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Wednesday, October 1, 2014

--- On commencing at 9:37 a.m.

MS. LONG:  Please be seated.
Preliminary Matters:


Before we resume with your cross-examination, Mr. Brett, I would like to go over a few scheduling issues with respect to how we will receive argument, submissions, and reply.

I understand that Board Staff has had an opportunity to canvass with people their availability, and it is our expectation and hope that we will be able to make a determination on the City of Hamilton's motion on October the 9th, the day that we hear the motion.

So that should allow you, Mr. Rodger, to be able to do your argument in-chief on October the 10th.  We would then ask for submissions by Board Staff and intervenors on October the 17th, with reply by the applicant on October the 23rd.

And Mr. Rodger, we are not available on the 23rd until 2:30 p.m., so it would be at 2:30 pm we would like to hear from you.

MR. RODGER:  That would be fine, Madam Chair.

MS. LONG:  Thank you.  In order to facilitate intervenors -- I am thinking of you, Mr. Janigan -- in the event that you choose -- that you would like to do submissions via teleconference, that certainly is acceptable, so that is open to all intervenors to consider that.

And we also understand that there were some concerns with respect to giving oral submissions, given the nature of these two issues.  So we would like to say that it's fine for the applicant and intervenors if they want to provide us with some written material, so charts, anything that you think might be helpful.  We would like you to take us through those numbers and explain them.  We're not looking for a written submission that you would then read.  Our hope is that the material that you file will be an aid to your giving oral submissions.

I also do want to note that we will be hearing submissions on the contested issues.  We have not made a determination on the settlement proposal, so in the event that we do not accept the settlement proposal we will have to consider next steps for how we would move forward.

So with that said, are there any other -- are there any questions with respect to the schedule that we have set out?


MR. RODGER:  That schedule is fine with us, Madam Chair.  The only issue that I have is on the week of October 17th I'm working outside of Ontario, but Mr. Sidlofsky will be here when the intervenors give their submissions.

MS. LONG:  That's fine, thank you.

Are there any other preliminary matters?  No?  Then Mr. Brett, please continue your cross-examination.
HORIZON UTILITIES CORPORATION - PANEL 1, resumed


Jim Butler, Previously Sworn

Lindsey Arseneau, Previously Sworn

Indy Butany-DeSouza, Previously Sworn

John Basilio, Previously Affirmed

Michael Roger, Previously Affirmed

Eileen Campbell, Previously Affirmed

Kathy Lerette, Previously Affirmed
Continued Cross-Examination by Mr. Brett:


MR. BRETT:  Thank you very much, Madam Chair.  Good morning, Panel, and good morning to Horizon's panel.  I want to start this morning just by clarifying, briefly, something, the issue of the equivalency of the standby rate to the rate that a customer would charge under the -- if he were not on -- did not have standby service but were taking one of the services for which standby is available, the over 50 kilowatt general service or the L1 or L2 under your proposal.


And I think I -- I would ask you to turn up, just -- we can do this, I hope, quite quickly, but I would ask you to turn up the rate schedules.  And the rate schedule for the general service -- proposed rate schedule for general service over 50 is at tab 3 -- Exhibit 8, tab 3, schedule 4.  That's Exhibit 8, tab 3, schedule 4, page 6 of 16.  And then maybe also have just handy -- I am sure you know these a lot better than I do, but have handy also in the same exhibit page 12 of 16.


So there's two pages:  Page 6 of 16 and page 12 of 16.  Page 6 has the general service, large general service rate, and page 12 has the standby power service rate.


And this will just take a moment.  But as I understand those -- as I understand those rate sheets, if your customer taking -- is taking large commercial service, one of the reasons I'm doing this is it's a little tough to read some of these numbers because they have been, I think, adapted to, I suspect, to comply with the settlement conference findings, but in any event.

If you're a general service over 50, what you're going to pay as a fixed monthly charge -- your rate consists of a fixed monthly charge, and I have that here at $376 a month.  Is that right?  Am I reading that correctly?  I am reading that off of page 6.  Service charge.

MS. BUTANY-DeSOUZA:  Sorry, and the number that you quoted was, come again?

MR. BRETT:  I have $376 a month.

MS. BUTANY-DeSOUZA:  Right.  So $376.90 is the service charge that you would see if you're referring to the Exhibit 8 tariff sheets.  Those have been updated for the settlement proposal, and so those are found in the settlement proposal binder that -- and materials that Horizon Utilities filed on September 22nd, and so that --


MR. BRETT:  Okay.  Are they materially different?  I don't want to get into the -- I don't think I need the -- I don't think I need the revisions for my purposes here, unless there's some large change.

MS. BUTANY-DeSOUZA:  No.  I would just offer that the track changes that you see in the tariff sheet in front of you that was part of the pre-filed evidence, that -- I would make the distinction there that the reason that those changes are tracked is because, as part of the filing requirements, we file our original or our existing tariff sheets and then we update through track changes for what's changing in the next rate plan term.

MR. BRETT:  All right.  So by track changes, you mean crossing out certain parts?

MS. BUTANY-DeSOUZA:  That's correct.

MR. BRETT:  All right.  Then in addition to that, you pay the fixed monthly charge.  And just so we're -- we have clarity here, that's whether or not you take any power?  You pay that charge in any event.

MS. BUTANY-DeSOUZA:  If you're a GS greater --


MR. BRETT:  No.  If you're in that service class you pay that charge.

MS. BUTANY-DeSOUZA:  If you're a traditional GS greater than 50 customer, yes.

MR. BRETT:  Right.  In addition to that, if you take power, you pay a rate of, what you call a volume -- a distribution volumetric rate.  It's expressed in kilowatts.  It's a demand rate.  And as I read that, it is $2.50.  You take it at the four decimal points, but it is basically $2.50 per kilowatt.  And I get that from the fifth line down; is that right?

MS. BUTANY-DeSOUZA:  Yes.  In Exhibit 8 it is about 2.508, 2.45 --


MR. BRETT:  That's what I said, approximately 2.50, 2.51.

MS. BUTANY-DeSOUZA:  Yeah.  Not dissimilar from the 2.4578 that I quoted yesterday, which is --


MR. BRETT:  No, I understand that.

Now, if you go to the standby sheet --


MS. BUTANY-DeSOUZA:  Yes.

MR. BRETT:  -- tariff sheet -- oh, before you do that, the $2.51 per kilowatt, that's a demand rate.  So is that based on your peak kilowatts -- peak kilowatt for the month, each month?

MS. BUTANY-DeSOUZA:  Yes.

MR. BRETT:  Your peak demand for the month, rather, right?

MS. BUTANY-DeSOUZA:  Yes.

MR. BRETT:  And it's the non-coincident peak for the month?  Or the coincident peak for the month?  I am assuming it would be the non-coincident peak; in other words, the customer's own peak.

MS. BUTANY-DeSOUZA:  I believe it's the non-coincident peak.

MR. BRETT:  Yes, okay.  So then if you go to the standby rate -- and this I think just fits in with what you said yesterday.  If you take -- in addition to taking your service, your over 50 general service, you also want to take standby.  You're going to pay a standby rate of approximate -- of the $2.50 -- 2.504 per kilowatt, and that's based on the amount of peak load displaced by the generating facility.  Is that right?

In other words, in a month, what you -- if I can turn you to the first line of your rate schedule for the standby.


"Standby charge", GS greater than 50 standby charge, "for a month where standby power is not provided" -- so that's a month when you're not providing any power, you don't have to provide power, "the charge is applied to the amount of reserve load transfer capacity."


Leave that aside for a moment.


What I want to focus on is the amount of monthly peak load displaced by the generating facility.  And that amount is the same; it's 2.504, right?


MS. BUTANY-DeSOUZA:  Sure.  Recognizing that there's a more up-to-date rate.


MR. BRETT:  No.  Recognizing that.  You don't need to repeat that.  I think we're all aware of that.  I just -- I am using this for illustrative purposes.  I'm trying to make a point with an example, and I am trying to get us through this.


So we're basically, then -- but as you pointed out yesterday, you don't pay the month -- there's no monthly fixed charge?

MS. BUTANY-DeSOUZA:  That's right.

MR. BRETT:  For the standby rate?  Okay, so if -- let me just take a simple example.  I have a month -- well, let me take this first.

If it's a month when I am taking no power under my standby rate -- I am taking it under my greater than 50 rate -- I pay the fixed charge and I pay the 2.504 per kilowatt, right?


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

MR. BRETT:  And let's take another case where I am taking 50 percent of my load and I'm generating 50 percent of my load.  Same load.

In that case, I'm paying -- still paying my fixed charge of 376, because that's payable whether I am taking all of my load or only a portion of it?

MS. BUTANY-DeSOUZA:  That's right.

MR. BRETT:  In addition to that, I'm paying -- I'm paying under my over 50 service, I'm paying the demand charge of 2.50 for the amount of product I'm taking from you?

MS. BUTANY-DeSOUZA:  For the amount you took, that's correct.

MR. BRETT:  And I'm also paying, third, I'm paying 2.50 for the amount of kilowatts of the product that I'm producing myself, right?


MS. BUTANY-DeSOUZA:  Yes.

MR. BRETT:  And that is the basis of your statement yesterday -- and I apologize for taking so long, but I want to make this –- this is -- that's the basis for your statement yesterday that you're holding the standby -- the distributed generator equal?

MS. BUTANY-DeSOUZA:  That's correct.

MR. BRETT:  Okay.  Now, having said that and establish that, in that circumstance or given the way that -- given the fact that that's how your rates play out, your standby rate plays out in combination with your over 50, and the same principles -- the same level playing -- the same thing would apply to the LU(1) or LU(2), I'm assuming?


MS. BUTANY-DeSOUZA:  Yes.

MR. BRETT:  It is fair to say that -- a couple of things.  One is that I am going to be paying -- I, the customer, am going to be paying you, the utility, the same amount whether I generate 50 percent of my own power or none of my own power, right?


MS. BUTANY-DeSOUZA:  Yes.

MR. BRETT:  Therefore I don't have, under that regime -- and at the same time, of course, if I generate 50 percent of my own power, I'm going to be paying for my distributed generation.


So I don't have, under that regime, any incentive to go into distributed generation, right?  I think you made this point -- I think you made this point yesterday.  You corrected me when I asked you whether you were creating an incentive to do distributed generation -- excuse me.  Well, let me slow down.

Do you want to straighten something out first, or...

Let me just --


MS. BUTANY-DeSOUZA:  I'm listening to you at the same time -- I didn't hear the question.

MR. BRETT:  -- put this to you.  I asked you the question.  Let me ask this question.  Under that regime =--

MS. LONG:  I am going to ask you both -- Mr. Brett, if we can speak one at a time for the clarity of the transcript, just be aware of that.  You're both talking at the same time.

MR. BRETT:  Okay.  I'm not really, actually, referring to your transcript.  I don't -- in this particular case I'm just asking you to answer for me the question:  Under that regime, there is no incentive for me, as a customer, to do distributed generation, right?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  Mr. Brett, I would make a couple of points.


The customer has the opportunity to save on the energy.  They also save on their global adjustment.  And then thirdly, I think the point at this stage -- and this was part of what I had advanced yesterday -- is that there's no disincentive at this stage as well.

And recognizing that the standby rate that Horizon has historically had from 2011 through 2014 is set on an interim basis, pending further review or revision by the OEB, and that we're requesting the same treatment of that rate at this stage for the GS-greater than 50 customers for the LU(1) and LU(2) customers for whom we, at this point, do not have a standby rate, recognizing that there's an open proceeding and that that may change, subject to changes in that rate-setting methodology that the Board -- that the OEB comes out with.


MR. BRETT:  Okay.  I take your point.


Would you agree with me that, in effect, by setting this up the way you have, and given the fact that I, as a customer, have to invest in the distributed generation, that you're creating a barrier to me adopting distributed generation?


[Witness panel confers]

MS. CAMPBELL:  So from the customer perspective, no, I wouldn't agree with that.


The customers that enter into standby with us, they're looking for us to guarantee that that load is there for them.  So they are doing distributed generation for a number of reasons, or backup power or whatnot.  But they're still looking -- if they're contracting with us for a certain service size, they're still looking for us to guarantee that service to them in the event that their generation is offline.

So it gives -- it actually gives the customer options.

MR. BRETT:  Do you have any customers currently on distributed generation?


MS. CAMPBELL:  Yes, we do.


MR. BRETT:  How many would you have?  And in what rate classes are they?


MS. CAMPBELL:  They're in the over 50 general service rate class.  And the exact number, I'm not sure.  We have a handful of them.  There's probably less than six.

MR. BRETT:  So, say, between five and ten or something like that?


MS. CAMPBELL:  Yes.  Yes.

MR. BRETT:  Okay.  Well, let's move on to the issue of the policy -- or the Board's consultation.  But just before doing that, you made the point earlier that these rates are interim.  The Board declared these rates interim, right?  In 2006?  Correct?

MS. BUTANY-DeSOUZA:  Well, I know -- I know that our 2011 rates were set on an interim basis.

MR. BRETT:  Yes.  There was a decision in 2006, March 21st, EB-2005-0529, where the Board declared all existing and proposed standby rates interim.

Do you take that, subject to check?


MS. BUTANY-DeSOUZA:  I will take that, subject to check.

MR. BRETT:  Okay.  And then the Board -- are you generally aware of the paper, the policy paper that the Board published, EB -- Report of the Board on Cost Allocation, and it is their major study on review of electricity distribution cost allocation policy?  It was published in March -- on March 31st, 2011.


I'm not going to ask you detailed questions on it.  I just am asking:  You're generally aware of the report and its contents?

Perhaps I can be a little more specific.  Are you aware of the fact that the report included a substantial section on distributed generation and standby rates?


MS. BUTANY-DeSOUZA:  Yes.  I don't have the reference in front of me.

MR. BRETT:  No, that's -- I don't think you need that.

MS. BUTANY-DeSOUZA:  Okay.

MR. BRETT:  You just tell me if you're not comfortable with -- if you can't say yes or no, don't say it.

But are you aware that the Board -- that the Board had retained a consultant in that case to make some recommendations?  Elenchus was the consultant, as it happens.


MS. BUTANY-DeSOUZA:  Yes.

MR. BRETT:  And that the Board did not accept Elenchus's recommendations in that case, right?


MS. BUTANY-DeSOUZA:  I'm not aware of that specific, but I do know that Mr. Roger is on our panel here with us, and I don't know whether your question is better directed to him.

MR. BRETT:  No.  Well, my question really -- I'm not going to get into, here, the merits, the detailed merits of this, as you know and as the Panel knows.  We could discuss this for two or three days.  It is not a simple subject.

But all I'm really saying -- asking you to confirm if you can is, the Board did not accept the proposals of Elenchus at that time.  That's fine.  I don't think I need that answer.  I --


MS. BUTANY-DeSOUZA:  Well, I actually have page 15 in front of me of the report that you're referencing, and the Board -- in that report, on that page, the Board indicates that it -- and the statement is:

"However, the Board believes that these issues warrant attention in the short-term and will intend to initiate a separate consultation in the near future.  In the meantime, the current interim standby rates will remain in place.  The Board acknowledges the concerns regarding regulatory uncertainty..."


And it continues on from there.

MR. BRETT:  Okay.  All right.

MS. BUTANY-DeSOUZA:  But the statement on page 15 in that report is that the current interim standby rates will remain in place.

MR. BRETT:  Yes.  The other --


MS. BUTANY-DeSOUZA:  And this report is just prior to the conclusion of Horizon Utilities' oral hearing in our last cost-of-service application, and then the decision of the Board that was subsequent to that set our standby rates on an interim basis.

MR. BRETT:  Yes, no, I think we're on the same track here.  I'm not disputing the fact of interim rates or the practice or the merits.

So let's go on to the next step, is the Board's letter of January 24th, 2013, which I distributed a copy of yesterday.  And this was a --


MS. HELT:  Mr. Brett, perhaps I can just provide a copy of the document to the panel --


MR. BRETT:  Yeah, I'm sorry.

MS. HELT:  -- and I believe you have copies for the --


MR. BRETT:  I gave Mr. Rodger a copy yesterday.  So it's -- this is a very brief document --


MS. HELT:  We can mark this as an exhibit then, as K2.1, letter from the Board dated January 24th, 2013 with respect to the development of a standby rates policy for load displacement generation.

EXHIBIT NO. K2.1:  LETTER FROM THE BOARD DATED JANUARY 24TH, 2013 WITH RESPECT TO THE DEVELOPMENT OF A STANDBY RATES POLICY FOR LOAD DISPLACEMENT GENERATION.

MS. LONG:  Excuse me, Mr. Brett.  Ms. Butany, have you had an opportunity to read this letter?

MS. BUTANY-DeSOUZA:  I have briefly reviewed it last night.

MS. LONG:  Do you need a moment now to review it, or you're...

MS. BUTANY-DeSOUZA:  I think I -- well, I guess it depends on where we're going, but for now I am --


MS. LONG:  I just want to make sure that you have reviewed the document you have got before you.  Okay.  Thank you.

MS. BUTANY-DeSOUZA:  Yeah.  Thank you.

MR. BRETT:  Again, I'm not going to ask any detailed questions.  I really want to, number one, simply get it on the record that the Board has initiated a consultation process to develop standby rates, and would you agree with me -- well, there isn't much to this, other than that announcement.

There has been some material on costs which are not relevant for us, and some procedural stuff which I don't think are relevant for us.  But there is an appendix B, which is one page, which talks about the fact that the Board wants to establish a working group.

Are you aware that they did establish a working group on this subject?

MS. BUTANY-DeSOUZA:  Yes, I am.

MR. BRETT:  I believe the working group -- and this appendix B laid out the terms of the issues to be covered by that working group.  Correct?

MS. BUTANY-DeSOUZA:  As I see them here before me, yes.  I wasn't a member of that working group.

MR. BRETT:  Nor was I, actually, but the -- you see, if you look under "purpose" and "objectives" -- look under "objectives", first of all:

"To address issues pertaining to load displacement generation that were identified in EB-2010-0219."


That's what we were just talking about.  And the issues they use, for instance, are cost allocation, avoided costs, existing interim rates, benefit valuation, and rate design.  Do you see that?

MS. BUTANY-DeSOUZA:  Yes, I do.

MR. BRETT:  And then in (c), under "objectives":

"To develop a standard methodology that will be used to design standby rates for load displacement generation customers."


Right?

MS. BUTANY-DeSOUZA:  Yes, I do see that.

MR. BRETT:  And then finally -- and then I will move off this -- they want the working group to recommend a standard methodology that will be used and -- to assign, allocate costs.  That's in (c) under "purpose and scope".  And to design standby rates.

Now, would you agree with me that the Board has not yet completed this procedure?  It is still an open docket, in other words?

MS. BUTANY-DeSOUZA:  Yes, I would agree with that.

MR. BRETT:  Okay.

MS. BUTANY-DeSOUZA:  I had offered that yesterday.

MR. BRETT:  And so we have a situation with an open docket, and where the Board has asked a number -- have identified a number of problems or issues around distributed generation.

I guess my question is, why, given that, at this time, would you seek to renew and expand this -- expand this particular rate to other classes?  Why would you not await the Board's final conclusions in this area, given that you know that the Board believes there's a great deal of complexity on issues such as benefit to the distributor, avoided costs, et cetera, et cetera.

MS. BUTANY-DeSOUZA:  So --


MR. BRETT:  Why would you sort of pre-emptively extend this rate to these large-rate users?

MS. BUTANY-DeSOUZA:  So issues related to cost allocation and rate design before the OEB have continued to evolve since the first forward test-year applications were presented to the Board.

And since -- and the first time that Horizon Utilities filed a forward test-year cost-of-service application was 2008.  Since that time, I'm aware -- and I joined Horizon in 2009 -- elements of cost allocation and rate design before this Board have evolved.

There have been various papers on the study and not limited to standby rates in particular, certainly reviews of cost allocation and rate design, rate-setting related to various customer classes.

The Board has engaged consultants in this regard.  In a number of instances the Board has engaged Elenchus.  There is a current review of cost allocation and rate design not limited to the one that you've referenced in this follow-up piece for EB-2010-0219, which now has the new number of 2013-0004, but also on other elements -- other rate classes related to cost allocation, rate design.

All that to say that, in my view, this is -- in our view, this is continuing to evolve.  In the meantime, if I go back to the reference that I was reading to you for the report that was issued in March of 2011, you're right.  The Board identified that Elenchus had made a recommendation that existing standby rates continued to be allowed on an interim basis, and then I went to the piece where the Board -- under 2.3.4, "Board's approach", "in the meantime the current interim standby rates will remain in place".

Now, those interim standby rates preceded the setting of the GS greater than 50 standby rate for Horizon in its 2011 cost-of-service application, but again, in the final decision -- in the final rate order the Board identified that that rate was also being set on an interim basis.

What we're asking for, what we're requesting in this application, is that that rate be -- continue to be set in the same manner that we had filed for in 20 -- or that the Board had approved in 2011 in our last application, and that similarly, for the large-use classes -- because we recognize that this is an upcoming issue for our large-use customers -- that the rate similarly be set in the same manner, again, recognizing -- and I have offered this in my testimony -- that this will likely be set on an interim basis, but that when the Board opines on a change or comes to a final conclusion on the proceeding before it, that the methodology may be subject to an update or a change in those rates that have otherwise been set on an interim basis.

Sorry, and I believe Ms. Campbell has a piece to add to that.

MS. CAMPBELL:  Just to add to that, from the point of view of the customer as well, we have been approached by a number of our large users that are interested in taking -- in participating under the new conservation framework, the new definition behind the meter generation.

So they have been talking to us about their plans and their projects that they want to put in place between 2015 and 2019, the term of this application, that the current standby rate that we have, which is only one, would be a disincentive for them to actually enter into that program.


MR. BRETT:  You mean these are members of the LU(2) rate class?


MS. CAMPBELL:  LU(2) and LU(1) class.  We've had discussions with a number of our large users.


MR. BRETT:  Well -- and you're saying that the government's policy on conservation now has changed to include distributed generation, right?


MS. CAMPBELL:  It includes a definition of conservation for behind the meter generation.  Correct.


MR. BRETT:  Right.  So the government's Conservation First policy -- I think that is what they say -- in the Long-Term Energy Plan, and I believe in the Minister's letter to the OPA, setting out the framework for the next six-year conservation plan makes those -- makes your point; correct?


MS. CAMPBELL:  Yes.  Correct.

MR. BRETT:  So what has changed -- would you agree with me that one of the things that's changed in the last year or two is the fact that the -- is that the government is now more committed?  I would say as a matter of policy, it would like to see more distributed generation; correct?


MS. CAMPBELL:  Under -- just under the new framework and the direction that it's going, yes, more distributed generation behind the meter generation.  Correct.


MR. BRETT:  Okay.  Thank you.


I'm going to change now to the -- a few questions on the creation of the LU(2) class.  So we're getting off of -- getting off of distributed generation.

My question here is quite specific.  And I would like you to turn up, to begin with, the -- this is an interrogatory of city of Toronto -- City of Hamilton.  And what I have, it is City of Hamilton No. 1, and I'm afraid I don't have the actual formal reference.  It's the -- it's Horizon's response to Interrogatory No. 1 of the City of Hamilton.  If you could put that up, please?

Okay.  And I would like you -- the question -- just give me a moment here.


Question (a) -- or part (a) of that question says: "What proportion, if any..." -- well, first of all -- let me carry on.

"What proportion, if any, of the common or system costs of Horizon will be allocated to the LU(2) customer class if Horizon's proposal is accepted?"


Now, you discussed this a little yesterday with my colleagues, including Mr. Shepherd, but I wanted to pursue it a little more.

And in the answer, if you go down to the answer to section (a) -- yeah, that's fine -- I think I want to start at the last sentence:

"Most of the costs, other than these distribution facilities costs themselves, are common costs..."


Then if you look on the second page, 2 of 3:

".. caused by and allocated to all classes."


Mr. Shepherd discussed the common costs with you yesterday, and the nature of them and how they were allocated, and I want to talk a bit about that, but I want to focus on the other costs, which are the directly allocated costs.

So in the last sentence, in that sentence at the top of page 2, you see:

"In 2015 the costs allocated to the LU(2) class consist of $399,055 of common costs and $33,167 of directly allocated costs, which total $432,000 or 0.36 percent of Horizon Utilities' total 2015 revenue requirement."


So this is a new class being created of the largest customers that you have, which is going to have a revenue requirement, under the way you have established it, of 0.36 of the total utility revenue requirement.


I am reading that correctly?


MS. BUTANY-DeSOUZA:  Yes.  That's correct.  That's what it says in the response to --


MR. BRETT:  Let me then ask you this.  And this may be for you, Mr. Butler, although, of course... I want to ask a couple of questions about the physical assets involved here of the directly allocated assets.

I will come back to the common costs in a moment, but the common costs are items that you discussed with Mr. Shepherd yesterday, things like a share of the IT, the head office, the -- certain professional costs and the like.


I want to focus on the directly allocated costs.  Now, I take it -- and I want to focus on costs for a moment.


Now, Mr. Butler, these directly allocated costs, I take it these are the -- these assets are the -- for the most part are the feeders that link the Hydro One transmission stations -- and my understanding is that there are three of them, and perhaps when I finish my question you can confirm that -- feeders that run from three Hydro One transmission stations to the four customers that you propose to put in the LU(2) rate class.

Am I correct in that?


MR. BUTLER:  Yes, you are correct.

MR. BRETT:  And are there other assets than the feeders that are involved?  In other words, could you just give me a little physical description?

These feeders –- but before we get into other assets, are these feeders overhead or underground or a combination of both?  And if a combination, roughly, ballpark, what percentage?


[Witness panel confers]

MR. BUTLER:  If you provide me a second, I believe we answered this in a previous IR.  I just would like to look up that reference.

MR. BRETT:  All right.  Perhaps if you're looking up that reference, the other question I had in relation to that is:  Roughly -- again, ballpark -- how many kilometres in total of feeders do we have, are we talking about?


I may very well have missed that in the IRs, but I didn't see it.


[Witness panel confers]

MR. BUTLER:  The interrogatory I was referring to was 7-VECC-49, where we've discussed some of this in the past.

To answer some of your questions, the -- you're correct, there's the four customers that would be in the proposed LU(2) class.  They are fed by underground electrical assets; there is no overhead assets that supply these four customers.

The electrical assets are 100 percent dedicated, and as we identified in part (b) of the response to 4-VECC -- sorry, 7-VECC-49, there is also some civil assets.

So the electrical -- the electrical cable runs through conduit, which resides in a duct bank.

There is some sharing of civil assets for two of the customers, but the shared civil assets is quite minor and they're fully depreciated.  So there were no costs for those shared civil assets to be allocated to that -- to that group.


MR. BRETT:  Did the shared -- sorry, go ahead.

MR. BUTLER:  So there are no costs associated with those shared civil assets to be allocated.

MR. BRETT:  All right.  I recall that now and I recall the discussion about the civil assets.

Now, if I could return to the -- for a moment to the assets, the feeders themselves, you say they're all underground.  And roughly what is the length of them?

MR. BUTLER:  They're all underground.  I do not know the lengths.  I know when you take the combined length of all the feeders for these four customers, it is just under 1 percent of our total underground primary cable population.

MR. BRETT:  That is the LU(2) customers?

MR. BUTLER:  The LU(2) customers.  So I don't know the length, but it is just under 1 percent of our total.

MR. BRETT:  Are they all primary cable, in your parlance?  I mean primary assets?


MR. BUTLER:  That is correct.  They are all primary cable.

MR. BRETT:  So the voltage would be 13.7?


MR. BUTLER:  The voltage for these is 13.8 kV, yes.


MR. BRETT:  Now -- so the 337,000 -- I'm not sure.  Well, the 370,000-odd of -- 399,000, sorry, of common assets that you discussed yesterday with Mr. Shepherd, those don't include any shared conduit or shared vault or shared duct, conduit duct assets; is that correct?  There's no dollars in there for any of the shared -- what you're describing as the shared civil assets.

MR. BUTLER:  Sorry, it is just to make sure I understand the question.  You're asking if any of the shared civil assets have been allocated to the LU(2) class?  Is that your question?

MR. BRETT:  Yes, that's my question.  Is the number that you have given, the 399,000, does it include any dollars for -- that's a common cost number, not a direct -- not a direct -- not an exclusively used asset number, right?

So what I'm asking is, does that common cost number include any civil asset costs?  I think actually the way you put it was also correct, but I just want to make sure we're on the same track.

MR. BUTLER:  There would be no costs because, as I stated earlier, the civil assets are fully depreciated.

MR. BRETT:  I understand that, but let me put it another way.  But for the fact that they're depreciated to zero, would there be any costs in that number?

MR. BUTLER:  No.

MR. BRETT:  All right.  Sorry.

All right.  Let me move on, because I have some questions about the depreciation in a moment.

Now, I take it you don't have a -- and can you confirm for me that there are three Hydro One transmission stations involved?

MR. BUTLER:  That is correct, there's three stations.

MR. BRETT:  And so in the common -- you discussed this with Mr. Shepherd yesterday, and I don't recall it being a conclusive discussion, but are any of the costs that you would have incurred historically for those three transmission stations, from which presumably other feeders exit other than the feeders to service your particular customers, do you have a share -- do those costs -- are those costs included in the 399?  I'm not sure how that discussion ended yesterday.

MR. BUTLER:  Yes.  Just to clarify -- no, there's -- those costs are not included in --


MR. BRETT:  Just for your clarification, perhaps, I understand that they're Hydro One assets, but you have contributions in aid of construction of some sort or contractual arrangements of some sort, presumably, where you pay part of the cost of those.

MR. BUTLER:  Hypothetically if we were to incur contributions in aid of construction, they would be allocated, correct.  But in the case of these stations, these are old Hydro One assets, and I am not aware of whether contributions were made at the time of construction.  The one station, for example, I believe Hydro One has stated is one of the oldest stations they have.

MR. BRETT:  What are the other two stations in addition to Gage?

MR. BUTLER:  Birmingham in Hamilton and Glendale in St. Catharines.

MR. BRETT:  Okay.  So you have a cluster, in effect.  Would it be fair to say that you have a cluster of these large facilities in Hamilton, a cluster of three?  And then you have one in -- one outlier in St. Catharines, or one in St. Catharines?

MR. BUTLER:  Three of the customers that would be in the LU(2) -- proposed LU(2) class are in Hamilton, yes, they are.

MR. BRETT:  You mentioned yesterday, I think, that one of the Hydro One transmission stations, Gage, supplies two of those customers?

MR. BUTLER:  That is correct.

MR. BRETT:  Okay.  Now, I am just about through here, but I want to talk just a little bit about -- I want to confirm -- ask you to confirm what you have intimated.

The question I have is, how is it that the total value of these directed -- these feeders, which amount to something like, as you said, one percent of the primary feeders of the corporation, can be assigned a value of $37,000, and I take it the answer is that they're fully depreciated, that these are all old feeders that are fully depreciated.

MR. BUTLER:  That is correct.  The Hydro One transformer stations and our distribution assets, the primary cable, are all well over 25 years and are fully depreciated.

MR. BRETT:  The other assets -- I started to ask you a while back, in addition to the feeders themselves, what other assets are used exclusively by these four customers?  What other distribution assets?  Are there switches?  Are there heads of some sort?  Are there -- what else -- what other types of assets are exclusively for your -- for the use of the LU(2)?

MR. BUTLER:  It is essentially primary cable and the conduit.  With cable there are splices and terminations, but they are grouped into the same category as the primary cable.

MR. BRETT:  And the conduit is dedicated -- all of the cables in the conduit are dedicated to your facilities?

MR. BUTLER:  The cables in the conduit, yes.  Each conduit would be -- have dedicated cables into it.  As stated in the answer to VECC 49, some of the duct bank so that the conduit runs through is shared.  But again, this is well over 25 years old and fully depreciated.

MR. BRETT:  So is there -- these are old assets, roughly what age?  You say over 25?  Over 50?  Some over 50, I suppose, if they --


MR. BUTLER:  I would have to check, but some would definitely be over 50, yes.

MR. BRETT:  And when do you propose, in your plan, to replace these assets?  These must be -- are these assets of age -- I haven't looked at your capital plan in the last couple of weeks, but let me just put it in simple terms.

Are these assets, assets that you would be seeking to replace in the near future?

MR. BUTLER:  No, not in the 2015 to 2019 period.

MR. BRETT:  You would have no money to spend on these assets over that period?

MR. BUTLER:  That is correct.  There is no plans to renew the cables for --


MR. BRETT:  Presumably at some point you are going to wish to replace those cables?

MR. BUTLER:  Sorry, can you please repeat the question?
MR. BRETT:  Yes.  Sorry.  At some point you will replace those cables?

MR. BUTLER:  At some point, yes, when they will need to be renewed, at which point those costs will be allocated to the LU(2) rate class and shared among the customers in the LU(2) class.

MR. BRETT:  Do you recall offhand what the condition of those cables is assessed to be by the Kinectrics report?

MR. BUTLER:  The cables in Hamilton are all PILC, so lead cable --


MR. BRETT:  Yes.

MR. BRETT:  -- which has, I think, 70- to 80-year lifespan.

MR. BRETT:  Right.

MR. BUTLER:  And the Kinectrics report, the health index of the PILC cables was acceptable in the Kinectrics health report.  So there is no recommendations to proactively renew those cables at this time --


MR. BRETT:  There was also -- fair enough.  But there was also, as I recall, a comment in the Kinectrics report that there was only one manufacturer in the world that makes these cables, and there's an issue to do with obsolescence.

MR. BUTLER:  One manufacturer in North America, correct.

MR. BRETT:  Right.  And that therefore, there was an obsolescence issue that needed to be addressed.

MR. BUTLER:  That is correct.

MR. BRETT:  You're not addressing it now, I guess.

MR. BUTLER:  We are not addressing it in the 2015 to 2019 time period.

MR. BRETT:  Okay.  I just -- you would agree with me it...

Okay.  Thank you.  The -- I think those are my questions.  Thank you very much.

MS. LONG:  Thank you, Mr. Brett.

Mr. Janigan, are you prepared to go next?

MR. JANIGAN:  I think Mr. Crocker --


MS. LONG:  Oh, Mr. Crocker, did you want to go next?

MR. JANIGAN:  Mr. Crocker was before me, thanks.

MR. CROCKER:  I am in the Board's hands.

MR. JANIGAN:  I can go, if --


MS. LONG:  I had understood, Mr. Crocker, there was some issue with you not receiving the transcript last night, and so that if that does not hinder your ability to proceed, then go ahead.

MR. CROCKER:  That's fine.  I don't think -- I may be a mite repetitive because I haven't looked at the transcript.  I apologize in advance if I am, but that is the only factor which would be contributed to by the transcript.

MS. LONG:  My understanding is your estimate is about an hour?

MR. CROCKER:  Mr. -- it was supposed to be half an hour, and we're now an hour, so, yes, but I don't know how accurate that is.

MS. LONG:  Well, I would like to take a break around 11:00 o'clock, so perhaps you can find a convenient time in your cross.


MR. CROCKER:  Fine.

Cross-Examination by Mr. Crocker:

MR. CROCKER:  Ladies and gentlemen, my name is David Crocker.  I'm counsel for AMPCO, and as I indicated to Madam Chair, I wasn't here yesterday and I haven't read a transcript, so I may be a might repetitive, but I hope not to be.


Horizon -- let me ask a question that stems from Mr. Brett's examination, and then I will move on.  He asked you about and you responded with respect to the issue of shared civil assets.

Am I correct in understanding that the assets, the civil assets which are shared, are shared by two of the four members of the proposed LU(2) group?


MR. BUTLER:  That is correct.

MR. CROCKER:  Not shared beyond that?


MR. BUTLER:  That is correct.

MR. CROCKER:  Okay.  Horizon retained Elenchus -- Elenchus to review your cost allocation approach; is that correct?


MS. BUTANY-DeSOUZA:  Yes.  That is correct.

MR. CROCKER:  Once again, I'm not going to ask any of my questions to any of you particularly.  I am sure you will -- even if I were to do that, it wouldn't make any difference.  The person most appropriate to answer it will answer it, and I expect you to do that regardless.


Describe to me what Elenchus' mandate was.


MR. ROGER:  I think if I can refer you to Exhibit 7, tab 1, appendix 7.1 and the introduction there, section 1 –- sorry, section 1.2, the "Mandate of Elenchus" on page number 2, there were three phases.  One phase was:  "Review of customer classification."

"Cost allocation."

And "Rate design."


MR. CROCKER:  And when you say "review of customer classification", that refers to all of Horizon's customers, does it?


MS. BUTANY-DeSOUZA:  Yes.  We had not limited the scope of the work that we had asked Elenchus to undertake on our behalf.

We had asked them to review how costs were allocated and rate classification, in general, and to make recommendations based on their review.


MR. CROCKER:  Okay.  And among other things that Elenchus recommended was the carving-out of that new customer class, that LU(2) class; that's correct, isn't it?


MR. ROGER:  That's correct.

MR. CROCKER:  The recommendation came from Elenchus?


MR. ROGER:  After discussion with Horizon, yes, that was the recommendation when we understood how those customers are being served.  And they're quite different customers than the rest of the large users.

MR. CROCKER:  Okay.  And what was the -- what were the criteria for determining membership in that category of rate users?


MS. BUTANY-DeSOUZA:  We set the criteria for the new LU(2) or the proposed LU(2) class as having a demand of 15 megawatts or greater, and then also being served by dedicated assets.


MR. CROCKER:  And what was the rationale for doing that?  Why did you want to do that?


MS. BUTANY-DeSOUZA:  Why did we want to set the rationale as such?  Or --


MR. CROCKER:  No, why did you want to carve out a new rate class?


MS. BUTANY-DeSOUZA:  The review was a cost causality-based review.


We have heard from customers generally, commercial customers specifically, that they wondered about how their costs were allocated to them.  And so in undertaking -- in asking Elenchus to undertake the review, the review was related to reviewing the costs for the classes and on a principle basis, driven by cost causality, determining whatever the outcome at that stage might be.

And on a cost causality basis, there is a similarity amongst these four customers that we've allocated to this proposed new LU(2) class, that on how their costs are caused, they're being served by dedicated assets exclusively to the four, and they all share a common feature of being amongst our largest users.  If you can imagine, on a demand curve there is a big expanse of white between the next-lowest customers and this group of four customers that are all above 15 megawatts.


MR. CROCKER:  Okay.  I was going to ask you this later, but I think I will ask it now.


What do you mean when you describe, as you just did, this as a principled approach based on cost causality?


MS. BUTANY-DeSOUZA:  In the way that costs have previously been allocated to the large use customer class, or to these four customers specifically, because there's no distinction between whether they take some of the assets -- whether they're served by some of our assets, all of our assets, there's no -- there's previously been no distinction.

They are being -- they were previously being allocated their share or some share of the pool of Horizon assets.

When we investigated, through the work undertaken by Elenchus in conjunction with Horizon, we determined that they, in fact, are not taking both primary and secondary, the use of both primary and secondary assets.  And in fact, they are being served exclusively by the dedicated assets alone, and so they shouldn't even generally be sharing in a broader pool of assets, or the costs of a broader pool of assets.


MR. CROCKER:  I will come back to that in a bit.

But just so that I am clear, as -- what are the dedicated facilities we're talking about?  Are they the dedicated facilities that you spoke about with Mr. Brett earlier?


MR. BUTLER:  Yes, they are.

MR. CROCKER:  Okay.  Describe them to me again.

MR. BUTLER:  It is the -- so these four customers are served by the three Hydro One-owned transformer stations.  So the demarcation between Horizon and Hydro One, it would be at the -- what we call the load side of the breaker.

So from there, the underground primary cabling, which is connected to the Hydro One TS, goes directly to each of these customers.  And that cable that leaves the Hydro One transformer station is dedicated cable and it serves only that customer.

So, you know, in a shared situation, a cable could come out and serve many customers.  All of these cables serve only those customers that are connected directly to those customers.


MR. CROCKER:  Okay.  What, then, are the pooled services that these customers had been paying, or have, I guess -- are paying for now and have been paying for over the years?

MR. BUTLER:  Sorry, can you repeat?  You say previously?  Can you please repeat that?


MR. CROCKER:  Yes.  What are the pooled facilities that were just mentioned by your colleague, that these customers have been paying for, and, I guess, continue to pay for?

MR. BUTLER:  It would be pooled assets.  So all of our distribution assets were pooled, and attracted -- you know, pooled together.

And these customers would attract costs from assets that are not used to serve them, on a pooled basis.

MR. CROCKER:  Give me an example of what these assets are.  What are we talking about?


MR. BUTLER:  An example could be a distribution transformer that we use to lower the voltage from a primary voltage to, you know, for your house, 120 or 240 volts.  That asset is -- you know, we have over 24,000 of those.

But these customers get served on a primary voltage, so they would -- none of our distribution assets and the distribution transformers would ever be used to service one of these customers.  That is an example.

MR. CROCKER:  And these customers pay a percentage of the costs of those assets, then, now?  As things stand now?


MR. BUTLER:  Historically, yes.

MR. CROCKER:  Okay.


MS. BUTANY-DeSOUZA:  And currently, in 2014, they are currently being -- they are currently paying for that, yes.

MR. CROCKER:  How long has this been going on?  Have they been paying for these forever?


MS. BUTANY-DeSOUZA:  Yes, they have been.  As I indicated to Mr. Brett earlier, cost allocation has been an ongoing -- has continued to evolve.  And so as it's evolving within the Board's framework, it continues to evolve on the utility side as well.

MR. CROCKER:  Okay.  On the issue of cost causality, can you tell me -- as I say, I haven't been here earlier, and so I'm not 100 percent sure what I am referring to, and I'm sure you will expand on this, but I would like you to turn to appendix J, revenue cost -- revenue-to-cost ratios.  I'm not sure appendix J to what.  Oh, I'm sorry, it's to the settlement agreement.  Thanks, to the settlement agreement.

And if we look at the second page of charts, I gather the revised -- if we look at the proposed large-user 2 class -- and I am looking at the column of status quo ratios -- I see the number 896.12.  Do you see that?

MS. ARSENEAU:  Yes.

MR. CROCKER:  What does that mean?

MS. ARSENEAU:  So a status quo revenue-to-cost ratio is calculated by taking the costs that are being allocated to the class as compared to their revenues at existing rates.

So essentially what that indicates is that at existing rates that customer class is substantially overpaying for the costs that are allocated to them.

MR. CROCKER:  Overpaying by 896.12?  Or by a percentage of 896.12?

MS. BUTANY-DeSOUZA:  Yes.  But also based on a change in the approach to the cost-allocation methodology.

MR. CROCKER:  Okay.  Where does that change in approach come from?  Is it based on more refined data that you have now to apply to this that you at one point in the history of all of this didn't?

MS. BUTANY-DeSOUZA:  That's exactly where it comes from.  So previously we've taken an approach, as many distributors do, that the costs that are allocated to the large-use customer class or to classes in general are on a pooled basis.

In the absence of refined information, it's impossible to change the method of cost allocation.  In fact, coming out of our 2011 cost-of-service application, though we had identified some changes in that application and in our approach to cost allocation, the Board in the decision had indicated that there wasn't sufficient enough new data or a refinement to our approach to follow through with the requests that we had asked for.  And in that instance, in that application, we were looking to move all rate classes to 100 percent or unity.

Having taken that -- having understood the view of the Board panel in that application, we undertook this study that is based on refinement of the approach, a review of the assets that serve the customers, and then the input of that updated and better information as the best available information available to the utility at this time as the basis for the cost-allocation approach.

MR. CROCKER:  Okay, thank you.

I want to refer to something in your pre-filed material.  You don't have to turn it up.  I am just going to read it to you.  It is Exhibit 7, tab 1, Schedule 1, page 3, and I am reading line 6.  You say:

"In addition there is concern that absent the proposed rate class some of these customers may choose to make related investments to directly connect to Hydro One, leaving Horizon Utilities with stranded assets..."


Et cetera.

Do these customers, as far as you understand, have the facility to make a connection directly to Hydro One?

MR. BUTLER:  Investment would be required, but it would be technically possible.

MR. CROCKER:  And if there weren't that carved-out rate class, would the monetary -- would it be significant to Horizon if that were to happen?

MR. BASILIO:  If those stranded assets could not be recovered in another manner, that would be significant.  But we have had instances -- and I think there's precedence -- where stranded assets are recoverable.

MR. CROCKER:  I'm not 100 percent sure that I understand your answer.

MR. BASILIO:  It would be a material loss in the short-term between rate proceedings.

So let me -- and thank you for asking the follow-up question.  So it would be quite significant.  If we were to get a rate order today that did not allow the LU(2) class and we lost one of those customers that are -- that we're proposing be allocated to that class, it would be a material impact across the five years until the next time we could approach the Board for the recovery of whatever residual stranded assets are remaining.

MR. CROCKER:  Okay.  By carving-out this new rate class, the rates you would be charging these four customers would be significantly lower than has been the case and is the case now.  Correct?

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

MR. CROCKER:  How significant?

MS. BUTANY-DeSOUZA:  In appendix H of the settlement proposal we filed the distribution bill impacts.  So for instance, if you look at the distribution percentage change, 2015 versus 2014, it's almost an 87 percent decrease.

MR. CROCKER:  All right.  In light of your comments earlier about the principled approach and the basis for this on cost causality principles, do you consider this a gratuitous benefit that these customers are getting?

MR. BASILIO:  With the change, no.  We view the change as reflecting more refined enhanced cost causality for these customers based on the work done by Elenchus and Horizon.

MR. CROCKER:  And I start this question with the caveat that I have not signed the confidential undertaking and I have not seen any of the confidential information.  And so -- and I don't want you to answer this question with numbers, but principles I think would be better.

Have you done any work to determine what -- the amounts of money we are talking about for these four customers to catch up for the years of paying for assets that they have not used?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  No, we have not.  The customers have been charged the rates that they have been -- were charged or are being charged presently based on the cost allocation and rate design accepted by the OEB in our last rate application, and as updated through our IRM applications 2012 through 2014.

We haven't updated -- we haven't done an analysis of the kind that you suggest.

MR. CROCKER:  Just on sort of the broadest of general principles, I don't think I'd be exaggerating -- I mean, I'm sure you'll correct me if I am -- that it will take a while, even at these reduced rates, for these customers to catch up.

MS. BUTANY-DeSOUZA:  I would offer that it's not a matter of catching up.  The rates are set based on the cost allocation that is the basis of each rate application.

So the costs are allocated on a methodology that is accepted by the OEB.  And based on the OEB's methodology, we submit that application with the cost allocation and the respective rate design that goes with it.

So the OEB's rates that are set at the time are based on the cost allocation methodology and best information available to us at that time.


So I guess my point is that it is not a matter of catching up; it is a matter of the rates are set on a basis at a point in time.

We now have refined information.  We've changed our approach to our cost allocation.  That's part of this application.  And it is on that basis that we're proposing both the introduction of a new rate class, and the basis on which we would propose to charge those customers their rates.

MR. CROCKER:  So the past is the past, and your belief is that this is fair now?  That this represents fairness presently?


MS. BUTANY-DeSOUZA:  We always believe in a fair approach to rate-setting for all of our customers.  And the OEB is the adjudicator of ensuring that just and reasonable rates are set for customers at each rate application, through each rate proceeding.

And this approach represents what we believe is the fair approach, based on better information that we have now.


MR. CROCKER:  Once again, I don't think you need to turn this up, but in the last paragraph on page 4 of the Elenchus report, Elenchus talks about rebalancing.

Is what you are doing here rebalancing?  That is, with the LU(2) class?

Silly of me to suggest that you needn't turn it up.  It is the last paragraph on page 14 of the Elenchus report.


MR. ROGER:  Are you referring to page 14, the last paragraph?  The one that starts giving Horizon more detailed cost allocation modelling?


MR. CROCKER:  Yes.  You talk about rebalancing in other parts of the report as well, but that --


MR. ROGER:  The rebalancing here is the adjusting the revenue-to-cost ratios.

MR. CROCKER:  Right.


MR. ROGER:  For ones that we do the cost allocation methodology.

MR. CROCKER:  Right.

MR. ROGER:  There are some customer classes that come up with revenue-to-cost ratios that are outside the Board range.  The first thing that Horizon has to do is to bring those revenue-to-cost ratios for those customer classes within the range.

For example, for the Large User (2) class, it means a substantial reduction in revenues that they would collect from those customers.

To keep the utility whole, they have to recover those approved revenue requirements from other customer classes.  And that's the rebalancing that we're talking about, where the customer classes that have revenue-to-cost ratios below 1 have been increased pro rata or proportionately to recover the amount of revenues that are being lost or not recovered from those customer classes whose revenue-to-cost ratios have been brought down to comply with the Board revenue-to-cost ratio ranges.


That's the rebalancing we're talking about.

MR. CROCKER:  Okay.  But part of the rebalancing, though, involves bringing down those who have been -- who have overpaid?


I mean, the rebalancing occurs at both ends of the spectrum, doesn't it?


MS. BUTANY-DeSOUZA:  Yes.  So when you took us to the status quo ratios that were included in appendix J of the settlement proposal, what you saw -- and you quoted the 869 percent for the LU(2) class, for instance -- that's part of it, that -- the first step is to bring those that are above the range, above the OEB's range, back into the range.

As Mr. Roger referred to, that creates a deficit for the utility or a shortfall that -- in revenue requirement, that then needs to be recaptured by or allocated to the other rate classes.

So here this is the technical term of "rebalancing" within the cost allocation model.


MR. CROCKER:  Okay.  If I could ask that you turn quickly to page 12 of the Elenchus report and the comment at the bottom of that page about the Board's decision in Horizon's 2011, is this approach you are taking, the rebalancing approach and the development of further -- a more sophisticated information in order for you to be in a position to carve out the new class, et cetera, in furtherance of that Board's order?


MS. BUTANY-DeSOUZA:  Yes.  I had referred to the outcome in the 2011 application.  And in fact, this paragraph that indicates that at the time of the last application we had an insufficient improvement for the purpose of supporting movement within the class ranges is certainly part of it.


MR. CROCKER:  Thank you.


MS. BUTANY-DeSOUZA:  It wasn't the result of a directive from the Board, however.


MR. CROCKER:  Now, I'm not sure whether this is a correct description of what happened, but I suggest a small spanner was thrown into the works when US Steel Canada announced that it was going to seek CCAA protection.


I don't think I'm wrong in suggesting that, am I?


MS. BUTANY-DeSOUZA:  It was certainly a surprise.


MR. CROCKER:  And just so that I am clear, you don't understand that -- or you understand that this doesn't mean that they are necessarily closing down, do you?  You're not assuming that?


MS. BUTANY-DeSOUZA:  We know that we don't know.


MR. CROCKER:  Okay.  And you also don't know that they are necessarily -- the next step in this is necessarily their bankruptcy?  That is not always, not even normally, the case in these situations, is it?


MR. BASILIO:  Well, in fact, they have court protection now.  So in a sense, I think what they're communicating is they can't continue as a going concern under their present conditions.  That is somewhat akin to bankruptcy, in my view.

I am aware that they do have an operating line to help them continue through the next year, but certainly from a credit perspective, and probably more so with respect to non-distribution charges than distribution charges, we're quite concerned about the US Steel condition right now.

MR. CROCKER:  No doubt you are.  But I don't think I am exaggerating by saying that there are many companies that seek CCAA protection, that come out the other side as different but still subsisting, ongoing operations, entities.


MR. BASILIO:  That's a fair comment.  What I can tell you in this situation -- and I think it is important to emphasize the point for a few reasons with respect to Horizon's case -- is this is the second time with respect to this entity.

And so while it emerged last time, and we're certainly hopeful from a community perspective it will this time, we're quite concerned about being stung again and again, whether it's in another month or a year or two years.

So we're on red alert as far as this organization is concerned.  Once bitten, twice shy, right?


MR. CROCKER:  Absolutely.  I am going to come in a little bit to what you are proposing to do as a result of that.

But I'm sure you understand the operations of these large industrial entities -- particularly the steel companies -- to know that energy and electricity is a significant -- in fact, one of their highest operating cost items.


MR. BASILIO:  We understand that quite generally for large industrial manufacturing companies, yes.


MR. CROCKER:  And I suggest to you that the costs, their electricity costs over a long period of time, may have been a contributor to their seeking CCAA protection.


MR. BASILIO:  We don't know that specifically.  But, I mean, I think what we do know is what's public in the newspapers, and that is its cost structure -- of which electricity is a significant component, as you have just stated -- is not sustainable in terms of their continuing as a going concern.


MR. CROCKER:  I suppose the other side of the coin is lowering that cost, as you propose to do with the new rate class, may contribute to their coming out the other end of this and being viable.


MR. BASILIO:  I don't know whether that will be the tipping point, but I'm sure at this point they're looking very closely at their cost structure, and this is a significant component, so I am sure every little bit helps.

I mean, I think it's a fair point that one of their largest issues seems to be pension costs, legacy costs, those sorts of things.

So I don't know how electricity factors relative to those items, but there are a variety of items.  I am sure this will be a contributor.

MR. CROCKER:  But generally speaking, these -- the new rates that you are proposing for this -- for these four customers, for this class of customers, will be much more competitive industrial rates?  That's not unfair, is it, to characterize them that way?

MS. BUTANY-DeSOUZA:  Well, we don't compete for customers, as you know.

MR. CROCKER:  Right.

MS. BUTANY-DeSOUZA:  So we -- customers that have their operation in our service territory are served by their respective utility at the rates.

MR. BASILIO:  Sorry.  We are concerned about rate competitiveness.  I just want to come back to our earlier -- I understand what you're...

MS. BUTANY-DeSOUZA:  Yes.

MR. CROCKER:  I didn't want to suggest --


MR. BASILIO:  We are concerned about rate competitiveness, absolutely.  And as we explained yesterday -- and I think again I would refer the Panel to our response to what I believe was City of Hamilton TCQ 12.  Competitiveness is a concern.  Customer growth is a concern for us.  Those are strategic issues.  They're issues that I think balance very well utility and customer interests.

To the extent that we can spread our costs over a larger growing base, that is an issue for Horizon Utilities, and the two areas it serves, Hamilton and St. Catharines, they're low growth.  We are challenged.  We are challenged with respect to -- while we can control costs, we have largely the same pool of customers sharing those costs because of low growth.

So to the extent that we can work with -- work within Board policy and, you know, have outcomes that balance utility and customer interests, as I think this does, that is very positive.

MR. CROCKER:  Madam Chair, this may be an appropriate time to break.  I am more than halfway done.  Quite a bit more than halfway done.

MS. LONG:  We will break then until 11:15.  Thank you.
--- Recess taken at 11:00 a.m.

--- On resuming at 11:17 a.m.


MS. LONG:  Please be seated.


Mr. Crocker, are you ready to continue?


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


I'm advised that this subject may have been covered in the confidential information.  I'm sure you'll tell me if it is.  I will ask the question, and you let me know.


Has Horizon had a chance to estimate what US Steel Canada's situation may mean for its load forecast and revenues for the test period?


MS. BUTANY-DeSOUZA:  So as we filed in the updated evidence, we're not including a change to the load forecast.


The load forecast was filed as -- under issue 3.10 of the settlement proposal that's been brought forward by the parties.  And so we're not expecting to change that load forecast.  We've accepted that, collectively.


And as we referred to prior to the break, we don't know what's going to happen with US Steel at this time.


What we do know is that we have a five-year application before the Board, right?  A custom IR application.


And so what we've done is take the extreme scenario -- that is that US Steel is no longer a going concern in our service territory, or that it ceases its operations in Horizon Utilities' service area altogether.  And so if they were contributing zero distribution revenue to Horizon, what that impact would be.


The quantification of that impact has been redacted and is part of the confidential materials.


MR. CROCKER:  All right.  Is there any reason, or do you believe that there is any reason, to change your plan about creating the Large User (2) class in light of what's happened to US Steel?


MS. BUTANY-DeSOUZA:  The creation of the LU(2) class, as we've been discussing, was a principle-based approach.  It's based on cost causality to the class, and on better information that we now have based on the study that we've undertaken.


The creation of the LU(2) class was not to serve a particular customer or a particular customer's interests.  It's defined in general terms as -- at a particular demand level, in this case greater than 15 megawatts, and then with dedicated facilities.  It happens that US Steel is part of that -- part of that proposed customer class.


So no, the creation of the class is, in our view, the right thing to do, based on better information that we have before us today in filing this custom IR application.


MR. CROCKER:  As I understand it, in the material that you filed just recently, if the Board doesn't approve your request for the LU(2) class, that your plan to respond to revenue shortages from US Steel is to set up a symmetrical variance account for any losses which may arise from US Steel.


Is that -- am I right?


MS. BUTANY-DeSOUZA:  So because we've accepted the load forecast as brought forward by the parties or as accepted by the parties, what we're suggesting is, again, because we don't know what's going to happen to US Steel, it could be that the load forecast is at the baseline level as put forward in the settlement proposal, and they may do more than that.  The load that they take may be greater.


In that case, we're suggesting that that also be tracked in a variance account, in the variance account that we're seeking, and then shared back with the members of the large use customer class.


In the case that you've identified, should their load not materialize as expected, in that case that shortfall would then be sought back from the same large use customer class.


MR. CROCKER:  And if there is -- I know this is hypothetical because we -- you don't know which of those two scenarios or something else completely different is going to develop.


But assuming that there is a shortfall and that shortfall is shared with the proposed members of the new large user class, do you expect that to be material?


MS. BUTANY-DeSOUZA:  I guess at this time it's difficult to tell.


As I identified, the filed Exhibit 10 identifies the extreme of -- if that number was zero.


It's difficult to know, and more particularly, it's -- it could be a material amount without the creation of the LU(2) class.


As we've identified in Exhibit 10, it would be certainly less material and below the materiality threshold if the LU(2) class was created, as we've requested it in this application.


MR. CROCKER:  And I suppose other alternatives are to share whatever loss might develop more broadly with the LU(1) class and other classes as well?


MS. BUTANY-DeSOUZA:  So maybe I could just clarify.  The treatment that we're seeking is the alternative relief sought if we don't get the LU(2) class.


So if we do not get the LU(2) class, then, at least as we filed it, we're asking for symmetrical treatment of that variance as amongst the large use class.


So it's not an LU(1) in that instance, because then there would be ten entities that would be impacted.  The LU(1) class, by definition, as we filed it, is the subset of the existing large use customer class, and therefore only seven entities.


The other option that you have identified -- could it be shared amongst the customer classes broadly -- I suppose, again, we have sought some -- we've sought a symmetrical variance account.  That word always catches me up, but symmetrical variance account.


And in that case, whether it is a gain or a deficit that needs to be recovered from customers, another approach certainly is to share it across all customers.


But I guess I would offer that then that sharing is both ways.  If it is the loss, then that is shared across all customers.  If it is a gain, it should be shared back equitably across the entire customer base, if that's the approach that was approved.


MR. CROCKER:  Thank you.


Thank you, Madam Chair, I have nothing further.


MS. LONG:  Thank you, Mr. Crocker.


Mr. Janigan?
Cross-Examination by Mr. Janigan:


MR. JANIGAN:  Thank you, Madam Chair.


Good morning, panel.  I would like to deal first with some tidy-up dealing with an exchange that you had with Mr. Shepherd yesterday involving the change to the load profiles of the large user customer classes that was affected and that changed the cost allocation.


And I think that's around page 138 of the transcript from yesterday.


As I understand --


MS. BUTANY-DeSOUZA:  Sorry, excuse me, Mr. Janigan.  We don't have the transcript in front of us.  I think it's being pulled up, but we don't -- the panel -- our Horizon panel doesn't have a hard copy.


[Mr. Clark passes transcript to Ms. Butany-DeSouza.]


MS. BUTANY-DeSOUZA:  Thank you, Christie.


MR. JANIGAN:  It's around there.  I am going to be talking about this in a general way, rather than specific reference.


As I understand what was done, is that in these higher-volume customer classes, which are not weather-sensitive, there was a collection of information concerning the usage of these customers, and a change made to the load profile from the 2011 application?


MR. ROGER:  That's correct.  What we do is that we update for the large user class.  We use the latest available hourly load for that class, and it happened to be in this case 2012 data was used to update it.


MR. JANIGAN:  Okay.  And Mr. Shepherd asked why this was not done for the other classes, which are weather-sensitive.  And there was a response that there was insufficient data for that to be done, that Horizon believed that four years of data was necessary, and Mr. Todd believed that ten years of data was necessary.


Is that your recollection?


MS. BUTANY-DeSOUZA:  Yes.  What we had said was that previously, in 2006, when this was prepared for the informational filing, Hydro One had provided that load profile data.


Horizon had sought the assistance of Hydro One in preparing this application for similar -- for a similar update to the load profile, but as I think is captured in the transcript, Mr. Todd did identify that Hydro One has indicated that it is not willing to provide that support to utilities.

In response to 7-VECC-46 -- sorry, 7-VECC-87 technical question, we had identified four years.  We have gone back to Itron, who has provided us with the software that supports our load forecasts, and they had indicated that at a minimum four years of smart meter data would be necessary, but we've also identified in this response to the technical question that it is a weighty undertaking, both in terms of cost and effort, but we did not have access to that information at this time.

You're correct, though, that Mr. Todd had said ten years.  We had said a minimum of four.

MR. JANIGAN:  Okay.  A few weeks ago in the Hydro One Distribution proceeding, I was questioning their technical witness, Mr. Andre, on this subject, and so far as they were using one year of data in order to effect the changes to the load shape and load profile.

I put to him the objections of Horizon or the opinion of Horizon with respect to the necessity for at least four years.  And he indicated that the quality of using one year of smart meter data will not suffer, the load profile analysis -- the load profile analysis will not suffer if you only use one year.

I take it Horizon disagrees with that answer?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  You will forgive me.  Obviously I don't have Mr. Andre's transcript and the full exchange that you have shared with him in front of me, nor do I have the background on the load forecast that Hydro One uses.

So in putting to you that he thinks that one year would not negatively impact, on the one hand I could offer you -- offer to you that perhaps they're updating annually, and so then if you are only using one year on top of that, that perhaps it doesn't have a huge impact.

In our case, the data that we have presently is already ten year -- is ten years dated.  And so we've gone back to our experts, Itron, who support us on the load forecast that we've filed, and they've identified a minimum of four years.

At the same time, another expert qualified as an expert in this proceeding, Mr. Todd, has identified that, in his view, for statistical purposes he would caution the use of even four years, and that it is certainly a much longer period.

So, I mean, I can only offer what I know on this, and certainly I can't comment on Mr. Andre's objection in the context of the Hydro One proceeding.

MR. JANIGAN:  Is it possible that you could undertake to review the exchange that exists in volume 6, page 81 of the Hydro transcript and see if that -- your answer is changed in any way?

If you can't answer it after reviewing the transcript, that's fine too.  But VECC is interested in this issue both in the context of this case and with respect to the Hydro One case, and frankly, I don't know how to resolve it, the contradiction.

MS. BUTANY-DeSOUZA:  So perhaps two things, Mr. Janigan.  First, I will be happy to review the transcript of Hydro One, and I can advise whether my view -- or Horizon's view, rather.  It is not my personal view, but the view of Horizon -- has changed.

But I know you weren't here yesterday, but what I did offer in the context of that exchange was that I know that this is a more broad issue for other LDCs as well, and certainly, if the source of the data, particularly as it happened in 2006, was Hydro One, and that source isn't willing to support the sector as a whole, then one view -- and certainly the view that I articulated yesterday -- is that this may be a matter of a generic proceeding, because, as we have identified, it is a weighty undertaking.  It is certainly not an area where we have particular expertise, but certainly one where we know that definitely by the time of our next rate application -- or rebasing application, excuse me, which would be filed sometime in 2019, I expect, for 2020 rates, that that's going to be a necessity and we're not alone in that.

MR. JANIGAN:  I hear you.  I think in this case it is a matter of whether or not there is any implicit unfairness in adjusting the load profile for one class of customers and not for another.

So I would be -- I would appreciate you reviewing that transcript and indicate what Horizon's response to that, and whether or not the circumstances may be different between the two companies.

MS. LONG:  Mr. Janigan, are you going to provide Ms. Butany with the reference in the transcript?  It is quite a lengthy transcript.  I wouldn't want her to have to review the whole thing.

MR. JANIGAN:  Yes, volume 6 of pages 81 and 82.

MS. LONG:  81 and 82?

MR. BASILIO:  Mr. Janigan, if I just might ask with respect to the Hydro One testimony.  Did they have an expert present, an independent expert attest to the statistical validity of that approach during that proceeding?

MR. JANIGAN:  Mr. Andre was the one that gave the testimony.

MR. BASILIO:  The Hydro One?  Right, okay.

MR. JANIGAN:  Of Hydro One.

MS. LONG:  And --


MR. RODGER:  We will have a look at it.  We will have a look at the transcript.

MR. BASILIO:  No, I was just curious -- I am just curious about the proceeding.

MS. LONG:  Sorry, Mr. Janigan, can you repeat the undertaking, just so we have a clear record of what it was?

MR. JANIGAN:  To review the exchange between -- with Mr. Andre on pages 81 and 82 to indicate Horizon's agreement or disagreement with the assertions contained therein and any differences that might -- that they may ascertain between the situation of Horizon and Hydro One with respect to the use of smart meter data to shape the load profile.

MS. LONG:  Will you accept that undertaking, Mr. Rodger?

MR. RODGER:  Well, let us have a look at the transcript.  I'm not sure it's going to be helpful or appropriate for Horizon to go through an extensive review of the Hydro One evidence and testimony to formulate an answer, but let us take a look and see what was actually said, and we will get the best answer we can.

MS. LONG:  Is that acceptable, Mr. Janigan?

MR. JANIGAN:  That's fine.

MS. LONG:  So if we could mark that, please.

MS. HELT:  Undertaking J2.1.

UNDERTAKING NO. J2.1:  TO REVIEW THE EXCHANGE WITH MR. ANDRE ON PAGES 81 AND 82 OF THE TRANSCRIPT TO INDICATE HORIZON'S AGREEMENT OR DISAGREEMENT WITH THE ASSERTIONS CONTAINED THEREIN AND ANY DIFFERENCES THAT THEY MAY ASCERTAIN BETWEEN THE SITUATION OF HORIZON AND HYDRO ONE WITH RESPECT TO THE USE OF SMART METER DATA TO SHAPE THE LOAD PROFILE.

MS. BUTANY-DeSOUZA:  Mr. Janigan, I just want to -- I would just like to confirm, though, that you're speaking -- when you said Mr. Andre, that is Henry Andre, who is staff at Hydro One?

MR. JANIGAN:  Absolutely.

MS. BUTANY-DeSOUZA:  Versus, we had sought guidance from Itron, third party, our load forecast third-party support, and then also on this panel yesterday was Mr. Todd, who was also qualified as an expert witness.

MR. JANIGAN:  You can buttress the undertaking with whatever you wish to do.

MS. BUTANY-DeSOUZA:  Fair enough.

MR. JANIGAN:  Thank you very much.

Now, I would like to turn first to the issue of customer classification, and if we look at tab 1 of my compendium -- oh, no, that's the -- the first thing I should do, I wonder if I could have my compendium marked as an exhibit, Madam Chair.

MS. LONG:  Yes.

MS. HELT:  We can mark that as Exhibit K2.2, VECC compendium.

EXHIBIT NO. K2.2:  VECC CROSS-EXAMINATION COMPENDIUM FOR PANEL 1.

MR. JANIGAN:  Thank you very much.

If we could turn to tab 1 of the compendium.  On page 2 of Exhibit 7, tab 1, Schedule 1, and lines 12 to 14, you've defined the new Large Use (2) classification as customers with demand over 15 megawatts who are also served by dedicated assets.  I take it we're in agreement on that?

MS. BUTANY-DeSOUZA:  I'm sorry, yes, I have it.

MR. JANIGAN:  And the definition is contained in lines 12 to 14?

MS. BUTANY-DeSOUZA:  Yes.

MR. JANIGAN:  And I want to explore each component of this.  As I understand, the operative reason for the change is the fact that these large-use customers were being charged for the use of assets which they were not using in the context of their service.

MS. BUTANY-DeSOUZA:  Yes, we have been able to confirm that they are exclusively served by dedicated assets that Mr. Butler had articulated before our break.

MR. JANIGAN:  What is the relevance of setting the 15-megawatt criterion for being in the Large Use (2) class?  In other words, why not make it customers served by dedicated assets alone?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  The double-qualification speaks to homogeneity amongst the customers within the class, meaning they're –-

MR. JANIGAN:  What's -- sorry, go ahead.

MS. BUTANY-DeSOUZA:  Meaning that they are of a particular size, and then, as well -- and by "size" I mean in terms of the demand load-wise.

And then coupled with the nature of the asset arrangement that's required to serve them.


MR. JANIGAN:  But the particular criterion that is being addressed here and the change is basically whether or not they use dedicated assets or not.  I mean, a 7 megawatt customer with dedicated assets surely has the same kind of claim for treatment as one with 15 megawatts, does it not?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  Mr. Janigan, when we had undertaken the review of the customer classification, the work -- the work completed by Elenchus was broad and they looked at the commercial classes more generally, so not limited to a large use customer class specifically, but they did look at GS greater than 50 as well.

Where the analysis took us was that the customers that we have with dedicated assets are at this larger demand level, and therefore what we set as the -- as the classification or the creation of the class was a higher demand level, coupled with dedicated assets.


MR. JANIGAN:  And are you --


MS. BUTANY-DeSOUZA:  Could there be a customer that was 7 megawatts with dedicated assets?  In a hypothetical, perhaps there could be.

The fact is that for Horizon's customer base there is no such -- no such customer.


MR. JANIGAN:  Okay.  So there is no -- for example, there is nobody in an industrial park somewhere that's got their own separate feeder, or dedicated feeder?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  Sorry, Mr. Janigan, we're just checking for a reference.


MR. JANIGAN:  That's okay.


[Witness panel confers]

MS. BUTANY-DeSOUZA:  We have one customer, Mr. Janigan, at -- with a dedicated feeder at a lower demand level.


MR. JANIGAN:  Would it be appropriate, in that case, for that customer to be separated out into a new customer class?


[Witness panel confers]

MS. LONG:  Before you answer that question, Ms. Butany, is your evidence there is one other customer, other than the four that we've previously discussed, that is served by a dedicated line?

I think Mr. Janigan's question was an example of, say, in an industrial park, but you're not just answering in an industrial park?  You're answering the question as a whole; is that fair?


MS. BUTANY-DeSOUZA:  Right.  So I guess the response to "in an industrial park" would be no, there are no customers in an industrial park that are served by dedicated assets, for instance, but there is one other customer at 9 megawatts that has a dedicated feeder.

MS. LONG:  I just wanted to be clear.

MR. JANIGAN:  Thank you, Madam Chair.

Would it be appropriate for that customer to be separated out into a new customer class?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  Mr. Janigan, I may have to take an undertaking to provide a response to that.

As you know, when we were reviewing the creation of -- or the analysis for the creation of a customer class, this was work that we undertook through experts.

MR. JANIGAN:  Mm-hmm.

MS. BUTANY-DeSOUZA:  That wasn't the work of Horizon.  And so that would be an undertaking to provide, because we would need to go back to Elenchus for further review.

MR. JANIGAN:  That would be fine.  I wonder if you could also deal with the situation where such a customer arises in the future as well, that are served by a dedicated feeder, and they're not using the secondary assets, how would you treat them.  That didn't necessarily fall within your 15 megawatt characteristic.

In other words, deal with the existing customer and if future customers arose.  I don't want to complicate the undertaking too much, but...

You get what I'm saying?


MS. BUTANY-DeSOUZA:  I don't, actually.  Sorry, maybe -- and perhaps I'm over-thinking it.  So I'm not suggesting this is on you, but do you mind repeating the second half of the undertaking?


MR. JANIGAN:  If, in the future, a customer arises that is being served by a separate feeder, separate dedicated feeder, what would be the treatment that Horizon would extend to that customer?  In other words, would it create a new customer class?


So it deals with your existing one customer that is in that category now, and what would happen in the future for other customers that might fall into that category.


MS. BUTANY-DeSOUZA:  Okay.


MR. JANIGAN:  Okay, then?


MS. HELT:  All right.  That will be Undertaking J2.2.

UNDERTAKING NO. J2.2:  TO PROVIDE INFORMATION ON WHETHER THE EXISTING CUSTOMER AT 9 MEGAWATTS WITH A DEDICATED FEEDER SHOULD BE SEPARATED OUT INTO A NEW CUSTOMER CLASS, AND WHETHER A NEW CUSTOMER CLASS WOULD BE CREATED FOR FUTURE CUSTOMERS THAT FALL INTO THE SAME CATEGORY.

DR. ELSAYED:  Maybe I could ask a question that might help with that undertaking, I guess, is I'm still not clear on the reason for the 15 megawatt.  You talked about the principle of cost causality and the fact -- and I understand the issue of dedicated assets.  But I'm still not clear where the 15 megawatts came from, if we only use the criterion of dedicated assets.

I think that would address the question that Mr. Janigan is raising, in the sense that, whether now or in the future, if there is a customer that has -- that is served by dedicated assets that will fit within the new customer class.

Can you just clarify for me, again, the reason for the 15 megawatt, in terms of the principles?

[Witness panel confers]

MR. ROGER:  What you usually try to do is that -- to have clear distinction for the customer classes.  There's always an issue of a compromise, how many customer classes do you want to have that reflect the circumstances of the customers.

In this case, we look at the large user and the information that we had.  We felt that when we took out all the large users together there was a clear break at around 15.  Everybody was -- some of the customers that had shared assets were below 15, and the ones that had dedicated assets were all way above 15 megawatts.

So we picked 15 as being sort of a level where we felt that the customers would not fall or change by just a small -- a change in their consumption, because the faller users were way above 15.  The remainder of the customers were below 15.  So we didn't want to run the risk of having to move customers all the time, reclassify them.

MS. BUTANY-DeSOUZA:  And we do go through an annual reclassification process per the distribution -- per compliance with the Distribution System Code.

But what we don't want to see happening is customers falling in and out of the class.  So the 15-megawatt demand level, there's enough white space, if you will, on a demand curve such that they won't -- there won't be a constant migration or reclassification back and forth between the classes.

DR. ELSAYED:  I understand that.  I guess the question mainly is, why have the megawatt criterion in there altogether, as opposed to having dedicated assets as the only criterion?

[Witness panel confers]

MR. ROGER:  Theoretically speaking, you could have something that is dedicated assets, but it could be also that we're talking about different types of customers.  It could be customers that -- between 20, 30, 40 megawatts of dedicated assets.

It could be for some reason you could have a small general-service customer with dedicated assets, and the type of assets there are not the same.  And that's the reason that we felt that we needed also a size, the limiter there.

DR. ELSAYED:  Thank you.

MR. JANIGAN:  Panel, if I could address another question to you.  I wonder if you could turn up tab 3 of my compendium.  And here we've asked about a wholesale meter costs allocated to the Large Use (2) class.  You explain that two of the customers own their own meters, while the other two, the costs of the current meters are fully depreciated.

You then go on to say that for both of these customers the meters will be replaced over the course of your proposed 2015 to 2019 rate period and the replacement costs will be allocated to the LU(2) class.  Is that correct?

MR. BUTLER:  For the remaining two customers, the one customer is metered at the transformer station at Gage TS, which is undergoing a renewal.  We have included in the costs for the renewal of Gage TS the Horizon costs, and the metering costs are included in there.

So those -- and those costs are being charged to the LU(2) category.  So that is for the third customer.

The fourth customer is retail metering.  Again, it is older metering that is depreciated.  That is due for reverification within the 2015 to 2019 time period.  Those costs were not allocated over, but those costs are under $10,000 in total.  It is just reverification of the existing meter so their costs are not material in this case.

MR. JANIGAN:  But I take it that all four customers will be paying a share of these meter costs, regardless of the fact that two of the customers have already paid for their own meters?

MR. BUTLER:  Correct.

MR. JANIGAN:  Okay.  Now, I would like to revisit briefly a topic that I believe Mr. Brett explored.  And as I understand the terminology, a conduit is a pipe through which an electrical cable passes.  Is that correct?

MR. BUTLER:  That is correct.

MR. JANIGAN:  And a duct bank is made up of a number of conduits?

MR. BUTLER:  That is correct.

MR. JANIGAN:  Okay.  I wonder if we could look at tab 2 again, and you note here that several conduits make up a duct bank, and these duct banks pass through utility chambers and vaults that are considered civil assets.

And you then clarify that the use of these utility chambers and vaults is not exclusive to LU(2) customers but shared with other customer classes; is that correct?

MR. BUTLER:  There are a small number of vaults and annals, yes.

MR. JANIGAN:  Okay.  And would it be correct in saying that conduit and duct banks serving the LU(2) customers serve only that class?

MR. BUTLER:  The -- sorry, can you repeat the question?

MR. JANIGAN:  Would I be correct in saying that the conduit and duct banks serving the LU(2) customers serve only that class?

MR. BUTLER:  Well, as we stated in the response to VECC 49, the conduit, yes.  The conduit that carries the electrical cable, which is dedicated electrical distribution equipment, the conduit is dedicated to those customers.  It cohabits a duct bank in a small number of locations with conduit carrying electrical infrastructure to other customers, but in those cases the conduit and the duct bank that is shared is over 25 years old.  It is fully depreciated.

MR. JANIGAN:  And that's -- the current shared civil assets are fully depreciated, thus have no costs?

MR. BUTLER:  That is correct.

MR. JANIGAN:  Okay.  Can you clarify for me what US of A account the civil asset costs would be recorded in?

[Witness panel confers]

MR. BUTLER:  I don't have the listing of US of A accounts in front of me.  I can take an undertaking.

MR. JANIGAN:  Can you undertake to provide that?

MR. BUTLER:  Yes.

MR. JANIGAN:  Thank you very much.

MS. HELT:  Undertaking J2.3.

UNDERTAKING NO. J2.3:  TO CLARIFY WHAT U.S. OF A. ACCOUNT THE CIVIL ASSET COSTS WOULD BE RECORDED IN.

MR. JANIGAN:  Now, the fact that they are fully depreciated means that there's no depreciation, interest, or return on equity associated with these assets, I assume?

MR. BUTLER:  Yes, that is correct.

MR. JANIGAN:  Okay.  And would there still be OM&A in the revenue requirement associated with these civil assets?

MR. BUTLER:  As we responded to in the answer to 7-VECC-56, there are -- is some very minor OM&A costs that occurred.  We do visual inspections on a three-year cycle, so as we identified in that response to that IR, the inspection costs we estimated at $7,000, which would occur once every three years.

MR. JANIGAN:  Is the OM&A here for the conduit duct banks, or does it include the civil assets?

MR. BUTLER:  It includes the civil assets.

MR. JANIGAN:  Okay.  Now, in Staff 33(c), which is at tab 5, you note that there is capital work that is to be completed on a transformer station that is a dedicated asset that is directly allocated to the LU(2) class.

I assume that what you mean here is that -- certain feeders associated with the transformer station, and not the actual station itself?


MR. BUTLER:  Correct.  The Hydro One is renewing Gage transformer station, which is owned by them.

Our costs associated -- or we have identified in this application are to connect these, these LU(2) customers to the renewed transformer station.  It's not in the exact same physical location, so there is work required to move the cabling, and those costs are included.


MR. JANIGAN:  Okay.  It involves more than simply the conduits.  It involves also civil assets, I take it, the utility chambers and vaults?


MR. BUTLER:  It does, and in the case of the new construction for this -- this investment, the civil infrastructure there would be dedicated.  It would not be shared.


MR. JANIGAN:  Okay.  So has the -- have the costs then been allocated to the LU(2) class for 2016 and beyond?


MR. BUTLER:  Yes, they are.

MR. JANIGAN:  Okay.  Could you point out -- it would probably be an undertaking -- where in the 2017 cost allocation model this is being done?


MS. ARSENEAU:  Do you need a more specific reference than tab I-9?


MR. JANIGAN:  I believe so, yes.

MS. ARSENEAU:  Would a cell reference be sufficient?


MR. JANIGAN:  I believe so, yes.

MS. ARSENEAU:  Okay.  Yes, I can undertake to provide that.

MR. JANIGAN:  Thanks very much.

MS. HELT:  Undertaking J2.4.
UNDERTAKING NO. J2.4:  TO PROVIDE A CELL REFERENCE SHOWING WHERE THE COSTS ALLOCATED TO THE LU(2) CLASS FOR 2016 ARE IN THE 2017 COST ALLOCATION MODEL.

MR. JANIGAN:  Now, finally, with respect to this capital work in 2016 and 2017, can you confirm whether it affects the transformer stations or feeders supplying all four customers, or just some of the customers?


MR. BUTLER:  It affects two of the customers.


MR. JANIGAN:  In terms of the cost causality, why is it appropriate that all four customers share in these costs?


MS. BUTANY-DeSOUZA:  They're collectively together as a class, and so the costs that are allocated to them are allocated not on an individual customer basis, but on a class basis.

And so the renewal costs are also allocated to them as a class.

We haven't created a separate -- I mean, one approach may have been to create a separate customer class for each customer, but that's not the case here.


MR. JANIGAN:  Well, isn't this where we came in?  We created the class for cost causality reasons, and now, despite cost causality, we're attributing costs to the class because they're a class.  Does that make sense?


MR. ROGER:  When you create customer classes, you always have to compromise on how many classes you want to have.

In the extreme case, you could have, in theory -- but it's not practical -- a separate class for every single customer.

So the utility has to decide how to have a manageable number of customer classes that also reflect how the assets are being used and cost causality.


For example, in the general service class, above 50 kW you could have customers that are served at 27.6 kV or 13.8 kV or 8 kV, but you don't create a separate customer class for each one of those assets.

It's a compromise, that all those customers are going to belong to the general service class.  And if you do an upgrade to one of the assets -- for example, 27.6 -- everybody in the class would pay for those assets.  It gets extremely complicated if you try to have too many customer classes with individual customers, and trying to track the costs to each individual customer.


MR. JANIGAN:  So it is primarily a matter of administrative convenience that you end up with circumstances where cost causality is not necessarily perfect among members of the class?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  I wouldn't characterize it as out of an administrative outcome, but certainly out of a practical outcome that we take this approach, starting with cost causality as we've already identified.  And then the -- the benefits to them would outweigh the costs, certainly, of taking this approach.

But as a practical matter, it would become unwieldy to continue to create classes for each industrial customer on their own.

MR. JANIGAN:  But in that compromise -- as the term is -- somebody is a winner and somebody is a loser, I take it?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  We've continued to refine the approach for cost allocation for the customers.  So certainly as -- at better information, this refinement -- the refinements and certainly the research that we have undertaken has yielded an opportunity to create a new customer class for these customers.

Yesterday, my colleague Mr. Basilio had articulated, and I will repeat, that we have made the customers that are impacted by the creation of the class aware of -- of the fact that, if you will, their fortunes are tied, should an upgrade be required or work be required, that that's something that would be shared as amongst them because the four of them are together in a customer class.

And I probably should add that it was put to me yesterday as to whether the customers were aware of -- the large use customers were aware of the creation -- our proposal in the updated evidence to create the variance account.  And certainly, as I had articulated yesterday, it was on the record, but also -- these customers are also represented by AMPCO, who of course is here today.  And so there's multiple opportunities for the customers to be aware of the updated evidence too.


MR. JANIGAN:  I wonder if you could turn up tab 6 here with respect to the interrogatory you just referred to previously, VECC-56 and part (b).

This, once again, relates to the answer that there was no OM&A allocated for the existing dedicated assets, because the annual cost is very small.

Will the same thing be the case when the new assets are installed in 2016 and 2017?  Will the OM&A increase, and has that been booked into the cost allocation for 2016 and 2019?

MR. BUTLER:  The investments forecast for the 2016 period will not affect the annual OM&A costs.


MR. JANIGAN:  I'm wondering if you could turn up tab 7 of my compendium.

Here, you've agreed that the depreciation directly related to the directly allocated assets had been omitted from the original cost allocation model, and noted that -- the amounts that need to be added for each year.


Now, I notice that these amounts for depreciation have been included in the directly allocated costs for the purpose of the cost allocation model results filed in appendix F of the settlement proposal; is that correct?


MS. ARSENEAU:  Yes, they have been included in the settlement proposal.


MR. JANIGAN:  And can you confirm that, apart from this direct allocation of depreciation costs and updating for the revenue requirement and load forecast agreed to per the settlement proposal, that no other changes have been made to the cost allocation model as used for appendix F?


MS. ARSENEAU:  Yes, I can confirm that, aside from any updates requested through the IR process.


MR. JANIGAN:  Thank you very much.  I wonder if you could turn up tab 9 of my compendium, which is the appendix J dealing with revenue-to-cost ratios.  And if we could look at part (c) of that appendix, where it shows the status quo and the proposed revenue-to-cost ratios, and my friend, Mr. Aiken, dealt with this matter in part yesterday.

I believe you agreed that the changes from the status quo to the proposed revenue-to-cost ratios are triggered by, first, the planned reduction in the Large Use (1) and Large Use (2) ratios to 115 percent and the USL to 120 percent in order to align with the upper end of the Board's policy ranges, and then secondly by the increases in the ratios for various other classes in order to maintain revenue neutrality.

MS. ARSENEAU:  Yes, that's correct.

MR. JANIGAN:  Okay.  Can you confirm that for 2015 the other classes affected are primarily GS less than 50, GS more than 50, street lighting, and Sentinel lighting, all of which see revenue-to-cost ratio increases even though their status quo ratios are within the Board's policy range?

MS. ARSENEAU:  Yes, that's correct, that those are the classes that are impacted.

MR. JANIGAN:  And if we look in tab 10, appendix F, and sheet 1, 01, the proposed ratios set out here are largely due to the need to increase the LU(2) ratio in order to -- for it to align with the lower end of the policy range for 2016 and 2017; in other words, getting down to 85 percent.

MS. ARSENEAU:  Would you mind repeating your question, please?

MR. JANIGAN:  Sure.  With respect to 2016 and 2017, and referring to the sheet 01 that are included in tab 10, when we're looking at 2016 and 2017, the difference between the status quo ratios that are set out in appendix F and the proposed ratios that are set out here are largely due to the need to increase the LU(2) ratio in order for it to align with the lower end of the Board's policy range of 85 percent, then to reduce the ratios for certain classes again to maintain revenue neutrality.

MS. ARSENEAU:  Yes, that's correct.

MR. JANIGAN:  Okay.  And can you confirm that these classes affected this time are residential, the large-use class, and USL?

MS. ARSENEAU:  Yes, that's correct.

MR. JANIGAN:  Okay.  And in tab 11, we have VECC 84, the technical conference.  We asked about this downwards and then upwards movement in the proposed revenue-to-cost ratio in the LU(2) class.

Is it fair to summarize your response by saying the decrease in 2015 is due to the introduction of direct allocation for these customers and the increases in 2016 and 2017 are due to the capital expenditures that are being made on these same directly-allocated assets in those years?

MS. ARSENEAU:  Yes, that's fair.

MR. JANIGAN:  Okay.  And at tab 12, we have appendix H of the settlement proposal.  And this shows the year-over-year percentage impacts for the distribution component of the bill.  And if we look at the impacts for the LU(2) class, the 20-megawatt customer will see reductions -- and this is on the second page of the tab, distribution bill impacts percentage -- the 20-megawatt customer will see bill reductions of almost 87 percent in 2015, followed by bill increases of 30 percent and 38 percent in 2016 and 2017 respectively.

Am I correct that these significant changes are due, primarily, to your revenue-to-cost proposals -- ratio proposals for that class?

MS. ARSENEAU:  It is correct that those bill impacts are the result of the capital work that's planned for that rate class in 2016, but Horizon would like to clarify that the shifts -- the bill impacts each year are compared to the prior year's rates.

So for example, the increase in 2016 is compared to the rates proposed for 2015.  So the 29 percent increase is an increase over the lower 2015 rates, not an increase over the existing 2014 rates.

MR. JANIGAN:  Okay.  And am I correct, as we've discussed before, that the customer classes that make up the revenue deficiency when the LU(2) class ratios are reduced are not the same ones who benefit when the ratio was subsequently increased in 2016 and 2017?

[Witness panel confers]

MS. ARSENEAU:  That's correct, with the qualifying statement that the impact in 2016 is much lesser than the impact in 2015.

MR. JANIGAN:  Okay.  Did Horizon give any consideration to a more paced or gradual approach to the changing of revenue-to-cost ratios for the LU(2) class that would see a more gradual reduction in 2015 such that the large increases in the revenue-to-cost ratio would not be needed in 2016 and 2017 to avoid a see-saw effect?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  Sorry, Mr. Janigan, can I clarify your question?  So are you asking us whether we considered phasing in the introduction of the LU(2) class?

MR. JANIGAN:  Yes.  Or the changing of the revenue-to-cost ratios in the fashion that you proposed.

MS. BUTANY-DeSOUZA:  We -- we've taken the approach to the revenue-to-cost ratios as we've provided them in the evidence.  In terms of phasing in the introduction of the LU(2) class, while -- while we undertake a thorough review, our proposal was to introduce the LU(2) class in 2015 based on the discussion that we had earlier with Mr. Crocker, which was that we now have this better information and, therefore, felt that it would be appropriate to introduce it starting in 2015.

MR. JANIGAN:  Would you not agree that a principle of rate design is that the changes made to bills should be -- you should avoid dramatic changes to customer bills, in terms of increases and decreases?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  Yes, we do consider that there's a principle related in the Chapter 2 filing requirements on rate mitigation, and that's on a total bill basis.

And we reviewed all of the total bill impacts for all customer classes over each of the five years, and confirmed that the 10 percent threshold that is otherwise articulated in the filing requirements was not being exceeded and, therefore, with the best information and this new information that we have to refine the cost-allocation approach, that it was appropriate to introduce such in 2015.

MS. LONG:  But is this a two-prong issue?  Is this the cost-allocation issue and the capital-expenditure issue?  Is it the two things that's coming together to create such a difference, I guess, year over year in these impacts?


Because, I mean, one of the issues that we're trying to address in a custom IR is to prevent these increases that -- you know, lumpy capital.  We're trying to smooth things out.


And as I see this, it causes me some concern that we've got this seesaw effect, as Mr. Janigan is talking about.


[Witness panel confers]


MS. BUTANY-DeSOUZA:  The seesaw is on the revenue-to-cost ratios, as Mr. Janigan and as you, Madam Chair, have articulated.


But on the bill impacts, we don't see -- it's not throwing the bill impacts out of whack, if you will, despite the introduction of the capital work required for the LU(2) class that commences in 2016 and over 2017.


MS. LONG:  Okay.  I mean, I realize that there's the hard stop of 10 percent rate mitigation, but, you know, is it something that you considered when you looked at how you were going to pace your capital and how you were going to finance it, this smoothing effect?


I mean, you may say:  Yes, we did.  We looked at it and this is what we've come up with.


Anyway, it is an issue that is going to come up.  I think we're going to want to hear more about your capital plans, so I plant the seed, that that is something that we're going to ask you about.  And I don't want to take away from Mr. Janigan's cross here, but be prepared that you're going to get some questions on that.


MR. BASILIO:  Well, we can respond, Madam Chair.


And I would respond like this, that the customers in that class have been engaged and are aware of these issues.


So I recognize the general concern, and we do consider those concerns as we plan our capital and operating programs and the rate impact.


With respect to this specific issue, because it is such a small class and capital programs are somewhat lumpy within the class, as Mr. Butler said, we may do nothing in a couple of years and then all of a sudden we have a very large renewal component, such as in 2016 and 2017.


Those customers are aware, those four customers, that one outcome of the creation of the new class will be that there can be some significant changes in cost allocation or rates within those years.


I think it is the nature of creating a class that has a small pool of customers.


MS. LONG:  Okay.  Thank you.


Mr. Janigan?


MR. JANIGAN:  Thank you, Madam Chair.


I would like to turn to the issue of the proposed fixed and variable charges.  And I wonder if you could turn up tab 13 of my compendium, and the -- which includes Exhibit 8, tab 1, schedule 2, page 7, at the end and final page of that compendium, and table 8-12.


And am I correct that the residential GS-less-than-50 and GS over 50 classes, currently the monthly fixed charge exceeds the ceiling value as calculated by the cost allocation?


MS. ARSENEAU:  Yes, that's correct.


MR. JANIGAN:  And as I understand it, in the settlement proposal, this same observation exists in the 02 sheets in appendix F that I've listed at tab 10?


MS. ARSENEAU:  Yes.


MR. JANIGAN:  Okay.  And as I understand it, in the initial application you were proposing to generally maintain the existing fixed/variable split for all classes, except for the two large user classes?


MS. BUTANY-DeSOUZA:  Yes, with the -- yes, with the qualification that when you combine the class back together, they do actually have the same split.


MR. JANIGAN:  And I take it that, if we look at appendix K of the settlement proposal at tab 14, you have set out, first of all, what you call the 2011 approved fixed/variable splits.


Can you clarify for me whether these values are based on the approved rates and load forecast from your 2011 cost of service proceeding, or the approved 2014 rates and the load forecast as set out in the settlement proposal?


MS. BUTANY-DeSOUZA:  Sorry, which -- I'm at tab 14.  Are you referring to the top table --


MR. JANIGAN:  That's correct.


MS. BUTANY-DeSOUZA:  -- or the bottom table?


MR. JANIGAN:  That's correct.


MS. BUTANY-DeSOUZA:  No, sorry...


MR. JANIGAN:  2011 approved.


MS. BUTANY-DeSOUZA:  You're asking --


MR. JANIGAN:  Are those the approved rates from the 2011 cost of service proceeding, or the approved 2014 rates and load forecast as set out in the settlement proposal?


MS. BUTANY-DeSOUZA:  The top table is as per the 2011 application.


MR. JANIGAN:  Okay.  Would the 2014, if you did it based on the 2014 rates, would there be any material difference in the values?


MS. ARSENEAU:  I don't believe so.


MR. JANIGAN:  Okay.  Now, am I correct that you're your proposal is to generally maintain the fixed/variable split for residential GS-under-50 and GS-above-50 that will increase the service charge further in 2015 relative to its current value, and thereby, in each case, move the service charge further above the upper limit ceiling calculated by the cost allocation?


[Witness panel confers]


MS. BUTANY-DeSOUZA:  As we had provided in our response to 8-Staff-32 IR, we applied for the fixed and the variable distribution rates that maintain the existing fixed and variable split for each of the classes, as you have identified.


And we believe that our proposal is substantiated by the Board's current proceeding, which is the review of the revenue decoupling, or is the revenue decoupling procedure that -- process that is underway at this time, EB-2012-0410.


MR. JANIGAN:  But I guess to understand your rationale on this, I believe in your exchange with Mr. Shepherd yesterday, that, in fact -- and I believe that you put forward a rationale that was based on the timing of this application as to why the ceiling value was, in fact, ignored or -- and the fixed/variable splits were maintained.


MS. BUTANY-DeSOUZA:  I can't --


MR. JANIGAN:  Is that correct?


MS. BUTANY-DeSOUZA:  I can't give you a transcript reference from yesterday's transcript, though I know the transcript's been provided to us.


But the context of that exchange with Mr. Shepherd was as to whether I was aware of -- or whether Horizon, rather, was aware of a recent Board decision, and that was the Cambridge and North Dumfries Hydro case.


And we prepared this application well prior to the release of that Board decision, and we responded to interrogatories, again, in the context of -- or in the absence of the CND decision.


And that's what I was referring to when I referenced timing.


MR. JANIGAN:  Now, I believe -- and I am attempting to find the reference here.  I believe you also indicated in the evidence that the reason that you didn't alter the fixed/variable splits was that it would unduly burden the large customers; have I got that correct?


[Witness panel confers]


MS. BUTANY-DeSOUZA:  Sorry, I cannot recall that, and so if you have a reference...


MR. JANIGAN:  If you just give me a minute here, I'll have to find it.  My notes are not...


Well, I guess I can answer the question directly.  Is that one of the reasons why you didn't alter the split-variable -- the fixed-variable splits?  Was it because doing so would alter the -- would have been an -- would have been a burden on the higher-volume classes?

MS. BUTANY-DeSOUZA:  No.  I think we articulated our response in the reference to the -- in providing the reference to the interrogatory that I did earlier, and that was 8-Staff-32, which provided the rationale for the fixed-variable splits.

MR. JANIGAN:  Just one moment here.

I'm afraid I can't find that reference, panel.  I assume that I may be able to find it later.  If so, I would include it in argument, but apart from that, those are all my questions for this panel, and I thank them for their patience and...

MS. LONG:  Thank you, Mr. Janigan.

Board Staff, did you have any questions?

MS. HELT:  No, we don't.  Thank you, Madam Chair.

MS. LONG:  Okay.
Questions by the Board:


DR. ELSAYED:  Can I just ask one quick follow-up to my earlier question?  If I remember correctly, you said there was only one customer that serves dedicated assets, but the demand was, I think, 9 megawatt or something?

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

DR. ELSAYED:  One customer?  Did you do any work to determine the rate impact if that customer was included in your proposed rate class?

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

DR. ELSAYED:  Okay.  And is that customer aware of your proposal?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  Sorry.

DR. ELSAYED:  It's okay.

MS. BUTANY-DeSOUZA:  Just double-checking with the lady that owns the customers.

The large-use customers were communicated to directly through a couple of means, first, through the distribution system plan work book, which was part of our customer engagement related to the DSP.  That document included as appendix 2-7 to Exhibit 2 of the pre-filed evidence does speak to the creation of a new customer class.

Second, we sent out the distribution -- there are a few methods of communicating the DSP workbook to customers.  We posted it online on our website, we sent a package to each of the large-use customers, and then, finally, when -- when the application was filed we also sent each of the large-use customers their own individual package that provided the bill impacts related to the application over the five years.

DR. ELSAYED:  Thank you.

MS. BUTANY-DeSOUZA:  And, sorry, those were specific on a per-customer basis.  So it wasn't that each customer was receiving a general term at a particular demand level, here's the bill impact.  It was based on and tailored to -- tailored communication for each customer.

DR. ELSAYED:  Thanks.

MS. LONG:  Mr. Roger, you spoke this morning about the creation of the LU(2) class and how the goal was to, I guess, establish it such that you wouldn't have customers that would float in and out throughout the year, and so that the 15-megawatt threshold seemed to facilitate that.

I guess the question I have -- and I think Mr. Aiken raised it yesterday to some extent -- should this panel be concerned that, given the circumstances that Horizon may have with one large-use customer that may fall out of the LU(2) class into the LU(1) class, would it be a perverse effect or I guess an unintended consequence if they found themselves in that lower class and ended up paying more?  Is that something we should turn our mind to or be concerned about?

MR. ROGER:  I think there is always a possibility that something like that might happen, but when we put the proposal together, we -- the circumstances were such that it was clear to us that there was a separation, a natural separation, between the large users.  And that's the reason we picked the 15 megawatts.

Now, there are unusual circumstances here that might cause one customer to fall from one customer class to another, but that doesn't detract from the fact that for the other three customers it's the right thing to do, because it would reflect the costs that they impose on the utility.

So I think what we're trying to do here -- our proposal is -- moves to a better reflection of cost causality.  That one customer might suffer because of unique circumstances, I don't think it takes away from the proposal, because the other three customers that definitely don't use shared assets, that should only pay for the assets that they use.

DR. ELSAYED:  Of the four customers, what is the demand -- the lowest demand of the four, in terms of megawatts?

MR. ROGER:  I believe it is around 20 or -- 20 megawatts, the lowest amount.

DR. ELSAYED:  Not that much lower than your 15 threshold.

MR. ROGER:  But based on their consumption pattern they always maintain that level.  They never cross under.

DR. ELSAYED:  I understand.

MR. ROGER:  And the other large users also they never exceeded that they would go over to the 15 and be reclassified.  That's the reason we picked the 15, because looking at the historical profile it was pretty stable.

DR. ELSAYED:  Okay.

MS. LONG:  Okay, thank you.

MR. JANIGAN:  Madam Chair, I wonder if I could ask your indulgence.  I found the reference that I wanted to put to the panel, and I realize my -- I've stood down, but it would be helpful that --


MS. LONG:  Okay, well, let's do that now.
Continued Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Okay.  Thanks very much.  And it is partly because I don't necessarily understand the answer.

It is at tab 13 of my compendium, page 7, just above the table 8-12.  And it notes that:

"Horizon Utilities is proposing to proceed with these proposed charges, as they are in line with the fixed-variable splits approved in the last cost-of-service application.  Decreasing the monthly fixed charge to this level will increase the variable portion of Horizon Utilities' revenues, which would create a large impact on customers with higher consumption/demand levels, as well as alter Horizon Utilities' risk profile resulting from consumption variability."


So there seems to be two impacts that were identified.  The first was you identified there might be a large impact on higher-consuming customers, correct?

MS. BUTANY-DeSOUZA:  Sorry, I am just trying to catch up on the reference.

MR. JANIGAN:  That's okay.

MS. BUTANY-DeSOUZA:  And so, I'm sorry, your question was?

MR. JANIGAN:  One of the reasons why the -- there was no decrease in the monthly fixed charge to the Board's ceiling was that it would -- first of all, would have created a large impact on customers with higher consumption demand levels.  Correct?

MS. BUTANY-DeSOUZA:  Yes.

MR. JANIGAN:  And secondly, that it would have altered Horizon Utilities' risk profile resulting from consumption variability.

What I take from that it means is that you will be collecting more from the -- from volumes, rather than the fixed charge; is that essentially correct?

MS. BUTANY-DeSOUZA:  That's correct.  And we had actually articulated that as an issue in our 2011 application.

So we were seeking to change the fixed/variable splits in that application, because of consumption variability and the risk profile that is specific to Horizon.

MR. JANIGAN:  Can I ask -- this seems to be -- I mean, while the changes, the monthly charges themselves, the effect on the monthly charges might be -- the percentage increase seems to be interesting, but in relation to the entire utility, the degree of change that this decrease in the monthly charge involves seems to be relatively small to affect the risk profile of the company.

MS. BUTANY-DeSOUZA:  The risk profile that Horizon has experienced in the commercial, the larger commercial classes has been a going concern.

It was part of the basis of a Z factor application in 2009, and it was certainly central to the discussion on rate design in the 2011 application, in which we had more specifically articulated these issues.

MR. JANIGAN:  Thank you.

Thank you very much, Madam Chair.  Those are all of my questions.

MS. LONG:  Thank you, Mr. Janigan.

Mr. Rodger, I am assuming that you may have some redirect.  Did you want to take a few minutes to collect your thoughts, or did you want to proceed now?

MR. RODGER:  I am happy to proceed, Madam Chair.

MS. LONG:  Do you know how long you will be?

MR. RODGER:  Not long.  I only have four or five questions.

MS. LONG:  Oh, super.  Then please proceed.

MR. RODGER:  Thank you.
Re-Examination by Mr. Rodger:


MR. RODGER:  Mr. Butler, if I could start with you, you had an exchange, actually with various of my friends, but starting with Mr. Aiken yesterday, about the Gage transformer station.  You described how this was a Hydro One asset; is that correct?

MR. BUTLER:  That is correct.

MR. RODGER:  And it serves two of the four customers proposed for the LU(2) class?

MR. BUTLER:  That is correct.

MR. RODGER:  And what wasn't clear from your answer was -- was whether the Gage transformer station would need to be replaced by Hydro One regardless of whether US Steel stays in business or not, or even if US Steel closed its operations entirely, then would replacing Gage be not necessary.

MR. BUTLER:  No.  Gage TS needs to be replaced regardless.

MR. RODGER:  Regardless of whether US Steel stays in business or not?

MR. BUTLER:  That is correct.

MR. RODGER:  Okay.  Thank you.

Ms. Butany, my friend Mr. Warren, in referring to Exhibit 10 and the new variance account -- actually, excuse me, that question has already been addressed in one of your answers.  I apologize.

Mr. Basilio, Mr. Warren in his cross-examination regarding the LU(2) class proposal, he described and put Horizon's evidence to you.  And Mr. Warren's words were,  "The evolving explanation of the LU(2) rate class."


Mr. Basilio, do you accept this characterization that Mr. Warren put to you?

MR. BASILIO:  No, I do not.  I think we have been consistent in terms of our rationale for putting forward the LU(2) class, so I do not accept that characterization.

MR. RODGER:  Mr. Warren also raised with you that if the LU(2) class is not approved -- and you discussed how a shortfall would be made up -- Mr. Warren suggested that any shortfall could be made up by reducing Horizon's costs; do you remember that exchange?

MR. BASILIO:  I do.

MR. RODGER:  Would it be more likely or could it be more possible that -- your testimony has been that you're going to stick with your capital and OM&A program under the settlement agreement.  Would it be possible that in the circumstance of a shortage, Horizon would simply take a hit to your return on equity?

MR. BASILIO:  That is certainly a possible, perhaps likely outcome, that we would take a hit.

MR. RODGER:  What is your view on whether that outcome would be appropriate?

MR. BASILIO:  I don't view it as appropriate.  We're here seeking a revenue requirement sufficient to recover costs, capital and operating, for the most part that -- subject to the Board's approval of that settlement, that we have agreed on with the parties otherwise.

So at this time, I would not view that as appropriate whatsoever.

MR. RODGER:  So Mr. Shepherd, and also others this morning, has talked about this load profile issue, the historic data versus having more recent data from smart meters.  Ms. Butany, you said yesterday in response to Mr. Shepherd that your information was that it would cost between $400,000 to $1 million to obtain Horizon's smart meter data.

Did I hear that correctly?

MS. BUTANY-DeSOUZA:  That's correct.

MR. RODGER:  And where did you get that information from?  Who told you it would cost that amount of money?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  We've, sort of in short order and in response to the interrogatory in which that was put to us, we had done a quick internal gauge of how much it might cost, recognizing that it is almost on the -- almost on going blind as to how much more work there might be.  And also with the recognition that this isn't expertise that we currently -- we currently have.

MR. RODGER:  But is this data in your possession, and you're talking about internal costs to acquire this?  Or are you paying another third party provider to retrieve it?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  No, Mr. Rodger.  It is archived offline.  And so the smart meter data does have to be retrieved, and then -- and then stored.

And so in response to VECC 87 technical question, we had identified that there are a number of elements that make up both the cost associated and the effort that this might require at first blush.

MR. RODGER:  Okay.  And then finally, Mr. Brett asked you yesterday and today a series of questions around standby, rate standby charges.

Did I take your answer as to part of the rationale you are putting the standby rates forward, is that if you have a customer who has distributed generation and for whatever reason does not use that self-generation, that customer is depending on Horizon potentially for the entire load?

MS. BUTANY-DeSOUZA:  That's correct.  The expectation is that we're going to be there to provide that load.  And so the purpose of the standby rate, whether at the GS greater than 50 -- for the GS greater than 50 class or the large use classes, is that we have that load available.

MR. RODGER:  Is it your view, then, that that is what the customer is, in fact, paying for in the standby rates that you have proposed in this application?

MS. BUTANY-DeSOUZA:  Yes.  It is that certainty.

MR. RODGER:  Those are my questions, Madam Chair.

MS. LONG:  Thank you, Mr. Rodger.

And thank you to the witness panel for your evidence over the past two days.  I understand that we may see some of you back on October 9th.

So we are going to break for an hour now.  We will come back, actually, at 10 to 2:00.

And at that time, Mr. Rodger, you will do a presentation of the settlement proposal?

MR. RODGER:  If it pleases the Board, I am ready to proceed.  And I imagine that my presentation wouldn't be any more than about 15 or 20 minutes, but I am in your hands.  I am happy to come back if that is better for the Board.

MS. LONG:  Why don't we take a ten-minute break until 1:00 o'clock?  And we will hear you, then, at 1:00 o'clock.

MR. RODGER:  That's fine.  Thank you.
--- Recess taken at 12:47 p.m.
--- On resuming at 1:00 p.m.


MS. LONG:  Mr. Rodger, please proceed.
Presentation of the Settlement Agreement by Mr. Rodger:

MR. RODGER:  Thank you, Madam Chair.

Madam Chair and panel, the settlement proposal binder was filed with the Board on September 22nd, 2014.  You will see that the settlement proposal is some 63 pages long, plus 13 appendices.

The Board will recognize that there is considerable more rationale contained in this settlement proposal that is typical, but we did this -- and when I say "we", I say the royal "we", Horizon, and also the intervenors who participated in the settlement conference -- we did this purposely, since we were dealing with the first electric distributor custom five-year application that has come before the Board as a comprehensive settlement under RRFE, of course with the exception of the cost allocation and rate design, which we have just heard over the past couple of days.

Now, as directed, Horizon will have witnesses available next week to respond to any questions the Board may have on this settlement proposal, but I would offer today that the Horizon witnesses are also here in attendance, so should there be any preliminary clarification requested by the Board, we could certainly do it after my presentation, if it suits you.

So at the outset I would also point out that Horizon and the signatory parties are presenting the settlement proposal to you in its entirety as a package, and we request that it be accepted as such by the Board, and this is laid out on page 6 of the settlement proposal.

Now, in presenting the settlement proposal to you, what I will do today is underscore some central features of the settlement and also at a high level also address the issues that the Board has identified specifically in Procedural Order No. 7 regarding issue 1.1, which is, to what extent does the application reflect the objectives and approaches described in the resident RRFE report and various sub-components of issue 3.2 also contained in the PO.

Now, the Board's objectives within the RRFE focus on four outcomes.  First, customer focus, that services are provided in a manner that responds to identified customer preferences.

Second, operational effectiveness.  Continuous improvement in productivity and cost performance is achieved and utilities deliver on system reliability and quality objectives.

Three, public-policy responsiveness, that utilities deliver on obligations mandated by government, for example, in legislation and in regulatory requirements imposed further to ministerial directives to the Board.

And fourthly, financial performance.  Financial viability is maintained and savings from operational effectiveness are sustainable.

And how these outcomes manifest themselves in the Board's rate-setting method is, to quote from page 19 of the RRFE report, "intended to be customized to fit the specific applicant's circumstances".

And Madam Chair, the custom IR application which has been settled does reflect Horizon's specific story, and the application is intended to reflect a tailoring of those RRFE outcomes to that Horizon story.

Horizon has been driven by both the intention to comply with RRFE in preparing its application, and the intention to file an application that is as complete and as comprehensive as we could.

Distribution rates are being sought for the next five years, to be adjusted each year, commencing January 1st, 2015 through January 1st, 2019 rate years.

And I would note that five years is the minimum term for a custom IR application under the RRFE report, so the settlement proposal agreed to by the parties meets this requirement.

We also note the comments of Board Staff from their September 29th submission on page 2, that the settlement proposal reflects a reasonable evaluation of Horizon's planned outcomes in this proceeding and appropriate consideration of the relevant issues, and Board Staff's conclusion that "the Board's approval of the proposal as filed would adequately reflect the public interest and would result in just and reasonable rates for customers".

So before I discuss some specific elements of note of the settlement proposal as they relate to RRFE and the four outcomes I've just articulated, on the traditional key issues that go to revenue requirement -- that is, with respect to the capital program and OM&A -- Horizon has reduced its capital expenditures by $1.8 millions per year for each of the five years of the term, as compared to the original application, and reduced its OM&A by an average of $4.3 million for each year of the five-year term, and I'm going to speak to the OM&A proposal more specifically shortly.

So the RRFE outcomes, first of all, customer focus.  Issue 3.2 pertained to customer focus and the benchmarking of costs.  At page 26 of the settlement proposal, the enhanced capital investment strategy of Horizon's proposal is described.  In short, Horizon has aging infrastructure, some of which must be replaced over the next five years.

And this general theme of infrastructure renewal is not unique to Horizon or to local distribution companies generally, but to virtually every part of the physical plan of Ontario:  Roads, hospitals, bridges, schools, water distribution.

Basic infrastructure renewal is perhaps the fundamental challenge of our time.  However, Horizon does have certain distinguishing features:  An older system; minimal load growth, which you have also heard about in the contested issues panel; and a small group of large industrial customers that account for a material amount of Horizon's distribution revenue.

And Horizon described a wide range of customer engagement activities in Exhibit 1 of its pre-filed evidence, and many of these customer engagement activities pre-dated the RRFE.

Post-RRFE customer engagement included Horizon retaining third-party consultants, such as Innovative Research Group, to conduct customer-specific engagement sessions rated -- related to Horizon's distribution system plan.

And the parties have indicated in the settlement proposal that the activities described in the application have both strengths and weaknesses.  The parties recognize that Horizon has been active for many years in communicating with its customers, but that RRFE places a new and increasing focus on those activities.

The parties have recognized Horizon's commitment to build on the strengths and to improve upon perceived shortcomings associated with their customer outreach and engagement activities.

And finally, the parties have agreed in the settlement proposal that Horizon's reading of the main customer concerns, price and reliability, is a correct and accurate reflection of customers' expectations and preferences.

So second, the second RRFE outcome is operational effectiveness.  And this outcome, Madam Chair, is comprised of various components.  Firstly, productivity.  The RRFE underscores the importance of productivity.

At page 27 of the settlement proposal, we describe Horizon's ongoing focus on productivity as the customer payback or the customer dividend, if you like.

And as a starting position, the settlement proposal acknowledges that Horizon has done a very good job at achieving productivity improvements over the past few years.

At page 31 of the settlement proposal it is acknowledged that Horizon has for several years had a level of efficiency greater than that predicted by the OEB's efficiency benchmarking model.

And on page 5, for example, of Board Staff's submission, Board Staff says that Horizon's "efficiency is relatively high when compared to other Ontario distributors."

And Horizon has indicated in the settlement proposal its goal to maintain or improve this position of productivity and efficiency wherever it can and where possible.

Next is the issue of productivity and sharing of benefits, sharing of benefits with customers.

And at page 31 of the settlement proposal, the parties propose an efficiency adjustment, which is a new concept arising from the settlement conference and detailed in the settlement proposal.

In short, if Horizon is placed in a less efficient cohort in any year during the five-year term, Horizon will make an efficiency adjustment to ratepayers through a reduction to revenue requirement.

Horizon does have concerns with some of the data contained in the latest PEG report, in terms of which cohort Horizon should be placed within.  And Horizon has discussed these concerns with Board Staff, and we have every expectation that they will be resolved.

So the starting point with respect to this efficiency adjustment is whatever cohort group Horizon is ultimately placed in following the clarification of the PEG data.

And should, any time over the next five-year term, Horizon be moved down to a less efficient cohort group, then Horizon makes a payment to its customers for the year or years they stay in that lower group.

And if Horizon returns to the starting point cohort, then the efficiency adjustment ends.

And the formula for how this works exactly is described on page 1 -- page 31 of the settlement proposal.  But in a nutshell, it is the difference between the stretch factor of the starting point and the stretch factor of the ending point, times the given year -- the given rate year planned revenue requirement.


We submit that this new, innovative and additional commitment to productivity is tangible and directly responsive to the RRFE outcomes of customer focus and operational efficiency.

In effect, Horizon is saying that it will need to maintain its past achievements and search for more productivity gains in order to achieve its plans over the next five years.

Next is an earnings sharing mechanism, which is described on page 29 of the settlement proposal.

This proposal allows for the sharing between Horizon and its customers, on a 50/50 split basis, any earnings beyond the Board's regulatory return on equity, as established by the OEB in its cost of capital parameters for each year of the 2015 to 2019 period.  And this earnings sharing would apply from the first dollar of earnings above the ROE.

Any ratepayer share of earnings will be credited to a newly proposed deferral account for clearance at the next annual rate filing.


The regulatory net income will be calculated for the purposes of earnings sharing in the same manner as net income for regulatory purposes under the Triple-R filings.

And, Madam Chair, we submit that this is another example where Horizon and the parties have focussed on producing a tangible outcome.

The approach to the earnings sharing mechanism in the settlement proposal is consistent with the Board's findings on this issue in the recent Enwin decision -- I'm sorry, Enbridge decision.


The next issue has to do with OM&A over the five-year plan.

Issue 3.7, contained at page 44 of the settlement proposal, states:

"Is the OM&A component of the revenue requirement for the 2015-2019 period, as set out in the custom application, appropriate?  And is the rationale for planning choices adequately explained and supported?"


In the settlement proposal, the starting point for OM&A will be Horizon's 2013 historical actual OM&A of $54.5 million, increased to approximately $59.1 million, which is an increase of $4.6 million or 8.4 percent.


The parties agreed that the $59.1 million will be increased by 1.47 percent per year on a compounded basis commencing in 2015, which includes inflation, growth and productivity.  And that 1.47 percent was a compromise number that arose as a result of the settlement conference.


It is important to note, Madam Chair, that Horizon has agreed to reductions in OM&A that increase each year compared to the amounts proposed in the original application.  And these OM&A reductions range from $2.7 million in 2015 up to $5.6 million in 2019.


The parties to the settlement proposal acknowledge that OM&A value is an envelope, but Horizon has identified on a preliminary basis at page 44 where these reductions might be made.  And we suggest that by increasing the OM&A reductions over the five-year period, that this will further keep Horizon's focus on improving its productivity.

So in summary, Madam Chair, under the heading of "Operational effectiveness" we have, firstly, Horizon's very good track record of productivity.

Secondly, the new proposal of an efficiency adjustment.

Thirdly, a 50/50 earnings sharing mechanism.

And then fourthly, increasing reductions in OM&A over the five-year term.

And that, taken together, this represents a package that the Board can take considerable comfort in that your RRFE objectives on benchmarking, productivity and operational effectiveness are addressed in the settlement proposal in a reasonable and tangible way.


The third RRFE outcome is public policy responsiveness.

Horizon has an excellent track record on compliance, and is an industry leader in areas such as smart meters, conservation-demand management achievements, among others.  And Horizon's intention is to be equally responsive to future requirements over the next five-year term.


Horizon has responded to core elements of the Board's RRFE policy in its application directly.  For example, in the RRFE report, the Board concluded that:

"The Board sees merit in receiving the evidence of third-party experts as part of the distributor's application, or retaining its own third-party experts in relation to the review and assessment of distributor asset management and network investment plans, along with other evidence filed by the distributor."


That's at page 37 of the RRFE.

The settlement proposal devotes four pages, starting at page 7, to RRFE and Horizon's custom IR application.


On settlement table 1, which is page 9 of the settlement proposal, we set out the range of third-party studies and their intended alignment with RRFE.


The third-party experts and reviewers of various components of Horizon's custom application includes Prism Partners, Garland Canada, MMM Group, CAPP, SYS-Security, Kinectrics, KPMG, Innovative Research Group, Navigant, Evans Consulting, Eckler, and Elenchus.

Horizon has attempted to respond in a direct way to OEB requirements around the policy attributes contained in the RRFE.

And fourthly, the fourth RRFE outcome is financial performance.

We submit that the outcome of this settlement will allow Horizon to have distribution rates in place sufficient to allow the utility to meet its obligations to its customers while maintaining its financial viability, and to provide the cash flow necessary to implement its OM&A and capital work.

But for the further protection of ratepayers, the settlement proposal also includes a capital investment variance account, and that's at page 32 of the settlement proposal.

Under this proposal, the variance account will be credited with the revenue requirement associated with any cumulative underspending on capital on an annual basis.  The credit -- this credit can then be reduced by any catch-up in that spending over the term.  If there is cumulative overspending of capital, then there is no benefit to Horizon whatsoever over the term.

To the extent that the five-year revenue requirement applicable to new capital additions is more than Horizon ends up needing, the excess will be returned to ratepayers.  And exactly how this will be done is described on page 32 of the settlement proposal and also contained in appendix L to the settlement proposal.

So the capital investment variance account is a departure to the normal practice that, once the revenue requirement is established, then utility management is free to spend it in such manner as they determine prudent at the time.

So in this settlement the intervenors have accepted Horizon's capital renewal strategy and the implications on rates arising from the settlement, but in exchange, Horizon has agreed to use those funds to implement the capital plan or else return those funds to ratepayers.

So this outcome, if you like, is a form of financial performance guarantee from Horizon to its ratepayers, in that Horizon is saying, We need to do a certain amount of capital work over the next five years, and we're going to say -- we're going to do what we say we're going to do, and if at the end of the five years the revenue requirement related to capital additions is less than agreed to by the parties, then we're going to give the difference back to customers.


And we would submit that this approach is consistent with the Board's principles underlying RRFE around financial performance and operational effectiveness.

Now, we do have one point of clarification arising from page 9 of Board Staff's submissions on how stranded meters are treated in the settlement proposal.

Board Staff indicated that the interest rate that will be applied to the stranded meters is the short-term cost of debt at 2.11 percent, but we would clarify that what the settlement proposal envisaged is that the stranded meters' assets are removed from rate base and that the net book value of the stranded meters, along with an imputed cost of capital or return, which the parties have agreed is 2.11 percent, is put into a deferral account, and then recovery will be through a rate rider over three years, and, consistent with Board policy on deferral accounts, there will be carrying charges on the unrecovered portion based on whatever the OEB prescribed interest rate is at the time.

This is all described, Madam Chair, at page 61 of the settlement proposal, under issue 5.3, and Board Staff concluded on this point that the approach to dealing with stranded meters is reasonable, given the settlement proposal taken as a whole.

So in conclusion, Madam Chair, the RRFE is still relatively new to all of us who work in this sector, whether it's utilities, intervenors, Board Staff.  It was not so simple a process to take a five-year custom application, which has over now 6,000 pages of evidence, including interrogatories, technical-conference questions, and so on, and with the parties condense it into a comprehensive 63-page settlement proposal, but the parties have achieved this, and achieved it in ways we believe are directly responsive to the Board's RRFE outcomes.

And Horizon would like to acknowledge and express its thanks to the intervenors and Board Staff who did participate in the settlement conference.  These, in our view, were very productive discussions, some very creative new ideas were exchanged, and we had very good cooperation to achieve the settlement proposal that is now before you today.

The settlement proposal has also produced a series of outcomes which we trust will be helpful to other utilities and stakeholders who also may be contemplating a custom IR approach.

And with this overview, Madam Chair, we request that the Board accept the settlement proposal as filed that adequately reflects the public interest and would result in just and reasonable rates for Horizon Utilities' customers.

And those are my comments, Madam Chair.

MS. LONG:  Thank you, Mr. Rodger, for that overview of the settlement proposal.  We appreciate that.  And we will be holding our questions until October the 9th.  Thank you.

MR. RODGER:  Thank you, Madam Chair.

MS. LONG:  So we are adjourned until then.

MR. RODGER:  Thank you very much.
--- Whereupon the hearing adjourned at 1:26 p.m.
87

