hydro One -- didn't Hydro One do an IRM in 2007?

MR. ANTONOPOULOS:  Hmm-hmm.

MR. HARPER:  Which is the difference, because, actually, if you look at the material here, the average for all utilities excluding Hydro One was 2.3 percent.

The average for Hydro One itself was 1.98.  So, you know, I mean, throwing Hydro -- it was, excuse me, 2.0, roughly.  So with or without the Hydro One, whether a multiple or not, it was between 2.1 or 2.0.  It didn't have a lot of difference how you treated Hydro One, because Hydro One was under IRM in 2007.

For this, it is cost of service, which means all of those individual utilities are getting counted up as the full rebasing at the generous Hydro One increase.

MR. BUONAGURO:  Plus I don't know if it has an impact, but they were also being harmonized, and the harmonization of the rates is going on at the same time, which might skew the individual rates.

 MR. SHEPHERD:  It is, in fact.  The acquireds are all going up by -- the acquireds are all going up by a higher amount, and because there are small numbers of customers, that skews the overall result.

 MR. BUONAGURO:  Right.

 MR. BRADBURY:  In this discussion, we can't neglect what the regulation says and the regulation says "all consumers."  It doesn't say excluding somebody.

 So I mean, be it that Hydro One is spread around, the regulation still says "all other utilities," so I think whether we're saying Hydro One should be in or out, we still have to refer back to the regulation.

 MR. SHEPHERD:  The question is whether Hydro One is one utility or is 150 or 200 utilities.

 MR. BRADBURY:  Agreed, but you know --

 MR. BUONAGURO:  I would just say there is something to talk about it.

 MR. BRADBURY:  Well, you know, let's keep it in the context, though, of the regulation itself.

 MR. BATTISTA:  That's food for thought.

 MR. HARPER:  We're probably done.

 MR. BATTISTA:  We thought it would be best to sort of file this now, so that gives you time to think about it.  And put on your memory hats as to what happened in 2007.  And again, we would move from what the Board had accepted and approved at that time, and parties would put forward a proposal, if changes are deemed warranted.

 MR. SHEPHERD:  I take it that how the percentage is calculated is an issue in this proceeding, right?

 MR. ANTANOPOULOS:  As opposed to?  Could you elaborate on that?

 MR. SHEPHERD:  Well, because this proceeding doesn't actually calculate the rates, right?

 MR. ANTANOPOULOS:  The RRRP rate, you mean?  Which rates?

 MR. SHEPHERD:  The Board has to set the revenue requirement in this proceeding, and then there is a subsequent process, right?  Where they calculate the average and then figure out what the RRRP amount is, right?

 MR. BATTISTA:  That is part and parcel of this proceeding.

 MR. SHEPHERD:  That's going to be part and parcel of –-

 MR. ANTANOPOULOS:  Part of the rate order.  By the time the rate order is issued, there will be two revenue requirement envelopes determined.

 MR. SHEPHERD:  Okay.  So then it is an issue in this proceeding.

 MR. BATTISTA:  Sort of like phase 1, phase 2 and then phase 3.  Revenue requirement, then you calculate out using the adjustment, applying it to the 2007 rates.  That is what the rates are, times the new volumes gives you the shortfall that will be recovered in RRRP.

 MR. ANTANOPOULOS:  That will feed directly into the Board's determination of the new RRRP rate, so the Board will need to make a determination on the RRRP funding that will come out of the global RRRP revenue requirement, that will determine likely in December of this year.  Or at some point later.

 MR. SHEPHERD:  That is the part that is a separate proceeding?

 MR. ANTANOPOULOS:  That's correct.

 MR. SHEPHERD:  Yes.  Okay.

 MR. BATTISTA:  Well, thank you, everyone, for your participation.  I think we had a productive day.  And we are done by 3:00.

 The next event on the roster of events is an ADR that will begin, at least formally, tomorrow.

 I think we may have some discussion after we close today on the technical conference.

 MR. SHEPHERD:  Is the ADR in this room or the next room?

 MR. BATTISTA:  If you prefer this room, we can have it in here.  The other room, you know the traditional sort of square set-up, but if you feel more comfortable here with the mics and all, we could have it here.

 MR. TAYLOR:  Are you talking about today or going forward?

 MR. SHEPHERD:  What I am –- I am wondering whether we can productively use some time here, at least to see if a first offer could be developed or something, or at least talk about it.

 MR. ANTANOPOULOS:  Could we just conclude the conversation so we can discuss this?  Thanks to the court reporter.

 MR. BATTISTA:  Thank you.


--- Whereupon the conference concluded at 2:49 p.m.
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