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Tuesday, November 6, 2012


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

MS. SEBALJ:  Why don't we get started?


My name is Kristi Sebalj.  I am legal Counsel at the OEB.  I am accompanied by Michael Bell, who is the case manager, and Martha McOuat, who is also on the team for this file.  Martha is actually going to be asking the questions, most of the questions this morning, on the part of Board Staff.


Just by way of introduction, an application was filed by the IESO in its capacity as the smart metering entity for approval of a smart meter charge of 0.806 dollars per residential and GS-less-than-50 kilowatt customer per month, which the IESO proposed to collect from all licensed electricity distributors for the period July 1st, 2012 to December 31st, 2017.


The smart metering entity has also asked for an annual automatic adjustment mechanism to update the billing determinant with the annual changes in the number of residential and GS-under-50 kilowatt customers, a variance account to deal with changes in the smart metering charge, and approval of the smart metering agreement for distributors.


Pursuant to section 19 of the OEB Act, the Board commenced a proceeding on its own motion to review the options for and ultimately determine the appropriate allocation and recovery of the smart metering charge.  Pursuant to its powers under section 21(5) of the Ontario Energy Board Act, the Board combined the two proceedings.


The Board issued a Notice of Application on May 18th, 2012, with respect to the combined proceeding.  There have been a number of procedural orders dealing primarily with a preliminary issue related to the smart metering entity LDC agreement.  Procedural Order No. 4 set out a number of procedural dates, including dates for the filing of submissions on the draft Issues List and setting today and tomorrow as date for a technical conference on issues related to the application for approval of the smart metering charge.


The Board also required the filing of evidence related to the methodologies that should be considered for licensed electricity distributors to allocate and recover the costs remitted to the smart metering entity, and for interrogatories and responses on that evidence.  It also made provision for the filing of evidence by intervenors related to the cost allocation and recovery methodologies other than those proposed by the EDA evidence.  I raise this latter part only as a placeholder and to highlight that today's technical conference is not for the purpose of asking questions on issues related to the EDA evidence filed in response to PO No. 4.


I remind all parties that this is technical conference.  It's being transcribed.  Please speak clearly into your microphones so that the court reporter can hear you.  For those of you not familiar with the Board's hearing rooms, the mics are activated using the small green button in front of you.  A light should come on when the mic is on.  I also warn you, for people sitting in the same pod, I call it, that your mics are connected.  So you will turn each other on and off, your mics on and off.


Obviously, we don't have a panel here today, so to the extent there are any disputes that arise we will make a note of them on the record and attempt to resolve them by reference to a panel.


If there are no preliminary matters, I will ask for appearances.  And noting that Peter Thompson hasn't entered the room yet, he had asked that we enter an appearance on his behalf.  Apparently he will arrive shortly.


So could I have appearances, please?

Appearances:


MR. MacINTOSH:  David MacIntosh for Energy Probe, and with me is Dr. Schwartz.


MR. BRETT:  Tom Brett for the Building Owners and Managers Association.


MR. DUFFY:  Patrick Duffy, counsel for the SME.  With me today are Paula Lukan and Brian Rivard of the IESO, and our witnesses are Bill Limbrick and Przemek Tomczak from the IESO.  And I will give them a formal introduction once we start.


MR. RUBENSTEIN:  Mark Rubenstein, counsel to the School Energy Coalition.


MS. GIRVAN:  Julie Girvan, consultant to the Consumers Council of Canada.


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


MR. TUCCI:  Maurice Tucci with the EDA.


MS. SEBALJ:  Thank you.  Unless anyone has anything of a preliminary nature, I'll turn it over to you, Mr. Duffy.

IESO – PANEL 1


Bill Limbrick


Przemek Tomczak

Presentation by Mr. Duffy:


MR. DUFFY:  Thank you, Kristi.


Just a couple of quick things.  First of all, the witnesses before you today are Bill Limbrick, as I mentioned; he is the vice president of organizational development and the CIO with the IESO.  And Przemek Tomczak, who is the director of smart metering with the IESO.


We also, when we were preparing, we came across an error in our supplemental evidence that we wanted to highlight for everyone's attention.  So if you have the supplemental evidence that was filed on June 4th, paragraph 4, the very last line, the very last line discussing amortization says:

"The estimated service life of the MDMR as of December 31st, 2011 is 11 years from the in-service date."


And the in-service date, to be clear, is in 2008, March 1st, 2008.  If you look at the tables that are attached to this evidence and our original evidence that was filed, we talk about an amortization period of –- an estimate of approximately 10 years.  I think it's 9.75.  It runs to the end of 2017, and that's actually what the tables show.


So we noticed that was a typo and it should read:  The estimated life is approximately 10 years from the in-service date.  And that error is repeated in the notes to the tables that follow in the pages.  The tables themselves show amortization out to 2017, but there a note underneath that, again, reiterates 11 years.  So that should say, as I said:  Approximately 10 years.


With that, I will turn our witnesses over for examination; I don't have any examination to do with them today.


MS. SEBALJ:  I think we have reached an informal order, so Bill Harper will start us off.

Questions by Mr. Harper:


MR. HARPER:  Right, and actually I have tried to organize my questions.  If there doesn't seem to be much order to them, structure along through the order of the Issues List, so if I seem to be bouncing around a bit, that is because I was trying to follows the Issues List to some extent.


Actually, I would like the to turn you first to Exhibit C, tab 1, page 2, and looking at paragraph 39B.  Okay?


Actually, this has to follow up, I guess, fairly directly on what Mr. Duffy was just talking about.  The paragraph talks about the service life is based on industry practice, is consistent with the service lives used for comparable meter processing and data systems.  I was wondering, can you tell us how you determined what the industry practice was, and maybe in particular what other utilities use comparable systems and what service lives they actually apply to those systems?


MR. TOMCZAK:  Large complex systems, to the best of our knowledge and judgment, are amortized between six and 10 years.


This system, when it came into service with the initial deployment to production in March 2008, was being amortized over a six-year period.  Since then, a number of significant modifications to that system were deployed, which extended its useful life to December 2017.


We can't comment on the amortization periods of what other utilities are doing in relation to their systems and practices, but based on counsel from our accountants, as well as our finance organization, this amortization period was felt justifiable and reasonable under the circumstances.


MR. HARPER:  But you said that other complex systems use six to 10 years.  Was there some -- like, were there other systems that you looked at or compared this with that gave you that comfort that six to 10 years were the right numbers?


MR. LIMBRICK:  In the IESO, a number of our systems have been kept in service for that sort of useful life, six to 10 years.


We find the more complex the system and the more disruptive, the more incentive there is to keep it in service longer.  And again, that is a consideration around looking at the service life of this.  It's not that we believe the product is going to be defunct at the end of that period, but we do believe that's a reasonable period to assume, after which we are going to do a fairly significant refresh of the system.


MR. HARPER:  Okay.  And the refresh of the system would be both on the hardware and software parts of system, then?


MR. LIMBRICK:  I expect the hardware would get refreshed as we went through.


MR. HARPER:  Okay fine, thanks.  Actually, my second question was to do with the discrepancy between the 10 and 11 years, so I will just pass a bit on that.


But staying with that same paragraph, 39B on page 2, and looking at basically the last sentence there, it talks about the fact that updates were released and new functionality added in 2009 and 2011, and there’s a further functionality release planned for 2012.


And I was wondering if you can tell me specifically what did the 2009 update address, and why was it needed?


MR. LIMBRICK:  When we put this system into service, some of the functionality for which we contracted was not all there on day one.  And we agreed with the vendor to allow some phasing-in of the less critical functionality for which there were acceptable work-arounds.  And that took the pressure off, and enabled us to get the system in more quickly than it otherwise would have been brought into service.


This is the back end of some of that functionality, as well as -- I think there were a number of change requests in there.  I cannot recall what they were.  And then, of course, as we move on and get into 2012, we got into the Measurement Canada functionality.


MR. HARPER:  Actually, I was to get to that because you reference here, sort of additional functionality in 2011 -- I don't know whether you have to turn it up or not, but on page 8 in paragraph 61, you make reference to release 7.2 and the Measurement Canada 2011 solution.  And I was wondering if that reference in paragraph 61 was exactly the same as the update you were talking about here in paragraph 39B, or whether they would do different things.


MR. LIMBRICK:  In respect of 2011, yes.


MR. HARPER:  And the same thing for the 2012 release you are referring to here; that's basically the same as the Measurement Canada 2012 solution and the upgrade to Oracle 11G?


MR. LIMBRICK:  Yes.  Again we split the Measurement Canada release into two parts; one to meet the obligation placed on the sector by Measurement Canada for a January 1st, 2012, implementation of register read on bills.


So we wanted to get that essential functionality in first, and not delay it by anything else.  So other bits and pieces that the LDCs wanted in respect of Measurement Canada, for example the provision of manually inputting register reads, which is a reasonable LDC requirement, and that sort of stuff we deferred until the second release.


MR. HARPER:  Could you tell me, these upgrades, say 2009, 2011, 2012, were they recorded as OM&A or capital, in terms of -- because you have got a layout here of costs, which includes both OM&A costs by year and capital costs by year.  I am just wondering whether the cost of these upgrades would show up under the OM&A or the capital titles.


MR. TOMCZAK:  The costs related to the original contracted functionality were captured under Phase 2, and those were -- all the Phase 2 costs as described were capitalized.


The cost of deploying the release in the 2011 and the releases prior to that were captured under Phase 2 and were capitalized.  Subsequent releases to deliver additional functions, namely Measurement Canada-related functions, were also capitalized, but treated under the release 7.2 and Measurement Canada solution category, as noted in the application.


MR. HARPER:  And they would have been capitalized in what phase?  If I look at the table, what phase were they captured under?


MR. TOMCZAK:  The Measurement Canada-related functionality is not called a separate phase; it's treated as a separate line item at the bottom of --


MR. HARPER:  Right, okay.  I am sorry.


MR. LIMBRICK:  I think it's Phase 4.  It's within Phase 4.


MR. TOMCZAK:  Outside of Phase 4.


MR. LIMBRICK:  Oh, outside of Phase 4; I do apologize.


MR. HARPER:  You’re right.  There are separate lines on the table there for both 2011 and 2012 upgrades.


Now, these capitalized costs from these upgrades, are they assumed to -- is their service life assumed to run to the end of 2017 as well, so they are fully depreciated by the end of 2017?


MR. TOMCZAK:  Yes.


MR. HARPER:  Okay.  I would like you to turn to your June 4 supplementary evidence in Exhibit A, table 1.


At the bottom of that table, you have a row showing the – you have a row basically showing the amortization, the capital additions for each year along with the total capital and the depreciation for each year.


Now actually we talked earlier about how, I guess, with the service life being less than ten years, that would give you a depreciation rate of probably just in excess of 10 percent probably.  And I was kind of curious because when I was looking at, say, the depreciation expense for 2008, which is shown at about 2,557,312 for 2008, and I contrast that with the capital that's in service either at the beginning of the year or the end of the year.  I am not too sure how you actually calculated the depreciation.  It seems to be substantially higher than what I expect it to have been, based on something just slightly north of a 10 percent depreciation rate.


And I wonder if you could explain to me sort of how you actually got that depreciation expense, and why it's so high relative to the capital in service.


I noticed a similar thing in 2009 as well, actually. But maybe we can just focus on 2008 and the explanation will be the same.


MR. LIMBRICK:  I am sorry, I can't answer that question.  These were produced by our finance colleagues, who sadly could not be with us today.


MR. HARPER:  Well, maybe to make it easy and, if possible, maybe as an undertaking, if you can maybe just provide a detailed continuity schedule that shows the capital you assumed in service each year, and how you took that capital and translated it into the depreciation for each year, and the depreciation rate you applied, that would probably be useful.


If you can do that maybe for each year from 2008 through 2017, that would probably be useful and help address this.


MR. DUFFY:  We can consult with finance and see if we can produce something along those lines, if it would help.


MS. SEBALJ:  So can I mark that as an undertaking on a best efforts?


MR. DUFFY:  That's fine, yes.


MS. SEBALJ:  It will be JTC1.1.

Undertaking JTC1.1:  To make best efforts to provide an analysis of calculation of depreciation for 2008


MR. HARPER:  Actually, hopefully that undertaking will address the next question, because the next question I had was the fact that if I roll through that table from 2008, 2009 and I get to 2010, the amortization charge goes down substantially from 2009, even though you are continuing to add more assets.  And I would expect the depreciation charge to go up as you continue to add more assets.


So hopefully, if you can't explain that, that will all come out in the wash with the response to the same undertaking.


MR. TOMCZAK:  I can answer that one.  In 2010, recognizing the -- prior to 2010, the solution -- the system was being amortized over a six-year period, and this reduced amortization correlates to an adjustment from a six-year useful life to approximately a ten-year useful life.


MR. HARPER:  Hopefully, we will see it in the tables. But that may actually answer my first question as well before we finish this.  Okay, fine.


If I stay with this supplementary evidence and we go forward to Exhibit A, table 2, which is the next table in that exhibit, and we look at the Phase 1 costs which are the very top of the first page of that exhibit, you have got deferred charges in the first few years there.


I was wondering if you could basically just explain what those deferred charges are, and why there was a classification for deferred charges as opposed to just OM&A and capital.


MR. LIMBRICK:  First, I would like to be clear what exactly Phase 1 comprises.  This was the work that was done prior to entering into a contract with the vendor, and our finance folks thought that was appropriate; all those costs relate to just that.


So they were prior to project formal commencement. They have to be expensed; they can't be capitalized.  So they were treated as deferred costs.


MR. HARPER:  Okay, and then they come back in; they are rolled back into the revenue requirement application?


MR. LIMBRICK:  Yes, they absolutely are, all of them.


MR. HARPER:  And they are rolled back in on a capitalized basis, because they were -- are they then capitalized?


MR. LIMBRICK:  No, they are all OM&A costs.


MR. HARPER:  They are all OM&A costs?   And so they would show up as being expensed in the first year the facility came into service, then?


MR. LIMBRICK:  I assume they are expensed in that year, yes, but that is an assumption on my part.


MR. HARPER:  I guess it shows the -- you have interest charges there as being part of the deferred costs.  Is that the -- I am assuming -- is that interest cost associated with the fact that you are deferring to some future year of recovery, and therefore there is interest on the deferral of the costs?


MR. LIMBRICK:  That is my understanding.


MR. HARPER:  If I look at the -- maybe if you then go to Exhibit C, tab 1, page 5, and it talks here about how under Phase 1, the majority of the costs were for the IESO project team?


MR. LIMBRICK:  Yes.


MR. HARPER:  Was there a dedicated project team that worked just on this and nothing else?  And that reflects the specific costs of that team?


MR. LIMBRICK:  Yes, there was.  It was an eight-person team.  I was still managing other work, as well, and my time would have been booked accordingly.  But every other member of the team was full-time.


MR. HARPER:  That was the other thing I was wondering.  To the extent there were people who were involved partially working on this and partially working on something else, there was a tracking or recording of the relative time spent on this work versus IESO normal-type work?


MR. LIMBRICK:  Absolutely.


MR. HARPER:  Okay.  That's fine.


Again, the same issue with respect to Phase 2.  It talks here -- was there again a dedicated project team for the Phase 2 part of this initiative?


MR. LIMBRICK:  Yes, there was.


MR. HARPER:  And it was the same process for tracking their costs through the process?


MR. LIMBRICK:  The same process.  As well as -- I should mention -- as well as the dedicated team, occasionally there were a few hours used by other staff in the IESO, such as people processing IBM invoices, that sort of thing.  And that was allowed for, as well.


MR. HARPER:  That was allowed for all on sort of a --


MR. LIMBRICK:  Yes.  Very, very piecemeal basis.


MR. HARPER:  Time management?  Time recording basis?


MR. LIMBRICK:  T&M basis, as it were.


MR. HARPER:  That's fine.


Again, if I look at the Phase 2 costs, there are interests costs of a little under 450,000 in 2007, and I assume these are the equivalent of -- or maybe you can explain to me what those interest costs are.


MR. TOMCZAK:  Those costs related to the borrowing cost for supporting Phase 2, and recognizing that phase -- that all costs relates to putting the system into service were being capitalized, those interest costs related to Phase 2 were also being capitalized.


MR. HARPER:  Okay.  That's fine.


Now, if I go to page 6 of your main application under Exhibit C, tab 1, and I look at paragraph 50, now, if I understand -- and I picked this up from paragraph 38, I apologize, on page 1 -- was it's the IBM's job to operate the MDM/R; is that correct?


MR. LIMBRICK:  That's correct.


MR. HARPER:  And then I guess because I was kind of curious, on the next paragraph down, paragraph 51, it talks about the forecast costs to support the MEA and operate the MDM/R requires 15 full-time equivalents from the SME.  And I was curious why that reference to "operate the MDM/R" appeared there, if it was IBM's job to operate the MDM/R.


MR. TOMCZAK:  The vendor, IBM, has been contracted to operate the equipment that's running the software, the MDM/R software, and making sure it's available, making sure it processes LDCs' transactions according to service levels.


The SME has a number of obligations outside of that that requires the SME to deliver a number of services to the LDCs, including handle LDC requests, service requests, support requests.  IESO's responsibility, those 15 full-time FTEs cover everything else that's not in contract with the operational service provider.  That also covers the services of monitoring and supervising, providing the oversight over the service provider.


MR. HARPER:  Okay.  And actually, I wanted to get to those 15 full-time equivalents.  I assume you had roughly 15 full-time equivalents at the end of 2011; is that a fair...


MR.0TOMCZAK:  We had –- yes, we had.  In 2011, we had a number of initiatives running in parallel, which is transitioning and integrating LDCs into the MDM/R, and as that transition was being completed, a number of those resources were supporting the LDCs in production.  So we had roughly that amount.


However, that requirement in 2011 was being largely fulfilled by temporary -- temporary resources, and in 2012 a number of those resources were transitioned into regular full-time positions.


MR. HARPER:  I am trying to envision the organization and whether it's possible for you to -- I am not interested in people's names or even -- or maybe just job titles.  Give us some sort of organizational chart for the 15 that basically explains what are the areas of responsibility and what those various areas of responsibility do, and maybe how many -- it's two here and four there -- so we have an idea of -- again, give us a little bit more understanding of what the 15 are doing, what their roles are and what the resources are that are going into these various roles.  Is that something you could do for us?


MR. DUFFY:  Yes.  Certainly that's something we can do.  I think what we will do is we will undertake to get you some form of organizational chart, and obviously we will have privacy issues, so we –- there may be some generic identifier for various names, but I think it should be able to give you the information you want.


MR. HARPER:  Like I said, I don't necessarily need the personnel names.  I'm just trying to get an idea of the titles, functions, and what these people are actually doing sort of thing.


MR. DUFFY:  Yes, that's fine.


MS. SEBALJ:  So we will mark that as JTC1.2.

UNDERTAKING NO. JTC1.2:  to PROVIDE ORGANIZATIONAL CHART AND DETAILS ON JOB DUTIES for THE 15 FTEs.

MR. HARPER:  If you could turn to Exhibit C, tab 1, page 10, and here you are talking about the accelerated time-of-use roll-out plan.


Just for reference purposes, what was the anticipated timing of the roll-out when the smart meter system implementation program budget was first put together?


MR. LIMBRICK:  The expectation was that meters would be enjoying time-of-use bills, or at least all the smart meters would be installed and somewhere in the process by the end of 2010.


MR. HARPER:  And so how does that differ from what was the expectation created by this accelerated roll-out?


MR. LIMBRICK:  Significantly.  The program ran late, and by 2009 there was a desire to accelerate matters.  And what 2009 did or what we did was to recommend to the Ministry an accelerated plan, which might see 3.6 million meters producing time-of-use bills by the middle of 2011.


MR. HARPER:  So maybe, if I understand correctly, the original plan was 2010 to be producing those bills, but just practicalities raised the fact that 2010 date was slipping to the point where you had to do something to try to get yourself back on track; is that a fair way of characterizing it?


MR. LIMBRICK:  Well, not quite, because you say we getting ourselves back on track.  So let me --


MR. HARPER:  I mean "we" being the province.  Let's put it in that context.


MR. LIMBRICK:  "We" being the province, certainly, but 2010 I don't think was ever stated as the date for everybody getting a time-of-use bill.  I think at that point it wasn't that specific; it was that the smart meters would be installed by the end of 2010, and it was accepted that there would be some lag after that, during which time-of-use billing would come on-stream, but realistically I would have that that that lag was probably -- was expected to be in the order of six months.


MR. HARPER:  Because what I am struggling with is the fact that if that's the case, I would have expected maybe the budget to have lagged -- the actual spending to have lagged the budget, because I can understand why there might be a difference in spending because of the roll-out, but I was trying to understand in my mind what led to -- I think it was, if I am not mistaken, something more -- an $8 million increase in the overall costs for basically delivering the same thing at the end of the day, just a little bit later.


And I apologize for my characterization, but that's sort of what's going through my mind.


MR. LIMBRICK:  It was the compression of bringing the meters onboard that caused the extra cost.  We were trying to take a lag, if you want to put it that way, and bring it all forward, to try and get the meters producing time-of-use rates.  Because of that, we had to increase our team size to support a number of LDCs concurrently coming through the process.  Because one thing we had learned was that a lot more support was required to get LDCs through the process and get them enrolling their meters.


And the other thing was we had to pay IBM more money to increase the size of their team and increase the number of concurrent environments that LDCs could connect to and test with.


MR. HARPER:  Fine, thanks.  Maybe we could now turn to, and I am sort of moving into the future cost as opposed to past costs, Exhibit B, tab 1, page 3.  And I am looking specifically at paragraph 21.


This deals with the MDM/R agreement you had with IBM Canada, and it is stated there was a four-year agreement that ran from March 2008 -- March 1st, 2008, to March 31st, 2012.


And it also states that the SME had provided notice under the agreement to have the IBM operate the MDM/R for an additional two years, through to the end of March 31st, 2014.


I guess, under the agreement, was it up to the SME to exercise that option, in terms of whether the IBM would continue or whether the SME would pursue some other alternative, as opposed to having the IBM continue to operate the MDM/R?


MR. TOMCZAK:  The original procurement included, at IESO's discretion, the ability to extend the contract for an additional one year terms, two terms, under the same terms of the original agreement.


MR. HARPER:  I guess -- sort of, I guess, what I am struggling with is at the end of March 31st, 2012, what other options did the SME have besides extending the agreement with the IBM for another one or two years?


MR. LIMBRICK:  In practical terms, none.  We are were still trying to get all the LDCs on board.  We found that testing this product is a heavy duty thing, and if there was another product that we bring in, that would be just as heavy duty.


It would have been incredibly disruptive and expensive to have exercised any other options.  The RFP process alone, and we are going through one at the moment in preparation for the end of the extension, 2014, is a year-long job.


MR. HARPER:  Okay.  Well, actually you’ve struck on my next question, which was – you know, because I anticipated the answer you would give for the end of 2012, and I was curious as to what sort of the options were going to be at the end of 2014.


I guess you’re saying now you are looking at an RFP process to see what other possibility there are.


MR. LIMBRICK:  I will Przemek talk to it, but we have actually been through the RFP process, and we are fairly close to making a decision.  But we are not going to say too much about that here, for obvious reasons.


MR. HARPER:  Okay.  I guess maybe just, then, one final question on this area, and that is that for the two-year extension period, I am not too sure whether the terms of payment in terms of whether fixed costs, costs per meter, but were the terms of payment for the two-year extension roughly the same, or is the value of that payment per year roughly the same as for the first four years?


MR. LIMBRICK:  Yes.  They were predetermined when the contract was originally executed.


MR. HARPER:  Okay.  So the predetermined cost for extension when the contract was extended – okay, thanks.


I think for the balance of the forecast period, correct me if I am wrong, but I think I read that you are assuming basically that that sort of level of payment would continue post 2014 for the balance of the forecast period you are dealing with?


MR. LIMBRICK:  We have made that projection assumption.


MR. HARPER:  Thank you.  I would like to Exhibit C, tab 1, page 7.


This is a fairly short one, just for my clarification. At the top of the page in paragraph 53, there is a reference to annual section 59.70 audits.  And I was wondering if you can just maybe explain to me sort of who requires those audits, and briefly what they are.


MR. TOMCZAK:  The LDCs have a number of obligations in relation to their stakeholders, and they are required to issue audited financial statements.  And given that the MDM/R is an integral part of their meter-to-cash process, they require assurance from the SME about MDM/R operations.


So we are obligated to the LDCs to provide them an independent audit of MDM/R operations, and that audit covers the controls and procedures related to what's important to the LDCs’ financial reporting.


MS. GIRVAN:  Just a clarification question: what section 59.70 of what?


MR. TOMCZAK:  Section 59.70 has been superseded by a new standard.  It is an audit standard for performing external audits of service organizations.


MR. HARPER:   I think Julie is asking is it section 59.70 of CICA handbook or something, or --


MR. TOMCZAK:  Exactly.


MR. HARPER:  Okay, fine.  That is, I think, what she was looking for.


MR. TOMCZAK:  And that one now has been superseded by the standard reference by 3416.  So 59.70 no longer exists, but for the most part, the scope of that original audit is now covered off by another section, called 3416.


MR. HARPER:  Thanks.  Actually if I could go back to the supplementary evidence from June 4th, and Exhibit A, table 2?


Here you have got the various phases and, I think, at the bottom, after the various phases, at the very bottom of that table, you show the financing costs for each of the years.


MR. TOMCZAK:  Yes.


MR. HARPER:  I was wondering if you could tell me how this value was determined for the years 2008 through 2011 and, in particular, what was the basis for the interest rate used and how you determined what the principal value would be that that interest value would be applied to.


MR. TOMCZAK:  I can only talk to that as a high level, as this information was also prepared by our finance colleagues.


The IESO has a number of loan facilities to support its business.  The incremental costs required to support the smart metering program, the costs that were not capitalized, this number represents the portion of the interest paid by the IESO in relation to smart metering.  So it's an allocation of the total borrowing costs for the IESO that was driven based on how much was needed to be borrowed to support the SME.


MR. HARPER:  I am just wondering which way to go on this and whether the -- because either I ask you to confirm something, or I ask you to give me a schedule showing it.


I am just trying to figure out which is the easiest way to go on this, because it seems what you have done in each of years is looked at what is the average cost of borrowing for the IESO and applied that to what is the outstanding principal amount for the SME that hasn't been financed, because it hasn't been recovered yet.


MR. TOMCZAK:  This cost is not an average borrowing cost for the year.  These costs are allocated on a monthly basis, based on the financing costs incurred in a particular month.


MR. HARPER:  So what I described was done on a monthly basis as opposed to an annual basis then?


MR. TOMCZAK:  Um-hmm.


MR. HARPER:  Okay, fine.  And they would be looking then monthly at what's the outstanding amount that's yet to be recovered in each month, and going through that on a monthly basis and calculating that monthly; okay.


If I look at, I think, the application itself at paragraph 69, which is over on page 10, it talks about the fact that there is a two-year loan with the OEFC at 2.245 percent starting from 2011, I guess to 2013.  I assume that’s the -- as opposed to this average interest rate, that's the interest rate that was applied during this particular period to the principal balances in each month?

MR. TOMCZAK:  The interest rates that were applied were the actual financing costs borne in each particular month and year, as they fluctuate periodically.


So this facility described in 69 was in existence at the time this rate application was filed.


MR. HARPER:  And it sort of works itself in as part of the overall average borrowing rate for the IESO overall, given that you said you have, I guess, a number of different loan arrangements with the OEFC, I guess.


MR. TOMCZAK:  My assumption is correct, but I would need, for more detailed questions and answers about the IESO's borrowing facilities, I would have to defer to my finance colleagues.


MR. HARPER:  I think you said going forward basically you are using an adjusted forecast of the provincial --what's the provincial borrowing rate as the basis for the interest rates going forward after 2013.


MR. TOMCZAK:  We have asked our finance group to make projections as to what are the likely interest rates for the forecast period, and they consider a number of factors and that's what it -- in their best judgment, these projections that the financing charges going forward are based on.


And they also consider assumptions about rate recovery, because how much you need to borrow is significantly dependent on when the rate recovery would actually begin.


MR. HARPER:  Okay.  Could you go to Exhibit C, tab 1, page 6?  And I was looking specifically at paragraphs 50 and 52.


Here you are talking, I guess, not about the specific project team, but those paragraphs deal with the, I guess, what are the support costs that are coming from the other areas of the IESO to support the activity of the SME.  And it makes reference to incremental costs from finance and settlement, legal and regulatory, information technology, HR and other areas.


Are those costs you are talking about in the last sentence in page 50, are they the same costs you are talking about in 52 in terms of, roughly, the two FTEs?


MR. TOMCZAK:  Just to clarify, the two FTEs are incremental, folks that we require to fulfil our obligations, but they are as-needed resources and they are incremental to the 15 full-time equivalents.


MR. HARPER:  Right.  No, no, I understand that, but in the last sentence in the paragraph on page 50, you talk -- in paragraph 50 you talk about the costs include incremental effort from the IESO finance and settlement, a number of areas.  And then on paragraph 52:

"The SME will be supported by up to two FTEs."


Those two FTEs who are providing the services you talk about, are they the ones providing the services you talk about in the last sentence in paragraph 50, or are we talking about two different sources of costs here?


MR. TOMCZAK:  They are separate.


MR. HARPER:  They are separate?  So that maybe you could then describe what the distinction is between the costs you are talking about in the last sentence in paragraph 50 and the costs for the two FTEs you're talking about in paragraph 52.


MR. TOMCZAK:  What's referred to in 50 is the project team required to fulfil SME's obligations on a day-to-day basis to operate the MDM/R.


The allocation of the two FTEs relates to the shared services functions of the IESO that the SME may need to tap into, whether it's HR, finance and IT.


MS. GIRVAN:  Can I just ask a follow-up?


MR. LIMBRICK:  Can you just excuse us?


MS. GIRVAN:  Yes, go ahead.


MR. TOMCZAK:  Apologies.  I misunderstood the question.


The last sentence of the paragraph referred to, that does relate to the paragraph you mentioned.  Apologies.  I was mixing up the paragraph numbers.

Questions by Ms. Girvan:


MS. GIRVAN:  Just to follow up, have you allocated the full costs of two FTEs to the SME with respect to this, because it says "up to two FTEs"?  I just want --


MR. LIMBRICK:  We have made that assumption in the projections, but the cost that actually gets charged is the actual costs people spent.  So that's just an estimating assumption.


MS. GIRVAN:  That will be trued-up?


MR. LIMBRICK:  Absolutely, yes.


MS. GIRVAN:  I was sort of puzzled by the words "up to two FTEs."


So in the projections, you have included the full costs of two FTEs?


MR. TOMCZAK:  Yes, these correct.


MS. GIRVAN:  Okay.  Thank you.
Questions by Mr. Harper:


MR. HARPER:  You make reference to resource through overtime, and I guess I was just curious in terms of whether -- and this maybe follows up a little bit on Ms. Girvan's question -- it's two FTEs based on their regular salary rates, I assume, as opposed to two FTEs based on overtime rates?


MR. TOMCZAK:  In the projection assumption, it's based on salaries.  In terms of actual costs, it's whatever is incurred and booked to the initiative.


MR. HARPER:  So if an IESO person was to spend seven hours of their regular day doing IESO and decided to do the SME work from 6:00 o'clock to 8:00 o'clock, it would be booked as overtime, but if he decided to do the work from 9:00 o'clock to 11:00 clock in the morning, it would be booked as normal time?


MR. LIMBRICK:  No.  I think the comment about overtime does not apply to these two FTEs.  The comment about overtime is about the full-time team.  The reason that provision is in there is sometimes some of the work the team has to do does take place outside normal office hours, because it simply has to.  So if we are overseeing an outage to the system, for example, we try and do that at a time that's convenient to our customers, the LDCs.  And therefore that would attract overtime.


As far as these two FTEs are concerned, we are talking about an hour here and an hour there, and it would not be booked to overtime.


MR. HARPER:  Okay.  Fine.  No, thanks.


Maybe you could just help me out.  If I look at the June 4th supplementary evidence –- again, Exhibit B, table 2 -- these costs would be -- these sort of costs for these -- sort of support costs would be buried in the "MDM/R operation costs" line that you are reporting there?


MR. TOMCZAK:  That's correct.


MR. HARPER:  Fine.  Thanks.


Actually, I would like to go to Exhibit A, tab 1, page 2.  Excuse me.  Tab 2, I apologize.  Tab 2, page 2.


Actually, I am now moving on to sort of talking about the proposed rate structure and automatic rate adjustment. So I think if we look at paragraph 5A, item 1, it talks here about you are looking about applying the charge for the period July 1st, 2012 through to December 31st, 2017.


Now, I guess the July 1st, 2012 date's actually behind us as opposed to in front of us now, and I was wondering, did the SME or has the SME received any interim rate approval from the OEB that would allow it go back and retroactively apply this rate back to June 1st, 2012?


MR. TOMCZAK:  No.


MR. HARPER:  So let's say this process goes out and we finish up and we get an approval from the Board for January 1st, 2013; that's when things finally come together.


How would you see -- would you see taking this cost and dividing it over a lesser number of billing periods and implementing it with an effective date of January 1st?


Or how does this July 1st date fit, given where we are now and a lack of any interim rate approval?


MR. TOMCZAK:  At this point in time, we don't know how the OEB will handle the passage of time in this respect.


MR. HARPER:  Do you have a proposal to make to the Board in this respect, or is that something you would like to think about?


MR. DUFFY:  Maybe to jump in, because I think what's obvious here is that the date has passed.  There has been a new yearbook, as well, that's come out.  And I mean, the obvious options are that the period gets extended out beyond December 17th or it gets put over those amount of time.


Our preliminary view would be we would like to collect it all before the end of 2017, but I think there would need to be a number of adjustments with the new yearbook, as well.  So what I think we would be willing to do is to file an updated evidence, using maybe the new yearbook, get a more accurate figure for what the rate will actually be, and deal with this issue, as well, before we go to a hearing, if that's -- I think maybe is the best way to deal with it.


MR. HARPER:  That would be fine from my perspective.  I was just trying to understand how we were going to deal with this.


I would like to then turn to Exhibit C, tab 1, page 2.  Again, looking at part C, which is the paragraph in the middle of the page, and here you make -- in fact:

"There is no provision for costs associated with the service to commercial industrial meters at this time."


Could you explain what you mean by "commercial industrial meters"?


MR. TOMCZAK:  The commercial industrial meters referenced in this comment refers to customers that are greater than 50 kilowatt-hours, that are not currently RPP-eligible customers.


The MDM/R, just for clarification, has functionality to support commercial industrial meters and that class of customers, and that functionality is currently under test.  There has been no request or driver to make that functionality available to support that class of meters at this point in time.


MR. HARPER:  So there would be a different functionality required to support greater-than-50 kilowatt meters?  Because at the end of the day, don't you just provide back to the -- to each LDC a validated hourly value for the kilowatts used by each customer in each interval, whether it be hourly or whatever else, during the course of the month?


MR. LIMBRICK:  Please don't take me too deeply into the world of metering, but commercial industrial meters are fundamentally different.  They are interval meters.  They monitor demand, as well as energy consumed, so maximum demand in the period, what are called multi-channel meters.  They are doing it at a lower level of granularity; they are doing it at fifteen minutes, not hourly.


So for all those reasons, it is a different data stream.  We did contract for that functionality; it is in there.  We have tested it basically, but not thoroughly, because what we found is it's only when the LDCs contemplate actually using something that we can test it a meaningful way and find out what is required, in order to make it fully satisfactory from their perspective.


So, yes, they are different meters.


MR. HARPER:  I guess you are aware that some distributors have installed smart meters, the same sort of smart meters they use on GS-less-than-50 residential customers, on customers that are greater than 50 kilowatts.


MR. LIMBRICK:  So then as far as – well, now let's not talk about Measurement Canada.  Yes, we are aware of that.


MR. HARPER:  But the data from those meters is not processed at all by your MDM/R, is that correct?


MR. LIMBRICK:  It should not be, it should not be.  But in all honesty, if an LDC were to register such a meter, we wouldn't be able to tell it was not in a residential or small general service account.  We can't tell that, because the data stream would look exactly the same as any other smart meter.


MR. HARPER:  So when they just register a meter with you, they don't register it as a residential meter or a GS-less-than-50 meter?  They just register meters with you, and there is a registry number, I assume, associated with every meter?


MR. LIMBRICK:  Yes, they would register a smart meter with us.  And if, for example, they used a particular AMI provider, and they used the same AMI provider and installed the meter elsewhere, would we be able to tell that?  No, we wouldn't.  It would look exactly like anything else, and it would have a unique identifier, and that is all we know.


MR. HARPER:  Okay, fine.  I think Julie had one follow up here.

Questions by Ms. Girvan:


MS. GIRVAN:  Just a quick follow-up.  You said there a different functionality for commercial and industrial meters, but you have included that functionality in your system; you are just not using it.


MR. LIMBRICK:  That's correct.


MS. GIRVAN:  So where are those costs recorded?


MR. LIMBRICK:  It was in the product when it was purchased.


MS.GIRVAN: Okay.


MR. LIMBRICK:  And it was -- part of the brief we had was to actually allow for the eventual inclusion of CNI, so it was nothing we were going to ask to be deactivated.


MS. GIRVAN:  Is there a particular cost associated with that?


MR. LIMBRICK:  No, no, it's integral.


MS. GIRVAN:  Okay, thanks.

Questions by Mr. Brett:


MR. BRETT:  Just another follow-up on that if I may before Bill goes on.


The agreement that you have with the LDCs, is the LDC entitled to essentially ask you to register with you any meter at all?  Or should it be a meter that's for residential purposes or less than 50 KW?


In other words can an LDC simply at will register whatever meters he wishes with you? I thought this program at the moment was restricted to residential meters and meters under 50 kilowatts.


MR. LIMBRICK:  It is restricted, and they should not be doing that.


MR. BRETT:  All right, okay.  And they would be breaching the spirit of the --


MR. LIMBRICK:  They would, they would.  But technically, we wouldn't spot it if they did.


MR. HARPER:  The next thing, I would like to turn to Exhibit C, tab 2, appendix A, and that's the rather long -- the full version you have here of the statistical -- of OEB's yearbook, and maybe just turn to page 55 of the yearbook there.


It's page 55 of the yearbook itself.  If you look at the bottom of the yearbook, I don't think the pages are numbered from an application perspective, but appendix A of tab 2 is the yearbook, and page 55 of the yearbook, which I think is starts with Algoma Power and shows the statistics for the different classes.


And if I understand it, this is the yearbook -- this is where you are going to be picking up the numbers of customers, residential and GS-less-than-50 customers, that are going to be attributed to each particular customer class you are going to use, and allocating the cost to the individual distributors; is that correct?


MR. TOMCZAK:  That's correct.


MR. HARPER:  And I guess you will notice this doesn't include all the customer classes that utilities have.  It includes basically, I think, some of the major classes.


MR. LIMBRICK:  Actually, I mean, this is a good indicator of what we would expect.  But we will actually bill on the basis of the number of meters that Algoma, or anybody else, registers with us.  We know what that count is, so we would be billing on the basis of actual count.


No?  Sorry.


MR. HARPER:  My understanding is that actually you aren't billing.  You are allocating and sending a bill – I don’t know.  You said you are going to send a bill to each distributor each year, based on an allocated portion of the total cost.  And I guess you take the total annual bill and divide by twelve, I assume -- I don't know how you are going to do the billing, but --


MR. LIMBRICK:  Apparently I am out of date, which is not a surprise.


I must have missed the memo on this one. Certainly when we originally started, we expected to bill as meters were enrolled on the system, and it was entirely on that basis.  Now a lot of stuff was based around billing on enrolled meters, but presumably we have simplified that process now.


MR. TOMCZAK:  Yes, with the vast majority of meters installed in the province, and consumers transition to time of use and benefitting from the MDM/R, it was determined that, so as not the prejudice the early adopters versus later adopters, that a fair allocation would be based on a proportionate share of the consumer RPP-eligible customers.


And that relates to the smart meters that would be eligible and be sending data to the MDM/R, for the purposes of time of use billing.


MR. HARPER:  Now when you say – I guess when you say RPP-eligible, that is, in your minds, directly equivalent to residential and GS-less-than-50 customers.


MR. TOMCZAK:  That's correct.


MR. HARPER:  Okay, I just wanted to make sure we weren't sort of shifting definition by changing terminology.  Okay.


As I said, I guess what the classes here -- I guess if we look, and maybe take Hydro One for instance, because they have a fairly large seasonal customer class which isn't listed under here.  I would assume that you've verified to some extent that seasonal customers which are RPP-eligible and do have smart meters are included in the residential numbers for Hydro One.


MR. TOMCZAK:  To the best of our knowledge, they are.  We are relying on this published information, and the representations made by LDCs to the OEB in this regard.


MR. HARPER:  Okay.  So to the extent there may be other people like Hydro One that have unique customer classes, let me use that perspective, you are relying on the fact that they have been appropriately categorized and that GS-less-than-50 and residential captures all of what you have defined as RPP-eligible customers.


MR. TOMCZAK:  That's correct.


MR. HARPER:  Okay, fine.  Thanks.


I appreciate last Friday the EDA filed its evidence a number of weeks ago; last Friday the EDA filed the responses to interrogatories various parties had filed.


And I don’t know.  Have you had a chance to review those interrogatories responses at all?


MR. TOMCZAK:  I personally have not.


MR. HARPER:  I appreciate there is sort of a scope involved here.  But there was one of the questions that VECC posed that deals precisely with the issue of recovery of costs related to the MDM/R from distributors.


We posed a question to them and they gave us an answer, and if you haven't read it, it may be unfair to get you to comment on it at this particular point in time.  But I would like to read both the question and answer to you and you can either comment on it, or take it under advisement.  And as Mr. Duffy said, you are going to be filing updated evidence information, and maybe you can address it during that, if that's not the case.


It was actually VECC Interrogatory No. 3, and I will just read you -- the interrogatory states:

“On December 21st, 2012, Hydro One Networks filed an application with the board, effectively requesting exemption from smart metering for some 150,000 customers for an indefinite period of time on the basis that there are no current options that will meet full compliance.


And we were asking the EDA whether, in its view, such customers should be, and this is, I think, what is applicable here,

“included in the customer count used by the IESO SME for purpose of allocating the MDM/R cost to electricity distributors.”


And the response the EDA gave is that it had consulted with Hydro One Networks and, in Hydro One's view, until the customers have connectivity and their information is sent to the MDM/R, they should not be included in the customer count used to allocate the cost to distributors.


And like I said, I appreciate that having not read that, but whether it is something that you could consider, this particular issue, as part of your sort of review and update of the evidence, that would be greatly be appreciated.


MR. DUFFY:  If I can jump in?  I think that is something we will look at.  When I read the response, I think it's something we need to get a little more information about.  And I think the other concern that I have obviously is that there may be other LDCs with these similar issues.  So Hydro One at this point is the only one that's filed, to my knowledge.


MR. HARPER:  I guess that was part of my view was that this was one utility.  But it may not be the entire scope of the issue that's out there.


And that's why I was wanting to bring it forward and get your reading on it as well.


MR. DUFFY:  Yes.  So what I propose to do, I think, is we should consult with the EDA on this point.  It wasn't something that had come up before, so I think we will consult with the EDA, try to get a sense of what the lay of the land is out there.  And I am certainly happy to put this and address it as part of the update.


And I notice that -- I gave an undertaking here and we didn't mark it, so maybe it's a good idea to mark that as an undertaking as we go forward.


MS. SEBALJ:  Sure.  And you are referring to the undertaking to update the evidence in general?


MR. DUFFY:  Yes.  That's fine.


MS. SEBALJ:  It's JTC1.3.

UNDERTAKING NO. JTC1.3:  TO Update the evidence to reflect the fact that six months have elapsed or more in the strategy to manage the elapsed time period, plus include issues of utilities without smart meters or with seasonal customers, plus clarify what the collection year will be, January versus July versus the fall or some other period, plus a threshold for disposition of the variance account

MS. GIRVAN:  Sorry, Kristi, just to clarify, so the issue that Bill is talking about, this Hydro One-specific, is that going to be part of that updated evidence, or is that a separate undertaking?


MR. DUFFY:  No, that is right.  I think that will be part of it, because what we need to do is sort out, at the end of the day, to figure out what the rate is going to be, what the precise rate is going to be, we are going to need to know exactly how many customers it's going to go over.  So as issues like this come up, the rate might change slightly.


So we will try to get your our best calculation up to date, dealing with all of these issues and any other ones that come up in the course of today.


MR. HARPER:  Maybe if I could go on to Exhibit C, tab 3, page 2, and this is paragraph 82.


Here at the end of the paragraph, you talk about the fee being adjusted at the beginning of each collection year, and I guess I was just curious if you could confirm what you meant by "collection year."  Was that January 1st, would it be January, or the fact that you had proposed an effective date of July 1st meant that each collection year started July 1st?  I was just wanting to clarify when you saw this rate being -- at what point in time during the year you saw this rate being adjusted on an annual basis?


MR. DUFFY:  When we filed it, the concept was that it would be a July 1st year, that it would roll over every year.  I guess now that I think about it, when we think of when the publication of the yearbook is, it's typically in the fall.


MR. HARPER:  That was going to be my follow-up question, in terms of how this jibes and how out of date the yearbook you are using might be, sort of thing.


MR. DUFFY:  Right.  So I think that's something kind of -- and again, it depended on when we were going to get approval.  So you are sitting there when you file the application, and we weren't sure when the rate would actually start, but if it was to the start on a January 1st year, you would do it that way, but we had contemplated that it would be done every year.


So what I think we can do, again, is to clarify whether it makes sense to do that on a January 1st year, based on assumptions of where we are now as opposed to where we were in March when we filed it.


MR. HARPER:  That would be useful.  Maybe just include that as part of this earlier undertaking and update we talked about.  That would be great.


MR. DUFFY:  That's fine, yes.


MR. HARPER:  If I could turn to Exhibit C, tab 4, page 1, and the first paragraph there you are talking about setting up a -- asking approval for setting up a variance account.


I guess I was just curious.  When did you envision the disposition of any balances in this variance account actually taking place?


MR. TOMCZAK:  When there would be a potential material change to the cost profile and impact to the smart metering charge.  An amount has not been proposed in the rate application as to what -- or threshold for when we would contemplate going before the OEB.


MR. HARPER:  Is that something you could give us some advice on or comment on as part of this, as part of this earlier undertaking we talked about?


MR. DUFFY:  That's fine.  We have given a threshold for service level credits, but I -- you know, we can look into this.  I think the contemplation had been that it probably wouldn't be a material amount until 2017 when we have to come back to renew a new rate, but we can think about whether or not there is some threshold that would trigger that, as well, and give an undertaking on that.


MR. HARPER:  Okay.  And my final question has to do with Exhibit C, tab 4, page 2, actually, and if we just turn over to paragraph 89.


And this application envisions the disposition of any service credits being addressed by the SME steering committee.  And I was wondering why it wouldn't be reasonable just -- why shouldn't such credits just go into the variance account that the SME has proposed and they be disposed through that same mechanism, as opposed to creating this whole new process of when they are going to be dealt with and how they should be assigned?


MR. TOMCZAK:  This was at the request of the LDCs and the Electricity Distributors Association, in that in the event that there was an issue that had a disproportionate impact to one LDC over the others, that the LDCs would be in a position to help determine the allocation in relation to the impact of a particular issue to one or more LDCs.


MR. HARPER:  This is because the service credits are meant to compensate for, I guess, problems that arise from the operation of the MDM/R; is that correct?  And that's why it might have a disproportionate impact on -- if the problems are a disproportionate impact on certain utilities as opposed to others; is that the case?


MR. LIMBRICK:  Yeah, absolutely.  I mean, you can imagine an outage of the MDM/R in its entirety, which could be treated in the way you suggest.  It's universal.


But if it was the mishandling of the information of one LDC, which caused them to miss a billing window, for example, then they would be the one harmed.  And the idea here is to retain flexibility to ensure the service credits are treated in an appropriate way to the nature of the incident.


MR. HARPER:  Fine.  Thank you.  Those are all my questions.  Thanks.


MS. SEBALJ:  Mark?

Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  Good morning, panel.  If I could first take you to C1, page 3 and page 4, these are the charts that you -- I was wondering if, by way of undertaking, if you can provide a more detailed breakdown of these categories of costs, as much as is possible.


So for example, IESO project team costs, extended IESO project team costs resulting from delays, sort of a breakdown of how those numbers are derived for both the historical amounts and the forecasted amounts.


MR. DUFFY:  I am a bit reluctant to give an open-ended undertaking of that nature.  Obviously, these amounts can with broken down into very small numbers if needed, and it's, I guess, a question of what's kind of proportional.


Is there some way we can establish a limit on what are the particular categories and what level of granularity?


MR. RUBENSTEIN:  No, I don't mean $20 here, that sort of thing.  I don't have a number in my mind, but as you see fit that's reasonable to show the derivation of some of those amounts, the basket of costs that come to it.


MR. DUFFY:  What we will do is we are take that under advisement.  Like I said, I don't want to give an open-ended undertaking.  And we will look at what we can do in terms of breaking down amounts.


I will also note that some of these amounts have been broken down in response to the Board's request in our supplemental filing, which may also help you identify where they fall.


MR. RUBENSTEIN:  Is there an undertaking number for that?


MS. SEBALJ:  I didn't hear that an undertaking was given, so I am...


MR. DUFFY:  I didn't plan to give an undertaking.  I may as well call it an under–advisement to see what I can do.  I am happy to label it as maybe at undertaking to see what better information we can provide, but like I said, I don't want to do an open-ended requirement to break these down to a $20 level.


MR. RUBENSTEIN:  I think it's an undertaking.  The question is how much detail you go into.


MR. DUFFY:  Yes.  That's fine, I think, on that level.


MS. SEBALJ:  Okay.  JTC1.4.

UNDERTAKING NO. JTC1.4:  TO PROVIDE A MORE DETAILED BREAKDOWN OF COSTS SHOWN IN EXHIBIT C, TAB 1, PAGES 3 AND 4

MR. RUBENSTEIN:  The second thing is if you could -- again, by way of undertaking -- if you can provide the year-to-date actuals for 2012, and if you can explain any material differences between the forecast for 2012 and the projected-out year-to-end actuals?


MR. DUFFY:  I am going to ask the panel.  I assume that's something we can do easily?  Okay.


That's fine.  We will do that.


MS. SEBALJ:  That's JTC1.5.

UNDERTAKING NO. JTC1.5:  TO PROVIDE YEAR-TO-DATE ACTUALS FOR 2012 AND EXPLAIN ANY MATERIAL DIFFERENCES BETWEEN THE FORECAST FOR 2012 AND PROJECTED YEAR-TO-END ACTUALS.

MR. RUBENSTEIN:  Can I take you to paragraph 42?  It references a Ministry-approved budget that was done in the past.


So the first thing I would ask is:  Can you provide that budget, and if you can provide a variance analysis between that budget and the actuals?


I understand it's less, I am just trying to understand --


MR. LIMBRICK:  The budget is as it appears on page 3, the left-hand column.  The 88,994 at the bottom is that 89 million.


MR. RUBENSTEIN:  But there wasn't some sort of, I don't know, a document that was provided or some sort of -- I am trying to get -- you know, it helps to get sort of an evolution of how the sort of process --


MR. LIMBRICK:  The line items on here, with the exception of Phase 4 Measurement Canada, were very much the items in the original budget.  And what we were able to do was reallocating funding, we were able to cover out Phase 4 and Measurement Canada.


MR. RUBENSTEIN:  Okay.  Could you then -- so for the differences between the budget and the actuals, and I understand there is an overall decrease, can you explain the variance, sort of what caused those differences?


I mean, you said you reallocated why --


MR. LIMBRICK:  Why we under spent in the first couple of phases?


MR. RUBENSTEIN:  Yes.


MR. LIMBRICK:  Phase 1, you will see, is pretty much on budget.  Phase 2 is coming in a little bit under there.  Despite the fact that we had some overruns on the IESO, on the IESO team, we had some liquidated damages that offset that.


MS. GIRVAN:  Bill, can you explain what the original – how the original budget was developed?


MR. LIMBRICK:  Well, yes I can; I developed it.


8MS.0GIRVAN:  Okay, then you are the right person.


0MR. LIMBRICK:  Yes.  The way it was developed was on a -- it wasn't put together finally until we got an idea of vendor costs at the end of 2006.


But when we were given this project brief, we were given very specific expectations as to when things should be done, and we assumed that those expectations were reasonable.


If we touch on the history of this, you will realize we came into this rather late and were given a job to run with, and we thought that the expectations were therefore considered.


So we set up, on the basis of team size and the basis of time, what we thought were reasonable costs for this project, and we added in a level of contingency.  And that's how the budget was developed.


It was very high level.  There was no standard lifecycle we could use for this project; nobody had actually undertaken a project like this before.


So we just looked at it as purchasing what we believed was going to be a package.  We tried to manage risk by making it a joint procurement between both software and a turnkey service, and we made that choice because we never expected to be operating this thing.  We didn't know who was going to operate it, whether it was an agency or whoever.  So we wanted this to be a turnkey service that we could simply get up and running and hand it over.


So for all those reasons, we took a very simple-minded approach to this.  The gist of it was procuring a large system with a service provider.  We would get a service at the end of it, and we do it in a certain period of time with a certain number of people.


And it was on that basis that that project plan was put together, looking at the major steps along the way.

Questions by Ms. Girvan:


MS. GIRVAN:  You talk about the Ministry of Energy approving it.  Did you just simply submit it to the Ministry, and they approved it as you had developed it?


MR. LIMBRICK:  Yes.


MS. GIRVAN:  Okay.  So they didn't make adjustments, or --


MR. LIMBRICK:  No, they did not.


MS. GIRVAN:  Okay, thanks.  Sorry, Mark.


MR. RUBENSTEIN:  No problem.  You talked about contingencies that you had sort of worked into the budget. Have you done that, sort of the forecast budget to 2017?


MR. LIMBRICK:  Yes, but I will let Przemek talk to that, because he has developed that forecast.


MR. TOMCZAK:  Yes, we did make an allowance for change in contingency in the forecast.


MR. RUBENSTEIN:  Do you have a sense of how much you've --


MR. TOMCZAK:  We have allocated, as noted on page 4, approximately five million per year.


MR. RUBENSTEIN:  The next thing I would ask, and this would be by way of undertaking, is if you can provide a copy of the MDM/R contract that was signed with IBM.


MR. DUFFY:  No, we can't.  It's subject to confidentiality provisions with IBM, and so unfortunately we – that is why we haven't produced it in our evidence, and we are not at liberty to hand it out.


So unfortunately, no, I can't.


MR. RUBENSTEIN:  You can't provide it on a confidential basis?


MR. DUFFY:  We could consult with IBM on that and see what can be done.  We owe them contractual obligations, so I – you know, I understand obviously we have the protections through the board here, but we are in a bit of a difficult spot with this one.  But we will -- if you want, we can ask IBM and see what we can do in terms of producing the contractor elements of it.


MR. RUBENSTEIN:  Well, I would like you – I mean, I would like you to produce it, so clearly you would have to -- if you feel that you need to ask IBM, then we can have an undertaking for you to do that and then sort of, as soon as possible, provide your response.


MR. DUFFY:  What I will do is I will reiterate that we have refused this undertaking.  But I will tell you that I will – I understand your desire to have it and it makes sense.  We will ask IBM what we can do.  But I am refusing the request at this time.


MR. RUBENSTEIN:  But can we provide an undertaking for you to ask?  Just because something on the record is a response.


MR. DUFFY:  Sure, that's fine; an undertaking to ask IBM if we can produce elements of that.  We will see what we can come back with.


MS. SEBALJ:  It's JTC1.6.

Undertaking NO. JTC1.6:  to provide a copy of the MDM/R contract with IBM


MR. RUBENSTEIN:  So the next question I have is with respect -- this is on page 51, with respect to the 15 FTEs. So help me understand what happens when the SME is transferred from the IESO to sort of a stand-alone operation, and with sort of the governance structure as set out in the agreement and the evidence.


Those fifteen employees who are currently IESO employees, what -- are they transferred to this new entity, are they -- I mean, how does this -- what happens exactly?


MR. TOMCZAK:  Just to clarify and confirm your question, does this relate to the governing transition plan as described in the application?  I just wanted to make sure that I am answering the question in the right context.


MR. RUBENSTEIN:  Let's say yes, and we will see if I am asking the right question.


MR. TOMCZAK:  Okay.  As described, in the event that MDM/R Co. becomes the SME by regulation, the IESO would become a service provider to MDM/R Co.  The employees noted here would continue to be employees of the IESO, providing service under contract to MDM/R Co., with an LDC majority board having the rights and -- the decision rights to manage a MDM/R Co. as they saw fit.


0MR. RUBENSTEIN:  And so in your costs, in your sort of staffing costs, does that include sort of the fully burdened costs of it, and sort of the overhead that comes with -- are they allocated the overhead?  Would the SME be allocated the overhead?


So I mean, using office space in the IESO building, computers, those sorts of things.


MR. TOMCZAK:  The actual costs and the cost projections, as outlined in this application, relate to the direct fully burdened costs of the resources -- and I will describe what that includes -- and any incremental costs that the IESO has borne, or plans to bear to support the SME.


So where the IESO already has some costs, such as facilities, those are not allocated in these projections because those are not incremental to supporting the SME.  Those costs would have been incurred by the IESO regardless.


Costs such as vacation, benefits related to the employees working on the SME, they are included in these projections.  And costs, for example, of laptops and equipment used by those employees directly to support the SME is included.


MR. RUBENSTEIN:  And I don't know if you have done this yet.  Is there some sort of agreement that's been developed, some sort of services agreement that has been developed yet or some sort of framework for some sort of services agreement that has been developed between the IESO and the SME -- MDM/R Co. -- which may come into existence?


MR. TOMCZAK:  There is no agreement that has been developed as of yet between the IESO and MDM/R Co.


MR. RUBENSTEIN:  So the next question I have --


MR. HARPER:  Mark, would you mind if I just...


MR. RUBENSTEIN:  No, not at all.

Questions by Mr. Harper:


MR. HARPER:  I just wanted to follow up and understand the structure.  So this team, the 15 employees, would be IESO employees providing services to the MDM/R Co.


Besides the board of directors of MDM/R Co., are there any other actual people that are directly employed by MDM/R Co. or is everybody employed by the IESO and providing services to MDM/R Co.?


MR. TOMCZAK:  As part of the application, no, there are no additional costs provided for employees of --incremental employees of the MDM/R Co. But we can't comment on any future board directions on the matter, the board of MDM/R Co.


MR. HARPER:  I was more just curious about what was included here.  Fine.  Thank you very much.


Sorry, Mark.

Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  Not a problem.


So my question with respect to the debt arrangement, then, I assume MDM/R Co. will need to have an agreement with the IESO with respect to the debt arrangement.  And is there any sort of thought of how that is going to work?


So I understand currently with respect to the financing costs, it's essentially using sort of IESO's credit facilities.


MR. TOMCZAK:  Maybe to help answer that question, just to given an overview of the transition plan and where we are now and what would need to occur, the step-by-step –-


MR. RUBENSTEIN:  Please do.


MR. TOMCZAK:  Right now, the IESO is the SME and has all the obligations related to fulfilling that mandate under the Regulation.


MDM/R Co., under a different name, exists as a shell corporation; it's an IESO corporation that's -- with the IESO member of that corporation.  It's not fulfilling any function at this point in time.


Following the approval of a rate with respect to the smart metering charge and a number of other steps, milestones that were agreed with the EDA and subject to government passing regulation to name MDM/R Co. the SME, the IESO would then transfer assets and liabilities, relevant assets and liabilities related to the SME to MDM/R Co. It would enter into a number of agreements with MDM/R Co. to make sure that the SME obligations can be appropriately fulfilled.  It would involve transferring a number of contracts from the IESO to the MDM/R Co. and ensuring there are sufficient arrangements for cost recovery, to make sure that the rate recovery mechanism flows through to MDM/R Co. and then flows back through to the IESO to pay for services rendered by the IESO to MDM/R Co.


So that's contemplated.


The last stage, subject to government concurrence, would involve, when IESO's costs are fully recovered, there could be a possible phase of completely transitioning MDM/R Co. to the LDC industry.


MR. RUBENSTEIN:  But my question was with respect to the financing, specifically.


MR. TOMCZAK:  So in terms of the financing, the IESO has the facilities today, and MDM/R Co. could, as a separate organization, seek their own financing facilities to repay the IESO's debt in that regard.


The cost recovery through the smart metering charge over time, as outlined here, would be used to recover the costs expended to date and also eliminate the -- or pay off the debt that has been accumulated thus far.


MR. RUBENSTEIN:  And your credit facility with the OEFC would allow you -- would allow, essentially, MDM/R Co., even though essentially its employees and everything is run by the IESO, to use it even if it's a separate company?


MR. TOMCZAK:  As a separate company, it would have the ability to seek its own financing arrangements separate from the IESO, and that it would not be in a position to enter into obligations on behalf of the IESO.


So we are treating them as very separate entities and organizations.


MR. RUBENSTEIN:  I realize it couldn't enter into agreements on behalf of the IESO, but the IESO currently has an agreement?


MR. TOMCZAK:  Yes.


MR.0RUBENSTEIN:  And from the evidence, it would seem in the interim or at least until 2017 that your projections would be that it would be able to draw on the IESO's credit facility?


MR. TOMCZAK:  Those arrangements would need to be discussed and agreed between MDM/R Co. and the IESO for addressing that matter.


MR. RUBENSTEIN:  Okay.

Questions by Ms. Girvan:


MS. GIRVAN:  I just had -- sorry, Mark -- one follow-up.  What is the proposed timing for this?


MR. TOMCZAK:  I mentioned that there are a number of steps that need to occur, and the steps are having a smart metering charge in place and government passing regulation naming MDM/R Co. as the SME.


I can't contemplate or speculate at this point as to government actions, given where we are with the current government at this point in time.


MS. GIRVAN:  Okay.


MR. TOMCZAK:  Just one additional clarification, additional point, is that until all the IESO costs that we have incurred to date are recovered, the IESO will remain a sole member of MDM/R Co.


So it would continue to be an IESO corporation until all of the monies would be recovered, but that last stage, as described, is also subject to government concurrence.


MS. SEBALJ:  Mark, this is the time that we would normally take a break.  I don't know how much you have left.


MR. RUBENSTEIN:  I have, like, two more questions.  There is a reason I sent Bill in first.


MS. SEBALJ:  Okay.  So let's finish up.

Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  So my question, then, for sort of -- this is for the extension of the contract.  And you have forecasted that the costs will stay the same as they are now, sort of the two-year extension.  What's the mechanism or -- first, how have you come to that sort of conclusion?  And then, secondly, sort of the mechanism, if that's not the case in either direction?


MR. LIMBRICK:  Mark, You are going into a very delicate area now, as you probably realize.  We are at an advanced stage of discussing with vendors how this thing is going to go forward.


MR. RUBENSTEIN:  That's fine.  Then you can just answer the second question, sort of...


MR. LIMBRICK:  At the present time, we are not expecting the new contract arrangements to significantly embarrass the projections here.


MR. RUBENSTEIN:  And if there is a change in either direction, the mechanism would be the deferral account?


MR. LIMBRICK:  Yes.  We think any change would be of the order of magnitude that that mechanism would be adequate.


MR. RUBENSTEIN:  Okay.  That's all I've got.  Thanks.


MS. SEBALJ:  Why don't we take the morning break, then, for, let's say, until 20 after 11:00.  Is that acceptable?  Thanks.


--- Recess taking at 11:02 a.m.


--- On resuming at 11:21 a.m.


MS. SEBALJ:  All right, why don't we get started.

Questions by Ms. Girvan:


MS. GIRVAN:  Good morning, panel. This is sort of a general overview question, and it is sort of throughout your application that you have said you consulted with LDCs and the EDA, in terms of your proposals. Do you have any knowledge of any LDCs that oppose your application and what you are proposing?


MR. TOMCZAK:  No.


MS. GIRVAN:  Okay, thank you.  If you turn now to Exhibit A, tab 2, page 3, there is reference here to what is called a regulatory mechanism proposed to promptly recover through rates costs incurred by an LDC in the event of an MDM/R failure that disrupts the LDC's operations. Can you explain to me what that recovery mechanism is?


MR. DUFFY:  Sorry, I am not -- the concept was that this would be part of the --


MS. GIRVAN:  Agreement?


MR. DUFFY:  Yes, part of the agreement.  So what we – when we had the hearing about the agreement, when we were talking about the -- let me get the exact provision -- I think it's 7.5, where the SME would step in and assist in terms of giving evidence and any sort of support for the LDC to recover any amounts that were incurred that couldn't be covered by service level credits, or anything like that.


MS. GIRVAN:  So you don't have a specific mechanism how that would work.  It's just that you are saying at the end of the day, you would support regulatory recovery of -- or approval of recovery of those costs for an LDC?


MR. DUFFY:  Yes, it is specifically section 7.5 of the SME-LDC agreement, and the concept was that the EDA and LDCs would endorse the agreement and the application, provided that the board endorses the liability approach that is in article 7, including 7.5, which we discussed when we were before the board in September.


MS. GIRVAN:  Okay, thank you.  I just had a few questions on the transition to the new SME, and I think we have covered that off to some extent.  And again, I just wanted to know: do any LDCs sort of oppose that model, or do you have general agreement amongst all the LDCs in the province that that's the right model to go with?


MR. TOMCZAK:  Our understanding is that there is no opposition, and that this model was approved by the EDA and the EDA board.


MS. GIRVAN:  Okay.  But the EDA doesn't speak for every LDC; that is why I am asking.


MR. TOMCZAK:  To the best of our knowledge, this was communicated by the EDA to its members, prior to the EDA providing their endorsement of this approach.


MS. GIRVAN:  Okay, thank you.  Earlier we talked about the original budget that was developed and then approved by the Ministry of Energy. And I guess I would just like to understand to what extent, sort of going forward, does the SME assess the reasonableness of the costs you are seeking to recover, sort of relative to this original budget?  Do you have internal mechanisms in place to assess the reasonableness of your budget?


MR. TOMCZAK:  This program is overall over seen by our board.  So we have got mechanisms for periodic reporting to our board of directors on budgets and expenditures.


MS. GIRVAN:  The IESO board?


MR. TOMCZAK:  The IESO board of directors.  We have got internal mechanisms for reviewing costs on a monthly basis, to ensure that they are appropriate. We also review, on at least a monthly basis, the effort expended by direct and incremental resources on the project.  So these are some, amongst a number of many other controls that we have in place in our governance model for managing the program and managing the spend.


MS. GIRVAN:  Okay, thank you.  Now if you turn to Exhibit C, tab 1, page 5 -- so can you just remind me?  What are the level of the Phase 1 costs?


MR. LIMBRICK:  The level?


MS. GIRVAN:  Yes.


MR. LIMBRICK:  Beyond the 1.5 million, you mean?  You want me to break the work down?


MS. GIRVAN:  Yes, I would.


MR. LIMBRICK:  Okay.  What we did, and this is the period July 1st to December 31st, 2006.


MS. GIRVAN:  Yes.


MR. LIMBRICK:  The work we undertook during that period was to go out and talk to the LDCs about what they required from the system, again remembering that as at July 1st, we knew nothing about smart metering, or what was required here. What we did do was inherit a three-quarters complete specification that had been developed by the Ministry by KEMA Consulting.  So we took that out, and we had a number of working session with the LDCs to try and fill out that spec a little bit more. We very quickly we went out and did an RFI to see how many people were out there that might be interested in providing, as I said before, a turnkey service.  And we had about seventy respondents to that RFI, expressing some level of interest, though the vast majority did not look viable.


We then prepared, following a lot more workshops with the LDCs, an RFP which comprised a slightly fuller version of the KEMA specification, a logical application and data architecture, a set of business processes to show how this fitted in with the LDC lifecycles of various business transactions, such as installing a new meter or raising a bill or whatever it may be, and a set of service levels. And then we went through an RFP to which we had nine responses, and negotiated with two vendors in parallel in the month of November, made a selection and executed the contract on December 31st.


MS. GIRVAN:  So the 1.5 million were primarily legal costs?


MR. LIMBRICK:  There was a fair bit of legal cost in there.  I think probably the legal cost in the fairness commission were about 600,000 and then there were costs for the KEMA contract, IESO staff costs, and the cost of a number of independent contractors that we had taken on to do this work.


MS. GIRVAN:  Okay, thank you.  And there is reference on page 5, at the bottom under Phase 2, about penalties for liquidated damages of 1.5 million.  What does that mean, and what was that referring to?


MR. LIMBRICK:  When we negotiated the contract, we negotiated in penalty conditions should IBM, because IBM was the prime contractor in this, should IBM not hit milestone dates.  And they failed to hit those milestone dates, and we claimed the maximum level of liquidated damages allowed under the contract, which was 1.5 million.


MS. GIRVAN:  Is that like an annual thing that's possible?


MR. LIMBRICK:  No, that would be nice.  No, this was just for the delivery phase of the project.


MS. GIRVAN:  Oh, okay.  All right, thank you. This is something I am sort of struggling with.  You are seeking board of approval to cover $239,000,000, and that will change --


MR. LIMBRICK:  Up to 2017, yes.


MS. GIRVAN:  And that will change depending on what you actually spend during the forecast years, because that will be trued up; is that right?  Okay.


So help me understand, from an accounting perspective.  What if the board decides that those costs are too high, that for some reason you didn't -- you weren't prudent in incurring some of those costs, and that a different number is appropriate.  What happens, from an accounting perspective?


MR. LIMBRICK:  We can't move any of these costs over to the other part of the IESO business, which is the wholesale market.  So the costs are here. The only things that we could do is to freeze the system and not put any more dollars into future changes, whatever that may mean or imply, or the reduce the level of support we provide to the LDCs in terms of the team we have in place.


There are no other options; we can't go back and undo the costs that have been incurred, and we have nowhere else to drop them.


MS. GIRVAN:  Okay.  All right, that's interesting. If you go to Exhibit C, tab 2, page 1 -- and you are seeking to recover these costs, from what I understand, from all of the province’s LDCs on a per customer basis, regardless of whether the LDC is currently receiving service from the MDM/R.


I just wondered how you deal with that from a communications perspective, to say to customers, for example, who don't have smart meters, who aren't using the MDM/R...


MR. LIMBRICK:  That's been a major consideration to date, which is why this hearing is later than we perhaps wished it to be.  It was a concern for government, how do you actually handle that communication, but the penetration has now reached such a critical mass, that's not seen so much as an issue now.  And the people that aren't on the system should shortly be on the system, if the LDCs live up to their installation plans.


MS. GIRVAN:  Except for the ones that Bill was potentially talking about?


MR. LIMBRICK:  Yes.  That 150K from Hydro One is late-breaking news and we have not had a chance the look at that.


MS. GIRVAN:  Okay.  So you are going to address that.


And then if –- sorry, Bill, did you...

Questions by Mr. Harper:


MR. HARPER:  I am just curious, because all the province's LDCs, like not all the province's LDCs are subject to regulation by the Board.  I think there are some that aren't.  Cornwall comes to mind.


So I don't know, I guess it would be all the -- so when you say all the province's LDCs and you are allocating to them -- I guess there are LDCs -- and so I guess when you say "all LDCs" could you be a little bit clearer in terms of what that encompasses in total, like who that includes or doesn't include in terms of all distribution utilities in the province?


MR. TOMCZAK:  Maybe just to provide some context to help answer the question, the regulation that made the SME, it created a role for the SME to provide a service to all distributors.


And so we perform a number of functions that are outlined in regulation.  So the LDCs that we are supporting are the ones that are -- that have RPP-eligible customers, have smart meters installed, and are required by the OEB to transition their customers to time-of-use billing.


So that's the customer class and base we are supporting, and that's what this rate application is about.


MR. HARPER:  Okay.  Fine.  Thanks.


Sorry, Julie.


MS. GIRVAN:  That's okay, no.


And I just actually have one more question.  If you turn to Exhibit C, tab 1, page 7, and this is a discussion about the Phase 3 costs.  It says:  "IESO communications support."


And is this included in the 15 FTEs?


MR. TOMCZAK:  The 15 FTEs is a prospective number that's referred to.  In terms of the original program, IESO communications support was -- we were asked by the Ministry to work with the LDCs, the Ministry and a number of other stakeholders to support the time-of-use roll-out in the province, through looking at education, helping come up with education materials, research, media -- media advertising, that type of thing.


So a lot of work went on in 2007 through to 2009 in that area.  The ongoing costs related to IESO communications support is really around some external costs to support updating of those communications facilities to support LDCs in the operation of the MDM/R.  So it's a very different focus.


So if you look at the application, the cost profile, the cost estimates from 2012 to 2017 are much lower than what was expended to get -- to help LDCs and the province implement time-of-use billing.


MS. GIRVAN:  Are these SME costs or IESO costs?


MR. TOMCZAK:  The IESO acting as the SME.


MS. GIRVAN: Okay.  And can you explain to me what those levels -- can I find these in the evidence, these specific communications support costs?


MR. TOMCZAK:  Yes.


MS. GIRVAN:  Are they in the update?


MR. TOMCZAK:  They are, yes, in the update.  In terms of -- if you refer to page 3, Exhibit C, tab 1, you will see IESO communications support under Phase 3 there.  Those are primarily external costs, and so they will be -- if you look at the supplementary material, those would be largely captured by contract services and consultants under Phase 3 of the supplementary material.


MS. GIRVAN:  Okay.  And then where are the beyond the forecast costs?  Where do I find those?


MR. TOMCZAK:  They would also fall under contract services and consultants.


MS. GIRVAN:  Could we get a breakdown of the contract services and consultants, those cost categories, going forward?


MR. LIMBRICK:  Going forward?


MS. GIRVAN:  Yes.


MR. DUFFY:  Yes, that's fine.  We will undertake to do that.


MS. SEBALJ:  It's JTC1.7.

UNDERTAKING NO. JTC1.7:  to PROVIDE BREAKDOWN OF CONTRACT SERVICES AND CONSULTANT COSTS GOING FORWARD.

MS. GIRVAN:  Okay.  Those are my questions.  Thank you.


MS. SEBALJ:  Thanks.  Peter?

Questions by Mr. Thompson:


MR. THOMPSON:  Good morning.  Peter Thompson for Canadian Manufacturers & Exporters.  I don't know if an appearance was entered for me, but if one wasn't, that is who I am.  I suspect most of my constituency would be on the interval-type meters that you were discussing previously, but some of them may not be.  So anyway, that's the group I am here to represent.


I just had a few questions.


In terms, first of all, of this combined proceeding -- this is just context to make sure I understand what's going on here -- but this is a combined proceeding, and at this stage of it, my understanding is that we are looking at the allocation of the SME's charges to LDCs, and then that subsequently there is going to be how LDCs actually charge those to end-use consumers; is that your understanding of the two stages?


MR. DUFFY:  That's correct, although I would -- you used the word "subsequently" so I -- I don't think we have quite determined how it is going to happen, but they have put the two of them together, so...


MR. THOMPSON:  All right.  Well, it's the next stage of this proceeding, perhaps.


MR. DUFFY:  Yes.  I think that's how conceptually I think of it.


MR. THOMPSON:  All right.  Thanks.


So what we are dealing with here, then, are the -- and this is my language -- the allocation of the SME charges to LDCs.  And my understanding is you are proposing to charge the costs that you incur to LDCs based on this per-customer model; have I got that straight?


MR. TOMCZAK:  Yes.


MR. THOMPSON:  All right.  Now, can you just tell us what the bill would look like?  Would they actually have a lump sum going to each LDC, showing the number of units that were provided in the make-up of that bill?  Or is there something different?


MR. TOMCZAK:  We can't comment on what would appear on the consumer's bill --


MR. THOMPSON:  No, no, your bill to the LDC.


MR. TOMCZAK:  Our bill to the LDC, it would be a separate line item, and following IESO's settlement process for the wholesale market.  And a separate charge type has been approved and established to support that.


MR. THOMPSON:  Okay.  So the charge that you are asking the Board to approve here is something that's actually going to appear in the bill?


MR. TOMCZAK:  Yes, to the LDC.


MR. THOMPSON:  That's in your bill to the LDC?


MR. TOMCZAK:  That's correct.


MR. THOMPSON:  Okay.  Now, what happens after that, under what you envisage and when the LDC in turn passes this on, is there something in the application you are asking the Board to approve that is actually going to affect the LDC's bill?  Can you help us with that?


MR. DUFFY:  No is the answer to that question.  That's the subsequent part that we were talking about, where the LDC will figure out how they are going to pass that along to their consumers.


MR. THOMPSON:  What I am getting at is if the Board should –- well, let me back up. In terms of the selection of the allocation factor that you are proposing here, upon which to base your charges to the LDC, is that based on a user-pay concept?  End-state user-pay concept?


MR. TOMCZAK:  It's a very good approximation of that, given that the vast majority of the LDC users and their meters are enrolled on the system and with the system providing the service to those LDCs.  As you heard in an earlier remark, there are considerations by the OEB whether or not some customer classes, or end consumers, would be exempted from being transitioned to TOU billing.  But we can't comment on that at this point in time.


MR. THOMPSON:  Is there anything in your proposal today that deals with the IESO or the SME's position on how the LDCs should bill the charge to their customers?


MR. TOMCZAK:  No.


MR. THOMPSON:  Is there, somewhere in the material, the list of specific approvals that you are asking this board to make in this particular stage of the application?  And, if not, could I perhaps ask you to provide that by way of undertaking?


MR. DUFFY:  I think our specific approvals are set out in Exhibit A, tab 2.  Specifically in paragraph 5, they set out the particular provisions under which we are seeking approval of the various elements.


And then paragraph 8 talks to the SME-LDC agreement and what it is that the EDA wants.


MR. THOMPSON:  Okay, thank you for that.  Now, in terms of the dollar amount from which the 80.6 cents is derived in paragraph 5A1, is that the 251 million and some odd that's shown in the file material?


MR. TOMCZAK:  That's correct.


MR. THOMPSON:  And so can I infer that you are asking the board to approve that $251 million as prudently incurred costs or forecasted costs?


MR. TOMCZAK:  Yes.


MR. DUFFY:  Yes, there are a mix obviously of past and current prudent cost and forecast as well.


MR. THOMPSON:  In terms of the costs incurred to date, are the -- costs have been incurred, as I understand it, from 2006 onwards.  Is there a breakdown of this number between actuals and forecast, in terms of what you are asking the board to approve?


MR. TOMCZAK:  Yes, they are included on pages --Exhibit C, tab 1, page 3, Exhibit C, tab 1, page 4, and in the supplemental filing.


MR. THOMPSON:  And so this includes then -- and I think Mark Rubenstein asked this question -- the contingency amounts that are in C, tab 1, page 4, totalling almost $25 million?


MR. TOMCZAK:  That's correct.


MR. THOMPSON:  Are you asking that those be approved? The reason I ask this, you also have a variance account proposition and I am wondering why we should be approving contingency amounts, if you get variance account protection.


Has that been considered?


MR. TOMCZAK:  We considered what was likely over the forecast period, based on our experience and the nature of changes that have occurred on the system, and the level of diligence that the IESO has expended and has to continue to expend when changes are applied to the system.


So we -- it is a very complex system with many interdependent components, and it does require extensive functional testing, performance testing, operability testing to be performed by the IESO, the operational service provider, as well as the LDCs before any change is introduced into the system.


So we have made a number of assumptions, projections as to the level of change or frequency we will need to make updates, to ensure the maintainability and operability of the system over the forecast period.


MR. THOMPSON:  So the answer is, yes, you are asking for contingency amounts to be as prudently incurred costs.


MR. TOMCZAK:  That's correct.


MR. DUFFY:  Peter, maybe to help on that one, the rationale from both asking -- from a regulatory perspective, why we have a variance account when we also have a contingency, the concept is if there is not a contingency in there, then if there are, as sometimes happens with IT projects, new expenses, updates, upgrades, we would have to be coming back multiple times for rate hearings here.  So that is what that is to cover off, to avoid that.


MR. THOMPSON:  Okay.  Well, I will leave that there for now.


Just in terms of the Exhibit C, tab 1, page 3, where the budget amount from 2006 to February 2012 was close to 89 million and the actuals are a little more than $11 million under that, does that reflect contingency amounts that were in the initial budget that were not spent?


Put another way, did you have this $5 million contingency allowance in the period '06 to February 2012?


MR. LIMBRICK:  Yes, explicitly in terms of the vendor change orders, which you can see both in Phase 1 and in Phase 2 – sorry, in Phase 2 and in Phase 3; I beg your pardon.


MR. THOMPSON:  Are you on the updated information or the Exhibit C –


MR. LIMBRICK:  No, I am on Exhibit C, tab 1, page 3, the budget column to which you just referred.


MR. THOMPSON:  Yes.


MR. LIMBRICK:  There are two line items down there.  Under Phase 2, you will see something called vendor -- under vendor base contract, it says vendor change orders.


MR. THOMPSON:  Yes, okay.


MR. LIMBRICK:  And similarly under Phase 3.  And there is the contingency item zero under Phase 4 – sorry, under Measurement Canada.


MR. THOMPSON:  But do these account for $11 million of savings compared to budget?


MR. LIMBRICK:  No.


MR. THOMPSON:  So what accounts for the $11 million of savings compared to budget?


MR. LIMBRICK:  It's a variety of items; I am afraid it's not very straightforward.  We would have to work it --can work it through.


MR. THOMPSON:  Okay, so there was no contingency -- what I hear you telling me is there was no contingency allowance in the 2006 to February 2012 budget.


MR. LIMBRICK:  There was a contingency in that budget, the original budget established in 2006, which did not contemplate Phase 4 and did not contemplate Measurement Canada.


The original budget was for 74.7 million and the contingency, the explicit contingency was 14.3 million in round terms.


MR. THOMPSON:  Okay, so --


MR. LIMBRICK:  What has happened is we have come in over the original budget, if you will, because it's 77 million there.  But at the same time, we have extended the scope to cover both Phase 4 and Measurement Canada.


So we made savings along the way, but it gets mixed together a little bit.  But if you look at the bottom line numbers --


MR. THOMPSON:  You started out with a contingency allowance, is the way I would interpret that, of $14.3 million.


MR. LIMBRICK:  Yes.


MR. THOMPSON:  And you have ended up saving 11.


MR. LIMBRICK:  If you will, with an expansion of scope against that original budget.


MR. THOMPSON:  Okay, thank you.  So now I wanted to take you to Exhibit B -- yes, excuse me, Exhibit B, tab 2, and this describes the SME as being established as a non-profit corporation under the Canada Corporations Act.


Is the IESO a non-profit corporation as well, or is it for profit?


MR. TOMCZAK:  Yes, it's a not for profit corporation.


MR. THOMPSON:  So you are like charities?  That's a joke.  In any event --


MS. GIRVAN:  That didn't go over well.


MR. THOMPSON:  Apparently not.


In terms of the scenario that evolves at the end of 10 years, my question is:  Is there any possibility that this entity that's currently a non-profit corporation will cease to be a non-profit corporation?


MR. LIMBRICK:  Sorry, for clarification, when you say "this entity" do you mean MDM/R Co.?


MR. THOMPSON:  Yes, right.  MDM/R Co., correct.


MR. TOMCZAK:  The only point in time it can be contemplated is when the -- and subject to government concurrence, if there a desire by the industry and the government to change that model.


As we contemplate here, MDM/R Co. has been established as a not-for-profit corporation.  It is currently a shell corporation.  The IESO is the SME.  And when the MDM/R Co. becomes the SME, it is a not-for-profit corporation.


Now, can you technically change that in the future?  I would -- I can't comment about that.


MR. THOMPSON:  Okay.  Well, the reason I ask is that on the next page, B, tab 2, page 2, it talks about:

"A majority of the board will be members of the LDCs nominated by the EDA."


So the board will be controlled by LDCs, that are for-profit corps?


MR. TOMCZAK:  Yes, the -- with the IESO being the sole member of that corporation, and that corporation would be a not-for-profit corporation, although its members may represent for-profit corporations.  And it also contemplates having members from other organizations or board members from other organizations, in addition to the LDCs.


MR. THOMPSON:  Does that include ratepayer representatives?  I know there was a discussion at the hearing held about the contract, about a committee, but I don't know that it got into the board of directors, but...


MR. TOMCZAK:  There is provisions for having enough seats to -- provided that there is majority representations from the LDCs, that other members could be appointed to represent other groups.


MR. THOMPSON:  And what happens at the end of the 10 years, if you can tell us?  Does the IESO cease to be the sole member?  Is there some replacement member?


MR. TOMCZAK:  The IESO continues to be sole member of the MDM/R Co. until a -- as outlined in paragraph 32, subject to the concurrence of the provincial government's, we will continue to be sole member until the government concurs that we should not be a sole member.


MR. THOMPSON:  All right.  Thank you.


Now, in terms of actual costs and forecast costs -- and this ties back to some discussion that took place about the contract -- does the MDM/R Co. have liability insurance?


MR. TOMCZAK:  At this point in time, it is a shell corporation, it doesn't perform a service, and it is contemplated that once it has been named as the SME, to fulfil obligations as the SME it would need to obtain sufficient commercial arrangements on many things, not just insurance.


MR.0THOMPSON:  So in the budget for years beyond 2012, are there insurance costs forecast?


MR. TOMCZAK:  We have not made any provisions around what a future board may determine is reasonable for running MDM/R Co.


The provisions that we have put forward are the costs for running the SME and the costs for the service provider, the operational service provider, for running the MDM/R, as outlined in the application.


MR. THOMPSON:  So I am understanding that to mean no insurance costs have been forecasted; is that what you are saying?


MR. TOMCZAK:  Right now, the insurance provisions of the IESO for running the wholesale market, we have not felt to make any amendments to those insurance provisions based on our obligations as the SME.


And just to further clarify, the SME/LDC agreement contemplates having limitations of liability put in place between the SME and the LDCs in a number of areas.


MR. THOMPSON:  But that's an issue in dispute, and one of the questions raised was the question of insurance.  I am just wondering how you are planning to deal with that contingency.


It apparently is not in the costs now.


MR. LIMBRICK:  Our position is that we are not assuming liability for the operation of the MDM/R, beyond any comfort we can get back from our vendor through service credits or anything else, and hence that's why we said that we would support LDCs, if they suffered through using the MDM/R, in obtaining recovery of those costs by the OEB.


MR. THOMPSON:  So you are looking to the ratepayers to be the insurers, under your proposal; is that -- am I understanding this correctly?


MR. LIMBRICK:  Yeah, that's one way of interpreting it.


MR. THOMPSON:  Turning now to the rate structure, there is talk in one of the notices that gave rise to this proceeding -- sorry, it's in the Issues List, I guess, and it's Issue 1.1(c); it's talking about an automatic rate adjustment proposal.


Could you just explain to me what that proposal is?


MR. TOMCZAK:  Can you refer to the specific reference?


MR. THOMPSON:  I was referring to the Issues List, which I guess is attached to a decision and order on Issues List, November 2, 2012.  And the issue has been framed this way:

"Is the SME's proposal for an annual automatic adjustment to update the billing determinant with the annual changes in the number of residential and general service less-than-50 kilowatt per hour customers listed in the OEB Electricity Distributor Yearbook reasonable and appropriate?"


I was just wondering if you could explain to me what your automatic adjustment proposition is and how it works.


MR. TOMCZAK:  At a high level, the automatic adjustment mechanism contemplates looking at the OEB's latest updates to the yearbook and updating the billing determinant based on that publication.


And then based on the adjusted billing determinant, the IESO would then allocate the smart metering costs that have been approved in accordance with the number of RPP-eligible customers, or customers that are subject to this hearing, to LDCs on that basis.  And that would address situations where an LDC -- if there is organic growth or shift of customer base from one LDC to another, and as well would contemplate adjustments if there is any significant change in terms of number of customers and customer classes eligible for receiving service from the MDM/R.


MR. THOMPSON:  Will the 80.6 cents change annually? Will that number change annually under your proposal?


MR. TOMCZAK:  It would change.  If you have more RPP-eligible customers, then it would decrease.  If there was less RPP-eligible customers, then it would increase.


MR. THOMPSON:  Is it envisaged that that would be brought forward to the Board in some sort of request for approval?  Or is this just going to be done automatically with no review?


MR. DUFFY:  The concept of asking for the automatic adjustment was that it wouldn't have to be brought forward on an annual basis, and the rationale is that the change to the rate overall would be -- is going to be fairly minimal each year, really portions of a cent, so the thought was that we would ask for it now and then we could have this mechanism run every year.


MR. THOMPSON:  Thank you.  And then Exhibit C.


MR. HARPER:  I’m sorry, I just want to clarify, because, you know -- we have utilities that come in for IRM adjustments, which are pretty mechanical, too.  But they come in, they apply a productivity factor, you know, it's a bit of arithmetic and they come up with a new rate.  But that new rate is actually subject to approval by the board before they are allowed to bill -- to bill the changed rate to the customers.


Your view is that process would not take place even if it simple in the arithmetic?


MR. DUFFY:  That's right.  We see it as being, I think, an order of magnitude much smaller, because the overall cost is -- the revenue requirement is not going the change.  It's just a matter of how many customers is it being spread over, and then more -- between which LDCs, right?


So one LDC may see an increase in the number of customers; that will drive the rate down, but that LDC's overall costs would go up.


MR. HARPER:  Would you see some sort of compliance filing with the board each year, to sort of at least demonstrate to the board what the arithmetic was, and what the resulting numbers were, even if there was no board approval?


MR. DUFFY:  We can certainly seek instructions on that.  I don’t think that’s – you know, it sounds like a reasonable mechanism.

Questions by Ms. Girvan:


MS. GIRVAN:  Just to add to that, you said the revenue requirement won’t change.  But I thought there was going to be a true-up mechanism.


MR. DUFFY:  When we come back the clear the variance accounts.  So the revenue requirement wouldn't change between now and 2017.


The revenue requirement will stay the same, and it's just the proportionate amount that applies to each customer, and then that is how the LDC gets determined.

Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  Sorry, also are you seeing it as the board would issue -- so currently, the board issues when it -- there is a rate tariff, which sets out the specific sort of tariffs, and the specific rates and specific line items.


So would it be every year the board is reissuing --like how exactly does that square with sort of that function with – so the board doesn't just say a number plus -- would it be a formula, in essence, that the board is issuing sort of in its tariffs?  Like how would this work?


MR. DUFFY:  The contemplation was that it would be effectively an order now allowing for the mechanism, so that you wouldn't have to come back every year to get a rate order to see it adjusted.


I mean, we are talking about really a shifting of costs on a very minute level between one LDC and another one.


MR. RUBINSTEIN:  No, I raise it not as sort of a question, just sort of can you technically actually do that.  That's my sort of flag.


MR. DUFFY:  Yes, I see your point.  We have undertaken to come up with a better explanation, I think, earlier in response to Bill's question.  And I am happy to what I think is outline maybe the level of detail, and exactly how that mechanism would work.  I agree that's probably something we can do a bit better.

Questions by Mr. Thompson:


MR. THOMPSON:  All right, thank you.  Now just finally with respect to the variance account, the miscellaneous matters, Exhibit C, tab 4, page 1.  You describe in paragraph 1 the variance account that you have in mind.


What I draw from this is essentially the MDM/R Co., in your vision, will pass through all of its costs to the LDC.


MR. TOMCZAK:  We envision that the SME will pass on the costs of delivering the service, as the smart metering entity, to the distributors.


So it's whoever is the SME.  So right now, I just wanted to clarify that the IESO is the SME, and when MDM/R Co. becomes the SME, then that will follow, not before.


MR. THOMPSON:  All right, my apologies.  But the concept is a pass through.


MR. TOMCZAK:  That's correct.


MR. THOMPSON:  Whether it's cost increases or decreases, everything is going to be passed through, as I understand your proposition.  Do I understand it correctly?


MR. TOMCZAK:  Yes.


MR. THOMPSON:  And then in terms of the feature of your proposal relating to the distributors, you seem to be asking here -- and this may link back to the contracts, I don't know.  But you seem to be asking the board to -- I think you are asking -- approve the amount that gets allocated to the LDCs.  So that would be captured in, I guess, an LDC variance account.


But how those costs actually got recovered from the LDC's customers would presumably be something addressed in the next stage of this proceeding.  Is that your vision? Are we on the same page here?


MR. DUFFY:  That's right, yes.


MR. THOMPSON:  Okay, thank you.  Those are my questions.

Questions by Mr. Brett:


MR. BRETT:  Good morning again.  It's Tom Brett and I represent the building owners and managers.  And I just have a few questions; most of mine have been covered off.


Just initially, back at Exhibit A, tab 2, which is your application, and going to the point of --


All right.  Section A 5(b) talks about getting approval for the contract between the smart metering agreement and the -- for the agreement between the distributors and SME.  And now you are seeking that in this proceeding?


MR. DUFFY:  That's correct.  And that was the subject of a hearing before the board in September.


MR. BRETT:  Right.  But you still are seeking approval of this contract in this proceeding?


MR. DUFFY:  That's right, yes.


MR. BRETT:  And then again at a high level, this just goes to your comments a while ago on the status of -- sort of the status of the roll out of smart metering and time of use billing in Ontario.  So this is just a very high level question.


Now do I understand that all of the seventy-five LDCs that you deal with are effectively smart meter ready?  They all have their smart meters in place for these categories of customer that are the subject of today, of this proceeding; that all of the seventy-five LDCs have all of those customers ready to go?


MR. TOMCZAK:  Per the filings to the OEB that LDCs are required to make, we understand there is 4.7 million smart meters installed.  So 99 percent of consumers have smart meters installed in their homes.


Of those customers, 4.5 million have been transitioned to time of use billing and --


MR. BRETT:  What was the first number?  Sorry, you said 99 percent of the total eligible customers have smart meters, and of that amount –


MR. TOMCZAK:  4.5 million of the 4.7 million have been transitioned to time of use billing.


MR. BRETT:  Pardon my ignorance on this, but –


MR. TOMCZAK:  And 71 of the 73 LDCs in the province have meters enrolled in the MDM/R today.


MR. BRETT:  Seventy-one of the 75 --


MR. TOMCZAK:  There are officially 73 LDCs.


MR. BRETT:  So there are two LDCs that aren't there yet?


MR. TOMCZAK:  Correct.  One is going through an amalgamation, and one is in discussions as to when they will enroll into the system, as they are going through a mayor CIS upgrade as we speak.


MR. BRETT:  Sorry, I didn't catch that.


MR. TOMCZAK:  The remaining LDC is going through a major system change at their end, so they are targeting to begin testing an integration with the MDM/R sometime next year.


MR. BRETT:  And how many customers of this type, eligible customers to each of those two LDCs have, approximately?  Are they small LDCs, big or --


MR. TOMCZAK:  They are smaller.


MR. BRETT:  What I am really trying to do here is get a broad picture.  What I think you are telling me is virtually all, with the exception of two small LDCs, all of the LDCs and all of their eligible customers are now connected to the meter MDM repository?


MR. TOMCZAK:  They are connected, yes.  And the vast majority of those, we are supporting their time-of-use billing.


MR. BRETT:  Just on that point, are they now on time-of-use?  In other words, all of -- the vast majority of that 4.5 million, are they now actually billing on time-of-use?


MR. TOMCZAK:  According to the reports from the LDC to the OBS.


MR. BRETT:  So essentially, you are in business across the board here with almost everybody at this stage?


MR. LIMBRICK:  We can't be exact about that, because we send billing information to the LDCs.


MR. BRETT:  Right.


MR. LIMBRICK:  What they sent out to the customers, we don't know.  We get our statistics from the OEB --


MR. BRETT:  Right, but I just want you to -- as a broad sort of picture of what's happened here, you are now in business with almost everybody in the province among all the customers in this category, save for the what Bill was talking about, which I -- I don't know what that is, but I assume those are cottages or something like that.


MR. LIMBRICK:  Yes, that's right.  There's specific challenges with deploying smart metering technology in very rural areas.


MR. BRETT:  Right.  Okay.


Now, if I go to turn you to your evidence, Exhibit C, tab 1, page 3 of 11 and 4 of 11, those are the original tables, cost tables that you put in?


MR. TOMCZAK:  Yes.


MR. BRETT:  And if I were to look at -- I am looking at the total vendor costs, and if I look at the -- on page 3, and this is costs to date, with the exception that it's to February of 2012, but you've undertaken to update it to as far as we are at in 2012.


I see total vendor costs there of 28 million, roughly?


MR. LIMBRICK:  That's just for Phase 2.


MR. BRETT:  That's Phase 3 or...


MR. LIMBRICK:  Sorry, Phase 3.  I beg your pardon.


MR. BRETT:  So you'd have to add up total -- if you wanted to see total vendor costs to February 12th, you would have to add up the costs, the vendor costs for Phase 2?


MR. LIMBRICK:  Phase 2.


MR. BRETT:  And Phase 3?


MR. LIMBRICK:  Yes.


MR. BRETT:  So you would be adding the 12 and the 28?


MR. LIMBRICK:  And also for the vendor costs under –-


MR. BRETT:  Sorry?


MR. LIMBRICK:  And the vendor costs under Phase 4, as well.


MR. BRETT:  Well, is Phase 4 -- oh, I see, there are already some -- I see.  Okay.


So it's the 8.3, the 28, and the -- so say 37 and the 12, eh?


MR. LIMBRICK:  Yes, and there will be some under the -- where it says "release 7.2, Measurement Canada solution," there will be some vendor costs in there, as well.


MR. BRETT:  Okay.  So we're looking at -- and how much of that would be vendor costs, approximately?


MR. TOMCZAK:  99 percent.


MR. BRETT:  Okay.  So that's all vendor costs.  So it's about 60 million?  I haven't added those up, but effectively if you added up those numbers, I think just doing it in my head, you get somewhere around $60 million to February the 12th of -- that's up to date, except for the adjustment for the rest of 2012.


So now then, if you go over on the next page and look at the total vendor costs --


MR. LIMBRICK:  Sorry, before you go on, I think it's 50 million.


MR. BRETT:  50?


MR. LIMBRICK:  Yes.


MR. BRETT:  And that includes the 8 million for the 7.2?


MR. LIMBRICK:  I think so, if I've done my maths correctly.


MR. BRETT:  I'm sorry.  Well, I did the math very -- in my head.  Obviously, I am not a mathematician.


MR. DUFFY:  Just maybe a point of clarification, if I could ask one.  When we looked at Phase 4, are the total vendor costs 8 million, 8.3, or are they the 3 million that appear above that?


MR. TOMCZAK:  To February 2012, they are 3 million; those were vendor costs.


MR. LIMBRICK:  That's Phase 4.


MR. DUFFY:  Phase 4.


MR. BRETT:  Okay.  I see.  So that's -- the total vendor costs for Phase 4 would then be three plus 8.2?


MR. LIMBRICK:  Yes.


MR. BRETT:  Yes, but that comes to 50 million if you do it that way?


MR. LIMBRICK:  Roughly, yes.


MR. BRETT:  And then going forward on the next page, you would be -- looking at vendor costs, you projected vendor costs and you project them here in -- well, you project total vendor costs in 2012 of -- I have 15 million, eh?  15.9 million?


MR. TOMCZAK:  That's correct.


MR. BRETT:  Is that right?


MR. TOMCZAK:  That's correct for Phase 3.


MR. BRETT:  Yeah?


MR. TOMCZAK:  And then 2.9 million and 6.8 million around release 7 to Measurement Canada.


MR. BRETT:  Okay.  I see.  And then on outward from there.


So basically what I'm -- now, are those vendor costs, aside from the 7.2 and the comparable numbers there, the Measurement Canada solution, are they all essentially all IBM costs?


MR. TOMCZAK:  Essentially they are IBM costs.


MR. BRETT:  I mean, payments you made to IBM for their costs?


MR. TOMCZAK:  Substantially, yes.


MR. BRETT:  And then the release 7.2 Measurement Canada, is that also IBM or is that payment made somewhere else?


MR. TOMCZAK:  That also includes eMeter, for developing the software changes required to support.


MR. BRETT:  So that's a separate vendor?


MR. TOMCZAK:  Yes.


MR. LIMBRICK:  It's a subcontractor of IBM.


MR. BRETT:  I see.  Okay.


MR. LIMBRICK:  When we went out to tender in the first place, everybody that responded was in the form of a consortium.  Typically with a major systems integrator with a relatively small software -- specialty software provider, and that's exactly the situation here.


MR. BRETT:  You wanted to fold it in together, so it's subbed, and he --


MR. LIMBRICK:  So we treat -- all the payments flow to IBM, but IBM is prime and eMeter is sub.


MR. BRETT:  Is that pretty well -- that's a more or less accurate picture, then, of the cost of the monies paid to date to IBM?  There is nothing missing of a major nature there?


MR. LIMBRICK:  Absolutely not.  IBM and eMeter together, IBM and eMeter costs rolled into one.


MR. BRETT:  But the eMeter is a portion of this, the 7.2?


MR. LIMBRICK:  Yes, it is.  It is.


MR. BRETT:  Okay.  That's helpful.


Now, just bear with me a moment here.  I think –- yes, just one.


You mentioned a while back that I think you were -- one of my colleagues - Ms. Girvan, I think - put a question to you about what would happen if the Board decided not to approve the full amount that you'd requested, the 250 or whatever.  And you said -- well, you made a comment.  I think what I heard you say was:  Well, it can't go to IESO, therefore -- and then you explained two ways that it would -- you could deal with the matter, as a practical matter.


So my question to you is:  When you say it can't go to the IESO, is that -- are you sort of giving -- what does that mean?  Does that mean that you have an indemnity agreement or something with them?  Or is it just as a matter of policy, you're not -- the IESO board has said:  We are not taking on any of these; we are not going to be responsible for any costs that are disallowed, if any were disallowed on the basis of -- on any basis by the OEB?


MR. LIMBRICK:  I can't tell you what aspects of the act or regulation preclude that, but certainly our board would not contemplate that sort of transfer.  And originally, the Memorandum of Understanding that was entered into between the government and -- or the Minister of Energy and the IESO acknowledged that costs prudently incurred would be retrieved from that part of the customer base that benefited from smart metering.


MR. BRETT:  Okay.  So in other words, you think that that may also be in a regulation somewhere, or even if it isn't --


MR. LIMBRICK:  No.  I say I am on shaky ground when you get me talking about the regulations.


MR. BRETT:  Okay.  That's fine.  I can read those, but basically I think the gist, the key thing here, is this MOU you are talking about, that the government and the IESO signed way back.  This would be early 2006, I suppose, or somewhere around there?


MR. LIMBRICK:  Yes, yes.


MR. BRETT:  Now, can this document be filed?  Have you got this document?


MR. DUFFY:  We will have to consult with the Ministry on that one.  As a practical matter, I think the other issue is that if a cost was found not prudent in this proceeding, of course the IESO is also rate-regulated and is also non-profit, so if it was to come forward in its own rate proceeding, seeking to collect from market participants a cost that had been disallowed here, I think it speaks to itself what would happen.


MR. BRETT:  You are saying it could do that, essentially; it would have the right to do that?


MR. DUFFY:  Well, whether it has or not, I think the result would be an obvious -- I mean, if it had been denied here, it's not going to be collected, I don't think, from the IESOs market participants; the board is not going to approve that.


So I think that is a fundamental practical problem that we have.


MR. BRETT:  Well, okay.  That's, I guess, something that we can talk about later – sorry?


MS. SEBALJ:  I just didn't know if you wanted to mark the request that you are making.


MR. BRETT:  Yes, I think it would be a good undertaking, to have them make the request and discuss it, if you are agreeable to that, make the request of the Ministry, discuss it?


MR. DUFFY:  We will have a discussion with the Ministry about that.


MS. SEBALJ: So it's JTC1.8.

Undertaking NO. JTC1.8: TO FILE MOU BETWEEN THE IESO AND THE MINISTRY OF ENERGY


MR. BRETT:  Just one question, more of a technical question on the way -- I guess the question is how has this work been financed to date.  And I think the answer you gave earlier was that essentially IESO has borrowed money for a variety of purposes under its different financial arrangements, notes and lines of credit and the like, and part of that money has been used to do this.


Is that essentially what has happened?


MR. TOMCZAK:  Yes.


MR. BRETT:  Okay, those are my questions, thank you.


MS. SEBALJ:  I think we may have some remaining questions, unless anyone else had anything.  Okay.

Questions by Ms. McOuat:


MS. McOUAT:  I don't have very many, because most of my mine were covered off.  So I am left with just a little bit of clean up.


The first one deals with talking about MDM/R operations at Exhibit C, tab 1 page 6.  In paragraphs 50, 51, 52 and 54, I had a few questions.  But the one that I am left with -- and at paragraph 54, forecast regulatory costs.  You forecast 150,000 a year for regulatory costs, and we are looking at the CME licence is valid until 2016 and this proceeding is proposed to establish fees until 2017.


So we just wondered what regulatory proceedings you were envisioning that would require costs in this period.


MR. TOMCZAK:  This is a conservative estimate in respect of any OEB orders that may come out of this, that would require us to comply and support on an annual basis. So it's really depending on the outcomes of these proceedings.


In the event that the requirements are minimal, the costs required to support those requirements would be less than projected.


MS. McOUAT:  Another clean-up, but I was comparing some of your costs against things that appeared in your business plans, and I looked at the 2010 and 2011 business plans.  So you may not have a business plan with you to check this reference, but the 2011 business plan talks about the resource requirements to support IESO mainstream business.


And then it goes on to say that the 2010 business plan states that corporate costs are minimal, and are not allocated to the SME.  And in your cost detail sheets, you do have corporate costs as a line item, and I just wanted to clarify what those might have been -- and they might have been some of these things that we have talked about already today.


MR. TOMCZAK:  Sure, I will talk to those. The comment in the IESO's business plan refers to the principle that only direct and incremental costs are allocated to the SME, and we talked about that earlier.


The corporate costs in this application refer to the costs of engaging legal counsel support for establishing MDM/R Co., and entering into various legal agreements between MDM/R Co. and the IESO around the governance transition arrangements that are referred to in the application.


MS. McOUAT:  Okay, thank you.  We spoke a little earlier about amortization, and I know that you have agreed to provide a continuity table.


So this may come out in the continuity table, but one of the things we wondered about is you have capital costs coming into service up until 2013, and you are amortizing over ten years.  But your tables show that the MDM/R is fully depreciated by the end of 2017.


Is that something you can speak to today?


MR. TOMCZAK:  That's correct, that based on our assessment of the changes or updates to the MDM/R beyond the updates that have been made to the MDM/R, those would be depreciated to December 2017.


MS. McOUAT:  So when you talk about a ten-year depreciation period, really what you are doing is going back to the beginning of your ten years, adding up your total costs, and depreciating the total amount over that time period --


MR. TOMCZAK:  Yes.


MS. McOUAT:  -- despite when it comes into service.


MR. TOMCZAK:  The system came -- the MDM/R came into production operations March 2008, and it's been amortized initially over a six-year period.  When more major updates to that system occurred, the amortization was extended to a ten-year useful life, reflecting the nature of those updates.


We don't -- based on our assessment today, the changes that had been made earlier this year, and a number of other changes that we are in the process of making over the next number of months and early next year, we don't expect that to change the useful life of the MDM/R beyond what's been proposed in the rate application.


MS. McOUAT:  Okay, thank you.  And we talked about a little earlier about your agreement with IBM, and I know you are sort of in the process of an RFP now and there wasn't much that you could say. However, I may have missed something.


The process you are going through now is to renew the agreement to the end of 2017, or sometime prior to that?


MR. TOMCZAK:  We are going through a competitive process right now to select a vendor who will, one, refresh and update the infrastructure, because the existing infrastructure is aging that's supporting running the MDM/R software; transition from the incumbent environment and service provider; and then to operate the system over a five-year period, starting April 1st, 2014.


MS. McOUAT:  Sorry, starting 2014?


MR. TOMCZAK:  Yes, April 1st, 2014, which is really the day after the end of the contract we have with IBM today.


MS. McOUAT:  So it may or may not be IBM, are you looking at -- you are looking at other service providers, okay.


MR. TOMCZAK:  Yes, we are.


MS. McOUAT:  Okay.  So right now, we are looking at how it's going to operate then -- out to the end of 2019 will be covered through this RFP.


MR. TOMCZAK:  March 2019.


MS. McOUAT:  2019, okay.  And then, at that period you would jump off that bridge when you come to it, right? Sorry.


MR. LIMBRICK:  We have system extension options in the RFP.


MR. TOMCZAK: And in order to avoid jumping off the bridge, we would --


MS. McOUAT:  Sorry, I didn't --


MR. TOMCZAK:  We would undertake a similar exercise of consideration, and planning and due diligence long before the end of the contract with a new operational service provider.


MS. McOUAT:  Okay, thank you.

Questions by Dr. Schwartz:


MR. SCHWARTZ:  May ask a follow up question on that? It’s Larry Schwartz from Energy Probe.


I notice this particular matter about the next provider in the contract, and as a general question -- I don't know how to put this without making it difficult for you to answer.


How likely is it that somebody, another provider, could take -- could fit into IBM's shoes?


MR. LIMBRICK:  Well, we have to believe it's likely.  We do believe it's likely, and we have made specific provision in the RFP for how transition will be handled.


An important feature of this, which hasn't come out in answer to the questions, is we are not talking about swapping out the software at the same time as IBM.


MR. SCHWARTZ:  Meaning?  I am sorry.


MR. LIMBRICK:  Meaning another integrator could come along, another integrator and operator of outside services could come along and take over from IBM.  But the software they would be running would be identical to the software we have today.


MR. SCHWARTZ:  Which is IBM-driven?


MR. LIMBRICK:  Which is eMeter, eMeter software.


MR. SCHWARTZ:  So the new integrator would have to effectively learn that system from --


MR. LIMBRICK:  If they were not familiar with it already.


MR. SCHWARTZ:  All right.  And then thinking about costs, would you think a new integrator could match IBM's costs to stay on?


MR. LIMBRICK:  Well, part of the evaluation, obviously, is looking at the total costs of ownership over a period, using all the people that responded to the RFP.  And that's one of the factors that we take into account, along with other factors like functionality, levels of service, contractual terms.


MR. SCHWARTZ:  I guess the reason I ask is just a very general one.  It seems to me hard that anybody from the outside could come in and get up to speed on what IBM or the other outfit you mentioned had done.


MR. TOMCZAK:  Just an initial comment is that we undertook this competitive process earlier this year, both with an RFI, to understand who are the possible providers of the service, and based on that response we issued an RFP.


So we were confident that there are qualified companies out in the marketplace that can perform this service.


MR. LIMBRICK:  And you are right, it's difficult but not impossible, but the alternative, if we took your logic to the extreme, is the incumbent would always win.


MR. SCHWARTZ:  That's right; that's why, in a sense --


MR. LIBRICK:  And the incumbent can gouge.


MR. SCHWARTZ:  Well, which leads to the other question, then.  If IBM were to be the follow-up to itself, wouldn't some additional governance requirements be necessary?


MR. LIMBRICK:  The governance is going through the competitive process.  I mean, they are going to have to sign up for their rates under a competitive process.


MR. SCHWARTZ:  I see.  I don't want to belabour the point, but I would imagine that IBM has already kind of a first-mover advantage in that regard, being the incumbent?


MR. LIMBRICK:  Absolutely, they do.  They have a lot of knowledge of where the warts are in the system and the issues, and of course they have an advantage.


MR. SCHWARTZ:  So you are saying that if they were to win in the second round, they would be bound by whatever terms they have proposed?


MR. LIMBRICK:  Absolutely.


MR. TOMCZAK:  I would also add that through the competitive process, one of the objectives is to get a fresh perspective on this.  We have been on this journey for quite some time, and this whole sector has matured from 2006.  And it is an opportunity to ensure that we are getting the best value for ratepayers, through this competitive process.


MR. LIMBRICK:  I don't want to give you too long an answer to your question, but it's in IBM's interest to sharpen its pencil.  It can do that on the basis of the knowledge it has acquired, and we could care less as whether it's IBM or somebody else as long as it's the best possible deal we can get.


MR. SCHWARTZ:  Thank you.

Questions by Mr. Harper:


MR. HARPER:  Bill Harper, again.  I just want to follow up, if you don't mind, on a couple of comments you made.


One was the -- you said it would be the same software that would be used, that software would continue.  Now, if the refresh is going to carry us through and -- but we talked earlier about how the software had -- you were assuming an end-of-life for the software basically 2017, which is when the existing asset sort of came to end-of-life.  And then I thought I just heard you say that, well, no, the software could well -- life could well continue beyond the end of the existing asset.


And so I was just wondering whether -- how we square those two comments up and whether it's appropriate to only be amortizing the software costs here to the end of 2017, or whether a longer amortization period for some of that newer software should be contemplated.


MR. LIMBRICK:  What we are contemplating is, throughout the future, we are going to be doing updates to this product for all sorts of reasons, the same as you do at home with Microsoft, right?  You are used to it.  And we will be doing the same sort of thing, which will be keeping the thing able and competent to do its job.


But there comes a time with any piece of software when the service packs run out and you have to move from Windows XP to Windows 7 or whatever it's going to be.  And we are judging that date to be around 2017.  That's all it is.


Do we expect to move off eMeter then?  We have made no decision in that regard, but do we expect to move to a new generation of that software?  We think that's likely.


And that's significant and it will cost a significant chunk of money to do that, and we don't want to lay that -- and that amortization will start then, and we don't want to layer it on top of the amortization we have today.


So we think that's a reasonable point.


MR. HARPER:  Okay.  Fine.  Thank you, and sorry for the interruption.

Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  Sorry, with respect to the RFP, so you have issued the RFP?  You are in sort of the --


MR. LIMBRICK:  We have had the responses, and we are 90 percent through the evaluation of responses.


MR. RUBENSTEIN:  Would you be willing to file, on a confidential basis, the RFP that you had issued?


MR. TOMCZAK:  Just in terms of background, the RFP was posted through MERX, which is a procurement facility, and was made available to potential respondents on a confidential basis.


That RFP did include a number of areas of -- that are highly confidential in nature, and we want to make sure that that is maintained in any consideration.


My understanding, your question was:  Can we release the RFP?


MR. RUBENSTEIN:  Yes.  I am not sure what your answer is.


MR. TOMCZAK:  I am looking to my colleague around...


MR. DUFFY:  Well, that's fine.  I understood you to say that some portions of it are confidential.


MR. TOMCZAK:  Yes.


MR. DUFFY:  Okay.


MR. LIMBRICK:  Can you be more specific?


MR. TOMCZAK:  The areas that are highly confidential relate to security and privacy considerations that, if released, would put the MDM/R service at risk.  So we are very conscious about having all portions of the RFP released, and hence when we released the RFP to vendors, they were subject to a non-disclosure agreement.


MR. DUFFY:  So, Mark, what I say we can do is we will look at it and see if there are portions that are not subject to confidentiality that we think could be released without endangering the process in some way, but obviously it's kind of sensitive, so if --


MR. RUBENSTEIN:  So there's two things.  One would be can you release it -- what can you put on the record?  And then what are you willing to put on the record, you know, pursuant to the confidentiality, the Board's provisions?


MR. DUFFY:  I understand, so what can we put on the public record, and what would we be willing to release subject to the confidentiality undertakings of the Board.


We will look into that and give you an answer on that point.


MS. SEBALJ:  It's JTC1.9.

UNDERTAKING NO. JTC1.9:  to DETERMINE WHAT, IF ANY, PORTIONS OF THE RFP CAN BE RELEASED SUBJECT TO OEB CONFIDENTIALITY PROVISIONS.

I guess the only -- is it two or three categories, what can go on the record, what can be filed on a confidential basis, and what can't be filed at all?  Or would you be filing it on a confidential bass and asking for some special provision from the Board with respect to who can see it?


I am talking about the provisions that have been mentioned.  I guess it's for you to consider in response to the technical conference -- to the undertaking?


MR. DUFFY:  Yeah, I think just given the nature of where we are at and the stage in which we are at, at this point in time, I think I want to take it away and make sure we carefully consider that.  Obviously, we don't want to end up putting ourselves offside with anyone that we have taken bids from.


MS. SEBALJ:  I guess for me the overriding -- it sounds like there is overarching concerns with respect to privacy and security of the MDM/R period, regardless of the fact that it's in an RFP.  And so obviously the Board would have concerns with -- potentially with releasing that at all, even on a declaration and undertaking basis.


I am just putting it out there.


MS. McOUAT:  I have just got a bit of follow-up.


We talked a bit about the budget, and as I understand it, the Ministry approved the SME budget to the end of 2012; is that correct?


MR. TOMCZAK:  February 2012.


MS. McOUAT:  To February 2012?  And then what we are looking at now is a budget to the end of 2017; did the Ministry approve that budget, as well?


MR. TOMCZAK:  No, they did not.


MS. McOUAT:  Okay.  What was the approval process for that budget?


MR. TOMCZAK:  We took the projections and budget to the board, our board, for the period ending 2014, and took the projections to December 2017 to the board as projections, and approval for filing this application.


MS. McOUAT:  Okay.  And that's the IESO board?


MR. TOMCZAK:  Yes.  The IESO board.

Questions by Ms. Sebalj:


MS. SEBALJ:  Can I just ask a follow-up to that, that I had from previous?


The IESO board therefore is involved in the SME's operations from a governance accountability perspective.  How is that -- how is their time or their per-diem or their stipend or however it works allocated back to the SME?  Or is it?


MR. LIMBRICK:  It's not.  We treat it as one of those corporate expenses that it's (inaudible) so there's no marginal cost for asking them to consider SME matters, ergo we don't transfer any costs of board time to SME.


MS. SEBALJ:  Thanks.


MS. McOUAT:  Okay.  And then after, we talked a bit about the controls that you have in place to monitor what's happening and the costs that you are incurring now.


Who will be responsible to oversee the budget and actual spending upon transition?  Is that the SME steering committee?


MR. TOMCZAK:  Just to clarify, are you referring to the transition of governance to MDM/R Co.?


MS. McOUAT:  Yes, sorry.


MR. TOMCZAK:  Then the board of MDM/R Co. would have that fiduciary responsibility.


MS. McOUAT:  We talked a bit earlier about -- you defined fully burdened costs and the costs that had been assigned to the SME from IESO.


Is that -- when you described the fully burdened costs, is that the past costs?  The costs that are showing up to the end of 2012 are fully burdened?


MR. TOMCZAK:  They are fully burdened in the context of they are direct and incremental, so vacation benefits for any staff that have allocated their time to this initiative.


MR. LIMBRICK:  In terms of IT technology they have been kept completely separate.  So the SME does not connect through to the IESO servers and network; they have a dedicated network with their own routers, and those costs are flown through to the SME.


They are completely apart.


MS. McOUAT:  And then for future costs, the costs that I'm looking to the end of 2017, are those fully burdened, as well?


MR. TOMCZAK:  They are burdened in respect of those resources that are noted.  We are currently using IESO's facilities, and if -- where we are projecting to require the IESO to incur any incremental costs over and above, then yes, those are included.


We are not allocating any additional costs over and above from what we had allocated before.


MS. McOUAT:  Okay.  So one of the things that struck us as we were reading this evidence was:  What assurance can be provided that the costs of these resources are outside of the base of the IESO's rates that were approved? Has there been a cost allocation study, or is there something that you could file to demonstrate that you have gone through that exercise to ensure that they are fully separate?


MR. TOMCZAK:  We execute a number of controls to ensure that there is no cross-subsidizations.  And I will refer to the monthly reviews of time and effort and approvals of all the charges related to the SME are appropriate to the SME.


IESO's financial statements also go through an annual audit, and the SME's costs are disclosed in our financial reports.


And so I am inquiring what additional information are you interested in, beyond...


MR. LIMBRICK:  All our staff file electronic time sheets, with time allocation to various account codes, including those of smart metering.


MR. TOMCZAK:  And all the external vendors that -- vendor costs that we referred to are separate and not related to any -- IESO's other business, so they are direct attributable to smart metering, and are presented as such.


MS. McOUAT:  Okay.  And then I had similar questions on the capital costs.  I believe you said a little earlier you have capital costs that are totally separate.


Are there any that -- any shared capital costs at all?


MR. LIMBRICK:  No.  And the capital costs that there are that we, the IESO, incur are very, very small.  I mean, the technology we have deployed in-house for this is limited.


MS. McOUAT:  And then moving to, on the Issues List, Issue 1.4, when we are talking about the proposed rate structure and the automatic rate adjustment, regarding the automatic annual adjustment, was there any sort of sensitivity analysis done to establish the need for an annual adjustment?


I mean, it occurs to us that the numbers should not change significantly year over year, such that the rate would be a significant change.  Is there -- was there any sort of examination of how much does the rate have to change before it needs to be adjusted, or how many customers need to be added or dropped?


MR. TOMCZAK:  I think if you look at the OEB Yearbook over time, there hasn't been a lot of change in aggregate but there hasn't been a lot of change in aggregate, but there's been some change in terms of eligible LDCs.


So the number of LDCs has reduced since when this initiative started, and the number of customers per LDCs, there has been shifts.  So this annual adjustment was contemplated to ensure it is a fair allocation to the customers that the LDC actually has, and are benefiting from the service, while recognizing that the annual year-over-year growth has been historically small.


MS. McOUAT:  So it's more a function of how do you allocate it to the LDCs, rather than how much does the end-user pay?


MR. TOMCZAK:  As noted earlier, based on the historical growth, the total aggregate billing determinant is not expected to change a whole lot.


MS. McOUAT:  Now, just looking at -- just regarding the time period that we are looking at, we wondered why are we looking at establishing a rate to recover the costs up until 2017, as opposed to a shorter period, you know.  Why not look at a two-year period and then come in for an update, or a one-year period?


Why did we pick 2017, other than that's the useful life of the asset?


MR. TOMCZAK:  We were looking for what was a reasonable basis for recovery while respecting or recognizing that an amount had been expended to date that was capital nature, as well as the cost to operate the system to February 2012.  And recognizing that most consumers were benefiting from the system at the time of filing.


We felt it was a simple-to-implement, from a practical perspective, methodology, and time period that was based on the amortization period to recover the costs expended to date, plus the ongoing operation of the MDM/R to December 2017.


So that was the main rationale that we used to pick that date.


MS. McOUAT:  Okay.  And then is it the SME's intention that, after 2017, then, you would come forward with a new proposal and rates would be reset for another period after that?


MR. TOMCZAK:  We would have to come before the Board for establishing a rate beyond 2017.  Yes.


MS. McOUAT:  All right.  I just have one other thing, and it came out of -- we have mentioned a few times the Hydro One exempt customers and how those are going to be dealt with, and I understand you are going to be looking at that through an undertaking.


I just wanted to point out that I am aware of at least one other LDC that has other customers in the same boat.  And so as you do your undertaking, it might -- you might want to look at what other LDCs are out there that have this problem, because it's not just Hydro One.


MR. DUFFY:  I think that was something that we covered before, and we certainly will look and I think talk with the EDA and make sure we have a better understanding of what other LDCs might have this issue.


MS. SEBALJ:  Just -- I had intended to go back to JTC1.3, because it's a taking that grew as we spoke.  So is that your understanding, Patrick, of where that undertaking fits, the bit about different utilities?  Because I have JTC1.3 as saying:

"Update the evidence to reflect the fact that six months have elapsed or more in the strategy to manage the elapsed time period, plus include issues of utilities without smart meters or with seasonal customers, plus clarify what the collection year will be, January versus July versus the fall or some other period, plus a threshold for disposition of the variance account."


Is that your understanding?  It's kind of a -- or did I miss anything?


MR. DUFFY:  I am just looking here at my notes.  I think that is everything, and the concept would be that all of those things ultimately flow into what the rate needs to be.


MS. SEBALJ:  Right.


And I just had a couple of – sorry, was yours related to this?  Sorry, I thought you had your hand up and you wanted to ask something.  No, you were just stretching?  We won't identify you, for the record.


I had just a couple of very small follow-ups.


At one point we were talking about the testing of this different functionality related to meters that are neither residential nor GS-under-50 and I wondered where those costs were being borne?  Obviously by SME, but are they in the costs that you are asking for in this proceeding, the 250 million?


MR. TOMCZAK:  The -- yes, the costs for testing that functionality are contemplated in the 251 million, as that was functionality that was contemplated in the original contract that we want to make sure is tested and that it works as designed.


MS. SEBALJ:  And do you have an order of magnitude?  What line item would I find it in, and is it a -- I mean, obviously the reason I am asking is because those costs cannot be attributable directly back to the customers that you are proposing to now spread the costs over, but I guess it depends on the order of magnitude of costs that we are talking about, whether it matters or not.


MR. TOMCZAK:  As part of the original Phase 2 delivery, we held back some dollars from the contract with IBM for delivering some of that functionality, in getting it to production-ready state.


So that's part of the original fixed price contract, and the order of magnitude of that is less than $200,000.


The IESO costs and vendor costs to test it and get it to production, where they are contemplated under the line item, I will just –

"Measurement Canada 2012 solution and required upgrades."

So as we are testing a release and that functionality is ready, we would undertake to test it together.


And that also makes sense from the perspective of deploying a release.  To making it available for LDC testing, what we try to do is group functionality together to minimize the amount of LDC testing effort required, prior to making the release available to production.


MS. SEBALJ:  And so is it contemplated at all in your business plan, for lack of a better word -- the SME's, not the IESO's -- that this functionality may be available, may be -- I think what you said originally was that no one had actually requested it, but if, during this period up to 2017, it becomes available, what's the plan for dealing with the costs that are associated with that?


MR. TOMCZAK:  There is the functionality which was contracted.  We would need to consider the impact or implication of having that functionality used by distributors in terms of the overall resource utilization of the overall system.


I think as Bill alluded earlier, these types of meters are different from what meters are typically used for residential customers.  They have much higher granularity of consumption information, multiple channels, billing based on demand, not just electricity consumed, a lot of – a lot more complexity.


So we would need to assess the impact of that load onto the infrastructure and contracts we have with an operational service provider, and consider that in relation to a rate for that customer class.


MS. SEBALJ:  And presumably that would result in a separate application to the Board?


MR. LIMBRICK:  I think it would have to.  I see this very much driven out of the LDC community; we have not seen any of them clamouring for this at this point in time, probably because they have enough on their plate with residential meters.  But the systems they use to manage those meters will start to reach end-of-life.  I think I know which systems they use for many of them.  And they ought to think about replacing them.


And I think when they do that, they will probably ask themselves the question:  Can we align business processes between those sort of meters and residential?  And then I think there'll be a pressure to move forward on this.


MS. SEBALJ:  The only other question I had was when you were explaining the discrepancy between budget and actual for the historic costs to Mr. Thompson, you talked about the fact that there was -- at the same time as there was a contingency of about 14 million, there was also an expansion of scope.


MR. LIMBRICK:  Yes.


MS. SEBALJ:  Was Phase 4 the expansion of scope entirely, or is the expansion of scope variously included in here?


MR. LIMBRICK:  No, it's Phase 4 and Measurement Canada work beyond the scope of the original project.


MS. SEBALJ:  So the 8,384,254 was entirely -- originally not contemplated in the budget of 88, 89 million that you got from the government?


MR. LIMBRICK:  That's correct.


MS. SEBALJ:  Okay.  Those are all my follow-ups.  Thanks.


Anything else?


MR. BRETT:  Just one question.  I think you may have answered this, but are all the LDCs covered?  The question -- what about Kingston, for example, which is -- Kingston Hydro is in the yearbook here, but it's not regulated by the OEB, to my knowledge; it's part of the Public Utilities Commission of Kingston, which I don't think is regulated by the OEB.  So is that in or out?  Would Kingston...


MR. TOMCZAK:  It's in.


MR. BRETT:  It's in?  Okay.  All right.  So how will you, then, I guess -- how will you -- well, I guess you will find some way, some channel to get those -- make sure those costs come in.


Is the Board going to make an order against Kingston?  Is that the idea?  Will the Board's order extend to Kingston?


MR. HARPER:  Excuse me.  Actually, Kingston is regulated by the Board.


MR. BRETT:  It is?  Okay.  I am sorry.


MS. SEBALJ:  Cornwall would be an issue.


MR. BRETT:  Cornwall?  Will the Board make an order against Cornwall?  How will you deal with this?


Is Cornwall in or out?  Is it...


MR. TOMCZAK:  Cornwall is in.


MR. BRETT:  Is in?  All right.  So how will that work, then?  How will the Board ensure that Cornwall pays its share?


MR. DUFFY:  That's a good question.  To be honest with you, I hadn't actually thought of it.


MS. SEBALJ:  Cornwall the LDC, as opposed to Cornwall's customers, you mean?


MR. BRETT:  Yes.


MS. SEBALJ:  I hadn't either.  We would have to think about that.


MR. TOMCZAK:  We did consider, just as part of the IESO settlement process, because a number of LDCs are market participants where we settle directly and others are embedded with others.  And the way we contemplated that we would bill, through the IESO settlement process, the wholesale market participant, and then have -- with a specific line item identifying that particular distributor to the market participant, so they could bill their -- that organization.  Because IESO is not able to bill through our settlement process unless you are a market participant or registered in a particular way.


MR. DUFFY:  I guess the concern is we can send Cornwall a bill, but what if they don't pay it?


MS. SEBALJ:  But at the end of the day, they are still a market participant?


MR. LIMBRICK:  They are a market participant.


MS. SEBALJ:  And therefore they would be breaching their -–


MR. LIMBRICK:  That's the -- all we are doing is using the IESO invoice as a convenient and efficient vehicle to get payment.  So I am not sure that the strictures we have on the IESO side would actually reasonably apply.


MS. SEBALJ:  Got you.


MR. BRETT:  Perhaps that could be an undertaking.


MR. THOMPSON:  I think we act for the City of Cornwall.  We will see that you get paid.


[Laughter]


MR. DUFFY:  I hope we haven't planted a seed with them now.


[Laughter]

Procedural Matters:


MS. SEBALJ:  I don't think, unless Michael corrects me, that there was a date stipulated for answering undertakings.


MR. DUFFY:  I believe that's correct.


MS. SEBALJ:  I don't know if you have any idea of when we might expect them.


MR. DUFFY:  Most of them I don't think will be too troublesome.  The ones, obviously, that are somewhat outside of our control or where we've been asked to go ask this one, so I guess the undertaking is just that we ask, and -- but obviously I am sure the response you would like to know is what did they say.


So what we are happy to do is to assess that this afternoon and write to the Board perhaps.  I know a number of them, for instance, we can probably answer fairly quickly.  We will write to the board sometime this week, give you what ones we can, and then maybe give you an idea of when we think we can reasonably get back on the rest of them.


MS. SEBALJ:  That would be great.  Thank you.


So unless there is anything else, I think -- thank you very much for your time, and we are adjourned for today.  Thanks.


--- Whereupon the conference concluded at 1:04 p.m.
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