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Wednesday, June 1, 2011


--- On commencing at 9:35 a.m.


MS. SEBALJ:  Good morning, everyone.  My name is the Ms. Sebalj, and I am Board counsel.  With me is Richard Battista, who is Board Staff.  We are here for the St. Thomas Energy Inc. technical conference for a cost of service rate case.  The docket number is EB-2010-0141.


I'll just give a tiny bit of background about the file, and then just some general procedural issues, and then I'll turn it over to the applicant.


The application in this matter was filed on February 11, 2010 by St. Thomas under section 78 of the OEB Act seeking approval for changes to the rates that St. Thomas charges for electricity distribution to be effective May 1, 2011.


The Board issued PO --Procedural Order No. 1 and an order for interim rates on April 1, 2011, and that procedural order also made provision for an initial round of interrogatories.


On May 6th, St. Thomas filed its responses to interrogatories.  In Procedural Order No. 2, which was issued May 16th, 2011, the Board made provision for a technical conference, and that's why we are here today, and a settlement conference which is scheduled to commence on June 6th.


Parties were required to file their questions in advance of the technical conference, and that was done.  Questions were filed by Schools, Energy Probe and Board Staff and VECC.  Is that right?  I don't have that written on my sheet, but that is right.


MR. WIGHTMAN:  Thank you.


MS. SEBALJ:  Late yesterday, St. Thomas filed written responses.  I have just some of the questions.  Is it some of the questions or all of the questions?


MR. TAYLOR:  I think you have all but Energy Probe No. 3.


MS. SEBALJ:  Thank you.  So just by way of procedure, I would remind all parties this is a technical conference and it is being transcribed.  If you could just speak clearly into your microphones.


For those of you who are not familiar with the Board's set-up, your microphone is the green button in front of you and you are connected to your neighbour in the same pod.  So if you can please be careful not to turn off your neighbour if your neighbour is about to speak.


We obviously do not have an adjudicative panel here today, so if any disputes arise, I would ask that we make every effort to resolve them, and if we can't, we will have to seek guidance from the Panel.


With respect to the responses that were filed last evening, my understanding is that Richard has had an opportunity to review them and he does have a few follow-up questions.  So my suggestion would be that we proceed with those, and then we can canvass the other parties to see whether they have had adequate time to review the answers and determine whether they had any follow-up questions.


So we'll sort of proceed -- we'll play it by ear as we go.


I'll turn it over to Mr. Taylor now to see if you have any opening remarks or any preliminary matters.


MR. TAYLOR:  I don't.  Do you want to make the introductions?


MS. SEBALJ:  And I will also take appearances for the record.

Appearances:


MR. TAYLOR:  I'm Andrew Taylor and I'm counsel for St. Thomas Energy Inc.  With me today is Shawn Filice, Glen Farrow and Dana Witt, all of whom are here for St. Thomas Energy Inc.


MR. MacINTOSH:  David MacIntosh for Energy Probe.


MR. WIGHTMAN:  James Wightman for Vulnerable Energy Consumers Coalition.


MR. RUBENSTEIN:  Mark Rubenstein and Deb Devgan for School Energy Coalition.


MS. SEBALJ:  Did you have any preliminary matters, or do you want to just start in with the questions?


MR. TAYLOR:  I don't have any preliminary matters.

Procedural Matters:


MS. SEBALJ:  We note that St. Thomas has given the responses to the written questions in Exhibit 12, and for purposes of ensuring that this is clearly marked as part of the technical conference proceeding and not part of the prefiled evidence, we would like to re -- give it a new name, if we can, which is KT1.1.  So that's the package that was filed yesterday evening entitled "Technical Conference Responses to Written Questions", and the date is May 31, 2011.  So that's KT1.1.

EXHIBIT NO. KT1.1:  BRIEF ENTITLED "TECHNICAL CONFERENCE RESPONSES TO WRITTEN QUESTIONS" DATED MAY 31, 2011.

ST. THOMAS ENERGY INC. – PANEL 1


Shawn Filice


Glen Farrow


Dana Witt

Questions by Mr. Battista:


MR. BATTISTA:  I'll go to the second response.  And in this case, just to clarify, we asked you to update some evidence with the 2010 actuals, and your response in part (c) you say undertakes to update the evidence as soon as possible.


Could we have a firm date as to what "as soon as possible" is?


MR. TAYLOR:  Can I just jump in for a second?  When you say update the evidence, are you talking about the prefiled evidence and all the instances within the prefiled evidence that would have to be amended as a result of this update, or could the revenue requirement work form that shows the impacts of the actual capital expenditures for 2010 that was filed in response to Energy Probe technical conference question number 14 -- is that satisfactory?


MR. BATTISTA:  I prefer to have the specific table in the prefiled table 2.1.1 A.


MR. TAYLOR:  Because if we can get you table first, we would be able to do it a lot quicker than if we have to amend everything.


MR. BATTISTA:  I just mean the table, so we have a comparison between what you're proposing for 2011 versus what your actual expenditures were for 2011 -- for 2010.  It was just the table identified in the question.


MR. TAYLOR:  Okay.


MR. BATTISTA:  Not all of the evidence.  We would just like a date as to when you would be able to file that.  You said you would do it.  It's just a matter of when.  The reference is item (c) of that second question.


MR. WITT:  We should be able to file that with you this week.


MR. BATTISTA:  Pick a day.


MR. WITT:  Friday, just to make sure we get it to you.


MR. BATTISTA:  That's June 3rd.  Okay.


MR. WITT:  Yes.


MR. BATTISTA:  I'm onto --


MR. FARROW:  Just clarity on the last one.  That's Exhibit 2, tab 2, schedule 1, attachment 1 from the original evidence that you're looking for, the rate table?


MR. BATTISTA:  Right, Exhibit 2-1-1, page 3.


MR. FARROW:  Page 3?


MR. BATTISTA:  It's as indicated in (c), right.


MR. TAYLOR:  Richard, just it seems there might be a little bit of confusion. Would you mind just getting up and looking at Mr. Filice's computer so he can confirm?  He can point to the table and he can confirm that is the one you are looking for.


MR. BATTISTA:  My next follow-up question is regarding your -- the third question, and in the response, part (a), this has to do with the cost of capital carrying costs on inventory held by STESI.  The last sentence of the response (a) says a return of 20 percent on invested capital is also included in the charge-back to St. Thomas.


The 20 percent, that appears to be greater than the regulated rate of return, and so where does it come from as a number?  What's the underlying capital structure that would give you a 20 percent carrying cost?


Since you are not using the regulated return on capital, you are using an amount that is in excess of that.  That ultimately comes back to the customer to pay for.  So...


MR. FARROW:  To help with the response to this, we have in our responses that we were going to speak to, a verbal response to SEC 11, which addresses the 20 percent mark-up as well, and the mark-ups on our cost.


What we would like to do at this point is explain the relationship in terms of the streams of cash and the mark-up, basically in terms of the relationship between St. Thomas Energy Services Inc. and St. Thomas Energy Inc.


MR. BATTISTA:  If you would like to wait to address it under six questions, that's fine with me.


MR. FARROW:  Okay.


MR. TAYLOR:  If I could just advise the client that SEC 11 is a little bit different from this question.  I think that what Mr. Battista was asking is can you explain how you came up with the 20 percent mark-up, whereas SEC 11 deals with fair market pricing.


MR. FARROW:  Okay.


MR. TAYLOR:  There is a relationship there, but I think you could probably explain to Mr. Battista how you came up with the 20 percent mark-up.


MR. FARROW:  With the 20 percent, the 20 percent is established as a proxy to be able to provide compensation for the assets, the investment in St. Thomas Energy Services Inc.


It's an estimate that's done, and revisited over -- at different periods, and the whole objective at the end of the day with not only this and the other component, where 20 percent is charged, is to provide a contribution to address unallocated expenses of St. Thomas Energy Services Inc., and as well to provide a return on the assets of St. Thomas Energy Services Inc. associated with the business arrangement between St. Thomas Energy Services Inc. and St. Thomas Energy Inc.



MR. BATTISTA:  Just to clarify, then, is what you are saying that 20 percent includes more than just a return on the money St. Thomas has to borrow, STESI has to borrow in order to hold the inventory?  It sounds like you're saying --


MR. FARROW:  That's correct, because you have a long-term investment in inventory at St. Thomas Energy Services Inc. to maintain the service level between the two.


So I mean, in terms of the mark-up, it goes to help with the overall capital.


MR. BATTISTA:  So just to be simple about it, I suppose -- sometimes examples are useful -- STESII holds inventory on behalf of its affiliates.  And let's say the value of the inventory is $100.  You have to capitalize that, go to the bank or your shareholder to borrow a hundred to pay for the capital.  The carrying cost on that would be your rate of return on equity or your short-term interest, whatever you are using, is the 20 percent -- that's what -- in asking the question, my understanding the 20 percent was for the carrying costs, the financial carrying costs of the investment made by STESI, as opposed to burden, depreciation and all of that other stuff that I understand is taken care of by the overhead component.


MR. FARROW:  Right.  It's to pay for the investment in the inventory, as well as the investment in all the hard assets, the rolling stock, the overall investment in the business in St. Thomas Energy Services Inc.


Based on our review done, there is approximately 1.1 million of assets in St. Thomas Energy Services Inc., which are assets that would -- assets such as rolling stock, tools, furniture, equipment.


MR. BATTISTA:  And they are not picked up in the overhead fee, as opposed to carrying costs?


MR. FARROW:  That's correct.  The overhead is depreciation, similar in respect to the distributable assets.  In terms of the revenue generated for the distributable assets, you generate, first of all, revenue to compensate for the depreciation, and that's in our view the burden on St. Thomas Energy Services Inc.


And then on top of that, there is the overall investment.  As I said, the investment at the end of 2011 is estimated to be 1.1 million, and that excludes inventory but it -- so it's a little bit higher for the inventory on top of that.  We just haven't calculated that piece.


So overall, when you have this unit in inventory and the unit is rolled out, it's got to be delivered to wherever it's going to be installed.  So the 20 percent charged on the inventory as it's taken out as part of a capital job for St. Thomas Energy Services Inc. will go to help make a contribution towards the return on the investment in all the assets, the 1.1 million in assets and the working capital investment, which we have not yet specifically calculated.


MR. BATTISTA:  Okay.  Just -– again, not to belabour this, but the last sentence of the answer to (a) says:

“The return of invested capital is also included in addition to purchase cost and overhead."


So what you are saying is the transformer could cost a hundred dollars, and then you are also saying that there is infrastructure within STESI, let's say, of a value of $1,000.  And that when you do your calculations for return on capital, say -- I'll do the interest and return on equity on the transformers' worth, plus I add another amount for the carrying costs on your infrastructure investment to operate this thing called STESI.  And that's why you get a number of 20 percent, and 20 percent is applied against the transformer costs, and if you roll in the infrastructure costs it's really a return of 15 or 10 percent.


Is that what I'm hearing you say?


MR. FARROW:  Actually, if you are asking for the return that we have in terms of the entire relationship --because not everything that is charged between STESI and St. Thomas Energy Services -- between STESI and St. Thomas Energy Inc. would be applied -- profit would apply to it.


So for instance, the revenue that's charged associated with the work done for the smart meter does not include that mark-up.  So everything associated with the smart meter program and other regulatory costs -- for example, the IFRS conversion work -- are charged through, without having the 20 percent mark-up on return on capital.


And so taking a blend of all the components, the actual return that we have estimated for the period 2009, 2010 on a forecast basis, and 2011 on a budget basis, the total return on just the 1.1 million of investment generates a 3.37 average return for those periods.


So because not everything would create -- is added but the 20 percent contribution towards our capital at STESI.


MR. TAYLOR:  Could I maybe try to assist, Richard, based on your last question?  I could sense there was some confusion, and in the simplest terms -- and correct me if I'm wrong -- but in the simplest terms it's my understanding that when STESI performs capital work for STEI, depending on that capital work, if it's smart meters then there is no mark-up; if it's not smart meters, such as a transformer, there is a 20 percent mark-up.  The cost for that work would be the fully allocated cost - so the cost of the transformer - and there would be overheads added on top of that.  Then on top of that, 20 percent is added, and the 20 percent is added to allow for a return on the capital that is in STESI that is used to service STEI, capital that if it was a standalone utility would be in the rate base of STEI.


So that's how they earn a return on that capital.  They do it by attaching this 20 percent, and the effective or the average rate on -- or the return on the capital in that's used to service STESI, not all their capital, comes out to -- what did you say, 3 -- 3-something percent?


MR. FARROW:  It's 3.37 percent.


MR. TAYLOR:  Right, which is a return that is lower than the weighted average cost of capital that the regulated utility earns.


MR. BATTISTA:  So let's say the transformer is $100, so there's the overheard burden and all of that stuff, and then there's this return of 20 percent on invested capital.  For example, say the transformer is $100.  When it's charged to St. Thomas, does the $100 multiply by 1.037, or is it multiplied by 1.2, being the 20 percent?


MR. TAYLOR:  Why don't you answer?


MR. FARROW:  Sorry, clarify.  Is the cost plus the burden multiplied by 1.2?


MR. BATTISTA:  Yeah, the transformer has overhead.  Let's says the transformer is $100.


MR. FARROW:  Right.


MR. BATTISTA:  You have overhead charged to it, some amount.  Then you have this thing called a return on invested capital of 20 percent.


MR. FARROW:  Correct.


MR. BATTISTA:  Is the 20 percent is what's applied to the value of the asset coming out of STESI, or are you multiplying the value of the asset by your true carrying costs of 3.7 percent?


MR. FARROW:  The 20 percent is on the whole -- like, the asset plus -- so what we're saying is the actual cost, $100, say for example the burden applied to it is $10, so you would apply 20 percent on top of the $110.


MR. BATTISTA:  Right.  So the 20 percent is the gross-up, and when your return of 20 percent on invested capital is also included, where does the 20 -- how does the calculation -- so you are taking the transformer and grossing it up by 20 percent for carrying costs incurred by the affiliate, the service provider.  The 20 percent reflects --


MR. FARROW:  Sorry, the burden does not include carrying costs.  So the burden is --


MR. BATTISTA:  Twenty percent seems like a high number.


MR. TAYLOR:  But as he said, as well, the 20 percent is not applied to all assets.  So when you look at the effective mark-up over all of the assets that are installed by STESI on behalf of STEI, it comes to 10 percent.


For example, there's a $1,000 transformer.  There's a $1,000 smart meter.  One gets 20 percent and one gets zero percent mark-up.  The average of the two would be a 10 percent mark-up.  So that's number one.


But number two, this is not a carrying cost charge.  This pertains to a return on -- it's like a return on rate base in STESI.


MR. BATTISTA:  So you are saying because you are not applying it to all capital that makes its way through STESI to St. Thomas.  You are doing it selectively on particular items, maybe just inventory.  I don't know.  That's why it's higher than it would appear to be if you were charging it to everything coming through the affiliate?


MR. FARROW:  Actually for correction, it is on the capital work.  So it's not-- if it's inventory associated with maintenance, then it would not be, and if it's covered under the MSA, it wouldn't even register in terms of impact.


So we're not looking at -- "we", being St. Thomas Energy Services Inc., in terms of the relationship with St. Thomas Energy Inc., only applies the 20 percent mark-up to the stream of work, which would be deemed as capital for St. Thomas Energy Inc.


MR. BATTISTA:  Maybe it would be beneficial if you could undertake to encapsulate this final understanding in an undertaking response, so that we have on the record where the 20 percent comes from.


MS. SEBALJ:  I'm trying to -- I think I'm starting to understand, but we now have a discussion about capital work, non-capital work and MSA, and I don't know if any of those are overlapping.  Capital and non-capital are, but I'm not sure what of those are covered by the MSA.


We also have this issue of where the 20 percent comes from and what it's applied to. So I'm wondering if it's possible to break that down for us and tell us to what items the 20 percent or to what types of work the 20 percent applies, how it's applied by way of example.  I think you said it here today, but it would be beneficial to just -- you know, the example of a $100 transformer, the approximate overhead burden, and then addition of the 20 percent.


MR. FILICE:  We would be happy to.  It's in our interest that you understand this.


MS. SEBALJ:  Exactly.  So that would be helpful, but then also understanding, too, what items the 20 percent applies, as opposed to any other amount or no amount at all, because I'm frankly a bit confused about how you distinguish between capital and non-capital work.  I mean, you mentioned maintenance, but some things can be characterized as maintenance and another utility might characterize it as capital work, depending on what we're talking about.


That's a very long-winded undertaking, but let me try to encapsulate it.  So if you can provide -- I guess it's an undertaking with multiple parts, the first being the hypothetical example of the application of the 20 percent and how that is calculated.  The second is to give us perhaps not an exhaustive, but an indicative list of what types of work the 20 percent is applied to as opposed to the types of work it is not.


That's about it.  So we'll call that JT1.1.  Are 

you -- you understand the undertaking?

UNDERTAKING NO. JT1.1:  TO PROVIDE (1) CALCULATION AND APPLICATION OF 20 PERCENT; AND (2) to PROVIDE WHAT TYPE OF WORK 20 PERCENT APPLIES TO.


MR. FARROW:  I do.  And we will undertake -- I mean, in terms of picking the streams, we here in our evidence have provided, as response to one of the intervenor questions, the streams of revenue charged by St. Thomas Energy Services Inc. to St. Thomas Energy Inc. and --


MR. TAYLOR:  But what we can do is put it into one nice, neat package for you so it's all --


MR. FARROW:  So we'll start with that, do the package and we'll get the analysis done so it's a lot more clear to understand.


MS. SEBALJ:  I imagine the 20 percent was an agreed upon number with STESI.  Is that part of an agreement somewhere, or does it change?


MR. FARROW:  In response to our --it has changed.  It was smaller.  One of the responses -- one second while I get a response.


In response to Board question -- OEB Staff No. 9, it is said that the mark-up on capital is a flat rate applied at 20 percent before taxes.  Prior to 2009, the rate was lower, effectively 8.7 percent in 2008, 7.1 percent in 2007, 4.9 percent 2006.  So -- but consistently it was developed and...


MS. SEBALJ:  This is sort of an oral agreement with STESI?  There's no --


MR. FARROW:  Correct.  It's presented -- it's presented through the board of directors of St. Thomas Energy Inc. as part of the budget process.


MS. SEBALJ:  I see.  So it's an annual -- it has a potential for annual change, or can it change more frequently than that?


MR. FARROW:  Potential for annual change.


MR. BATTISTA:  We can go now to question 6.  This question was a follow-up to an IR, and Board Staff had asked that you fill out a table that sort of made simple the load forecast as prepared by HERA, and the adjust for CDM.  And the IR provided an answer and I couldn't –- must have been an off day.  I couldn't find the material I was looking for.


So in your tech conference answer, you declined to fill out the table, but referred Board Staff to Exhibit E11, tab 2, schedule 13, page 2.  Could you look that up?


I really couldn't find page 2, and then it goes on in some detail as to where I can find the information, so I -- can you help me out there as to...  Do you agree that there's no page 2?  That the reference is...


MR. FARROW:  We're taking a couple of seconds to try to get the proper reference.  I mean, the reference to E11, tab 2, schedule 2 is the –- is --


MR. BATTISTA:  E11, tab 2, schedule 13, page 2 is the reference in the tech question response that says that the information I'm looking -- Board Staff is looking for can be found there, and I don't think it can.


Could you agree that that is not the right reference?


MR. TAYLOR:  Maybe it would make sense for us to undertake to get you the right reference, and maybe we can take a break at some point during the day and they can figure it out.


MR. BATTISTA:  Or in the alternative, I might propose that -- can you just fill out the table as requested in -- in the original interrogatory, Exhibit 11, tab 1, schedule 17?


MR. WITT:  We'll get that filled out for you.  I didn't realize it had not been filled out.


MS. SEBALJ:  So we'll mark that as Undertaking JT1.2.  And Richard, can you just give the reference one more time to the table?


MR. BATTISTA:  So that would be complete the table in Exhibit 11, tab 1, schedule 17, page 2 of the Board Staff IRs.

UNDERTAKING NO. JT1.2:  TO COMPLETE TABLE IN EXHIBIT 11, TAB 1, SCHEDULE 17, PAGE 2.


MR. BATTISTA:  Next question is S15.  The focus of this original IR in the tech conference question had to do with the increased costs as a result of the Energy Consumer Protection Act, and the question asked to give some examples of -- some reasons why the act would result in your bad debt expense going up.


And looking at the response -- bill issuance and payment, disconnection, security deposits, arrears, management -- the common theme is that those activities are going to result in the customer having a longer time to pay their bills, and then I guess you conclude that the increase in time to pay creates a greater risk in collecting outstanding amounts.


So is there any factual basis to this claim, or is this just a perception or an anticipation of what will happen?  Do you have some facts to firm up that relationship, that the longer somebody has to pay for something, the greater the default likelihood?


MR. WITT:  Yes.  It's the perception of there's a risk involved.  The colder the trail goes in trying to collect an account -- or the longer it takes, pardon me, there's a risk in collecting that amount of money.


We don't have anything factual.  Again, it's a perception.


MS. SEBALJ:  In coming up with the $115,095 number, is that -- that's what you budgeted for for 2011.  I can make some assumptions about how you came up with that number.  It's between 81- and 202,000; is that sort of how you did it?  Or was there some calculation there?


MR. WITT:  We based it on a factor, I believe, of 1.4 or something close to that, just to recognize that increased risk.


MR. BATTISTA:  Okay.  Question 16, and this has to do with smart meter costs and revenues, and the revenue requirement calculation in that regard.


In the response -- the question was operating expenses of 150,000 and 300,000 in 2010 and 2011 are forecasted, and they are included in the revenue requirement calculation for smart meters for ultimate disposition.


The technical question asked what was included in those respective amounts.  And there's a break-out presented in the response, and I was wondering.  The amount goes from $150,000 in 2010 to $300,000 in 2011, and given the nature of the expenses, which tend to be computer IT related, is the $300,000 expected to continue going forward, or are those sort of one-time expenses?


MR. WITT:  The numbers that you see on the response came from a budget that was prepared by our consultant that was -- or our project manager of the actual project, external party.


MR. BATTISTA:  Right.


MR. WITT:  And these are the numbers that I have put in.  Will it continue?  I guess depending on how the plan comes to -- how it all works out in the end will tell the story, because you can -- when you are dealing with the smart meter program, I understand that you can provide different ways of delivering that service and when -- it may be done one way with one utility and done another way with -- so it's hard to say.


They are forecasted numbers.  In answering the question, as well, it could be -- could be that amount going forward.  We just don't know.


MR. BATTISTA:  So once the meters are deployed and things are normalized and stranded or taken out of rate base, and smart meters deployed or put into rate base, we don't know whether the $300,000 -- you would be coming forward with an application to increase your OM&A by $300,000 at some point?


MR. WITT:  Well, what we -- yes, it is our best estimate, but when we do file for disposition of the smart metering, at that time we will have a better idea of what we're expecting.


MR. BATTISTA:  So you're saying you are unable to ascertain as to whether -- even given that they are forecasted, that these are really reoccurring costs, assuming you would be -- you are ready to go, things are audited and you are going to normalize your smart meters, would one expect to see your OM&A increasing by $300,000?


MR. WITT:  Very possible.


MR. BATTISTA:  But you're not sure one way or the other?


MR. WITT:  Not at this point in time.  Best estimate.


MR. BATTISTA:  But this amount is an amount that's used in the revenue requirement calculation on a forecasted basis, where you saying, We're going to be incurring these costs, and so in terms of what else is booked to the deferral accounts and whatnot, this is part of your forecast of costs before the meters are deployed and normalized?


MR. WITT:  Are you referring to the application that we have -- that it's an impact on the revenue requirement for the application?


MR. BATTISTA:  Within the framework of smart meters, the rate adder calculation and coverage on your -- the costs that you are incurring related to smart meters before things are normalized.


MR. WITT:  Right.  In terms of the funding adder, the impact on revenue is based on -- partly based on these numbers.


MR. TAYLOR:  Just to clarify, that would affect the rate adder, but are you saying it wouldn't affect the revenue requirement requested for 2011?


MR. WITT:  Yes, that's correct.


MR. TAYLOR:  Thank you.


MR. BATTISTA:  That completes my questions.


MS. SEBALJ:  Is anyone else in the room in a position to -- Mark, do you --


MR. RUBENSTEIN:  Yes, I can ask questions.


MR. SEBALJ:  Okay.

Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  Let's just start with some Board Staff questions and follow-ups to Board Staff question no. 3.  So if I understand our discussion before, the follow-up that I have is:  Is there any restrictions in agreement or something between STESI and STEI that limits the effective rate to the cost of capital that you're allowed by the board, or at least how you define the effective rate?


MR. FARROW:  The capital expenditures for St. Thomas Energy Inc. are reviewed and approved.  So they are looking - "they" being St. Thomas Energy Inc.'s board - will review the capital.  If there's issues with respect to costs associated with that, they will at that point interject.


If there's any changes to the capital program, that's approved.  So as part of the overall capital budgeting process in terms of the review that's done with the board, in front of board, and the board does their approval, once the capital is approved, then the capital is expended by St. Thomas Energy Inc.


MR. RUBENSTEIN:  So besides your board approving it -- and when you are use the term "board", you are talking about your board?


MR. FARROW:  Yes, St. Thomas Energy Inc. board.


MR. RUBENSTEIN:  There's nothing formal outside of your board's approval or them checking to make sure that the effective rate doesn't reach a certain point.  There's no limit in any other way?


MR. FARROW:  There's no check, because the profitability of St. Thomas Energy Services Inc. is not brought before the board of St. Thomas Energy Inc.


MR. RUBENSTEIN:  Okay.  My second question is:  You were asked if the amount can change, and you said it would -- could change annually, but the truth is it could change at any point that the board -- you know, the board is convened.  The amount, the 20 percent number, could change?


MR. FARROW:  It's not likely, because we - "we" being the St. Thomas Energy Inc. board - would see the capital budget on an annual basis and review the progress of the budget throughout the year.  In the event that there is any change in terms of the overall structure of the capital budget or any changes beyond, it would have to be presented to the board, and a similar process to the capital budgeting that's done annually.  It would be a mid-year capital budget review.  But, again, not likely.


MR. RUBENSTEIN:  Okay.  If we go to Board Staff no. 10, you were -- Staff asked you to break out the director of regulatory affairs' cost.  And I'm a little confused.  You allocate 22,500 to return on invested capital.


MR. FARROW:  I think in terms of the response that we -- the panel here are putting together here for JT1.1, that will be covered as part of that review, reviewing the capital, reviewing the streams of cash flow to show the profitability of St. Thomas Energy Services Inc.


MR. RUBENSTEIN:  I mean, I at least glean from this that you are saying that the position is a capital cost.


MR. FARROW:  No.  What was presented or discussed I thought was discussed in terms of the presentation for the Board's request that we've undertaken to do, is that the profitability of St. Thomas Energy Services Inc., by stream of revenue -- which has been provided in one of the responses, showing the breakdown between the revenues of the non-MSA deemed revenues for St. Thomas Energy Services Inc., the revenues of St. Thomas Energy Services Inc. that relate to regulatory accounts, smart meter, IFRS, and then the stream of cash flow related to the capital of St. Thomas Energy Services Inc. -- to review the overall return on capital associated with that, which arrives at the 3.37 average return for the period 2009 to 2011.


So this charge is part of a basket of charges through the -- that is deemed non-MSA revenue for St. Thomas Energy Services Inc., and it is in response to providing services that are a result of changes in terms of regulations and other needs for service delivery for St. Thomas Energy Inc. that has occurred since the initial striking of the master service agreement.


MR. RUBENSTEIN:  So if we go to Schools No. 3, we asked about how the salary for that position was determined.


I was wondering if you would undertake to provide the Municipal Electric Association reciprocal insurance exchange industry-specific salary survey for that position.


MR. FARROW:  Our hesitation is just we want to review with counsel whether or not it is a confidential item that St. Thomas Energy Inc. gets as part of that survey.


MR. TAYLOR:  I think we have encountered this issue in other cases, and we've filed it confidentially.


MR. RUBENSTEIN:  Okay.


MR. TAYLOR:  So I think we would be able to do that, if you would agree to accept it on a confidential basis.


MR. RUBENSTEIN:  I don't want to -- for now -– I mean, the normal procedure is best to be followed.  If you would file it confidentially with your rationale for why it would have to be, and we can review it.


And I don't know why -- what's the basis?


MR. TAYLOR:  The basis is that it's not our document.  It's a confidential document that belongs to a third party.  It's not ours.


MS. SEBALJ:  I'm obviously not the decision-maker, so I would agree with both counsel that we just follow the procedure, but that along with the filing you provide rationale for confidentiality.


MR. TAYLOR:  That's fine.


MS. SEBALJ:  The only thing I put out there is that I obviously haven't seen the confidentiality agreement that your client has signed with the vendor who provided this information, but normally, regulatory -- a request by a regulatory authority or bylaw is exempted.


So the question would be whether that exception applies in this case.  Having said that, I can't adjudicate on that matter, so if you can just provide it with the rationale and then the Panel can deal with it, or whatever submissions the parties make on it.


MR. TAYLOR:  Sure.


MS. SEBALJ:  So hopefully on the break -– I don’t know when you can provide this.  Is it going to be part of a batch of undertakings that you provide at some later date, or -- only because it would be helpful if we got undertakings signed earlier than later, rather than having them trickle in.


But Richard is just reminding me of course that it has to be provided to the Board, and then once we have undertakings from the parties, then we can provide it to the parties.


MR. TAYLOR:  We could provide it on the basis that we know that the parties will give us undertakings subject to a Board decision, so we don't need to waste any time.  We've done that in the past.


MS. SEBALJ:  Agreed, but I just need to get the undertakings signed.  I can get those on the break.


What I'm asking you is how quickly you can provide the information.


MR. FARROW:  We have it in hand.


MS. SEBALJ:  Okay.


MR. FARROW:  So it's something that we can pass along when we get approval, or subject to counsel providing us --


MR. TAYLOR:  So that sounds like today.


MS. SEBALJ:  Just as a reminder, the normal procedure of course is that you provide an unredacted copy to the Board; a redacted copy, as well.  The redacted copy can be provide to the parties on the basis of a declaration and undertaking being filed, and then the Board can make a determination based on submissions from the parties.  And it sounds to me like Schools may want to make submissions with respect to confidentiality based on the redacted version.  With a letter with the rationale for why it needs to be --


MR. TAYLOR:  I expect Schools will want to make submission, based on other submissions they have made in the past.


And we will file a redacted copy on the record.  That's fine.  I don't think we need to do that today, but we'll move forward today with an unredacted copy provided confidentially to the parties.


MS. SEBALJ:  With a note explaining --


MR. TAYLOR:  No, with no note.  We'll do the administrative stuff after the fact.  They can look at it today, and I'm happy to give it to them.


MS. SEBALJ:  So now I'm confused, because you said you unredacted.


MR. TAYLOR:  Yes.


MS. SEBALJ:  You're giving a redacted version to --


MR. TAYLOR:  With the understanding that we're getting it to them on the basis that they will sign a confidentiality –- an undertaking for confidentiality, still having the ability to object to it being treated as confidential.


MS. SEBALJ:  Thank you.  So it's KXT1.1, and it's to provide on a confidential basis the -- Mark, you might want to do this, because I want to make sure I get right, but it's the compensation information that's referred to in the salary survey done by the Municipal Electric Association reciprocal insurance exchange referred to in Exhibit KT1.1, tab 3, SO3.  And is it with respect to -- it's only with respect to the director of regulatory affairs; correct?


MR. RUBENSTEIN:  Yes.


MS. SEBALJ:  Thanks.

UNDERTAKING NO. KXT1.1:  TO PROVIDE ON A CONFIDENTIAL BASIS THE COMPENSATION INFORMATION IN THE SALARY SURVEY BY THE MUNICIPAL ELECTRIC ASSOCIATION RECIPROCAL INSURANCE EXCHANGE REFERRED TO IN EXHIBIT KT1.1, TAB 3, SO3 WITH RESPECT TO THE DIRECTOR OF REGULATORY AFFAIRS.


MR. RUBENSTEIN:  Still in that question -- in that answer, you talk about that you had further discussions concerning the compensation level for this position with help from an external consultant who was involved in setting up the formal compensation structure for management employees in 2007.


Can you provide some more detail what that further discussion was?  Who was the external consultant?


MR. FARROW:  It was a light discussion, in light of the current director of regulatory affairs' previous position within the employment of St. Thomas Energy Services Inc.  It was a verbal confirmation more than anything in terms of a reference to the salary survey, a reference to existing history and knowledge, and over 30 years' experience within the electrical distribution industry.


Beyond that, it's a telephone conversation.


MR. RUBENSTEIN:  Okay.  Thank you.  If I can bring you to Schools No. 2, so just backing up a moment.  Maybe this is just me.  I can't find the attachment that you reference in the answer.


MR. FARROW:  I have a hard copy here.  It was intended to be included in the package and unfortunately it didn't get in there, as we're just reviewing right now so....


MR. TAYLOR:  Maybe at the break, we could have photocopies made.


MR. RUBENSTEIN:  Yes, that's fine.  It's not in the e-mail, so I don't know if it was -- I don't know what you filed online.


MR. TAYLOR:  We would have to make sure it gets on the Board's -- on the public record, as well.


MR. RUBENSTEIN:  Does STEI -- I think this is my fault for asking how I asked the question.  Does STEI have any other affiliates besides STESI?  Does it have any affiliates?


MR. FARROW:  I believe that under our original filing, "us" being the panel here -- that there is an organization chart which shows the company's -- we're just taking a second to find that.


MR. RUBENSTEIN:  Just a "yes" or "no".  I don't need a --


MR. FARROW:  It's under Exhibit 1, tab 2, schedule 3, attachment 1.


MR. RUBENSTEIN:  So, no?  So, yes?


MR. FARROW:  From the organization chart, it shows the ownership, so define affiliate by --


MR. TAYLOR:  The answer is, yes, they have affiliates.  It's on the chart.


MR. RUBENSTEIN:  So my question is -- we had asked -- my question is:  Will you provide the financial statements for those affiliates?  You had said in the question you declined to provide financial statements for its other affiliates.


MR. TAYLOR:  That's correct.


MR. RUBENSTEIN:  I will ask again and you can decline if you want, but just so it's on the record, will you provide financial statements for your other affiliates?


MR. TAYLOR:  The answer is no on the basis of relevance.  The other affiliates don't engage in services with STEI.


MR. RUBENSTEIN:  So there's dealings between St. Thomas and its affiliates who share -- do you share any services with them or any costs with them?


MR. FARROW:  There's the dealings between St. Thomas Energy Inc. and St. Thomas Energy Services Inc.  That is the only service provider, St. Thomas Energy Services Inc. and St. Thomas Energy Inc.


MR. RUBENSTEIN:  Do you share any services?


MR. FARROW:  St. Thomas Energy Services Inc. delivers the services to St. Thomas Energy Inc., so St. Thomas Energy Services Inc. is delivering the service.


MR. RUBENSTEIN:  Does any of the other affiliates share any services, any dealings, with St. Thomas Energy Inc.?


MR. FARROW:  No.


MR. RUBENSTEIN:  Thank you very much.  Thank you very much.


MS. SEBALJ:  Can I just ask a quick question.


MR. RUBENSTEIN:  Sorry.


MS. SEBALJ:  It was just a question sort of for administrative purposes.  I noticed that for Schools question 1, I believe it is, at the end you said you undertake to provide brief bios for those five named individuals.  I'm just wondering when we can expect those and whether I need to mark it as an undertaking here, or is that coming any time soon?


It's just odd for me to see an undertaking in the context of answers to questions, so I would want to mark it to make sure we are tracking appropriately.


MR. FARROW:  We can have by Friday the bios of Maureen Bedek; Heather Jackson-Chapman, who is the mayor of St. Thomas; Tom Johnson, who is an alderman for St. Thomas; Brian Dempsey, who is an employee of TD Canada Trust in St. Thomas; and James Akey, who is involved with Tara Hall Nursing Home in St. Thomas.


MS. SEBALJ:  If you don't mind, I will mark that as undertaking KT1.2.  Sorry, I didn't mean to interrupt.


MR. TAYLOR:  Sorry, I don't know if you want an answer now.


MS. SEBALJ:  JT1.2 -- 1.3.  Too many forms in front of me.  JT1.3 is the undertaking number for that request.  Thank you.

UNDERTAKING NO. JT1.3:  TO PROVIDE BIOgraphieS OF INDIVIDUALS RE SEC NO. 1.


MR. RUBENSTEIN:  I don't know if you want to address it right now, but I guess now would be the best time.  For Schools 11, you said you were going to answer at the technical conference.  This is our question about --


MR. FARROW:  It's believed the fees paid are below market.  Based on STESI's profitability with the relationship with STEI, that's our basis of the panel here for that.


Based on STESI's review, the year average -- the three-year average return on that income for the period 2009, 2010 forecast, 2011 budget achieved was 3.37 percent.  The assets -- the assets are based on the 2009 net book value of St. Thomas Energy Services Inc. as per the audited financial statements, less asset that's do not relevant to St. Thomas Energy Inc., such as water heaters, the relationship.


Then this number was adjusted for the 2010 and 2011 depreciation and capital spending.  The project -- the projected assets at the end of 2011 was 1.085 thousand or 1.1 million.  And that's the assets that St. Thomas Energy Services Inc. has in relation to its work with St. Thomas Energy Inc.


The return of 3.37 is below the Board-approved rates.  So that is the basis for --


MR. RUBENSTEIN:  So your definition of market rates would just be the Board's rate of return?


MR. FARROW:  That is one basis by which the fair market value -- pointing out that the fair market value is not there.


MR. FILICE:  Just if I could add to that, in support of a justification for fair market rates or an equivalency, St. Thomas Energy Services is in the for-profit business of competitively bidding similar work to what's provided to the LDC, St. Thomas Energy.  And we view, based on St. Thomas Energy Services' ability to successfully obtain work using the same pricing structure that they use to charge the LDC, that, in our opinion, supports justification for fair market rates or pricing.


In addition to that, and based on my 20 years' experience in the utility industry working for other utilities, again, the pricing is reasonable compared to, again, my experience, based on where I used to work, as well.


MR. RUBENSTEIN:  But there's been no independent evaluation or analysis done?


MR. FILICE:  Yeah.  There's been no formal study.  However, the facts are that we competitively bid against other competitors -- for example, like a Black & MacDonald or a K-Line Construction Company -- to provide third-party, for-profit services to others.


Is that not -- I guess in our opinion that's documented evidence that it is reasonable.


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

Questions by Mr. Wightman:


MR. WIGHTMAN:  Thank you.  I've just got a couple of questions.  I would like to get some clarification, though.


I think I heard earlier this morning -– we were talking about the 20 percent mark-up on capital, and there was zero percent, I think, on smart meters -- and I think the comment was made:  Well, if you mark up some by 20 percent and some by zero, on average you get 10.


Would you please confirm that you would get only get 10, if it's the same amount being marked up by 20 percent as is being marked up by zero percent?


If you had 100,000 marked up by 20 percent and five bucks marked up by zero, your overall mark-up would be a lot closer to 20 than to 10?


MR. TAYLOR:  Just so I can -- I was the one who said that example of 20 and 10.


That was just an example, just to explain that the 20 percent isn't effective across the board, right?  And I understand you are asking about the weighting, then, right?


MR. WIGHTMAN:  Yeah.


MR. FARROW:  In response to that, to clarify the streams, I think I've mentioned that in terms of the streams of revenue of St. Thomas Energy Services Inc., there is a master service agreement which has a dictated approach in terms of how the fees are charged.  The non-MSA, I think, in terms of the where Mr. Witt –- sorry, the position of director of regulatory affairs falls under for the purposes of extra services is non-MSA, which has applied a profit on top of it -- or, sorry, a return on the -- return on the investment for St. Thomas Energy Services Inc.


The stream of cash flow associated with smart meters, IFRS project and other regulatory expenditures, which would in St. Thomas Energy Inc. be resident within the deferral accounts, those do not get the charge over the burden.


And what is deemed as straight capital in terms of capital work for St. Thomas Energy Inc. is -- gets provided the 20 percent.


MR. WIGHTMAN:  Would you have any idea as to what, if you weighted the zero percent and the 20 percent by the extremes, what you would actually get?


MR. TAYLOR:  I think there is a response to Board Staff No. 1 that it sets out all the numbers for MSA and non-MSA.  Maybe you could actually pull that up and walk Mr. Wightman through it.


MR. FARROW:  We're just going back to Board Staff 9, and in that response, it outlines that -- the response in Board Staff 9 outlines the mark-up associated with the capital stream only.


MR. WITT:  In answer to your question about weighting, as Glen has explained about capital, the different items that are charged at whatever the return on investment is, for the purpose of the MSA agreement, just to be clear on that, there is a fixed portion and there is what's 

called -- the non-MSA is a base direct cost.  Non-MSA and base direct cost are the same.


I'll refer you to Energy Probe Question No. 2, the attachment.  The fixed fee does not carry any return on investment; fixed fee is a fixed fee.  The non-MSA fee -- of which the director of regulatory affairs is included in those numbers -- is subject to a return on investment.  It's not 20 percent; it's 10 percent.  And not everything in the non-MSA section has a return on investment, as well.


So to answer your question, if you weighted everything together --


MR. FARROW:  The number that we have that we're referencing to, as it goes through the process, after taxes the return on the investment that STESI has related to St. Thomas Energy Services Inc. is an average of 3.37 percent over the three-year period.


MR. WIGHTMAN:  If I can refer you to the VECC Tech Conference Question 1(b), I don't know if you can do this right now, but we would like to get confirmation that the 2011 value, which is 122,981,577, if we could get confirmation that that is prior to any adjustment for CDM.


And again, I don't know if you can do this right now.


MR. FARROW:  Sorry, could you repeat the reference?


MR. WIGHTMAN:  VECC Technical Conference 1(b).  That's the residential 2011 forecast value you have of 122,981,577.


MR. WITT:  We can check with our consultant that provided this information, but we don't at this point -- we don't believe the CDM numbers are in those numbers.


MR. WIGHTMAN:  You'll undertake to do that, then?


MR. WITT:  We can do that.


MS. SEBALJ:  That is JT1.4.

UNDERTAKING NO. JT1.4:  To confirm WHETHER the 2011 value of 122,981,577 is prior to adjustment for CDM

MR. WIGHTMAN:  Next question I have is with respect to the VECC technical conference question no. 2.  I think you'll probably have to check this one, too.  It's a bit long.  Would you be able to confirm that the 2011 residential forecast about 123,529,530 that is pre-CDM - and it's shown in the Elenchus report at Exhibit 3, tab 1, schedule 2, attachment 1, page 8 - can you confirm that this was not used in the derivation of the forecast shown in Exhibit 3, tab 1, schedule 1, attachment 1, page 2?  And the number shown there is 122,161,343, post CDM.


So I think you'll probably have to take an undertaking on that.


MR. WITT:  I have to agree with you on that.


MS. SEBALJ:  That is JT1.5.

UNDERTAKING NO. JT1.5:  TO CONFIRM 2011 RESIDENTIAL FORECAST PRE CDM IN ELENCHUS REPORT WAS NOT USED IN DERIVATION OF FORECAST SHOWN IN EXHIBIT 3, TAB 1, SCHEDULE 1, ATTACHMENT 1, PAGE 2.


MR. WIGHTMAN:  I've just got a couple more questions, and I apologize if I missed this earlier.  This is with respect to VECC 6, and I think it has to do with the -- yes, the bad debt expense.


Could you just confirm that -- and you refer to Board Staff 15, technical conference 2.


As we read these, you are basically saying there is no formal analysis done for these bad debt kind of things, but it's your judgment.  Is that a fair reading of your response?


MR. WITT:  It's our judgment based on the perceived risk.


MR. WIGHTMAN:  Thank you.  I believe my last question refers to VECC technical conference question no. 11.  And with respect to all unaffiliated third parties to whom STESI provides services, your response says you are not able to provide additional detail on services provided to unaffiliated parties.


If you could just tell me why you are not able to?  You can't get the information?  You don't have the information?


MR. FARROW:  It's believed that it's a customer list of St. Thomas Energy Services Inc. of non-affiliated customers.  So to list out and -- it is believed that the response, in terms of the audit number, the three-three-three-four-nine-three, or 5 percent of the service sales to non-related parties, not sure what more information would be required to be able to address that, because it's out of the audit.


MR. WIGHTMAN:  That's okay.  I just wanted to get clarification.  Those are the questions I have.


I was going to say there some information that Mr. MacIntosh needs, but maybe he could do his after the break.


MS. SEBALJ:  Mr. Taylor has just also asked for a break.  I assume you'll be able to provide Energy Probe 3 in time for -- for when we come back, or no?


MR. TAYLOR:  Forwarded to you?


MS. SEBALJ:  I haven't seen anything come recently.


MR. TAYLOR:  Okay.  So we can do that right now.


MS. SEBALJ:  So if you can forward that.  Why don't we take -- David, do you need -- sorry, Mark?


MR. RUBENSTEIN:  I'm wondering if I can -- I just thought of something as we were going.


I was wondering, in my undertaking that I asked, the one about providing the information -- the industry-specific salary survey, I was wondering if you would provide not just the position of director of regulatory affairs, but all regulatory affairs position that's are located in this document?


MR. TAYLOR:  Doing a comparison?


MR. RUBENSTEIN:  Yeah.


MS. SEBALJ:  Is that acceptable?


MR. RUBENSTEIN:  The same terms, confidentiality terms.


MR. FARROW:  We'll undertake to include that.


MS. SEBALJ:  So we're changing the scope of KXT1.1 to through all regulatory affairs positions, not just director of regulatory affairs.

UNDERTAKING NO. KXT1.1:  REVISED to include all regulatory affairs positions, not just director


MR. FARROW:  Right, and it will be trying to draw those pages out of that survey.


MR. RUBENSTEIN:  That's fine.


MS. SEBALJ:  Is 15 minutes acceptable for everyone, 11:15 or do you need more time, David?  So 11:15.  Thanks.


--- Recess taken at 11:01 a.m.


--- On resuming at 11:35 a.m.


MR. TAYLOR:  Before we start, I think the panel wants to clarify something that was said earlier, just to correct the record.


MR. FARROW:  Yes.  In reading my response to Question 9 of OEB Staff, just wanted to confirm that in the -- my reading of the response, "prior to 2009 the rate was lower," and in brackets, "effectively 18.7 percent in 2008," that's the point where I might have indicated something other than 18.7 in discussing it earlier.


So I just wanted to clarify 18.7 in 2008, 7.1 percent 2007 and 4.9 percent in 2006 was the effective mark-up overall of the capital between St. Thomas Energy Services Inc. and St. Thomas Energy Inc.


MS. SEBALJ:  That actually brings up an interesting point for me.  When you used the word "effectively" in that answer, is that at flat rate that's applied, 18.7, 7.1 and 4.9?  Or is that the effective rate once it's...


MR. FARROW:  That is essentially the percentage difference between the revenue and the fully burdened cost.  So in every item that St. Thomas Energy Services Inc. -- in capital that was delivered to St. Thomas Energy Inc., what that number represents is:  Here's the revenue divided by fully burdened cost for the full year.


So basically, what it says -- what it is is that not everything that's in that capital revenue line for St. Thomas Energy Services Inc. doesn't have that amount of --


MS. SEBALJ:  Right.


MR. FARROW:  -- mark-up.


MS. SEBALJ:  Just so that I'm clear, is the 18.7, the 7.4 and the 4.1 equivalent to the 20 percent?


MR. FARROW:  That's correct.


MS. SEBALJ:  So it's the flat rate that's applied to qualifying capital work, plus burden, is -- was 18.7 percent in 2008?


MR. FARROW:  It is the flat rate taking all the capital work.  So on an individual basis, some of them were at 20 percent; some of them weren't.


So what that is is a representation for the whole year in -- in 2008, yes.  That is the mark-up for the cost of return on capital.


MS. SEBALJ:  I'm still confused.  So is it an average flat rate that's applied?  Or is it an effective rate, once you take into account the things that, had it applied --


MR. FARROW:  It's the average flat rate applied.


MS. SEBALJ:  Average flat rate applied.


MR. FARROW:  Sorry about that.


MS. SEBALJ:  No, that's okay.


I guess there is also a little bit of confusion about the Energy Probe -- the answers to Energy Probe's technical conference questions, and I note that some of them are out of order and that there doesn't appear to be an answer to Energy Probe 2, in addition to 3, which we've already discussed, which is forthcoming.


So perhaps you can clarify that, or you can provide an answer on the record or give us an undertaking to provide one.


MR. FARROW:  Correct.  We'll read on the record the question and the response.


MR. WITT:  This is Exhibit 12, tab 2, schedule 2 is listed as tab 2, schedule 4, and I'll do reading of that same item.


The question is:

“The response indicates that the cost of long-term debt is at the proposed level of 5.6 percent.  However, the RRWF in attachment 1 shows a rate of 5.48 percent.  Please reconcile and update the RRWF to reflect the proposed long-term debt rate."


The response to question 2 is:

"The attached RRWF reflects the proposed long-term debt rate of 5.6."


There are about seven or eight attachments behind or after that response, and it's in the package.


MS. SEBALJ:  What -- sorry, what package are you referring to now?


MR. WITT:  In the responses of May 31st to the technical questions.


MS. SEBALJ:  Got you.  Okay.  Now I follow.


MR. WITT:  For clarification, it starts at page 23 on the PDF –- or, pardon me, 22, the actual question and response, and it runs to...


MS. SEBALJ:  Sorry, I remain confused, because Richard and I have two different versions of the same question.  Richard's reflects what you just said.  So he has a response to Question 2 under 4, but I have a 4 that has an entirely different...


[Off-the-record discussion]


MS. SEBALJ:  All right.  Thank you.  We got it all figured out.


Mr. MacIntosh, are you ready to go?


MR. MacINTOSH:  Yes.


And I'll apologize to start, because I was trying to get on the Internet and didn't pay attention to some of your earlier answers, so if I ask something you've already answered, just mention that to me.


So my first question is in reference to Board Staff 3 and 9.  Why doesn't St. Thomas purchase its own inventory?  Wouldn't this result in a lower rate base for ratepayers, since the return on capital would be eliminated?


MR. TAYLOR:  Sorry, can I clarify?  Are you asking why -- are you essentially asking why isn't this -- why not operate on a standalone basis instead of having this master service arrangement?


MR. MacINTOSH:  Well, at least as far as purchasing their own inventory, yes.


MR. TAYLOR:  Inventory?  Okay.


MR. FARROW:  The inventory in St. Thomas Energy Services Inc. is delivered as needed, so the investment is not required under St. Thomas Energy Inc.


And it would likely be because also the inventory also provides for the work associated with St. Thomas Energy Services Inc. third-party work, so St. Thomas Energy Services Inc., by virtue of having that, can keep levels lower.


And also too is -- from our discussions that we've tried to provide, is that it can't be looked at in isolation.  That piece of inventory not only has to come out of inventory or go into inventory, but has to also be an integral part of either a capital project or any other component and service level delivered.  So an inventory item to itself is an integral part of the whole service offering between services and Energy.


MR. MacINTOSH:  What is the impact on the net book value at the end of 2010 of the return that has been added to -- onto the inventory when it is placed into service?


MR. FARROW:  I think that component is going to be an addressed in the undertaking JT1.1, the very first undertaking.  That is encompassing all the relationship between St. Thomas Energy Services Inc. and St. Thomas Energy Inc., and that's what drives through to 3.37 percent return.


MR. MacINTOSH:  Fine.  Let me mention one more item and you can tell me if that is in your undertaking, as well.  What is the dollar amount associated with the return added to rate base in 2011?  Is that also part of your undertaking?


MR. FARROW:  It will be included in there, but you are asking specifically, just so that --


MR. MacINTOSH:  Related -- rate base in 2011, whereas previously I asked about 2010.


MR. FARROW:  So the return for St. Thomas Energy Services Inc. with its relationship with St. Thomas Energy Inc.?  Okay, that is part of the undertaking.


MR. MacINTOSH:  Fine.  Turning to Energy Probe's first question, I have a number of follow-up questions on that.  That would be Exhibit 12, tab 2, schedule 1, Energy Probe's first technical conference question.  Please explain the $50,000 in class associated with director's fees shown in attachment 2?


MR. FARROW:  Sorry, the technical conference -- the technical conference question Energy Probe No. 1?


MR. MacINTOSH:  Yes.


MR. FARROW:  Just one second.  So just for reference, you're -- sorry, the reference that we have in total directors' costs is $79,000 in the response.  The variance analysis that --


MR. MacINTOSH:  I'm sorry, it's the -- $50,000 is the difference between 2010 and 2011.


MR. FARROW:  Correct, yeah.  So in respect to that, I believe that under our response to Staff Question No. 26 from the original technical -- sorry, the original questions that were submitted on May the 6th - so Exhibit 11, tab 1, schedule 26 - there's detail provided on what makes up the -- that can be used to isolate the pieces associated with the 50,000 difference.


MR. MacINTOSH:  Thank you.  Would you explain the 436,000 increase in regulatory class, internal, shown in attachment 2?  And, again, that would be the difference between 2010 and 2011, which is down seven items on attachment 2.  You'll see 2010 is 338,000; 2011 is 774,000.


MR. FARROW:  What we're looking at is we're trying to isolate and pinpoint where in the information we provided that provides a response to the variance.  And it's under OM&A variance table, Exhibit 4, tab 3, schedule 1 in the original evidence.  It's in the 2011 variances at page 6 -- sorry.  So in there, there's a table, and at the beginning it says, "2011 Variance Over (under) Compared to 2010".  And for reference, there's two numbers under administrative and general expenses, 3,800.  There is 338,311 of variance -- sorry, the account description is 5610, management salaries and expenses.


The second one is under 5655, regulatory expenses, 115,550.  So the combination of those two address the number that you are looking for.


MR. MacINTOSH:  Could you then provide a breakdown of regulatory costs, internal, for both 2010 and 2011?


MR. FARROW:  Can we read the response to you that is in the material?


MR. MacINTOSH:  Well, I guess it's a matter of detail.  If it's already broken down in the original evidence, then you can just give the reference.


MR. FARROW:  The reference again is -- sorry, we're scrolling up.  It's in Exhibit 4, tab 3, schedule 1, attachment 1, and that -- the name of that table is the "OM&A Variance Table".  Then there's -- a number of pages in.  The page number, if you're actually looking at the PDF file that contains the entire -- it is page number 622.


MR. MacINTOSH:  Thank you.


MR. FARROW:  And it follows -- yeah.


MR. MacINTOSH:  Are any of the 2011 regulatory costs, internal, one-time costs, and, if there are, would you identify and quantify those one-time costs? 


MR. WITT:  For the purposes of the record, are no one-time regulatory costs included in those numbers.


MR. MacINTOSH:  Thank you.


On attachment 2, would you explain the new cost of $26,000 for customer account credit insurance?


Tell us if this protects St. Thomas Energy from bad debts, or does it protect the services company from bad debts?


MR. WITT:  The purposes of that amount are to protect St. Thomas Energy customers, and to be clear, it's general service customers greater than 50, and general service customers less than 50.


It does not cover the residential customers.


MR. MacINTOSH:  Thank you.


My next question refers to Energy Probe Technical Conference Schedule 5.  Would you please provide the forecast year-end numbers, number of customers for residential GS over 50 and GS under 50 classes, that is consistent with the customer forecast shown in Exhibit 3, tab 1, schedule 1?


MR. WITT:  To be clear in the response, the question was about the 0.944 percent increase in 2011.  That, in the response, states that the classes are residential general service less than and greater than 50.


Those numbers were the only numbers used in coming up with that 0.944 percent, whereas the load forecast is also including the classes of Sentinel lighting and street lighting.


And the load forecast and this estimate that was done were done at two different times.  They will not be the same numbers.  They will be somewhere close, but they will not be the same numbers.


MR. MacINTOSH:  Thank you.


I have questions only on one more of our technical conference questions, and this will be schedule 14.


No response has been provided to part (b) of the response:

"Please provide a tracking sheet that shows the impact of each change accepted by St. Thomas and the corresponding evidence reference associated with the change.  For example, what is the evidence reference for the increase in gross fixed assets of 31,640 shown in the data input sheet of the RRWF?"


MR. FARROW:  Just for clarification, in the response that we provided, there is a total of here the beginning position, the initial -- the initial application, and the settlement agreement, and it shows the impact of the adjustments made.


Is that what it is that you were looking for?


MR. MacINTOSH:  I think what we're looking for was the –- a document, a tracking sheet.


MR. FARROW:  That's shows:  Here's what was changed and here's the impact?


MR. MacINTOSH:  That's right.  And that could be an undertaking.


MR. FARROW:  We'll undertake to have that available for Friday.


MR. MacINTOSH:  Thank you.


MS. SEBALJ:  That's JT1.7.

UNDERTAKING No. JT1.7:  To PROVIDE A TRACKING SHEET THAT SHOWS THE IMPACT OF EACH CHANGE ACCEPTED BY ST. THOMAS AND THE CORRESPONDING EVIDENCE REFERENCE ASSOCIATED WITH THE CHANGE.


MR. MacINTOSH:  Last question, also on schedule 14:

"Please explain why there is no change in the residential and GS less than 50 bill impacts shown in the revenue requirement work form from that filed in Exhibit 1, tab 4, schedule 9 despite a reduction of more than 60,000 in the revenue deficiency."


I can repeat that if you would like.


MR. FARROW:  Which -- sorry, we're trying to pinpoint which schedule you're referring to.


MR. MacINTOSH:  Well --


MR. FARROW:  Is it 7(b)?  7(a) and 7(b) of the -- looking at the revenue requirement work form?


Do you have the PDF open?  Page 54 in the PDF file.


I think with the report that we've undertaken to provide, that that will address all of the components.


MR. MacINTOSH:  Fair enough.


MR. FARROW:  So it should isolate the impacts, and then the ripple effect will explain the differences, because this is all an output.


MR. MacINTOSH:  I think so, yes.


So Kristi, those would be my questions.


MS. SEBALJ:  Thank you.


The only, I guess, item outstanding is this -- the answer to Energy Probe 3.  I don't know what your -– I'm reluctant to try and add more process to this process, but I suppose if it's not available at this point, it will have to be filed after the fact.


We can mark it as an undertaking, but then there will have to be an opportunity for questions, if there are any with respect to it.


Richard has just suggested that we could probably do any questions related to it in the first few minutes of the ADR day, if that was required.


MR. MacINTOSH:  I think that would work.


MS. SEBALJ:  All right.  The only other thing I wanted to mention is that I now have the declarations and undertakings from all the parties in the room, so with respect to the Undertaking KXT1.1, you are free to provide that information.


MR. TAYLOR:  Sorry, which one is that?


MS. SEBALJ:  That's the salary survey, the MEARIE salary survey information.


MR. TAYLOR:  Right.


Actually, you know, I would like a short redirect, as well.


MS. SEBALJ:  Sure.  I don't know if we call it redirect in a technical conference, but if you have some clarifications.

Questions by Mr. Taylor:


MR. TAYLOR:  Panel, a question was asked by Energy Probe regarding the inventory being in the rate base of STEI as opposed to STESI, and potential savings from that.  And I'm wondering whether or not you can quantify on the record the savings that are achieved from the model that you operate under, the virtual utility model, MSA model, that you are operating under?


MR. FARROW:  Yes.  We've done some extra work associated with that.  Originally under the response to VECC No. 19 in the May 6 filings, the question was in respect to the potential savings in 2010 fees as a result of the master service agreement.


In that response, it was provided that the savings from inflation that are impacted in the 2010 rates is $597,000.  So what we had done, in addition to that, is we calculated -- built into the table provided, the table associated with the calculation of the master service agreement charges under Energy Probe No. 1, technical conference questions, the table in there indicated that the efficiency factor built in over the previous years amounted to having a total impact on the total savings for the year 2010 of $315,000.


So in terms of the MSA fees charged, it is the belief, from the information provided, that the total savings for St. Thomas Energy Inc. is $912,000.


MR. TAYLOR:  Can I interrupt?  So you've combined two sources of savings.  One was related to inflation?


MR. FARROW:  Inflation, because the fixed fee applied does not increase by inflation, the way -- the mechanics behind the MSA is it is a fixed fee that does not increase per customer per year, and there's an efficiency factor build into it.  So the per customer rate will decline each year under the agreement.


So the impact of not having the inflation impact the charge is 597, which brings it down to the level of the original charge per customer, and then the efficiency factor built on top of that brings the additional 315,000.


MR. TAYLOR:  And you referred to a table that was in response to Energy Probe No. 1.  Is that the table where an efficiency factor of $45,000 is shown each year?


MR. WITT:  Yes, correct.


MR. TAYLOR:  So to get the savings from the efficiency factor, did you simply take the $45,000 and multiply that by a number of years, and how many years did you multiply that by, or what period does that represent?


MR. WITT:  Sorry, seven years.


MR. TAYLOR:  So that represents the period from when to when?


MR. WITT:  From 2004 to 2011.


MR. TAYLOR:  You said that the response -- I forget which response it was, but the one that dealt with the inflation and the savings you in response came to $597,000, you said that went to 2010.


If we were to extrapolate and go to 2011, what would the savings be?


MR. FARROW:  The savings factoring in an estimate of 2 percent for 2010 to get to 2011, the per year impact of that would be $47,000, bringing the inflation impact with the 2 percent inflation assumed to $644,000 of savings in the MSA fee, and then factoring in another year with the efficiency factor, another $45,000.  The efficiency factory for 2011 would total $360,000.


MR. TAYLOR:  I thought Mr. Witt said it went from 2004 to 2011, the total number that he gave us?


MR. WITT:  For clarification, it was from 2004 to 2010.  That's the seven years.


MR. TAYLOR:  Just so we can be clear, can you give me the total, including 2011, total savings associated with inflation and total savings associated with efficiency?


MR. FARROW:  The total savings for 2011 by itself for inflation is $644,000.


MR. TAYLOR:  And for efficiency?


MR. FARROW:  For efficiency is $360,000, for a total of $1,004,000.


MS. SEBALJ:  The only thing, I was trying to follow that and I think you referred to Energy Probe technical conference answer 1 to get that $315,000 number.  And I'm not seeing it.  That doesn't mean it's not there.  I'm wondering if you can help me.  Energy Probe is tab 2, and there are two attachments.


MR. MACINTOSH:  I think $45,000 is on the first one, column B.


MS. SEBALJ:  Yes, but you referred to 315,000, did you not?


MR. FARROW:  The calculation goes back to 2004.  The table doesn't show back to 2004, but it shows the magnitude per year.


MS. SEBALJ:  Okay.


MR. FARROW:  So those years aren't...


MS. SEBALJ:  Anything else?  Anybody?  Okay, thank you, everyone.


--- Whereupon the conference concluded at 12:12 p.m.
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