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--- On commencing at 9:32 a.m.

MS. CHAPLIN:  Please be seated.

Preliminary Matters:


Good morning, everyone.  Mr. Shepherd, we are in the midst of your cross-examination.  Are there any preliminary matters before we continue with that?


MR. VEGH:  Just a response to an undertaking and some information update from the witnesses, but I have no preliminary procedural matters to raise.


MS. CHAPLIN:  So that's been filed in writing, or it's an oral response?


MR. VEGH:  They were going to respond now --


MS. CHAPLIN:  All right.  Why don't we do that now.


MR. VEGH:  Thank you, Madam Chair.


Mr. Pastoric, I understand you have a response to Undertaking No. J1.2.  The undertaking was to provide any notes, minutes, or presentations relating to regulatory strategy adopted in this application, and it has to do with a meeting between the Chair of the OEB and the CEO of Enersource.


MR. PASTORIC:  Quoting back to an e-mail of yesterday at 5:25 p.m., quoting Mr. Craig Fleming:

"I met with the Chair of the OEB, Rosemarie Leclair, at her request on October 13th, 2011.  In her role, new role, she was meeting with many of the CEOs of the LDCs across the province.  There is no discussion on the regulatory strategy of Enersource at this meeting, and there are no minutes recorded or presentations exchanged."


MS. CHAPLIN:  Thank you.


MR. VEGH:  Thank you.  Also, Mr. Pastoric, I understand that you have some additional information on an issue that was raised yesterday.


MR. PASTORIC:  Yes, there was a question regarding a utility that's north of us regarding its costs.  As it was not part of the three cohorts that we analyzed, we did -- or I did the analysis last night.  It's part of cohort number 1, and the utility north of us has 4 percent more cost if using the --


MR. VEGH:  Sorry, Mr. Pastoric, what is that utility?


MR. PASTORIC:  Brampton Hydro, sorry.


Working on the same basis as the presentation in the evidence in-chief yesterday, the three-year average for the total dollars spent over load for Brampton Hydro was 4 percent greater than Enersource's, and the reliability over the same period of time was 45 percent higher, or I should say less reliable, than Enersource.


In looking at all utilities, as it wasn't part of the original analysis, Enersource is the sixth-lowest regarding dollars per load, and it's the second-lowest when it comes to SAIDI over the same period in the province.


MR. VEGH:  Thank you.  That completes our preliminary matters.


MS. CHAPLIN:  Thank you, Mr. Vegh.


Mr. Shepherd?


MR. SHEPHERD:  Thank you, Madam Chair.

ENERSOURCE HYDRO MISSISSAUGA - PANEL 1, RESUMED


Gia DeJulio, Previously Sworn


James Macumber, Previously Affirmed


Dan Pastoric, Previously Sworn


Edlira Gjevori, Previously Sworn


Doug Morrison, Previously Sworn


Danny Nunes, Previously Affirmed

Continued Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  Well, let's just continue with that theme, Mr. Pastoric.  Can you take out K1.1, please?


MR. PASTORIC:  Yes.


MR. SHEPHERD:  So this is a series of graphs, mostly a series of graphs, comparing you to -- of the utilities, and the three cohorts that you use are the middle group in third generation; that is, the middle of the three performance levels throughout, because that's the one you're in?


MR. PASTORIC:  That's the one that the OEB indicated that Enersource is part of, yes.


MR. SHEPHERD:  Okay.  And then the CLD and then the proxy group that had been selected by your shareholders.


MR. PASTORIC:  Correct.


MR. SHEPHERD:  Okay.  And these -- this data is three-year averages, right?


MR. PASTORIC:  Correct.


MR. SHEPHERD:  And their years are 2008 through 2010?


MR. PASTORIC:  Correct.


MR. SHEPHERD:  And all the data comes from the yearbooks?


MR. PASTORIC:  Yes.


MR. SHEPHERD:  Okay.  So there are spreadsheets backing this up, right?


MR. PASTORIC:  There is live spreadsheets that were sent to all intervenors and the OEB, yes.


MR. SHEPHERD:  So they have already been filed?  Because I don't think we've seen them.


MR. PASTORIC:  Yes, on the 23rd.


MS. DeJULIO:  Yes, they were filed as part of the package on August 23.


MR. SHEPHERD:  And they were sent to all of us?


MS. DeJULIO:  Yes, they were.


MR. SHEPHERD:  And do those live spreadsheets show the calculations behind each of the numbers, or do they just have a list of the numbers?


MS. DeJULIO:  My understanding is that they have all of the calculations as well in those spreadsheets.


MR. SHEPHERD:  Wonderful.  So what made you choose cost per kilowatt-hour?  Your concept is that your product is kilowatt-hours and so that's how many -- that's how you should be measured?


MR. PASTORIC:  Going back to our evidence in-chief yesterday, total cost, we believe that you have to look at OM&A and capital in all decisions, and essentially we're a transport company, so when looking at what we transport, it's kilowatt-hours, or kilowatts, and we indicated in both graphs -- we showed that there are similar results both for dollars per kilowatt-hour as dollars per kilowatt.


MR. SHEPHERD:  The kilowatts, by the way, are they peak kilowatts, or are they --


MR. PASTORIC:  They're peak.


MR. SHEPHERD:  They're peak kilowatts.


MR. PASTORIC:  When you deal with electrical equipment, it's the maximum throughput for that piece of equipment.  That's what you design your system for.


MR. SHEPHERD:  Oh, of course.  And it's true, isn't it, that Enersource, in fact, has the highest kilowatt-hours per customer of any utility in the province; isn't that right?  Your average is about 40,000 kilowatts-hours per customer, and the average across the province is 23,000; isn't that right?


MR. PASTORIC:  I haven't done that calculation, but I would assume that -- it sounds correct.  We are large because of our customer mix.


MR. SHEPHERD:  And so because of your customer mix, you're going to have economies of scale in delivering to them, aren't you?


MR. PASTORIC:  We deliver what the customer needs, so when you say "economies of scale", if I provide two houses with it, yes, there most likely is some economies of scale.


MR. SHEPHERD:  Yes, but 40,000 kilowatt-hours per customer is not houses, is it?


MR. PASTORIC:  No, well, again, if we were looking at the average customer, which again, as we stated yesterday, we've got the pensioner, we've got the largest airport in Canada, so who is average?  And that's why we went to what the throughput is.  It's the universal fundamental measure that we measure for our system.  It's impossible to go by per customer, so...


MR. SHEPHERD:  Actually, you went to throughput because you have the highest throughput in the province, didn't you, and because it's the only metric on which you were good, isn't it?


MR. PASTORIC:  No.


MR. SHEPHERD:  Well, then let's take a look.  Why don't you turn to page 31 of our materials.  And this is a comparison of all the ten large urban distributors in the province, using the 2010 yearbook data.  And this has already previously been filed in the Toronto Hydro 2000 and -- EB-2011-0144 case, although obviously the calculations of averages, et cetera, were different because it was comparing Toronto Hydro to the others.  This one now compares Enersource to the same data.


And isn't it true that you look good on cost per delivered kilowatt-hour, because of course you deliver so many kilowatt-hours, your denominator is very high.  And you look good on cost per peak kilowatt, same reason.  But on everything else you don't look so good, do you?  On PP&E per customer you're high.  On distribution revenue for customer -- we're going to get to that in a second -- you're very high.  Capital additions per customer, well, sadly, you're fairly low.  OM&A per customer, you're high.  Don't those matter?


MR. PASTORIC:  Let me just go down through your metrics as I look at this.  Cost per population served, frankly, I don't look at population when I'm designing an electrical system.  I look at load.  And essentially, load is my characteristic.


Population of Brampton or whichever utility you wish to relate to has more children per family.  Doesn't relate to the electrical system, so unfortunately I don't see that metric as being applicable.


The per kilowatt -- or per kilometre of line, that could be loosely used as a measure of effectiveness of the asset.  However, when you do have one customer that has four feeders, rather than having 1,900 customers on one feeder, it does change that economics.


So again, I can't manage on a per kilometre of line.  I bill to what the load is for the customer.  So when we look at connections of customers, first thing we ask is, How much are you going to use?  It's not, How many people do you have in your house, or how many feet of kilometre of line, so those metrics to run a business doesn't make too much sense to me.


We've already talked about the per-customer basis.  That's skewed to residential utilities.  And that's not Enersource.  It's not any utility.  Every utility is different.


So on a per customer basis, it doesn't make any sense, as we indicated in our example yesterday.


If we have two apartment buildings in two different utilities, one utility will call that 500 customers because they have individual metering.  Another utility with bulk metering policies says that's two customers.  To say one is more efficient than the other, I'm not sure how I can run a business that way.  That would say that I would have to potentially do an uneconomic investment of capital to convert the building that has only two customers to convert it to 500 customers to ensure that my ratio -- by what you're alleging here -- is the best way to look at the business.


I have to run the business by dollars which is both OM&A and capital, and I have to run it by kilowatt-hours, which is the throughput, or kilowatts.  I buy equipment on throughput.  I don't buy it on a per-customer basis.


So I'm not sure what your -- the metrics.  We can talk about 10 other metrics too, but essentially it's throughput and it's dollars.  That's what our business is.


MR. SHEPHERD:  All right.  Let's --


MR. PASTORIC:  So I appreciate you noticing that we do have the lowest costs per the throughput because, frankly, that's our argument.  We do manage well OM&A and capital together with the amount of product we put through our utility.


MR. SHEPHERD:  So what matters is your kilowatt-hours, not your customers?


MR. PASTORIC:  No.  Frankly, our customer is extremely important to us.  As we said in our evidence yesterday, we do customer surveys, and I believe there was a question regarding large users.  In the case of large users, we're working very actively with all of those.  In the case of school boards, we've been working with our local school boards on lighting projects for the last five years.


So if you're talking about a utility that's engaged with its customers, we are.  If you look at our tweets --which I'm not a tweeter, or whatever -- we have people who tweet back to customers who are asking about outages at 2:00 a.m.  They're not paid at 2:00 a.m.; they're doing it doing it because they believe in the cause.


So I'm not sure where you're going with these metrics.  I apologize.


MR. SHEPHERD:  Well, okay.  So let's take a look at distribution revenue per customer.  And I'm going to ask you some questions about this.


And I understand you don't like that metric.  I get that.


MR. PASTORIC:  I'm not saying -- I can't drive the business by that metric.


MR. SHEPHERD:  Let me ask you a couple questions about it and we'll see whether there's some ways that you can use this metric to value.


Your distribution revenue per customer is about, give or take, 23 percent higher than PowerStream.  PowerStream is fairly similar to you, isn't it?  It's a similar mix of customers, similar age of system, size, et cetera, right?


MR. PASTORIC:  Again, we don't compare ourselves, so I don't know the age.  I don't know the mix of customers.


MR. SHEPHERD:  You don't know whether PowerStream is similar to you?


MR. PASTORIC:  No, I don't do the analysis of theirs.  We're busy with our utility.


MR. SHEPHERD:  Similarly, you talked about Brampton, which you've done a comparison to this morning.  And you're about, give or take, 30 percent higher than them; you charge your customers about 30 percent higher than them.


Do you know why that is?


MR. MACUMBER:  There's many factors why.  It could be the age of the system, how much capital has been put in, how much developers have paid, what's your customer mix, cost allocation.


There's lots of factors of what a customer would pay at each utility.


MR. SHEPHERD:  Don't you want to know why you're more expensive than they are?


MR. MACUMBER:  I think we've already proven that, on a dollars per throughput basis, we are cheaper than they are.
MR. SHEPHERD:  That's the only thing that matters, and anything else, you can't learn anything from it?


MR. MACUMBER:  No, I'm not saying we can't learn on it.  I think what we're talking about is how do we look at performance?  We look at ensuring that we're the lowest cost on a kilowatt or kilowatt-hour basis.  That we can manage.


I can't manage another utility.  I have no jurisdiction over what they do or the age of their system or if they joined with other utilities, or so forth.


MR. SHEPHERD:  What if they have they're doing something better than you?  Don't you want to know that?


MR. MACUMBER:  We're continuously looking from a technical point of view, a safety and standards point of view.  We sit on a number of committees with joint utilities.


But we're always looking at best practices.  We look outside of our industry even, when we're looking at cost --call centres.  So from that point of view, we have a third party doing our call centres.  We monitor our call centres every two hours, to ensure that if there is a change in, I'll call it, our response rates, that we can adjust the number of operators.  We could not do that if it was our own staff.


MR. SHEPHERD:  You charge a customer $615 per person on average and PowerStream charges -- or let's use Brampton again.  $493 each.  There's a lot of reasons why that could be, as Mr. Macumber says.  It could be because of all sorts of external factors, right?


But it also could be because they're doing something better; wouldn't you want to know that?


MR. MACUMBER:  I guess we're continuously looking at the best practices within the industry, and we do talk to people, but when you say do we look at why one factor is better than another, no, I don't.


MR. SHEPHERD:  All right.  Please go to page 23 of our materials.  We started to talk about this on Tuesday at the end of the day.


This is an interrogatory from School Energy Coalition, in which we gave you the tables comparing distribution bills, comparing PP&E per customer, comparing OM&A per customer.  And we asked you first -- first, are our calculations of your numbers correct, and your answer was:  Yes, you got it right.  And these are 2012 rates.  All right?


Then we said:  Well, why are you higher than many comparable utilities?  And your answer was:  We don't know.


And that's still your answer, right?  We don't know?


MR. MACUMBER:  I think we've addressed why there could be many differences in rates that each customer can charge, the age, the product mix, cost allocation, customer's throughput, the cost to feed them.


We've answered that several times.


MR. SHEPHERD:  All right.  And am I right that the answer is essentially:  We don't know?  Is that a fair characterization of your answer?


MR. MACUMBER:  Yes.


MR. SHEPHERD:  Okay.  So go to page 27, please.  This has your typical residential GS under 50, GS over 50 and large-user customers, and what your bill is for 2012, distribution bill for those customers, and you've confirmed these numbers are right.


And it shows, for example, that for your residential customers, you're only at 81.9 percent of the provincial average.  $256.68 is your annual bill.


And so, for example, if you compare that to, let's say, Hydro One Brampton, they're almost exactly the same, right?  But PowerStream is more, right?  Now, that could be cost allocation, right?  It could be a lot of things?


But you don't know why that is?


MR. MACUMBER:  That's correct.


MR. SHEPHERD:  Okay.  Then -- but then if we look at GS under 50, GS over 50 or large users, they're all higher than, for example, PowerStream or Brampton, right?


MR. MACUMBER:  I'm going to stress, again, it could be the age of the system, it could be cost allocation, could be the type of customers you have, how the rates were designed in the first place.


I cannot compare what we're charging these customers compared to another utility.


MR. SHEPHERD:  You charge a large user with 10 megawatts of load $517,000 a year.  PowerStream charges them $152,000 a year.


Don't you want to know why?


MR. PASTORIC:  Again, we have to come back to customers are different in each utility.  We have the largest airport.  We have some of the largest customers.  As you already indicated, we do have a lot of throughput.  We have large customers.


So to indicate why their customers, who may be smaller or different industries than ours, why their bills are different than ours, we don't get into the analysis of every other utility in the province.


I'm sorry.


MR. SHEPHERD:  city of Mississauga is your biggest shareholder, right?


MR. PASTORIC:  Yes.


MR. SHEPHERD:  You're charging -- and presumably Mississauga and Richmond Hill, let's say, are competing for new businesses; that's correct, right?


MR. PASTORIC:  That's correct.


MR. SHEPHERD:  And so aren't they going to be concerned that you're charging that new business $517,000 and PowerStream is charging them $152,000?  That doesn't matter to them?


MR. PASTORIC:  I'm not speaking on behalf of the city of Mississauga, and the city hasn't questioned that.


MR. SHEPHERD:  They've never asked you.


MR. PASTORIC:  They've never asked us.


MR. SHEPHERD:  Okay.


MR. PASTORIC:  And they were very happy with our economic-development aspect of our reliability, and since a number of people sit on our board, that has not been a criticism.


MR. SHEPHERD:  And similarly, a large school in your area, at 250 kilowatts, which would be a very large school, I get that, is 13,000 -- 13-and-a-half-thousand dollars a year you charge them, whereas in Brampton, maybe a mile away, is 8,600.  Doesn't that concern you?  Don't you want to know why, at least?  That's the question.  Don't you want to know why?


MR. PASTORIC:  I still have to go back to the basic constructs of how we run our business.  We look at the most reliable system with the cheapest cost through what we put through the system.


Now, if a school board in one jurisdiction has a difference, I can't really comment on that.  There are a lot of variables, as we've talked about in the last two days.


We have the cheapest costs.  We've got one of the best reliabilities, as you've already indicated, so, you know, if a customer comes and asks us, we explain the bill, we explain our cost system, we deal with our internal matters.


So we're very good at explaining to our customers our own costs, but we can't explain anybody else's cost.


MR. SHEPHERD:  Actually, Mr. Pastoric, I chose Brampton particularly because it's the same school board, right?


MR. PASTORIC:  Okay.  We haven't been questioned by them.


MR. SHEPHERD:  So back to page 23, can you take a look at (b)?  And we quoted from Standard & Poor's, which is in your evidence:

"Enersource's residential and commercial distribution rates are among the lowest in the province."


And we wanted to know the basis on which they said that, because presumably they got that from you.  They didn't make it up.  And you said, We don't know.


Did they get that statement from you?


MR. MACUMBER:  No, they did not.


MR. SHEPHERD:  So they made it up.  If I ask them, they'll say, Oh, no, we keep our own separate records.


MR. MACUMBER:  No, we provide DBRS and Standard & Poor's information about our financials.  We provide them information about our plans for the future forecasts, things like that.  They put their own report together.


MR. SHEPHERD:  So you never said to them, Enersource's residential and commercial distribution rates are among the lowest in the province.  They calculated that themselves.  Because I'm going to ask them.  I'm just asking you to tell me.


MR. MACUMBER:  Feel free to.


MR. SHEPHERD:  Okay.  And then the third thing we asked them is:

"Please identify those other utilities in the table which the applicant believes are comparable utilities."


And at this time we hadn't seen the shareholders' agreement yet, so you said, Don't know anything, sorry.  And you didn't give us any comparable utilities.  We now know, in fact, that your shareholders already decided what are comparable utilities, right?  And you knew that too.


MS. DeJULIO:  I personally had not seen the shareholder's agreement when this question was asked of us, and in fact the shareholder's agreement, I think you might recall, is dated June 1 -- of this year, yeah.


So once we saw that shareholder's agreement and we saw the specific provision that had the proxy distributors in it, then I learned that there were comparable LDCs, as far as the board of directors was concerned.


MR. SHEPHERD:  And that's the first time anybody on this panel knew about that?


MR. PASTORIC:  That's correct.


MR. SHEPHERD:  All right.  I wonder if you could turn to page 25 of our materials, number 23, and Interrogatory No. 23 under Issue 2.1.  And what you said on page 26 is -- and I'm reading from your answer:

"When, like here, distributor-specific information is available and on the record, the board has based its determination primarily on the record before it..."


And you gave a cite, and then your conclusion is:

"As a result, the information requested -- that is, comparative information -- is of limited relevance."


I take it then that you would say that your per-kilowatt-hour information is also of limited relevance; is that true?


MR. PASTORIC:  Again, I believe the question was dealing with how we make decisions, and we make those decisions internally.  We were responding to the intervenors as a concern dealing with how we do our performance.


So what we did is we expanded it to the lists that were part of this hearing.  So there were a number of -- I believe in the technical conference -- requests for comparisons with other utilities, so in support of that we provided additional information.


MR. SHEPHERD:  So where you say "Enersource does not maintain information on the other distributors in the spreadsheet", that wasn't true.  You do maintain information on the other distributors, just not this information.


MR. PASTORIC:  No, the information came from the Ontario Energy Board's yearbooks, so that's not maintained by us, that's maintained by the board.


MR. SHEPHERD:  So this comparison that you did of per kilowatt-hour, you didn't do that before this proceeding?


MR. PASTORIC  That's correct.


MR. SHEPHERD:  So then when you say, well, you managed to -- your per kilowatt-hour numbers --


MR. PASTORIC:  Yeah, that's internal for our own utility.


MR. SHEPHERD:  What's your benchmark?


MR. PASTORIC:  We look at year-over-year comparisons.


MR. SHEPHERD:  Ah.  Okay.


MR. PASTORIC:  And that's why we use multiple years, where you don't get into fluctuations with either reliability that -- in one year we were down at 19 minutes.  We don't want to have those -- spurious information saying that's normal, as we wouldn't want to say that hopefully last year at 53 minutes was normal.  We look at a 15-year average, and it's about 34 minutes, I think, for 15 years.


So from that point of view we look at the overall long trend, and we look at, are we increasing, which we're finding our system is decreasing in its reliability, and we have to take an asset management plan to fix that, and that's why we need additional cost.


MR. SHEPHERD:  So then your important metric, from a benchmarking point of view, is your past performance on any given number, right?


MR. PASTORIC:  Similar to customers, who look at their bill and said Did my bill go up or did my bill go down?


MR. SHEPHERD:  Okay.  So if your costs went up a lot, then that's a concern?


MR. PASTORIC:  Absolutely.


MR. SHEPHERD:  Whereas if your costs are year after year higher than other utilities, that's not a concern?


MR. PASTORIC:  I think we've already shown that our costs per kilowatt-hour aren't dramatically higher than everyone else.  Frankly, we're dramatically lower than everyone else.  We analyze all capital and OM&A on the same basis.  We don't look at one part of the equation, so when you say we don't look at it, we absolutely look at it.


MR. SHEPHERD:  The proxy group that your shareholders have determined is the one that matters, at least for board of director remuneration, is Hydro Ottawa, PowerStream, Horizon, London Hydro, and, of course, yourselves; isn't that right?


MR. PASTORIC:  I believe so, yes, because that's when we did our analysis on after the June 1st presentation of the shareholder agreement.


MR. SHEPHERD:  And so what other -- on what other metrics would that be an appropriate proxy group?


MR. PASTORIC:  Since the city and Borealis did not invite management to the discussions, I can't say.  When you're asking that proxy group, I'm not sure what basis they made that decision on.  They made their decision, and they announced it to us.


MR. SHEPHERD:  Well, actually, they told you, right?


MR. PASTORIC:  Absolutely.


MR. SHEPHERD:  They told you what they -- the basis on which they made that decision.  They're the four distributors closest in size to the corporation, measured by reference to average peak load, as published by the OEB in their yearbook; isn't that right?  Isn't that what they told you?


MR. PASTORIC:  If it's in our yearbook -- or in the text, yes.


MR. SHEPHERD:  So you know why they chose those four.  I'm asking your opinion.  You're an expert in this area.  I'm asking your opinion on whether that's an appropriate proxy group for other metrics and, if so, which ones?


MR. PASTORIC:  I haven't analyzed the proxy group outside of what we've done for this hearing, so it's impossible for me to indicate one way or another.


MR. SHEPHERD:  Okay.  Now, just before I leave this point, I just want to ask one other question, and then I'll move to a new area, I think.  And that is, if you turn to page 34 of our materials, you'll see we ask the question -- and the way I put it is:

"I'm surprised that nobody, your board of directors, your CEO, nobody has asked for comparisons to these other organizations that are clearly similar to yours.  Has nobody asked?"


And Mr. Macumber, you said:

"They have asked for SAIDI and SAIFI."


I said:

"That's all."


And you said:

"Yes."


They've never asked for any performance metrics, any performance benchmarking of any other sort, except SAIDI and SAIFI; is that right?


MR. MACUMBER:  That's what I'm aware of, yes.


MR. SHEPHERD:  Okay.  So I'm a little confused by that, because I've sat on some board of directors, and board of directors normally have something called a dashboard.


Are you familiar with what a dashboard is?


MR. PASTORIC:  Yes.


MR. SHEPHERD:  And normally they have a dashboard, which is a set of metrics that they require management to report at every meeting, right?


MR. PASTORIC:  Yes.


MR. SHEPHERD:  And that set of metrics typically has comparators; isn't that right?


MR. PASTORIC:  Yes.


MR. SHEPHERD:  And do you have a set of metrics like that?  Yes or no?


MR. PASTORIC:  When you say "like that," we compare ourselves.  We have internal targets, and each month we provide a dashboard -- in your terms -- against the OEB's targets and our own internal targets, and our internal measures, except for one, is either at the OEB target or better.


We do not have benchmarks against other utilities in that dashboard.


MR. SHEPHERD:  When you say the "OEB target" you mean SAIDI and SAIFI targets?


MR. PASTORIC:  No.  SAIDI and SAIFI, CAIDI, also dealing with ESQRs -– sorry, call centres' response times, reconnects, locates, and so forth.


MR. SHEPHERD:  So no financial comparators?  There's nothing financial on your dashboard?


MR. PASTORIC:  Financial?  Yes, but it's against budget.


MR. SHEPHERD:  All right.  And when you do budget, don't they ask you:  Well, how does this compare to other utilities?


MR. MACUMBER:  No, they do not.


MR. SHEPHERD:  So you have a venture capital firm on your board, right?  Borealis?  True?  A big, experienced venture capital firm?


MR. MACUMBER:  Borealis is a shareholder, yes.


MR. SHEPHERD:  All right.  Venture capital firms are known for benchmarking, benchmarking, benchmarking.  They have never asked you for benchmarking information?


MR. MACUMBER:  Not that I'm aware of.


MR. SHEPHERD:  All right.  Let me then turn to -- just before I leave the comparisons, I want to ask you two other things.  And to do that, I wonder if you could go back to page 31 for a second.


Let's first talk about PP&E per customer.  Now, the PP&E on your balance sheet is a net of your hard assets, right?


MR. MACUMBER:  We have PP&E and intangible assets, as well.


MR. SHEPHERD:  Okay.  So PP&E per customer is a measurement of how much you have on the ground per customer, right?  Your cost on a dollar basis, right?


MS. DEJULIO:  That's the net book value of our assets, yes.


MR. SHEPHERD:  And are you surprised to find out your PP&E per customer is significantly higher than the average of the urban utilities?


MR. MACUMBER:  I think what we keep on going back to is:  Is PP&E per customer the right measure?


You're trying to state that what we've put into our system is the same for every customer, and we do not believe that's correct.


MR. SHEPHERD:  I understand that, but I guess what I'm trying to drive at is:  Do you know the reason why yours is higher than the average, and why yours is higher than everybody except Toronto?  In fact, if Toronto was out of it, you'd be way higher, but because Toronto is in it, you look actually a little better.


MR. PASTORIC:  Again, regarding the customer base, we have customers that have six feeders, we have some customers that are 1-19,000th of a customer on a feeder.


So if we have 19,000 customers on one feeder, and we have one customer that has six feeders, again, I'm not sure where a per-customer basis works in our case.


You've already talked about the issue with our customers being large users.  We agree.


MR. SHEPHERD:  All right.  The reason for that is, the reason for asking about that was take a look at CAPEX as a percentage of depreciation.


Now, you've raised the question how much you have to spend on capital relative to depreciation, right?  You've raised that?  True?


MR. MACUMBER:  I have stated that our CAPEX is more than depreciation, yes.


MR. SHEPHERD:  So here's for 2010 -- and I think you'll agree that if you look at any other year, you'll find it's similar -- that the urban utilities on average spend 180 percent of -- a little over 180 percent of depreciation on new capital additions?


MR. MACUMBER:  Again, I'm going to go back to -- it should be total cost.  Our capital is more than depreciation, but our total cost that we're delivering for the throughput, we're in the ballpark with every other utility.


MR. SHEPHERD:  Would it surprise you to -- or would you disagree that the average across all the utilities in the province of capital spending is 180 percent of depreciation?  Would that -- would you disagree that that's correct?


MR. MACUMBER:  I'm not going to comment on that, of what other utilities put to capital.


I think if you look at operating costs and capital, again is the right measure.  By looking at one side of the equation, I don't believe is correct.


MR. SHEPHERD:  Well, I guess what I'm trying to -- how would the board determine whether you're spending enough on capital unless it compares you to other utilities and to your current capital base?


MR. MACUMBER:  Well, I think I mentioned in the technical conference that we actually need to do more than I have resources for.


MR. SHEPHERD:  Well, I guess I understand that, except everybody else has similar resources to you, and somehow every single other utility spends more on capital than you do, every single one.  Of all the urban utilities, every single one spends more than you, and somehow you don't have enough resources.


Why is that?


MR. MACUMBER:  There's many reasons for limited resources.  There's the skilled labour, there's cash, there's -- every utility would be in a different situation.  Maybe it's developers that are building it.


I can't comment on why other utilities are spending more on capital than we are.  I can tell you about our situation.


MR. SHEPHERD:  All right.  I'm going to move to one brief topic, and then get to my final topic.  The brief topic is 2015 and 2016.


I heard you say on Tuesday that you have no proposal for how you're going to deal with those years, right?


MS. DEJULIO:  That's what we said, yes.  We did say that there certainly is a possibility that IRM, as we now know it, would apply in those years.


MR. SHEPHERD:  But normally when this Board hears a cost of service application from an LDC, they have a reasonable expectation that there's going to be cost of service and then three years of IRM.


They can't expect that from you, right?  You're keeping your options open?


MS. DEJULIO:  I can't tell -- I can't tell you how the Ontario Energy Board -- what the Ontario Energy Board's expectations are.


I have told you, though, what Enersource is proposing, and what we have said for 2015 and 2016 is that there are a lot of unknowns.  One of the big unknowns is what the decision will be in this application, certainly.  And there is also a significant unknown with respect to the outcomes of the RRFE initiative, and finally whether IRM will even still be available to distributors in the years '15 and '16.


MR. SHEPHERD:  In your application, are you proposing that your new capital spending in 2014, that the depreciation component is full-year or half-year?


MS. GJEVORI:  Half-year rule.


MR. SHEPHERD:  Half-year?  So that, then, assumes that you're going to come in for cost of service in 2015, right?


MS. DEJULIO:  No, that does not assume that.


MR. SHEPHERD:  The Board's rule on the ICM is that if you're coming in for cost for service the next year, you get half-year, and if you're coming in for IRM the next year, you get full-year, right?


But you're not doing that?


MS. DEJULIO:  We're certainly not proposing that at this point, no.


MR. SHEPHERD:  Okay.  I now want to turn to the last area I have questions on, and that's the building.  And I don't have anything in our materials on this; the materials are now spent.  But I do have some questions that I want to ask about it, because I'm a little –- I'm trying to understand how you went about this.


So who was it who was -- who headed this project?  Was it you, Mr. Pastoric, or was it you, Mr. Macumber?

MR. PASTORIC:  It was an individual within the distribution company, and since the distribution company reports to me, I guess eventually it comes to me.

MR. SHEPHERD:  So ultimately it lands on your desk?

MR. PASTORIC:  Yes.

MR. SHEPHERD:  Okay.  And so you have about 70,000 square feet in Mavis, right?

MR. PASTORIC:  Correct.

MR. SHEPHERD:  And you got another 79,000 feet?

MR. PASTORIC:  74 usable, yes.

MR. SHEPHERD:  74 usable.  Okay.  And so you doubled your capacity.

MR. PASTORIC:  Correct.

MR. SHEPHERD:  Now, I guess I'm used to a situation where you say, Okay.  How much are we going to need?  Well, obviously we don't need to double it, because people are in half space right now, so let's get rid of the old building, and let's get a new building that's the right size for us, that's 100, but to go from 70 to 144 seems like a big jump.  Can you help us with that?

MR. PASTORIC:  Sure.  I like to say that over the last number of years we have been at that half space.  We've been quite over-utilized, I guess.  We've indicated in our evidence that we have air-quality problems.  We have put people into cramped quarters.  As I indicated, even our vault from our building, we have two employees in there, which is a very cramped little space.

I would invite the Board to come out to the building and see the -- I'll call it the innovation of how we've crammed people in.  You're making a great assumption that there has been luxuries.  There has been no luxuries for staff for quite a long time.

We've indicated that our customer count has doubled, our load has doubled, and our staff has gone up by 50 percent.  We can't even put the customer parking at some times, because of when we have project teams in, we have no customer parking any more in the building.  We have no space.

So when you talk about doubling, yeah, we need it doubled just to get up to standard.  Now, you've indicated -- I think we saw a document last night dealing with the U.S. government -- unfortunately, I can't comment on that.  I didn't read it -- dealing with space.  And I'm not a space expert.  We hired that.

MR. SHEPHERD:  I'm going to come to that in a second.

I'm not disagreeing.  I've seen your Mavis Road facility, and I'm not disagreeing that you're cramped.  Absolutely, for sure, you need more space.  But right now isn't it true that there's 250 employees who work there every day, roughly, and on average they have 280 feet per employee; isn't that right?  Just math?

MR. PASTORIC:  My mathematical expert to my left says you most likely are in the right ballpark.

MR. SHEPHERD:  All right.  And so what I'm concerned with is not whether you're cramped, although that does seem like lots, but, you know, configurations sometimes make it difficult to use.

What I'm trying to understand is how you got to 145,000 square feet instead, as opposed to 70.

MR. PASTORIC:  Sorry, I'm not sure where the 70 comes in.

MR. SHEPHERD:  70 is what you've got now.

MR. PASTORIC:  Yes.

MR. SHEPHERD:  You're going to 145.

MR. PASTORIC:  Yes.

MR. SHEPHERD:  For 250 people.

MR. PASTORIC:  Yes.

MR. SHEPHERD:  So I'm wondering, how did you decide that 145,000 square feet is the right number for 250 people?

MR. PASTORIC:  First of all, we've indicated that -- you've already admitted that you've seen our offices.  It's very cramped.  We hired an outside expert.  I believe it's Avison Young who brought in tech facilities, who are experts, and I believe they're international firm.  We indicated we wanted to move X number of people.  They told us what the standards in the industry were dealing with corridors, meeting rooms, and so forth, and we accepted our expert's opinion.

MR. SHEPHERD:  Okay.  So I went and looked to see whether I could find some standards that were anywhere close to 600 feet per person, which is what you're ending up with, right?

MR. PASTORIC:  Again, looking at the -- I believe there's evidence that shows all of the space, including meeting rooms, training rooms, customer-service area to meet customers, again, the experts were given the amount of requirements.  They came back with the standards and said this is the amount of space.

MR. SHEPHERD:  The number is 600 feet per person; is that right?

MR. PASTORIC:  When you're taking into the utilization of, I guess, meeting rooms and everything else, I won't disagree with you, because I haven't done the calculations.

MR. SHEPHERD:  All right.  So I wonder, Madam Chair, if I could put into evidence a public document from the U.S. General Services Administration.  This is frequently asked questions about office space.  And this is just one example of dozens I found yesterday.  And I wonder if I could put that into evidence.

MS. HELT:  We'll mark that then as Exhibit K2.1.
EXHIBIT NO. K2.1:  DOCUMENT FROM THE U.S. GENERAL SERVICES ADMINISTRATION ENTITLED "FREQUENTLY ASKED QUESTIONS ABOUT OFFICE SPACE"

MR. SHEPHERD:  And with the greatest of apologies, I tried to figure out how to print this bigger.  I couldn't.  I know there is a way.  I just -- not competent to do that.  But this -- what this is is a question to the U.S. General Services Administration.  You know who the USGSA is?

MR. PASTORIC:  I can only go by your article, yes.

MR. SHEPHERD:  You don't know them?

MR. PASTORIC:  I personally don't know them, no.

MR. SHEPHERD:  You've never heard of them?

MR. PASTORIC:  No, I'm not a real-estate expert.  I deal with the utilities.

MR. SHEPHERD:  Okay.  The U.S. General Services Administration is the organization that administers all facilities and operations of the U.S. government.  Will you accept that, subject to check?

MR. VEGH:  Mr. Shepherd has put in this evidence, and he's referred to dozens of other pieces of evidence he has looked at.  I don't think it's fair to require the witnesses to confirm any information on it.  I think the witness is saying he'll take this document at face value.  But to require the witnesses to go back and check on the role of the U.S. General Services Administration I just don't think is appropriate.

We've raised no objection to this document, and he can ask questions about it, but I think it's a bit much to expect the witnesses to confirm anything about this document other than that it appears to be what it is.

MR. SHEPHERD:  Madam Chair, my question was not about the document.  I haven't got to that yet.  My question was, do they know who the U.S. General Services Administration is.  I thought that was like asking, do you know who the President of the United States is.  It's pretty straightforward.

If they don't know it, and if they're not willing to accept, subject to check, what I've explained, that's fine.  They can just say so.

MS. CHAPLIN:  Well, you asked them the question.  They said they were not familiar.  You then described it to them, and they are accepting your description.  Is that satisfactory for you --


MR. SHEPHERD:  I think Mr. Vegh is saying they don't want to accept my description.

MS. CHAPLIN:  I think they're accepting it.  They're not going to check it.  It may be right or not, but --


MR. SHEPHERD:  Okay.  That's fine.  That's good.

And then the only reason I brought this in, Mr. Pastoric, is because the USGSA says the standard, including all space of all types -- work stations, circulations, storage, conference rooms, et cetera -- is 230 square feet per person in the U.S. government.

And I'm not suggesting that that's the right number for you.  What I'm suggesting is that's the number that the U.S. government has, because they've said so, and I'm asking, why would your number, 600, be so much higher?  Do you know?

MR. PASTORIC:  I think that would be to our experts, who are facility people.  Avison Young is an international firm, and their experts dealing with space tech could answer that question.  I can't address that.  We provided numbers.  That's the numbers that came back out.  I'm not sure what the space in this office is.  This is a hearing room and elevator space.  I really can't comment on it.

MR. SHEPHERD:  Well, actually, we know what the OEB's numbers are.

MR. PASTORIC:  Okay.

MR. SHEPHERD:  They're about 400.

MR. PASTORIC:  I guess they're out of compliance with the GSA also.

MR. SHEPHERD:  But they're a lot lower than yours, right?

MR. PASTORIC:  Different functionality.

MR. SHEPHERD:  Okay.  So you need more space than the OEB does.

MR. PASTORIC:  I'm just commenting that our experts have indicated what the expert opinion to bring to industry standards is here, and I can't comment further than that.

MR. SHEPHERD:  Normally when you go to a space expert, you tell them, This is the level of space requirements we want; that is, we want to be comfortable, we want to be very austere or somewhere in between.  You tell them.  You give them --


MR. PASTORIC:  We indicated that we wanted to be industry standard, because they told us that Mavis Road was so far under standard.

MR. SHEPHERD:  So you wanted to be industry standard.  So they went out then and analyzed other LDCs and saw what they had, right?

MR. PASTORIC:  I can't comment on what they did.  They came back with an answer.

MR. SHEPHERD:  And you didn't ask them what the basis of their answer was?

MR. PASTORIC:  I asked them to do a certain task.  They came back with the answer.

MR. SHEPHERD:  And you spent $20 million, or $28 million, I guess, without even asking them any questions?

MR. PASTORIC:  You're talking about a 16-year-old building, which is completely different than talking about a space per employee.

MR. SHEPHERD:  Well, no, actually --


MR. PASTORIC:  Yeah, you said 28 million.  I'm sorry, the building is 15 with land and building.  We severed off three, which reduced our costs.  I'm not sure where the 28 million comes in.


MR. SHEPHERD:  I saw that as the building number/


MR. PASTORIC:  No, it's not.


MR. SHEPHERD:  So the total costs of the building, all in, everything, including equipping it, all that sort of stuff, is 15; is that right?


MR. PASTORIC:  No.  I think the evidence will show it's in the low 20s.


MR. SHEPHERD:  So it's somewhere in between my 28 and your 15?


MR. PASTORIC:  No.  I think it's as our evidence said.  The 15 is essentially five for the building, 10 for the land -- or, sorry, 10 for the building, five for the land.  There's up-fit dealing with -– you have to have furniture in it, and there's -- it's a 15-year-old building or 16-year-old building.  We have to change issues with the parking.


So again the evidence is straightforward.  It's just in the low 20s.  It's not between my 15 and your 18, because there is no "my 15."  That's just the building.


MR. SHEPHERD:  Land and building, right?


MR. PASTORIC:  Land and building.


MR. SHEPHERD:  Did anybody at Enersource investigate -- aside from talking to Avison Young -- did anybody investigate separately what sort of space requirements you would actually have?


MR. PASTORIC:  We're not experts in space.  We have utility business to do, so no, we did not investigate space.


MR. SHEPHERD:  We've seen other utilities that have built new facilities, and in every case what we've seen is that they did a forecast of how many people were going to be using it over time and what their current space requirements were, and how that projected.  In every case we've seen that.


You didn't do anything like that, right?


MR. PASTORIC:  I think you'll find in the evidence that TAC Facilities Group did provide a current move-in and five-year.  So I believe it's all in the evidence.


MR. SHEPHERD:  Well, yeah, of course you would have provided the number of people, right?  They can't provide you with the number of people that are going to be using it?  Or did they do that too?


MR. PASTORIC:  Internally, we indicated what our requirements were dealing with staff, yes.


MR. SHEPHERD:  So you made a forecast and said:  This is how many people are going to be using the building now and in five years, and you didn't look at how much space you had now or what other utilities you have the space --none of that?  You left that all to them?


MR. PASTORIC:  I believe we visited a couple of utilities, thinking about the operational centre.  We also looked at various head offices that were brand new, and we decided that a brand new office was too opulent for us and we looked at a 16-year-old building.


MR. SHEPHERD:  I think, Madam Chair, that's all my questions.  Thank you.


And with the Board's indulgence, I'm needed in the other room, if I can leave.


MS. CHAPLIN:  Thank you, Mr. Shepherd.


Mr. Janigan, I believe you are next?
Cross-Examination by MR. JANIGAN:

MR. JANIGAN:  Yes.  Thank you, Madam Chair.


And I would say that my cross-examination has been much abbreviated by the efforts of my friends before me, and certainly my hour of estimate is down to probably, at most, 10 minutes at this point in time.


First of all, I wonder if -- rather than attempting to go through the numbers again -- I wonder if you can confirm to me that the most recent filing of the RRWF on July the 12th, 2012 continues to be the projection with respect to the difference between 2014 expenses and revenues.


MS. DEJULIO:  What was the date you gave us?


MR. JANIGAN:  July 21st, 2012?  I'm sorry, I don't have an exhibit number to call that up on.


MR. MACUMBER:  That's the revenue requirement work form that was submitted after all the IRs?


MR. JANIGAN:  That's correct.


MR. MACUMBER:  That would be the latest, yes.


MR. JANIGAN:  And those numbers are still correct, as far as you know?


MR. MACUMBER:  Yes.  We haven't changed anything from that point.


MR. JANIGAN:  Second area I would like to deal with is concerning the discussion that you had with Mr. Vegh and Mr. Shepherd concerning the issue of the appropriate comparators for Enersource.


I wonder if I have captured the idea appropriately that you put forward, that -- number one is that you believe that the appropriate measure of performance, both in terms of operating and -- prudency in operating and capital expenses is cost through throughput for your distribution utility; is that correct?


MR. PASTORIC:  We believe, for management purposes, that cost of -- total cost is correct to the OM&A and capital is the best way to look at it.  And we believe that throughput is an appropriate measure, because that's how we develop our distribution system.  So as part of the undertaking -- not undertakings, but part of the responses to this Board, we provided the comparisons.


MR. JANIGAN:  Okay.  Now, is your position that that measurement is appropriate for Enersource, or that it is appropriate for all distribution utilities?


MR. PASTORIC:  I think the total cost equation is the appropriate one.  We believe that OM&A and capital have to be tied together in all decisions, and we believe that it would be a good measure for others, but we can only speak for Enersource.


MR. JANIGAN:  Okay.  But you're aware of the fact that you live in an environment with over 70 distribution utilities in Ontario?  The Board is constantly searching for metrics in order to measure performance across the board, to reward good performance, to ensure prudency, to punish bad performance?  That it's necessary at some point of time to come up with some kind of standard by which we can measure the performance of utilities?


Are you saying that your measurement of total cost over throughput would be the best metric to use?


MR. MACUMBER:  I think what we're saying is total cost would be a better measure than OM&A per customer.  Not every customer is the same, so trying to get the same kind of denominator, throughput would be a better measure than customers.


MR. JANIGAN:  Can you explain to me why prudency in managing costs over throughput would not be reflected in cost per customer?


MR. PASTORIC:  Well, I can only go back to a pensioner will be using quite a bit less than the airport, and when you start to look at costs per pensioner or costs per airport, it doesn't make too much sense.


I would have to then change the denominator to some proxy of a customer, and the only equal measure between customers tends to be their usage.  So then I get down to kilowatts and kilowatt-hours again.


MR. JANIGAN:  Presumably, if you were being prudent in managing your operation from a throughput standpoint, the results would show up in a cost per customer standpoint?


MR. PASTORIC:  Unfortunately not.  In the case of a customer, again, as I believe it was mentioned previously, we have a great diversity in the 196,000 customers we have.  We have 10 very large utilities.  We have a large, I'll call it, commercial class.  And as was indicated before by a party outside the panel, or the testifying panel here, is we've got a lot of consumption per customer.


So going back to a per-customer basis, we are different from our mix than every other utility.


MR. JANIGAN:  No, I'm not comparing you to every other utility.  I'm just looking internally to Enersource.  Okay?  Within Enersource itself.


If you're managing costs in an effective and prudent fashion on the basis of throughput, surely at some point in time that's reflected in the cost per customer, your customer?  Don't compare them to any other utility.  Your customer?


MR. MACUMBER:  I think we've stated several times that the amount we invest, either operating or capital, goes for a reliable, safe system.  I don't believe using customer is the correct measure.


MR. JANIGAN:  That's not my question.


I think that my question is:  If you've been prudent in managing your system on a cost per throughput basis, surely at some point in time that has some reflection on your cost per customer?


Are you saying there is no relationship?


MR. PASTORIC:  The benefit is, of course, the reliable and safe system when you talk about the customer.  I'm still trying to grasp, if I manage the business from year to year, if I went up by one customer, if my costs were different year to year because it's an airport that's being added, how would that then direct my decisions, or if it was one residential customer being added, how would that change my decisions, and I'm not sure if it would.  That's why we look at it from the characteristics of the customer, because that's the universal base that we look at.

A residential customer may use between 400 and 1,200 kilowatt-hours.  You know, the airport may use millions.  So again, I come back to --


MR. JANIGAN:  I think you're overthinking my question here.  All I'm suggesting is that if you were efficient and prudent in managing your operations on the basis of costs per throughput, surely that efficiency and that prudency at some point in time is reflected in your cost per customer, on a year-to-year basis internally.  And let's leave out the other utilities for the moment.

MR. PASTORIC:  I must say that I'm not drawing the connection between, if our average, or even after 15 years we had the lowest cost per throughput, how that then translates into the lowest cost per customer.  It depends on the customer mix at the time.  And I have not done that calculation, so I'm not sure how to answer that question.

MR. JANIGAN:  But if you're managing an efficiency on the basis of throughput, surely it is reflected in efficiencies in the cost per customer.

MR. VEGH:  Madam Chair, if I may, I think the question has been asked and answered three or four times now.  I'm not objecting to the appropriateness of the question, but I'm not sure of the value of continuing to put it to the witnesses and continuing to get the same response, but I'll leave it in your hands.

MR. JANIGAN:  I'll move on, Madam Chair.

Let's take a look in terms of comparing costs per customer of Enersource to your proxy group of utilities.  As I understand it from your answer to our interrogatory number 36, that you did not -- have not compiled statistics on things like performance and customer mix and whatever of the other utilities; is that correct?  36 -- or 36?  It's a pretty short answer.  My note says it was VECC 36.  Just a minute.

Sorry, it's my mistake.  I'm sorry, no, it's Interrogatory 36, Vulnerable Energy Consumers Coalition, issue 4.1.  And notes that:

"Enersource does not maintain information on other distributors and therefore does not have the information requested."

And this was in relation to OM&A.  I assume that you don't -- that applies across the board with respect to the other kind of metrics that -- for Enersource's cohort of utilities; is that correct?

MR. PASTORIC:  That's correct.  We -- as per our answer, we do not maintain information about other utilities, and only for this Board purpose did we do the comparison with other utilities.

MR. JANIGAN:  So you don't know about the customer mix and the other cohort of utilities, quite similar to yours.

MR. PASTORIC:  I say at conferences we talk about how many people have large users, but it's not a collection of data in any empirical fashion.  I know that Hamilton has lost a few, and I know Windsor has lost a few, but that's more from the newspapers than anything else.  We have a lot.

MR. JANIGAN:  So if the customer mix turned out to be pretty much similar to Enersource, then we're back to a per-customer -- cost-per-customer basis as a parameter.

MR. MACUMBER:  Again, I think total cost per throughput would be a better measure than going by customer.  Even if they were similar customer mix, we're not the same utilities.

MR. PASTORIC:  If we have ten large customers, there is only one airport.  It has four feeders at a surge and voltage level.  It is in a topology that is different than other places.  To indicate that if you have ten users you're exactly the same ten users, I would say that Hamilton is very unique, Windsor is very unique, Toronto is very unique, Mississauga is very unique, and to compare that would be unfair.

Just like other jurisdictions, there are topology issues and other issues that would come into play.  So customers aren't generic, even if they're large.

MR. JANIGAN:  And even with your preferred metric, I would assume that there may be utilities that have a large number of small-volume customers which they have to serve, which your metric might unduly penalize.  Would that not be the case?

MR. PASTORIC:  Again, it comes back to total cost, and it's over the characteristics of the customer, which are kilowatt and kilowatt-hours.  So from that point of view, if you have smaller customers, you use less, and if you have smaller customers, you would most likely spend less on them.

If you only have one customer in a utility and it happens to be the airport, and in another utility you only have one customer, and it happens to be a pensioner, there will be differences in costs, and I hope that through this panel and this hearing process you look at those uniquenesses rather than looking at a formulaic approach.

MR. JANIGAN:  But it seems to me, Mr. Pastoric, that there are a substantial number of costs that are attributable to an individual customer, whether it's billing, metering, servicing, all the sort of thing that, for a utility that has a large number of small-volume customers, they may in fact be incurring a great deal of expenses that is not necessarily reflected in throughput.

I mean, I'm most familiar with an industry of telecommunications, where the last mile is the most expensive.  If you're saying that's not the case in energy, I would believe that's true, but I can't believe that this -- the entire amount of costs that are associated with individual customers is not visited on utilities with small-volume customers.

MR. MACUMBER:  Can you repeat your question?

MR. JANIGAN:  Well, what I'm saying is that, are there not substantial amounts of costs that distributors have on a per-customer basis that might not be captured in your particular model in relation to a performance metric?

MR. MACUMBER:  Again, if you go to total costs, it would capture the cost.

MR. JANIGAN:  Yeah, but you're measuring a total cost over throughput, rather than by another customer.

MR. MACUMBER:  Yeah, there are certain costs that maybe go into the customer, maybe our call centre, but not your billing system, your system.  A majority of our costs is for the delivery of electricity, so I believe total cost over throughput would give you a better measure.

MR. JANIGAN:  Are there not circumstances like running a line to the customer premise, meters, all this sort of thing, taking customer calls, I guess the call centre?  All of those are additional costs that may not be reflected if you have one customer, right, one large customer?

MR. PASTORIC:  One customer, if it's a pensioner or if it's a school or a large user, we still answer the phone, so from that point of view you still would need someone to answer that phone for that one customer.  You would still have to send out one bill, and you would also have to send -- you would have to construct lines to that customer.

Now, the construction of the line depends again on the usage.  This is a hypothetical, and, you know, I'm not sure how best to answer this beyond this point.

MR. JANIGAN:  Okay.  I'm interested -- you've come forward with an application that effectively has elected not to follow the standard IRM process dictated by the Board, and you've suggested that in fact the metrics that are applicable to measuring performance across utilities are not applicable to you, and that in fact we have to look at the individual utilities in order to determine their particular performance.

I wonder how useful that kind of analysis would be to the Board, who was attempting to design a regulatory framework across 76 utilities?

MS. DeJULIO:  Do you have a question there, Mr. Janigan?

MR. JANIGAN:  Well, you've put forward effectively an application that is based upon your particular circumstances and your idea of how regulations should work.  Do you think that this is workable across the board to all of the Ontario distribution utilities?

MS. DEJULIO:  Enersource did not propose this approach to apply to all utilities in Ontario.  It provided a suggested solution for Enersource.

It's up to the Board to decide whether this approach would be applicable to Enersource and to other utilities as well.  We're leaving that decision, obviously, in the Board's hands.

MR. JANGAN:  Certainly one of your, I suppose, competitor utilities in a further discussion with Mr. Shepherd concerning the fact that your utility's in competition with other utilities for customers, certainly one of your competitor utilities would look on any application that gave preferential treatment to Enersource as one which would be anti-competitive, would it not?

MR. VEGH:  I'm trying to understand the question, Madam Chair, because there were a lot of premises that went into it.  And perhaps Mr. Janigan can clarify when he talks about the different approach and characterize as preferential treatment, is he addressing the ICR proposal?

MR. JANIGAN:  Yes.  Let's limit it to the ICR proposal.

MS. DEJULIO:  You know what?  I'm going back a little bit to something you said earlier, Mr. Janigan, when you -- I think you gave a sort of context of your questioning.

And one of the things you said was that -- I believe you said that Enersource was telling the Ontario Energy Board to not compare it to any other utility.

What we have provided for the benefit of the Board in its decision-making are comparisons, because those questions were asked of us in the technical conference.

And as you know, since that time we've spoken a lot about where Enersource stands in comparison to other utilities, by showing Enersource versus three different proxy groups.

So I just want to correct that.  We are not asking the Ontario Energy Board to only look at Enersource in isolation.  If the Board wants to use the data we provided in comparing Enersource's total cost over kilowatt-hours, it's obviously available, and we certainly have tried to be as helpful as we can by taking all the data from the Ontario Energy Board Yearbooks and comparing Enersource to these other utilities.

So I want to get that -- perhaps it's a correction -- on the record.

But I'll go back to your question now, Mr. Janigan, and maybe you could repeat it for me, please?

MR. JANIGAN:  From your discussion with Mr. Shepherd, it seems obvious that your utility is in competition with other utilities to attract customers.

If it is the case that you can come forward to the Board with your own version of how you should be regulated in the future and suggest that this should be the standard, what do you think the reaction would be to your so-called competitor utilities to your particular treatment by the Ontario Energy Board?

MS. DEJULIO:  We mentioned on the record on Tuesday that Enersource is a member of the DRRTF, and the other members of the DRRTF have certainly expressed the same concerns that Enersource has expressed here in this application with respect to capital investments made by the utilities during periods of IRM, or during periods of incentive years in the case of gas utilities.

So I suspect -- although I haven't asked my cohorts specifically whether they are contemplating or interested in this particular proposal that Enersource has made -- I suspect they are very interested, though, in the Board's decision-making with respect to this proposal, because it is different from the conventional cost of service and three-year IRM.

But I can't -- I can't make any further assumptions as to what those cohorts are thinking or expecting.

MR. PASTORIC:  If I may, Enersource is not in competition with other utilities for customers.

Essentially, the city of Mississauga has an active economic development function, just like any other city.  When a customer is in the city, we are required to supply electricity to it and we try to do it in the best manner we can, both safely, reliably, and as well we can work with the customer.

So there is no competition with other utilities regarding customers.  It is when a customer comes to Mississauga, we deal with them.

MR. JANIGAN:  Well, as I understand your discussion with Mr. Shepherd, it's that if there is a customer that's interested in locating a business in Mississauga or on another utility area, that there is some competition in relation to what will provide the most favourable circumstances for the relocation.

MR. PASTORIC:  I don't recall that conversation.

I think there was a discussion with losing large users, and we said we work very closely with the large users that we have on reliability issues as well as CDM issues.

But I don't recall us saying that we are actively seeking to take customers from other utilities.  I don't believe I've said it or anybody else on this panel said it, but I'll stand to see in the testimonials – transcripts, if you can provide it, because I don't think we would have said that.

MR. JANIGAN:  Well, I don't think you necessarily having to be taking customers from another utility, if you're interested in having a customer, or having a new customer or customer locate to your facility from potentially outside the province.

MR. PASTORIC:  Again, I don't recall us talking about new customers.  We were talking about the defence of our existing customers, and it was a hypothetical question that we indicated that we're actively working with our existing customers.

There was no -- I don't believe this panel ever mentioned anything about attracting, except from the city's point of view, who is always in an economic development mode, as any other municipality is.

MR. JANIGAN:  Just following up on Ms. DeJulio's answers, do you anticipate, then, if you were successful in your application, that your group of similar companies will be making similar applications to the Board to tailor their regulatory framework to their individual circumstances?

MS. DEJULIO:  I really cannot speculate on what the other utilities will do.

MR. JANIGAN:  Thank you, Madam Chair.  Those are all my questions.

MS. CHAPLIN:  Thank you, Mr. Janigan.

Mr. Crocker, I believe you're next?  How long do you expect to be?

MR. CROCKER:  More than 10 minutes.

MS. CHAPLIN:  All right.  We'll take the morning break now for 15 minutes and return shortly after 11:00.  Thank you.

--- Recess taken at 10:49 a.m.

--- On resuming at 11:09 a.m.

MS. CHAPLIN:  Mr. Crocker, whenever you're ready to proceed.

MR. CROCKER:  Thank you, Madam Chair.

Madam Chair, despite the Board's efforts to reduce the amount of paper that these hearings produce, we too have produced a compendium, paper compendium, although we've circulated electronically as well, and I don't know -- there are copies at the end of this first table, and...

MS. HELT:  Thank you, Mr. Crocker.  We'll provide it to the Panel.  We can mark that as Exhibit K2.2.
EXHIBIT NO. K2.2:  AMPCO COMPENDIUM

MR. CROCKER:  Thank you.
Cross-Examination by Mr. Crocker:

MR. CROCKER:  Just for the assistance of the witness panel, so that you know where we're going -- and this probably won't come as a surprise -- we're going to cover two areas.  One has to do with reliability; the second has to do with the way you framed your application for 2013/2014.

Our cross-examination will be much shorter than it originally would have been, because much of this has been covered by others.  And I want, as Mr. Janigan did, to go to the issue of your comparisons, to start this discussion on reliability.

As a -- just as an example, we've reproduced one of your benchmarking charts, in which you've done some comparison, correct?

MR. PASTORIC:  Yes, I believe it's the safety chart for third-G IRM, 55 utilities; that's correct.

MR. CROCKER:  I can tell you that frequency is the most important element of reliability for our clients, and I should tell you -- I'm sure you know that we represent AMPCO, and AMPCO represents the large users and some of your large users.

Now, just so that I'm sure that I understand what your position is, your utilities position is, with respect to comparisons and benchmarking, as I understand it from the evidence that we've already heard, that -- and we've heard it from you innumerable times -- generally speaking, you don't compare.  You look to internal performance.  That's your standard.

But you do compare and benchmark to some extent with respect to SAIFI and SAIDI and CAIDI, correct?

MR. PASTORIC:  That's correct.

MR. CROCKER:  Okay.  If you can flip over, please, to the next few pages in our compendium, we've reproduced Energy Probe interrogatory number 2.  And if you flip forward -- these pages aren't -- I don't think the pages are numbered.  The -- we're on page 3 of 3 for the interrogatory.

At the bottom you say, in answer to the question C:

"The OEB publishes its annual yearbook, which provides the reliability statistics and other data for all utilities in the province.  Enersource is unable to comment and compare on its reliability results to other LDCs on an apples-to-apples basis, as the data capture and monitoring techniques may differ among each company."

That's what you said, correct?

MR. PASTORIC:  That was our response.

MR. CROCKER:  Okay.  Now, I wonder then what that does even to your SAIDI, SAIFI, and CAIDI comparisons.  And I asked you about that in -- at the technical conference, and I questioned you about your comments, I think, earlier in that IR response about data capture and monitoring techniques.

And I think the elements of that example, that questioning, that examination -- it wasn't a cross-examination, it was a technical conference -- is also reproduced in the next couple of pages in the compendium.

And I just want to once again just repeat briefly what I said.  I quoted at the bottom of page 108 from something that you people said.  And then I asked at the top of page 109 what you meant by data capture and monitoring techniques, and you explained to me what you meant, that those two expressions were really the same thing.

And basically what you said is you're not sure that other utilities use the same data that you use in order to provide the information -- their SAIDI, SAIFI, and CAIDI information.  That's correct.  That's what you said, isn't it?

MR. PASTORIC:  I'll relate this to Mr. Morrison, who was at the technical conference.

MR. MORRISON:  Yes, that's what we were saying.  We can comment on how our systems capture the data, but we're not familiar with all other LDC systems.

MR. CROCKER:  Okay.  If then you don't know the way the data -- the other utilities capture their data, how valuable then is even this comparison?  I mean, if you can't tell me it's an apples-to-apples comparison, what value does it have?

MR. PASTORIC:  I guess from a relative point of view, again, let's talk about the issue of data capture.  When you have a, I'll call it an automatic auditing system like the IOM, which is our integrated operating model, if you were at 60 seconds, even a fraction of a second more than 60 seconds, it's a sustained outage, which means it's an outage.  A fraction of a second less than 60 seconds, it's momentary.

If you have a manual system, which relies on human intervention, that 60 seconds could be 61 seconds, or it could be three minutes.  There has been traditionally in the industry that as long as you can close a switch, no matter how long that switch took to close, that could be considered a momentary, because there was only a momentary outage.

Our system is very accurate, so I would say in our case it is the actual numbers of our system, but we really couldn't comment on the level of accuracy of others.  And from the benefit of the doubt, we would assume everyone else has a very accurate system, but we couldn't really comment, because we're aware that as we sit on a number of technical panels, both with the association of our industry as well as the CEA, not all utilities have these devices to monitor, so we can only say that ours are very accurate.  We know that some have it, some don't, but we couldn't say which utilities do.  We don't have an inventory of what equipment other utilities have.

So that's why Mr. Morrison was indicating that it depends on the technique.  To say that it's exactly perfectly correct, most likely not, but relatively, you can tell if, you know, if a utility says they're having three outages per customer, that it's most likely in that range, and if we're saying it's one outage per customer, it's usually in that range.

Now, down to the hundredth, it's hard to say.  I'm an engineer, so I tend to be exact.

MR. CROCKER:  And you have said what you have just said to me now to the Board before.  My question to you is, though, without being able to say that this is an apples-to-apples comparison, there is some doubt as to the value of the comparison, isn't there?

MR. PASTORIC:  I would say there is relative value to it, and it's useful from a comparison point of view generally, just like any other data that may be available to us in the marketplace.

MR. CROCKER:  Okay.  Let's go to something specific then, for instance.  In terms of the frequency of your -- I'm sorry, the duration of your outage.

At what point do you determine that an outage has begun?  Do you determine that at the point that you receive notification of that outage, or do you determine it on some other basis?

MR. MORRISON:  It's determined at the first notification we receive of the outage, and that can be a phone call from the customer or it can be an indication from our SCADA system that a fuse or a breaker has opened.

MR. CROCKER:  You don't determine it on when you dispatch your crew to respond to it?

MR. MORRISON:  No.  It's first notification that we become aware that the power is out.

MR. CROCKER:  Okay.  Do you know how other utilities determine that point?

MR. MORRISON:  I would assume that they use a similar definition.  I've been on CEA committees that have talked about that, and it's first notification, but it depends on the level of sophistication of your system.

We may be able to pick up outages because we have more automated switches and more sensors out there that a rural utility would not pick up until a customer actually phoned in to tell them they were out of power.

MR. CROCKER:  Okay.  During the period for which you provided statistics here, has that always been the way in which you've determined when an outage has begun?

So I think from 2006, I think, you provided statistics at various different points in your evidence; is that the way you've determined when an outage begins?

MR. MORRISON:  The definition of first notification has always been applied, but our systems have gotten better between 2006 and 2011.

So we have -- I know there's cases of outages that we're recording today that there may have been some delay in recording the outage start time previous to that.

MR. CROCKER:  But you're suggesting, are you, that generally speaking the data that you've provided was determined on the same basis?  And so it's -- we can rely on it?

MR. MORRISON:  The same basis, but we did put our IOM system into -- in 2009, and that increased the accuracy of our recording.  So in essence, it actually made our numbers look a little bit worse.

MR. PASTORIC:  And just to clarify, the customer still saw the outages.  It just moved from a momentary outage to a sustained outage, and so the world still stayed the same.  It's just where you put the crosshairs of which is sustained and which ones are momentary.

MR. CROCKER:  In the technical conference, we indicated to you the importance of these momentary outages to our large customers, and you provided in response to Undertaking JT1.9 -- which is the next item in this -- the MAIFI results, and the M in " MAIFI" is momentary; is that what -– okay, momentary.

You recognize, do you not, that these less -- these outages of less than a minute are significant to large users?

MR. PASTORIC:  Yes, absolutely.  We're in constant dialogue and, frankly, even some of the momentaries, there are situations where you don't even have a momentary, you have a voltage dip, and customers are so sensitive that their equipment comes off.  So there are certain case that aren't even recognized by the momentaries that are sensitive to our customers.

And we're in constant dialogue with them to either rectify or talk to the other individuals who are upstream that may have an influencing factor.

But it all comes down to constraints.  We would absolutely love to do more for our customers, but due to limited resources and capital, there is only so much we can do to either automate the system or make the system better.

So we're trying.

MR. CROCKER:  So I understand the graph that you provided, am I correct in suggesting to you that it shows me that, 2011, there were more of these MAIFI outages in 2011 than historically had occurred, or historically was the norm?

MR. MORRISON:  No, the graph shows that over the two-year range or three-year range from 2008 through 2010, the highest number of momentary interruptions per customer in a given year was 5.3.  And the lowest from that 2008 through 2010 period was 3.2 momentary interruptions per customer per year.

The diagonal line shows a month-by-month for 2011, a cumulative number, where the final number for the year was 5.0 momentary interruptions per customer per year.

So it falls within that three-year range.

MR. CROCKER:  But it doesn't tell me, then, it doesn't break it down year-by-year?

MR. MORRISON:  No.  This gives the three-year range relative to the 2011 numbers.

MR. CROCKER:  Do you know off the top of your head, having had somebody do this for you, what your year-to-year numbers were?

MR. PASTORIC:  In your own evidence on page -- I believe it's 3, there's a table called "Reliability Statistics" and in that table it shows SAIFI for momentaries.  In 2007, there were four; 2008, there were 3.9; 2009, 5.3, when we implemented the system; in 2010, 3.2; and in 2011, five.

So we're, I guess, between those two ranges, back and forth.

MR. CROCKER:  All right.  This, then, is -- I didn't realize it included -- so 2011, there were more in 2011 than in any other year; that's correct, isn't it?

MR. MORRISON:  No.  In 2009, there were 5.3 momentary interruptions.

MR. CROCKER:  I'm sorry.  Yes, I see.

Are you comfortable, then, with – that -- that you -- with your consistency?

MR. PASTORIC:  No.  We would prefer to be much lower.  This may be winter storms going through.  This could be a tree on a line.  It could be a voltage dip that triggered off some equipment downstream.

We would love to be able to do more.  However, from resource constraints and capital constraints, it is right now where it is.  We are trying to be more efficient at that.

MR. CROCKER:  Do you have data which provides information on customer-by-customer outages with respect to these large users?

MR. MORRISON:  Yes, we do.

MR. CROCKER:  So you can identify -- I didn't realize that you kept those statistics.  So you can identify the customer who -- or which, I guess, has had the most outages, which has had the fewer -- fewest outages, et cetera, et cetera?  Everything in between?

MR. PASTORIC:  For the large customers, yes.  We do a meeting with our large customers to discuss their reliability, as well as any other services that we provide them on an annual basis.

And we have an individual who is a key account person, who continuously works with either our large users or the large commercial and industrial customers.

MR. CROCKER:  I'm going to come to that in a second, but how do you treat, if at all, the large customer with the most outages differently than the large customer with the fewest outages?

In other words, how do you respond to the problem child?  The large user is not the -- he is the child; the problem is yours.

MR. MORRISON:  We track the reliability separately for the large users, because we recognize they're an important customer to us.

We don't have any specific benchmark, but we do look at that data.  And whether it's the one getting the worst reliability or the one getting the best reliability, we look for any anomalies, any issues that we can fix, anywhere that we can improve.  And where we can, we'll implement a solution to improve it.

MR. PASTORIC:  Also regarding that, we sit down with each of the customers to ensure we understand their sensitivities, and in some cases we've done analysis with our large users that show the issue may be that they have an oversensitivity within the fence, and in that case we have made suggestions dealing with what could be done, and we continuously tried to work with them.  And we understand it's our issue, but sometimes it will be inside-the-fence sensitivities also.

MR. CROCKER:  Does anything in your capital budget -- is anything in your capital budget reflective of what you're trying to do to respond to the large user with the most problems versus another, less problematic large user?  In other words -- well, you can take the question for what it is.

MR. MORRISON:  I would say there is no specific project that's targeted at the large user with the least reliability.  There are lots of maintenance activities that are within that budget that will work on the supplies to a lot of the different large users, and hopefully help to sustain their reliability or improve it.

MR. PASTORIC:  And just to indicate, when we do talk to our large users, one may be dealing with intermittent problems because of forestry issues, and we may send out our forestry crews to do a walk through the line, and in another case we will sit down with a large user, as we said, and ensure that it's a joint solution of what we can do outside the fence, compared to inside the fence, and that's what we've done in the last few years.

MR. CROCKER:  For this purpose do you use MAIFI as a tool to measure reliability?

MR. MORRISON:  Yes, we do.

MR. CROCKER:  Okay.  If you could turn to your chart at -- following the -- following the MAIFI chart in your -- in the compendium, you've included the OEB targets and your targets for 2012.  Have you developed targets for 2013-2014?

MR. PASTORIC:  Traditionally the targets are -- when you look at the OEB targets, they're a function of the last three years, so as the last three years haven't occurred, no, we have not.  Internally, we will look at the end of the year to assess our own internal targets, depending on what's occurring.

If we can reduce our targets or increase our targets, that's a function of more -- of resourcing to push our teams.  As you'll notice, that in the restoration we have a target internal that is slightly different than the OEB target, and the reason for that is, we're doing quite well in that target.  We're much below our internal target.

But it takes quite a bit of time to get across the city, so we had to make a valid target that our internal employees could utilize as a driver.  You know, when you are responding to a call, we hope to be able to deal with that response time within 36 minutes or less.  That's what CAIDI is, for an individual outage, how fast can you get that individual customer back up.  And that's why we've, I'll call it uncoupled it, but we are also watching the OEB target, and we will hold ourselves accountable from a management point of view.  This is for staff -- for internal target.

MR. CROCKER:  But in answer to my question, you don't have 2013-2014 targets.

MR. PASTORIC:  Not as yet.

MR. CROCKER:  Okay.  Are you comfortable that you can still build in the issue of reliability to your capital plan for 2013-2014 -- because that's what you're proposing here -- without those targets?

MR. PASTORIC:  The capital we proposed to sustain and maintain reliability.  We understand limitations and impacts, so we're looking strictly to maintain and sustain our reliability at the current levels.

MR. CROCKER:  Well, that's fine.  I understand that, and you've said that before several times as well.  But earlier in this cross-examination you said you weren't happy with the MAIFI numbers.  I asked you about consistency, and you said you weren't happy with that consistency, and you wanted to improve.

And I wonder, without -- is it sufficient then with respect to the large users in particular to maintain, as opposed to improve?

MR. PASTORIC:  I can only say that I wish I can improve, but there are constraints dealing with resources and capital.  So from that point of view I don't have the luxury to do everything I would like to do.  So from that point of view I must maintain and sustain.

MR. CROCKER:  So your unhappiness with the MAIFI results will, I suppose, continue then?

MR. PASTORIC:  I'm hoping we're going to be very creative.  People look at this on an hourly basis if there is an outage.  My cell phone sends me a message, so I'm aware of every outage, as well as my whole executive staff.  So from that point, we're not satisfied just to sit, but we understand the constraints dealing with our work force, as well as costs in capital and OM&A.

MR. CROCKER:  And so from the -- then just to ask the question again a slightly different way, from the perspective of our clients then, they shouldn't expect improvement?

MR. PASTORIC:  I would say we're doing the best with what we have, but we will try to be more innovative, but I can only say we're going to make it the best try we can within the constraints we do have.

MR. CROCKER:  Well, explain to me the kind of things you do -- explain to me the kind of things you do to respond to these MAIFI type problems that you monitor?  What kinds of things have you done, what kind of things do you propose to do?

MR. MORRISON:  With any outage, the best way to respond or address it is to find the cause of the outage.  The MAIFI problems can be particularly difficult, because the way our system is set up, the circuit breaker will sense the fault on the feeder.  It will open up to clear the fault.

If the fault is of a temporary nature, it will close back in, so the customer is out of power for approximately half a second, and we know there's been a problem somewhere on the feeder, but the feeder can be 6, 7, 8 kilometres long.

So we have programs to re-install fault indicators, devices on the system, to try and narrow down that search.  We do feeder patrols and inspections, preventative maintenance.  We do infrared scans to try and find the root of the cause.  And once we have the root of the cause, then we effect whichever particular program help to will improve that situation.

MR. CROCKER:  Is that new, or is that something which has been in place for some time?

MR. MORRISON:  I would say it's been in place for some time, but we're always continually improving it.  In particular, we put a lot more fault indication on our system, and in particular for large customers and feeders with very critical loads on them.

MR. CROCKER:  I understand how that helps you, in terms of providing you with better information, but how does that help, in terms of reducing the number of these short outages?

MR. MORRISON:  The better information you have, the better the decision you can make with your maintenance dollars and your capital plan.  If we go back ten or 15 years where we didn't have the fault indication and we weren't able to as effectively find the root of the cause, then we wouldn't necessarily be sure that our maintenance programs were targeting the right areas.

Now that we have better information, we can make sure we're doing the right types of things with the money that will reduce or -- reduce the outages or reduce the chance of a reoccurrence of those types of outages.

MR. CROCKER:  If I go back and look at your evidence then and -- will I be able to find in that evidence maintenance dollars that you propose to spend from things that you have learned from these MAIFI outages and your responses to them?

MR. MORRISON:  In the evidence you won't find the maintenance programs broken down that specifically and then targeted against the causes for the momentary outages.

We do pay attention to the momentary outages, as well as the other outages.  We do our best to find the root cause of all of them, and then target our maintenance dollars and our capital plans accordingly.

MR. CROCKER:  Has smart meter data helped you in this regard at all?

MR. MORRISON:  Our smart meter system, I believe it does have that capability, but that functionality is not up and running right now.  We would hope to do that at some point in the future when it makes sense.

We have invested in our SCADA system and our IOM system, to give us what we feel is very detailed information to help us shape our maintenance plans.

MR. CROCKER:  I want to go on to the other area that I wanted to deal with, and that is the way you made your application.

You've described in response to questions to others why you have structured your application this way, and the benefits, as you've described them, of that, of your application.  And you've talked about generally why you have done what you have done, but I would like to go a little bit further into the issue of benefits.

You have also said -- and I don't think I need to take you to the point where you've said this several times -- that you haven't compared the benefits or the impact, I guess, of your application as it is framed now versus an IRM -- a rebasing and an IRM application.

You'd agree with that, would you not?

MS. DEJULIO:  We have not compared what we have proposed here with an IRM year in 2015 -- I'm sorry, 2014.

MR. CROCKER:  Okay.  If we are looking at benefits of this to the consumer, to your ratepayer -– and in this case, our clients, the large users -- explain to me how you can quantify these benefits versus what the situation would have been had you gone to an IRM -- a rate rebasing and an IRM period without having done that comparison.

MS. DEJULIO:  Our position has been that this proposal smooths the rate increases that would otherwise occur during rebasing years.

I know that in some of the exchanges this panel had with the intervenors on Tuesday, some of the questions intimated that Enersource was increasing rates on an early basis, and frankly, we believe that it's a just-in-time basis, in terms of including in rates the recognition of capital investments made by the shareholders in this case, in this application, in both 2013 and in 2014.

MR. CROCKER:  I'm going to ask the question again, because I didn't hear an answer.

Explain to me how, from the perspective of the consumer, your application is more beneficial than would have – than -- to the consumer than an IRM -- than a rebasing and IRM would have been, an IRM period would have been.

MS. DEJULIO:  As I've said, the proposal we have here is attempting to smooth what would otherwise be a large step rate increase, and we have understood from feedback from customers that those large step rate increases are confusing to them, considering after three years or four years, in our case, of nominal increases, almost flat distribution rate increases.

The benefit to the customer is also felt in or reflected perhaps in the fact that if this proposal is approved by the Board as made, Enersource and its shareholders, Enersource's shareholders, would be able to earn -- we're attempting to maintain or earn the regulated rate of return, the Ontario Energy Board regulated rate of return.

I don't know if what we've proposed will allow us to actually continue earning that rate of return, but we are trying to get closer to it, and what we're trying to do here, though, is reflect in rates, when the shareholders make the investments in capital, that that investment, the benefit that customers are seeing, it's helping the system to maintain reliability.  And what we're trying to do is reflect in rates when those investments are made, at least in the year 2014.

So it's basically an attempt at matching the benefits that ratepayers enjoy to the investment that Enersource makes when it makes that investment.

MR. CROCKER:  Well, we produced the bar chart that has been discussed here as the next piece in the compendium, and maybe we can talk about this a little bit in terms of fleshing this out a little bit, at least from my perspective.

You're presupposing, aren't you, by this application, that there will have to be a higher rate increase after an IRM -- if you weren't doing it this way?

Let me ask the question a bit more clearly the other way around.

You're presupposing that you will be -- you won't require a large rate increase, as large a rate increase by -- in 2014, particularly, by structuring your application this way than you would if you went through an IRM period.  And you're basing that on the fact that, this time around, in 2013 -- the rebasing year, if you had done things more traditionally -- there is a significant rate increase that you're applying for after the IRM period is over; that's correct, isn't it?

MS. DEJULIO:  What appears to happen every rebasing year is -- for all distributors, but of course for Enersource -- is a recognition of the value of the capital that has been invested in the prior three years, or four years, in our case.

And so it's pretty well a given that that increase in net book value of assets is going to result in some sort of reflection in rates, likely an increase in the rates.

So if that's, you know, what we have seen historically, and if that methodology were to continue into the future, we would expect to see that same kind of step change increase in rates.

MR. CROCKER:  And that assumption is based both on actual historical results over the present IRM, but also, is it not a reflection of the fact that, at least from Enersource's point of view, an IRM model isn't realistic, isn't effective, isn't -- doesn't provide the utility with what the utility needs?

MS. DeJULIO:  Mr. Crocker, I'm not sure I understand your question.  Could you please repeat that?

MR. CROCKER:  That's always a challenge to the questioner.  I'm suggesting that there is more to your -- to your application than simply a question of trying to limit the effect of a large post-IRM period rate increase again, and that it is a reflection of the fact that the IRM approach, certainly from Enersource's point of view, hasn't worked particularly well, because you have had to catch up virtually for the IRM period in 2013 by a large rate increase.

MS. DeJULIO:  What was your question?  I'm not sure the question.

MR. CROCKER:  The question then is, is it the way you have framed this application, a -- as well as an effort to smooth the effect of the post-IRM year, the rebasing year, large-rate increase, a statement about the ineffectiveness of the IRM model?

MS. DeJULIO:  Okay.  Thank you.  I understand the question now.

MR. CROCKER:  I don't.


[Laughter]

MS. DeJULIO:  It -- we've said this over and over again.  The current cost-of-service model with rebasing and three years of IRM does not reflect the investment that a utility makes in capital.  It is -- the shareholders have not paid in rates during those IRM years for the investments made in capital, and yet they do benefit from those investments.

And Enersource looked at that model and said, How can we tweak this to make it a better matching between the timing when Enersource makes those investments and the timing when the shareholders benefit from them?


We have proposed to address this in a second year through the ICR.  We have not proposed this for the subsequent years of '15 and '16, what would normally be the two last IRM years of the cycle.

MR. CROCKER:  Thank you.  That answers --


MS. DeJULIO:  I'm sorry, I should say -- I must correct that.  I realize I said "shareholder benefit".  I meant to say "ratepayer benefit".

MR. CROCKER:  Yes, I took it that's what you meant.

MS. DeJULIO:  Okay.

MR. CROCKER:  And for the purposes of this discussion, I think we should put the shareholder benefit aside, because that -- I'm sure I understand that's an interest to you, but it isn't as important an interest to my client.

The other part of the IRM approach was to encourage the utility to use its resources more carefully, I suggest to you, so that the limits on capital wouldn't be felt quite so significantly as they are being felt in -- as represented by this model; that's correct, isn't it?

MS. DeJULIO:  My understanding of the model is certainly an attempt to encourage utilities to become more productive, because of the fact that there is the productivity factor and the stretch factors that are subtracted off of the inflation factor.

And Enersource is certainly aware of that, that demand, but it exists in the reality of the situation, whereby Enersource must still, you know, maintain, for example, reliability within the three-year range.

Enersource must still operate within the reality of having to make investments every single year in capital programs.  It's within the reality of needing to continue to meet our customers' expectations and meeting, of course, the Ontario Energy Board's requirements, such as ESQRs.

So the IRM is a model in which we operate, but there are, you know, there are many different elements of our operations that still, you know, go on regardless of whether the IRM model is working for us or not.

And, you know, I can just repeat, we're -- what we're trying to do here is match when those investments are made in capital to when our customers get to enjoy those investments.

MR. CROCKER:  If I were to suggest to you that your application, the way you framed your application, diminishes the pressure on Enersource, at the bottom, what I describe as the bottom end of this graph -- that is, the productivity end of this graph -- by allowing you the scope at the top end with respect to your capital spending, how do you react to that?

MS. DeJULIO:  Well, I can repeat that what we propose for 2014 is actually not a full cost of service.  We have proposed only a recognition of the investment in capital programs and then a return on that.  We have proposed to hold the OM&A flat from the prior year.

And so there's certainly a strong incentive and a pressure on Enersource to manage its costs, to be as productive as possible.  So, you know, I really could not agree that there is less incentive on Enersource to operate, you know, as productively and as efficiently as possible.

MR. CROCKER:  Did you not feel that during the IRM period that the incentive to be more cost-effective was the strongest element of that form of rate-making?

MS. DeJULIO:  I'm not sure I can answer how Enersource felt about that.  You know, the model is the model, and Enersource is subject to operate within -- you know, as the Board directs us to.  And Enersource did operate under that model for the past several years, however long it has been in place, I guess 2008.  And it has resulted in -- and this is on the record.  We showed you that Enersource has earned less than its allowed rate of return over those years.

So there was certainly pressure on Enersource, and unfortunately for the shareholders, you know, Enersource was unable to earn its allowed rate of return as a result of that pressure.

MR. CROCKER:  And did you treat it -- the IRM period as a period where you were incented to reduce costs?  Because I think your prefiled material is really short on the details of how you did that, but did you treat it that way?

MS. DEJULIO:  Enersource has managed to the best of its ability over these past four and a half years, and there's certainly limitations, because of the IRM method -- or the IRM model, that is.  There's limitations on what we could charge to our customers, of course.  And it did force us to be as productive as we could be, as efficient as we could be, but it didn't prevent us from providing services to our customers that have resulted in very, very favourable customer survey responses.  It hasn't prevented us from maintaining reliability at levels that, as you've seen, compare extremely favourably to the rest of the industry.

So I'm not quite sure what else I can tell you about how Enersource has operated under this model.  You know, this is not a "woe is me" kind of story.  I mean, we're very proud of our performance, very proud of our ability to manage within our limited resources.

We're just simply coming back to the OEB and saying we've got a suggestion on a better approach to reflect the investments that are made by Enersource in capital.  And it will reflect in rates to the ratepayers, to match when they are benefitting from those investments, for the year 2014, in this case.

MR. CROCKER:  I don't know how you can say "better"; I would have used a different word had I been you.  I don't know how you can say "better" and also say:  But we haven't compared.

And I suggest that -- and I'm in the Board's hands, and I'm putting this to the Board as much as I am to the witness –- that, in my view, it would be helpful to the Board to see that comparison so that the Board can determine whether this is -- that whether your approach to ratemaking is better than a rebasing year and an IRM following would be.

And I'm going to suggest to you that -- subject to the Board saying:  Go away, Mr. Crocker, or not -- that you should provide the Board that comparison.

MS. DEJULIO:  What we have provided has been the historical situation in that chart that you put into your compendium there.  And I'm looking at the relative changes in rate versus cost increases.  As much as this is the past, it is not what the future is, but we certainly are informed by this chart showing the relative changes.

And you can see from the steady level of the green bar values that -- and then the relatively large increase for 2013 rebasing year, that that is what ratepayers are experiencing, this large step rate increase.

And what we are proposing is ratepayers do not appreciate those huge step rate increases.  It's likely more palatable for ratepayers to experience something a little more gradual than that, and our proposal will allow for something more gradual than what we've seen in the past.

MR. CROCKER:  Madam Chair, I'm asking that Enersource produce that comparison, because I think it would be helpful to the Board.

MS. CHAPLIN:  Can you be a bit more specific as to exactly what you would like them to produce?

MR. CROCKER:  A comparison of rate increases, which could be –- well, let me take a step back.

Ms. DeJulio said this is a better way of -- her comment was quite general.  This is a better way of ratemaking than would be rebasing and an IRM.

And it seems to me for the Board to evaluate whether or not it is better, that you have to have one approach versus another approach.  And so you have one approach now.  You don't have the other approach; that is, what would be the case were this to be a rebasing year in 2013, followed by three years of IRM.

And I think that's the comparison I'm asking for.

MS. CHAPLIN:  So if I might paraphrase, given the increase for 2013, you'd like them to use some set of assumptions or scenarios to show what the rate increase would be for 2014 under their proposal, versus what would be a normal IRM year?

Is that what you're looking for?

MR. CROCKER:  As a start, I think so, yes.

MR. MACUMBER:  Sorry, George.  We have answered this in an IR, where -- I would have to make assumptions on productivity, stretch, inflation.  I'm not -- we said in the IR that I'm not able -- I would be making more assumptions.

I think historically if you look at the chart, we're trying to show -- we're not saying better, worse.  We're trying to say that we're matching the investments that we're making to the benefits that the ratepayers are enjoying.  If the historical pattern continues, this will be the result.

MR. VEGH:  Madam Chair, perhaps I can address this request, as well.

I think it's important to appreciate and I think you do appreciate that Enersource is not withholding information here.  It's not that there is some information that Enersource has and is keeping secret.

As Mr. -- or as all the witnesses have said, forecasting what an IRM adjustment would look like in 2014 requires a number of assumptions around inflation, productivity, stretch, and if we think about the context of this hearing, I think what this would lead to would be a debate.

Enersource would put forward some assumptions, they'd be questioned on those assumptions, the intervenors would run different scenarios on different assumptions, and I'm not sure how productive it would be at the end of the day to have that debate about what assumptions might –- the debate about the assumptions that could go into a 2014 adjustment.

I do appreciate that, in the absence of certainty about the future, we are just not in a position to predict 100 percent, but that's not the first time the Board has found itself in that position.  And as Ms. DeJulio has advised, you do know what the 2014 scenario looks like here.  There will be no IRM adjustment applied for if this -- if this proposal is approved.

So we have all the information that we're capable of providing right now, and I, again, question the productivity of getting into a debate on the hypotheticals that would go into the assumption around an IRM.

MS. CHAPLIN:  But can Enersource make a set of assumptions or a set of scenarios for a one-year projection for IRM?

MR. VEGH:  I mean, I suppose it's possible to go on what past IRM adjustments have been.  I'm not...

MS. CHAPLIN:  I'm not asking you to speculate now what they would be.  I'm asking:  Is this an arduous request?  Perhaps is my first question.  And is it your position that it is not relevant and has limited probative value?

I mean, yes, there may be a debate about the assumptions, but that may be appropriate.  What we're trying to get at is:  Is this relevant, and does it have probative value?  And then balance that against the difficulty of presenting it.

MR. VEGH:  That is fair.  And relevance is a broad term.  I'm not going to stand here today and say that if you're making a comparison of what's better for a future scenario, that that's not relevant in that sense.

I would have to turn to the witnesses who would be required to prepare that to get a sense of how much work is involved in that.  I am really, frankly, not sure of that, so perhaps I'll hand that to the witnesses.

MS. CHAPLIN:  Let's find that out.

MR. MACUMBER:  I think we could take the average IRM increases and multiply it by our cost-of-service revenue requirement.  That is how the formula would be set.

So if you're asking me to take the average, assume that it's over that four-year period, and it's .88, times it by the 131 million, and that's what the IRM would be in 2014.

Does that match my investments to my return?  It will be less than the 134 that I'm asking for.

MS. CHAPLIN:  Okay.  Well, it sounds like on the spot he has been able to provide a bit of a comparison.  Perhaps we could have that -- perhaps we could have that in a more formal or -- well, is that satisfactory for your requirements, Mr. Crocker?  I guess that's my question.

MR. CROCKER:  That answer, satisfactory?

MS. CHAPLIN:  Yes.

MR. CROCKER:  I would like to see it -- I think we have -- it has to be a bit fuller than that.  I wouldn't -- because I'm a little slower than everybody else here, I would like to see it in front of me on a piece of paper.  Maybe it's a generational thing.  But -- and then don't we have to see the -- I was going to -- the consequences of that and, as Mr. Warren says, what the rates that flow from that would be?

MS. CHAPLIN:  Well, the Board may be prepared to require an undertaking to be taken, but it would be helpful if you could be specific as to what you are requesting so that we can articulate it clearly, rather than leaving it
-- you are kind of expanding it.  I'm not sure precisely what you are requesting.

MR. CROCKER:  Well, I'm just responding to the information that's being added to this as we go along.  And I wasn't suggesting that there was anything being kept secret here.  It was just that -- can I formulate the request more specifically over the break at lunch, and I'll formulate it specifically so that I can put it to -- I have a few more questions in this area in any event, and so we'll be able to put it to the Board --


MS. CHAPLIN:  All right.  Why don't we proceed that way.

MR. CROCKER:  All right.  The last page of the compendium is -- talks about -- is a statement of the conferences on -- or the meetings on the renewable regulatory framework.  And those one, two, three, four, five bullets at the top of that page talk about the objectives, I guess, of the renewed regulatory framework.

And my question is how, if at all, was Enersource encouraged to formulate its application as it has by this statement of objectives for the renewed regulatory framework?

MS. DeJULIO:  The attachment to this draft agenda was dated March 20, 2012, and our application was filed April 27th, 2012.  And I'm sure you would appreciate that by far the bulk of the application was completely written well before March 20th, 2012, so Enersource's approach in its application was established well before that.  In fact, you might recall we had that chart from a presentation that Enersource made to the board of directors in November of 2011.

So our decision on our approach was made long before this initiative was announced -- or certainly -- I'm sorry, the initiatives of bullet points here were published.

MR. CROCKER:  You'd agree with me, would you not, that the concepts that are set out in these bullets, however, were around for quite a while before this agenda was created or this attachment was created?

MS. DeJULIO:  That may be true.  However, Enersource's approach -- or proposal here has been informed by Enersource's experience for the, you know, past several years.  So I guess we were very pleased to see the initiatives.  There's no question about that.  We were very pleased to see the Ontario Energy Board taking on this initiative, because we were buoyed by the potential of the Board addressing what had already been concerns for Enersource.

MR. CROCKER:  Thank you, Madam Chair.  I have nothing further.  Thank you.

MS. CHAPLIN:  All right.  We will -- Ms. Helt, will you be longer than 15 minutes?

MS. HELT:  I think there are a couple of areas to cover.  Probably a half an hour.

MS. CHAPLIN:  Okay.  Well, we'll take the lunch break now, and we will return at 1:15, in an hour.  Thank you.

--- Luncheon recess at 12:16 p.m.


--- On resuming at 1:23 p.m.

MS. CHAPLIN:  So Mr. Crocker, have you formulated a proposed undertaking?

MR. CROCKER:  Yes, I have.  We would like the -- like Enersource to prepare a sample 2014 IRM application, or IRM, ICM application, based on the Board's approved methodology, assuming an inflation index, so a GDP IPI of two percent, with the 2013 rates, as have been requested here, describing what the resultant rate impacts would be for 2014.

MS. CHAPLIN:  Are you specifying an assumption for the productivity or the stretch factor?

MR. CROCKER:  I'll leave that to the applicant.

MS. CHAPLIN:  And you are proposing that they prepare an application; I assume you don't mean application.

Do you want them to produce what the rate increase would be, or the revenue requirement or the deficiency or...

MR. CROCKER:  Or, or, or.  It doesn't have to be all.

MS. CHAPLIN:  You've requested an application.  That on the face of it seems -- why would that -- that seems quite extensive.  Why would that be useful?

MR. CROCKER:  Well, it would give the Board the comparison for the Board to determine which of the two approaches is better.

I don't know how far to limit this and still have the comparison be meaningful.

MS. CHAPLIN:  All right.  Mr. Vegh, what is your opinion?

MR. VEGH:  Madam Chair, if we could be of assistance, we wouldn't be prepared to agree to an undertaking to prepare an IRM application.

What we could provide -- and also the two percent inflation factor is just too limiting, and we wouldn't be in a position, really.

As Mr. Macumber indicated before the break, what we could do is take the average of the last three IRM increases or adjustments, and identify what the impact would be on the revenue requirement if the average of those three would apply for 2014

MS. CHAPLIN:  So you --


MR. VEGH:  But that was -- sorry, I didn't mean to interrupt.  And that would also address the rate impacts, because we're under, obviously, a rate cap.

So you would know what the total revenue requirement is, and the distribution rate impact.

MS. CHAPLIN:  So using some set of averages, Enersource would prepare a calculation of what the 2014 revenue requirement increase and rate increase would be?

MR. VEGH:  Yes.  And the average would be -- in the prefiled evidence in the manager's summary where we have that table that we've discussed a few times, that looked at what the IRM increase was for the last three years for Enersource, we would just take -- for Enersource.  We would just take the average of those three IRM increases.

MS. CHAPLIN:  Mr. Crocker?

MR. VEGH:  As a percentage, of course, not as a...

MS. CHAPLIN:  Would that be sufficient?

MR. CROCKER:  I invite my colleagues -- this is not AMPCO individually.  This is on -- there are other parties interested in this, as well, to comment.

But I'm not sure that will go far enough to give you a -- to use the -- Enersource's words, an apples-to-apples comparison, so that you can determine what's better.

I think they have to go farther than that.  But I'm -- I would like you to hear from counsel from other parties, as well.

MS. CHAPLIN:  Well, this is your cross-examination, Mr. Crocker, and I think we can rely upon you to assess what it is your client, what you would like on the record.

MR. CROCKER:  What I would like is as I've asked, Madam Chair.

MS. CHAPLIN:  A complete application?

MR. CROCKER:  Yes.

MS. CHAPLIN:  All right.  We will just take a moment here.

Mr. Crocker, I've given you an opportunity to describe what you wanted.  I gave you a lunch break to describe precisely what you were requesting.

MR. CROCKER:  And I have.

MS. CHAPLIN:  Yes, and you have.  As I understand it, you have requested an application.

[Hearing Panel confer]

MS. CHAPLIN:  Thank you.

So, Mr. Vegh, we would like the company to take an undertaking.  And what the Panel would like to see is for Enersource to do an IRM calculation, assuming the 2013 application were approved in full as applied for.  So run an IRM formula, shall we say, using assumptions of Enersource's choice, as long as they are described, shall I say, or identified, what assumptions you're using, to then derive what the 2014 revenue requirement would be, and also what the percentage change would be, because that's the rate impact, so we have that, as well.

Is that clear?  We understand that your intention is to use the averages over the past three years, but we will -- I mean, if that's what you want to use, that's fine. Just make sure it's identified as such.

MR. VEGH:  Thank you, Madam Chair.  That's understandable and doable.

MS. CHAPLIN:  Okay.  Can we have a number for that, please?

MS. HELT:  Yes.  Undertaking J2.1.
UNDERTAKING NO. J2.1:  to PROVIDE IRM CALCULATION, ASSUMING THE 2013 APPLICATION WERE APPROVED IN FULL AS APPLIED FOR, DESCRIVING ASSUMPTIONS USED TO THEN DERIVE 2014 REVENUE REQUIREMENT AND PERCENTAGE CHANGE.

MS. CHAPLIN:  Thank you, Mr. Crocker.

MR. CROCKER:  Thank you, Madam Chair.

MS. CHAPLIN:  Ms. Helt, I believe Board Staff is next.
Cross-Examination by Ms. Helt:


MS. HELT:  Thank you, Madam Chair.

Good afternoon, members of the panel.  My name is Maureen Helt.  I am Counsel of the Board, just to remind you.  And I have Donna Kwan and Leila Azaiez sitting with me, as well.  They're on Board Staff, and they've been helpful for your part of the application relating to IFRS, as well as the Green Energy Plan.

My intention is to ask some questions of you with respect to IFRS, as well as the Green Energy Act.  I have just one sort of follow-up question, and I hate to go back to this.  It's just with respect to the discussion that was had concerning Enersource not actually doing an analysis for an IRM with an ICM component.

And my understanding is, Mr. Macumber, I believe it was you who had indicated that you didn't do that analysis because you weren't eligible, or Enersource wasn't eligible because most of the -- one of the criteria is to have the capital expenditures being non-discretionary, and most of your capital expenditures did not fall within that category; is that correct?

MS. DeJULIO:  That is correct.  We've all said that, yes.

MS. HELT:  Yes.  And I just want to follow up just with respect to the use of the word "discretionary".  Maybe you can just help me understand that a little bit better, in terms of, how do you define "discretionary"?

MS. DeJULIO:  The language that we have seen in Ontario Energy Board decisions includes -- I'll read one from the Guelph Hydro decision here:

"applicants must demonstrate that the amounts exceed the Board's materiality threshold and clearly have a significant influence on the operation of the distributor, must be clearly non-discretionary."

And it goes on.  And so in our view -- and I'll have my colleagues pipe up if I don't describe it as well as I can -- that "non-discretionary" suggests that there is no other option available to the utility, that those investments absolutely must be made, and those very specific investments, that very specific equipment, must be made.  There is no discretion at all on the part of the utility.

MS. HELT:  All right.  That's helpful then.

Could you perhaps confirm how much of the 2014 capital budget then would be considered discretionary and how much would be considered non-discretionary?

MR. MACUMBER:  We haven't done that analysis.  We would assume, though, that non-discretionary, pure non-discretionary, would be customer connections, things for safety, that sort of thing.  The other ones for reliability, you know, new fleet vehicles, you could repair them, you could maintain them rather than rebuild them, so the question becomes, how much of it is discretionary/non-discretionary.  We haven't done that calculation, like I just stated, but...

MS. HELT:  Is there a ballpark number that you can provide me with?

MR. MACUMBER:  We don't have that number.

MS. HELT:  Okay.  Well, would it be typical of a normal year then, in terms of the breakdown between the two?

MR. MACUMBER:  We have to go through the capital programs that we've put in place to identify what we would consider pure non-discretionary, which we could do.  But I would typically say that a lot of our investments are again for reliability to maintain our system.  I can't tell you off the top of my head what that would be.

MS. HELT:  All right then.  Thank you.

I would like to move on then to a different area, Issue 9.1, which deals with the treatment and disposition of the PP&E adjustments due to the transition to MIFRS.  I have prepared a Board Staff compendium.  I'll ask Ms. Binette to provide it to the panel.  It has been provided electronically to all of the parties.

I must apologize in advance.  There were two pages not included in the Cerlox-bound copy, but they are in fact included in the electronic version, so they will hopefully appear on the screen when I refer to them.

Just one other note with respect to the Board Staff compendium, this is a compendium.  Given the small number of documents Board Staff is going to be referring to in cross-examination of all of the panels, we've just prepared one compendium, which will be referred to throughout the course of the hearing.

If we can mark that then as Exhibit K2.3.
EXHIBIT NO. K2.3:  BOARD STAFF COMPENDIUM

MS. HELT:  The first question I would like to ask with respect to Issue 9.1 specifically relates to account 1575, which is the IFRS CGAAP transitional PP&E amounts of the PP&E deferral account, and I would like to refer to Board Staff IR No. 55, which is found in the compendium at page 18-A.

In the interrogatory, in the second paragraph, Board Staff notes that:

"In relation to the transition to IFRS regarding PP&E, Enersource is proposing to refund customers over a one-year period commencing January 1st, 2013 through a separate rate rider."

Can I just confirm that is still Enersource's position?

MR. MACUMBER:  Yes, that was our intention.

MS. HELT:  And if I can ask you to refer to Board Staff compendium, page 17.  This is the report of the Board with respect to implementing IFRS.  And on page 17, this is part of the appendix, which is the Board policy relating to IFRS, and it notes that at the bottom of the page:

"Amortization of the adjusting amount up or down shall be reflected in any applicable rate application as an adjustment to depreciation expense.  The refund of recovery of the amount of the adjustment over time and the return on rate base calculation on the unamortized balance should be included in applicable revenue requirement calculations in the same way as for any other component of rate base."

So my question to you is, you've confirmed you're seeking to establish a rate rider for a one-year period, and you're not following what's set out here in the Board policy with respect to amortization of the adjusting amount.

Can you just explain why you're taking that approach?

MR. MACUMBER:  I can say that we did put it to 1,575, and we would amortize the balance.  What we're suggesting is, if it's tracked at a rate rider over the one-year period, essentially then at that point it would have been refunded and would not be in base rates.

MS. HELT:  Okay.  And if we turn to Board Staff compendium, page 18-B, this is a chart, if we can just pull it up, taken from Board Staff IR 5, and it's Exhibit 2EA.

The chart shows that Enersource has proposed a refund of approximately 13 million under the one-year disposition period; is that correct?

MR. MACUMBER:  Currently we're proposing 14 million.

MS. HELT:  14 million?  Oh, yes.  Okay.

MR. MACUMBER:  The way that we are proposing it is, the adjustment was in rate base, the return with the deferral would be refunded as a rate adder, so to ensure that it was not in base rates and not in the rate rider, and then at the end of the one-year period it would end.

MS. HELT:  All right.  So are you aware that in other Board Staff -- or in other cost-of-service applications from 2012, for example, with Guelph Hydro or Grimsby there has been a four-year amortization period that was approved to recover or refund the balance of the PP&E deferral account to customers?

MR. MACUMBER:  I'm not aware of that.  I was relying on the fact of the report of the Board that you have provided.  It's your page 17.

MS. HELT:  Yes.

MR. MACUMBER:  Where it says:

"The Board will determine the period of time for amortization on a case-by-case basis."

MS. HELT:  That's correct.

MR. MACUMBER:  So we assumed -- we collected it over a two-year period to refund it to the ratepayers as soon as possible.

MS. HELT:  So had Enersource -- this is a hypothetical then -- proposed a four-year disposition period, would the refund component to adjust the depreciation expense be the same as it is under the one-year?

MR. MACUMBER:  I'd have to do a calculation if it was to be refunded over four years.

MS. HELT:  So the return on rate base associated with the deferred PP&E balance for the one-year proposed disposition period would be approximately 858,373, if I'm reading the table correctly, Exhibit 2EA; is that correct?

MR. MACUMBER:  That's what we're stating, yes.

MS. HELT:  All right, if I can just have a moment.  Thank you.

So, Mr. Macumber -- I'm sorry.  If rate bases is going to be higher under the IFRS going forward, wouldn't the refund then also be greater for the consumers going forward?

MR. MACUMBER:  I believe what we're trying to state here is that we're going to refund 13 million.  In order to ensure that the refund, once it's done, that amount is in rate base, there is no –- Enersource should not earn a return during the period that it has the money.

So it's refunding the 13 million, plus the return that's included in base rates, to ensure that it doesn't earn a return on that money.

MS. HELT:  All right.  And then just one final question with respect to this PP&E deferral account, and we did talk about the possibility of a four-year disposition period.

Would it be possible to calculate, by way of undertaking, the total amount in the deferral account to be refunded if a four-year disposition period was decided?

MR. MACUMBER:  We can calculate a four-year disposition.

MS. HELT:  All right.  So then we'll have that as Undertaking J2.2.
UNDERTAKING NO. J2.2:  CALCULATE TOTAL AMOUNT IN THE DEFERRAL ACCOUNT TO BE REFUNDED IF A FOUR-YEAR DISPOSITION PERIOD WAS DECIDED.

MS. HELT:  Thank you.

Those are all my questions with respect to the PP&E deferral account.  I'm going to move on now to Issue 9.2, and specifically regarding the establishment of the deferral and variance accounts to capture the MIFRS post-employment adjustment.

If we refer to Board Staff compendium, pages 19 and 20, this is from Enersource's application, Exhibit 9, tab 1, schedule 1.  And if we look specifically starting at line 10, there is a section entitled:  "Other comprehensive income, MIFRS post-employment adjustment."

Starting at line 11, Enersource confirms that it's requesting a deferral account to capture the impact of the post-employment adjustment resulting from the transition to MIFRS, and at the end of that paragraph, line 16:

"The net impact to Enersource at the date of transition was a reduction of the post-employment accrued liability of 150 K.  Enersource is also requesting that the new deferral account be used for future measurements of the defined benefit obligation, which will be recorded in OCI, instead of being amortized in OM&A using the corridor approach under CGAAP."

And then the last sentence:

"For 2011 the actuarial loss relating to the post-employment obligation was 769,000."

If we then look at Board Staff compendium pages 21 and 22, this is Board Staff Interrogatory No. 56, and it states at the top of page 22:

"Enersource is requesting a variance account to track these actuarial gains and losses between cost of service applications."

So my question to you is just to confirm whether Enersource is requesting a deferral account or not, in order to capture the impact of the post-employment adjustment resulting from transition to MIFRS?

MR. MACUMBER:  I should make a correction.  It should be a deferral account.

MS. HELT:  So just to be clear, then, Enersource is requesting a deferral account, not a variance account, to track the actuarial gains and losses?

MR. MACUMBER:  Yes.

MS. HELT:  Okay.  Thank you.

And it's Enersource's intent, then, to use that deferral account to record the cumulative actuarial gains and losses as they are incurred?

MR. MACUMBER:  That's correct.

MS. HELT:  Enersource has provided two actuarial reports to support the requested refund of 150,000 and recovery of the 769,000.

Have those reports been audited by Enersource's external auditors?

MR. MACUMBER:  They have reviewed those reports.

MS. HELT:  The auditors have review those?

MR. MACUMBER:  We have an external third party that -- Morneau Shepell, that does the reports for us.  They review them to ensure that we're recording the liability accurately.

MS. HELT:  Right.  And they did indicate to you that you are recording accurately?

MR. MACUMBER:  That is correct.

MS. HELT:  Thank you.

Just going back, I'm sorry, to the actuarial gains and losses for other post-employment benefits, are there any amounts pertaining to the actuarial gains and losses that are embedded in base rates?

MR. MACUMBER:  No.

MS. HELT:  If we can now go to Board Staff compendium page 15, please, this is the addendum to the report with respect to implementing international financial reporting standards.

And the last paragraph on page 15 states that:

"The Board will not approve the creation of a generic account for IFRS-related impacts on P and OPEB accounts occurring at the date of transition.  As acknowledged by the CLD, the impact are anticipated to be significant for only a few large utilities.  The option remains for these utilities to seek an individual account if they can demonstrate the likelihood of a large cost impact upon transition to IFRS."

Would you agree that the materiality threshold is generally defined as 0.5 percent of the distribution revenue requirement?

MR. MACUMBER:  I will agree with that, yes.


MS. HELT:  So then based on that and based on Enersource's updated revenue requirement of approximately 131,675,000, subject to check, the materiality threshold is calculated to be 658,000.

Would you agree with that, subject to check?

MR. MACUMBER:  I think if we're talking about materiality, I mean, there used to be a different measure of materiality; one for OMA and one for capital.

Is the materiality level that you're suggesting should apply to both OMA and capital?

MS. HELT:  Yes.

MR. MACUMBER:  Then I don't know if that -- I would agree that that's the right materiality level to use, then.

MS. HELT:  All right.  And what would you suggest would be the appropriate materiality level?

MR. MACUMBER:  I don't believe I'm suggesting, if there is a materiality level, that that's what I'm implying by requesting the post-employment benefit amount be reflected in rates.

And if it was 658 or the number you have suggested, it would be just under.

MS. HELT:  So you're saying that the requested recovery amount of 619 is -- if 658 was the appropriate materiality threshold, your position is it's very close to it?

MR. MACUMBER:  That is correct.

MS. HELT:  All right.

I'm sorry, just one moment.

Okay.  Then stepping away from the issue of a materiality threshold, the report does state on the -- in the last paragraph on page 15 that I referred to that the option remains for utilities to seek an individual account if they can demonstrate the likelihood of a large cost impact upon transition to IFRS.

So can you just explain how then Enersource would justify the 619,000 fitting in with the likelihood of a large cost impact?

MR. MACUMBER:  We believe that by offering our employees post-retirement benefits between the ages of 55 and 65 due to the market valuations of post-employment benefits that any fluctuations in interest can have a major impact on what that liability is.

So it's not just at the date of transition.  It was at the -- at the end of '11 there was a large adjustment, and there could be future large adjustments in the future, depending on the interest rate.  That's why we believe a deferral account for Enersource would be appropriate.

MS. HELT:  So if they are material in the future, is Enersource aware that they may then be able to bring a one-time application before the Board to recover or refund customers for that?

MR. MACUMBER:  Enersource's position that we will have fluctuations in the future based on how the actuarial bases their opinions on interest rates, et cetera.  Our intention is to track it.  If the Board deems it in the future to be immaterial, that would -- Enersource would accept that, but we believe this amount is material enough to be collected through rates.

MS. HELT:  All right.  Thank you.

Just two other questions then.  If Enersource is going to be recording carrying charges to the proposed deferral and variance account, can you just explain why you would be planning to record those, considering actuarial gains and losses are not really cash amounts?

MR. MACUMBER:  I have looked at the Hydro Ottawa decision, and there was no interest that was accrued to their account, because there was no cash amounts that were paid out.

MS. HELT:  So then does that mean you're not planning on recording the actuarial -- or the carrying costs?

MR. MACUMBER:  Enersource is requesting a deferral account.  We believe it probably is not appropriate to charge interest to it, but we have not requested either way.

MS. HELT:  All right.  Thank you.

And if I can just refer to the filing requirements for electricity transmission and distribution applications.  I'm sorry, I don't have it in my compendium.  But it does provide that:

"applicants must include a draft accounting order, which must include a description of the mechanics of the account, including providing examples of general ledger entries and the manner in which the applicant proposes to dispose of the account at the appropriate time."

Is Enersource planning on providing a draft accounting order for this proposed -- or requested deferral and variance account?

MR. MACUMBER:  I would suggest that if we would like to recover through rates, if Enersource is required to do an accounting order request, then we would do so.

MS. HELT:  Thank you.  Just one moment, please.

All right.  Thank you.  Those are my questions with respect to MIFRS, which just leaves one further issue for this witness panel and then you'll be done.

Issue 2.3, is the proposed Green Energy Act plan appropriate.  On pages 27 to 30 of the compendium I have included a copy of Board Staff Interrogatory 19, which really covers a lot of the questions relating to the Green Energy Act plan.

And then on page 25 and 26 of Board Staff's compendium there is an excerpt from the report of the Board, which deals with the framework for determining the direct benefits occurring to customers of a distributor under Ontario Regulation 330-09.

And my question is really just one question that I'm going to break down into three parts.  And it is with respect to Enersource's evidence, which has been -- if I can refer you to page 29 of the compendium, at the bottom of the page, this is a response to Board Staff interrogatory, which relates to why costs referred to a reference, they are not taken into account to derive direct benefits accruing to Enersource's ratepayers.

And Enersource in its response refers to the filing requirements, distribution system plan, and sets out at the bottom of the page:

"Currently that approach calls for the use of the direct-benefits allocation approved by the Board in the EB-2009-0096 proceeding pertaining to Hydro One Network Inc.'s as follows:  For expansions, 17 percent of the costs constitutes the direct benefit, and for REIs, which are renewable expansion investments, the direct-benefits percentage is 6 percent of the cost.  Due to the fact that Enersource's proposed GEA plan budget for the test year is relatively small at 183,000, and 6 percent of that is only 11,000, and for the 2014 ICR those amounts are 219,000 and 13,000 respectively, Enersource did not believe that this warranted seeking allocation to the provincial ratepayers."

So my question is that the 6 percent that would be considered a direct benefit to the Enersource ratepayer, and as an eligible investment, can you just explain why you are not -- why you believe it's not warranted?  Is it simply because you believe that the amount is small?

MS. DeJULIO:  The amount is very small, yes.

MS. HELT:  And if the amount is cumulative, though, over the five-year period of the GEA plan, you would still consider the amount small?

MS. DeJULIO:  Yes, we have amounts for two years out of the next five years, and they're still small.  I think even if we multiplied, you know, $13,000 by five it would still be small, immaterial amounts.

MS. HELT:  And if we look at the 94 percent that would be eligible to be socialized amongst provincial ratepayers, and the 94 percent, if I do the math and add up the 219,000 and the 183,000, that amounts to 402,000, and 94 percent of that is approximately 377,000.

Why is it Enersource's position that that amount should not be socialized amongst the provincial ratepayers?

MS. DeJULIO:  Our position still is that it's a very small amount, and the work that -- I'm sorry, that the rate impact is still small.  It's a nominal rate impact, and certainly our perception is the work that is being done is for the Enersource ratepayers.

MS. HELT:  So then who would bear the cost of that?  Would that be the Enersource ratepayer for the full amount?

MS. DEJULIO:  That's what we proposed.

MS. HELT:  So despite -- and I'm sorry if I sound repetitive, but I just want to make sure I'm clear.  Despite the fact that the Board policy allows for 377,000, which is 94 percent of the total cost, to be socialized amongst all of the province's ratepayers, Enersource's position is that Enersource's ratepayers themselves should be responsible for that?

MS. DEJULIO:  We did not believe that it was -- we believe, frankly, that the rate impact was extremely small, and that's why we chose to take this approach.

MS. HELT:  And when you say "extremely small" did you do a calculation, or can you give me a number?

MS. DEJULIO:  My colleagues can correct me if I'm wrong, but I know that -- I've been told that our rule of thumb is roughly anything less than a $400,000 difference is not reflected out to the fourth decimal point of our rates.

MS. HELT:  That's just a rule of thumb regarding any calculation that you're doing, not just Green Energy- specific?

MS. DEJULIO:  That's right.  I'll make sure -- that's the rule of thumb, yes, for any expense.  Yes.

I'm sorry, I'm being corrected.

I'm told that it's 200,000, that anything below 200,000 has a difference to the fourth decimal point of our rates.

MS. HELT:  All right.  And then this is closer to 400,000, though, so...

MS. DEJULIO:  That's correct, yes.

MS. HELT:  So your position still remains regardless that the rate impact --


MS. DEJULIO:  Yes, that the rate impact is still very, very small.

MS. HELT:  All right.  I would like to ask you some questions regarding OM&A costs concerning the implementation of the GEA plan.

You set out in the answer to Board Staff Interrogatory 19 some of those OM&A costs, and they are found -- the actual costs aren't found, but the positions are found on page 28.  Just flip to page 28 of the Board Staff compendium.

About in the middle of the page, there is a reference to initial OMA costs in relation to the implementation of the GEA plan, and Enersource notes that it has:

"... added the following resources: two co-op intern engineering students, a contracted independent professional engineering field inspector, and a contracted services engineering firm."

Is it correct that Enersource is not seeking to recover these capital expenses related to OM&A?  Or related to these OM&A expenses for the GEA plan?

MS. DEJULIO:  I'm sorry, Ms. Helt, could you repeat that question, please?

MS. HELT:  Yes, I'm sorry.  I said that in a little bit of a confusing way.

We have these OM&A positions that you've identified.  What would be the cost with respect to those three positions?

MR. MACUMBER:  The costs of these have been absorbed by Enersource and have not been included in the 2013 test year for cost recovery.

MS. HELT:  All right.  Are there any OM&A costs that have been included?

MR. MACUMBER:  No, we have not.

MS. HELT:  Okay.  And then just one moment.  I think that's all of my questions, but I just need to confer.

All right, then.  Thank you very much, witness panel.

Those are all my questions, Madam Chair.

MS. CHAPLIN:  Thank you, Ms. Helt.

The Panel has some questions.
Questions by the Board:


MS. LONG:  Ms. DeJulio, I'm going to direct this question to you, but feel free to quarterback and get input from the rest of the panel.

My question goes to the bill impact evidence that you provided in your manager's summary; page 20 and 23, I think it is.  I'm trying to get a better understanding of you've provided to us -- and I understand why -- what the total bill impact would be of the rates you're proposing for 2013 and 2014, but do we have anywhere on the record what the increase would be for the delivery charge itself?

MS. DEJULIO:  Yes.  There is evidence on the record, and it's in the bill impacts section of the evidence, which is at the very back.  Just trying to find it.  Thank you.

Tab 9, bill impacts.  There we go.

So it's a busy schedule, but its appendix to the 2013 bill impact.

MS. LONG:  I just want to be clear.  So when I look at the delivery charge impact, it's obviously a larger percentage than it is a percentage of total bill.

Obviously, I understand in the application you've asked for some rate adders or credits that are going to be going back, which would affect total bill impact, but are there any other assumptions that you've made that the Board should be aware of in calculating total bill?

MR. MACUMBER:  If you don't mind me asking, are you talking about transmission other charges?

MS. LONG:  Have you made any adjustments that the Board should be aware of out of the normal course, let's say, on how you're determining commodity for total bill or transmission or anything like that?

MR. MACUMBER:  I'm going to assume that it's no, but I believe our next panel can answer the question.

MR. VEGH:  So perhaps we can take it that tentative answer is no, but we'll undertake to confirm that.

MS. LONG:  Thank you.

MS. HELT:  That will be Undertaking J2.3.
UNDERTAKING NO. J2.3:  to CONFIRM IF ANY ADJUSTMENTS HAVE BEEN MADE OUTSIDE THE NORMAL COURSE THAT THE BOARD SHOULD BE AWARE OF.

MS. CHAPLIN:  It can be in writing, but if it's easier for the next panel to just answer it in direct, that's satisfactory, as well.

MS. LONG:  Mr. Macumber, I'm looking at School Energy Coalition's cross-examination materials.  Have you got that in front of you?

I'm going to point to one example of where there has been a statement that we've heard in various parts of your application and then your testimony over the past couple of days.

On page 4, Mr. Shepherd had highlighted some areas from the Technical Conference where you responded:

"Capital expenditure is quite a bit significantly more than our depreciation."

And further on down:

"Our capital expenditures haven't significantly increased, but they're outstripping depreciation."

I'm wondering if somewhere on the -- in the evidence do we have a time series, if you will, of the CAPEX-to-depreciation ratios?

And I'm thinking perhaps from the last rebasing in 2008 to current, and then we'll get to the ensuing years?

MR. MACUMBER:  I would say from 2008 to 2010 we did make significant investments more than depreciation.  Then we also extended the life of our useful assets, so depreciation even dropped further.


We are consistently outstripping depreciation.  I don't know if they've shown cap-ex to depreciation, but by extending the life we've made the issue even more compounding.


MS. CONBOY:  Thank you.


Ms. Gjevori?  Ms. Gjevori, have you got something to add?


MS. GJEVORI:  No, I was going to say that in the material filed we have separate tables that have capital expenditures, and there are a couple of tables that have depreciation, so...


MS. CONBOY:  Thank you.


I'm just wondering if it would be a difficult calculation to have the cap-ex to depreciation ratios from 2008 to 2013.  And I know from Tuesday the panel was pointed to your asset management plan, where you had capital expenditures planned for 2015 and 2016.


With that calculation -- I understand directionally where they're going or your testimony as to where they're going, but do you -- would it be a difficult ratio to calculate and provide us?


MR. MACUMBER:  I would just say due to the extension of the useful lives they're probably not comparable.  We can do from '08 to '10 under Canadian GAAP and then from '11 through '13 under IFRS.  They're not going to be the same.


MS. CONBOY:  No, I understand the concept of following the Kinectrics report and extending the useful life.  But perhaps even if we do have a sense of that in those two under CGAAP and then under modified IFRS, that would be useful to the Panel.

MR. MACUMBER:  Would it be possible to do '08 through '10 under CGAAP to show the trend there and '11 through '13 --


MS. CONBOY:  Yes, it would, and, I mean, it would give us a structural change, and I understand directionally that structural change, but I understand it would be easier to do one under -- one accounting methodology and not have to go back and reconcile what they would be under a different accounting methodology.


MR. MACUMBER:  I guess what I'm suggesting is you'll still see the trend whether or not I change my useful lives if I just give it in Canadian GAAP and IFRS.  The trend is still there.  We are spending more than capital.  So if I gave it in those buckets, I believe you're still going to see what you're looking for.


MS. CONBOY:  Sounds great.


MR. MACUMBER:  Okay.


MS. CONBOY:  And I wondering if you could also add -- so we've got -- under IFRS we've got where you've -- the time beyond you've transitioned, 2013-2014.  But if you could also please look at your asset management plan and the cap-ex that was highlighted to us -- or directed to us on Tuesday, what it would be for 2015 and '16, please.


MS. HELT:  So then that can all be part of the same undertaking?


MS. CONBOY:  Yes.


MS. HELT:  That will be J2.4.


MS. CONBOY:  Thank you.

UNDERTAKING NO. J2.4:  TO PROVIDE THE CAP-EX TO DEPRECIATION RATIOS FROM 2008 to 2013, AND ALSO TO LOOK AT THE ASSET MANAGEMENT PLAN AND THE CAP-EX FOR 2015 and 2016

MS. CONBOY:  I've just got one more question while we're on the subject of cap-ex and capital.  I think I heard earlier through staff's cross-examination that Hydro Mississauga -- Enersource does not do an analysis of capital projects that are considered to be discretionary versus those that are not.  Perhaps that was in the context of this application.


But I'm wondering, in terms of the context of your capital-planning process, when you're looking at the upcoming capital projects, do you have a look at capital projects from what's discretionary and what's non-discretionary?


MR. PASTORIC:  I've got a few statements that hopefully will correct it -- or clarify.  Here it says:

"Projects are selected and prioritized balancing requirements such as capacity requirements, service quality, and customer requirements with strategic objectives of the company."


Essentially, each year we look at that and assess it on a yearly basis.  So if it fails, of course, it's not discretionary anymore, so it's difficult to say that a project two years out won't become a "must" project.  It depends on what occurs in those months leading up to it.


As Mr. Macumber indicated before, only when there is, you know, life-and-death type of situations and when a customer requires because of other requirements within the industry to be connected are those "must", required asset connections or capital jumps.


Outside of that, frankly, there is a give and take in timing if it's this year or next year, and it's the moments before that will really sort of clarify it for us.  So there is some give and take.


And as Mr. Macumber just reminded me, we have much more in a given year than we can do, so I hope that answers your question.  It may be grey.


MS. CONBOY:  What I think I heard you say is that you do have a prioritization process, but discretionary versus non-discretionary is not one of those items that are highlighted in that prioritization process?


MR. PASTORIC:  Correct.


MS. CONBOY:  Thank you.  I'm done, thank you.


MS. CHAPLIN:  I have a few questions as well.


Just following on from the discussion you had with Ms. Conboy about the ratio between capital expenditure and depreciation, and you've described how with the changeover from CGAAP to IFRS the useful lives were extended, and that has an influence on the trend, that all other things being equal, cap-ex as a proportion of depreciation would increase; is that correct?


MR. MACUMBER:  I would say by extending the useful lives, assuming that our capital program stays the same, it's going to take us probably about another 20 years to get -- if -- all else being equal, to get at the same level as depreciation with cap-ex, because of extending the lives.


MS. CHAPLIN:  And can you help me?  With the change to IFRS, what was the impact, or what is the impact, in terms of what proportion of capital projects, or what were previously considered capital projects, can be capitalized, versus what is expensed?  Has that changed under IFRS?


MR. MACUMBER:  When we adopted IFRS, we have a portion of what we call indirect overhead, that we're now expensing, that used to be capitalized.  And it's roughly about $3 million a year.


MS. CHAPLIN:  So as a proportion of your capital budget, what is that, roughly?  It's a timed math quiz.

[Laughter]


MR. MACUMBER:  Would have been roughly 6 percent.


MS. CHAPLIN:  So the amount -- so what I'm trying to understand is, so the two different things are moving.  All else being equal, what's reported as a capital expenditure in an IFRS world is less, because you are having to expense a portion of it.


MR. MACUMBER:  Yes.  Yes.


MS. CHAPLIN:  But the lives are extended, and therefore depreciation is less.  And I'm trying to understand your understanding of the relative movement.  So is it your view that the reduction in depreciation is a greater influence on this ratio than the decrease in the capital expenditure?


MR. MACUMBER:  That is correct.


MS. CHAPLIN:  Thank you for that.


Another area I have a question, going to this ICR proposal and the proposal for rates to be set for 2013 and 2014, and the company's position that one of the benefits of this is to smooth rate increases.


And I am looking at this bar chart with the sloping line, which was labelled the OEB model from the CCC interrogatory answer.  It does appear --I guess most recently it has appeared in the AMPCO compendium.

And I understand your testimony that this was derived for purposes of illustration.  Do we have in the evidence - and if so, can you please point me to it - for the increase in rates from 2012 to 2013, do we have a breakdown in terms of how much of that is driven by the change in net book value, which is one of the areas that you've highlighted, and how much is due to the increase in OM&A and potentially other factors?

MS. DEJULIO:  I'm going to take you, if I may, to the manager's summary, which is Exhibit 2, tab 2, schedule 1.

It was updated May 17.  Now, it has been updated again through an IR -- No. 3, I believe it is -- but not significantly.

So I think just to look at this version from May 17 would be sufficient for the purpose.  And I'm looking at page 11 of 23.  That's Exhibit 1, tab 2, schedule 1.

MS. CHAPLIN:  Sorry, Exhibit 1?

MS. DEJULIO:  Exhibit 1, tab 2, schedule 1.

MS. CHAPLIN:  Okay.  I'm there.

MS. DEJULIO:  So it's probably helpful to go look at table 4 at page 11.  Are you there?

MS. CHAPLIN:  Yes, thank you.

MS. DEJULIO:  And the section that starts "Increase in OM&A excluding amortization..." so these items listed here, salaries, benefits, IFRS transition, bad debt expense, new admin office, distribution system, maintenance and repairs, asset management plan, and other.

And that subtotal is $19.5 million, approximately.

MS. CHAPLIN:  Right.

MS. DEJULIO:  So that's the OM&A portion of the increase of the total revenue deficiency, which is around 16.6 million.

It's confusing, isn't it, because there are some changes in the other non-OMA because of decrease in amortization?

MR. MACUMBER:  Which is the change in the useful lives.  We have the increased return on our rate base.  We've had a significant decrease on PILs.

That number has changed, though, so our revenue requirement has gone up for 2013, because of our PILs assessment, which was asked at an IR.  And then we have a change –- sorry.

MS. DEJULIO:  Sorry, I was just going to say right now that revenue requirement is not 131,285; it's now 131,676.

MS. CHAPLIN:  Right.  So my question is, looking at this, I believe you have described that the step change in rates, which happens between -- on a rebasing year, I believe you have described as being significantly driven by a catch-up in the rates, recognizing the investment that has been made and the return on that.

And I'm looking at this and trying to see that here, and I don't see that here.  So can you help me with that?

MR. MACUMBER:  I think what we're trying to portray is that we believe -- and, again, it's total cost to deliver the service, and the investments we will make in either OM&A or capital.

What we're asking for for 2014 is just the recognition for capital.

MS. CHAPLIN:  Yes.  We're looking here at 2013, and understanding the large -- the magnitude of the increase in rates, and this is showing the drivers.  And your answer, although it referred to 2014, I think was the follow-on, right?

And then, sorry, two more questions.

There also has over the last -- or your two days of testimony, quite a bit of examination about the role of -- whether it's appropriate to compare Enersource to other utilities, to what extent Enersource compares its performance to other utilities.

And my question arising from that is:  How does Enersource assess whether it is performing as efficiently as possible?

MR. PASTORIC:  I guess from the relatable performance measures we look at, SAIFI, SAIDI and CAIDI, which we've already indicated are the only ones, that we do compare to other utilities.

We look at the OEB targets and internal targets and, frankly, we try to better them each year.

We do not do comparables to other utilities.  It's more of what the customer currently sees as value and trying to drive more value into the equation to the customer each year, year-over-year.

We do not look at other utilities as comparables, so I would say it's between the OEB targets, our own targets, of trying to get better each year.

MS. CHAPLIN:  And then my final question I would like to ask the panel in terms of Enersource's policy, but it may be a question that your counsel may want to address in argument, as well.  So I think there's perhaps two aspects to that.  And that is:  Enersource has proposed a departure from the Board's rate-setting policy; that's correct?  You agree with that?  Okay.

And believe you've been -- it's been put on the record that in instances where a utility has sought to depart from the Board's policy in terms of rebasing early, the Board has established a test, and that issue is addressed and argued and dealt with.  What I would like to know from the company's perspective is:  What do you feel the test is that the Board should consider when determining whether or not your proposed departure from the Board's policy is appropriate?

MS. DEJULIO:  I'm not repeating -- I am repeating what you've heard over and over again, but Enersource would submit that the test, frankly, is for the OEB to determine what is the best way to set just and reasonable rates.  And if the Ontario Energy Board concludes that, reflecting in rates in 2014, the investments made by Enersource in capital and the return on capital is fair for ratepayers, given ratepayers are enjoying the benefits of those investments in 2014, then we have to leave that in your hands to decide if that's a just and reasonable way to set rates.

MS. CHAPLIN:  So in your view, it's not a matter of it -- I guess the question:  In your view, should it be a matter of whether or not Enersource's proposal is better than the Board's policy?  Or is it, regardless of the Board's policy, the Board should look at the proposals with fresh eyes?  In other words, it's not a matter of surmounting something to get over the policy, to be able to go beyond the policy, but that, just on the face of it, the proposal should be considered?

MS. DEJULIO:  I would lean toward your latter statement, which is on the face of it.  It's also -- I would also ask you to consider it in the context of the RRFE, although perhaps that's already been completely decided and this may not provide any value for the Board.  But if it does, as an interim solution before the Board can implement any changes to -- through the RRFE decision, because Enersource is before you now, and I'm sure that, you know, we wouldn't be able to benefit from the RRFE, certainly not for 2013, and I'm not quite sure of the timing and whether we could benefit from any changes that would be implemented in time for '14.

MS. CHAPLIN:  And if your proposal were approved, and you have -- I believe the testimony is that over the next three years, I guess, that you're not projecting substantial growth in capital expenditures, it's the period beyond that; that's correct?

MS. DeJULIO:  That's right.

MS. CHAPLIN:  Okay.  So if, for example, your ICR approach were to be adopted, say, as an alternative to an IRM, and it were to be incorporated in Enersource's rates for 2015 and 2016, what you're showing as a change from 2013 to 2014 is quite modest.  It's quite a -- it's not a very large impact.

So would we not see that same pattern in 2015 and 2016?  So the increases would not be terribly large.  Or your -- and I guess maybe I'll get to the end, and -- and so what I'm wondering is, would -- when you enter the period of your proposed significantly large capital expenditures, wouldn't there still be a large step change on the next rebasing?  So I guess I'm trying to assess, under your proposal, does it smooth?

MS. DeJULIO:  We haven't done the calculation for '15 and '16, but we're willing to venture that the relative changes for '15 and '16, if we were to implement the same program at ICR for '14, would be very similar, because, as we said, we're still at this business-as-usual investment period.

It's four or five years hence when we expect to see significant increases in capital spending, and thus if we were to stick with the current method of ICM over three years -- I'm sorry, IRM over the three years, we would expect to see an even greater change when we go to the rebasing the next time around.

And that's, frankly, one of the big reasons, you know, we came up with this proposal.  We're very worried about the kind of increases we might have to ask for in the next time we come back for rebasing.  So that step change in rate increase could be -- would be likely larger than what we're asking for now.

MS. CHAPLIN:  And you've explained Enersource's concerns with the current -- some of the concerns with the framework and your proposal that your alternative is a better reflection of the investments that are made and therefore a better formulation for rates.

Why did Enersource defer coming in in 2012, because would not that have smoothed rates somewhat?  Was that consideration part of the company's considerations?

MS. DeJULIO:  I think the overriding -- the overriding need for us, frankly, was to deal with the IFRS transition.  That was significant.  And the company just needed that extra time to adjust itself to IFRS and to be able to present, you know, a very solid business case and financial accounting documents with consideration of IFRS.

Certainly another reason, as you know, was we wanted to come in for January 1, and we could not have met the Board's filing time lines that would have been required if we were trying to come in for January 1, 2012.  So combination of those events.

MS. CHAPLIN:  All right.  Thank you.  Those are the Panel's questions.

Mr. Vegh, do you have further questions?

MR. VEGH:  Thank you, Madam Chair.  I don't have any re-examination.  I just want to state that I will take up your offer to address the criteria, to consider the ICR proposal in argument.

MS. CHAPLIN:  Thank you.

All right.  Well, the panel is excused, with the Board's thanks.

Why don't we take the afternoon break to provide an opportunity for a panel changeover.  We will break, let's say, until three o'clock, so that's about 20 minutes.

--- Recess at 2:39 p.m.

--- On resuming at 3:03 p.m.
Procedural Matters:


MS. CHAPLIN:  Just before we go on to panel 2, we thought it would be useful to finalize and put on the schedule for argument.  I believe there were some agreed dates worked out.  Maybe, Ms. Helt, you can give us that information?

MS. HELT:  Certainly, Madam Chair.

The hearing is scheduled to conclude, the evidentiary position, on September 11.  What is proposed is that the applicant will provide argument in-chief on Friday, September the 14th.

I have had some discussions with Mr. Vegh and he has indicated that he would be prepared to file a written submission on September 14 as opposed to providing oral argument in-chief, if that's acceptable to the Panel.

Then on September the 24th Board Staff and intervenors could either, subject to the Panel's direction, file a written submission or present oral argument on the 24th, to be followed by reply argument by the applicant on September the 28th.

And I had some discussions, again, with Mr. Vegh about the reply argument, and he has indicated that he is prepared to provide oral reply on the 28th of September.

MS. CHAPLIN:  All right.  That plan is fine.

So argument in-chief in writing on September 14th, intervenor oral argument on September 24th, and oral reply argument on September 28th.

And it is certainly -- it is the Panel's preference to hear intervenor arguments orally on the 24th.  However, if intervenors cannot attend on the 24th, then they should file their submissions in writing.

And also if -- our preference would not be for an intervenor to read an argument.  So if the intervenor is arranged such that they are -- that that's the only way they really want to deliver it, then we would prefer it to just be filed in writing, and they can make themselves available for questions.

But we don't really want just to have somebody reading an argument.

MS. HELT:  Can I clarify then, Madam Chair?

For those intervenors and Staff who make oral argument on the 24th, there will be no written submission?

MS. CHAPLIN:  If they want to put in writing points of argument, an outline, a list of references, that's quite acceptable.  But what we would prefer to avoid is a detailed written argument, which the intervenor then reads into the record.  We don't think that's a very good use of time.

So I think in that instance, an intervenor should file the argument in advance if they want to make themselves available for questions on the 24th.  So they would need to file that argument in advance.

MS. HELT:  One other thing, then Madam Chair.

As the applicant will be providing reply argument on the 28th and the intervenor arguments are the 24th, that's a short period of time so perhaps it could be encouraged --sometimes parties require additional time and file a day late, and so perhaps if the parties could be encouraged to ensure that these dates are strictly adhered to?

MS. CHAPLIN:  Oh, yes.  If an intervenor cannot attend on the 24th, and is going to file their submission in writing, then it needs to be filed on the 24th.

MS. HELT:  Thank you.

MS. CHAPLIN:  Anything else before we proceed with panel 2?

All right.  Go ahead, Mr. Vegh.

MR. VEGH:  Thank you, Madam Chair.

We have some continuity, some additions and some subtractions from the first panel, so I would first ask the two members of the panel who have not yet been -- gone under oath to go under oath.
ENERSOURCE HYDRO MISSISSAUGA – PANEL 2

John Bonadie, Sworn

Martin Sultana, Sworn

James Macumber, Previously Affirmed

Danny Nunes, Previously Affirmed

Dan Pastoric, Previously Sworn
Examination-In-Chief by Mr. Vegh:


MR. VEGH:  Thank you.  I'll now ask the two new witnesses to identify themselves by name for the record, their title within Enersource, and the areas of evidence for which they are responsible.  I'll also ask them to affirm that evidence, starting with you, Mr. Bonadie.

MR. BONADIE:  John Bonadie, director of revenue.

As part of this proceeding I'm responsible for and I adopt the evidence related to operating revenue, working capital, cost of capital, cost allocation and overall rate design.

MR. SULTANA:  My name is Martin Sultana, the rates manager.

In this proceeding, I will be dealing with PILs, working capital, rate design and smart meter revenue requirement, and I adopt this evidence.

MR. VEGH:  Thank you.

And for clarification for the Panel and the parties, there's been a bit of a change in the game plan for panel number 2.

Mr. Nunes, who was on panel number 1 but not listed as being on panel number 2, will be on panel number 2 and available to answer questions.  Mr. Nunes is to my furthest left.

Ms. DeJulio, sitting beside me, she is no longer on the panel.

As I did indicate earlier, we will have some brief direct examination and evidence in-chief, and Mr. Pastoric will provide that in a moment, but before getting to that, I would like to address Undertaking J2.3 which arose, Ms. Long, in response to a question of yours.

And the question had to do with assumptions about the non-delivery costs and their impact on – or the bill impacts.  And I've asked Mr. Sultana to -- and you recall that the first panel provided the evidence and then said it was subject to confirmation.  Mr. Sultana is in a position to address that.  I ask him to provide a brief summary of what are the non-delivery components of the bill impacts in the evidence.  So, Mr. Sultana, if you can do that, please?

MR. SULTANA:  Sure.  On May 17th, an update to the evidence was filed, and in that evidence, Exhibit 8, tab 9, schedule 1, appendix 2B, are the bill impact templates.  Within those templates, there is a subtotal for distribution, which is basically what is provided from our proposal, our application, but beyond that, the delivery charges, which include a transmission networking connection, and then below that, wholesale market service charge and rural remote rates, we have kept current, we have kept static the rate, as of the current rate.

And in terms of energy prices, we have taken the current RPP rates and kept those constant, as well.

So as you notice, the year-over-year changes for those conditions, the bill impacts, are zero percent.

MS. LONG:  Thank you, Mr. Sultana.

MR. VEGH:  Thank you, Ms. Long.

So, Mr. Pastoric, we're going to call upon you again to address the evidence with respect to OM&A, and I would ask you -- for the benefit of the Panel -- to provide just a brief outline and summary of the OM&A costs that are being applied for, with particular emphasis on the drivers behind those costs.

MR. PASTORIC:  Good afternoon.

As per our evidence in-chief on day 1, Enersource looks at OM&A and capital to define total cost equation.  However, at this point will focus on OM&A.

MS. CHAPLIN:  Slow down, Mr. Pastoric.

MR. PASTORIC:  My apologies.

MS. CHAPLIN:  A little easier for the court reporter.

MR. PASTORIC:  She does a great job.

Enersource has provided evidence in appendix –- sorry, Exhibit 4, tab 1, schedule 1, outlining our operating, maintenance and administration costs over the period of 2008 to 2013.  In our evidence, we are asking for approximately 19.5 million over the Board's 2008 approval.

Our evidence falls into two categories, the first category being normal business, and the second category being other key drivers.

Normal business activities accounts for approximately 60 percent of the 19.5 million, which represents 11.6 million.  Of this, 3.9 million is due to overall benefit increases.  This is largely due to higher pension-related contributions, which have increased by approximately 30 percent.  This can be referenced in Exhibit 4, tab 1, schedule 1.

In addition, $2.1 million is due to increases in overtime and contract costs required to meeting the growing challenge to maintain and replace aging infrastructure of our distribution system.  These funds cover 24/7 coverage and other contract labour costs that are used to respond to outages and performing necessary maintenance to maintain reliability.

In 2011 Enersource fell outside of the three-year ban required by the OEB in its targets for reliability.  And in 2012 we are forecasting another falling outside of the three-year band again.

The number of outages per year have risen from 384 to over 1,000, which is an increase of 167 percent from the year 2008 to 2011.  The number of customer minutes has risen from 3.6 million to 10.3 million, which is an increase of 186 percent from 2008 to 2011.

Defective equipment has caused essentially half of the incremental outages.  The balance, 5.6 million in normal business activities, is due to two key factors, full-time equivalents and salaries.

With respect to full-time equivalents, we have an additional 18 full-time equivalents added to manage the complexities of our business.  This is referenced in Exhibit 4, tab 3, schedule 1, Appendix 2-K, and a detailed rationale can be found in each of the schedules in Exhibit 4, tab 1.

Since 2008 our control room has seen the introduction and evolution of the integrated operating model that we have spoken in the past.  We have seen the smart-meter integration with the MDMR.  We are now managing time-of-use rates and the collection of that data.  We have introduced a new customer care and billing system which has the capabilities to handle the changes needed by our business and also those business requests from the government.

We have now gone through a very interesting and challenging implementation of IFRS.  Systems are much more complicated and complex, and we need resources to service and support them.

With respect to salary, Enersource negotiated a four-year deal a few years ago when inflation pressures were a little different.  The contract provides the union in the final two years of the contract with 3.25 percent all in.  That's salary plus benefits.

The non-union staff received 2.25, a full percent below.

The second category of costs related to other key drivers, the remaining 40 percent of the $19 million ask, represents approximately 7.8 million.  Of this, 2.8 million is overhead burdens, which moves from capital to OM&A due to Enersource's change from CGAAP to IFRS, international financial reporting standards.

When looking back to 2011, capital expenditures went down by 2.5 million, with an offsetting increase in OM&A by 2.5 million.  This is another reason why Enersource looks at OM&A and capital as part of the total cost equation.  If we were looking at total cost, moving to IFRS would be of no concern.

If I had any wishes to -- if anybody has any wishes to discuss IFRS going to -- or from CGAAP, I will lean on my colleague to my right here, Mr. James Macumber, to help me out.  I'm not an expert in IFRS, for sure.

Next is $2 million due to bad debt expense.  Since 2008 Enersource has experienced a significant increase in the amount and number of accounts deemed to be uncollectible.  In 2008 cost-of-service application, Enersource forecasted approximately 1.6 million as uncollectible and approximately $400,000 in late-payment revenues, with a net effect or impact on revenue requirements of 1.155 million.

In 2011 we had 3.7 million deemed as uncollectible and approximately 2.1 million in late-payment revenues, with a net impact of 1.638 million.

Enersource has attempted to mitigate this trend by hiring an accounts receivable manager and selecting two new third-party collection agencies.  However, the picture of 2008 to 2013 isn't as bad as it looks.  The net impact on revenue is approximately 595,000 when we take both parts into account.  That is bad-debt expense and the compensating late-payment revenues.  The details for this can be found on Exhibit 4, tab 1, schedule 3, and pages 13 and 14.

So far I've outlined about 4.8 million of the 7.8 of the other cost revenues.  The remaining 3 percent, or $3 million, is covered by 1.153 million due to asset-management-plan initiatives.

The asset management plan is to address the approaching increase in the number of assets that we expect to reach the end of their useful lives over the next two years.  Enersource is closely monitoring, analyzing, evaluating asset-management activities in order to refinance approach to meet the expected increase in replacement rates.

These funds will cover resources needed to carry out detailed inspections and analyze asset conditions; as well, cover some additional software costs to assist with the analysis to enhance our predictive capabilities with respect to asset failure.

Essentially, we're going to do more testing, more monitoring, more analysis, and we need a place to store all of this data to make better decisions, and due to the fact that our system is getting old.  We need to proactively plan so we can get the longest long-term owning costs for our assets.  Details of the asset-management-initiative costs are found in Exhibit 4, tab 1, schedule 5.

The next major issue or item is 1.66 million due to in part the expansion to two sites.  We're adding in utility costs, property costs, facility maintenance, and three new positions.  One is a network technician dealing with the asset -- or address all of the network issues at the new site, a caretaker, and a facilities analyst that will deal with HVAC for both buildings.  That's approximately 7.6 of the 7.8 for other drivers, and the balance is one-time costs.

So in summary, we haven't asked for approximately 19.5 over the 2008 approval, 3.9 million to cover benefit increases, 2.1 for overtime to deal with outages, 5.6 for FTEs and salary increases, 2.9 -- sorry, 2.8 for overhead burdens due to moving to IFRS, 2 million for bad debt, but this really translates into 595,000 for revenue requirement, 1.2 for asset management, and 1.6 for expanding to the new building to get back to standard.  We feel this request is reasonable, and we thank you for your consideration.

MR. VEGH:  Mr. Pastoric, just a couple of clarifications.  When you discuss the asset-management-plan initiative, I think you stated that the plan is to address the approaching increase in the number of assets that are expected to reach the end of their useful lives in the next two years.  Did I...

MR. PASTORIC:  Oh, sorry, two decades.  I beg your pardon.

MR. VEGH:  And the second one, to go back to more earlier in your statement, you discussed the -- you discuss Enersource falling outside of the three-year band required by the OEB in its targets for reliability.  Could you please just clarify how that impacts Enersource's relative or comparative reliability performance that you've discussed quite a bit over the last couple of days?

MR. PASTORIC:  I can only really comment on 2011, since 2012 isn't finished.  In looking at other data from other resources outside of Ontario, which is the CEA, we believe we will be relatively in the same position that we will be -- I'll call it superior performance compared to other utilities still.

MR. VEGH:  Thank you, Mr. Pastoric.  Madam Chair, I have no further examination in-chief.

MS. CHAPLIN:  Thank you.  Mr. Warren, I believe you are first.
Cross-Examination by Mr. Warren:

MR. WARREN:  Thank you, Madam Chair.  You should have before you two documents.  One is a compendium of materials and the second document is a copy of the Toronto Hydroelectric decision of January 5, 2012.

MS. HELT:  Perhaps we can mark the compendium as K2.4, and the decision with reasons and order on the preliminary issue, dated January 5th, 2012, as K2.5.
EXHIBIT NO. K2.4:  COMPENDIUM OF MATERIALS.
EXHIBIT NO. K2.5:  THESL DECISION WITH REASONS AND ORDER, DATED JANUARY 5, 2012.

I'm not sure if the Panel does actually have it in front of them.

MS. CHAPLIN:  No, I don't believe we do.

MR. WARREN:  Not that the Panel would pay any attention to our keen details, but I should note in passing that our office recently moved offices.  We moved a block and it's obviously discombobulated us completely, because the old address is on the front cover of the compendium and the new address is on the back cover of the compendium.  And I'll anticipate Mr. Vegh's observation that we are indeed avoiding bad debt problems.

[Laughter]


MR. WARREN:  Panel, I would like to begin, I think, Mr. Pastoric, probably with you.  And if you could turn up the first document in our compendium at tab 1.

This is a copy of chapter 2 of the Ontario Energy Board's Electricity Distribution Rate Handbook.  If I could take you to page 3, and when I refer to pagination it will be to the pagination in the upper right-hand corner of the document.  The reason that I included this document in it is because I want to set a context for a discussion of the OMA component of your application.

What this document does some 12 years ago is it is the first statement of the Board as to, among other things, the purposes of incentive regulation.

And under the heading "Objectives at PBR," and I quote:

"PBR provides the electricity distribution utilities with incentives to operate efficiently and to innovate.  It also give consumers appropriate price signals and allows sharing gains for more efficient production, consumption and innovation."

Then in the second paragraph:

"PBR is a framework that permits greater pricing flexibility.  It also allows electricity distribution utilities the potential for greater returns based on superior performance than would a traditional regulatory framework such as cost of service regulation."

And then finally in the third paragraph:

"Customers benefit from PBR through the prescribed productivity factor and from potential gains through increased efficiency."

Have I read those portions correctly, Mr. Pastoric?

MR. PASTORIC:  From what I see on the screen, yes, you have.

MR. WARREN:  Can we agree, Mr. Pastoric, that from your understanding, that that is -- at last in summary form -- a statement of the core objectives of an incentive regulation regime?  That is, it provides a utility with  opportunity to make savings, and that at the end of the incentive regulation period, some or all of those savings should be shared with ratepayers?

Is that your understanding?

MR. PASTORIC:  Sorry, I would assume that this was the framework of 2000 about how to set rates for an IRM.

This is a cost of service.

MR. WARREN:  Mr. Macumber, we're coming off an incentive regulation period from you; is that correct?

MR. MACUMBER:  That is correct.

MR. WARREN:  And your evidence includes, with respect to OM&A, your performance under the incentive regulation period; correct, Mr. Macumber?

MR. MACUMBER:  We have provided the actuals up to the end of 2011.

MR. WARREN:  So let me go back to my question, Mr. Macumber, and see if we can agree.

That among the objectives of incentive regulation is to allow the utility an opportunity to achieve certain efficiencies, and, at the end of that, that some or all of those efficiencies or savings will be saved with ratepayers; do you disagree with those statements, Mr. Macumber?

MR. MACUMBER:  I would say any savings or productivity improvements that we have achieved have been built into 2013.

As I stated earlier, though, we never earned our regulator rate of return, so the productivity improvements that you're suggesting did not materialize enough.

MR. WARREN:  I wasn't there yet, Mr. Macumber.  I was just on the basic principles of incentive regulation, but I take it we can agree on those principles.

Would you then turn to page 8 of the compendium, which is a copy of the operating cost manager's summary, and then specifically your operating cost 2008 to 2013?

Do you see that?

MR. MACUMBER:  Yes.

MR. WARREN:  Now, as I read this document, looking at the data you've produced, your claim is that you're going from total operating costs of 2008 approved of 41.6 million, to forecast costs in 2013 of 61 million; is that correct?

MR. MACUMBER:  That is correct.

MR. WARREN:  If I look at the text just beneath this table, you say that that's an increase of 19.4 million or approximately 47 percent; correct?

MR. MACUMBER:  That's what we've stated.

MR. WARREN:  Now, if I were to compare, instead, the 2008 actuals with what's forecast, then the difference would be approximately 24 and a half million; would you agree with that?

Just look at the numbers, Mr. Macumber.

MR. MACUMBER:  I have not done that calculation.

MR. WARREN:  Can you take it, subject to check?

As Bill Clinton said last night, it is just arithmetic.

MR. MACUMBER:  I believe you're trying to compare 2008 to '13; I think a more accurate reflection would be '11 to '13.

MR. WARREN:  I just want to see if you and I can agree with the numbers, and see if we can both cut out argument about what the numbers mean at this stage.

If I compare 2008 actual OM&A to 2013 forecast, the difference is approximately 24-and-a-half-million dollars; is that correct?

MR. MACUMBER:  That is correct, and we've provided that in the evidence.

MR. WARREN:  Now, if I could ask you to turn up page 39 of the compendium?

Now, with apologies to my friend Ms. Helt, this is a document that was prepared by Board Staff and circulated and will presumably form part of her examination of this panel later on.

I don't want to examine the details, but in this, Ms. Helt has -- and her Staff have provided some comparisons of 2000 – of your OM&A figures.

And using the data that I've suggested, going from 2008 actuals to 2013 test year, the increase is in the order not of 47 percent, but rather 67 percent.

Do you have any reason to quarrel those numbers?  Just the numbers, Mr. Macumber.

MR. MACUMBER:  We're looking at the sheet, and you're going from 2008 to 2013.

Again, I'm going to stress we're looking at one side of the equation, and this is OM&A.  I think total cost would be a better picture.  There are influences of accounting changes.

MR. WARREN:  Mr. Macumber, again, all I'm asking you to do is stay with me on the numbers, just the arithmetic.

And on this sheet, going from 2008 actual to 2013 forecast, the test year, the increase is 67 percent approximately; would you agree with that number?

MR. MACUMBER:  That's what it says on the sheet.

MR. WARREN:  Okay.  Now, I want to deal then, panel, with the question of productivity initiatives, and in that context I would ask you to turn up page 30 of the compendium.  And this is -- actually a more useful place to start would be page 29 of the compendium.  Turn that up please.

Page 29 of the compendium is a copy of an interrogatory from Energy Probe on issue 4.4; it is Interrogatory No. 25.

The question posed to you in that interrogatory was:

"Does Enersource have productivity, cost and schedule metrics to measure its performance on capital projects and OM&A?  If yes, please provide them, along with actual performance over the past five years."

And the response is to:

"See response to CCC issue 4.1, Interrogatory 10."

So if you turn over the page, turn over the tab to page 30, we get the response to Interrogatory 10 from my client on issue 4.1.

And the question -- or the request was to:

"Provide a complete list of all productivity initiatives pursued during the IRM period.  Please demonstrate how these initiatives have translated into cost reductions for the 2013 test year."

Now, I'm not going to take the time to read the entire answer into the record, but can I summarize it, panel, this way?  That you do not have any cost calculations of the impact of savings over the IRM period, you have what you detail in here is a number of initiatives which you say have precluded further cost increases.  Is that a fair summary of this answer?

MR. MACUMBER:  That is correct.

MR. WARREN:  Now, I'd ask you to, in this context, turn up the second of the two documents which I've put to you this morning -- sorry, this afternoon, which is a copy of the Board's decision with reasons and order on the preliminary issue dated January 5, 2012.  This is the decision of the Board in the Toronto Hydro Electric matter on a preliminary issue.  And I'd ask you to turn up page 14 of that decision.  In this case I'm using the pagination of the decision itself.  And under the heading "Board findings", in the second bullet item indented it says:

"The company did not provide cogent and compelling evidence showing significant prospective financial or operational distress under IRM rates.  Such evidence would necessarily include a robust analysis of the planning, project prioritization, and/or productivity measures undertaken in response to the incentives and parameters of 3-G IRM.  THESL has only put forth two scenarios which the Board has found are not credible."

Can you and I agree, sir, that looking at the answer to my client's interrogatory number 10, that you have not provided what the Board described as a robust analysis of planning, project prioritization, or productivity measures?  You provided no measure of the effect of those measures whatsoever, have you?

MR. VEGH:  Excuse me, Madam Chair, just to -- I'm just interjecting because the decision here is dealing with a specific criteria that the applicant was required to meet in that particular case, and I think it's a bit misleading to apply that criteria to the applicant in this case and say that the applicant's evidence is therefore inappropriate or inadequate.

MR. WARREN:  Madam Chair, just brief --


MR. VEGH:  Just to finish, Mr. Warren, the discussion around the purposes of IRM, the reference to the early rebasing criteria, those are all -- those are all regulatory issues.  The panel -- and require regulatory expertise to unpack.  The panel is addressing the actual costs incurred by the utility.

MR. WARREN:  May I respond just briefly, Madam Chair?  The question of whether or not this application constitutes a deviation from the Board's 3-G IRM policy such that the test of the Toronto Hydro case should be applied is a live issue, one that Mr. Vegh will respond to and deal with in argument and one that I will respond to in argument.

But I'm putting to this panel the assumption that this is an application for deviation from the policy, that the tests on the Toronto Hydro case apply, and asking them whether or not they meet those tests.  And that, in my respectful submission, is a legitimate answer -- question, rather.

Mr. Vegh can disagree in argument and say, It doesn't matter, because this is the wrong test, but all I'm asking for is whether or not they've met this particular test, which is a robust analysis of the productivity measure.

MR. VEGH:  If I may respond, Madam Chair.  The panel we've assembled for the issue of the ICR, the witness on that particular point is no longer on the panel.  The issue now we're dealing with is OM&A expenses and not the appropriateness of the ICR.  That was on the first panel.

MS. CHAPLIN:  Well, it's my perception of Mr. Warren's question that he is not asking the witness's opinion on the appropriateness of the test.  He's asking there what evidence that they have provided that relates to the -- these enumerated subjects in the Board's decision.  So I think the question is fine, so please proceed.

MR. WARREN:  My question, panel, is just this:  Have you provided in your evidence -- other than your answer to my client's interrogatory number 30, have you provided an analysis, whether it's robust or otherwise, an analysis of the planning, project prioritization, and/or productivity measures undertaken in response to the incentives and parameters of 3-G IRM?  Have you done that?

MR. MACUMBER:  I'm going to take a stab at your response.  We have been on IRM since 2009.  Our 2013 is a cost-of-service application.  The part that deviates is our request for the ICR in 2014.

So if you're asking, should we have done a productivity analysis for 2013 cost of service, we did not.

MR. WARREN:  Thank you, panel.  I then want to turn to my second topic, and this has the odour of a dead horse repeatedly flogged, for which I apologize to the Board members and to the panel, but I want to deal in this context with the issue of comparables, if I could.

In that context, if you could turn up page 26 of my compendium.  Now, this is a schedule that was attached to my friend Mr. Shepherd's interrogatory number 50 on issue 4.1.  And you will recall that this has been looked at in another context, but it is a comparison of OM&A and PP&E per customer of a number of utilities.

And in the OM&A category it indicates that 2010 data for Enersource is 249, and with the exception of Hydro One Networks and Toronto Hydro you are the highest utility in the province.  Do you see that data?

MR. MACUMBER:  I can see the data, and I think we've reiterated that customers is not the right numbers to use, and to have just OM&A or PP&E as the one number, it should be both, and we believe that throughput is a better number to use, rather than customers.

MR. WARREN:  I hear that, and I'm not going to quarrel with you on what your explanation is, but my questions really relate to a different context for this, and that is, you've said that you didn't -- throughout the IRM period and in preparation for this application you did not do any comparisons with other utilities, fair?

MR. MACUMBER:  We have stated we look at SAIDI, SAIFI, and CAIDI.

MR. WARREN:  Other than that.  I'm talking about economic performance, financial performance.  You didn't do a comparison for the other utilities.

MR. MACUMBER:  No, we did not.

MR. WARREN:  Okay.  And am I correct in understanding that the one comparison that you did do, which was introduced as Exhibit K1.1 at the beginning of this case, which is the economic performance, that was prepared in preparation for this very application, right?

MR. MACUMBER:  It was prepared due to some of the questions that came up at the technical conference, that we should be comparing ourselves to other utilities.

MR. WARREN:  But am I correct, Mr. Macumber and Mr. Pastoric, in understanding that the comparisons that are embodied in 6(1.1) were not used by you to measure your performance throughout the IRM period?

MR. MACUMBER:  Correct.

MR. WARREN:  Okay.  Now, you've stated on a number of occasions that you don't do that -- let me step back.  If I look again at paragraph -- page 17 of the Toronto Hydro decision, if I look at the second paragraph, the first full paragraph on the page, 17, second full paragraph reads:

"On the contrary, the evidence suggests that THESL has not made significant productivity improvements in comparison to other Ontario distributors.  Customer bills for each of THESL's main rate classes are higher than any other urban distributor in Ontario, with more than 30,000 customers.  In addition, THESL's ranking, in terms of OM&A per customer, capital additions per customer, and property, plant, and equipment per customer is amongst the poorest in Ontario, based on analysis derived from data in the Board's statistical yearbooks."

Now, that's a decision of this Board in January of this year, at a time when I think it reasonable to presume you were preparing this application.  Now, did you not read that panel as a direction from this Board implicitly that they are interested in those kinds of comparisons?

MR. MACUMBER:  Again, we're not looking at it by customer.  We believe we submitted a cost of service for Enersource.  We're not looking to compare our cost of service to another utility.

MR. WARREN:  Now, as I understood it -- sorry, the other -- in fairness, the other portion of this decision I want to put to you was that on January 5th of this year the Board said, beginning in the third full paragraph on page 17:

"The Board remains of the view that comparisons with other Ontario distributors are irrelevant."

Did you not think that that had some direction from this Board by implication, or, among others, Enersource, in preparing for this application?

MR. MACUMBER:  The Board may view comparing other utilities may be beneficial to set just and reasonable rates.  What we're saying is Enersource does not compare itself to other utilities.

MR. WARREN:  Now, one of the things I understood you to say, panel, was that you not only didn't think the comparisons were valid but you couldn't compare yourself with other utilities, because you don't know how they do their accounting, you don't know how they account for various costs and so on and so forth; is that fair, Mr. Pastoric?  You're shaking your head, but I thought that's what you said.

MR. MACUMBER:  Mr. Pastoric wasn't there.

I actually said that, and that's why we believe if you take that out of the equation, if you look at total cost, it's regardless of where you actually account for it.

MR. WARREN:  Am I right, Mr. Macumber, that you have said in this application, at some point in the record in this case, that you can't compare them because you don't know how they go about accounting or operating their businesses?

MR. MACUMBER:  If you're talking about one side of the equation, assuming that you're talking about operating, yes, I can't do that.

But if you look at the total equation, that strips out any kind of differences.

MR. WARREN:  You can't do that because, what, you don't have access to their data?

MR. MACUMBER:  I don't know how they account for things.  All I'm suggesting is if you remove that and look at both together, you get a clearer picture of what a utility spends on.

MR. WARREN:  You'd be aware, would you not, Mr. Macumber, that the utilities -- including several of the utilities that might be used as comparables -- apply to this Board in cost of service applications?  They do that from time to time; correct?

MR. MACUMBER:  Yes, I guess that's how the process works.

MR. WARREN:  And based on your own experience in this case, you understand that there is a searching and painful examination of each of your costs and how you do your accounting and so on and so forth; correct, Mr. Macumber?

MR. MACUMBER:  I would say what we're asking for for our -- through rates is examined.

MR. WARREN:  Mr. Macumber, can we not agree that, for each cost of service application, whether it's Board Staff or in a contested hearing, that the details of how utilities account for their costs, how they account for OMA is a matter of public record in this Board's records?  That you can get it any time you want?

Can we not agree with that, Mr. -- can you not agree with that, Mr. Macumber?

MR. MACUMBER:  No, I don't believe I can go to the Board and get their accounting policies.

MR. WARREN:  Mr. Macumber, would you be aware of the Board's regulatory website, where all of the evidence filed in cost of service is a matter of public record, available to anybody who wants to navigate that site?

MR. MACUMBER:  I'm sure it's available, then.

MR. WARREN:  So all of the information which you say you can't get is publicly available, if you wanted to get it, right?

MR. MACUMBER:  I'm saying we don't use that data to run our business.

MR. WARREN:  You don't bother to look for it, do you, Mr. Macumber?

MR. MACUMBER:  No, we do not.

MR. WARREN:  I just -- Mr. Pastoric, I guess this question is for you.  And I'm just puzzled and slightly troubled by the fact that the Board, in the Toronto Hydro decision and in other decisions, has said clearly that they find comparables helpful, relevant in making their decisions, and why it is, I guess from a policy point of view at Enersource, you ignore those decisions of the Board.  Why do you do that?

MR. PASTORIC:  I don't believe we ignored it.  I think in our data that we've provided to this hearing, after the technical conference we provided a comparison.  We provided a comparison on the basis which we believe we can run a business, which is total cost over throughput.

I can't do it on a per-customer basis.

MR. WARREN:  Mr. Macumber, I think my last question is really just a technical question.  And if you could turn to page –- paragraph –- sorry, page 32 of my compendium.

There, it says that the wage increase for your unionized employees for 2013 is 3.25 percent; correct?

MR. MACUMBER:  That's what we have budgeted, yes.

MR. WARREN:  And as I understand it, the 3.25 percent applies, as well, to non-union employees; correct?

MR. MACUMBER:  That's what we have budgeted, yes.

MR. WARREN:  If I then go to page 35 of the compendium -- sorry, page 34 of the compendium, my understanding of that was -- sorry, I apologize.  Page 32 is the correct page.

For 2012, the compensation levels were three and a half percent according to the collective agreement, but only two and a half percent for the non-union; is that correct?

MR. PASTORIC:  Just a clarification.  It was 2.25 for non-union, and 3.25 for union.

MR. WARREN:  And in 2013, that's going to increase for the non-union to 3.5; is that correct?

MR. MACUMBER:  No –- yes, it's been budgeted at 3.25. What we try to do is try to match the union increases to the non-union to ensure that there is no wage creep.

Again, though, we will do a similar type of analysis before any kind of increases is given to non-union staff.

3.25, though, is what is budgeted and requested in this rate application.

MR. WARREN:  For the non-union employees?

MR. MACUMBER:  Yes.

MR. WARREN:  Can I, then, just ask you to turn to page 34, which is interrogatory response to my friend Mr. Janigan's client, the Vulnerable Energy Consumers Coalition?  It's Interrogatory Response 37 on this issue.

And there, you indicate that you rely on, among other things, data produced by the Hay Compensation Planning Update Bulletin, and you attach that as an attachment.

The copy I have isn't a model of clarity for my aging eyes, but as I read this, the bulletin suggests that the wage level, the wage increase for all sectors is two or two and a half percent; have I read that correctly?

My question simply is:  If that's the case, why are you deviating that for your -- or you're not deviating from that for your non-union employees?

MR. MACUMBER:  no, what we're suggesting is, for 2012, that is what we gave non-union employees, is 2.25.

What we're saying is, for '13, we anticipate being at the same level as union staff.

MR. WARREN:  Even though the Hay data suggests that the appropriate level is two or two and a half percent?

MR. MACUMBER:  Planning update for 2012, is what the Hay Group bulletin was, and that was September 2011.

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

MS. CHAPLIN:  Thank you, Mr. Warren.

Mr. Janigan?
Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Thank you, Madam Chair.

I just have one document to -- have you got that?  It's three pages.  The Panel has a copy?

MS. HELT:  We're just marking it and we'll provide it to the Panel.

The 2010 Yearbook of Electricity Distributors, published August 29th, 2011, will be K2.6.
EXHIBIT K2.6:  2010 YEARBOOK OF ELECTRICITY DISTRIBUTORS, PUBLISHED AUGUST 29, 2011.

MS. CHAPLIN:  And, Mr. Janigan, is your estimate still an hour?

MR. JANIGAN:  No, it's not, Madam Chair.  I believe it will be about a half-hour.

MS. CHAPLIN:  All right.  Thank you.

MR. JANIGAN:  Panel, I have circulated and you have before you the three-page document, K2.6.

And once again, returning to the issue of comparators without going round the mulberry bush again, I just want to get in this information concerning the cost comparison based on a per-customer basis, knowing full well your objections to its relevance in relation to the performance of your utility.

Would you confirm that this contains information about Enersource and the comparator utilities that are contained in your proxy group?

MR. PASTORIC:  I verify that the data has the individual utilities that we use as our proxy group, yes.

MR. JANIGAN:  And it effectively shows that Enersource is -- I guess you would term it second-worst amongst this proxy group, if you used the metric of OM&A per customer?

MR. MACUMBER:  I just want to state, let's assume that you're going by OM&A per customer.  Horizon has a lot more customers, but a lot less load.  I do not believe again that customers is the right basis.

MR. JANIGAN:  Okay.  I didn't want to open up that area.  I just want to make sure that this accurately reports this particular metric for your proxy group.

MR. PASTORIC:  I agree that half the equation is high, yes.

MR. JANIGAN:  Okay.  And on the second and third pages of K2.6 it contains an extract from a publication by Dr. Lowrey and determining benchmarking the costs of Ontario power distributors.  And it puts Enersource amidst a group of large-city southern LDCs and calculates a four-year average from 2002-2005 and slightly expands the group of comparators, but would you agree effectively that the position of Enersource, according to this metric, is pretty much the same as what is recorded in the OEB yearbook?

MR. PASTORIC:  Again, I can't comment regarding that.  At the bottom it says:

"The Board staff makes no assertions of the accuracy of this data."
So it's difficult to ask what the question was asked of the consultant who put this together.  I can only say when you're looking at the absolute numbers of Enersource from this looks high.  But I can't -- I don't know the context of this, and even the data is put into question from the bottom comments.  So I really can't answer your question on this one.

MR. JANIGAN:  Okay.  I wonder if you could, just in terms of the question concerning the numbers themselves, I wonder if you could turn up Exhibit I, Issue 4.1, interrogatory 15 of Energy Probe, on page 2 of 2.

And as I read the Table 1, it shows an OM&A per-customer figure for 2010 of 238.40.  Am I correct on that?  238.30, I should say.  Whereas the 2010 yearbook has the figure at 242.63.

Can you be of assistance of why there is discrepancy there?

MR. MACUMBER:  No, I cannot tell you exactly why these numbers may be different.  This is a requirement from the Board to fill in OM&A per customer.

MR. JANIGAN:  Don't they use that figure from Enersource in order to do the yearbook?

MR. MACUMBER:  There might have been adjustments that needed to be made for CDM, smart meter revenue, and costs that we were recognizing for accounting that is different from the regulated costs.

MR. JANIGAN:  Which is most likely to be the accurate one, the yearbook or this one?

MR. MACUMBER:  Is it financial-statement presentation or regulated...

MR. JANIGAN:  Well, no, just what the cost is.  You can't say?

MR. MACUMBER:  I cannot tell you which one is more accurate.  I would say this is what was required from the Board to be filled in, and that's what we filled in.

MR. JANIGAN:  Okay.  I wonder if I could proceed to the next area of -- I'm concerned with issue number 2, bad-debt expenses, and I wonder if you could turn up Exhibit 4, T1, Schedule 3, page 14.  That's Table 3.  Table 3.  Of E4, tab 1, Schedule 3, page 14.  E4, tab 1, Schedule 3.

And it shows your bad-debt expenses over a period from 2008 to the 2013 test year.  And I think you've indicated that -- in the evidence that you've hired a new accounts-receivable manager and selected two third-party collection agencies to assist in the mitigation of these costs; is that correct?

MR. MACUMBER:  That is correct.

MR. JANIGAN:  I was wondering why there is such a small decrease in the amount of the bad-debt expense after you initiated these measures?

MR. MACUMBER:  I provided that in one of the IR responses.  Enersource believed at the time in 2011 when we hired the temporary manager, which was subsequently converted to a permanent, that our bad-debt expense would continue to climb to 4.3 million.  And we have forecasted it with this additional manager and the collection agencies, that our forecast for 2013 is 3.5, rather than 4.3.

MR. JANIGAN:  So the increase that you anticipated did not eventuate.  Is that what you're saying?

MR. MACUMBER:  No, what I'm saying is we anticipate by having these resources that it won't go to 4.3 million.

MR. JANIGAN:  Why did you think it was going to go to 4.3 million?

MR. MACUMBER:  Just based on the trending that was occurring in 2011, or 2010/2011, we had a significant amount of accounts that were deemed uncollectible.  I made a pitch to hire a temporary manager to see if we could put some more rigour around collecting the accounts, and then with -- through 2011 we saw improvements, and I reduced the forecast for 2013.

MR. JANIGAN:  I mean, this is a rather steep increase from 2008 to 2012.  Is there some reason for the relative steepness of this?

MR. MACUMBER:  We have stated that in our evidence as well.  We believe some of it's due to the economy.  We also believe that, due to the ever increasing electricity prices, that people are unable to pay.

MR. JANIGAN:  You don't look at -- and I remember from the evidence you don't look at other utilities in relation to their O&M, but are you aware, even anecdotally, if this is occurring elsewhere?

MR. MACUMBER:  All I can say is, from reading the paper of what has happened to the economy since 2008.

MR. JANIGAN:  And you haven't done any empirical --


MR. MACUMBER:  I have not looked at other utilities.  I'm just assuming in our service territory that there is probably similar experiences with increases and bad debt.

MR. JANIGAN:  Is this -- are these increases and bad debt leading to increased disconnections from the network?

MR. MACUMBER:  We have increased our disconnection process.  A lot of people that we disconnect have set up for payment plans.  Sometimes, though, a majority is when people can't pay they simply move out of the service territory, and we aren't able to locate them.

MR. PASTORIC:  In addition, I think one of the measures that the OEB has put to us as a performance measure is to ensure that we have the customer back reconnected once they have a payment plan, so it's been acknowledged within the industry and the OEB that there has been a change in this industry, because we have to meet that performance measure of when there is a financial difficulty to reconnect the customer when they pay or either they have a payment plan.

MR. JANIGAN:  I want to deal with Issue 4, regulatory costs, and I would like you to turn up Appendix 2-H, Exhibit 4, tab 1, page 1.  And the table, I believe, shows that regulatory costs are increasing by over 55 percent since 2008, but some of these costs, are they simply reallocation of existing OM&A costs?  Or are they actual incremental costs?

So for example on line 7, it shows $455,642 in ongoing costs related to staff allocated to regulatory matters, whereas in 2008 there was no such costs.

MR. MACUMBER:  No, there was cost for regulatory in 2008 rates, which has been provided in the evidence.  They moved out of a different business unit and moved into their separate business unit.

We do not put one non-union -- or if there is one non-union staff, we don't put them in a business unit, to ensure the salaries are confidential.

We decided to move in 2010 into their own business unit, due to the significant cost increases that we see from regulatory, to manage it better.

MR. JANIGAN:  So effectively that's misleading to look at 2008 and then look at the current costs of 455,000 and to surmise that that's been an increase?

MR. MACUMBER:  We have only added one head in regulatory since 2008, which has been provided in the evidence.

MR. JANIGAN:  Now, I wonder if you could turn up Exhibit 4, tab 3, schedule 1, appendix 2K.

If you look at this exhibit, it appears to show that 35 percent of compensation was being capitalized in 2008, and that was 7.186 of 20,756,000; do you see that figure?

MR. MACUMBER:  That's what we had forecast for 2008 rates.

MR. JANIGAN:  Okay.  And that's versus about 26 percent forecast in 2012?  Would that be -- does that sound correct?

MR. MACUMBER:  If that's the percentage, then I would agree with that.

MR. JANIGAN:  7.561 of 29.017.

And Enersource Hydro doesn't capitalize any of the compensation costs of the affiliate, Enersource Corporation; is that correct?

MR. MACUMBER:  I'm sorry, what's your question again?

MR. JANIGAN:  Sorry, Enersource Hydro does not capitalize any of the compensation costs of the affiliate, Enersource Corporation; is that correct?

MR. MACUMBER:  That's correct.

I would like to rephrase that.  If Enersource works on any capital projects that we can fill in time sheets, we would allocate it to capital.

MR. JANIGAN:  Yes.  Does that happen?

MR. MACUMBER:  On our JD Edwards project, yes, upgrade.

MR. JANIGAN:  I wonder what one can conclude from the drop in OM&A that's being capitalized; for example, comparing 2008 to 2012.

Does this comparison to some extent -- because the 2008 comparison includes greater amount of capitalization, in fact, does this really underestimate the OM&A growth that's occurring within the -- within the utility?

In other words, less of your OM&A is being capitalized; doesn't that, in effect, show greater OM&A growth than would be the case if the same amounts of capitalization applied?

MR. MACUMBER:  I'm going to try to attempt the answer.

It's a lot to do with what goes to capital and what goes to operating, and the person that does the capital piece is not on this panel.

I would say there's a mixture between the type of projects that are being capitalized during each year; is it a -- there was CCMB, there was MDMR, various other computer software systems that were put in in prior periods that we do not anticipate in 2012 or 2013.  There's different components between -- is it a self-constructed asset?  Do we purchase it?

It may decline, but if you look across the whole spectrum from the years, we're going from seven to 10 million, and for the next two years it's seven and seven.  It could be there's other components like IFRS.

So it's not as if we're changing our philosophy; it's just the type of projects that we're doing.

MR. JANIGAN:  I want to, finally, deal with issue 5 on shared services, and note that your evidence indicates that you've changed the allocation of costs from your affiliate from 83.8 to 93.4 percent.  And as I understand it, it's coincident with a change in the business planning of the LDC, and in particular getting you out of businesses, other businesses.

Can you explain the reason for the change in the allocation of costs?

MR. MACUMBER:  In 2006 we sold our water heater business and sold our Enersource telecom.

From 2006 to 2008, the intention was to grow our non-regulated business, which was agreed to in our shared services model about how much each of the non-regulated and regulated companies would pay.

During 2008, I believe, or at the end of 2007, it was determined that we were not going to be growing the business, and a more accurate reflection of who should pay for the services should be revenue or head count.  And we changed that, changed our service agreements between the two companies and changed the percentage of allocation of costs.

MR. JANIGAN:  But I take it there was no change in the business activity of either company?

MR. MACUMBER:  There was no fundamental change in the activity.

If anything, I was requested in the technical conference:  Do I believe that one overpaid or did not pay it?  I would, again, say that they agreed to pay it.

But since the non-regulated services company did not grow, in theory they overpaid.

MR. JANIGAN:  I wonder if you could turn up appendix 2N, in the shared services corporate allocation.  It's Exhibit I, and it's actually from a Board Staff interrogatory, IR 5, appendix 2N, page 6 of 6.  Sorry.  Can that be located?  It's not up on the screen.  Sorry.

I wonder if you could share with us how that 93.4 percent is calculated.  When you look on this Appendix 2-N, it shows for 2008 a set of various percentages for services that are offered that range from 92 percent to 43 percent.  In 2013 the range is 94 percent to 93.3 percent.

Can you tell me what the relationship between the allocation figure of 83.8 percent for 2008 and 93.4 percent for 2013 and what is shown on these tables?

MR. MACUMBER:  When we filed our 2008 cost of service in 2007, the way we allocated shared services was either based on historical knowledge or amount they contributed or head count.

As I said before, due to the fact that we weren't growing our non-regulated company, we sat down and said, What's probably the appropriate method to allocate costs?  And it was determined that a majority of the expenses for Enersource Corporation would be allocated based on budgeted revenue or head count, which, assuming that it's HR, was head count.

MR. JANIGAN:  And how does that drive the percentages?

MR. MACUMBER:  How many head count are in the non-regulated compared to the head count in the total business.

MR. JANIGAN:  Why has the range shrunk some 2008 to the 2013 so much?  Simply on that basis?

MR. MACUMBER:  Why did the range shrink?

MR. JANIGAN:  The range of percentages that you allocated.

MR. MACUMBER:  If most of them are on budgeted revenue and the other one is on head count, which years are you looking at that shrunk?

MR. JANIGAN:  Well, 2008 went from allocation from a figure of 83.8 percent, and now I think the range has gone from 94.4 to 93.3.

MR. MACUMBER:  That's what I'm suggesting, is that before it was allocated on a different methodology.  Now it's something that at least can be agreed to by the regulated/non-regulated company each year, and it's either revenue or head count.  It was less science before.

MR. JANIGAN:  Thank you, Madam Chair.  Those are all my questions for this panel.

MS. CHAPLIN:  Thank you, Mr. Janigan.

Mr. Crocker, how long do you expect to be?

MR. CROCKER:  I won't be terribly long, Madam Chair, but I'm not sure I can finish in 15 minutes.

MS. CHAPLIN:  Okay.  We will adjourn for the day and start with your cross-examination on Monday morning.  Thank you.

--- Whereupon the hearing adjourned at 4:17 p.m.
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