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Tuesday, September 30, 2014

--- On commencing at 9:43 a.m.

MS. LONG:  Good morning, everyone.  Please be seated.

The Board is sitting today in the matter of an application by Horizon Utilities Corporation for a custom incentive rate application, seeking approval for changes to the rates it charges for electricity distribution to be effective January 1st, 2015 and each year thereafter until December 31st, 2019.

The matter has been assigned Board file number 2014-0002.

Horizon filed its application on April 17th, 2014.  The record sets out the various procedural steps that have taken place.  A settlement conference was held on August 27th and 28th.  A partial settlement proposal was filed with the Board on September 22nd.

In order to accommodate certain scheduling issues raised by the parties, the presentation of the settlement agreement will not be heard today.

Horizon has been instructed to make a witness panel available to respond to questions from the Board on matters related to issues 1.1 and 3.2 on the issues list.

In the event that the settlement proposal is accepted by the Board, oral evidence in this proceeding will conclude on October the 10th.

Today and tomorrow the panel plans to hear evidence on the contested issues between the parties, those being cost allocation and rate design.  A motion has been brought by the City of Hamilton.  As outlined in the Board's letter of September 26th, this motion has been adjourned to October the 9th.

My name is Christine Long, and I will be presiding today.  Along with me are my colleagues Emad Elsayed and Cathy Spoel.

May I have appearances, please.
Appearances:


MR. RODGER:  Thank you, Madam Chair.  My name is Mark Rodger, and with me is my colleague, James Sidlofsky, and we're appearing as counsel to Horizon Utilities Corporation.

MS. LONG:  Thank you, Mr. Rodger.

MR. BRETT:  Good morning, Madam Chair, panel.  My name is Tom Brett, and I am appearing on behalf of the Building Owners and Managers Association, BOMA.

MS. LONG:  Good morning, Mr. Brett.

MR. SHEPHERD:  Jay Shepherd.  I am counsel for the School Energy Coalition.  I have been asked to put in appearances as well for Julie Girvan, who will not be at the hearing but will be involved in the Hamilton motion and final argument on behalf of Consumers Council of Canada, and Michael Janigan, who will be here tomorrow, who is counsel for VECC.

MS. LONG:  Thank you, Mr. Shepherd.

MR. WARREN:  Robert Warren for the City of Hamilton.

MS. LONG:  Mr. Warren, thank you, good morning.

MS. GRICE:  Good morning, Shelley Grice for the Association of Major Power Consumers in Ontario, and I would like to put in an appearance for AMPCO's counsel, Mr. David Crocker, who will be here tomorrow.  Thank you.

MS. LONG:  Thank you, Ms. Grice.

MR. AIKEN:  Good morning, Madam Chair and panel, Randy Aiken on behalf of Energy Probe Research Foundation.

MS. LONG:  Mr. Aiken, good morning.

MS. HELT:  Good morning, Madam Chair.  Maureen Helt, Board counsel, and with me I have Christie Clark, who is the case manager on this matter.

MS. LONG:  Thank you, Ms. Helt.

Mr. Rodger, I understand there are a few preliminary matters this morning.
Preliminary Matters:


MR. RODGER:  Yes, thank you, Madam Chair.  I have two preliminary matters.  As you know, we're going to be turning shortly to the -- Horizon's cost allocation and rate design panel.  We have the various members of that panel here.  We have one witness who is not physically present but is on the screen by video-link, and that is Mr. John Todd, who is in Kathmandu, Nepal this morning.

So what we've done is, we're utilizing the Board's WebEX videolink, and then in addition, Mr. Todd has called in by a phone line.  So we think -- we tested this yesterday.  It is working pretty well.  We have asked Mr. Todd to kind of speak slowly.  There is a bit of a delay, but we think it should work well, and I am assuming, Madam Chair, that you can see Mr. Todd's image on your video screens before you?

MS. LONG:  We can, Mr. Rodger.

MR. RODGER:  Okay.  So that is the technology issue.

As you mentioned at the outset, Madam Chair, there's been two days scheduled for this panel.  In the event we do conclude earlier tomorrow or have time tomorrow, Horizon would certainly be prepared to present the settlement proposal to you tomorrow, if the Board wishes.

We do have the Horizon witnesses ready for that, so I would offer that to the Board, if you thought that that would be an efficient way to proceed.  We certainly would be prepared to do that tomorrow afternoon.

Those are my preliminary matters, Madam Chair.

MS. LONG:  I am just going to address that last matter.  The panel has had an opportunity to discuss it this morning, and what we thought might be helpful for us, if there was time, Mr. Rodger, if you were to do a presentation, a preliminary presentation of the settlement proposal without your witness panel, just to take us through it.  We have all gone through it, but it might be helpful for you to point out the salient points to us, and then we would still want the witness panel to come back the 9th and 10th so that we could ask questions of them.

MR. RODGER:  Be pleased to do that tomorrow, Madam Chair, thank you.

MS. LONG:  Thank you.

MR. SHEPHERD:  Madam Chair, I have a preliminary matter.

MS. LONG:  Yes, Mr. Shepherd.

MR. SHEPHERD:  The intervenors have not agreed on an order for cross-examination of this panel.  The issue is that some of us believe that the City of Hamilton as the shareholder of the applicant should go first.  Although they're here in their capacity as ratepayers, they still are in fact the shareholder.  And it is normal practice that they would go first.

So unless there is some compelling reason for them not to go first, I would prefer not to have to have the shareholder of the applicant cross-examining after I am.

MS. LONG:  Mr. Warren, do you have some comment on that?

MR. WARREN:  Oh, indeed I do.  The -- I am not aware that the ordinary practice is that the shareholder go first.  The unstated premise of Mr. Shepherd's position is that somehow the interests of Horizon Utilities and the City of Hamilton are congruent and that I might engage, after his cross-examination, in some kind of sweetheart cross-examination or coopering-up answers that I didn't like.

The notion that the City of Hamilton and Horizon have shared interests in this application is, not to put too fine a point on it, laughable.  But the principle underlying Mr. Shepherd's position is one I think the Board has to address.

In its application for intervenor status, City of Hamilton said we're a ratepayer.  Our interests as a ratepayer are therefore adverse in interest to those of Horizon.


The Board granted the City of Hamilton intervenor status on that basis.  It is in no different position than is Mr. Shepherd, no different position at all.  And I would strongly urge the Board to make it clear in its decision on Mr. Shepherd's request that that's the case.

Now, if it weren't sufficiently evident from the terms on which my client applied for intervenor status and the terms on which it was granted intervenor status, that it's no different from any other intervenor, subsequent events surely demonstrate that there is something below the measurable threshold of harmony in the interests of the City of Hamilton and Horizon.

We have filed a motion, my clients filed a motion seeking the delay in consideration of the cost allocation issue that has been vigorously opposed by my friend Mr. Rodger's client, to the point where Mr. Rodger's client last week filed an affidavit in support of their opposition to our position.

We will be filing responding materials next week, and the Board has made a decision to defer consideration of that highly contested motion until the 9th.  That, it would seem to me, is not just prima facie evidence.  It is overwhelmingly clear the position of the City of Hamilton and of Horizon are adverse in interest.

To accede to Mr. Shepherd's notion that we're somehow going to engage in sweetheart cross-examination is a principle which I invite the Board to reject strongly.

As a practical matter, I have no questions for Mr. Todd in Kathmandu; Mr. Shepherd does, so as a practical matter he should precede me in any event.  But as a matter of principle, I would ask the Board to find that we are adverse in interest and that we should fall in the ordinary course wherever we fall in the list of cross-examiners.

Mr. Rodger may well have views on whether or not we are as companionable as Mr. Shepherd seems to think we are.

Thank you.

MS. LONG:  Do any other intervenors have a position on this issue?  No?

MR. SHEPHERD:  Madam Chair, I have just two comments.  Firstly, I didn't hear a reason from Mr. Warren why he would not be first, why somehow he should be down in the order in some way, except that he doesn't have any questions for Mr. Todd.  But then Mr. Todd's going to be on the screen all day, so that would mean he would have to go last.  Which is about as bad as it could be.

The second thing -- so it seems to me that all other things being equal, he has no reason to be either first, second or third.


If he is right, then he should be willing to go first.  Why not?  It is just random.

Then the second thing is our main reason to be here is the creation of the large user class.  And as you will see from our cross, our thesis is that the utility, perhaps at the request of the city, deliberately sought to reduce the rates to the large users as an economic development activity.

Which may or may not be okay, but that's our thesis, and on that issue there's no doubt that the city and the utility would be exactly on the same page.

So whether or not my friend has cross on that, we should not be put at risk that he does.

So those are our submissions.  I didn't realize there was going to be surreply.

MR. WARREN:  Well, Madam Chair, may I just reply to an insidious suggestion by my friend that the City of Hamilton asked Horizon to create this new rate class.

There is not a shred of evidence on that.  There is, to my knowledge, no interrogatory posed by my friend Mr. Shepherd on that.

To now raise it without a shred of evidence is tantamount to unprofessional behaviour.  It is irresponsible on his part --

MR. SHEPHERD:  Sorry?


MR. WARREN:  -- and I ask my friend Mr. Rodger to speak to the issue.  There is not a shred of evidence that that's the case.


And I would ask Mr. Shepherd to withdraw that suggestion from the record.


MR. SHEPHERD:  Madam Chair, first of all, my friend should apologize for calling me unprofessional.

Number two, I'm entitled to ask questions on this issue.  I intend to ask questions on whether there were discussions with the City of Hamilton, and the evidence will be what it will be.

The evidentiary part of this proceeding is not finished yet, so to say there is no evidence on it is completely irrelevant.

MS. LONG:  Well, I think we understand the tenor of the discussion between the parties.  I don't know, Mr. Rodger, if you have anything that you want to add, briefly, before we make our determination, but secondly, I am going to ask other intervenors if they have any time constraints with respect to needing to finish today, or the order which they need to go in.

So please be prepared for your comments after Mr. Rodger speaks.


MR. RODGER:  All I would say, Madam Chair, is that Horizon takes no position with respect to the order of cross.

But Mr. Warren is correct when he says that in this case of the unsettled issues of cost allocation and rate control, clearly my client and his client are adverse in interest.

MS. LONG:  Thank you.  Mr. Aiken, do you have any constraints?


MR. AIKEN:  I do.  I need to finish my cross today.  As to the order, I really don't care as long as I can get done today.

MS. LONG:  Okay.  Mr. Brett?

MR. BRETT:  Madam --

MR. RODGER:  It seems we lost our microphone.

MR. BRETT:  Oh, it works.  Excuse me.  Thank you.  Sorry.  I have no time constraints.  I am flexible.

MS. LONG:  Thank you.

Ms. Grice, do I understand that AMPCO wants to go tomorrow?


MS. GRICE:  That's correct, yes.

MS. LONG:  Okay.  Thank you.


Just give us a moment.  Thank you.


[Board Panel confers]


MS. LONG:  All right.  We have determined the order that we would like to hear the evidence today, given the limited availability of Mr. Todd.

With respect to the discussion that we heard between SEC and the City of Hamilton, the Panel takes the view that, in this instance, the city is adverse in interest on this issue on cost allocation, and therefore we are not going to make them proceed first.

The order that we would like to see happen is, Mr. Aiken, you will go first.  Mr. Warren, you will go second.  Mr. Shepherd, you will go third.  And Mr. Brett, hoping that we can get to you today, you will go fourth.


So with that said, there is one further preliminary issue, Mr. Shepherd -- Mr. Rodger, excuse me.  You filed an updated Exhibit 10, which I understand that you are seeking confidential status over?


MR. RODGER:  Just elements, elements that deal with customer-specific data.  And what I would propose, Madam Chair, is that -- I don't have any questions in my examination-in-chief on those, but my suggestion would be that if any party wanted to raise and explore the confidential parts, that we can do so in camera.


MS. LONG:  Okay.  Well, I would like to deal with this right now.

MR. RODGER:  Okay.

MS. LONG:  I don't know that we need to go in camera for the questions that the Panel had on this matter.  So this is the updated evidence, Exhibit 10.  And on page 2 of 7 –-

MR. RODGER:  You are looking at the confidential filing?


MS. LONG:  I am looking at the redacted version.

MR. RODGER:  Okay.  Yes.

MS. LONG:  The redactions in line 10 and 11.

MR. RODGER:  Yes.

MS. LONG:  It was unclear to the Panel why this would be confidential information, given that it seemed to us that this information would be publicly available in the CCAA filing.  And then it did not go to specific customer information.


So I can tell you that the Panel's view is everything else in this document, we think is properly redacted.  We don't believe this portion should be properly -- is properly redacted.

So unless you can convince us otherwise, that would be our position.  And then if any of the intervenors strongly disagree and want to make submissions on this, we will hear from them.


MR. RODGER:  Thank you, Madam Chair.


The references in lines 9 to 11, the first redacted figure represents the loss, the likely loss that Horizon will incur as a result of it being an unsecured creditor, from the period of its last bill in August being issued until the notice of CCAA was announced publicly September 17th.

We ask that this be redacted, since that goes to the customer obligations and from which it could be extrapolated what the load is of this customer.

So that's why we thought that was a sensitive number.  It ultimately goes to their amounts that they pay for electricity to Horizon.


MS. LONG:  Is it your position, because it is a defined period of time --

MR. RODGER:  That's correct.

MS. LONG:  -- that that is the issue?


MR. RODGER:  That's correct, Madam Chair.


MS. LONG:  And this number is not publicly available in the filing?


MR. RODGER:  That's correct.


MR. SHEPHERD:  Madam Chair, I don't understand why this is not in the CCAA filing.  It would be on the list of creditors, wouldn't it?


MR. RODGER:  There is in my cover letter, to which I attached Exhibit 10, I included a website that Ernst & Young has hosted for the monitor for this process.  And they have a list of unsecured creditors.

For whatever reason, Horizon was not mentioned on that list, and I don't know why.  It was described as a preliminary list, but when I last checked -- which was probably two days ago -- Horizon did not appear.


So at this point it is not publicly available information, to the best of my knowledge, Madam Chair.


MR. WARREN:  Madam Chair, I don't know why any of this information is confidential, to be frank.


When a party elects to file under the CCAA, they, metaphorically speaking, elect to take off all of their clothes in public, because it's the public that ultimately has to pay, directly or indirectly, for all of the obligations which are incurred by the debtor.

So that would include not just what is owing -- the numbers to which you just referred -- but the prospective impact, if there isn't a sale of this entity and if there's not ongoing business in the Hamilton facility.

Those are matters which, by filing under the CCAA, the debtor elects, in effect, to make public so that there can be a publicly available discussion about the impact of this on the community.

There are numbers which are included -- for example, on page 4 of 7 -- on the likely impact on the municipality through Horizon in a couple of different scenarios.

It strikes me that on the Board's principle that information which is of interest to the public should be publicly available, this information should be publicly available.

In a CCAA proceeding, in my understanding, the only information which is confidential ultimately are the offers to purchase that may be filed in a competitive bid at the end.  When the court receives offers to purchase some or all of the assets, those are kept confidential, because that's a matter of competition.

But otherwise, in my respectful submission, all of the information which is contained in these many documents, including, for example, the Elenchus report, in which there are no numbers, should not be marked confidential.  But all of the numbers, in my respectful submission, pursuant to the Board's principles that the public ought to know the information, dictate that all of this information should be made public.

Those are my submissions.

MS. LONG:  Mr. Rodger, do you have any response to that?

MR. RODGER:  Yes.  If, on that unsecured creditor list, this information of Horizon was illustrated, we wouldn't have an issue.  We would agree that it is publicly available.

The fact that we weren't listed, Horizon wasn't listed, we found surprising.  Maybe the list will be updated, but it was on that basis that -- and with a lack of an understanding why we weren't included, and as you know, Horizon, if it errs, it errs on the side of protecting customer information, and for those reasons we redacted it.

MS. LONG:  So Mr. Rodger, is it your position that if this information were to become public, if you checked the website this afternoon and that number was up there, that you would make this information public?

MR. RODGER:  We would.

MS. LONG:  Thank you.

Mr. Rodger, do I understand you correctly that you are going to lead some evidence in-chief?

MR. RODGER:  Yes, I am, Madam Chair.

MS. LONG:  Are you going to be referring to this document in-chief?  I thought I heard you say no.

MR. RODGER:  I will be referring to Exhibit 10.  And, yes, certainly the expectation was the parties could ask questions on that exhibit, which includes the Elenchus report that is attached.

MS. LONG:  Okay.  I just asked you, do we need to make a decision on whether or not this needs to be done in camera or not --


MR. RODGER:  I don't think so.  I think it will be dependent on the intervenors' questions, Madam Chair.

MS. LONG:  Well, then let's proceed with you, and you can introduce your witness panel, and then I will ask the same question of Mr. Aiken before he begins, and it may be that we will take a break and make a decision on whether or not this is properly redacted.

MR. RODGER:  Okay, well, thank you, Madam Chair.

MS. LONG:  If you could proceed and introduce your witness panel to us.

MR. RODGER:  Okay, panel.  So as Madam Chair articulated at the outset, this is Horizon Utility (sic) Corporation's panel on cost allocation and rate design, and the new Exhibit 10 that was filed last week, the only unsettled issues in this hearing.

I would first ask that all of the witnesses go forward to be sworn in or affirmed, please, and then we will make their introductions.

MS. LONG:  We are not actually going to make you go forward, I think.  Are you going to approach?  Okay, thanks.
HORIZON UTILITIES CORPORATION - PANEL 1


Jim Butler, Sworn.

Lindsey Arseneau, Sworn.

Indy Butany-DeSouza, Sworn.

John Basilio, Affirmed.

Michael Roger, Affirmed.

Eileen Campbell, Affirmed.

Kathy Lerette, Affirmed.

John Todd, Affirmed.

MR. RODGER:  Madam Chair, if we could kindly ask Mr. Mr. Elsayed to have the same oath with Mr. Todd.  He can only hear through the direct microphone.  Thank you.

[Dr. Elsayed affirms Mr. Todd via video-link.]

DR. ELSAYED:  Thank you.

MR. RODGER:  Thank you very much.
Examination-In-Chief by Mr. Rodger:

MR. RODGER:  So panel, just starting to my right with Mr. Butler, if you could just for the record please state your name, please, and spell it.

MR. BUTLER:  Jim Butler, J-i-m B-u-t-l-e-r.  Director of engineering and operating at Horizon Utilities, been there since 2011.  Prior to that I was at the IESO working on the smart-meter implementation, on the MDMR.

I have been a professional engineer since 1994, and been in the industry for 20 years.

MS. ARSENEAU:  Hi, Lindsey Arseneau, L-i-n-d-s-e-y A-r-s-e-n-e-a-u, the manager of regulatory affairs for Horizon Utilities.  I have been there for just over one year.  I am a certified management accountant and in the application was responsible for areas of cost allocation and rate design models.

MS. BUTANY-DeSOUZA:  Good morning, my name is Indy Butany, Indy, I-n-d-y, Butany, B-u-t-a-n-y.  I am the vice-president of regulatory affairs for Horizon Utilities Corporation.  I have an MBA from McMaster University in finance and I am responsible for the preparation of this custom IR application.

MR. BASILIO:  Good morning.  I am John Basilio, J-o-h-n B-a-s-i-l-i-o.  I am the senior vice-president and chief financial officer of Horizon Utilities, and I have overall executive accountability for the application.

MR. ROGER:  Good morning, my name is Michael Roger, M-i-c-h-a-e-l R-o-g-e-r.  I am an associate consultant at Elenchus.

MS. CAMPBELL:  Good morning, I'm Eileen Campbell, vice-president of customer services.  Sorry, Eileen, E-i-l-e-e-n, Campbell, C-a-m-p-b-e-l-l.  I have responsibility for the customer-service aspects of this application.

MS. LERETTE:  Kathy Lerette, K-a-t-h-y L-e-r-e-t-t-e.  I am the vice-president of utility operations.  I'm a certified engineering technologist, and I have overall responsibility for capital-related aspects of the application.

MR. RODGER:  Finally, Mr. Todd, if you could introduce yourself, please.

MR. TODD:  Yes, I'm John Todd, J-o-h-n, last name T-o-d-d.  I am president of Elenchus Research Associates, which I established in 1980.  And I have appeared before tribunals such as this one from coast to coast in Canada, over 100 appearances, and before the Board on previous occasions.

MR. RODGER:  Thank you, Mr. Todd.

Madam Chair, on September 26th I delivered to the Board and all parties copies of all the CVs for the witnesses, and I am wondering if we could make that whole package an exhibit, please.

MS. LONG:  Yes, thank you.

MS. HELT:  That will be Exhibit K1.1.

EXHIBIT NO. K1.1:  PACKAGE OF WITNESS CVS.

MR. RODGER:  Thank you very much.

Now, Mr. Todd, if I could start with you.  You gave a little bit of an overview on your background as president and CEO of Elenchus.  And you mentioned that you have over 20 years of assistance to applicants and other participants in regulatory proceedings, many appearances before this Board and just about every other Canadian energy regulator on issues related to cost allocation and rate design; is that correct?

MR. TODD:  That's correct, to take matters of cost allocation, rate design, appearing before regulators.

MR. RODGER:  And I was --


MR. TODD:  Including...  Including the Ontario Energy Board on two or three occasions.  That was on panels with Mike Roger in the last couple years.

MR. RODGER:  All right.  Sorry, perhaps I could try it this way.  Just to confirm, Mr. Todd, that between 2008 and 2014 you provided testimony on cost allocation and other evidence for several Ontario electricity distributors in their cost-of-service rate applications; is that correct?

MR. TODD:  That is correct.

MR. RODGER:  And in 2010 for -- in the natural-resource gas rate case, you provided evidence on incentive regulation?

MR. TODD:  That's correct.

MR. RODGER:  And in 2011 you provided cost allocation evidence for several other Ontario electric distributors; is that correct?

MR. TODD:  Yes, yes.  In their applications, yes.

MR. RODGER:  Am I correct when I say that you have been accepted as an expert witness by this Board on cost allocation and rate design in numerous OEB proceedings?


MR. TODD:  Yes.


MR. RODGER:  And that included the OPA 2011 revenue requirement case, when you acted on behalf of Hydro-Québec Energy Marketing?


MR. TODD:  Yes.


MR. RODGER:  And also in the Hydro One Networks export transmission service rate, you were accepted as an expert in that proceeding?


MR. TODD:  Yes.


MR. RODGER:  And also in the 2014 Enbridge case, where you appeared on behalf of APPrO?


MR. TODD:  Correct.


MR. RODGER:  And, Mr. Todd, are you aware of the obligations of experts under Rule 13A of the Board's Rules of Practice and Procedure?

And just to remind everyone, the Rule 13A.02 states:   "An expert shall assist the Board impartially by giving evidence that is fair and objective."


MR. TODD:  Yes, I am aware of that.


MR. RODGER:  And do you accept those obligations?


MR. TODD:  I do accept them, and adhere to them at all times.

MR. RODGER:  Madam Chair, I would ask that Mr. Todd be qualified as an expert in cost allocation and rate design for this proceeding, please.


MS. LONG:  Are there any comments from any of the intervenors?

MR. SHEPHERD:  Madam Chair, I have a submission on this.

And I have no doubt that Mr. Todd is an expert in this area. We have dealt with him many times in the past; it is clear he knows his stuff.

But one of the requirements to be an independent expert in this proceeding is that you be independent.  And it appears to us that this was a collaborative effort between Elenchus and the utility to reduce the costs for the large users.  It says so right in the report.  This was a collaborative effort.

And that -- now, I don't know whether that means you say:  Okay, he's not an expert.  Or you say:  Well, independence is not a bright line.  Independence is sort of some -- some experts are more independent than others.

In this case, I am simply raising it, and if the Board decides that that goes to weight, that's fine.

But it is a relevant issue that the independence in this case is Mr. Todd was not some third party that was simply asked:  Do whatever you like and let us know what the answer is.

It's clear from his report that he worked closely with Horizon to come up with the result that was the direction they wanted to go in.

Those are our submissions.


MS. LONG:  Mr. Shepherd, do you plan to ask Mr. Todd some questions about this in your examination of him?


MR. SHEPHERD:  I do indeed, yes.

MS. LONG:  Okay.  Thank you.

Mr. Rodger?


MR. RODGER:  Thank you, Madam Chair.

Well, Mr. Shepherd is drawing some -- drawing conclusions at the outset.  He is entitled to ask questions about that and I assume he will do so, but that doesn't detract at all from Mr. Todd's expertise and background.

So he can still be qualified as an expert, and Mr. Shepherd is free to explore those issues with him directly.


MS. LONG:  All right.  Do any other intervenors take a position on this?  Board Staff?


MS. HELT:  Yes.  Board Staff would support what Mr. Rodger has suggested with respect to allowing Mr. Shepherd to ask the questions, and -- but at this point there's no reason why the Board cannot qualify him as an expert, and then the Board can determine the appropriate weight to give his testimony, if in fact the evidence does appear to support Mr. Shepherd's position that there may have been some collaborative work between the utility and the expert.


MS. LONG:  We plan to proceed on that basis.


MR. RODGER:  Thank you, Madam Chair.


Thank you, Mr. Todd.

Now, turning next to you, Mr. Roger, just to highlight some of your CV, you're an associate consultant at Elenchus.

You have a bachelor of science in industrial engineering from 1975, an MBA from the University of Toronto.

You have an extensive experience in this sector, both with the former Ontario Hydro, with Ontario Power Generation and Hydro One, including many management positions over the last 35 years; is that correct?


MR. ROGER:  That's correct.

MR. RODGER:  And you provided guidance to the areas of finance, cost allocation, rate design and regulatory environment to many participants in the Ontario market and in other markets across Canada?


MR. ROGER:  That's correct.

MR. RODGER:  And you, as well, have also been accepted by a -- as an expert witness in numerous Ontario Energy Board proceedings, including the proceedings referenced by Mr. Todd a few minutes ago?


MR. ROGER:  That's correct.

MR. RODGER:  And are you also aware of the obligation -- obligations, Mr. Roger, under Rule 13A of the Board's Rules of Practice, which I just described to Mr. Todd?


MR. ROGER:  Yes, I am.


MR. RODGER:  And do you also accept those obligations?


MR. ROGER:  Yes, I do.

MR. RODGER:  Madam Chair, I would also then ask that Mr. Roger also be qualified as an expert in the areas of cost allocation and rate design, and subject to the same submissions that I just gave you on Mr. Shepherd's comments.


MR. SHEPHERD:  And I would say the same thing and get the same result.

MS. LONG:  And the Board will say the same thing that we said for Mr. Todd, so we can proceed on that basis.

MR. RODGER:  All right.  Thank you.


So let me start with the Horizon witnesses.  Was the evidence before the Board on cost allocation and rate design, was it prepared by you or under your supervision?


MS. BUTANY-DeSOUZA:  Yes, it was.  And with the exception of the Elenchus reports that we filed with the application and in the updated evidence, and so that was the appendix 7-1, which was filed with the prefiled evidence, and 10-3, which was in the updated evidence of last week.


MR. RODGER:  Do you each adopt it as your own evidence in this proceeding now?


MS. BUTANY-DeSOUZA:  Yes.  On behalf of Horizon Utilities, I confirm the adoption of Exhibits 7, 8 and 10 as our own evidence.


MR. RODGER:  Now, Mr. Todd and Mr. Roger, there are two Elenchus reports on the record.  As Ms. Butany said, appendix 7-1 was the Elenchus report on the Horizon Utilities 2015 to 2019 cost allocation, and then appendix 10-3, a September 25th, 2014 report entitled:  "Horizon Utilities 2015-2019 cost allocation addendum, variance account creation and disposition."

Was this evidence prepared by you or under your supervision, Mr. Todd?


MR. TODD:  Yes, it was.  They both were.

MR. RODGER:  And Mr. Rodger?

MR. ROGER:  Yes, it was.

MR. RODGER:  Do you both adopt it as your evidence in this proceeding?  Mr. Todd?

MR. TODD:  Yes, I do.

MR. RODGER:  Mr. Roger?

MR. ROGER:  Yes, I do.


MR. RODGER:  All right.  And for the Horizon witnesses, do you adopt Horizon's responses to Board Staff and intervenor interrogatories and technical conference questions in this proceeding as your evidence today?


MR. BASILIO:  The responses were prepared by Horizon Utilities' staff and we adopt the responses as our own. However, not all of the responses represent Horizon Utilities' requests in this application.

For example, certain interrogatories and technical conference questions asked for different scenarios or a re-presentment of information in another way.


We would not agree that some of those changes or presentments are our evidence.  It was merely provided in response.  Nor do we suggest that they should be adopted by the Board.


Our application, including the recent September 25th update to address the recent circumstances with respect to one of our large customers, in addition to our application, that represents our request of the Board in this application.


All matters except those related to cost allocation and rate design have been settled.

Lastly, the request for a variance account to deal with possible changes in the operations of our very large user is being made only as alternative relief in the event that the LU(2) class is not approved by the Board.


MS. BUTANY-DeSOUZA:  So we would also draw the Board's attention to the settlement proposal that we've now filed.  And in the settlement proposal, included in the settlement proposal is appendix J to that settlement proposal.

That contains the revenue-to-cost ratios in the appendix that are different from those that were part of the prefiled application.  The ratios in the appendix reflect the methodology that we set out in the application.  However, applied to it is the adjusted revenue requirement that is the outcome of the settlement proposal.


MR. RODGER:  Thank you, Ms. Butany.


Finally, Mr. Basilio, one recent filing relevant to the unresolved issues of cost allocation and rate design before the Board today is the affidavit that you filed last week, which provides context and background to the development and application of the street lighting audit report, which has a direct impact on the street lighting rates you're seeking in this proceeding; is that correct?


MR. BASILIO:  Yes.

MR. RODGER:  Would you confirm that this affidavit dated September 25th, 2014 is yours?


MR. BASILIO:  I confirm that it is mine.

MR. RODGER:  And that you adopt that affidavit as part of your sworn testimony today?


MR. BASILIO:  I do.

MR. RODGER:  And, Madam Chair, perhaps we could give that affidavit of Mr. Basilio an exhibit number, please.


MS. HELT:  That will be Exhibit K1.2, the affidavit sworn by John Basilio.
EXHIBIT NO. K1.2:  AFFIDAVIT SWORN BY JOHN BASILIO.

MR. RODGER:  Thank you very much, Ms. Helt.

So, Ms. Butany, turning to you, could you please describe briefly Horizon's approach to cost allocation in this application?


MS. BUTANY-DeSOUZA:  Sure.  I would be pleased to.

So in developing our approach to cost allocation, we began with the Board's policy dated March 31st, 2011, which was the review of electricity cost allocation, as well as the report of the Board on cost allocation dated December 19th, 2013.

The model that we used in the application for each of the 2015 through 2019 years for the cost allocation model was version 3.1 of the Board's cost allocation model.

The cost allocation model determines the proportion of Horizon Utilities' total revenue requirement that's recoverable from each of its rate classes in each of the years, and the revenue-to-cost ratios for each class for each of those rate years has been determined by taking the total revenues over the costs in each of the years of the rate plan term.

So in preparing the current application we retained Elenchus Research Associates to review Horizon's 2011 cost allocation model.  So that was from our last cost-of-service application.

The Elenchus review included a detailed examination of the actual facilities included in the accounts that serve as inputs to the cost allocation model and to determine whether there could be refinements that would better reflect the principle of cost causality in allocating costs to customers for this application.

And as I mentioned earlier, the Elenchus report was included in the pre-filed evidence as appendix 7-1.

MR. RODGER:  Now, Ms. Butany, in your application you state that Elenchus found two significant areas of concern.  Could you describe them and how they are addressed in the application?

MS. BUTANY-DeSOUZA:  So first Elenchus asked questions of Horizon Utilities' staff and determined that the largest users in our existing large-use customer class were served exclusively with dedicated facilities.

Maintaining those customers in the current large-use class would result in them receiving costs allocated to them for pooled distribution facilities that they don't currently use.

So we addressed this by proposing the creation of the large-use 2, or you will hear it referred to as LU(2) customer class, and we moved four of our largest large-use customers into the LU(2) class.

The difference in the revenue that would previously have been allocated to those four large-use customers was then allocated across Horizon Utilities' other customer classes.

And then the second item was that Elenchus asked Horizon Utilities' staff and determined that certain of the accounts that are defined as "primary assets" that were in the 2011 Horizon cost allocation model included both secondary and primary assets when you examine them on a sub-account basis.

So we addressed this by proposing changes to the allocation of the sub-accounts to the customer classes and we separated the primary and secondary assets as inputs in our cost allocation model for this 2015 through '19 custom IR application.  We believe that that allows for a more appropriate allocation of the costs across the customer classes that's more consistent with the principle of cost causality.

These two changes that I have just identified were provided in greater detail in Exhibit 7 of the pre-filed evidence.

MR. RODGER:  All right.  Now, moving away from the new industrial class that you propose, can you describe any changes in your application to the current -- to the street lighting class as between 2011 and the current application before the Board?

MS. BUTANY-DeSOUZA:  In 2011 we used a ratio of two devices to a single connection.  At the time of the 2011 application we knew that some of the lights were daisy-chained.  In other words, multiple streetlights were connected to our system at a single point of connection.

We didn't, however, know the actual number of those daisy-chain connections or the actual ratio of the devices to the connections.

As a result of the discussions regarding the concerns expressed by the City of Hamilton to Horizon for the costs allocated to streetlights, Horizon Utilities and the City of Hamilton jointly commissioned an audit in 2013 to determine, amongst other things, the number of daisy-chained devices.

The audit included a physical count of devices in Hamilton, as well as a review of our GIS records for the City of St. Catharines' streetlights.

And based on that work, we have determined that the ratio of devices per connection in Hamilton is 1.3265 devices per connection.  The ratio in St. Catharines is 1.2849 per connection.  And the resulting weighted average is 1.3141 per connection.  And it is that weighted average that is used in our application.

And we included the filing of the street-light audit that I just referred to as a response to the City of Hamilton Interrogatory No. 7.

MR. RODGER:  Now, Mr. Basilio, in your affidavit, which is now Exhibit K.1.2, you state that the City of Hamilton was involved in the decision to conduct the street lighting audit; is that correct?

MR. BASILIO:  Yes.  The audit was a joint undertaking of Horizon Utilities and the City of Hamilton.  We had been engaging the City for some time in response to ongoing concerns for its rising street lighting costs, and we had also made available to them expert consultants, and we discussed a number of independent studies, of which this was one.

Mr. McGuire and other members of city staff were directly involved in those discussions and the decision to undertake the audit study, and in fact the city paid 60 percent of the cost of the audit.

The results of the audit became our best and most recent current evidence on the appropriate connection-to-device ratio and has formed the basis for cost allocation for the street lighting class.

When I and a number of my colleagues, including Ms. Lerette, who is here today, and Ms. Butany, met with Mr. McGuire and senior members of city staff on May 27th, 2013, we explained the cost allocation had to meet the Energy Board's policies.

The City of Hamilton, in addition to its ongoing concerns about rising costs, expressed concern that the correct revenue-to-cost ratio -- or, sorry, device-to-connection ratio might be higher than two to one, and if that were the case, the city would be overpaying for street lighting services.

We advised City of Hamilton staff, including Mr. McGuire, that -- at that meeting that the outcome of an audit could, in fact, increase City of Hamilton's street lighting costs if it was determined that the device-to-connection ratio was, in fact, lower than two to one.

Mr. McGuire and City of Hamilton staff present at that meeting acknowledged this potential outcome and that an audit in providing the most recent best evidence would inform the correct ratio that would be used in Horizon's application, irrespective of the impact on City of Hamilton's streetlight costs.

Put another way, Mr. McGuire and City of Hamilton staff attending the May 27th, 2013 meeting agreed that the outcome of the street lighting audit report as the latest and best information would be included in the determination and basis of Horizon's custom IR filing regarding street lighting rates.

The city wanted to take time to consider whether the audit would be appropriate.  This followed with a meeting that I was not present at, but Ms. Lerette was, and was leading that on behalf of Horizon.

MR. RODGER:  So what happened after that, Ms. Lerette?

MS. LERETTE:  I, along with other Horizon staff, met with Gord McGuire and Gary Moore of the City of Hamilton in July of last year.  And Gord McGuire and Gary Moore from the city advised that they wanted to proceed with the joint audit.  So we jointly agreed to the full scope of the audit and the cost-sharing that was going to occur from this audit.

Horizon -- I personally retained Utility Solutions Corporation to perform the audit.  Cost-sharing was 60 percent from the City of Hamilton and 40 percent from Horizon Utilities.

The audit began in late July of 2013, and the report was delivered to the city and Horizon in early November, and the city subsequently paid the 60 percent of the share of the cost.

The audit determined that, in fact, the two-to-one ratio used in our 2011 application was too high and not too low.

MR. RODGER:  And did Horizon, in fact, use the street lighting audit report in considering the allocation of costs to the street lighting class that is in the application now before the Board?

MS. BUTANY-DeSOUZA:  We did.  The resulting ratio of 1.3141 devices to connection based on the study meant that the costs had been under-allocated to the street lighting class when we used the two-to-one ratio in the 2011 application.

In that application we had calculated -- we have -- in this application, excuse me, we have calculated that an increase in costs to the city in the amount of $225,000 as a result of the change in the revenue-to-cost ratios contained in the application for this class, as well as another $152,000 attributable to the growth in Horizon Utilities' costs, over those embedded in our 2014 rates.

So the total increase for the City of Hamilton was calculated as approximately $378,000 as part of the prefiled application.

As I mentioned before, the settlement proposal has now been filed, and that has reduced Horizon Utilities' revenue requirement over this period.  And so the reduction results in increased costs to the city of $301,000.  The amount that is related to the increase in our cost structure is approximately $85,000, and the amount related to the change in the revenue-to-cost ratio is just over $200,000, $216,000.

Even with the change in the device-to-connection ratio, the street lighting class share of the overall revenue requirement for the 2015 to 2019 application is the same 2.9 percent as was their share in the 2011 cost of service application that Horizon Utilities had filed.


MR. RODGER:  Thank you, Ms. Butany.

Now turning to you, Mr. Todd, did Elenchus consider Horizon's proposed approach to cost allocation in the application that is now before the Board?


MR. TODD:  Yes, we did.  The -- Horizon's application involved the creation of the large user 2 class and also the proposed allocation of primary and secondary assets on a sub-account basis.

Those actions were taken by Horizon Utilities consistent with our recommendations.  The recommendations are set out in appendix 7-1 of the Horizon application.

We also, as part of the overall cost allocation work, considered Horizon's proposed rate rebalancing and the -- create the appropriate revenue-to-cost ratios to address the customer classes that are outside the Board's approved ranges.

We believe the approach taken by Horizon to be consistent with Board policy.

We did not perform an audit related to the street lighting -- that was not our task -- but we're of the view that when more accurate information is available, it –- it is appropriate for the company will base its cost allocation on the best information available.


Elenchus recommended the rate for standby customers should be set the same as the volumetric charge of the corresponding customer class.  That's consistent with what was done in the last application and was accepted by the Board at that time.


MR. RODGER:  Mr. Todd, when you say "the last application," I take it you mean the last Horizon application?


MR. TODD:  Yes.  The last Horizon cost of service application, of course.

MR. RODGER:  Thank you, Mr. Todd.


Ms. Butany, Horizon has also very recently amended its application by adding a proposal for a new variance account in respect of US Steel.  And this was recently filed as Exhibit 10.

Could you please describe this request briefly for the Board?


MS. BUTANY-DeSOUZA:  Sure.  Horizon learned through news media reports on the morning of September 17th, 2014 that US Steel Canada had obtained a court order for protection under the Company's Creditors Arrangement Act, the CCAA.

We did not have advance notice about this, and we're still continuing to assess the possible implications of this announcement.

We know that we're exposed for a certain material amount for the period up to September 16th, 2014, and we're continuing to assess the longer-term implications of a reduction or the discontinuance of US Steel Canada's operations in Horizon Utilities' service territory.

At this time, we don't know the full implication of the announcement and what that impact will be on future revenues, but in our evidentiary update that we filed as part of Exhibit 10, we have assessed our exposure if US Steel Canada was to close their operations in Hamilton completely.

We are not proposing a change to the filing of the settlement proposal that was negotiated by the parties and that we had filed as part of our settlement proposal on September 22nd.  We cannot discuss the numbers on the public record, as we've talked briefly about, but I would say that if the Board approves the creation of what I have referenced as the LU(2) class, then the exposure to Horizon Utilities, based on our current assessment, is well below the materiality threshold.  And at this time we believe that we could manage the risk without a material impact on our ability to deliver on our operations and our capital program over the five-year term that relates to this custom IR application.

Much more significant, though, and definitely a material impact to the utility, would be if the Board does not approve the LU(2) class.

In that Case, US Steel would remain part of the existing large-use customer class as we presently have it, and they would continue to share in a pool of the costs that are related therein.

So we're concerned that they will have a material negative impact on our ability to deliver on the operating and capital programs that are part of this five-year application.

So in response to that, and as part of the evidence update that we provided, we're seeking an alternative relief in the event that the Board does not approve the LU(2) class as we have requested it, but instead maintains the current class structure of one single large-use customer class.

And in that circumstance, we're asking or we're requesting that the Board authorize the establishment of a symmetrical variance account for the large-use customer class to mitigate against the risk of revenue loss for the reduction or in the event of the closure of US Steel Canada's operations in our service area.

We would offer that the baseline for US Steel would be the load forecast that we have included in the settlement proposal that was filed on September 22nd.  And that was under issue 3.10.

If US Steel Canada's consumption was higher than that in the load forecast, that dollar amount would be -- that is associated with that increased consumption variance would be credited to the large-use customer class, either through the annual adjustment process or, potentially, at the end of the rate plan term.

And conversely, if US Steel Canada's consumption was lower than that which has been incorporated into the load forecast as we've filed it in the settlement proposal, that dollar amount associated with the variance would be recovered -- we're requesting would be recovered from the large-use customer class, again, as I have suggested, either through the annual adjustment process or at the end of the rate plan term.

So the variance account that we're requesting is only in the event that the Board does not approve the creation of the LU(2) class, and that variance account would only impact the large-use customer class.

We propose no other changes through the settlement proposal -- or to the settlement proposal.


MR. RODGER:  All right.  Thank you, panel.

Those are my questions, Madam Chair.  The panel is now available for cross-examination.


MS. LONG:  Thank you, Mr. Rodger.

Mr. Aiken, are you prepared to proceed?


MR. AIKEN:  I am.


MS. LONG:  Thank you.
Cross-Examination by Mr. Aiken:

MR. AIKEN:  Good morning, panel.


MS. BUTANY-DeSOUZA:  Good morning.

MR. AIKEN:  I am going to be referring to appendix J in the settlement agreement, probably numerous times.  But I am going to be starting with the variance account that you were just talking about.


Now, my understanding, the reason you don't need a variance account if the large use 2 rate is approved is because the amount is not material?


MS. BUTANY-DeSOUZA:  That's correct.

MR. AIKEN:  Is there a possibility, if US Steel were to drop from the large use 2 rate class to large use 1, your revenues would actually go up?


MR. RODGER:  Mr. Todd, I wonder if you could just mute your phone.  We are getting some feedback here.  Then if you are asked a question, if you could turn it back on, please?


MR. TODD:  Yes, I will do that.  Thank you.


MS. BUTANY-DeSOUZA:  Without getting into the actual amount of a load drop that would be required, I think it is safe to say that it would have to be almost all of their load in order to drop them into the LU1 class.


MR. AIKEN:  Well, my understanding of the LU1 class is somebody with a billing demand of 5,000 kilowatts or more.

MS. BUTANY-DeSOUZA:  Correct.

MR. AIKEN:  Large use 2 is 15,000 or more.

MS. BUTANY-DeSOUZA:  That is correct.

MR. AIKEN:  So they could drop to a large use 1?


MS. BUTANY-DeSOUZA:  It is a possibility.

MR. AIKEN:  And your monthly charge is about $13,000 more per month for a large-use 1 customer than 2?  And your volumetric rate is about three times what it is for large-use 1 compared to large-use 2?

MS. BUTANY-DeSOUZA:  Subject to check, yes.

MR. AIKEN:  Okay.  Now, if the Board does approve the variance account and there is no large-use 2 class, would this have to be a confidential variance account because the variance would be around the numbers that are in table 2 in the confidential filing?

MS. BUTANY-DeSOUZA:  And with the knowledge that the Board hasn't -- oh, no, the Board has ruled that that piece is confidential -- I would offer yes.

MR. AIKEN:  Okay.  Now, my understanding, there are four customers in the large-use 2 class, or proposed large-use 2 class.

MS. BUTANY-DeSOUZA:  Yes, that is correct.

MR. AIKEN:  Right?  Okay.  So if you turn to appendix J in the settlement proposal, which is the revenue-to-cost ratios.  And appendix J has four tables over two pages.  For now I am looking at the fourth table.

MS. HELT:  Mr. Aiken, sorry to interrupt.  Are we going to be pulling up the documents so that they're available on the screen as well?

MR. STEFANOVIC:  There is a conflict with Mr. Todd to be on the screen.

MS. HELT:  I think that would just be easier for the witness panel and for the Board members, so long as it is not a confidential document.

MR. AIKEN:  I believe it is the next page.  Bottom table.  Yes.

So in 2015 you're reducing the large-use 2 revenue-to-cost ratio to 115 percent, which is the top of the range.  But then in 2016 it drops to 85 percent, which is the bottom of the range.  And my understanding, that that is the result of capital expenditures made in some of these dedicated assets that serve these customers; is that correct?

MS. BUTANY-DeSOUZA:  Yes, that is correct.

MR. AIKEN:  And are these capital expenditures for a specific customer?

MS. BUTANY-DeSOUZA:  So in the creation of the LU(2) class -- or in our proposal for the creation of the LU(2) class, all the customers in that customer class would share the costs related to any upgrade or change in the assets that are dedicated to them.

In the case of the capital investment that has been identified in this application, that investment specifically relates to facilities that serve two out of the four.

MR. AIKEN:  And none of them is US Steel?

MS. BUTANY-DeSOUZA:  Is it a confidentiality issue?  Yes, they are amongst the customers that would be served.

MR. AIKEN:  Okay.  So would you undertake this capital expenditure if US Steel ceased to be a large customer?

MS. BUTANY-DeSOUZA:  That's -- I think Mr. Butler could answer that question.

MR. BUTLER:  The nature of the investment that year relates to the renewal of Gage TS.  It is a Hydro One-owned substation, which serves, as Ms. Butany said, to users that are currently -- would be in the large -- LU(2) class.

The nature of our investment would be dictated by the design and replacement of the Gage TS transformer station.

Right now Hydro One is forecasting replacing on a like-for-like basis, so at this point in time to the best of our knowledge the design of Gage TS renewal has not changed, so we at this point in time do not see a change in the investment requirement.

MR. AIKEN:  Okay.  Now, a broader question.  The assets that are directly allocated to these four customers, you've mentioned the TS station serves two of those customers.

Are there assets that are used only for one customer out of the four?

MR. BUTLER:  At the Hydro One TS, it serves both customers.  So the Hydro One assets would not be dedicated, but the Horizon utility assets are dedicated, the electrical assets.

MR. AIKEN:  So you have four -- maybe I can phrase it this way.  You could have four dedicated lines serving each of the four customers?  You don't have one dedicated line that serves two of the customers?

MR. BUTLER:  Correct.  The feeders that come off of the Hydro One transformer or the breakers, the feeders are dedicated to, you know, one or other of the customers, yes.

MR. AIKEN:  Okay.  If you could turn up the response to 7-Energy Probe-48.  Now, in part (a) of the response, I had asked for the change in the allocation to all the rate classes as a result of the establishment of large-use 2 class.

So I am just going to concentrate on table 1, which is 2015.  You have provided a response for each of the five years.

Now, while the numbers have changed because of the settlement agreement, is this still a reasonable representation of where the costs have been reallocated?

MS. ARSENEAU:  Yes, it is still a reasonable representation.

MR. AIKEN:  So the rate classes that are impacted the most are the GS under 50, GS over 50, and the street lighting classes?

MS. ARSENEAU:  That is correct.

MR. AIKEN:  Okay.  And then in part (c) I had asked whether there are other customers that are served directly off the primary system but are included in rate classes that are also allocated secondary system costs.

And in the response to part (c) you say that all customers in both the large-use classes are served directly off the primary distribution system.  But then on the next page there are also some general service greater than 50 kilowatt customers that are served directly off the primary distribution system.

My question is, why aren't you proposing a separate rate class for those customers so they don't bear any of the costs of the secondary system?

MR. TODD:  Mr. Todd here.  I think that is the question of the principles, and therefore it could be for me to step in on that one.

The one step of the overall cost allocation and rate design process seeks to define customer classes.  In this particular process we started with the definition of customer classes.  There are principles for how you define them.  Essentially it's around demand usage features.

There is not a customer classification basis for dividing that GS class in two.  Once you have defined your classes, if there is a categories asset, secondary, that customers within that class use -- not necessarily every one of them -- then the costs are allocated to the full class and reaches that on a class basis.

You do not have subdivision of classes which place customers within the class.  Some customers within the class are allocated to different classes than other customers, based on the fact that some customers do not use all of those assets.

That is generally in line with the postage stamp rate concept, that just because some customers in a class may not use particular assets or even a particular type of asset doesn't mean that they, as a member of the class, do not pay those, or share those costs equal to all the others in the class.

So there is no basis for separating the class into two in terms of distinguishing customers.

You would not make a -- it would not be normal to make a -- two customers who are essentially the same, where one is served off of the primary distribution system and others off the secondary distribution system, which is kind of the coincidence of where they're located in the system.  I.e., a customer who is right near a primary facility may be served that way, given their less demand within the class.

Other customers for whom it is most economic to serve them off of secondary or serve them secondary, we don't differentiate on that basis.  We would serve all customers in the class in the most economical way, and they all get allocated to the costs on the primary and secondary portion of it.


MR. AIKEN:  So am I correct, Mr. Todd, then, that what is driving the creation of a large use 2 class is the fact that these are greater than 15,000 kilowatts, whereas the large use 1 would be 5,000 to 15,000?  And not the fact that the large use class just happens to have all dedicated assets serving them?


MR. TODD:  That's correct.  The division -- what we did was we looked at the -- essentially the diagram, the chart showing the loads of all of the existing LU customers, their loads.  And there was a clear bundling, if you want, or consistency well below the 15 threshold and going to 10, where all except the four proposed LU(2) customers, they had a very clear, well below 15 level of demand.  And the four proposed to be LU(2) customers were all significantly above the 15.

And that was a clear distinguishing demand trait for the proposed LU1 and LU(2) classes, and that was the driver for the change.

Having defined that and then looking at what costs should be allocated to them, that is when -- in response to questions to staff about the design of the facilities, which clearly we did not know ourselves, but what came back was information that indicated that they were served to dedicated users.


MR. AIKEN:  Would I be correct, then, if there was a large use customer with a demand over 15,000 kilowatts, who was not served by dedicated assets, that customer would bring more costs allocated into the large use 2 rate class?


MR. TODD:  If there were another customer that qualified for LU(2), assuming they are also served by dedicated facilities, those dedicated facilities would be part of the LU(2) class.

MR. AIKEN:  No, my question was if they were not served by dedicated facilities, but were served off the primary system.


MR. TODD:  Yes.  I was just about to go there.

So set aside the assumption of served through dedicated facilities, moved to the other concept where they are served off a shared facility, that would change the cost allocation treatment, because in effect there would be -- that pool of customers in the LU(2) class would then be using shared assets and that would trigger an allocation of primary facilities to them.

That is completely analogous to a GS class where all customers take secondary, because customers within that class use secondary facilities.

The secondary facilities are not allocated to the LU class, because nobody in the class used -- or are served off of secondary facilities.

That does not address the point of would it be an engineering decision to actually -- would it be practical to serve a customer who is, due to demand of the system in the LU(2) class, could you actually use existing shared facilities, that -- I am not sure of the answer on that.

It may be that, almost by nature of the demand within the Horizon system, that they would require a dedicated facility, and therefore, whoever they were, they would tend to fall into that class with dedicated facilities, and it wouldn't change the allocation of primary facilities.


MR. AIKEN:  Now, just going back to your analysis that you said you undertook of the large use customers, to split the customers in the two groups based on demand, I take it you did not do a similar analysis to see if there was a natural break point in the GS over 50 customers, because for example, some utilities have a rate class for GS over 3,000 kilowatts?  I take it you did not do that analysis?


MR. TODD:  We actually did do that analysis.  We -- because we were looking at the issue of customer classification generally, it is not limited to the logistics -- excuse me a moment.

MS. LONG:  Mr. Aiken, we are actually thinking of taking a break at some point.  So I guess we will see if Mr. Todd comes back shortly, but you just may want to plan your cross-examination over the next five to ten minutes taking a break.

MR. AIKEN:  Sure.


MR. TODD:  Sorry.  I am back.  I'm in the computer room, which is not completely cut off from the rest of the rooms.

Please -- what's remaining in the answer to the question?

MS. BUTANY-DeSOUZA:  Maybe I could add -- the basis on which engaged Elenchus might be helpful and that might prompt Mr. Todd back to where he had left off.

But when we engaged Elenchus, it was on general terms, broadly, to look at the rate classes and where, if any, there were potential break points to create a new rate class, if that was appropriate and tied back to the principles of cost causality.

So in response, Mr. Aiken, to your question, we didn't -- Horizon did not limit the scope or sphere of Elenchus's review.  And I know that the terms of the engagement are set out at the start of the Elenchus report, but we certainly did not restrict the review to just the large use customer class.  It was a broader review than that.  And we took the expert feedback from that report.


MR. TODD:  Yes.  Thank you for getting me going again.

As part of the process, we did essentially the same exercise with the general service customer class, to determine whether or not it would be appropriate to define that class.  We went through all classes, and where there was a possibility that it would be appropriate to split the class or define a different rate, we did examine that.

And we did not cover that in the report because it was a fairly –- this analysis, we completed fairly quickly to say we don't see any basis for dividing it.


MR. AIKEN:  Okay.  Thank you.

I am moving on to revenue-to-cost ratios, and this is 7-Energy Probe-49, part (a) to begin with.


As part of the response, it is stated that:

"Horizon Utilities has allocated the revenue shortfall by increasing the distribution revenues to be collected from the rate classes with a revenue-to-cost ratio of less than 100 percent by an equal percentage."


So with that in mind, I want to turn back to appendix J in the settlement agreement, and this time it is the third table in the response, the first one on the second page.


Yes.  So that is the one.

And with keeping in mind that you have said you've increased the distribution revenues, or increased the revenue-to-cost ratios by an equal percentage, when I look at what's going on here, I see the large-use rate class as coming down to 115 percent under your proposal.  And I see the USL coming down to 120 percent in your proposal.  And then all the other rate classes, excluding residential, are going up.  Sorry, with the exception of the standby.  The standby is actually going down.

And when I look at the difference between the status quo and the proposed ratios for those customer classes, they range from a reduction of 4.89 percent in the standby class to an increase of, I believe it is 11.71 percent for the Sentinel lighting class, and the other classes all have different numbers in between there.

So I am having trouble rectifying or matching your response with the changes in the revenue-to-cost ratios that you are now proposing.

MS. ARSENEAU:  Perhaps I can clarify what we meant by increase by an equal percentage.  So step one would have been to move any classes that are outside of the Board-approved range into that range.  In the instance of Horizon Utilities' application, that resulted in revenue shortfall.  So that revenue shortfall was allocated to any rate class with a revenue-to-cost ratio of under 100 percent by increasing the distribution revenues at existing rates by an equal percentage to determine what the revenue-to-cost ratio should be.

So that is consistent with how the revenue shortfall is allocated within the cost allocation model itself.  If you look at cost allocation model, tab output 1, tab 01, there is the factor that is applied to each rate class.

So similar with that methodology, the distribution revenues at existing rates were increased by the same percentage, but that would not result in a like-for-like increase on a percentage basis to the revenue-to-cost ratio.

MR. AIKEN:  Okay.  So just following up on that then, if you continue to look at that table, I see, for example, street lighting you're proposing to move from 73.67 to 82.86.

Now, that 82.86 is actually lower than the status quo ratio for the GS over 50, which is at 83.88, which you're proposing to increase to 94.64.  That's correct, right?

MS. ARSENEAU:  Yes, that's correct.

MR. AIKEN:  And for the Sentinel lighting, you're increasing it from 93 percent to 105 percent.  Can you explain that?

MS. ARSENEAU:  We determined those percentages by increasing the distribution revenue at existing rates by an equal percentage for all of the rate classes that were under 100 percent to begin with.

MR. AIKEN:  Okay.  Then -- so if you turn to the response to part (b) of 7-Energy Probe-49, and it is table 2, I had asked you to calculate the revenue-to-cost ratio if all the ones that you have to increase end up at the same point.

And so you would have to increase the GS less than 50, the GS over 50, street lighting, and Sentinel lighting to 95.3 percent.

MS. ARSENEAU:  That's correct.

MR. AIKEN:  And my question is, isn't that a more fair approach, so that all the rate classes are at the same revenue-to-cost ratio?

MS. BUTANY-DeSOUZA:  The Board's methodology is that as long as you're within the prescribed ranges for any one of those rate classes, that that's equal -- that it takes that as being as equivalent to achieving unity or being at 100 percent.  So the idea is that they all -- as long as you are within that Board-provided policy range, that that is fine.

One approach -- the approach that you have offered here is one approach.  We offered the alternative approach, which was that those rate classes that were over 100 percent were held, and we brought up first anyone into the range that was outside of the range, as we have articulated in part (a) of this response, and then brought them all up, as Ms. Arseneau has just responded in the prior question.

So we believe that our approach is equitable as well.

MR. AIKEN:  Have you done any customer engagement or customer focus, for example, if your GS greater than or less than 50 customers agree with this approach?

MS. BUTANY-DeSOUZA:  We have not undertaken customer engagement that relates to providing customers with alternatives on revenue-to-cost ratios.

MR. AIKEN:  Okay.  Now, if you could turn to appendix 10-2 in the updated Exhibit 10.  This is also a revenue-to-cost ratio table.  It's appendix 10-2.  It's the first table on the second page.  Yes, that's it.

My understanding is that these are the revenue-to-cost ratios if the large-use 2 class would not be approved.

MS. BUTANY-DeSOUZA:  So these are the revenue-to-cost ratios, if the large-use 2 class is not approved, and based on the revenue requirement as it relates to the settlement proposal.

MR. AIKEN:  Okay.   And the only class that is outside the Board-approved range is the USL class; is that correct?

MS. BUTANY-DeSOUZA:  Yes.  Yes, that's correct.

MR. AIKEN:  Okay.  Madam Chair, this would be a good time for a break.

MS. LONG:  Thank you, Mr. Aiken.  We will break until 11:30.
--- Recess taken at 11:11 a.m.

--- On resuming at 11:44 a.m.

MS. LONG:  Please be seated.  Mr. Aiken, are you ready to resume?


MR. AIKEN:  I am.  Thank you.  I want to look at the revenue-to-cost ratios now over the 2016 through '19 years in your proposal.  So I am back at appendix J of the settlement agreement and the last table that's up on the screen there.

First of all, I am going to concentrate on 2016 and what you are proposing.  And the problem I had with what I see here is that you're moving a lot of the ratios further away from 100 percent.  You're increasing the residential, and it is already over 100 percent.  You are decreasing the GS less than 50 and it's below 100 percent.  Same thing with the GS over 50.  Similar issues with the street lighting, the sentinel lighting and the standby.


My question is:  Is that solely driven by the large use going from 115 -- sorry, the large use 2 going from 115 percent to 85 percent?


MS. ARSENEAU:  No.  The changes in the revenue-to-cost ratios in 2016 are not exclusively the result of the impact of the LU(2) customer class.  Due to the nature of differences in the cost structure of the revenue requirement in 2016 compared to 2015, there would be slight shifts in the costs allocated to any given customer class.

MR. AIKEN:  So are these what I would call the status quo ratios coming out of the cost allocation model in 2016?


MS. ARSENEAU:  In many cases, yes.

MR. AIKEN:  So you are not adjusting beyond what the model is telling you?


MS. ARSENEAU:  In most cases, no.


MR. AIKEN:  Okay.  Then my follow-up question is for the large use 2 going from 115 percent to 85 percent, why wouldn't you move that to 100 percent?  They're going from above 100 percent to below the 100 percent.


MS. ARSENEAU:  In the instance of the LU(2) customer class, the status quo ratio that comes out of the cost allocation model is well under the 85 percent; I believe it is somewhere in the range of 50 percent.

So according to Board policy that the range is deemed to be unity, we moved them to the bottom of the range in that case.

MR. AIKEN:  Well, don't you end up with a roller coaster?

Take a look at the residential class between 2015 and 2019.  It goes up in 2016, it goes down in 2017, it goes up in 2018, it goes down in 2019.


MS. ARSENEAU:  While there are shifts up and down year to year, I would argue that these shifts are marginal and would not have a material impact on the rates to be collected from that customer class.


MR. AIKEN:  Okay.  Well, take a look at the large use 1 class.  They are trending down over this period, and they're already within the Board-approved range.

So why are they trending down?  Why aren't you maintaining the revenue-to-cost ratio?


MS. ARSENEAU:  Horizon Utilities has filed five separate cost allocation models for the 2015 through 2019 rate years.

In each year, we have filed cost allocation models that are consistent with the revenue requirement that has been proposed in the settlement proposal.  In each instance, there are slight changes in capital plans based on the plans of the business, and those costs are allocated to each customer class in each year, specific to the plans for that year.

MR. AIKEN:  Okay.  I am going to move on now to the actual cost allocation models.  And we won't have to look at them at all, but these are more technical questions, so probably for Mr. Todd or Mr. Roger.

From what I have seen in the evidence, there are three cost allocation models that have been filed for 2015.  The first one was in the original evidence.  The second one was in the response to technical conference J1.10.  And the third one was the one filed last week, with the no large use 2 customer class.

And what I have noticed in there is on the demand allocator, so I am focussing on I8 demand data, the CP 1, CP 4, CP 12, NCP1, 4 and 12.  And I am going to concentrate on the CP1 to make it as simple as I can.

The total 1CP number, across all rate classes, is different in all three of those models.  Can you explain to me what changed?  I would have thought the coincident peak wouldn't change.


MS. ARSENEAU:  If I recall correctly, I believe the coincident peak is the same in the instance of the cost allocation models filed in the prefiled evidence and filed in the undertaking evidence.  There may be differences in that filed without the LU(2) class.

I am hoping that Mr. Todd could go into the details as to why those would be different when you have the rate classes as they are versus the rate classes proposed in the two separate rates.


MR. AIKEN:  Well, your premise that the original and the undertaking response are the same is wrong, because they are different.


MS. ARSENEAU:  Sorry, can you take me to that evidence again, then, please?


MR. AIKEN:  Yeah.  In the original cost allocation model, in I8 demand data, the total 1CP is the 957,771 you see on the screen there.

In the model filed in TCJ1.10, it is 956,583.


And just to complete it, in the one that was filed last week with the no large use 2, it is 940,121.


It is a separate model.

MS. ARSENEAU:  I can take an undertaking to provide an answer to that.  I don't know off the top of my head.

MR. AIKEN:  I would appreciate that.  Thank you.

MS. HELT:  Mr. Aiken, can you just repeat the exact nature of the undertaking so it is clear on the record?  It will be Undertaking J1.1. 

MR. AIKEN:  To explain the changes in the total CP1, 4, 12 and non -- the NCP1, 4, 12 numbers across the three different models, and just for 2015.


MS. HELT:  Thank you.


MR. AIKEN:  And the other question I have on this centres around the same numbers, but to deal with a large use 1 and large use 2.

As you will see on the screen there, in this model, which is the original one, the large use 1 and large use 2 1CP totals about 159,600.  And that's the same as in the technical conference model.

But in the large use --


MS. BUTANY-DeSOUZA:  Sorry.  Mr. Aiken, I'm sorry, can I interrupt you?  Can you give us your first -- on the screen, we have the settlement proposal, appendix J.


MR. AIKEN:  Oh, sorry.

MS. BUTANY-DeSOUZA:  So we are not able to follow...

MR. AIKEN:  Okay.  In the original cost allocation model --


MS. BUTANY-DeSOUZA:  In the prefiled?


MR. AIKEN:  In the prefiled.

MS. BUTANY-DeSOUZA:  Okay.

MR. AIKEN:  The 1CP numbers shown for large use 1 is 31,342, and for large use 2 is 128,289.


So they add up to roughly 159,600.

MS. LONG:  Perhaps, Mr. Aiken, you can just wait until we get there.


MR. AIKEN:  I8.  There we go.  First line.  31,342 and 128,289.


Now, those numbers are the same in the model in the technical conference response for those two classes, but in the model filed last week with no large use, where there is only -- sorry, no large use 2 class, the large use number is shown as 138,194.


So my question is:  Why is -- in the 1CP, why is the sum of the two large use classes bigger than the large use class?  When we're looking at the 1CP in particular?

And that might be the second part of the undertaking.


MS. ARSENEAU:  Yes, I will gladly take that as the second part to the undertaking.


I would suspect that the bulk of these differences that you're seeing between the various models is the result of changes to the load forecast that were filed through the interrogatory updates and as a result of the settlement proposal, but I will confirm that as part of this undertaking.

MR. AIKEN:  Okay.

MS. HELT:  Thank you.  Then that will be just included in Undertaking J1.1, to explain why the addition of the Large Use (1) and Large Use (2) classes is different in the model that was filed in the original evidence with the evidence that was -- the recently updated evidence which has a lower number.

UNDERTAKING NO. J1.1:  TO EXPLAIN THE CHANGES FOR 2015 IN THE TOTAL CP1, 4 AND 12 AND NCP1, 4 AND 12 NUMBERS ACROSS THE THREE DIFFERENT MODELS; TO EXPLAIN WHY THE ADDITION OF THE LARGE USE (1) AND LARGE USE (2) CLASSES IS DIFFERENT IN THE MODEL THAT WAS FILED IN THE ORIGINAL EVIDENCE WITH THE RECENTLY UPDATED EVIDENCE WHICH HAS A LOWER NUMBER.

MS. LONG:  Thank you.

MR. AIKEN:  And thank you, those are my questions.

MS. LONG:  Thank you, Mr. Aiken.

Mr. Warren, you are next.
Cross-Examination by Mr. Warren:

MR. WARREN:  Thank you.  I should indicate -- I will indicate at the beginning that I do not propose to cross-examine Mr. Basilio on the contents of his affidavit, because, as I indicated, that I will be filing responding materials and will reserve that until the date of the 9th, so --


MS. LONG:  Understood.

MR. WARREN:  Panel, Mr. Aiken asked a question -- this is -- I want to get at -- sorry, let me give you an overview of what I want to do.  I want to go through the explanations which you have given for the shift in costs from the large-use class to other classes.  I want to go through the explanation that you have given and explore each of those, but I want to begin by understanding the exact magnitude of the shift.

And in that context, if you could begin by looking at your pre-filed evidence at Exhibit 7, tab 1, Schedule 1, page 2 of 7.  And at the bottom of page 2 of 7 it indicates that the introduction of the LU(2) customer class and the removal of costs related to assets that these customers do not use reduces the costs allocated to these customers by nearly $4 million a year.

Now, Mr. Aiken took you to Energy Probe 48, and perhaps if we could turn that up as well.  And in Energy Probe 48, in the first of the tables, you gave an indication of -- sorry, that table sets out the impact of the redistribution of costs on other classes.

I take it that the numbers that are contained in that would be changed as a result of the settlement agreement; is that right?

MS. BUTANY-DeSOUZA:  Yes, that is correct.

MR. WARREN:  And is there anywhere an update to that table showing the impact of the settlement agreement?

MS. BUTANY-DeSOUZA:  We have it available.  We can provide it.  If we can lean on Board Staff to make copies, we could certainly have it for after the lunch break.  So we could undertake to provide it.

MR. WARREN:  If you could give me an undertaking to provide that, please.

MS. BUTANY-DeSOUZA:  Yes.

MS. HELT:  Certainly.  We can mark that as Undertaking J1.2, and that is to provide an update to table 1, which is in response to Energy Probe -- 7-Energy Probe-48.

UNDERTAKING NO. J1.2:  TO PROVIDE AN UPDATE TO TABLE 1, WHICH IS IN RESPONSE TO 7 ENERGY PROBE 48.

MR. WARREN:  And panel --


MS. BUTANY-DeSOUZA:  Sorry, before we leave that, Mr. Warren, to be helpful maybe we could, just for -- to assist, you have the point of comparison that with the response to Energy -- 7-Energy Probe-48, with the impact of the LU(2) class, perhaps the salient -- well, no, we would have to run down all the numbers.

MR. WARREN:  Perhaps you could leave to me what I think is salient.

MS. BUTANY-DeSOUZA:  Sorry.  I thought I would --


MR. BASILIO:  We were considering whether we could actually give you the updated numbers verbally here based on what we had --


MR. WARREN:  It's okay.  I don't need them for the moment, panel.  All I want to know is the gross number.  In the pre-filed evidence it was nearly $4 million a year.  At this point, pending the receipt of the undertaking response, can you just tell me what the gross number is?

MS. BUTANY-DeSOUZA:  Sorry.  What did you quote as the number previously?

MR. WARREN:  Your pre-filed evidence at the top of page 3 of 7 it says nearly $4 million a year.  I just want to know what the --


MS. BUTANY-DeSOUZA:  Right.  And so it is 3.4 million.

MR. WARREN:  3.4, thank you very much.

MS. BUTANY-DeSOUZA:  Okay.

MR. WARREN:  Now, sticking with the -- staying with the pre-filed evidence.  Just a little bit below the number I was referring to, on page 3 of 7 you will see that there is an explanation provided for the introduction of the LU(2) class and, as a result, a shift in costs.

Am I right in reading -- what it says is:

"The introduction of this class results in a rate structure that better addresses the cost causality of each customer class."


So that is one explanation.  It addresses cost causality.  Is that correct?

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. WARREN:  And the second explanation that is provided there is, there is a concern that, absent the proposed rate class, some of these customers may choose to make related investments directly to connect to Hydro One, leaving Horizon Utilities with stranded assets.

So the second explanation is the possibility of migration of one or more of those customers to Hydro One.  Is that correct?

MR. BASILIO:  I think the explanation is in the final sentence of that paragraph:

"Retention of these customers will reduce the risk of a larger burden of costs on the remaining customer classes."


MR. WARREN:  I see that, Mr. Basilio, but have I got it generically correct that your concern is with the loss of those customers to Hydro One and the consequences of that?  Is that fair?

MR. BASILIO:  And the consequences as stated in the last sentence of that paragraph.  I think that is our closing point.

MR. WARREN:  Now, if you could then turn to the response to my client's Interrogatory No. 2 -- that is City of Hamilton Interrogatory No. 2 -- and appended to that interrogatory response were a number of appendices -- or attachments, I'm sorry, the first one of which -- and it is not paginated, for which I apologize to the members of the panel -- is something called a recommendation on cost allocation dated August 2013.

Do you have that document?

MS. BUTANY-DeSOUZA:  Yes, we do.

MR. WARREN:  And to identify what this is, am I correct in understanding that this was a presentation to your senior management team?

MS. BUTANY-DeSOUZA:  Yes, that's correct.  It was a presentation to our executive management team.

MR. WARREN:  And if I could turn you to what is identified in the lower right-hand corner of number -- of that -- of page 4, sorry, under the heading "objectives revisited".

MS. BUTANY-DeSOUZA:  Yes, we have it.

MR. WARREN:  And in the "objectives revisited" you have five bullet items, and let me take you to the second of the bullet items, which is to "respond to customer requests to review cost allocation".  Do you see that?

MS. BUTANY-DeSOUZA:  I do.

MR. WARREN:  And am I right, Ms. Butany, that that explanation, that it was a response to customer requests to review cost allocation, was not included as an explanation in your pre-filed evidence, was it?

MS. BUTANY-DeSOUZA:  Just one second, please.

It was included in the pre-filed evidence, included in the report of Elenchus on their -- so in appendix 7-1 to Exhibit 7 of the pre-filed evidence, under the heading "1, introduction", about halfway down, the paragraph begins "Horizon asked Elenchus Research Associates".  The cursor is -- the cursor that you see on the screen in front of you now has the paragraph:

"Horizon asked Elenchus Research Associates to assist it in preparing an appropriate cost allocation and rate design for the custom IR rate application.  This work assisted Horizon to satisfy a commitment to its largest-volume customers to review its methodology to determine whether there are modifications that would result in an allocation of costs that would better reflect the principle of cost causality."


MR. WARREN:  All right.  I have two questions.

I don't want to parse this too finely, witness, but in the prefiled evidence I took you to -- Exhibit 7, tab 1, schedule 1, beginning at line 5 -- am I right or am I wrong that there is no reference to responding to customer requests?  Right or wrong?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  More than one customer class -- the City of Hamilton large use customers, as identified in the bullet point that you took me to on page 4 of -- page 4 of attachment 2 to the response to the interrogatory provided by your client identified that it was a response to customer requests.

So more than one customer class had asked us to revisit cost allocation, which we did as part of this application.  That is not separately identified in these sentences, and it is identified in the appendix 7-1 that I took you to.


MR. WARREN:  We will return to that in a moment, but let me take you back to the first attachment to the response to Interrogatory No. 2 of my client.

The third bullet in there is:

"Consider strategic issues within Horizon Utilities' service area."


Now, if you could just keep your finger, metaphorically, on that and turn to the third attachment to the Interrogatory Response No. 2.  It's titled "Bill impacts presentation," and it is dated the 26th of November, 2013.  Do you have that document?


MS. BUTANY-DeSOUZA:  Just getting it.


MR. WARREN:  And if you could turn -- the pagination there is found in the lower left corner, and I am asking you to turn to the -- page 6 of that.


MS. BUTANY-DeSOUZA:  Yes, I have it.

MR. WARREN:  And there, on a page -- sorry, a graph that is entitled "Scenario 1: Existing rate classes," it is under the heading "Rate curve competitiveness"; do you see that?


MS. BUTANY-DeSOUZA:  Yes, I do.

MR. WARREN:  And in the right side, you list half a dozen or more of -- the names of half a dozen or more what I take it to be other utilities; correct?


MS. BUTANY-DeSOUZA:  Yes, that is correct.

MR. WARREN:  And do I take it that this graph is intended to illustrate whether or to what extent, at various proposed rates, Horizon would be competitive in large use class with these other utilities?  Is that fair?


MS. BUTANY-DeSOUZA:  Yes.

MR. WARREN:  So when I go back, then, to -- apologies for bouncing around, panel -- to the objectives revisited, which is in attachment number 1, where you say:   "Consider strategic issues within Horizon Utilities' service area."

Is that the competitiveness issue that we're talking about there?

MR. BASILIO:  It is an example of the competitiveness issue, which we articulated in response to City of Hamilton Technical Conference Question No. 12.  We articulate, I think, based on these very -- I can't recall if, in fact, these were referenced.


MR. WARREN:  Mr. Basilio, it is just a straightforward question.  I am trying to understand what you mean by
"Consider strategic issues within Horizon Utilities' service area."

What you mean by that -- is what you mean rate curve competitiveness with other utilities?  Is that what it means?


MR. BASILIO:  I suppose I could read the response to City of Hamilton 12TC(c), if that is helpful, but essentially the strategic issues, including mitigating shareholder risk, is articulated in –- I mean, this is the response, but we articulated it in the technical conference question.

The strategic issues are customer growth and rate competitiveness.  Customer growth to grow our customer base and to provide investment opportunities, and rate competitiveness to be competitive with other utilities.

These are strategic issues in terms of growth, growth of the customer base, and they're aligned to customer interests, as I had articulated in the response to that technical question.

Why are they aligned?  Because they -- it helps to share the burden of cost across a growing customer base.


MR. WARREN:  So I take it the answer to my not very complicated question about whether or not "consider strategic issues" is rate competitiveness, a simple yes; is that right, Mr. Basilio?


MR. BASILIO:  Is -- yes, rate competitiveness is a strategic issue.

MR. WARREN:  Going back to Exhibit 7, tab 1, schedule 1, am I right that in that prefiled evidence, when you provided a rationale for the explanation for the shift in costs from the large user class to the other classes, you did not mention competitiveness with other utilities?


MR. BASILIO:  No.  However, what I did mention aligns to the response I just gave you.  And that is in lines 9 and 10 of that page, the retention of these customers will reduce the risk of a larger burden of costs on the remaining customer classes.

MR. WARREN:  Now, my final question in terms of the evolving explanations you have given for the shift in rate classes, is -- if you could turn up the explanation -- sorry, response to my client's first interrogatory.


You were asked in question (b) whether the cost-allocation methodology underlying the creation of the LU(2) class had been accepted by the Ontario Energy Board.

And your answer on page 2 of 3 was yes, and you referred to the Hydro One Networks decision, and added it as an appendix -- sorry, attachment.  I apologize.

And that decision is dated in April of 2010; am I right?


MS. BUTANY-DeSOUZA:  Yes, that's correct.


MR. WARREN:  Now, your counsel Mr. Rodger and I had had an exchange early on about confidentiality of certain exchanges with your customers.

And as a result of that, there is a supplementary answer to our Interrogatory No. 2, and it is something called "Meeting with large use customers, November 2013."

I apologize, I don't remember what exhibit it was given, but it is now part of -- supplementary part of it.  Do you have that document?


MS. BUTANY-DeSOUZA:  Sorry.  No, I actually don't.  Can you come again, please?


MR. WARREN:  It is entitled "Meeting with large use customers, November 2013."  And the date on it is November 26th, 2013.  It was introduced as an exhibit, as a result of an agreement that Mr. Rodger and I reached.

MS. BUTANY-DeSOUZA:  Yes, I have that.


MR. WARREN:  You have that document?


MS. BUTANY-DeSOUZA:  I do now, yes.

MR. WARREN:  If you can turn to page 6 of that presentation?


MR. RODGER:  Can we just wait and we will get it up on the screen?


MR. WARREN:  Certainly.


MS. LONG:  Has that been filed, Mr. Rodger?


MS. HELT:  It is my understanding that it was filed.  It certainly was served on all of the parties.  And I would think, Mr. Rodger, you can confirm if it was filed.  I recall seeing it when it did come in, so I would be surprised if it --


MR. RODGER:  Yes.  Yes, my recollection, Madam Chair, is it was served on all parties and the Board.

MS. HELT:  It should be in web drawer as an answer to the interrogatory.

MS. LONG:  If you can get it on the screen, then we won't need this, but thank you.  Let's wait and see if we can get it on the screen.

MS. BUTANY-DeSOUZA:  We can give our copy to the Panel.

MS. LONG:  No, no, that's fine.  If you have a copy, if it's been filed, then we should be able to pull it up and we can take a look at it on the screen.

In the event it can't be located, we will accept offers to get paper copies.


MR. WARREN:  I have only one question about it.


MS. LONG:  Okay.  Well, maybe --


MS. BUTANY-DeSOUZA:  We can provide a paper copy.

MS. LONG:  Mr. Warren, why don't you ask your question?  And if we need to see the document, we will ask for copies.

MR. WARREN:  Could I ask you to turn to page 6 of that document?


MS. BUTANY-DeSOUZA:  Do you have page 6?  Maybe you could give it to the Panel.


[Ms. Arseneau gives page 6 to Panel members.]


MR. WARREN:  Do you have page 6 now?

And under the heading "challenges" the first bullet item says: "This is...", and you underscored, I didn't, you underscored the words:

"...new and untested cost allocation method to present to the Ontario Energy Board."


So what you described in response to my client's Interrogatory No. 1 as an accepted cost-allocation methodology, you've acknowledged in November of 2013 that it was new and untested, correct?

MS. BUTANY-DeSOUZA:  It was new and untested by Horizon Utilities; that's correct.

MR. WARREN:  Now, I want to return, if I can, panel, to each of the explanations you have given for this shift in costs of $3.4 million.  And probably a useful guide for that is to go back to my client's first interrogatory response, attachment 1, page 4, which is the "objectives revisited".

MS. BUTANY-DeSOUZA:  I'm sorry, Mr. Warren, I'm having difficulty hearing you, and I know you just gave us a reference, but I missed it completely.

MR. WARREN:  I apologize.  It's the attachment 1 to interrogatory response number 2 of my client.  It is the "objectives revisited" page at page 4 of that.

MS. BUTANY-DeSOUZA:  Yes, I have it.

MR. WARREN:  Bullet item 2 is to "respond to customer requests to review cost allocation".  And my question is, did the members of what you propose as the LU(2) class, did they ask you to review cost allocation with a view to reducing their costs?

MS. BUTANY-DeSOUZA:  No, they did not.

MR. WARREN:  Notwithstanding that, you made a specific presentation to large-use customers, indicating that you would be doing that.  Correct?

MS. BUTANY-DeSOUZA:  The large-use -- yes, we did.

MR. WARREN:  Okay.  But your evidence is that they never asked you to do that.

MS. BUTANY-DeSOUZA:  The large-use customers, since our 2011 rate application -- cost-of-service application, have provided feedback to us through our director of customer service and through our vice-president of customer services, Eileen Campbell, who is here on the panel with me today, that they believed that there were issues related to the costs being allocated to them generally.

And they have asked -- generally, customers have asked us -- large-use customers have asked us to take a look.

Your question was, had the LU(2) -- the four customers that we presented this to asked us to look at this to reduce their costs.  This was a general request by the large-use customers, of which there are 11.

MR. WARREN:  Did any of the customers in the LU(2) class threaten that they would connect directly with Hydro One; in other words, that they would leave your system?

MS. BUTANY-DeSOUZA:  I believe that Eileen can respond -- Ms. Campbell can respond to this question.

MS. CAMPBELL:  We have had discussions with our large users.  I wouldn't suggest that they threatened to leave our distribution system to connect to Hydro One.  But definitely there were discussions about costs and comparison costs and what information they were looking at at their end to make these comparisons, I'm sorry I couldn't comment on.

MR. WARREN:  I'm sorry, Ms. Campbell, I apologize, I didn't catch your answer, because I was fiddling with some pages.

There were discussions -- please correct me if I'm wrong in summarizing what I understood to be your answer.  There were discussions with the members of what is now the -- or what you propose to be the members of the LU(2) class, and they provided you with information about their discussions with Hydro One in the sense that they gave you comparative numbers of costs; is that correct?

MS. CAMPBELL:  No.  That's not correct.  No.  Sorry.  If I -- did I -- I didn't...

MR. WARREN:  I thought I heard you say --


MS. CAMPBELL:  I don't think I characterized it as that.  We had discussions with some of our large-use customers regarding how some customers are connected directly to Hydro One.

As far as what information -- what I think maybe you heard me say is, what information that these large-use customers were looking at at their end, I couldn't comment on.

MR. WARREN:  Have you done any analysis of what the comparative costs are for them between a Hydro One connection and your own costs?

MS. BUTANY-DeSOUZA:  The only comparison that we have done is on a rate basis and the rate curves that you have already taken us to.  We haven't done a summation of the specific -- whether monthly or annual -- costs for any of those particular customers, whether they were connected to Horizon Utilities or to Hydro One as a direct connect.

MR. WARREN:  But you must have perceived it as a tangible or credible threat.  And the context for that is that this is, in the context of your overall system, a material shift in costs from one class of ratepayers to others.  Surely there must have been some tangible fear on your part that they would move to Hydro One, and that must have been based on something.

MR. BASILIO:  No.  These customers are looking at their costs, generally electricity costs, which form, particularly these large industrial customers, a very significant component of their cost base.  They're investigating these costs generally.  I suspect beyond us they're visiting all sort of constituents on other elements of the bill.  They're investigating options.  That much was clear.

The motivation for undertaking the cost allocation study was strictly to address the concern, the concern, are costs being allocated equitably.

MR. WARREN:  Sorry, you said, Mr. Basilio -- your words were, That much was clear, that they were looking -- investigating other options.  How was that clear if they didn't tell you that they were doing that?

MS. CAMPBELL:  Well, in discussions over the years -- and these aren't just discussions that have taken place in the last year -- over a number of years we have had discussions regarding rates in other jurisdictions as well.

So as far as looking at -- maybe the word "options" -- but looking at other rates, other jurisdictions of rates, those have come up in conversations for a number of years, actually, with a number of our customers.

MR. WARREN:  Let me see if I can make a distinction between those customers who might move to another jurisdiction and those customers that have a large infrastructure in Hamilton at the moment.

So if, for example, I am operating a steel plant in Hamilton, to use a hypothetical, it is unlikely that I can pick up and I can move to Markham.  Is that fair?  At a common-sense level?

MR. BASILIO:  I don't think we can presume.

However, I think what we've seen here, plenty of evidence of, is the manufacturing sector being eroded, and one of the principal causes of that has been electricity costs.  So I think it is plausible that an entity of that size can, in fact, move or decide to undertake production in a jurisdiction that is going to be more cost-effective over the longer-term.

MR. WARREN:  Right.  Let's go to the third attachment to my client's interrogatory response number 2 and look at the rate curve competitiveness.

So do I understand that one of the reasons for reducing the costs for the proposed LU(2) class was to make the rates for the large-use class more competitive in order to retain and attract large-use customers?  Is that fair?  That's what you just told me, I thought, Mr. Basilio, so...

MR. BASILIO:  Those are all considerations.  Again, I think we responded to that in the Technical Conference Question No. 12.  So if you will give me a moment to get there...

The purpose of the study, again, was to investigate cost causality and rate equity.  The purpose of the study was not to reduce large-user rates.  That certainly was an outcome.

But within the parameters of Board policy, the strategic issues that we have articulated of customer growth, customer retention, those, I believe, are objectives worth pursuing both in the interests of shareholders and customers, for the reason articulated here.  Again --

MR. WARREN:  Can you and I agree, Mr. Basilio, just at a common sense level, that a decision by a large use customer to elect to move to or remain in a particular location is a function of a number of factors?  That that would include the infrastructure in the community; is that fair?  That is one of the factors?


MR. BASILIO:  Perhaps you could elaborate all the factors under consideration, and I can try and provide a balanced response.


MR. WARREN:  Okay.  Can we agree, Mr. Basilio, that the decision to locate in a community or to move to a community would be a function of a number of factors, including -- in no particular order of significance -- the following: the presence of infrastructure to service them, the existence of a trained work force, local tax policies, any local municipal incentives that might be available, and energy rates?

All of those things would be factors that would be considered by a large use customer in deciding whether to remain in or locate to a new location; is that not fair?

MR. BASILIO:  I will answer it more generally.  Any significant element of cost structure would be a consideration in where to locate, particularly looking out towards the long term.  So not just the status of what exists today, but perhaps trends for the future.


So I can't -- with respect to a steel company, I'm certainly not an expert on their cost structure, other than to say electricity is a very material component of that cost structure.  And certainly we have heard that from those customers, but I would agree with you that other -- certainly other elements -- water, for example, I know water forms a very significant component of steel production.  So water costs in the municipality.

But again, I think more generally I would say any material component of their costs -- of the cost structure of a large manufacturer such as US Steel would be a consideration in -- in where they reside.


MR. WARREN:  In looking at your circumstances, sir, did Horizon undertake any study of the relative significance of electricity rates among the factors that would be considered in whether or not companies that were in Hamilton or might move to Hamilton, where they would locate?  Did you look at factors like infrastructure, work force, local tax policies, to determine the relative importance of electricity rates?


MR. BASILIO:  No, we have not.


MR. WARREN:  Okay.  And was this decision about competitiveness, was it done alone by Horizon Utilities?  Or was it done in conjunction with anybody else?


MR. BASILIO:  Sorry, you keep referring to a decision about competitiveness.  That was not the decision point.

The decision point was cost causality and cost equity between the customer classes.  That was the driver for the review.  That was the driver, principal driver, for the decision.

MR. WARREN:  I am talking about rate curve competitiveness, which you have acknowledged -- at least in your internal communications with your senior management -- that it is an important consideration in your decision to change your cost allocation.

My question was:  Did you do this consideration of this factor alone or with anyone else?


MR. BASILIO:  I don't believe we said it was -- well, let me put it this way.


We must comply with Board policy.  We undertook a study to review cost allocation.  Within the confines of Board policy, we're going to consider what is strategic insofar as shareholder interests and customer interests.


So to the extent that we can comply with Board policy, we can achieve rate equity in a manner that supports customer growth, in a manner that supports reducing costs for our customers, then those are considerations.

But I guess where I don't want to be manoeuvred is off the principal driver for the purpose of the cost allocation study, which was broader than just the LU(2) class, and that was to -- as part of this, you know, application and providing the best possible evidence, to undertake a comprehensive study looking at our various customer classes and how they're allocated costs.


These were outcomes.  These have could have been outcomes the other way.

MR. WARREN:  Let me try a third and final time to get an answer to my question.

When you were considering rate curve competitiveness, whether or not Horizon could compete in keeping or attracting new businesses, did you do that -- was that a Horizon initiative?  Was it a City of Hamilton initiative?  Was it a province of Ontario initiative?  Did you do it alone or with somebody else?


MR. BASILIO:  This was entirely our study, with the assistance of Elenchus.


MR. WARREN:  Now, we've gone through -- you've expressed in the documents which you attach to my client's Interrogatory No. 2, you have gone through what I would describe as the policy considerations, keeping people from going to Hydro One Networks, being competitive with other utilities.


Is it not fair for me to conclude that you told Elenchus that you wanted to keep the large users, and was there a rationale for doing so that they could come up with?


MS. BUTANY-DeSOUZA:  No, that is not what we told Elenchus.


MR. WARREN:  Elenchus was unaware, before they started or in the early phase of their study, that you wanted to keep your -- to create an LU(2) class to respond to the large users' concern about rates, they were unaware of that as they started their study; is that right?


MS. BUTANY-DeSOUZA:  We had no predisposition to the creation of an LU(2) class.

We discussed with Elenchus that we wanted to look at cost causality as between the classes, and we asked them to assist us by undertaking the review.


MR. BASILIO:  However, we do have Elenchus on the phone here.  Perhaps the way to get the independent -- let's get the independent experts' perspective on specifically what they were aware of and what they'd asked them to do.


MR. TODD:  Yes.  The -- I am on?


MS. BUTANY-DeSOUZA:  Yes, we can hear you.


MR. TODD:  In background discussions with them, I was aware that there were concerns that the --

MR. RODGER:  Excuse me, Mr. Todd.  Could you put the microphone just away from you a bit and then try and speak as loud as you can?  We're getting the muffled sound again.  Thank you.


MR. TODD:  In the discussions early in the process, I was aware that Horizon had concerns that its rates may not have been reflecting cost causality.  And this would be a concern that the rates have a prima facie appearance of being unreasonable in some cases.

And therefore that was stimulating what I would call a wholesale review of the cost allocation methodology.


I would note that there -- we had done a couple of other large use studies for other LDCs, where exactly the same kinds of questions were being raised by large users and as a result of settlement agreements with other LDCs that actually agreed to undertaking large use studies that we had conducted.

Again, in those cases where there's concerns, rather than simply updating the numbers and running the numbers through the cost allocation model in the methodology or in the process, essentially, that -- which it had done previously, there was a desire -- which is why they turned to us -- saying:  Let's look at this more deeply, to ensure that, number one, the classes are being defined properly, and number two, the input data, in particular around the financial information, that it is actually structured correctly.

And we have discovered things such as the numbers that are in the US of A account labelled in a particular way aren't always separating out between primary and secondary classes.

Similarly, the division of classes, which are historic, can go back decades, we have identified in cases such as this one that the division of classes, when looked at globally, at least, should be -- could be looked at differently.  And in this case, we said that we were starting to separate classes on a clean slate, we probably would have been proposing to set up an LU1 and LU(2) class or some equivalent there.  A little background of issues.

MS. LONG:  Mr. Warren, could you hear the response to that question?  In the event that any people asking questions cannot hear clearly, please advise the panel, and to the extent that you want to take extra time to read the transcript through to make sure that -- sometimes it is a bit easier to read the transcript rather than listen, take time that you need to answer any questions.

MR. WARREN:  Thank you.

MS. LONG:  Or ask, rather.

MR. WARREN:  As I understood your answer, Mr. Todd, and correct me if I'm wrong, that you were aware, before you began your work, that Horizon was concerned about the level of the rates for the large-user class and wanted to find whether there were ways in which those rates could be reduced.  Is that a fair summary of the answer you have just given me?

MR. TODD:  No, no, I think that you have reworded the answer.  I was aware that they had concerns, and they wanted to ensure that costs be allocated appropriately to the different classes.

There are customers, as there are in probably many if not most utilities, and not all, but most customer classes.  Everybody is looking for lower rates, and you cannot respond to everybody with lower rates.

What you can do is investigate, to determine and ensure that the costs are being allocated properly, and that is what they wanted to do.  They wanted to feel -- I believe that we had discussions -- my recollection is we had discussions that at the present time they could not say to their largest large users that they were being allocated costs fairly, and they needed a study to be done so that if there was no change being made they can go back to those large users and say, We have reviewed the way the costs are allocated, we have retained experts to look at it in detail, and we have determined or they have determined that the costs are being allocated appropriately under the Ontario Energy Board's methodology.


And if they had that answer to give them, then they would be in a better position in saying we don't know.


MR. WARREN:  Horizon Utilities, in a presentation it made to its large users in November of 2013, described their proposed cost-allocation methodology for the large users as "new and untested".

Would you agree that it was new and untested, Mr. Todd?

MR. TODD:  I would reiterate Ms. Butany's response, which is that it's new and untested for Horizon.  They have not proposed such a thing before.  It has not been accepted.

But everything that we have recommended is consistent with the structure of the model, consistent with what is embedded in the model, and consistent with practices of other LDCs in Ontario, in particular, that use a sheet which is set up for direct allocation specifically.  That is contemplated.  That is used.  There are also customer classes where there are extra-large users, for want of some definition or another, who have a separate rate from other large users based on a direct allocation.  So there is nothing new there.

MR. WARREN:  When I asked for a precedent for OEB approval for this methodology, I was given a 2010 decision of Hydro One Networks Inc.

Can you point me to other decisions of the Ontario Energy Board in which the cost-allocation methodology proposed by Horizon for these -- large-use class has been approved?  If you want an undertaking for that, Mr. Todd, I am happy to take it.  You have nothing else to do in Kathmandu than to respond to my undertakings.

MR. TODD:  There is nothing I would rather do in the next few days than stay in Kathmandu and do research for you.  However, I have done that research, and there are not -- first of all, the cases where there are similar methodologies being used are cases where rate classes were set up prior to the restructuring within the industry and prior to what I will call expected OEB rate regulation, which really started post-2006.

And therefore, number 1, the class structure, there was no decision that existed that we could refer to, and secondly, the methodology of the direct allocation was built into the cost-allocation model, which goes back to the 2006 cost-allocation information filings.

And when we checked, for example, in the case of Enwin, which in 2009, I believe, was their cost-of-service application which had two or three separate large-user classes with directly allocated costs, the model that was implicitly if not explicitly accepted by the Board in that 2009 application was not put on the record of that decision, certainly is not on the public record anywhere, and therefore we cannot cite, number one, the explicit methodology, except I do note they are separate large user classes, but how that is handled in the model is not on the record, although the classes in the general approach is on the record.

MR. WARREN:  Thank you, Mr. Todd.

Members of the panel, I don't know when you want to break for lunch.  I am moving to a discrete topic which may take ten or 15 minutes.

MS. LONG:  Please proceed.

MR. WARREN:  Thank you.

For the Horizon panel I just have some questions about the US Steel proposal.  And I apologize for my profound ignorance, but I just want to understand the distinction between the options which you have presented.

As I understand it, what you're saying is that, if the LU(2) class is approved by the Board, then the loss of US Steel would have no impact.  Is that right?  No material impact, I apologize.

MR. BASILIO:  With respect to distribution rates, it would have no material impact.

If we found ourselves with another large unpaid bill, which of course goes beyond simply the distribution charges, that would have a material impact, but of course those charges aren't within the scope of this application.

So we're speaking strictly about materiality with respect to the distribution component.

MR. WARREN:  Can you explain to me why, Mr. Basilio, if the Board approves the LU(2) class and United States Steel goes out of business and nobody replaces it, why that would have no impact on distribution rates?

MR. BASILIO:  Sorry, not "no impact", "no material impact".

MR. WARREN:  Well, you're right, no material impact.  Why is --


MR. BASILIO:  I will let Ms. Butany speak to that.

MS. BUTANY-DeSOUZA:  So we have discussed earlier the methodology behind creating the LU(2) customer class.  As a result of that there is a reallocation of costs to other classes of customers.  We have discussed that earlier.  I provided that in evidence in-chief and then through some discussion with Mr. Aiken and I believe at the start of this discussion.

As a result the costs that are limited then to the LU(2) class but then flow back to US Steel Canada's cost responsibility are limited, and therefore we have identified it as not material, or below a -- significantly below a materiality threshold such that, with the LU(2) class, we believe that at this time we could manage.

MR. WARREN:  Now, if the Board doesn't approve the LU(2) class and there remains one large-use class, then the impact of loss of US Steel would be regarded as material, and you have given a confidential number in your evidence.  Is that right?  It would be material; is that right?

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. WARREN:  And the effect is that that cost, material cost, would be allocated to the other members of the large-use class.  Is that right?

MS. BUTANY-DeSOUZA:  I'm sorry, can you repeat your question?  I just didn't catch it.

MR. WARREN:  Sorry.  Under a scenario where the Board does not approve the LU(2) class, there's one existing large-use class, United States Steel goes out of business, is not replaced by anybody else doing the business.

Then the impact -- the costs would be allocated to the other members of the large-use class, and it would be a material impact.  Is that right?

MS. BUTANY-DeSOUZA:  In fact, the costs would not be allocated amongst the class.  The revenue requirements are set out across the five years of this application.  If we lost US Steel Canada during the course of the application, that's a revenue deficiency that our plans are built on.

We filed a custom IR for revenue requirements over these five years.  Our OM&A program, our operating program and our capital program are tied to that.

And so we have identified that that loss of revenue requirement that is otherwise expected based on the load forecast for US Steel Canada if they remained part of the large use class in general, would be significant and certainly above a materiality threshold both in one year and over the -- cumulatively over the five-year term.


MR. WARREN:  I apologize for the confusion in my question, Ms. Butany.

I understood that it was material.  My question is:  Would those material costs be allocated across all ratepayers, all customer classes?  Or would it just stay within the large use class?


MS. BUTANY-DeSOUZA:  As we filed for the alternative relief, we have asked for a variance account such that we would capture that variance within the large use customer class, and that whether -- because we don't know what is going to happen to US Steel, we've used -- US Steel Canada, excuse me, we have used the load forecast that was filed under issue 3.10 of the settlement proposal as the baseline.

And if US Steel Canada did better than that load forecast, that would be captured in the variance account that we're requesting, and that would be given back to the large use class customers.

If they did not -- if that load did not materialize or their operations ceased, then that would be -- we're proposing, requesting, that that would be collected from the large use customers.


MR. WARREN:  Have the other members of the large use class been advised of the potential impact of the Board's approval of the variance account proposal?


MS. BUTANY-DeSOUZA:  No, they have not.  Except for that -- the materials are available on the public record and that they have been publicly filed.


MR. WARREN:  But they have not specifically been given notice of the potential impact of the Board's approval of the variance account, were the Board to approve it; is that correct?


MS. BUTANY-DeSOUZA:  I should add that when the -- you have taken me to the November 26th presentation to the four large use customers for whom we were creating the LU(2) class.

We had identified that this was -- this was going to be our proposal to the OEB, and that it was our request, but certainly that it wasn't a foregone conclusion in terms of outcome.

And so they know, they were made aware, that their fortunes, if you will, were tied, and that if something should happen to one of them that it was a -- they would collectively bear that.


MR. WARREN:  Sorry -- can you tell me where, in this document, you can say -- this presentation, that the members of the large use class were advised that the impact of the loss of one of them would fall on just the members of that class, as opposed to all rate classes?  Where in this document would I find that statement?


MS. BUTANY-DeSOUZA:  And by "this document" you mean Exhibit 10?


MR. WARREN:  No, in the meeting with large use customers that you just referred me to.


MS. BUTANY-DeSOUZA:  It's not in the bullet points in that presentation.  It was articulated to them verbally.


MR. WARREN:  Can I posit this alternative?  The alternative is to allocate these costs -- I suppose there are two further alternatives, which in theory the Board can consider.

One -- my client may beat me about the nose and ears for suggesting -- is that you could allocate the costs across all rate classes.  That is one alternative, if US Steel goes out of business.  That's one alternative, right?


MS. BUTANY-DeSOUZA:  In terms of capturing the difference in a variance account and then sharing it across all customer classes?


MR. WARREN:  Yes, you could do that.  That is an alternative, isn't it?

MS. BUTANY-DeSOUZA:  That would be one alternative that we could have requested; that is not the alternative that we did request.

MR. WARREN:  I understand that.

And the fourth alternative, I am going to suggest to you, would be to deal with this loss of revenue by reducing your own operating costs.  Right?


MR. BASILIO:  It would be.  However, I think as a result of the outcome of the settlement, we have largely dealt with our capacity to do that already.  And that is why this is an issue for us now.


MR. WARREN:  I understand that, Mr. Basilio, but just in theory, absent the settlement agreement, one of the options would be to reduce your costs of operating in order to --


MR. BASILIO:  It is not a practical option for us.


MR. WARREN:  Those are my questions.  Thank you, panel.


MS. LONG:  Mr. Warren, were you wanting to ask questions on Undertaking J1.2?  Board Staff was going to get copies of that at the lunch break.

So I am just wondering, to the extent that you wanted to, we would take our break now and you could ask questions on that, or perhaps the number that you received in a general sense was enough for your purposes?


MR. WARREN:  For my purposes now, the number in a general sense was sufficient.  Thank you very much.

MS. LONG:  Okay.  Thank you.

Then we will take an hour for lunch.  We will break now and be back at 10 to 2:00, and Mr. Shepherd, you will commence then.


So, Mr. Todd, we will keep you on tap and we will be back in an hour.  Thank you.


MR. TODD:  Thank you.

--- Luncheon recess taken at 12:50 p.m.
--- On resuming at 1:55 p.m.

MS. LONG:  Thank you.  Please be seated.


The panel has considered the arguments put forward this morning by the parties in respect of their proposed redactions contained in the new Exhibit 10, filed September 26th.


The Board agrees with the redactions proposed by Horizon.  The panel is of the view that in this case the release of individual customer consumption data would be prejudicial to the individual customer, in that it may compromise its competitive position.


The panel asked specifically about how the redacted information contained on page 2 of the document was related to individual customer consumption.  The applicant has advised that because the amount of exposure relates to a single billing period it may be possible to determine the customer's consumption.  On that basis, the panel will agree to this redaction.


The applicant has also advised that this current exposure amount is not publicly available.  The applicant has also advised that if the current exposure amount does become publicly available, Horizon will amend the redacted version of Exhibit 10.


So if the parties feel that they need to go in camera today, please let the panel know, and we will do so.  It would be our preference to only go in camera once, so to the extent, Mr. Shepherd, that you have questions that you want to go in camera on, we may talk to Mr. Brett about how long he thinks we'll be, and we will just arrange to have one in camera session.


MR. SHEPHERD:  Hopefully I won't need to, but --


MS. LONG:  Okay.  If you do let us know.


MR. SHEPHERD:  I will let you know.


MS. LONG:  Other than that, Mr. Rodger, are there any preliminary matters?


MR. RODGER:  I don't believe so, Madam Chair, and we also have Mr. Todd on the line, so we're all set to go from that point of view as well.


MS. LONG:  Okay, good.  Thank you.


So Mr. Shepherd?

Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  Thank you, Madam Chair.


Witnesses, you know me, I think.  Some of you I don't know.  My name is Jay Shepherd.  I'm counsel for the School Energy Coalition.


I have questions on both cost allocation and rate design.  I want to start with the purpose of the cost allocation study and the changes that you're making that affect large-user rates.


I am going to give you a list of what I think are the four purposes and in what I think are the correct order, and then I'm going to go through them individually, but let's start with the list.


Your primary reason is to make sure that your rates are fair, and so you wanted to get your cost allocation right so that cost causality is tracked as closely as possible.  That is the first one.


The second is that you have some customers that could stay where they are but choose to go -- connect to Hydro One, as opposed to yourselves, and those would all be large-user customers, because nobody in their right mind in another class would want to be served by Hydro One because they're so much more expensive.


The third is, you have a rate competitiveness issue, which is sort of like an economic development issue, in the sense -- I don't mean for the city, I mean for you -- because businesses, particularly industrial customers, choose where they're going to locate, and costs are one of the factors.


So if it's relatively more expensive to be in Hamilton or in St. Catharines, they might be less likely to be there, and therefore you wouldn't have their load.


And the fourth is that the four largest customers represent individually your highest risk if they fail, because you lose the most money, and to the extent that you charge them less money, your risk is reduced.


So are those four the sort of, in the correct order, the reasons why you're changing the large-user structure?  Accepting that it is a little bit oversimplified?


MR. BASILIO:  Well, I'm glad you added the last point.  I think it is a little bit oversimplified, and I think, as I tried to articulate to Mr. Warren, certainly we would agree with number 1, that the principal motivating factor, the reason we undertook the study, was to provide good evidence with respect to cost allocation and rate design, recognizing that we had some specific customer concerns as well.


As I have articulated in the technical questions, within the constraints or confines of Board policy -- which aren't so entirely prescriptive -- there are strategies that make sense for us to advance both in the interests of customers and shareholders, and I have articulated those, and I won't go into it again, but City of Hamilton Technical Conference Question No. 12.


Now, with respect to 4, we really haven't discussed this yet in the cross so far.  I would agree with you, certainly we've been here -- we're here now twice with respect to one large-use customer, that a default is -- it's probably the -- that's the group that has, with the exception of two that are direct-connects -- wholesale market participants, sorry, certainly a credit default or the prospect of a credit default is a very significant risk issue, so there is no denying that.


That notwithstanding, you know, I wouldn't say it was a principal -- certainly it is a benefit.  It is sort of an outcome that, you know, when you look at the whole thing, hey, that's another benefit, but it wasn't a principal driver, I suppose.  I just want to clarify that for undertaking the study.  But certainly it does help with that situation.


MR. SHEPHERD:  That wouldn't motivate you.  Charging them less so that you have less risk if they default is not a motivating factor.


MR. BASILIO:  It's not a motivating factor.  It's a -- certainly it is a benefit insofar as the outcome.


MR. SHEPHERD:  Okay.  Now, let me just ask --


MR. TODD:  Before you ask -- do you hear me?


MR. SHEPHERD:  Yes.


MR. TODD:  Before you wrap up I would like to make it clear that you were drawing the distinction between purposes of Horizon Utilities' undertaking from their perspective and the purpose as far as Elenchus and the Elenchus Group.  It is only the first of those four purposes has any relevance to...


MR. SHEPHERD:  Well, yeah, that is not entirely true, now, is it, Mr. Todd?  I am looking at your report at page 2, and the first phase of your work was, in fact, review of customer classification.


So the first thing you were being paid to do, if I am not mistaken, was to take a look and see whether the large users should be split up or otherwise restructured; isn't that right?


MR. TODD:  That's correct.  And the purpose of any restructuring of the class is in order to have more fair rates to the members of the class or classes, to divide them up in a way that allows the cost allocation study to better reflect cost causality.


MR. SHEPHERD:  So your intention was to -- the motivating factor in looking at Phase 1 of your work was that the large-use customers were concerned about their rates, and comparisons to other utilities had been done that showed that they were relatively high, but once you've started to do it, the only thing driving your answer is going to be getting the right result from a cost causality point of view; is that fair?


MR. TODD:  Yes.  And the initial part of your sentence, your question, referred to Horizon's considerations.


Our starting point is Horizon, for whatever reasons it may have, is seeking to have us examine certain questions.  For example, often when we do cost-allocation work for utilities, we're not asked to and we do not look at the structure.  That is something which a client may or may not ask us to do.  They asked us to do that, and to review it, using the standard terms of the cost allocation which link to classification as well as to the cost allocation once you have your class distinguished.


But again, our review, or the purpose of our review, as far as we're concerned, is simply to say, are we doing it in what is the most appropriate way, and that's it.


MR. SHEPHERD:  Thank you.


Now, I am back to the Horizon panel.  The way that you're proposing to this Board that you reduce the large-user rates -- arising out of the cost study -- there is three components.


The first is, for some of the customers you're saying, we're only going to allocate -- we're going to directly allocate the costs that they're responsible for, because they're served in a particular way, and I am going to talk about that in more detail in a second.


That appears to have a four-and-a-half-million-dollar impact, that direct allocation.  I am not sure whether that is true, and I am going to come back to that in a second.


The second is that you did a -- or your consultant did a deeper dive in the accounts, in the US of A accounts, and concluded that some of them, which looked like they were primary assets, actually included secondary assets.  And as a result, if secondary wasn't going to be allocated or was going to be allocated differently to a class, you should use sub-accounts rather than the US of A accounts, to be more precise.

Then the third is that the load profiles for large users were redone, and that resulted in flatter load profiles, and therefore lower building determinants.

Are those three right, as a general thing?  And then we can go into details in a minute.

MS. BUTANY-DeSOUZA:  On a general basis, yes, those are the three items.

MR. SHEPHERD:  And all three of those things reduce the costs allocated to the large user class, right?  Or the large user classes?


MS. BUTANY-DeSOUZA:  The result of that examination lends itself to more appropriate cost causality.  The outcome of that happens to be, in this instance, for the large users, a reduction.

MR. SHEPHERD:  Well, now, Ms. Butany, you have several times said this was sort of an outcome that was, like, by chance, they got lower rates.

But in fact, your large users complained to you that they didn't like their rates and they thought they were wrong, right?

In fact, they said they were unreasonable; isn't that right?  I think that is what you said earlier, or Mr. what Basilio said.


MR. BASILIO:  No, I don't think they -- I don't recall them saying they're -- I'm sure we've heard that before from customers, but what I recall from those conversations really was motivated around an investigation, including -- I mean, the suggestion that they're served by dedicated assets would, you know -- if that, in fact, is true and we can deal with that, would suggest that their costs are too high.

So I guess I would like to come back to a point you made.  It just wasn't sort of we got this report and, you know, news flash, their costs are way lower.

I think going into the study, the notion that if it's appropriate to allocate costs based on dedicated assets, which would have been part of the -- you know, those were the scenarios we were investigating and ultimately that was the outcome, that that would result in a lowering of the amount of costs allocated to that class.

MR. SHEPHERD:  Well, isn't it true, in fact, that your large use customers said to you:  We think our rates are too high?


Because they weren't complaining to you because they thought they were too low, right?


MR. BASILIO:  No, but they weren't looking for a rate reduction -- I mean, let me rephrase that.

They're probably -- they're looking for lower costs.

I think as I mentioned in my cross to Mr. Warren, in those meetings they have general concerns about their electricity rates, their -- and I am presuming here, but you know, I'm virtually certain this is true, they're visiting all constituencies that have an impact on their electricity bill, including us.

The premise being, you know:  We would like to have a discussion about our costs.  They're very high and they're causing us some concern.  It is a significant component of our cost structure.

MR. SHEPHERD:  Well, in fact, isn't it true that they were the ones that suggested that you look at what distribution rates are in other places?  Right?


MS. BUTANY-DeSOUZA:  No.

MR. BASILIO:  I don't recall that.


MS. BUTANY-DeSOUZA:  I don't recall them saying:  Hey, can you look at other jurisdictions and -- or other LDCs and look at what we're being charged -- what we could be charged there?


MR. SHEPHERD:  That seems strange.  If I were a large user, it is the first thing I would say.  In fact, I would go do the research and I'd give you the numbers.

Ms. Lerette, you were in the meetings.  That never came up?


MS. LERETTE:  I was not in those meetings.


MR. SHEPHERD:  Oh, sorry.  I thought you were.


MS. LERETTE:  No.


MR. BASILIO:  Ms. Campbell was in those meetings.

MR. SHEPHERD:  Okay.

MS. CAMPBELL:  Yes, I was in the meetings, and there were discussions about rates in other jurisdictions, and in the US and different states and whatnot as well.

So they, you know -- our large users are very sophisticated customers, and they have -- they do a lot of analysis over a lot of things.  They did not ask us to go and research other jurisdictions' rates.

MR. SHEPHERD:  Okay.  So what you did when you went to Mr. Todd is that you -- you had a hypothesis, which essentially had been given to you by your large users.  And I'm into the saying there is anything bad about this; this is normal stuff.

Their hypothesis was:  Maybe our rates are too high.

You put that hypothesis to your expert, and said:  Investigate to see whether this is true.  You didn't tell him to make it happen.  You told him:  Investigate.  Right?


MS. BUTANY-DeSOUZA:  And I am going to assume this is a question to the Horizon panel.


MR. SHEPHERD:  Yes.

MS. BUTANY-DeSOUZA:  We asked him -- we asked Elenchus, broadly, to investigate.  Not just to investigate large users, but to investigate the rate classes and to advise us on whether, on a principled basis, tied to cost causality, the rates were set appropriately.


MR. SHEPHERD:  Okay.  Wait a second.  So you're saying:  Go look at all of the classes.  You said to Mr. Todd:  Go look at all of the classes and see whether they should be changed around.  So see whether the GS over 50 is really –- maybe that is not really a homogenous class, and you should change it so that schools are a separate class.

Did you tell him to do that?


MS. BUTANY-DeSOUZA:  We didn't ask him to look into whether schools should be a separate class.

We did ask Elenchus to take a look at the commercial classes and to identify whether, on a cost causality basis, the charges -- the rates were appropriate, or whether there was further refinement that should be included in this rate application.

MR. SHEPHERD:  Sorry, I am trying to track down customer classification at this point, not cost allocation.  We're still at customer classification.

MS. BUTANY-DeSOUZA:  Okay.

MR. SHEPHERD:  Their customer classification instructions were solely related to large use, right?  You did not ask them to look at whether they should split up any of the other classes or revise the definitions of any of the other classes in any way, right?


MS. BUTANY-DeSOUZA:  No.  We did ask them to look at both the GS greater than 50 and the large use customer class.


MR. SHEPHERD:  Okay.  So I'm turning to you, Mr. Todd.


The schools spend $2 million a year on distribution rates.  Did you look at whether they should be treated differently, whether they should have a separate class?


MR. TODD:  No.  We did not look at schools specifically.  There is a widely accepted approach to establishing customer classes -- not universal, but widely accepted and certainly accepted in Ontario -- that you do not set up classes based on an individual industry or based on a use of the electricity, but based on the load profile issue.

And that was the basic distinction within the large use class, and we did investigate, from a generally accepted load profile approach, whether there was an obvious cut-off between larger GS, sort of looking to the large GS class, whether it could be split.


In fact, we went through the analysis sufficiently to basically say we could, and looked at how it was being applied in the cost allocation model, and the result would be there would be two classes with essentially identical rates, and -- because the load profiles were so similar.  And the use of --


MR. SHEPHERD:  Sorry, could you repeat that last part?  I couldn't understand it.

MR. TODD:  I'm sorry.  I may be speaking too quickly for this line.

What we did do was we actually did some simulations, I will call it, of splitting the large GS class into two sub-classes, and used those load profiles to run through the cost allocation model.  And we came out with essentially the same rates, which demonstrated that it would be inappropriate to divide them, because we do not separate classes in a way that produces two classes with the same rates, in terms of what -- the same cost causality.

We did not do that for schools versus other GS customers.  We did that based on a material aspect.

MR. SHEPHERD:  So I am looking in your study for where it talks about your review of the load profiles of the larger and smaller GS over 50 customers.  Can you tell me where it is?


MR. TODD:  Not in the study.  It's not in the write-up.  If you go back and look in the beginning, in coming up with recommendations, what you find in the study is, number one, (inaudible) what we looked at, and we investigated a number of options, and what we said is here is something which was a positive result.  We did not, you know, intend to publish all the negative results.

MR. SHEPHERD:  Okay.  Thank you.  I want to sort of ask one general question, I guess, of Horizon, probably.  It is right, isn't it, that the effect of the changes to the large-user class are that the large users -- all the large users get lower rates, right?  It is not just the LU(2) class.  It is all the large users get lower rates, right?


MS. BUTANY-DeSOUZA:  Yes.


MR. SHEPHERD:  And everybody else has to pick up the slack.  Everybody else has to pay more.


MS. BUTANY-DeSOUZA:  Yes.


MR. SHEPHERD:  Okay.  So for example, am I right that for a typical school, for example, in GS over 50, you're proposing a 14.2 percent rate increase for them because you want to do this large-user class thing?  You did a -- there is an interrogatory response on it, if you need it.


MR. BASILIO:  Do you have a reference, Mr. Shepherd?


MR. SHEPHERD:  I don't actually have it with me, but if you want I will come back to it and get it.  You did a comparison, a straight-up comparison, of with and without for the schools.


MR. BASILIO:  I suppose, subject to check.  But respectfully, at the end of the day what we're asking for, and frankly, what we're proposing in the application, is a rebalancing based on equity.


So another way of looking at that is, we're asking schools to pay a little more to balance out where we feel -- what we feel is an equitable outcome, based on --


MR. SHEPHERD:  Well, what you're saying in fact is that all of the other customers were subsidized by these large users until now, and you're fixing that; isn't that right?


MR. BASILIO:  That's what we're saying.


MR. SHEPHERD:  Okay.  So I want to go to 7-CCC-38.  And Madam Chair, I do apologize for not doing a compendium.  In recent cases the technology has been so fast that we haven't needed them, and I forgot about Mr. Todd being on the screen, which slows it down.  I'm sorry about that.


MS. LONG:  That's fine.  I just wanted to ask a clarification question, Mr. Basilio.  When Mr. Shepherd put to you the 14.2 percent impact on schools, is that -- that is subject to check --


MR. BASILIO:  Subject to check.


MS. LONG:  -- but around that number -- is that based on the settlement proposal?  Or is that without the settlement proposal?


MR. SHEPHERD:  That is without the settlement proposal.


MS. LONG:  Okay, thank you.


MR. SHEPHERD:  No, that is the large-use difference.  So the settlement proposal wouldn't matter.


MS. LONG:  Okay.


MR. BASILIO:  Cost allocation and rate design are still open items.


MS. LONG:  Okay, Mr. Shepherd, please proceed.


MR. SHEPHERD:  Yes.  So on 7-CCC-38, if you can take a look at the table.  And I understand that this isn't going to be exactly right now, because things have happened since August 1st, but it will still be indicative, won't it?


MS. BUTANY-DeSOUZA:  Yes.  Yes.


MR. SHEPHERD:  Yes.  So if you take a look at the middle line here, it has the LU(2) class has $5.9 million less allocated to it because of direct allocation.  Right?


MS. BUTANY-DeSOUZA:  Yes.


MR. SHEPHERD:  And then that's split up, residential pays 2.1 million and so on, all the way across, right?  Basically we're all paying that because -- and this is the subsidy amount that you were talking about, right?


MR. BASILIO:  Correct.


MR. SHEPHERD:  Okay.  Then another thing that you did is you identified secondary costs included in the US of A accounts that were treated as primary, right?


MS. BUTANY-DeSOUZA:  Yes.


MR. SHEPHERD:  You, meaning you and Mr. Todd.


MS. BUTANY-DeSOUZA:  We, meaning Elenchus have performed that activity.  We provided them with the data.


MR. SHEPHERD:  That didn't actually help the large-user class, and -- the LU(2) class, and the reason is because they're not allocated any of that stuff anymore anyway, right?  Their allocation of that stuff is zero.


So that you can't -- whether you split up the classes or not is irrelevant to them.  Right?


MS. BUTANY-DeSOUZA:  That's right.


MR. SHEPHERD:  But it does help the large-user 1 class because some of the things they were allocated as primary now are treated as secondary and are allocated to other classes, right?


MR. BASILIO:  In addition to GS greater than 50 and standby, yes.


MR. SHEPHERD:  Oh, I was going to get there.


MR. BASILIO:  Okay.


MR. SHEPHERD:  We're the beneficiary of this, in fact, right?


MS. BUTANY-DeSOUZA:  Yes.


MR. SHEPHERD:  Because that $768,000 is, again, it is primary -- things that you thought were primary that with this more detailed calculation are now treated as secondary, right?


MS. BUTANY-DeSOUZA:  That's right.


MR. SHEPHERD:  And secondary is more allocated to residential and small commercial than it is to large commercial and large user?


MS. BUTANY-DeSOUZA:  That's correct.


MR. SHEPHERD:  Okay.  Now, there is one line in here which is "replace LU class with the two other classes", and I didn't understand how that had an impact separate from the direct allocation and the identification of secondary costs.
Do you know the answer, or can we get Mr. Todd back on the screen to tell us?


MS. BUTANY-DeSOUZA:  I don't know the answer, but I do know that Mr. Todd could assist with this answer.


MR. SHEPHERD:  So Mr. Todd, did you hear that question?


MR. TODD:  Yes.  I'm just getting off mute.


You will notice that the impact there -- I think I am seeing 194,500?


MR. SHEPHERD:  That's right.


MR. TODD:  It is relatively small.  When you split the classes, you end up with a change in the allocators, in particular non-coincident peaks.  The split classes do not obtain peaks.  The overall class peak would be different.


And going conceptually now, not by memory of this exact calculation, but by separating the classes you change the allocators to some extent, and that would have an impact.


MR. SHEPHERD:  Sorry, you change what allocations?


MR. TODD:  You change -- the allocators include -- let me think.  So there are allocators that include things like count of customers.  The count of customers in the two separate classes would be equal to the sum of the two, and you put them in one class.


When you take peak allocators, so for example you have non-coincident peaks, the sub-classes as separate classes would have different non-coincident peaks, potentially non-coincident peaks, than when you have the combined files, because you would look -- the individual load profile would produce different peaks than the combined ones.  Therefore, you would have small changes in the allocators.


MR. SHEPHERD:  Okay.  I am going to pretend I understood --


MR. TODD:  And that would be -- okay.  Just take the bottom line.  The allocators change when you split the boundaries.


MR. SHEPHERD:  Okay, thank you.


Now I wonder if we can go to 7-SEC-47.  And this is the average costs in 2015 for the Large Use (1) and Large Use (2) class.


Now, the Large Use (2) class, the customers are bigger, right?


MS. BUTANY-DeSOUZA:  Yes.  They are.  They're greater than 15 megs.


MR. SHEPHERD:  They're actually average of 39 megs, right?  I just took your billing determinants and divided by 12 and divided by four.


MS. BUTANY-DeSOUZA:  I will go subject to check.


MR. SHEPHERD:  Okay.  And yet the costs for these large users -- 39 megs is a fair bit of use -- is relatively low. You're proposing $108,000 for one of these users.  I guess that is now changed with your new numbers.  But it is still in that ballpark, right?  It is 120- now or so, but it's still in that ballpark?


MS. BUTANY-DeSOUZA:  Yes, subject to check.


MR. SHEPHERD:  And so I am seeing, for example, the customer-related costs for one of these customers, the Large Use (2) customers, right, US Steel, for example, is $33,000.  I'm thinking, well, I think US Steel has cost you a lot more than $33,000.  In fact, every year for the last five years they probably cost you more than $33,000; isn't that right?  In customer-related costs?


MR. TODD:  If I can step in, it may be helpful.  These are the costs that are showing within the cost allocation point.  And the customer-related costs are costs that's determined by cost causality principles, not by tracking the work you have had to do with an individual customer on an individual basis.


Of the largest part of customer-related costs is the costs of the -- within the distribution system.  There are minimum system costs.  And for a class with a small customer count, you end up with a very small portion of customer costs.  The billing for customers is very small, the minimum system is very small, and so on.


MR. SHEPHERD:  Sorry, this says -- I am reading this table.  It says:

"Customer-related billing and collecting, meters and meter reading."


It says $33,000.


And I would have thought that the cost allocation model is supposed to, for the whole class, allocate the right amount of costs for that class; isn't that right?


MR. TODD:  That's correct.


MR. SHEPHERD:  Well, 33 times 4 is, what, 128,000?  And we know that that class costs a lot more than $128,000 every single year in billing and collecting costs; isn't that right?


I am asking Horizon.  Those four customers cost you more than that every single year for the last five years?


MR. BASILIO:  We don't track those costs specifically, because -- I think as Mr. Todd is indicating here, but -- and I will ask Ms. Campbell to speak, but when we consider the costs of these -- they're large, sophisticated users.  They pay us electronically.  We bill them electronically.


They're relatively low -- they're very low-maintenance customers in terms of customer contact during the year with respect to billing and collecting, unless -- I'm sorry, Eileen, I don't -- or Ms. Campbell, I don't know if you have anything to add to that?


MS. CAMPBELL:  No, I don't, John.  I would agree with you.  Very low maintenance costs as far as billing, collection and meter reading is concerned.


MR. BASILIO:  Meter reading is --


MS. CAMPBELL:  It's electronic


MR. BASILIO:  It's in -- electronically.


MS. CAMPBELL:  yes, that's correct.


MR. SHEPHERD:  You have senior-level meetings with them on a regular basis?  You go with your PowerPoints, right?


You have meetings internally before you meet with them; isn't that right?


MS. CAMPBELL:  I'm sorry, I'm not understanding what you're saying.  We have meetings with them before we meet

-- we meet with our large users --


MR. SHEPHERD:  On a regular basis?


MS. CAMPBELL:  -- on a regular basis.  Yes.


MR. SHEPHERD:  Where are those costs in there?  Are they in there somewhere?  They're not, are they?


MS. CAMPBELL:  I'm sorry, I don't know.  I don't know.


MR. BASILIO:  We don't track those costs specifically, but perhaps the number -- maybe, Ms. Campbell, if you can just tell me what the number of meetings, let's say, that we had with our large users in a year where we weren't undertaking the cost allocation issue.


MS. CAMPBELL:  So on a year where we wouldn't have been ongoing with cost allocation, we would meet with the large users either on a quarterly or semi-annual basis.  So we would meet with them twice a year or four times a year, depending.


We could also have supplement meetings with them or calls with them if there was outage-related issues, or some type of system-related issue as well.


MR. SHEPHERD:  Meetings were only an example, by the way, because you have -- for example, US Steel is in that class, and you've been monitoring that situation and spending a lot of resources on that situation since at least 2011; isn't that right?


MS. CAMPBELL:  So our processes for monitoring activities on accounts are actually fairly automated, and we monitor accounts typically by exception around that.


So I am not sure that I am maybe understanding what you're asking, Mr. Shepherd, but it is not an onerous task.


MR. SHEPHERD:  You're characterizing these four customers as being low-maintenance.


And, I mean, maybe you have a different meaning of that term than I do, but I would have thought that particularly when one of them has been in financial difficulty for several years, they would be relatively high-maintenance.


I can recall applications where you filed detailed information on this very customer.


MR. BASILIO:  Beyond that filing, though, the monitoring of their situation is largely by way of the public record, articles in newspapers, corporate filings that are public.  And as most would know, public companies really don't say a lot about those things until there, in fact, is an insolvency.


So again, that is not a lot of maintenance.


I mean, if we have 12 meetings a year where two people are present, and, you know, those meetings are an hour -- I would be surprised if they're much more than an hour for a regular customer.  You know, if you had 24 meetings a year where a couple of Horizon representatives are present at, you know, the -- and I will just round to -- I hate to throw out a figure here, but let's say $50 an hour.  It ends up being a pretty small amount if you're trying to directly allocate customer service costs to this class.


Again, most of the other elements that are here are taken electronically.


MR. SHEPHERD:  Thank you.


I wonder if you could turn to 8-SEC-52.  Do you have that?


MS. BUTANY-DeSOUZA:  Yes, we do.


MR. SHEPHERD:  This is a high school, a relatively large high school on Hamilton Mountain; right?  You're familiar with the school?


MS. BUTANY-DeSOUZA:  I am familiar with this school.


MR. SHEPHERD:  And they may be one of the few customers that actually fought to have Horizon serve them.


But it is true, isn't that, that you're proposing that their distribution bill for 630 kilowatts now, 630 kilowatts, is $23,000 a year in 2015, right?  Will you accept that, subject to check?  630 kilowatts?


MS. BUTANY-DeSOUZA:  Subject to check, I will accept that.


MR. SHEPHERD:  Okay.  At any point in this process, did you look at customers like that -- and they're, by the way, very close to a transformer station, right?  They're close to Nebo?


MS. BUTANY-DeSOUZA:  Yes, they're relatively close to Nebo Road.  That's right.


MR. SHEPHERD:  So did you at any time look at customers like that and say:  Well, if they're paying 23 and -- for their 630 kilowatts, how is that relative to the 108 that we want to charge this average 39-megawatt big industrial customer?  Did you ever do that analysis and say:  Is this fair?


[Witness panel confers]


MS. BUTANY-DeSOUZA:  So we didn't specifically look at the example provided in 8-SEC-52, but the distinction that we've drawn here and the basis of the creation of the LU(2) class, as we have previously identified, is about specific load level and then dedicated assets.


So they're not -- the large use 2 customers are not attracting other costs.


In the case of the other customer classes, because of the pooling of assets, they are attracting other costs, and that's the driver of -- that's amongst the drivers of the costs...


MR. SHEPHERD:  I understand.  Okay.  I am going to come back to that in a second.  I want to ask something specific, though, and this may be for you and it may be for Mr. Todd.  I don't know.


I heard Mr. Todd say, I think, this morning that the LU(2) class is not restricted to customers that are directly served from the transmission system.  It's not ones that have -- that's not the criteria.


The criteria is 20 megawatts, and that if a customer was over 20 megawatts and not served directly from the transmission system, they would still be in that class; is that right?


Maybe, Mr. Todd, maybe you could help us with that.


MS. BUTANY-DeSOUZA:  Before he does, I would just like to draw the distinction that the creation of that class is predicated on a 15-megawatt level.  Now, I know that you quoted 20, but that's the load level that distinguishes those customers, and then the presence of being fed by dedicated assets.


Beyond that, I will leave it to Mr. Todd for clarification.


MR. SHEPHERD:  So, Mr. Todd, is it direct allocation that is the criteria, or is it 15 megawatts?  Or both?


MR. TODD:  In our recommendation, the criteria is 15 megawatts.


MR. SHEPHERD:  I didn't hear you.


MR. TODD:  I believe in Horizon's -- can you hear me now?


MR. SHEPHERD:  Yes.


MR. TODD:  In our recommendation, the –- and I'm sorry, my documents aren't quite as readily available as they should be.  Mike, correct me if I'm wrong, but our recommendation, I believe, includes only the 15 megawatts, and I believe that Horizon in its proposed tariff it included meets the requirement that it's using dedicated assets, which they all do, and on a forward-looking basis I suppose that would mean that they similarly would qualify would need the relevant load and they would need dedicated facilities, which of course that would be a matter of design.  Given the difference between the LU(1) and LU(2) customers, you would be talking about upgrading the facilities.  I would expect almost for certain for any new addition to the LU(2) class.


MR. SHEPHERD:  So simply put, although there is a 15-megawatt criteria, the key criteria from the point of view of cost allocation is dedicated assets?  Because otherwise you would have to allocate costs differently to that class, right?


MR. ROGER:  Yes.  If you look at Exhibit 7.1, appendix 7.1 of Exhibit 7, tab 1.


MR. SHEPHERD:  Yes.


MR. ROGER:  On page 2, "summary of recommendations", you will see there in the third and fourth sentence of the first paragraph we say:

"The customers qualifying for the large-user (2) class would be customers with the amount of 15 megawatts or greater that are served with dedicated feeders."


MR. SHEPHERD:  Sure.  The reason I was asking is because earlier Mr. Todd said that the criteria was only 15 megawatts, not dedicated assets.  So I wanted to clear.  I thought what you are saying is right, and I wanted to clear that up, that's all.


MS. BUTANY-DeSOUZA:  I would offer for further clarification that we have added the distinction in our proposed tariff sheets, and so if you turn to -- it is included in the settlement proposal in the description of the rate class in appendix G.


So in the large-user tariff sheet for LU(2), the distinction -- or the specification, rather, as now you see in the screen in front of you -- thank you, Marko -- is that it is equal or greater to 15 megawatts and is served with dedicated assets.


MR. SHEPHERD:  Perfect.  Now, let me turn to the question of direct allocation.  And you've explained this a couple of times, and basically, the way I understand this, there are assets dedicated to this particular customer that are primary assets.  They're directly dedicated to this customer, and those dedicated assets connect to a transmission station.  Yes?


MR. BUTLER:  Yes, that is correct.


MR. SHEPHERD:  So basically they have to either be right beside or close to the transmission station in order to do this.  They can't run wires forever across the city, right?


MR. BUTLER:  They don't have to be.  Many of these are relatively close, but they don't have to be right beside the TS.


MR. SHEPHERD:  Okay.  And so because they have -- and they don't own those assets, right?  You still own those assets?


MR. BUTLER:  That is correct.


MR. SHEPHERD:  And you still paid for some part of the transmission station, or maybe you own it, and as a result they're bearing their share of that cost, too, right?


MR. BUTLER:  The transformer stations are all owned by Hydro One.


MR. SHEPHERD:  Okay.  The ones that are affected by these large users?  I thought you owned some of your own.


MR. BUTLER:  No.  All 17 transformer stations are owned by Hydro One.


MR. SHEPHERD:  Oh, okay.


So -- but you paid something for that.  So part of that cost that you paid for that -- because you generally have to make a contribution, right?


MR. BUTLER:  Generally, yes.  I can't -- some of these transformer stations serving these four customers are quite old.  So I'm not aware of what the payment terms would have been at the time they were constructed, but for new, going forward, yes.


MR. SHEPHERD:  So whatever you paid for that transformer station, they would bear their share of that.  That would be directly allocated to them?


MR. BUTLER:  Historically, again I can't comment on --


MR. SHEPHERD:  No.  I'm asking --


MR. BUTLER:  Going forward, any --


MR. SHEPHERD:  -- maybe Mr. Roger can help me.


MR. BUTLER:  Sorry, are you asking myself or Mr. Roger?


MR. SHEPHERD:  No, Mr. Roger would be fine as the expert in the area, or Mr. Todd, if he wants.


MR. ROGER:  If there are expenses incurred that are dedicated to a particular customer class, that customer class should bear the cost of those assets, and that's the idea of dedicated, directly allocating costs to a particular customer class, that you can identify assets that are not shared with anybody else, that are within the same customer class.  And if that's the case they would be directly allocated to the class.


MR. SHEPHERD:  That's why I was asking the question.  So you have a transformer station, Nebo, all right?  Does Nebo have a big customer?  Probably.


MR. BUTLER:  No, it does not have --


MR. SHEPHERD:  Name one then.


MR. BUTLER:  Gage, Gage TS.


MR. SHEPHERD:  Gage, okay.  So Gage TS has a dedicated -- a customer with a dedicated line from it.  If you paid something for Gage TS, which is serving -- it has feeders going out to other places in your system, right?  But part of the costs that you paid for that is for that feeder to serve that customer, that amount is dedicated -- is directly allocated to that customer?  Is that right, Mr. Roger?


MR. ROGER:  If it's not shared with other customers, yes, that would be directly allocated.


MR. SHEPHERD:  I'm talking about the cost of the transformer station that that dedicated customer and others will be using.  How is that allocated to that customer?


MR. ROGER:  If I understand correctly, the transformer station is not dedicated to one particular customer.  It is just by multiple customers, is it?


MR. SHEPHERD:  That's right.


MR. BUTLER:  Generally, yes.  Gage TS itself only services two of the four customers in the LU(2) class, but other than that, yes, they are shared.


MR. SHEPHERD:  Let's assume a shared one then.  Okay?  So we have a shared transformer station, but there is a dedicated line to one of the LU(2) customers.  The dedicated -- the transformer station is serving residential and commercial customers as well.


MR. BUTLER:  Yes.


MR. SHEPHERD:  How is that cost allocated?


MR. BUTLER:  We --


MR. SHEPHERD:  I'm asking the technical question.


MR. TODD:  May I interject just to be clear, Mr. Shepherd?


MR. SHEPHERD:  Please.


MR. TODD:  I assume you're distinguishing between the costs of building the facilities, which is a Hydro One cost, and a capital contribution that may be required of Horizon at the time of construction?


MR. SHEPHERD:  That's right.  Horizon pays a capital contribution for newer ones anyway, the capital contribution, and treats it as a capital asset.  How is that component of rate base allocated to these large-use customers?


MR. TODD:  Well, first of all, I'm not aware of that having happened and, therefore, I can't say how it is done.


So we're asking the hypothetical question in the future.  It is an interesting question that I am trying to think through, because what you're talking about is actually Hydro One's facilities with some capital contribution, and how do you assign that out to the customers of Horizon who have made a capital contribution.


In thinking it through, yes, logically you would expect to have all customers that caused that capital contribution to bear a share of paying that contribution, but that's -- that is an off-the-top response for a particular, potential event that frankly -- I haven't thought through exactly how you do it... but that would be a sensible -- at least an option.


MR. SHEPHERD:  So I take it, Mr. Todd, that either you don't know whether this came up in your cost allocation or you didn't allocate anything for these costs to these large users?


MR. BUTLER:  I can answer on behalf of that.  This has not come up.  That scenario did not exist when we were going through the cost allocation process.


MR. SHEPHERD:  Because you haven't made any capital contributions on Hydro One transformer stations?


MR. BUTLER:  We have not made capital contributions on Hydro One transformer stations serving the four customers in the LU(2) class.


MR. SHEPHERD:  Okay.  All right.  So you have no costs associated with those transformer stations at all?


MR. BUTLER:  We have not made a capital contribution of those stations.


MR. SHEPHERD:  No, I'm asking, those are Hydro One transformer stations.  You simply have no costs associated with those.


MR. BUTLER:  Correct.


MR. SHEPHERD:  You have born no costs at all?


MR. BUTLER:  Correct.


MR. SHEPHERD:  Okay.  This does lead me, though, into the area I was really going into, which is that they do -- the LU(2) class of customers still do have to bear some shared costs, right?  I mean, they're not just excluded, all shared costs.


So for example, Horizon has a head office building.  It's probably fully depreciated, given what it looks like, but let's say -- it's going to be nice.  The head office building, they have to bear a share of that cost, right?  The LU(2) customers?


MS. ARSENEAU:  Yes, there are some non-directly allocated costs to the LU(2) customers.


MR. SHEPHERD:  Similarly, you have a SCADA system.  Do they bear a cost, a share of the cost of the SCADA system?


MR. TODD:  Excuse me again, but there was -- we had a response, a response of a short time ago which showed the costs that were directly allocated and showed the other categories that costs were allocated.


Sorry, I don't have the reference in front of me, but that was a short time ago in your cross-examination, Mr. Shepherd.


MR. SHEPHERD:  The only one I have seen --


MR. TODD:  and that shows that the -- the other categories are shared costs.


MR. SHEPHERD:  Okay.


MR. TODD:  Only the line that says "Directly allocated" are the directly allocated costs.  Everything else is shared.


MR. SHEPHERD:  Here is what I'm driving at.  Their costs have gone down by millions of dollars, because they're not sharing certain categories of costs.  And there are feeders and substations and things like that, right?


MR. TODD:  The way the cost allocation model works is that for each account, which generally is an account within the universal system of accounts, or sub-account, each account has an allocator associated with it.  And therefore for each account that is directly allocated -- if the only facilities or the only costs within a particular account are costs that are dedicated -- dedicated facilities, for example -- to the LU(2) class, then what happens is that the costs that they cause, their dedicated facilities, are directly allocated to them.


And the rest of that bucket of costs are allocated out to the rest of the customers.


MR. SHEPHERD:  Yes.  So I --


MR. TODD:  If a particular account has facilities that are shared, then that entire account is allocated out using the allocator that we've outlined.


MR. SHEPHERD:  What I'm trying to run down here is I'm coming at it from the other point of view.  I'm saying there is a whole lot of shared costs at Horizon, and some of them these customers don't bear, and others these customers do bear.  And I am trying to find out where the line is.


So that's why I asked the much simpler question.  Feeders and substations and things like that, hard distribution infrastructure, is not allocated to this class because they have dedicated assets serving them for those purposes, right?


MR. TODD:  Right.  And in general, the cut-off -– you have to go through it on an account-by-account basis in the model, but in general I believe rate base accounts, which are the physical infrastructure, that what they use is dedicated, generally.


And similarly, most of the expense items are things which are probably shared amongst the examples which are put forward.  And those therefore would be allocated to all classes, based on whatever the appropriate cost allocator is for that type of expense.


MR. SHEPHERD:  Every LDC has quite a lot of assets that are part of their general infrastructure, just their -- they require them for their existence, things like their head office building and their furniture and their ERP system, in the case of Horizon, and their fleet and all of those sorts of things.


And these customers share all of those costs the same way as everybody else; is that right?


MR. TODD:  Yes.


MR. SHEPHERD:  No doubt --


MR. TODD:  It is subject to going back and looking at it line by line, those were -- that distinction was essentially the distinction that we gave to Horizon in assigning allocators to accounts.


And of course, the building, SCADA system and those things are all in separate accounts from the feeders and so on.


MR. SHEPHERD:  All right.  And the total of all of those -- I take it this is right -- the total of all of those costs allocated to this class -- I'm back at 7-SEC-47.  All of the shared costs in this class are under $400,000?  Because there's four customers and the average is 96; is that right?


Anybody can answer that.  I don't care.


MR. BASILIO:  We're just trying to validate the 96.  When we look at the key drivers --


MR. SHEPHERD:  97, I'm sorry.


MR. BASILIO:  Right.  The demand-related and the customer-related.


MR. SHEPHERD:  Those are all shared costs, right?  Multiply by 4, that should be the total for the class, right?


MR. BASILIO:  That's correct.


MR. SHEPHERD:  Okay.  And at any point, did anybody go to other customers and other classes and see what they were paying for these same things, to see whether the balancing was reasonable?


Like, I understand that the model is a complex beast.  I get that.  But it is not a black box, right?  You still have to apply a sanity check to it; true?


MS. ARSENEAU:  This particular analysis, no, was not completed for each separate rate class, but we did evaluate the rates and revenue-to-cost ratios as they resulted from the cost allocation model, as compared to one another.


MR. SHEPHERD:  Okay.  Now, I want to turn to the issue of diving down into the sub-accounts.


And maybe you can just give a brief explanation of how that worked.  What is it you actually did?  And give us an example to help us understand it.


MR. ROGER:  What we, Elenchus, did is tried to ask Horizon to identify the US of A accounts that include primary and secondary assets.


And when they went digging into those accounts, they found out that at the sub-account level, some sub-accounts that were labelled "primary" really included secondary assets.


MR. SHEPHERD:  So this is not work that Elenchus did; this is work that Horizon did at your request?


MR. ROGER:  That's correct.  We identified for them -- when we're trying to move to better cost causality, we tried to make sure the US of A accounts reflect the proper costs.


And the split between primary and secondary is a critical one, to make sure that the customers pay only for those assets that they use.


MR. TODD:  It may be helpful to go back a step, Mr. Shepherd, because many people may not realize, but -- Horizon financial staff may want to expand on this -- their accounts, they have a separate accounting system which is not structured to match the US of A, and so they then do a translation into the US of A accounts.


It is the US of A account structure that was used to flow into the cost allocation model.  So when it was identified to us that they had this whole other system of accounts, where things got bundled, if you want, and put into the US of A account structure and therefore to the cost allocation model, one of our early questions was:  Are we sure you're bundling the accounts, the detailed accounts you have, correctly, and flowing into the US of A accounts?


And it will matter that in the starting accounts, that what flows into being treated as primary costs in the model, in fact are primary costs.


So we asked them to go back into their accounts and go through the -- their own accounting system on an account-by-account basis, and look at whether -- you know, which accounts were, in discussion with engineering, in fact primary facilities versus secondary facilities that was relevant, and to determine whether the bundling that was being done was being done appropriately.


And through that process -- through that process they found that some of the accounts were -- that were actually secondary were being bundled together and being treated as primary.

MR. SHEPHERD:  I understand it conceptually, but I wonder if somebody can give us an example of an account that would be -- a type of asset that, say, is bundled in an account, and when you split it up you realize that it shouldn't be allocated that way and it included some secondary.  Just so we can make it real.

[Witness panel confers]

MS. BUTANY-DeSOUZA:  Mr. Shepherd, can we take an undertaking to provide you with a response to your question?

MR. SHEPHERD:  I suppose, but I would have thought that this -- you reallocated millions of dollars.  You can't think of one account?  I am just, I am a little taken aback.  This was supposed to be the easy part.

MS. ARSENEAU:  If you are just looking for account numbers, the accounts where primarily assets were allocated from primary to secondary is account 1835, overhead conductors and devices --


MR. SHEPHERD:  Okay.  So --


MS. ARSENEAU:  -- and 1845, underground conductors and devices.

MR. SHEPHERD:  Sorry.  So 1835, overhead conductors, right?  That would not normally be primary, right?  So why did you think it was primary?

[Witness panel confers]


MR. TODD:  Actually -- it's John Todd again.  Actually, Mr. Shepherd, it is -- I dealt with this with other LDCs as well, and typically overhead facilities are a combination of primary and secondary, and there are many LDCs, some that I have dealt with, where in their own accounts historically they never differentiated between primary and secondary, and only with the advent of the cost allocation model, the 2006 cost allocation information planning, did they find it necessary to distinguish within those accounts between primary and secondary.

And at that time many had no records to distinguish.  So they used estimation techniques, which have been refined over time mainly to gather solutions, but there are lots of overhead wire that is...

MR. SHEPHERD:  Understood.

MR. TODD:  In fact, there are many poles that carry both higher and lower voltages which are primary and secondary.

MR. SHEPHERD:  Understood.  I guess what I am trying to nail down here is, first of all, did you actually have the records of what was primary and secondary?  Did you actually have sub-accounts with the right numbers in them?  Or did you have to estimate?

MR. BUTLER:  When we went through the previous cost allocation done for 2011, where it was based on estimates, this one, when we dove into the sub-accounts, we actually identified which assets would be secondary and which ones would be primary, and did the allocation based on actual, like, the net book values now versus the estimates that we had used in previous studies.

MR. SHEPHERD:  Okay, so you were using then actual allocations between primary and secondary in this account, in the two sub-accounts, right?

MR. BUTLER:  We are currently, yes.

MR. SHEPHERD:  That is something that not every utility is doing, right?

MR. BUTLER:  I can't speak to other utilities.

MR. SHEPHERD:  I'm following up with Mr. Todd's comment.

MR. TODD:  I can verify that that is correct.

MR. SHEPHERD:  And so --


MR. TODD:  Well, with the amended would be -- my understanding is that with development that that had caused at least some of those who did not have historic tracking to initiate tracking of primary and secondary separately.

So in the future this should be less of an issue.  There is less need to do the estimation of...

MR. SHEPHERD:  So -- and here's why I'm asking about this, because this had nothing to do with creating the large-user class, right?  This is something you had to do separately to get the allocations right.  Right?

MS. ARSENEAU:  That's correct.

MR. SHEPHERD:  And what you were doing in essence is correcting a -- I was going to say a flaw, but it is not a flaw.  A component of how cost allocation was being done that was not as precise as it could be, and you were making it better.

MS. BUTANY-DeSOUZA:  I would offer that, yes, it is a refinement.  In our case -- and perhaps this is a case of other LDCs -- I'm sure Mr. Todd will clarify as necessary. But many LDCs started with the 2006 informational filing, and that often became the basis of the first forward test year cost-of-service filing.

And absent any further refinement or undertaking to get more specific, for lack of a better term, the 2006 informational filing continued from that historical filing to be the basis on which the cost allocation was made.

And so in Horizon's case, both in 2008, though I wasn't there, I do know that that was the case, that the 2006 informational filing was the basis.  I do know that it was the case in the 2011 filing.  The refinement and the greater specificity is in the current filing.

MR. SHEPHERD:  All right.  And so if the --


MR. TODD:  Excuse me, excuse me.  Just to complete that picture, I should point out that we were not specifically asked to look at the primary and secondary split.

The way this came about was that we were looking at overall cost allocation model to say kind of what you referred to, Mr. Shepherd:  Does it make sense?

One of the things we observed was there was an unusually high proportion of primary relative to secondary, and that led us to wonder, compared to other LDCs -- we did cost-allocation models that we've looked at.  So that led us to ask the question of them:  Are you sure you got the splits right?  Can you go back and take a look at it?  Because either you simply have more primary than other -- electrical portion of the primary compared to other LDCs, or you're not allocating things in a manner consistent with those.  And as they looked more closely they came up with something that was closer to others.

MR. SHEPHERD:  The reason I was spending a little bit of time on this, more than I'd planned, but still, that -- it is important -- is if you turn to 7-SEC-45 -- and this is -- and if you look at the table, this is not up-to-date, right?  But it is going to be fairly closely indicative of the final numbers, right?

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. SHEPHERD:  And if the Board determines that it does not want to approve the creation of the LU(2) class, this still happens, right?  This is unrelated to that.  You will still have these allocations regardless, right?

MS. BUTANY-DeSOUZA:  Yes.  That's right.

MR. SHEPHERD:  Awesome.  Now, the next -- the third area that you changed the cost allocation relates to load profiles, and for that I want to turn to 7-SEC-50.

And 7-SEC-50 compares your 2011 and 2015 load profiles for your large-use customers, right?

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  And tell me whether my simple understanding of this is correct.  The total -- whatever the total load of a customer is, the shape of that load affects the demands on your system in a number of different ways, basically different types of peak demand, whether non-coincident or coincident peak, and those are key allocators, demand allocators, in your cost allocation model, right?

MS. ARSENEAU:  That's correct.

MR. SHEPHERD:  Okay.  And so it is important to get your load profile right, because that means that you're allocating the costs more correctly to those classes, right?
MS. ARSENEAU:  That's correct.

MR. SHEPHERD:  Okay.  So I am looking at this, and it looks to me like your -- your various peaks have gone down in almost every case from 2011 to 2015 for your large users.

I see one -- one that didn't, 4 CP, and two others that are almost identical, 1 NCP and 4 NCP, but the other ones are below, right?

[Witness panel confers]

MS. ARSENEAU:  Yes, that's what this table indicates.

MR. SHEPHERD:  And that would mean that, generally speaking, it reduces the costs allocated to those classes because they have lower demand allocators, right?  Generally?


MS. ARSENEAU:  Generally, yes.


MR. SHEPHERD:  Okay.  So I thought that that might be because the load for those classes went down.  And I went to your 2011 application -- your rate order, actually -- where it said that the large use class had 538 gigawatt-hours of total load.

And in this application, currently, you're saying 600 gigawatt-hours.  So now you have a -- what's that, a 12 percent increase in load, but by changing the load shape you're allocating less demand to them; is that right?


MR. ROGER:  You are looking at comparing energy and demand.  It's possible, theoretically speaking, that the energy could go up and the maximum demand go down, if the load factor for the customers is increasing.

So instead of being a --


MR. SHEPHERD:  That is exactly my point.  Sorry, go ahead, Mr. Roger.  My apologies.


MR. ROGER:  So you could have a load that used to be very peaky and now it is a flatter load.  So there is more energy going in, but the demand doesn't change in the same proportion as the energy change.  So the kilowatts do not change the same way as the kilowatt-hours change.

MR. SHEPHERD:  That's exactly the right way to look at it.  I take your point, that if you pump more juice through the pipe it doesn't cause as much cost increase to you if you have a flatter load profile, right?

MR. ROGER:  Correct.


MR. SHEPHERD:  Okay.  So one of the things you did from 2011 to now is you went and did new load profiles for the large users, to discover that they had flatter load profiles than you were using, right?


[Witness panel confers]

MR. ROGER:  We use hourly load profile for the large users.  So that probably is the answer to your issue, that they changed, somehow, their profile slightly from 2011 to 2015.


MR. SHEPHERD:  Okay.  So normally you would have simply used the existing load profiles, but you made a point of changing the load profiles, right?


MR. ROGER:  We would always update the load profiles for more current information.  So in 2011 we would have used the latest available hourly load profile for the large user.

We're now three years ahead.  So we have now probably 2013 actual hourly consumption for the large users.

MR. SHEPHERD:  Excellent.  Why didn't you do that for everybody else?  It could reduce the allocations to GS over 50 as well, right?  Especially if they're doing demand response?  Why didn't you do it for them too?


MR. ROGER:  Can I have a minute, please?


MR. SHEPHERD:  Sure.

MR. TODD:  Mr. Shepherd, I can answer that question.  Because what we do, first of all, in making -- in doing the load profiles, you have to work with, we have to work with, anybody has to work with weather-normalized information.

With the large user class, they're not weather-sensitive.


As a result, when we update the large user class -- and this is true of our cost allocation work with all the LDCs we work with -- part of our standard data request is the latest full-year data for a -- for the interval-metered classes that are not weather-sensitive.  That allows us to use, in effect, weather-normalized data to update that class.

We do not have weather-normalized data for weather-sensitive classes, including GS class, both above and below 50.

Those classes are weather-sensitive, and the only -- or the most current, unfortunately, information we have on the load profiles for the weather-sensitive classes are the ones that we developed for Hydro One and for all the LDCs for the cost allocation information filings.

MR. SHEPHERD:  And what is the --


MR. TODD:  In subsequent years, we have gone back to Hydro One for updates to those, and they have said they no longer have the capacity to do that.

MR. SHEPHERD:  What's the vintage of those Hydro One load profiles?


MR. TODD:  The load profiles go back -- they were for the 2006 cost allocation information filings.  They were based on 2004 data.

And Hydro One provided those using their highly sophisticated use information and penetration rates for appliances and so on.

Ideally, enough time has passed that, I agree entirely, we would love to have those updated.  The general view seems to be that the money that has been spent in the past to develop those load profiles is not productive at this point in time, given that we're now collecting -- although we have a limited number of years -- are collecting smart meter information, which will eventually -- at least in theory -- give us the information we need to do updated load profiles for all classes, and that -- there are some IRs that relate to this point, but we're still a couple of years off, at least, to having sufficient data to update properly the weather-adjusted load profiles for the other classes.

MR. SHEPHERD:  Well, you, in fact, say you need four years of data and you only have three, right?


MR. TODD:  I believe that response was actually Horizon's.

We did not do their load forecasts.  They had a consultant and a model that is more appropriate for a large company which has more resources.  We do fairly simplified load forecasting methodologies appropriate for smaller LDCs.

I believe that was their estimate.  Frankly, my view is that before you do a weather-normalization that you count on and have complete faith in, you should have ten years of data.  You'd need at least four before you'd have something that would even produce an econometrically meaningful result that you could use or test or check against the old Hydro One ones.


MR. SHEPHERD:  Thank you, Madam Chair.  I didn't know what you were planning for a break this afternoon, but I have about 20 minutes or so left.  But I would be happy to take a break if that is a convenient time.

MS. LONG:  I think we'll take a break now.  And then, Mr. Brett, do you have any idea how long you think you will be this afternoon?


MR. BRETT:  I think approximately an hour.


MS. LONG:  Okay.  We have a hard stop at 4:30, so just so you can plan around it.  If you go beyond that, certainly you can continue tomorrow.

MR. BRETT:  Right.  Okay.

MS. LONG:  So we will take a break until 3:30.  Thank you.

--- Recess taken at 3:13 p.m.
--- On resuming at 3:35 p.m.


MS. LONG:  Please be seated.

Mr. Shepherd, please continue.


MR. SHEPHERD:  Thank you.  I hope to be finished in 15 minutes, which would be my 90 minutes, I think.

MS. LONG:  Okay.


MR. SHEPHERD:  I just want to finish off on the load profile question, with two things.

First -- and we're still on 7-SEC-50, if we have it around.  At some point have you -- and this could be either for Horizon or for Elenchus -- have you calculated the dollar impact of this change, this load profile change?


MS. ARSENEAU:  No, we have not.


MR. SHEPHERD:  It's a zero-sum thing, right?  You have a certain pot of costs that are allocated, for example, with 12 CP, and so if there's less -- a lower 12 CP for large users, then everybody else pays more.  Right?


MS. ARSENEAU:  That's correct.

MR. SHEPHERD:  Okay.  So it is possible to calculate the impact of using this load profile rather than the last one, isn't it?  It is just math?


MS. ARSENEAU:  That's correct.

MR. SHEPHERD:  Okay.  Can you undertake to do that, please?


[Witness panel confers]


MR. ROGER:  Sorry, Mr. Shepherd, could you repeat what the transcript undertaking would entail so I can try to figure out how long it would take us to do it?

MR. SHEPHERD:  In fact, I was going to clarify.  What I'm looking for is, not that you use the peak demand allocators from 2011, but that you use the load profile from 2011, which is -- which of course would then be applied to the current cost allocators, billing determinants.

And so for example, my calculation is that that 175 in 2011 for 1 CP would probably end up being about 185 for 2015, because you have higher load in the -- gross load in the large user classes.


You see what I'm saying?  Just put in the old load shape, you get the new peak allocators.  And then run the model.  I only need it for 2015, because it will be indicative of the other years.


MR. ROGER:  We could undertake the work, but I don't think it will be done by tomorrow.  So it will take --


MR. SHEPHERD:  I don't need it by tomorrow.  Believe me, I'm not going to look at it tomorrow.


MS. BUTANY-DeSOUZA:  That's fine.  So we will take that undertaking.  If I can confirm what the undertaking is, I have it down as:  Take the load profile from 2011, so that is the old load shape, and the new peak allocators from that, and that you only need that for 2015, as that would be indicative of --


MR. SHEPHERD:  The old load shape --


MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  -- applied to the 2015 cost allocation model.

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  So the old load shape will give you new peak -- demand allocators.

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  Then put those in and run it.  Okay?


If there are any questions, of course, just give me a call and we can talk about it.

MS. HELT:  All right.  That will be Undertaking J1.3.

UNDERTAKING NO. J1.3:  TO TAKE THE LOAD PROFILE FROM 2011, THE OLD LOAD SHAPE, AND THE NEW PEAK ALLOCATORS FROM THAT, FOR 2015, THEN PUT IN THE NEW DEMAND ALLOCATORS AND RUN IT.


MR. SHEPHERD:  And so then --


MS. BUTANY-DeSOUZA:  Sorry, Mr. Shepherd, but just on the load shape, we got cut off -- well, not got cut off, but we went to the break, and I was going to add a point as a follow-on comment to what Mr. Todd had offered.

So just before you go on to your next question, if I might.  Mr. Todd was talking about, Horizon had identified that we would need about four years of data, and he had identified that Elenchus had not undertaken the load profile -- yeah, the load forecast for Horizon for this application, but that he had suggested that really you need ten years' worth of data.

And I just wanted to make clear, both for the benefit of your constituents, the other intervenors in the room, and our Board panel, that Horizon did undertake to -- or did seek Hydro One's assistance in this regard, and I believe Mr. Todd did reference that, that Hydro One has indicated that they won't do this work anymore.

So the information that we had, though Mr. Todd referred to it, the 2006 informational filing that is based on 2004 data, effectively represented the best information that we have -- that we've had at the time of preparing this application, though generally I would offer that perhaps this is a broader undertaking and one that more than just Horizon is going to face as a challenge, as we all point back to Hydro One as the source of the load profile information or at least the previous source of the load profile information.

So I am not sure that that will come up as a generic proceeding before the Board, but it is certainly an issue not limited to Horizon.


MR. SHEPHERD:  Well, you actually reminded me of something I forgot to ask you.


MS. BUTANY-DeSOUZA:  Oh, no.

MR. SHEPHERD:  Thank you so much.


What I don't understand with this is for all the other classes you're using 2004 load profiles that are clearly going to be wrong, and you rejected the possibility of using three years of smart-meter data, which would at least be more right than 2004 data, wouldn't it?  Why wouldn't you use the better wrong one rather than the worse wrong one?


MS. BUTANY-DeSOUZA:  I guess what I -- I'm sure Mr. Todd will jump in as well from an expert standpoint, but what I would offer from a Horizon standpoint is that, in the world of "wrongness", perhaps, there is no way to distinguish between whether the 2004 dated data versus the limited sample set from the last three years of smart-meter data is necessarily -- is necessarily correct -- whether one is actually better than the other, where the 2004 data that Hydro One has provided is the weather-normalized load profiles that Mr. Todd had referred to.


MR. SHEPHERD:  Well, you did have -- you have had in the last ten years quite a significant push to reduce peak loads in your conservation programs and elsewhere in the industry, and now you have time-of-use rates, so presumably those things have affected load shapes, right?


MS. BUTANY-DeSOUZA:  Yes.  They may have, but we did respond to a technical question in this regard, and that was 7-VECC-87 technical question.

And in that we also identified that, first, that we need -- that a source would be the smart-meter data, but that there is an access issue related to the data, meaning that it's costly and -- well, it is cost-intensive is probably the best way to put it, and we've estimated the cost at between $400,000 and a million dollars in order to access and analyze the smart-meter data in order to create the load profiles that would be required.

But this is where I go back to, as we've been thinking about it, that this is broader than just a Horizon issue, given that kind of related cost expenditure that will likely be experienced by other LDCs as well.


With that, there might be something that Mr. Todd wants to add to that, on the load profiles.


MR. SHEPHERD:  I understand.


MR. TODD:  Yes.  I would add that the weather normalization is the impediment, and using limited data or what is potentially a statistical exercise can be problematic.  It would be like, I have done a survey today of 100 people who we're going to vote for in the upcoming mayor's electoral race, and I am going to use that number, because it's better than a survey of a thousand people that we've done a week ago.

It isn't the case.  Your statistical uncertainty is too high, and the amount of data we have is -- frankly, is not worth the cost to come up with an estimate, the estimate of the liability, because if you compare it to the Hydro One load profiles you wouldn't know whether the problem is statistical, because you've got such a small sample, or whether the problem is that the Hydro One data -- or Hydro One estimates are wrong.

What we really, really need at a lobbying point here is an industry-wide exercise or an OEB process to come up with an industry-wide basis for developing a good weather normalization where frankly -- with a weather profile, with load profiles by class.

I would hate to see every LDC in the province having independently to bear the cost of getting the data and doing independent load profile analysis.  That is whole the reason that Hydro One did it for the 2006 information planning, one body to go through the models and had potentially consistent results.

MR. SHEPHERD:  Well, I wasn't going to get into this, but since you offered, you haven't, in fact, Mr. Todd, done an analysis of what happens if you have hourly data and hourly weather data, and you compare the two to see what their statistical relationship is, have you?  You don't know how many years of data you need to do that analysis?


MR. TODD:  No.  That was -- my comments are posed from a statistical reliability perspective, not from analyzing the difference.

What you would have to do is, essentially, you're running on econometric statistical equations.  You can run them and there are statistical measures that tell you about reliability of that information.

And you do not have hourly weather; I mean, that is the other problem.  So from a -- from a provincial basis, you don't just need the consumption data.  You need all the explanatory variables data.

And when Hydro One did their analysis, they included not only degree-days, heating and cooling, but also wind information.  They used cloud cover in doing analysis, to come up whether -- in effect, hypothetical or load profiles of types of customers, which they then aggregated up into the classes.

And so theirs is a full bottom-up analysis, which is why only they could do it.

Here, we're talking about more of a statistical technique, which is very dated and requires much, much more than just the load information of smart meters given.

You need the explanatory variables to go on, and we don't have that.  We need to start a data collection exercise and do it on a province-wide basis, cost-effectively, to come up with the new updated load profiles.

MR. SHEPHERD:  And meanwhile, of course, you have reduced the allocators for the large users and not for everybody else, with the result that everybody else pays more and large users pay less, right?


MR. TODD:  Well, that was not at the outset.

What we've done for every cost allocation study that we have done since that initial round of cost allocation information planning, we had always updated the large user information because it doesn't have to be weather-normalized, and therefore we could rely on it.

MR. SHEPHERD:  Let me move on.  I am going to get to the US Steel situation now, briefly, but first I want to understand one thing.  And that is, if you could turn up 7-CCC-38, which we saw much earlier, and you see this is the reallocation of costs, right?


And then J1.2, which was filed today.


MS. HELT:  I don't know if a hard copy has been filed.  I know that -- or if it's been filed electronically.  We do have a hard copy.

MR. SHEPHERD:  Yes.

MS. HELT:  Okay.  I just wanted to make sure no one was looking for an electronic copy at this time.


MR. SHEPHERD:  What I don't understand here is the direct -- what I believe I have understood is that the -- using the sub-accounts for secondary and the load profiles don't affect the LU(2) class versus no class.

They are separate from that, right?


MS. BUTANY-DeSOUZA:  I'm sorry, can you say the second part of your question again?

Using the?


MR. SHEPHERD:  Yes.  So splitting up the US of A accounts into primary and secondary –-

MS. BUTANY-DeSOUZA:  Yes?

MR. SHEPHERD:  -- and the new load profiles, neither of those is going to be affected by -- or is going -- both of those impacts are going to happen regardless of whether you have an LU(2) class or not, right?


MS. ARSENEAU:  Yes, that's correct.


MR. SHEPHERD:  Okay.  So then I'm looking at J1.2, and it says that if you don't have an LU(2) class, the large users pay about 4.4 million more, right?


MS. BUTANY-DeSOUZA:  Yes, that's correct.  As a collective class, as it's originally constituted.

MR. SHEPHERD:  That's only going to be because of the direct allocation, right?


MS. BUTANY-DeSOUZA:  And it's only because of the creation of that class and the directly -- it is only because of the way that that class is identified.  It's based on the -- both the combination of dedicated assets, plus the constitution of that class being greater than 15 megawatts.


MR. SHEPHERD:  Oh, so my question was going to be -- and maybe you just answered it -- why is the number in 7-CCC-38 that is allocated -- reallocated for direct allocation 5.9 million instead of 4.4?  What is the other factor that is causing the reallocation to be actually more for direct allocation than the net amount in the class?


MS. ARSENEAU:  So the --


MR. SHEPHERD:  I take it it is because of the size?


MS. ARSENEAU:  Well, I believe the difference between the numbers in 7-CCC-38 and the updated tables in J1.2 is that one is stated on the basis of fully allocated costs and the other is stated on the basis of distribution revenues.


MR. SHEPHERD:  Why would the...

MS. ARSENEAU:  So the fully allocated costs to the class happens, and then you move the classes into the range and all that sort of stuff, so..

MR. SHEPHERD:  All right.  I understand.

MS. BUTANY-DeSOUZA:  To clarify just a point -- oh, sorry.  To clarify the point, the table that you took us to on 7-CCC-38 --


MR. SHEPHERD:  Yes.

MS. BUTANY-DeSOUZA:  -- is actually incorrectly labelled.  So table 1 should say the impact of the fully allocated costs, which is a distinction between J1.2.


MR. SHEPHERD:  Because not everybody is at 100 percent revenue-to-cost ratio?

MS. ARSENEAU:  That's correct.  Sorry, I'm having some mic issues.

MR. SHEPHERD:  The last thing I want to ask about is US Steel, and I have just a couple of questions on that.

The first is can you turn to Exhibit 10, tab 1, schedule 1, page 4?  I warned your counsel and asked him to pass this on to you, that I was going to ask this question because I wanted to clarify on the record, but I didn't want it to be an unfair surprise.

Do we have that up?  It is Exhibit 10, tab 1, schedule 1, page 4.  There we go.


So at lines 6 through 9, you talk about what happens if the Board doesn't approve the creation of the LU(2) class.  And it appears to say -- tell me whether this is right -- that if the class isn't approved, then subject, obviously, to the variance account that you're asking for, you can't deliver on your distribution system plan.


And that suggests to me that you're saying -- and this is the question -- that if they don't approve the LU(2) class, then you're not willing to proceed with the settlement agreement.


MR. BASILIO:  Well, I just want to be clear.  It has a significant impact or material impact on our ability to deliver, because it is a lot of money.  It doesn't mean we can't, but certainly that is going to be very challenging to do so, was the question, I think, as a clarification.


Just restating the question, if we don't get this, are we -- are we not going to continue with the settlement proposal?  The answer to that is no.


MR. SHEPHERD:  Thank you.

Then let's talk about the impact of US Steel on the large user class or classes.  I take it, without providing any details, that US Steel is one of the largest customers in the proposed LU(2) class, on your current forecast?

MS. BUTANY-DeSOUZA:  Perhaps it is fair to state that it is one of the -- one of our largest customers, yes.


MR. SHEPHERD:  Okay.  And so I am trying to understand why you do need a variance account if you don't have a LU(2) class, but you don't need a variance account if you do have that class.  Because it seems to me you are losing the revenue either way.


So perhaps you could explain why it is that the LU(2) class solves the problem.

MS. BUTANY-DeSOUZA:  We've discussed at some length through the day today the difference in the costs allocated if there is the LU(2) class or the amount of costs that are allocated to the LU(2) class and therefore what needs to be recovered from that class versus if there isn't the LU(2) class.

And so on a cost-of-service basis and therefore a cost recovery basis, in the absence of the LU(2) class those costs get shifted back -- presumably those costs get shifted back to the LU class as a whole.  Therefore, what is attributable is greater, whereas from a rates -- because it changes the rates that are recovered through, for instance, this large user.

And so if there's an LU(2) class, the impact is limited and, therefore, as we've positioned it, below materiality, and we would --

MR. SHEPHERD:  Okay, so --

MS. BUTANY-DeSOUZA:  -- deal with it.

MR. SHEPHERD:  -- is your answer actually simpler than I expected, which is, going back to the point we talked about right at the beginning of this cross, that one of the -- maybe the least factor, but one of the factors in having this new large-user class is it reduces the risk if you lose a customer, and this is exactly that, right, it reduces the risk because they're paying you less.

MR. BASILIO:  From a distribution perspective, if we do have an LU(2) class, the amount of distribution revenue we would attract from the large users is much smaller than the large users as a whole if we did not have the LU(2) class.

And so the impact, if we don't have an LU(2) class, is much greater from the large four customers that would otherwise be in the LU(2) class.

So that is really the reason, is it is a relatively insignificant -- our view -- we're happy to take a variance account, frankly, either way.  What we have proposed here is that -- because in the -- if we get the LU(2) class, the impact from a distribution revenue perspective is relatively small and manageable across the five years, and therefore, you know, we're not going to ask for the variance account. But we're certainly open to having a variance account in either scenario.

MR. SHEPHERD:  Because I'm looking back at J1.2 again.  If you have a Large Use (2) class, then the whole class is under your materiality threshold, right?

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. SHEPHERD:  So losing one of the customers can't be material, ever.

MR. BASILIO:  Not from a distribution revenue perspective.

MR. SHEPHERD:  Whereas if there is no LU(2) class, those four customers pay you almost $4-million, and presumably US Steel is more than a million.

MR. BASILIO:  It is going to be material, particularly considering, you know, considering the worst-case scenario, a five-year impact, which, you know, is probably unlikely that --  that scenario is probably unlikely over the next three months, but in 12 months' time, who knows, and there is still four years left in the IR term, so it could be quite material.

MR. SHEPHERD:  All right.  I understand.

So the -- my last area is rate design, and I don't want to actually ask any questions about this, but I want to do argument, and I want to make sure that nobody says, Well, you didn't ask any questions.  You can't argue about it.


So you have proposed to increase the fixed charges for GS over 50 over the five years, right?

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  They're already above the minimum system plus PLCC?

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  So what is your rationale for increasing them?

MS. BUTANY-DeSOUZA:  We were consistent in our approach between the 2011 and 2015 application, in terms of the fixed versus variable splits for the charges for each of the classes, and that's been maintained in the 2015 custom IR application.

MR. SHEPHERD:  Now, you're aware that recent Board decisions have said that once a fixed charge is above the maximum you're not allowed to increase it.  Right?  I know you are aware of them --

MR. BASILIO:  That's the Cambridge decision?

MR. SHEPHERD:  Among others, yes.

MR. BASILIO:  We're aware of that.

MR. SHEPHERD:  Okay.  And so why didn't you change your application to be consistent with that?

MS. BUTANY-DeSOUZA:  The Cambridge decision came out -- now, somebody will correct my date timeline, but certainly well after we filed, and potentially either after we were through interrogatories as well and into the settlement conference.  So at that time we didn't consider updating it.

And subject to check, I think the outcome from our 2011 application as well was that the -- that we were above the ceiling.

MR. SHEPHERD:  Yes.

MR. BASILIO:  Could we just have a moment?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  You may recall, Mr. Shepherd, from the 2011 application, we had requested that the large-user class at that time be moved to the same fixed/variable split as the GS greater than 50.

And in this application we didn't -- we did not apply for any changes to the fixed versus variable split, and so we thought that maintaining -- we were comfortable with maintaining the ratios.  We're also aware that the Board has a proceeding underway that is looking at revenue decoupling at the same time.  We didn't undertake any further changes on the ratio between the two.

MR. SHEPHERD:  The Board's proceeding doesn't deal with GS over 50, does it?

MS. BUTANY-DeSOUZA:  Not at this time, no, it doesn't.  It is starting with the residential and GS less than 50 class, but specifically identifies that after it has dealt with that, that it will move on to -- that it may move on to the larger classes.

MR. SHEPHERD:  Thank you.

Madam Chair, those are our questions.

MS. LONG:  Thank you, Mr. Shepherd.

Mr. Brett?

MR. BRETT:  Thank you, Madam Chair.

MS. LONG:  I guess I would just remind you, Mr. Brett, that Mr. Todd will not be available tomorrow.  So to the extent that you --

MR. BRETT:  Right.

MS. LONG:  -- have questions you want to direct toward him, I would invite you to do so sooner rather than later in your cross.
Cross-Examination by Mr. Brett:


MR. BRETT:  Thank you very much.  Actually, I think most of my questions will be for the panel here, although Mr. Todd will be, of course, welcome to opine as well.

And I would like to change gears a little bit.  I am going to start with some questions on the standby rate that is proposed by the company in this case.

I think the best way to do this is, most of my questions are going to be on -- turn around pages 1 and 2 of the evidence, the company's evidence on class revenue requirements and revenue-to-cost ratios, and that is Exhibit 7, tab 1, Schedule 2, pages 1 and 2.

And I think the best thing to do to begin would be to put up page 1 on the screen.  That would be the easiest way to get into this.

Could you scroll up just a little bit or down just a little bit?  That's it.  That's fine.

Okay.  If you look at line -- panel, if you look at lines 16, 17:

"Horizon proposes -- Horizon Utilities proposes that it is appropriate to set a standby charge that is equal to the variable charge proposed by the GS over 50 class (where most users of standby generation reside)."


My first question is, you are also proposing a standby charge for the LU(1) and LU(2) rates, correct?

MS. BUTANY-DeSOUZA:  Yes, that is correct.

MR. BRETT:  And are you proposing a standby charge for any of the other rate classes?

MS. BUTANY-DeSOUZA:  No, not at this time or in this application.

MR. BRETT:  And if I understand -- I want to paraphrase what you have said here, because I am not entirely clear on what you mean.  I think I do, but I'm not sure.

What this says to me is that the -- now, just by way of background, two or three words, this standby rate would apply where you have essentially load displacement generation; correct?


MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. BRETT:  And what you're saying here, when you say "appropriate to set a standby charge that is equal to the variable charge proposed" for the GS more than 50 kilowatt class, is that to say that -- is that to say that the -- let's take the case of a generator, a distributed generator, and let's leave out for the moment what I will call the special cases, a microFIT generator and perhaps other FIT-related generators.  Just your average, plain distributed generator.

And let's say the load is 100 units and the generator has a generation plant that is capable of producing 50 units.  And let's say we're talking about a month in which the generator does produce 50 units, so his net draw from the system, if you like, is 50 units.

I'm understanding your definition of "standby rate" to say that you would charge him, in that month, a standby rate equal to the variable charge on his total load for the month.  In other words, as if he wasn't generating at all; is that correct?


MS. BUTANY-DeSOUZA:  Yes, that's correct.


MR. BRETT:  Okay.  Now, then -- there are -- as I understand it, there's a -- this new standby rate would not apply to what's called a microFIT generator; is that right?  In other words, a generator that qualified for the microFIT program of the Ontario Power Authority?


MS. ARSENEAU:  No.  I believe there are separate credits for that type of generation.


MR. BRETT:  Yes.  And actually there's a separate -- effectively a separate rate class for the microFIT generation, right?


MS. ARSENEAU:  That's correct.

MR. BRETT:  And I think under that rate class, the microFIT generator, as I recall, pays effectively a monthly fee; is that right?


MS. ARSENEAU:  Yes, that's correct.

MR. BRETT:  $5 and something a month, I believe?


MS. ARSENEAU:  That's correct.

MR. BRETT:  And now I would like to have you turn to -- perhaps you could put up page 2 here, the first paragraph.  That's fine.


And I'll going to start -- there is a sentence that starts at the bottom of page 1 and goes on to page 2.  And I will just read the words from the bottom of page 1, slowly:

"Approved standby rates for all three customer classes would mitigate Horizon Utilities' risk of the lost distribution revenue from the displaced load as a result of generation..."


Then if I go down a little bit in that paragraph to line 4, you say:

"Using this standby rate..."

Which is the one we just discussed, as defined as we discussed.

"... holds the distributor revenue-neutral from any future load displacement projects that would reduce the load assumed in the load forecast."


So I am reading those to say that one of the objectives of this new standby rate is to ensure that you are -- that the distributor is held harmless from the point of view of a reduction in load -- reduced energy sales, if you like -- as a result of a customer putting in place distributed generation; is that fair?


MS. BUTANY-DeSOUZA:  It's to hold both the utility and its customers harmless in the absence of the Board policy, which hasn't -- has not been finalized as yet in terms of setting a standby rate.

So the proposal that is included in this application is the same proposal that Horizon Utilities had put forth in its 2011 application.  And for the GS greater than 50 class at that time, at the time of the 2011 application, that approach was approved, and the standby -- the standby -- the methodology for setting standby rates is still an open policy item before the Board.

MR. BRETT:  Yes, I understand.  But if I turn to the
-- well, I don't think we need to turn it up, but if my memory serves, the existing rates that -- your existing rates, the 2014 rates, they do contain something called a standby rate; is that the case?


MS. BUTANY-DeSOUZA:  Yes, that's the standby rate for the GS greater than 50 rate class.

MR. BRETT:  And as I understand it, that rate, as expressed, that rate actually has a demand charge for the standby rate; is that not right?


MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. BRETT:  So this is -- this rate that you proposed in this case, which is a volumetric equivalent rate, is different from the rate that you have now; correct?

It is still a standby rate, but it is calculated differently?


MS. BUTANY-DeSOUZA:  I'm sorry, where are you seeing that it is different?


MR. BRETT:  Well, what you've defined in this case, going back to our conversation a little while back, you are saying that the utility proposes to set a standby charge.  And I am reading from the middle of page 1 of the tab 7, schedule 2, page 2 -- sorry, page 1.  I am reading that sentence I read a little bit ago: "Horizon proposes that it is appropriate to set a standby charge that is equal to the variable charge proposed for the GS greater than 50 kW class..."

That is what I'm taking to be your new proposal; is that right?


MR. ROGER:  Maybe I can help you.  I believe that the general service above 50 kW --


MR. BRETT:  Sorry, I'm having trouble --


MR. ROGER:  Sorry.

MR, BRETT:  Yeah.

MR. ROGER:  The general service above 50 kW, the rate, the volumetric rate for them is dollars per kW.

So what Horizon is proposing is to charge the same volumetric charge for standby rates that the standard general service classes -- and the rate is on a dollar per kW basis.  It is not cents per kilowatt-hour basis, and I think that is where the confusion may come up, that you assume that volumetric means energy-based, but general service customers above 50 kW get billed on a dollar per kW basis.  And that is the volumetric charge for general service customers.


MR. BRETT:  All right.  Well, then, that -- I didn't see that as -- I don't think that is entirely clear here, but let me ask you this.


My interpretation of what -- of the effect of that rate that I described and which you agreed to, your panel agreed to a little while ago, is still correct?

That is to say that whether you want to express it in volumetric terms or in demand terms, you are going to pay -- the rate is essentially that you, the distributor, pay the same amount that you would pay if he did not have distributed generation and were not generating any power?


MS. BUTANY-DeSOUZA:  If I could take you to our proposed tariff sheets -- and we have included that in the settlement proposal as appendix G -- the first set of tariff sheets -- so I'm looking at January 1, 2015 -- if you look at the volumetric rate and it says, third line, under "Monthly rates and charges, distribution volumetric rate," you will see a charge of 2.4578 per kW.

If you flip --


MR. BRETT:  Just a second, please.  2.54?


MS. BUTANY-DeSOUZA:  4578.

MR. BRETT:  78 per kW.  Yeah?

MS. BUTANY-DeSOUZA:  If you flip four pages -- five pages forward to the sixth -- sorry, go past five pages to the sixth page, which has the standby power rates.  Again, if you look in the same section, 2015, monthly rates and charges, again, the dollars per kW is 2.4578.

We're requesting that the rate for the standby charge for the GS greater than 50 class, for instance, be set at the same variable rate, volumetric rate, for the GS greater than 50 class.

This is consistent with the rates that we currently had for this class coming out of the 2011 cost-of-service application.

MR. BRETT:  But as I said, the effect of those -- that rate which you now are expressing in demand terms, because the greater than 50 is a demand rate, I understand that.

My point -- am I right that the way I described this earlier still holds:  That you are going to pay the same demand charge, that the load that has distributed generation and is generating power, or whether he's generating power or not, he's going to pay the same demand charge as he would pay if he did not have distributed generation.  Is that correct?

MS. BUTANY-DeSOUZA:  He would pay only the demand charge, I think is the key distinction there.  So the GS greater than 50 customer has a fixed and a variable charge.

MR. BRETT:  Sorry, greater than 50?

MS. BUTANY-DeSOUZA:  Yes, correct.

MR. BRETT:  Right.

MS. BUTANY-DeSOUZA:  Has a fixed and a variable component to their charges.  And what we've proposed in our application, consistent with how the rates have previously been set for Horizon Utilities for this class, is that the rate continues to be the -- only the variable component, the volumetric charge.

MR. BRETT:  Sorry.  I just thought I heard you say a moment ago only the fixed charge is the rate.

Is the rate the -- and just as a side light, I'm a little confused, because I thought Mr. Roger said that the -- there is a variable component and a fixed component -- there is a variable that the rate for the greater than 50 class is a demand rate.  There is no volumetric energy consumption sensitive rate as part of that?

You're telling me now that there is a fixed charge, which I take to be a demand charge.  In addition to that there is a volumetric charge.  Is that right?

MS. BUTANY-DeSOUZA:  The GS greater than 50 class is charged a fixed charge as well as a variable charge, and what we're proposing for the standby charge for the GS greater than 50 class, as well as for the LU(1) and LU(2) classes -- as we have proposed them in this application -- is that the variable charge would be the charge that applies for those three standby rates.

MR. BRETT:  Yes.  And the L1 and -- the L1 and L2 rates, LU(1) and LU(2) rates, I take it those are rates that you did not have in 2011?  You're extending that situation from -- you are extending that rate to those two new rate classes; is that right?

MS. BUTANY-DeSOUZA:  That's correct.  We had only the GS greater than 50 standby charge in the 2011 application, and as part of this application we have asked for a standby rate for the two large-use customer classes that we are proposing.

MR. BRETT:  When you say that the greater than 50 rate -- general service greater than 50 kilowatts has a fixed charge, do you mean a fixed monthly customer charge?  Or are you talking about a demand charge that is based on their peak demand for --


MS. ARSENEAU:  Our fixed charges per our charge sheets are on a per customer basis.

MR. BRETT:  Right.

MS. ARSENEAU:  So the fixed charge for the GS greater than 50 class is per customer.

MR. BRETT:  Per customer.

MS. ARSENEAU:  Yes.

MR. BRETT:  And then in addition to that, fixed charge per customer, what else do you have in that --


MS. ARSENEAU:  The variable charge per kW.

MR. BRETT:  Per kW, all right.

Okay.  I think we may have cleared that up.  I think it is partly a question of terminology and I, perhaps, partly my jumping to a conclusion, but let me go on then.

I am going a little slowly here, because there's some material that has been discussed, and I don't want to go over it again.

So when I asked you a while back, panel, about the objectives here, you -- of going to this particular rate, you said that -- I asked you whether or not one of the objectives was to de-risk the distributed generation for the utility, and you agreed it was, but you also said that it also de-risks the situation for the customer.

Now, I want to talk a little bit about that.  And to do that I want to go back again to the first page, to page 1 of this two pages of evidence.  And if you could just -- just push that up a little bit more.  Okay, that's fine.

Now, I read you the first part of the sentence:

"Horizon Utilities proposes that it is appropriate to set a standby charge that is equal to the variable charge proposed for the GS greater than 50 kilowatt class.  Horizon Utilities believes..."


This is the sentence I would like you to comment on, or I am going to ask you about:

"Horizon Utilities believes this treatment is appropriate, as it allows for further promotion of standby generation..."


So you want to promote standby generation:

"...in the scope of Green Energy initiatives, without causing a rate disincentive to the customer."


When you say you want to promote further -- you want to promote standby generation in the scope of Green Energy initiatives, I take it you are saying there that you understand that distributed generation is an area of government policy interest, part of the Green Energy initiative, also, I suppose, part of the energy efficiency initiatives, and so you want to do something that promotes this distributed generation.  Is that fair?

MS. BUTANY-DeSOUZA:  Perhaps at least the opposite is true.  We're not trying to hinder where customers are interested in or have uptake of distributed generation.

MR. BRETT:  So when you say "allows for further promotion of standby generation", you're really -- well, you have told me that.  You're really saying you don't want to put barriers in the way of distributed generation.

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. BRETT:  And when you say at the end of that sentence "without causing a rate disincentive to the customer", what do you mean by that?  I wasn't quite -- how does that fit in?


[Witness panel confers]

MS. ARSENEAU:  So the point there that Horizon Utilities was trying to get at is, it's appropriate to set the variable standby charge equal to the variable kW charge for a given customer so that there's no -- so that in the event that the standby charge were higher than their variable rate, that there would be no disincentive for them to generate.

So if the variable -- if the variable rate for standby is higher than the normal distribution variable rate per kW for that customer, there is no incentive for that customer to take on generation, because they would be paying a more expensive price for the dollars that -- for the kW that they're drawing from the system.

MR. BRETT:  I see, okay.

Now, we covered the point that this rate does not apply to microFIT projects, because there's a separate microFIT class in the rate class, correct?  You have a separate rate sheet for microFIT?

MS. ARSENEAU:  That's correct.

MR. BRETT:  And what about other projects, generation projects, where the generator is operating under a renewable energy FIT contract.  As you know, there are other, earlier contracts that FIT has given out, of various sizes, for renewable power, solar, wind, biomass and the like.

Would it apply in those cases?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  We don't have a specific tariff sheet for the FIT class of customers, if that's the group that you're getting at.


MR. BRETT:  Okay.  So that means, I guess, to me that your rate would apply to those customers.

The only FIT customers it wouldn't apply to would be
-- let's talk about FIT renewable customers for the moment.  The only group it wouldn't apply to would be those that come under your microFIT rate; correct?


MS. BUTANY-DeSOUZA:  We have a specific tariff sheet for the microFIT customers, and so those specific charges would apply to the microFIT.

MR. BRETT:  So the answer to my question would be -- would be yes, it would apply to the others, right?


MR. ROGER:  I don't know if I might be able to add something here.

In your examples, aren't those cases where the customer is injecting power into the system and not replacing their own load?


MR. BRETT:  Well, from a physical point of view -- well, let me perhaps turn this around a little bit.

You would agree with me under FIT, the way the FIT program is organized, as I understand it, is that regardless of what's actually -- well, the way the FIT program is organized, as I understand it, is that the -- contractually, at least, the customer is selling its output to the OPA.  The distributor continues to supply the customer's full load.

That might be distinguished from what people call distributed -- well, distributed generation or on-site generation.  I've forgotten all of the words.  I should know this.  I grew up with this stuff.  But -- or load displacement generation.  You might -- in load displacement generation that does not have a FIT contract -- and I will close here, because as I understand it, the power is simply used by the customer at his own site.


So there is -- you understand that distinction?  I think perhaps this would be a place to stop, if you've got -- once I get a -- that question was perhaps a little lengthy and a little rhetorical, but what I was speaking about a moment ago was the FIT arrangement.


MS. BUTANY-DeSOUZA:  Right.


MS. CAMPBELL:  So just to clarify, a customer that is in a FIT contract with the Ontario Power Authority, they're not -- they're actually selling the power back into the system; they're not utilizing that for their location.

So I am a little bit confused, maybe, as to what you're asking, but I don't see a circumstance where that standby rate would apply to a FIT customer.


MS. BUTANY-DeSOUZA:  Those customers are not looking for standby power from Horizon, insofar as they have a FIT contract with the OPA.


So there's a distinction --


MR. BRETT:  I understand what your answer is.

MS. BUTANY-DeSOUZA:  So I would offer that there is a distinction there between those that we have applied for in these three classes for standby power rates, versus a FIT customer who is separately under contract with the OPA, versus a microFIT customer for whom we, again, have a separate tariff sheet.


MR. BRETT:  But you do have customers that have load displacement generation that are not under contract to the OPA; correct?  And those are the customers that presumably are interested in a standby rate?


MS. BUTANY-DeSOUZA:  That is right.  And previously that was largely limited to -- and you have taken us to the evidence -- to the prefiled evidence, where, at line 18 of the page that is on the screen, identifies where most users of standby generation reside.  And that's historically been GS greater than 50 class.

Now, we have large use customer classes as well, where there may be a need for standby power, and we've therefore filed in this application for large use customer-related standby power rates, where we historically --


MR. BRETT:  Just as a matter of punctuation, your evidence is that you don't have any large users with load displacement projects at the moment; correct?

If that is not correct, you could advise how many of them do.

My understanding, from reading your evidence, is that at the moment, at least, none of them have operating distributed generation projects.


A number have discussed them and planned them in the past, but they don't have them at the moment; is that not right?


MS. BUTANY-DeSOUZA:  Yes, that's correct.


But in the -- given that this is a five-year custom IR application, we had put in the request for those two additional standby power rates, again identifying that the Board does have an open proceeding in this regard.


MR. BRETT:  Well, I will get back to the open proceeding tomorrow, but I think this would be a good time.

MS. LONG:  Good time to break, Mr. Brett?


MR. BRETT:  Yes.

MS. LONG:  Good.  Thank you.

So with that, Mr. Rodger, you will have your panel back tomorrow for AMPCO and VECC and Board Staff to ask their questions after Mr. Brett concludes his cross-examination, except for Mr. Todd, who will not be with us.

But we thank you, Mr. Todd, for your evidence today.


Then I understand, Ms. Helt, that there are some procedural issues that we need to discuss?  I don't know if, Mr. Rodger, you are going to raise the same issues, but...

MS. HELT:  There are just two procedural matters.  And if I don't touch on it, Mr. Rodger, feel free to follow my points.

The first one is with respect to Horizon's requirement to file the documents which the Board ordered to be filed pursuant to its decision on confidentiality that was released last week.  The documents that are to be filed on the public record were ordered to be filed today.

I understand that Mr. Sidlofsky would just like to speak to that.


MS. LONG:  Mr. Sidlofsky?


MR. SIDLOFSKY:  Thank you, Madam Chair.  Thank you, Ms. Helt.

Horizon is working on preparing that material.  Unfortunately, with the hearing today and with the update to the evidence last week, it has taken a little bit longer to finalize that material.

I would ask the Board for a small indulgence and permission to file that by Thursday of this week.

MS. LONG:  Thursday of this week?


MR. SIDLOFSKY:  That's right.

MS. LONG:  That's fine.

MR. SIDLOFSKY:  Thank you.


MS. HELT:  The second issue is with respect to the proposed schedule going forward, Madam Chair.

I have had some discussions, not with everyone, but Mr. Aiken did raise with me before he left today the -- when the parties are to be expected to give oral argument.

Right now, the schedule is such that we will continue with the witness panel tomorrow, and hear the settlement proposal.

And then on October 9th, we would continue with the settlement proposal and the Panel will have the ability to ask witnesses, Horizon's witnesses, about the settlement proposal, to be followed by the City of Hamilton motion.

Is it possible that the parties should expect to make argument, then, on the 10th of October, being the Friday?

That in some cases would allow Mr. Aiken to only attend on one day next week as opposed to two, and I know that that may be also convenient for other parties' schedule.

So I just wanted to raise that, if the Panel has any further direction with respect to when parties should be prepared to make their oral submissions on the unsettled issues.

Granted that the Panel has not yet made any decision with respect to the settlement proposal or Mr. Warren's motion.


MS. LONG:  That's right.  I think what we're going to do is take the night to think about it, given that we have a pending motion before us to be heard on Thursday, and how that figures in to the schedule.

We do expect the parties to do oral submissions; that is our preference.  So we will think about it overnight and come back tomorrow with a proposed schedule.


That being said, I think, Mr. Rodger, we made clear that the Panel will expect an overview of the settlement proposal, but we will not be asking the panel questions tomorrow.

We will be reserving that until October the 9th.


MR. RODGER:  Thank you.

MS. LONG:  So if there is nothing further from anyone, we are adjourned until tomorrow morning.  Thank you.

--- Whereupon the hearing adjourned at 4:35 p.m.
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