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Monday, March 28th, 2011

——- On commencing at 9:30 a.m.

MS. HELT:  Good morning, everyone.  My name is Maureen Helt.  I am counsel with the Board, and with me I have Mr. Neil Mather, who is the case manager and part of the Board Staff.

We are here today for the technical conference of Niagara Peninsula Energy Inc., EB-2010-0138, cost of service application.

I understand that there have been some materials filed, specifically responses to technical conference questions filed by the parties, which we will mark as exhibits.  But before we do that, I think it would be helpful if we went around the room and had appearances.

Appearances:

MR. SHEPHERD:  Jay Shepherd, counsel for the School Energy Coalition.

MR. BUONAGURO:  Michael Buonaguro, counsel for VECC.

MR. AIKEN:  Randy Aiken, consultant for Energy Probe.  With me is David MacIntosh.

MR. SIDLOFSKY:  James Sidlofsky, counsel to Niagara Peninsula Energy, and I am going to introduce Suzanne Wilson, who is the vice president of finance of Niagara Peninsula, and she will be introducing you to her panel who are with her this morning.

MS. WILSON:  Can you hear me?  Hi.   My name is Suzanne Wilson.  To my far right is Dan Sebert, vice president of operations.  Immediately next to me is Paul Blythin, our regulatory and financial rate analyst, and to my left is Tom Sielicki, vice president of engineering.
NIAGARA PENINSULA ENERGY INC. - PANEL 1
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MS. HELT:  Thank you.  I would also like to introduce Teresa Forbes, who is the court reporter.  She will be sure to let you know if you are responding to a question and your microphone is not on.  She will remind you, and I see everyone through that first round knows how to operate the microphones, so that is a good thing.

So just to begin with, we will mark certain materials that have been filed by Niagara Peninsula.

The responses to Energy Probe technical conference questions will be marked as KT1.1.  Responses to VECC technical conference questions will be marked as KT1.2.  Responses to Board Staff technical conference questions will be KT1.3, and the responses to the technical conference questions of SEC will be marked as Exhibit KT1.4.

EXHIBIT NO. KT1.1:  RESPONSES TO ENERGY PROBE TECHNICAL CONFERENCE QUESTIONS

EXHIBIT NO. KT1.2 RESPONSES TO VECC TECHNICAL CONFERENCE QUESTIONS
EXHIBIT NO. KT1.3:  RESPONSES TO BOARD STAFF TECHNICAL CONFERENCE QUESTIONS

EXHIBIT NO. KT1.4:  RESPONSES TO SEC TECH TECHNICAL CONFERENCE QUESTIONS.

MS. HELT:  We will proceed this morning with questions first from Energy Probe, to be followed by VECC, Board Staff, and then by counsel for School Energy Coalition, Mr. Shepherd.

Depending on the time, we may take a short break in the morning, but we will see how that goes.  Before we start, are there any preliminary matters that anyone needs to raise?

No?  Then we will start right away.  Mr. Aiken.
Questions by Mr. Aiken:

MR. AIKEN:  Thank you.  My first question is on Energy Probe Technical Conference Question No. 5.  This asked for the impact on distribution revenue in 2011 at 2010 rates for a number of updates.

Am I correct that the response provided has no change in the total distribution revenue forecast?

[Witness panel confers]


MR. BLYTHIN:  Mr. Aiken, were you looking for whether the 2010 —— sorry, the 2011 forecast at 2010 rates had changed, or are you looking for whether or not the weather normalization forecast for the test year had changed?

MR. AIKEN:  No.  The question is based on an updated or a changed weather normalized forecast from the Energy Probe IR No. 15.

What this table shows me is that the total revenue, distribution revenue, has not changed, and that is the last column, the last line shows a zero.

So I have two questions.  The first one is:  The base revenue requirement shown on that table of $30,235,583 is unchanged from your original evidence?

MR. BLYTHIN:  That's correct.

MR. AIKEN:  So my first question on that is:  If the load forecast has changed and I believe the kilowatt hours are higher, based on the Energy Probe 15 response, wouldn't that change your base revenue requirement through the cost of power and the working capital allowance and the return on that?

MR. BLYTHIN:  Yes.  Yes, it would.

MR. AIKEN:  Okay.  Then the second part of the question is:  What I was really looking for was the change in the distribution revenue forecast between your original forecast and the forecast that comes out of Energy Probe 15 at existing 2010 rates, because there would be an increase in the distribution revenue and, therefore, a decrease in deficiency?

MR. BLYTHIN:  That's right.  I think all we have answered here is the reallocation between the classes.  So I don't think we answered the question as you intended.

MR. AIKEN:  Yes.  So I was going to ask for an undertaking to provide the revenue forecast by rate class, based on your original forecast, at 2010 rates, and then a second column that shows the distribution revenue by class based on the response to Energy Probe IR No. 15, again at 2010 rates.

MR. BLYTHIN:  We can undertake to provide that.

MR. AIKEN:  Thank you.

MS. HELT:  That will be undertaking JT1.1.

UNDERTAKING NO. JT1.1:  TO PROVIDE THE REVENUE FORECAST BY RATE CLASS, BASED ON ORIGINAL FORECAST, AT 2010 RATES, AND THEN A SECOND COLUMN SHOWING DISTRIBUTION REVENUE BY CLASS, BASED ON RESPONSE TO ENERGY PROBE INTERROGATORY NO. 15, AT 2010 RATES.

MR. AIKEN:  The next question I have is on Energy Probe Technical Conference Question 7, part b.  This relates to the $18,000 and change in depreciation expense that is charged to your affiliate, I believe.

The response —— or the question asked:  What was the net book value of the assets associated with this depreciation expense?  The response indicates that the fixed asset charge is a fixed amount of roughly $1,500 a month and this charge does not relate to specific fixed assets, and that the amount has not changed since 2002.

So that doesn't really answer the question.  So, first of all, how did the $18,122 —— how was that calculated in 2002?

MS. WILSON:  The $18,122 is just 1,509.39 times 12.

MR. AIKEN:  How is the 1,509.39 calculated in 2002?

MS. WILSON:  It was negotiated between a member of Niagara Falls Hydro at that time and the City of Niagara Falls.

MR. AIKEN:  Was it based on any idea of the assets that were being used to provide the —— I guess it is the water or the water billing services?

MS. WILSON:  It was based on the office equipment, the billing software at the time, the hardware and the mail machine, the photocopiers.

MR. AIKEN:  And the life of those assets in your depreciation study, I understand hardware you depreciate over —— computer hardware over five years, office equipment over ten years and software over one year; is that correct?

MS. WILSON:  That's correct.

MR. AIKEN:  Energy Probe Technical Conference Question No. 8, and I think I understand the response here.  And the question I have, which will probably be an undertaking, actually doesn't refer to the actual information provided in that response.

But the table shows closing balance 2006.  My understanding, this table is actually for 2010; is that correct?  In the middle of that table, it says "closing balance 2006"?

MR. BLYTHIN:  Yes.  It is for 2010.  The column heading is incorrect.

MR. AIKEN:  Thank you.  Now, in the original interrogatories, the response to Energy Probe 6(b) provided a fixed asset continuity schedule for 2010 that reflected the actual 2010 data and the full-year depreciation on assets added during the year.  And the depreciation figure in that schedule shown is $7,427,549.

Then in the response to Energy Probe IR No. 25, there was a depreciation schedule that reflected the full year for 2010 methodology, but not the actuals for 2010.

So my question is this:  Can you undertake to provide an updated response to either Energy Probe IR 25 or to this Technical Conference Question No, 8 that reflects actual 2010 capital additions and actual 2010 depreciation that would match the 7,427,000 and change in the IR 6(b) response.

[Witness panel confers]

MR. BLYTHIN:  Yes, we can undertake to provide that.

MR. AIKEN:  Thank you.

MS. HELT:  That will be Undertaking JT1.2.

UNDERTAKING NO. JT1.2:  to Update for 2010 actuals


MR. AIKEN:  My last question is on Energy Probe Technical Conference Question No. 9, and this has to deal with depreciation as well.

In the original tables 4-21 through -26 in Exhibit 4, there is an "adjustment" column made to the depreciation expense, and I had asked for an explanation of what those adjustments are.

The response indicated that it is just —— that is what it is, an adjustment.  It is the difference between one column and another.

My question is more specific than that.  Is it —— an adjustment required because you have different rates than what the Board has used?  Or your depreciation starts the month after an asset goes into service, rather than the half-year or full-year methodologies?  Or what is driving that adjustment difference?

MS. WILSON:  Mr. Aiken, for all of the assets from account 1915 through to 1980, we have all those assets recorded in a Worth It program.  So yes, those adjustments are related to the start date of the depreciation, versus the full year/half year, just taking a percentage, because we actually know when the asset came into play.  Usually it is the invoice date.

So there is that.  With the assets, including the building 1908, account 1908, and all of the 1800 accounts, we have depreciation schedules that we have taken back from the manual ledger days of 1979, and we have put all of those entries into —— these manual entries into an Excel spread sheet.

One of the reasons the difference came out in the "adjustment" column was it is really stemming from the original column called "fully depreciated" and we found errors in that spreadsheet from assets back in the early days that should have been depreciated fully and were not, or vice versa.

It is really a difference between how this spreadsheet is calculating it and how —— NPI's historic Excel spreadsheets coming from these manual ledgers.

MR. AIKEN:  Okay.  Thank you.  Those are my questions.
Questions by Mr. Buonaguro:

MR. BUONAGURO:  Good morning, panel.  I only have questions related to two of the VECC technical conference questions, and I am going to start with VECC Technical Conference Question No. 6.  Hopefully, I won't go on too much of a tangent.

The question was about pole inspection cycles in general, and with a few specific questions.  In the response to part (a) of the answer, it says:
"In the NPEI service territory there are a total of approximately 33,100 poles that support distribution assets.  This number includes approximately 26,550 Hydro-owned polls, the remainder being foreign-owned poles supporting NPEI assets."


And I just wanted to explore that just for a minute.  My understanding, if I do the math, that means that approximately 20 percent of the poles are not owned by NPEI?  Approximately?

MR. SIELICKI:  Yes, Mr. Buonaguro, that would be correct.

There are other entities, like Bell Telephone, Hydro One and some customers do own their own poles also on private property.

MR. BUONAGURO:  Okay.  When you talk about "pole inspections" are you then spending time inspecting the integrity of other entities' poles?

MR. SIELICKI:  We have ——

MR. BUONAGURO:  Is it that simple?

MR. SIELICKI:  We have done that, especially on customer-owned poles, because if we do have attachments to it, per the Distribution System Code, we are to make a visit at the site on a five-year cycle and check the integrity of the plant.

So we have actually done testing on customer-owned poles.

MR. BUONAGURO:  Okay.  Just to be clear, that goes beyond testing the equipment that is attached to the foreign owned pole.  You are actually testing the pole itself?

MR. SIELICKI:  Physically testing the strength of the pole at the ground line, yes.

MR. BUONAGURO:  Okay.  And it just leapt out at me and I don't understand this generally, so that is why I am asking a few questions.

Presumably for these foreign-owned poles, are you paying some sort of rent, or any kind of a usage fee for using the poles?

MR. SIELICKI:  If it is an entity like Bell Telephone or Hydro One, there is an agreed rate that we do pay to each other, based on what type of equipment we have on the poles.

Generally, customer-owned poles we don't pay rent on.  It is a plant that has been installed on private property to support NPI primary equipment and transformers, so there wouldn't be a charge for those poles.  But there is a reciprocating agreement between Hydro One and Bell for pole attachments on each other's equipment.

MR. BUONAGURO:  Okay.  So then Hydro One and Bell, for example, you use their poles and they use your poles sometimes; is that ——

MR. SIELICKI:  That would be correct.

MR. BUONAGURO:  Okay.  Just to close it off, the fact that you are inspecting their poles for your purposes, is that —— worked —— and presumably, is the converse true?  Did they inspect —— well, I guess they don't inspect your poles for you, Hydro One and Bell?

MR. SIELICKI:  No.  But the problem is, like, Bell Telephone themselves, we're not sure how stringent their inspection policies are.  So to make sure for public safety purposes and employee safety, we do actually go out and do the test while we are on the site of the pole, if it seems like there hasn't been an inspection done on it.

MR. BUONAGURO:  Okay.  I suspect this is an issue that isn't particular to Niagara, and I only brought it up because of the way the answer was written.  And I got interested.

But it seems to me there is a possibility, then, that there is overlapping inspections.  Presumably, Bell has some sort of inspection policy for their poles, and at the same time you are inspecting them.  That is at least possible?

MR. SIELICKI:  It is possible, yes.

MR. BUONAGURO:  Thanks.  I will leave it at that.

Then the second question is more of a follow-up based on the way the answer was written.  This is at VECC Technical Conference No. 8, part (c).  The question was:

"Please provide the materials provided by the third party which underpin NPEI's assertion that 'NPEI’s pay rates are competitive with other like-sized utilities in the Niagara Region.'"


And the answer was basically that within the time frame of providing these answers in written form prior to this technical conference, that wasn't able to be done.

Can we then turn that into undertaking to provide that, when you can?

MS. WILSON:  Yes, we can.

MR. BUONAGURO:  Thank you.

MS. HELT:  So that will be undertaking JT1.3, to provide a response to VECC Technical Conference Question No. 8(c).

UNDERTAKING NO. JT1.3:  TO PROVIDE A RESPONSE TO VECC TECHNICAL CONFERENCE QUESTION NUMBER 8C.

MR. BUONAGURO:  Thank you.  Those are my questions.  Thank you very much.

MS. HELT:  Mr. Mather.

MR. MATHER:  I have no questions on the responses to Board Staff.  I have no questions on the responses that were provided to the Board Staff technical conference questions.  Thank you.

MS. HELT:  I'm sorry, did you want to say something?

MS. WILSON:  May I go back to your question on No. 8?  For clarification purposes, I am not sure if I clarified in the response.

The original prefiled evidence dated in comparative with the Niagara Region, after discussing how the process was actually done with my president, Mr. Brian Wilkie, it was actually compared to other like-size utilities in the Province of Ontario.

MR. BUONAGURO:  Okay.

MS. WILSON:  But I will provide that.  I just wanted to make that clarification.

MR. BUONAGURO:  I think you are preparing in terms of expectation of what I am going to receive.  That is why ——

MS. WILSON:  I have never seen the report, so I don't know how to answer that.

MR. BUONAGURO:  All right, that's fine.  Thank you very much for the clarification.

MS. HELT:  Thank you.  Mr. Shepherd?
Questions by Mr. Shepherd:

MR. SHEPHERD:  Well, I figured I would have more than 20 minutes to read this material, so forgive me if I am a little bit scattered here.

MS. HELT:  If you would like, Mr. Shepherd, we could —— even though it is only five to 10:00, we could take a short break if that would mean it would be more efficient.

MR. SHEPHERD:  It is not going to help.

MS. HELT:  All right.  I just wanted to put the offer on the table.

MR. SHEPHERD:  I will muddle through.

I am looking at KT1.4, your responses to School Energy Coalition Technical Conference Questions.  I am going to start with appendix A.

Do you have that?  This is your revenue deficiency determination 2006 through 2011.

MS. WILSON:  Yes.

MR. SHEPHERD:  Thanks.  So we asked you to restate this putting all years together and removing all impact of the fair market value bump.  So I am looking at the depreciation and amortization figures for 2008 and 2009.

It looks to me like the depreciation for the fair market value bump is still in there; is that right?

[Witness panel confers]


MS. WILSON:  Yes.  Mr. Shepherd, you are absolutely correct.  The depreciation includes the 1.1 million on the fair market value bump.

MR. SHEPHERD:  So that leads to two questions.  First of all —— and, by the way, what about 2007?  Does it have some of that in —— any impact of that?

MS. WILSON:  There wasn't any in 2007.  It started in 2008.

MR. SHEPHERD:  I thought so.  So that would suggest the depreciation for 2008 and 2009 was actually about $6.6 million, which suggests that it dropped from 2007 through 2008 and 2009, and then jumped back up in 2010.

This is why I couldn't figure it out, because the pattern doesn't look right.

MS. WILSON:  Right.  In 2008 it is 6.5 million.

MR. SHEPHERD:  Why did it drop?

MS. WILSON:  In 2009, it was 6.6.  From 2007?

MR. SHEPHERD:  Yes.

MS. WILSON:  I would have to go back to the original depreciation spreadsheets, but I know, from the Peninsula West side, there were Hydro One assets that —— upon their first merger.  When they merged in 2000, some of the Hydro One assets weren't given a full life of 25 years, and I do believe there was a significant portion that was fully depreciated in 2008.

It dropped off the schedule.

MR. SHEPHERD:  So the last year you took depreciation on those was 2007, or they were mistakenly taking depreciation in 2007?

MS. WILSON:  No, they were finished.

MR. SHEPHERD:  So it just happened that just before the merger they finished depreciating those assets?  That seems a bit strange.

MS. WILSON:  No.  I believe those assets were given eight years of life left from 1999 to 2007, if I remember the spreadsheet.

MR. SHEPHERD:  Okay.  So what I am going to ask you to do is —— well, I will get one undertaking for everything.

I am right, am I not, that those 2008 and 2009 depreciation numbers will affect the utility income before taxes, the net income, et cetera, all the way down; right?

MS. WILSON:  Yes.

MR. SHEPHERD:  But am I right that the —— well, let me ask this a different way.

The rate base line, is that correct, or does that also have the fair market value bump in it?

MS. WILSON:  No.  All impacts on that rate base were excluded.

We accounted for the entire fair market value bump in two accounts on the trial balance.  One was the 45 million in the original number, which you can't really see on the trial balance.  The original number, you can see it on IR 6, the documentation I provided you, was $24 million.

The end of 2008, that number is $25 million.  Those two numbers are not picked up anywhere in the continuity schedules or in the calculation of rate base.

MR. SHEPHERD:  Well, so that leads —— so the first thing I would like you to do is can you give me this table, exactly as you provided it, which is good, but with the fair market value bump taken out where it is still in?

MS. WILSON:  Sure, for 2008 and 2009?

MR. SHEPHERD:  Well, for wherever it is.  Just make sure it isn't in here anywhere.

MS. WILSON:  Okay.

MR. SHEPHERD:  That's the first thing.  The second thing is I don't understand how the rate base is going up in 2008 and 2009, but the depreciation is going down.

So you started to explain why the depreciation is going down, and I think what I would like is to get an undertaking for a fuller explanation of that, including the numbers.  So what are the assets?  What are the numbers - because you are talking about big impacts, like $400,000 of depreciation - and relate that back to the increase in the rate base?  Can you do that?

MS. WILSON:  Sure.

MR. SHEPHERD:  Okay, thanks.  So I think that is two undertakings.

MS. HELT:  Yes.  We will mark the first undertaking, JT1.4, as a revised or another table that was in response to technical conference question of the School Energy Coalition number 1, which is attached to KT1.4 as appendix A, and the revised table will take the fair market value out where it is still in.
UNDERTAKING NO. JT1.4:  TO PROVIDE A REVISED TABLE TO THAT OF THE TABLE PROVIDED IN RESPONSE TO SEC TECHNICAL CONFERENCE QUESTION NO. 1, ATTACHED TO KT1.4 AS APPENDIX A, TAKING FAIR MARKET VALUE OUT WHERE IT IS STILL IN.

MS. HELT:  And JT1.5, then, will be —— I believe it has to do with the —— to provide a fuller explanation with respect to why, in this table, does it show, when the rate base is going up, depreciation is going down, and not only to provide a fuller explanation, but to include the actual numbers and what they relate to.
UNDERTAKING NO. JT1.5: TO PROVIDE FULLER EXPLANATION AS TO WHY THE TABLE IT SHOWS, WHEN THE RATE BASE IS GOING UP, DEPRECIATION IS GOING DOWN, AND TO INCLUDE THE ACTUAL NUMBERS AND WHAT THEY RELATE TO.

MR. SHEPHERD:  Perfect.  Thank you.

Can you ask the rest of my questions too, please?

MS. HELT:  No.  I will leave that to you, Mr. Shepherd.

[Laughter]

MR. SHEPHERD:  Okay.  My next question follow-up is on question 3.  What we're trying to understand is your income tax expense for 2010 is way less than your tax installments.

We understand why your 2009 tax was higher than 2010, but we don't understand why you paid $2.6 million in installments when you knew you weren't going to pay that much in tax.  What was the purpose of that?

MS. WILSON:  We paid the installments to CCRA in 2010 based on the 2009, the federal tax schedule at the back.  So we paid $219,090 every month.

The auditors are preparing our tax revision right now.  I have no idea, because I don't have the software, what our 2010 actual expense is actually going to be.

MR. SHEPHERD:  It's going to be much less than $2.6 million?


MS. WILSON:  I can't answer that, because I don't know what the change in the regulatory assets have changed in 2010.

MR. SHEPHERD:  Oh, I see.

MS. WILSON:  Like, I don't have access to the software to actually do a proper calculation.

MR. SHEPHERD:  So this 893,733 of tax is not what you actually expect to pay the government for 2010?

MS. WILSON:  That's correct.

MR. SHEPHERD:  That is just the component that is recoverable from ratepayers?

MS. WILSON:  That's right.

MR. SHEPHERD:  Or that was included in your rates, in effect?

MS. WILSON:  It is the calculation being used by the model.  That's correct.

MR. SHEPHERD:  Yes.  Okay.  Thanks.  Now I understand.

The next one is in Question 6.  You provided the —— you provided a page of your revenue deficiency calculation, but you didn't provide the calculation of the change in the deemed interest.

There is a different page in the revenue requirement work form that calculates your deemed interest, right?

MS. WILSON:  That's correct.

MR. SHEPHERD:  You have that page?

MS. WILSON:  Yes.

MR. SHEPHERD:  Now, can you provide it?

MS. WILSON:  Absolutely.

MR. SHEPHERD:  Thank you.

MS. HELT:  Just to clarify, will you be providing that today?  Or do you want to take that as an undertaking to provide it?

MS. WILSON:  If I have access to a printer, we can print right now.

MR. SHEPHERD:  Let's just make it an undertaking, I don't need it today.

MS. HELT:  All right.  That will be Undertaking JT1.6.

UNDERTAKING NO. JT1.6:  TO PROVIDE CALCULATION OF CHANGE IN DEEMED INTEREST.

MS. WILSON:  Can I just clarify that it is the debt schedule?

MR. SHEPHERD:  Yes, that's correct.

MS. WILSON:  That's the one you want, right?

MR. SHEPHERD:  That's right.  I just want to see where that number of 3.6 comes from, the $3.6 million.

MS. WILSON:  Okay.

MR. SHEPHERD:  Then, next is Question 13.  We asked why your shareholders' agreement requires unanimous shareholder approval if you change your deal with Niagara West Transformation corporation.

Niagara West Transformation Corporation is a former affiliate that has a —— that is licensed by the Board; is that right?

MS. WILSON:  Yes.  The former Peninsula West Utilities had an investment of 1.2 million in Niagara West Transformation Corporation.

The other half is owned by the Grimsby —— Grimsby Power Holding Corporation.

Upon the merger, this asset was excluded, and it was transferred from Peninsula West Utilities to the Peninsula West Power, their parent company, and excluded from our —— the merger.

My understanding, there was a shotgun clause, that if it was included that may have been exercised.

MR. SHEPHERD:  But the merged company retained its guarantee, presumably because TD Bank wouldn't release the guarantee and have it replaced by Pen West holding company?

MS. WILSON:  Pretty much, because it came in, like, the eleventh hour of the transaction.  So we said we would keep it, and now we are out of it.

MR. SHEPHERD:  Okay.  So now that you are out of it now, is it correct that unanimous shareholder approval is no longer required to change the agreement?

MS. WILSON:  That's correct, because we have no more dealings with them.  The only reason we needed that in the shareholder agreement was because of the loan guarantee.

MR. SHEPHERD:  But you still have dealings with Niagara West Transformation Corporation?

MS. WILSON:  Just like any other third——party vendor, though.

MR. SHEPHERD:  Okay.  And so is there a document that amends the shareholders' agreement to provide that unanimous shareholder approval is no longer required?

MS. WILSON:  No, there is not.

MR. SHEPHERD:  So unanimous shareholder approval is still required?

MS. WILSON:  No.  The undertaking and initiative to release Niagara Peninsula Energy from that guarantee was actually initiated by other parties, not Niagara Peninsula Energy.  It took them quite some time, over a year —— we expressed our concern of having that guarantee.

However, it was TD Bank who underwent negotiations with Peninsula West Power and Grimsby, and then there was a change in the leadership at Grimsby.

So it took a long time, but we didn't want to be in the guarantee, because I don't want to guarantee debt I don't have an asset to.

MR. SHEPHERD:  No.  I understand.  Legitimately so.  But I have seen the shareholder agreement; the shareholder agreement says unanimous approval is required.

So presumably there is a document somewhere that says that you can now deal with Niagara West Transformation Corporation as if it were any other supplier?

MS. WILSON:  We don't have that document in place.

MR. SHEPHERD:  Okay.  Can we go back to that page 38 of 55 of the materials I have from you, which is appendix A?

There is a line there that says "deemed interest."  Do you see that?

MS. WILSON:  "Deemed interest" line?

MR. SHEPHERD:  Yes.

MS. WILSON:  Yes.

MR. SHEPHERD:  And that isn't the actual interest you pay, right?  You actually pay about $2 million a year of interest, or so.

MS. WILSON:  That's correct.

MR. SHEPHERD:  And the reason is because you are more heavily equity—— versus debt——capitalized, about 60/40 as opposed to 40/60?

MS. WILSON:  Correct.

MR. SHEPHERD:  And so your profit, your utility income before income tax is also higher by the difference between the two, let's say another $2 million, typically, in each of these years; is that also true?

MS. WILSON:  My actual?

MR. SHEPHERD:  Yes.  Your actual profit.

MS. WILSON:  My actual?

MR. SHEPHERD:  Because your interest would be down by 2 million, so your profit would be up, but it would be taxable?

MS. WILSON:  Yes.

MR. SHEPHERD:  Okay.  So then last, but certainly not least —— and this is the one in which I might have to take a couple of minutes on —— is in response to Question 14, we asked you to track the various —— this may not be my last question, actually, but I will... we will see.

We asked you to track the various benefits you said were going to happen on the merger.  You will recall in the merger documents, you said to the Board and you said to the ratepayers of both utilities:  This will be good for you.  Right?

MS. WILSON:  Yes.

MR. SHEPHERD:  And so what I would like you to do is, can you just walk me through these items and just give me a brief explanation of them, because I haven't really been able to formulate questions on them because there is so much there.

You don't need to read it; just sort of give me the précis of each one.

MS. WILSON:  The original —— well, I will go one by one, if that is okay.

MR. SHEPHERD:  Good.

MS. WILSON:  The duplication of the systems was tied to the money, the savings.

The biggest ones were the duplication of the billing system, the GIS system, and the financial and accounting system.

So we save the money —— not only the money, but the doing of processes twice.  We save there.

We also ——


MR. SHEPHERD:  Let me just stop you for a second.

MS. WILSON:  Sure.

MR. SHEPHERD:  So these three systems, these are all capital assets, right?

MS. WILSON:  That's correct.

MR. SHEPHERD:  So on the merger, did you remove some of them from rate base?  Because you had duplicate systems, right?

MS. WILSON:  Most of the software is depreciated over one year, so it was gone already.

MR. SHEPHERD:  Okay.

MS. WILSON:  For example, the Great Plains system, we purchased it in 2004.  There was an upgrade in 2006, and it would have been fully depreciated by the time of the merger.

MR. SHEPHERD:  Okay.  So these systems were basically only software, right?

MS. WILSON:  Yes.

MR. SHEPHERD:  Okay.  Go on.  Sorry to interrupt.

MS. WILSON:  So where you benefit from the merger is the savings on the software and maintenance agreements.

We no longer have to maintain the advanced billing system or the GIS system that was used by Peninsula West.  They also had Great Plains, and we no longer have to pay the maintenance fees on that as well.

We have the licence agreements in place with these software companies that we can add the users without incurring the extra costs.  So we save there.

The audit fee, that is $30,000.  We only have one audit now.  It is about the same.  We don't pay for the Peninsula West Utilities audit.

The rate application, we have currently in the prefiled evidence $310,000 of regulatory costs related to the actual preparation of the rate application.

So I can tell you we —— you wouldn't put that in a second rate application and there is your savings from that.  That $310,000 includes $200,000 for legal fees in case it went to an oral hearing.  If we go to an oral hearing, it is —— you go once.

We also have an asset management condition study and plan that was developed by Kinetrics.  We paid $75,000 to Peninsula West Utilities, if they had to do the same thing.  They didn't have to incur that cost either.

MR. SHEPHERD:  You are suggesting that all of these costs, the rate application, the costs of the hearing, the asset condition assessment, these all would have been the same whether you were bigger or smaller?

MS. WILSON:  Yes.  Actually, it would be much bigger for Peninsula West Utilities.  With them being a small utility, they didn't prepare —— prepare their rate application in-house as we have done.  We have always historically prepared our rate application.

The cost for them —— and I am just taking how much they paid for the 2006 rate application.  They paid $50,000 for an external consultant to prepare that rate app.

Niagara Falls Hydro paid nothing, because I prepared it myself.

So I took the magnitude —— I just gave them an estimate, a quick estimate, of $100,000 for this rate application, and I can tell you it is —— that is probably smaller for the work we have put in, internally, into that.  That is —— that savings is probably much bigger.

MR. SHEPHERD:  So help me with this.  You have rate application regulatory cost savings, 310,000 and rate application preparation savings, 100,000.

So your estimate of the costs of this rate application is 410?

MS. WILSON:  The preparation part, being 100, if you had an external consultant prepare the rate application, and I think the $100,000 is very low.  Knowing the work that we have put in to doing this rate application, for an external consultant to have prepared it, I think it is very low.

MR. SHEPHERD:  So you are not saying that that is what it is costing you to do this.  It is what it would cost Pen West, if they had their own, would be 310 plus 100, 410?

MS. WILSON:  Yes, that's correct.

MR. SHEPHERD:  Thank you.

MS. WILSON:  The letter of credit, we hold a letter of credit on Prudential with the IESO.

The Peninsula West Utilities, the rate they obtained from their bank was 1 percent.  Being with Niagara Falls we had half a percent.  And there is the $40,000 savings.

We were able, I think, because we were in a better position.  Net income wise, you can see from 2007, comparatively, we got a better rate.  They struggled for money.  We didn't.

MR. SHEPHERD:  Okay.

MS. WILSON:  You can also ——

MR. SHEPHERD:  Sorry, go ahead.

MS. WILSON:  You can also see in the comparative table, 4-1 in the prefiled evidence, that the operation —— the OM&A costs are reduced compared to 2007.

However, cautionary, it isn't all that of a reduction, because there is a cost to the merger, and most of the legal fees to do the merger were included in 2007.

However, we have seen significant cost savings in the areas that I addressed, specifically software and maintenance.

The other area you benefit from ——

MR. SHEPHERD:  Let me just ask you about that, sorry.

MS. WILSON:  Sorry.

MR. SHEPHERD:  I am looking at the total OM&A for 2006.  It looks like it is about $12.5 million.  I am looking at this comparative table that we were talking about earlier.  It looks like it was about 12.5 million in 2006, and in 2008 it looks like it was about 12.8 million.

So I don't see where the OM&A went down.  You had a jump from 2006 to 2007, but, as you say, those are merger costs.  But then 2008 isn't below 2006.  It is above 2006.  So help me with that.

MS. WILSON:  Well, I haven't factored in the actual costs of wage increases that would have existed, and benefit increases.

MR. SHEPHERD:  So costs didn't actually go down.  They went up less?

MS. WILSON:  Sure.

MR. SHEPHERD:  Okay, sorry.  Go on.

MS. WILSON:  Continuing on with the benefit schedule, the initiatives that have come through and that we have undertaken in the last three years - specifically, for example, the upgrade of our telephone system with an IVR, which provides better customer service, better response times on the telephones - that whole initiative wouldn't be able to have been undertaken by Peninsula West Utilities with the size of that utility.

MR. SHEPHERD:  They just wouldn't have been able to do it at all?

MS. WILSON:  No.

MR. SHEPHERD:  Yeah.

MS. WILSON:  The other area that has —— most of the benefits have —— are being received by the Peninsula West customers.

One of the other benefits which is in the rate application, as well, is the conditions of service have been harmonized.  For —— to receive a new installation, Peninsula West Utilities' customers paid 100 percent of the cost.

In Niagara Falls, they were entitled to a base entitlement.  As you can see, the capital contributions have decreased.

So there is a benefit to the customers of Peninsula West Utilities, as well.

The expertise that you pull together in Peninsula West Utilities and in Niagara Falls Hydro, I can definitely tell you, you wore several hats in doing tasks throughout your day and in running the operations.

Now you can specialize your people and direct them for smart meter implementations, for the work outage management program that we are doing right now, so that allows you to obtain best practices, as well, in each of the operating areas.

The harmonization of the rates you can see, after three years of operating as a merged company, not one ratepayer has a total bill impact greater than 10 percent.

MR. SHEPHERD:  The distribution rates are much higher than that.  Increases in distribution rates are higher; right?

MS. WILSON:  Yes, for some.  But total bill impact is less than 10 percent.

MR. SHEPHERD:  Okay.  You skipped over the economies of scale, and I take it that those savings are the same as the elimination of duplication savings?

MS. WILSON:  Yes.  One of the most recent areas in economies of scale that we just achieved, which was noticeable, was the smart meter implementation.

We have one person being —— tracking and solving problems of all of the smart meters being implemented versus having two people at two different utilities doing the same thing.

MR. SHEPHERD:  Okay.  I am just —— I am looking at the last two, and these are about geographic things.  I am trying to identify where there are savings in rates here.  And I guess except for the elimination of duplication and the economies of scale, which you estimated at about $300,000, or something like that, 310, somewhere in the application, there is nothing else in the merger that reduces rates; right?

You have improved service and your system is a better system and all of that.  I get all of that.  But in terms of actually reducing rates, that 310 is what we should be looking at?

MS. WILSON:  I think the original estimate, yes, I think was $350,000.

MR. SHEPHERD:  350, okay.  Are we still seeing that 350 today?  Are the ratepayers still enjoying that today?

MS. WILSON:  All other things being equal, yes.

MR. SHEPHERD:  Okay.  I do have a couple of more questions.  In Question 16, we asked you to provide the data behind a graph that showed how the financial benefits of —— I think it was the financial benefits of the merger; right?

MS. WILSON:  Yes.

MR. SHEPHERD:  You don't have the data behind it?  You can't tell us what the numbers were?


MS. WILSON:  I have no idea who prepared the graph.  If it was the lady from Peninsula West Utilities who prepared that graph, I don't know where that graph and the data —— I can't even find the graph, never mind the data behind it.

[Laughter]

MR. SHEPHERD:  Okay.  And then I am looking at page 19 —— or Question 19, rather, sorry, which is on page 30 or 31.  One says 30 and the other says 31.  I don't know which it is.

And we were trying to reconcile the budget —— I guess this is the budget you presented to your board of directors?

MS. WILSON:  Yes.

MR. SHEPHERD:  To the application.  And I take it the difference is that the primary difference between the two is that your G&A figure in your budget includes interest?

MS. WILSON:  Yes, it does.  We don't show it separately.

MR. SHEPHERD:  Okay.  So to make these comparable, then, I should take that 6,657 and deduct 2,559?

MS. WILSON:  And the 2,222.

MR. SHEPHERD:  And the 2,222.

MS. WILSON:  Yes.  Two thousand —— 222 dollars, thousands.

MR. SHEPHERD:  Okay.  And that will get me to the 3,876 that you have in the application, right?

Just give me one sec.  And I think that is all of my questions.  Thank you.

MS. HELT:  Unless there are any further follow-up questions from any of the parties, that will conclude today's Technical Conference.

All right.  Thank you everybody.  Thank you to the witness panel.

——- Whereupon the conference concluded at 10:26 a.m.
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