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   NO undertakings WERE FILED IN THIS PROCEEDING.


Friday, October 17, 2014

--- Upon commencing at 9:35 a.m.
MS. LONG:  Please be seated.


The Board is sitting today in Board file number EB-2014-0002, Horizon's custom incentive rate application.

      On October 10th the Board accepted the settlement proposal of the parties.  The Board also heard the argument in-chief of the applicant on the two remaining contested issues in this application.


Today we are sitting to hear the submissions of the intervenors and Board Staff.  We have taken a look at the time estimates of the parties, and we encourage, to the extent possible, avoiding duplication.  So to the extent that parties do adopt the submissions of others, we would ask that you advise us of that.

With that said, I will take appearances.


APPEARANCES:
     MR. SIDLOFSKY:  Good morning, Madam Chair.  James Sidlofsky for Horizon Utilities.  I'm here this morning with Indy Butany and Lindsey Arseneau.

MR. BRETT:  Good morning, Madam Chair, Panel.  My name is Tom Brett.  I'm here this morning on behalf of BOMA.  Thank you.  


MS. LONG:  Thank you, Mr. Brett.

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


MS. LONG:  Mr. Warren, thank you.

     MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.


MS. LONG:  Mr. Shepherd, good morning.


MR. AIKEN:  Randy Aiken on behalf of Energy Probe Research Foundation.


MS. LONG:  Mr. Aiken, good morning.


MR. JANIGAN:  Good morning, Madam Chair.  Michael Janigan on behalf of the Vulnerable Energy Consumers Coalition.


MS. LONG:  Mr. Janigan, good morning.

     MR. CROCKER:  Good morning.  David Crocker for AMPCO.


MS. LONG:  Mr. Crocker, good morning.

     MS. HELT:  Good morning, Madam Chair, members of the Panel.  Maureen Helt, Board counsel, and with me I have Christie Clark, Board Staff and case manager of this matter.

MS. LONG:  Thank you, Ms. Helt.


Before we begin, are there any preliminary matters that anyone wishes to raise?  No?  Then I understand, Mr. Janigan, that you are going to start.


SUBMISSIONS BY MR. JANIGAN:
MR. JANIGAN:  Yes.  Thank you, Madam Chair, and thank 

you to my friends for allowing me to go first.

     I would indicate that I've spoken with Ms. Girvan of the Consumers Council of Canada, and they have reviewed the argument that would be presented before you today and they adopt it as their submissions with respect to this case as well.

MS. LONG:  Okay.  Thank you.

     MR. JANIGAN:  Madam Chair, the remaining issues all pertain to matters of customer classification, cost allocation and rate design.  And accordingly, VECC's argument is organized under the following seven topic areas.

One, customer classification, including Horizon's proposal to create a new large use 2 class.

Second, cost allocation, and specifically the changes that Horizon is proposing to the cost allocation methodology for 2015 to 2019.

Three, Horizon's proposed revenue-to-cost ratios for 2015 to 2019.

Four, Horizon's proposed fixed/variable split for its distribution rate design.

Five, Horizon's proposed street light rates.

Six, Horizon's request for interim standby rates for its large use 1 and large use 2 customer classes.

And seven, Horizon's request that, in the event that the large use 2 class is not approved, a variance account will be established to address potential changes in US Steel's demands over the five-year custom IR period.

Let me say at the outset that the constituents represented by VECC are not the customer classes that are the most affected by these changes, but our experience has been, in the past, with cost allocation and rate design, the cost allocation/rate design goes to the very heart of the regulatory experience, and that if the principles that are applied are wrong in one case, very frequently these principles come back to redound on other customer classes in other cases, if they are either misconstrued or misapplied, or what we have seen happened both in the case of regulation and energy and in telephony, that the efforts to correct the initial mistakes may cause hardship to other classes in the effort to correct those mistakes.

So in our view, getting it right in cost allocation is something that involves more than the class that's affected by the changes.

First, with respect to the issue of customer classification, VECC believes it is important to separate out the principles and objectives of customer classification from the outcomes.  VECC agrees with the evidence from Horizon that the principle underlying customer classification should be cost causality, and that's found at Exhibit 7, tab 1, schedule 3, at page 3, and also in volume 1 of the transcript at pages 48 and 97.

In VECC's view, this means grouping together, in each customer class, those customers that use similar assets and services and impose similar costs on the system by virtue of their use of those assets as determined by their load profiles.

Other results, and indeed sometimes desirable results, such as retaining customers and rate competitiveness, may be derived from a change in customer classification.  However, they should not be considered objectives.

Indeed, given the cost allocation is a zero sum game, rejigging customer classes such that one class and its customers see lower rates means that other customers must be seeing higher rates, thus aggravating any issue of customer retention and rate competitiveness for these other customers.

The evidence from Horizon and its experts, Elenchus, as to the appropriate basis for assessing cost causality for the purposes of customer classification, appears to have evolved during the course of the oral proceeding.

At the outset, in transcript volume 1, pages 44 and 45, the basis for customer classifications into different classes appeared to be based on load level and the LU 1 versus LU 2 split, based on the fact that there was a clear separation of large users into two groups, those above 15 megawatts and those below 15 megawatts.

However, it subsequently involved -- and Undertaking J2.2 is an example of this -- that the determinative factor in the separation of these two groups was not their load level, but rather the fact that customers above 15 megawatts were all served via dedicated assets, while those below 15 megawatts were initially understood to be served by assets that were also used to serve other customer classes.

As an alternative to its current proposal, Horizon has indicated that a reasonable alternative would be to open up eligibility to the large use 2 class to all customers who are large use -- i.e., over 5 megawatts -- and who are served by dedicated assets.  Horizon has indicated that there is one additional 9-megawatt customer who would qualify under this approach.

Horizon has also noted that it would not be appropriate to remove the demand threshold entirely and open eligibility up to general service customers under 5 megawatts who are served by dedicated assets, as these smaller load customers are typically -- typically do not require dedicated assets and would typically share their feeder among a group of customers.  And that is something that was also noted in Undertaking J2.2.

VECC notes that the cost allocation policy which the Board has articulated in RP-2005-0317 at page 30 requires that a distributor should identify any significant distribution facilities that are dedicated exclusively to only one customer rate classification.

The cost of such a facility and the associated O&M expenses should then be directly allocated to the customer classification that it is exclusively dedicated to.

Thus in VECC's view there are two alternatives.  A, allocate the dedicated feeders to the existing large use class, or, B, Horizon's proposal, which is to separate the existing large use class into two classes, where the distinction is based on whether or not the customers concerned are serviced via dedicated assets.

While a choice between these two alternatives will have a minor impact on Horizon's other customer classes -- and you will find that at transcript volume 1, page 109 -- the main impact will be on the large use class and whether the benefit from the lower cost of the dedicated assets is shared amongst the entire class, or just those customers actually using the dedicated assets.

It is VECC's view that the preferred approach, 

consistent with the principles of customer classification outlined earlier, would be to create a second large use 2 class that would include all customers over 5 megawatts that are served via dedicated assets.

Topic number two, the proposed cost allocation 

methodology changes.  As well as the introduction of the 

new large use 2 customer class, Horizon has made the 

following changes to its cost allocation methodology.

And this is from the Elenchus cost allocation report, pages 8 to 11.

      It refined the allocation of cost between primary 

and secondary assets.  It updated the load profiles for 

the large use 1 and large use 2 classes using 2012 data.  

It directly allocated feeder costs to the large use 2 

class where applicable, and updated various weighting 

factors, including revising the ratio of street light 

devices from connections from 2:1, as used in the 2011 cost allocation, to 1.3141:1.

VECC has no issues with Horizon's proposed refinement of its allocation of costs as between primary and secondary assets, and notes that the previous split was based on estimates, whereas the proposed split results from a more detailed review of its asset records.  And we find support for that at volume 1 of the transcript, at page 131.

Similarly, VECC has no issues with Horizon's direct 

allocation of costs for certain feeders directly to the 

large use 2 class.  As noted earlier, such practice is 

consistent with the Board's cost allocation policies.

In the case of change of ratio for street light 

devices to connections, VECC notes that the new ratio is 

the result of a street light audit that was jointly funded by Horizon and the city of Hamilton, and where both required retained data to the retained consultants.

The Board's policy direction contained in 

EB-2012-0383 at page 19 is that all distributors should be 

using their own values for the weighting factor.

While there may be some outstanding issues with the 

audit -- and we find that in the transcript volume 3, page 58 -- the 1.3141:1 ratio represents the best information available regarding Horizon's device-to-connections ratio for street lights, and VECC submits that should be the value used in its cost allocation.

Uncertainty around the accuracy of this ratio and 

the overall cost -- overall allocation methodology for 

allocating costs to street lights is reflected in the fact 

that the Board decided not to reduce the 70 to 120 percent target range for the revenue-to-cost ratio for street lights.

Finally, while VECC recognizes the validity of using more recent data to establish the load profiles for the large use classes, VECC is concerned that the growing disparity between the 2004 data used to establish the load profiles for the residential and GS classes and the 2012 data now used for the large use class -- and we are concerned that the use of the data that is more than 

ten years out of date for the residential and GS classes, 

means that major portions of Horizon's load are being 

determined by data which undermines the confidence that 

one can place in the accuracy of the cost allocation results.

Also, the evidence indicates that the large use load 

profiles are becoming flatter -- and we find that at 

volume 1, page 136 -- over time.

If the same is the case for residential and general 

services classes, then not updating these customer 

classes profiles will lead to an over-allocation of costs

to them over time, all of which suggests that caution must be used in interpreting and adjusting the revenue-to-cost ratios that are calculated by this model.

Topic three, the proposed revenue-to-cost ratios for 

2015 to 2019.  For each of the five years of the custom IR period, Horizon is proposing to realign its revenue-to-cost ratios by adjusting the ratios for those customers that are outside the Board's policy range to the upper or lower end of the policy range, as applicable. 

Any resulting revenue over/under recovery is allocated to those classes with ratios below 100 percent in the case of under-recovery, and to those classes with ratios over 100 percent in the case of over-recovery.  And you can find that in Exhibit 7, tab 1, schedule 1, page 1.

Furthermore, this allocation is done by adjusting 

the revenue for all of these classes by the same percentage.  And that is noted in the transcript at volume 2, page 44.

The only exception to this is the standby class, where it is proposed the rates be set equivalent to the customer's rate for its main service classification.

For 2015, the revenue-to-cost ratios for the large 

use 1, large use 2 and USL classes are all reduced to the upper end of their target ranges, and the revenue shortfall is recovered from the GS under-50, GS over-50, sentinel light and street light classes.

However, in the subsequent years, the adjustments 

that are required to stay within the Board's policy ranges 

primarily involve increasing the ratio for the large use 2 

class, in order to bring it up to the 85 per cent lower 

boundary in 2016 and 2017.  And the revenue excess is 

addressed by reducing the ratios for residential, large 

use 1 and USL.  That's found at volume 2 of the transcript, 

pages 76 and 77.

VECC is concerned about the bill impacts that result 

from this approach.

First, for the large use 2 class, this results in 

an increase in distribution bills of almost 87 percent in 

2015, to then be followed by reductions of 30 percent and 

38 percent in 2016 and 2017 respectively.  And you can find them at -- these numbers at Exhibit K2.2, at tab 12, which was VECC's compendium.  

VECC's second concern is that the classes that experience the increase in revenue-to-cost ratios in 2015 when the large use 2 ratio was reduced, are not the same ones that experience the decrease in revenue-to-cost ratios in 2016 and 2017, when the large use 2 ratio was increased. So there is a disparity about who was -- who bears the burden and who gets the benefit, with respect to the increase or decrease in the ratios.

VECC accepts the fact that capital work is driving 

the year-to-year changes in the costs allocated to the 

large use 2 class, and that this capital work is necessary 

and should not be delayed.

However, it is VECC's view that the year-to-year bill impact of these changes on individual customer classes could be smoothed by not reducing the revenue-to-cost ratio for the large use 2 class all the way to 115 percent in 2015, thereby necessitating an increase in the ratio from 68.3 percent to 85 percent in 2016, and from 62.7 percent to 85 percent again in 2017.

VECC accepts that the current annual bill impacts are below the 10 percent bill impact that would trigger the need to consider bill impact mitigation.  However, this does not mean that the resulting roller coaster effect that Horizon's proposal has on large use 2 rates should be ignored.  

VECC submits that rather than looking at each year in isolation, the Board should direct Horizon to take a longer view that results in revenue-to-cost ratio adjustments for the large use 2 class being paced or smoothed over a five-year custom IR period.

One approach would be to adjust the revenue-to-cost 

ratios for the large use 2 class evenly over the 2015 to 

2017 period, so as to achieve 100 percent in 2017, which 

would allow for the increases to -- that appear to occur in 2018 and 2019, while still remaining within the Board's policy range.

Another alternative would be to take an even longer view and adjust the revenue-to-cost ratios for the large use 2 class evenly over the five-year period so as to achieve a ratio of 115 percent, which is the Board's upper bound, by 2019.

VECC notes that, as well as smoothing the impact on the large use 2 class, such an approach would reduce the almost 20 percent increases in distribution bills that will be experienced by the GS under-50, GS over-50, sentinel and streetlight classes in 2015 under the Horizon proposal.  Once again, you can find that at Exhibit K2.2 at tab 12.

Finally, VECC does not agree with Horizon's approach for allocating revenue shortfalls across customer classes with ratios below 100 percent.  Under Horizon's approach, where the revenues for all classes with ratios under 100 percent are adjusted by the same percentage, those classes with ratios closer to 100 percent will see a larger change in their cost -- in their revenue-to-cost ratio.

Such a result is counter-intuitive, because one would expect that a larger change should be applied to those classes whose ratios are further below 100 percent.

VECC submits that an approach similar to that set out in the response of Energy Probe 49 -- and I believe my friend will have a document, some material here today to present to you on that issue -- should be adopted.  VECC notes that a similar approach was approved by the Board in the EB-2013-0122 Decision on page 9.

Fourth topic is the fixed/variable split.  Horizon's proposal is to maintain the same fixed/variable split for all customer classes.  In the case of the new large use 1 and large use 2 classes, the proposed fixed/variable splits result in the fixed/variable split for the current aggregate large use class when the two are added together.  It's volume 1 on page 83.

VECC's issue with this proposal is that it is inconsistent with the Board's current policy.  The Board's current policy with respect to the level of service charges is set out in the Board report entitled "Application of Cost Allocation for Electricity Distributors," EB-2007-0667.

In that report, the Board establishes lower and upper bounds for the service charge based on outputs from the cost allocation model.  The lower bound or minimum value for the monthly service charge is set at the avoided cost.  The upper bound is set at the minimum system charge with the peak load carrying capacity adjustment value used to modify the same.

With respect to the application of the policy range, the Board's report states on page 12 and 13:

"... the Board does not expect distributors to make changes to the MSC that result in a charge that is greater than the ceiling as defined in the methodology for the MSC.  Distributors that are currently above this value are not required to make changes to their current MSC to bring it to or below this level at this time."

In Horizon's case, the current monthly service charges for residential, GS under-50 and GS over-50 are all above the Board's ceiling value.  And that's established in volume 2 of the transcript, pages 82 and 83.

And under its proposal, the values for each will increase further in 2015.  Indeed, a review of the 02 cost allocation sheets, which are -- which is contained in Exhibit K2.2, tab 10, shows that the current 2014 values for the monthly service charges for these classes exceed the maximum value set by Board policy over the entire 2015 to 2019 custom IR period.

VECC submits that increasing these service charges further during the custom IR period is inconsistent with the current Board policy.  The service charge for these classes should be held at the 2014 level for the duration of the custom IR period.

Horizon argues in volume 2, pages 84 to 85 of the transcript, that its proposal is consistent with the current revenue decoupling proceeding underway, which is EB-2012-0410.

However, in VECC's view, it is imprudent to judge the outcome of that proceeding, and this Panel should base its decision on currently established Board policy.

Furthermore, the settlement agreement, at page 29 and the response to Staff IR No. 2, clearly makes provision for a re-opener in the event of a Board policy change with respect to rate design.

Topic number five, street light rates.  Horizon's current and proposed tariff sheets at Exhibit 8, tab 3 all indicate that the street lighting service charge is to be applied on a per-connection basis.  However, the actual derivation of the service charge, as set out in Exhibit 8, tab 1, schedule 2, uses the number of devices, and not connections.  And it is VECC's understanding that the rate is actually applied on a per-device basis.

VECC suspects that it is anomalies like this that lead to the current misunderstandings and differences of opinion between Horizon and the city of Hamilton.

VECC submits that the Board should direct Horizon to either, A, change its derivation of the service charge for street lights so it aligns with the tariff sheet, or, B,

alter the wording on the tariff sheet to clarify that the service charge is applied on a per-device basis.

Topic number six, interim standby rates for large 

use 1 and large use 2 customers.  Horizon has approved interim standby rates for its GS over-50 class arising out of its 2011 rate application.

As part of its current application, the company is also seeking interim approval for a standby rate for its two large use classes, which would be designed on the same basis as its approved GS over-50 standby rates.  And the source of that is volume 1 of the transcript at page 164 and volume 2 of the transcript at page 19.  

One of the reasons for this is that Horizon has had discussions with a number of its large users regarding behind-the-meter generation.  And that's noted at transcript volume 2, page 20.

Given the interest expressed by Horizon's large use customers in behind-the-meter generation, VECC submits that it is prudent for the company to seek approval for a standby rate applicable to these classes.

Further, given that standby rates are still the subject of review by the Board, it is appropriate for Horizon to design these rates in the same manner as its current GS over-50 rates have been designed, and to request that they too be interim.

Finally, with respect to topic number seven, the variance account of large use 2 class not approved, VECC takes no issue with the Horizon request for a US Steel revenue variance account in the event that the creation of the large use 2 class is not approved by the Board.

However, VECC expects that if such an account is created, it will be subject to reviews for both prudence and materiality prior to any refund or recovery of the recorded balances.

Also, VECC takes no issue with Horizon's proposal to clear any balances approved for refund recovery to the large use 2 class.  VECC notes that such treatment is consistent with the Board's policy for refund recovery, the revenue impact of unforecasted CDM activity, which is also cleared to the specific customer class experiencing the variance.

And that concludes VECC's review of what we believe to be the seven topics in issue under the cost allocation and rate design issues, and thank the Board for its indulgence.

MS. LONG:  Thank you, Mr. Janigan.

Mr. Warren, I understand that you are next.

     MR. WARREN:  I am, thank you.

     MR. JANIGAN:  Thank you, Madam Chair.  I wonder if 

I could take my leave at this point in time.

MS. LONG:  Yes, you may.

MR. JANIGAN:  Thank you very much.

SUBMISSIONS BY MR. WARREN:
     MR. WARREN:  Madam Chair and members of the Panel, 

the city of Hamilton is a ratepayer of Horizon for its 

street light services.

Horizon's application proposes an increase in street 

light rates and a material change in the revenue-to-cost 

allocation for the street light class.  And it is, in my 

respectful submission, important to remember that that 

increase will persist over the course of the five years of 

the proposed custom IR period.

As the Board is aware, the city of Hamilton brought 

a motion, which I do not intend to reargue here; it is 

done.  But it is important, in my respectful submission, to 

remember that the city of Hamilton intervened in this 

application for two principle reasons.

The first is that, in our respectful submission, the evidentiary basis for establishing street light rates has not been properly established.  The city of Hamilton's concerns in this category in this first -- under this first heading fall, roughly speaking, into three headings.

One is the question of who owns the street light assets; that is the demarcation issue.

And following from that, who is responsible for the 

costs of those assets.  

And then there is the so-called daisy chain configuration issue, and that is that if you are charging on the basis of devices as devices, lights, as opposed to connections, there is a material difference in the charge.

And I say with respect to Mr. Janigan, who has just left the room, that it is not a matter of simply changing the wording in the tariff; you've got to get the facts right.

These basic issues, in my respectful submission, 

remain unresolved.  And unless the basic issues are 

resolved, then the evidentiary basis for setting 

street lights is flawed.

Now, I was struck, Madam Chair and members of the 

Panel, when I read the transcript of the argument in-chief, when my friend Mr. Rodger said that the evidence said that their approach to setting street light rates is a just and reasonable one based on the Utility Solutions audit.  And that appears at page 4 of volume 4 of the transcript.

What's striking about that, in my respectful submission, is that Mr. Roger did not mention that the 

Utility Solutions audit result is incomplete.  It 

Ignored -- and I'm going to remind the Panel -- you don't 

need to turn it up, but at volume 3 of the transcript, in 

response to a question I posed to Mr. Basilio, it 

appears at line 20, the following exchange:

"So am I to take it from that statement that getting the actual number of street lights is important?"

     And Mr. Basilio responds:

"Well, it is important.  It is important as the billing basis.  It is also important for -– it is one of the components of daisy chain."

We don't have the actual number of lights yet.  The 

unchallenged evidence of Mr. McGuire was that the audit is 

incomplete, and that there had to be a second audit to correct the errors in the Utilities Solutions audit, and that Horizon itself, as late as August 7th of this year, agreed that it was incomplete.

And I would remind the Panel that one of the exhibits to Mr. McGuire's October 6th affidavit was an e-mail dated August 7th of this year from Shelly Parker, in which she said Horizon Utilities is equally invested and committed to the resolution of the connections audit.

It defies my reason, my understanding, why, as late 

as this argument in-chief, Horizon would choose to ignore 

the fact that the audit is incomplete, that the numbers 

are not there.  And so how can an incomplete audit, 

unresolved numbers, ever be the basis for just and 

reasonable rates?  

So in my respectful submission, Horizon has not established, on the basis of the evidence, that the resulting street light rates are just and reasonable.

Let me turn to the second reason why the city of Hamilton intervened in this application, and that is the material shift in costs from the large use class to other classes.  My concern, our concern, is only with the impact of that shift in costs on the city of Hamilton's street light class.  

The puzzling aspect of this, Madam Chair, is that Horizon in its argument in-chief is -- has elected, I take it -- and I use the word "elected" advisedly, and I will   return to it in a moment -- focuses on one argument and one argument only in support of its shift in cost resulting from the creation of the LU 2 class.

Its argument is that, much as Mr. Janigan said, 

it's a mechanical issue.  You look only at the dedicated 

assets, and that you -- following from that, the shift in 

costs follows.

But the Board needs to look at the evidence as a whole, and this shift in costs, in my respectful submission, based on the evidence, is not simply mechanical.  It's purpose-driven, and the purpose is to drive down those rates for a number of reasons that were articulated by Horizon.  And the Board, in assessing whether or not that results in just and reasonable rates, whether they have justified that shift in cost, has to look at all of the reasons that Horizon gave for it.

In its prefiled evidence -- in its prefiled evidence, it began by saying -- and the reference is in Exhibit 7, and it appears at Exhibit 7, tab 1, schedule 1, at page 3. It says, beginning at line 5:

"The introduction of this class results in a rate 

structure that better addresses the cost causality of each customer class."  

That's argument number one in the prefiled evidence.

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

So two explanations given in the prefiled evidence.

     Then my client asked in an interrogatory -- and this is the city of Hamilton's Interrogatory No. 2, attachment 1.  In its own internal statement to its senior management team, Horizon said there were five points:

"Objectives revisited, review cost allocation process to address comments of the OEB in the 2007 cost of service application decision."

     Point 2:

"Respond to customer requests to review cost 

     allocation."

3:

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

4:

"Smooth rate transitions at the class 

boundaries."

5:  "Mitigate the shareholders' risk."

None of those reasons appear in the argument 

in-chief.

In my respectful sub -- I propose to go through 

those -- the evidence in support of those, but one of the 

questions I have for Horizon is:  If you elected to jettison those reasons, to go back on your own evidence, then it is incumbent on Horizon to say:  We no longer offer those as justification for the cost allocation shift, and we're staying with only one argument.

Now, it is apparent, in my respectful submission, 

from the response to -- in attachment 1 to my client's 

Interrogatory No. 2 -- and there was a further gloss on 

it.  When I asked about a technical conference question –- at technical conference, I asked what the -- you will recall that in one of the attachments to that interrogatory -- this is the third attachment, attachment 3 -- there suddenly appeared a chart showing rate curve competitiveness.  So yet another reason for the shift in costs.

And when I asked about rate curve competitiveness, I was given two explanations.  One is to remain competitive with other utilities, so that they could attract and keep large use customers.

And the second one was that it was an essential 

component of their mergers and acquisitions strategy.  Yet 

another reason given for it.

So do those reasons continue to obtain or not?  

Let's assume, for the sake of argument, that those reasons continue to obtain, and they are all the exercise of discretion by the utility to shift costs to achieve purposes.  They are not merely mechanical.  They are not merely a reading of the cost allocation policy.  They are the exercise of discretion to achieve a purpose.

So let's deal with them seriatim.

On competitiveness, there is no evidence filed in this proceeding that changing the rates for the large use class will make Horizon more attractive to businesses, to keep them or to attract them.

Ordinarily, in my respectful submission, attracting or keeping large businesses would be a function of many factors, including the presence of infrastructure, local land use policies, and so on and so forth.

Horizon presented no evidence that these factors had been considered.


I refer you -- you don't need to turn it up -- that exchange took place with Mr. -- with the Horizon panel, transcript volume 1, page 78.  I put those propositions to them, asked them if they had done a study to determine whether or not the shift in cost would make them more attractive.  None.

Now, in response to a question, a technical conference question we asked, the issue of the mergers and acquisitions policy, there is no evidence provided by Horizon that the proposed rates for large users will make Horizon a more attractive mergers and acquisitions target.  And more importantly, there is no evidence that a mergers and -- any merger/acquisition would be -- result in just and reasonable rates.

They've advanced it as a reason.  They've given no evidence for it.  And the Board, in my respectful submission, should reject that as an argument.

And then there is the loss of load argument.  Remember, this is one of the first reasons they gave, the loss of load.  Horizon -- HONI will take it away.  There is no evidence that any of Horizon's large use customers would connect directly to HONI.

And in volume 1 of the transcript, at page 74, I put that proposition, I asked that question directly to the Horizon panel:  Do you have any evidence that any of your large use customers will connect directly to Hydro One?  And the answer was no.

So all of the purpose-driven arguments that were advanced by Horizon, I ask the Panel to step back and look at all of the evidence you've heard on this shift in large use class.

And at a common sense level, why is this being done?  And the answer, in my respectful submission, is apparent in one of the attachments, a late-filed attachment, to the city of Hamilton's interrogatory No. 2.  It's this document here.


And if you look at page 4, what you get in the left-hand column is what the rates would be for the large use class under the current system, and then if you look over that, with those dramatic errors plunging down, the rates go down.

That's the objective, to attract and keep large use customers.  But there's no evidence that that will be accomplished.

So I say, with respect, that the evidence in support of the shift in costs has not been established and that the reasons that were given by my friends at Horizon for the shift has not been established, and that the Board should, therefore, reject that proposed shift in the costs.

Those are my respectful submissions.  Thank you.

QUESTIONS BY THE BOARD:
     MS. SPOEL:  Mr. Warren, I just wondered if you could clarify one point.  It seems to me that you are suggesting -- or you are arguing that if the motivation for doing the study on the cost allocation, which would -- which has resulted in this proposed creation of a large use 2 class, if that motivation hasn't been established, that the fact that the results of the study suggest that cost causality indicate that one might want to create the large use 2 class, that somehow that isn't a valid reason if the underlying motivation isn't established.

I am just wondering what -- whether it matters what the motivation is, if -- why -- if it matters why they undertook the study, if in the end there's -- the study shows that there is a cost causality situation that would suggest a new rate class.

MR. WARREN:  Cost causality is only one of the factors.  Clearly Horizon thought it was only one of the factors, it was one of many factors.  And in my respectful submission, it should not, at the end of the day, be the

determinative factor.

If there are other reasons advanced by Horizon and if there is no evidence for those, then the issue is whether or not, based purely on considerations of cost causality, given the impact on other classes, that it should be approved.

In my respectful submission, it is not the only determinative factor, that there are other factors advanced by Horizon.  Horizon clearly felt there were other factors, and that if the -- I would also suggest, with great respect, that the Elenchus analysis is, again, purpose-driven.  It was purpose-driven in that they were directed, necessarily or by implication, to find a reason why they could lower the rates for the large use class.

Ms. Spoel, that's why I asked the Board to look at the evidence as a whole and to step back and say:  Why is this being done?  And it's being done for a purpose.  And the purpose is to keep -- retain these customers.  They may go to HONI, but there is no evidence for that.

So in answer, that's a long-winded answer to your question.  Cost causality is only one factor.

MS. SPOEL:  Thank you. 


MR. WARREN:  One of many.  Thank you.  

MS. LONG:  Mr. Warren, I -- the Panel is very aware of the motion that is before us from the city of Hamilton, but I just -- I want to understand better your position with the argument that's been made by Horizon that we have the best evidence before us with respect to the number of street lights, and the city of Hamilton's position is, no, we have the wrong information, the audit has not been completed satisfactorily.

So what is the city of Hamilton's position with respect to how this is resolved and how the Board resolves this issue?

MR. WARREN:  Well, first of all, Madam Chair, let me -- I apologize if I haven't made the position clear.  The

results of the street light audit are incomplete.  But that's only one factor, because once you take those results, that's a data point from which you then derive other information, which is:  What's the proper ratio of devices to lights?

But the demarcation point is responsible for the costs on both sides of those.  And those are issues which need to be resolved.

So it isn't just the -- getting the data right; we don't have the data right yet.  But it is the implications of the use of the data that are equally important.

And I don't want to reargue the motion, but it was our suggestion that the only -- that getting the numbers right is a basis for the kind of work which Navigant is supposed to be doing and which the Board wanted done as a result of a follow-up to that EB-2012-0383 case, where you begin to answer -- you have a basis for answering those other questions, which is:  How do you really determine the cost of the street light class?

So that's -- I apologize.  I don't want to get back into rearguing the motion, but that's the reason behind it.  It is not just getting the data right, it's what you do with the data once you've got it right.

MS. LONG:  That's helpful.  Thank you.


MR. WARREN:  Thank you. 


MS. LONG:  Mr. Aiken, I believe that you are next.


SUBMISSIONS BY MR. AIKEN:
     MR. AIKEN:  Thank you, Madam Chair.  My submission is going to be in three parts.

The first part will follow the same approach that Mr. Rodger did in his closing argument and will focus on the same six items that he did.

The second part will deal with a couple of items that he did not deal with directly.

And the third part will deal with a summary of the -- Energy Probe's positions on each of the outstanding unsettled issues.

So starting with the first part, the items covered by Mr. Rodger in his closing argument, the first item is a proposed creation of the new large use 2 customer class.

It's Energy Probe's submission that the Board does not need to approve a new large use class to allocate the correct cost to the large use customers.  Directly allocated costs can be allocated to the existing large use class in the same way as done in the Elenchus study.  This would result in rates that would be somewhere between the proposed rates for the large use 1 class and the large use 2 class, but would reflect the same allocated costs.

Energy Probe's concern is with the potential deviation from the concept of postage stamp rates.

The new class, with a 5 megawatt and dedicated asset criterion, effectively creates a new class based on location of the customer relative to the distributor's infrastructure.  So two identical customers, except for location, could end up paying significantly different rates.

It's Energy Probe's submission that rate classes should be based on load characteristics, not on location or assets used to serve them.

The second item dealt with by Mr. Rodger is the 

updated allocation of primary and secondary assets to 

sub-accounts under the Board's uniform system of accounts.  

This is the correction from the 2011 cost allocation model, 

in which a number of primary and secondary assets were 

incorrectly defined as primary assets.  

Energy Probe supports the updated allocation between primary and secondary assets to sub-accounts better than appropriately allocated to rate classes, as this reflects greater accuracy and cost causation.

The third item is the revised ratio of devices to 

connections from the street lighting class.  It is our -– it is Energy Probe's submission that Horizon has provided an audit that results in more accurate data related to the ratio of devices to connections for the street lighting class.  I note –- I say it is more accurate; it may not be a hundred percent accurate, and it may never be.  

Energy Probe supports the use of this information, and notes that there is no other evidence to support a different ratio of devices to connections.

The fourth item addressed by Mr. Rodger in his 

closing argument was the request for interim standby rates 

for large user 1 and large user 2 and the GS over-50 kilowatt customers that correspond to the variable rate 

charge for each of those rate classes.

Now, this rate class refers to an account that has 

load displacement generation, and requires the distributor 

to provide backup service.

Energy Probe supports the use of the variable charge for each of these three rates classes as a rate that would be used as a standby rate.  This ensures that the distributor's costs are covered, and does not provide a disincentive to load displacement generation.

The fifth item is the establishment of a new 

variance account to address potential changes in US Steel 

Canada's demand over the five-year test period, in light 

of the recent announcement.

Energy Probe supports the establishment of the variance account.  However, we support the establishment regardless of whether or not the Board approves a large use 2 rate class.  

There is significant uncertainty around the future of the US Steel plant -- US Steel Canada plant in Hamilton.  There could be continued operations.  The facilities could be closed, or they could be sold.  And of course the timing on all of that is anyone's guess.

Now, as discussed with the Horizon witnesses, there 

is potential for the US Steel Canada plant to drop from 

the large use 2 class to large use 1, and result in a significant increase in revenues from that account.  

That's from transcript volume 1, pages 39 and 40.

And then based on the potential for redevelopment of 

that site -- it being split into different operating 

companies, et cetera -- we believe that the variance account should be established regard regardless of whether there is a large use 2 class or not.

The sixth and final item dealt with by Mr. Rodger is 

the maintenance of the fixed/variable splits where the 

monthly service charges are above the Board ceiling.  And 

Mr. Janigan covered part of this.  

Horizon proposes to increase those fixed charges that are currently above the ceiling, as calculated by the cost allocation model.  This can be seen in the original evidence at table 8-12 of Exhibit 8, tab 1, schedule 2.

As an example, Horizon proposes to increase the 

fixed charge for residential customers from $14.92 to 

$16.38 in 2015, and then increase it further throughout the 

custom IR period to $18.25 in 2019.

The ceiling in the 2015 year is $13.69, so Horizon 

is proposing to increase a rate even though it is already 

above the ceiling.

Now, all of these numbers that I've given you are based on their original evidence, and will be adjusted based on the settlement agreement and any changes approved by the Board related to cost allocation.

Horizon proposes to do the same thing with the fixed 

charges for the GS less-than-50 and GS over-50 classes, 

despite the current charges already being above the ceiling.

It is submitted that for any rate class with a current monthly fixed charge that's already in excess of the ceiling, the fixed charge should remain at the current 

rate.

The rationale for this is that an increase in the 

monthly fixed charge has a disproportionately negative 

impact on small customers in each of those rate classes.  And this impact can be observed in the total rate 

increases by comparing tables 4-44 through 4-50 in the 

original evidence, versus the same tables in the response 

to 8 VECC 58, which keeps the fixed charge at the current 

rate.

What Energy Probe was recommending is consistent 

with the following guidelines dated July 18th, 2014, where 

it states at page 53:

"If a distributor's current fixed charge is higher than the calculated ceiling, there is no requirement to lower the fixed charge to the ceiling, nor are distributors expected to raise the fixed charge further above the ceiling."

I'd also note that this is consistent with the 

recent Cambridge and North Dumfries Decision in 

EB-2014-0116.

So I'm moving on now to my second part of the submissions, and these are two issues that were -- that 

Mr. Rodger did not deal with directly.  

The first of these two issues has two parts, both of which deal with revenue-to-cost ratios.  So I have prepared what I'm calling a visual aid to help lead parties through this.  And I'm wondering if we could have that handed out, if hasn't already been done so.

MS. LONG:  Thank you, Mr. Aiken.  We appreciate the 

visual aids.

MR. AIKEN:  It's even in colour.

     MS. HELT:  Madam Chair, if we could mark this as 

Exhibit K5.1?

     MS. LONG:  Thank you.

EXHIBIT NO. K5.1: ENERGY PROBE VISUAL AID RE: REVENUE-TO-COST RATIOS.

     MR. AIKEN:  The first of the two issues that I want 

to deal with deals with the revenue-to-cost ratios for the 

2015 test year.

Now, on the visual aid, Exhibit K5.1, the numbers have 

changed because of the settlement agreement.  But what I'm 

dealing with here is the concept, and the concept doesn't 

change.

And throughout my submissions on this, I'm going to be basically ignoring the standby rates, because those rates are determined based on the rates of the other rate classes that they apply to.

So the following guidelines require distributors 

to ensure that their cost allocation proposals include adjustments for any ratios outside of the Board-approved ranges by bringing them to the approved range. 

Horizon has done this, and that's shown for the ratios 

highlighted in green.  There are three rate classes that 

were all above Board-approved range.  Horizon, in column E, 

is proposing to bring them down to the top of those ranges.

Now, the lost revenues associated with reducing the revenue-to-cost ratios from the three classes need to be 

recovered from those classes that are below a hundred percent.  And that, as I've noted -- you can see the Horizon proposal in column E for the ratios that are highlighted in red.

Energy Probe submits that the Horizon proposal should be rejected because it creates winners and losers among the classes that need to be moved closer to a hundred percent.

As an example, the lowest status quo ratio is for the street lighting at 74.1 percent.  And you will see that in column D.  Again, I'm ignoring the standby rate class.

The Horizon proposal increases this to 83.83 per cent, which is barely above the starting points for the GS greater-than-50 and the sentinel class, yet both of these ratios are proposed to be increased to more than 94 percent.

Energy Probe submits that those classes that have ratios less than 100 percent should be increased in a stepwise fashion so that, in the end, all the ratios below 100 percent are at the same level.  And let me just stop there and explain what I mean by "a stepwise fashion."

If you take a look at column D, a stepwise increase in these ratios, you would start with the street lighting, which is the lowest ratio.  You would bring it up to the second-lowest ratio, which in this case is for the GS over-50 at 83.56 percent.  Then if you still needed more revenue to offset the reduction in the revenue-to-cost ratios for the other classes, you'd bring it up to the third-lowest ratio, which is 83.71 for the sentinel lighting.  And again, if you needed more revenue to be revenue-neutral, bring it up to the GS less-than-50, which is the fourth-lowest ratio, and then bring all those up to the same number.  That's what you get in column F of this -- of Exhibit K5.1.

This results in the burden associated with the need to replace the lost revenue associated with the large use and USL classes being shared proportionally among all classes below 100 percent.  And I should note that column F is the results from 7 Energy Probe 49(b), which Mr. Janigan referred to earlier today.

This approach also reduces the range between the highest revenue-to-cost ratio and the lowest revenue-to-cost ratio.  The reduction of this spread reflects a more equitable approach and reduces the level of subsidization between rate classes.

In column E, just by a quick calculation, you can see that the highest ranges -- or the highest revenue-to-cost ratio, rather, is 120 percent.  The lowest is about 84 percent.  So that's a range of 36 percentage points.

Under column F, again, it's 120 percent is the top.  The lowest is now about 95 percent.  That's a difference between -- or a difference in the range of about 25 percentage points.

So that's the conclusion of my visual presentation.  


Now, the second part of this issue deals with the changes in revenue-to-cost ratios over the 2016 through 2019 period.  And for this analysis I was looking at table 2 in the response to Undertaking J2.2.  Again, the numbers are not as important as the concept.

Energy Probe submits that the roller coaster in ratios shown in that table should not be approved by the Board.  There is no reason why the ratios should drift further from 100 percent than the ratios approved for 2015.

The Horizon proposal results in this drift away from 100 percent.  Some examples are:  The residential class would change from 103.01 percent in 2015 up to a high of more than 104 percentage points; the GS greater-than-50 changes from 94.69 and drops to a low of 91.71; and the sentinel class, for example, goes from 100 percent to 95.55 percent over the course of the four years.

It's submitted that the ratio should be held at the 2015 approved levels or moved closer to 100 percent, not farther away.

In particular, Horizon shows a reduction in the ratio of the large use 2 class from 115 percent in 2015 to 85 percent in 2016.  This is because of some additional expenditures in 2016 and beyond that are directly allocated to this rate class, and Horizon has moved its class up to the bottom of the Board-approved range of 85 percent in 2016.

Energy Probe submits that this highlights the inequity of the Horizon proposal.

Now, the other rate classes which already have revenue-to-cost ratios in 2015 in excess of 85 percent will have to pay more to offset the revenue shortfall associated with the large use class being at 85 percent.  So Energy Probe submits that the 85 percent should be increased -- this is for the large use 2 class -- the 85 percent should be increased to 100 percent, with the additional revenue generated from this used to reduce the ratio for those classes that are the furthest above 100 percent, again in the stepwise manner described earlier.

The second additional issue that I'm going to be addressing is the use of information used in the cost allocation model.

Energy Probe notes that the transfer of just under $700,000 in allocated costs from the large use 1 class to most of the other rate classes is due to the use of a new load shape curve for the large use customers.  This is dealt with in the response to Undertaking J1.3.

While Energy Probe generally agrees that the best information available to the utility should be used, in this situation it may not be appropriate.

The problem with using updated information for the large use class while continuing to use load shapes for the other rate classes that is based on 2004 data results -- sorry, based on 2014 data, results in an uneven playing field for cost allocation purposes.

While Energy Probe understands the problem of not being able to update the 2014 load shapes at this time for the other rate classes, doing so for one rate class and not the others is not a fair -- is not fair and may not represent appropriate cost allocation principles.

It is almost certain that the load shapes for the other rate classes have also changed since 2004, reflecting the impacts of, among other things, time-of-use rates, CDM programs and economic conditions.

By approving the rates that are skewed in the cost allocation process, the Board would be implicitly saying that time-of-use rates and CDM programs have had no impact on these rate classes, which we all hope is completely wrong.

Energy Probe submits that the Board should approve rates based on the old load shapes for the large use customers, to be consistent with those used for the other rate classes.

Cost allocation is a zero sum exercise and is based on relative changes between classes.  There is no evidence in this proceeding to suggest that the large use load shapes have changed more or less than those of the other rate classes.

As an alternative to ignoring the new load shapes for the large use class, Energy Probe submits that the Board could approve rates that reflect 50 percent of the shift in cost between the classes, as noted in Undertaking J1.3, for the purposes of setting rates in 2015 through 2019.

So that brings me to my -- the third and final part of my submissions, and that is dealing with the specific unsettled issues.

The first one is Issue 1.4:

" Do any of Horizon’s proposed rates require rate smoothing or mitigation?"

     Based on the response to Undertaking J2.2, no rate class other than the street lights in 2015 are anywhere near a total bill impact of 10 percent.

Based on recommended changes to the approach in setting the revenue-to-cost ratios, there may be a need for phasing in some of the increases, notably for the street lighting class in 2015.

     Issue 4.1:

" Are the rate classes and their definitions proposed by Horizon appropriate, including the new LU (2) class?"

Energy Probe submits that we do not need a new large use 2 class to reflect an appropriate allocation of costs to the existing large use class.  This can be done as a cost allocation exercise.  We don't need a rate design change to do that.  And the basis of that is that the new large use class may violate the principle of postage stamp rates.

Issue 4.2:

"Are the inputs to the cost allocation model appropriate?"

Using load shape curves that are almost ten years apart for different rate classes is not appropriate, because it tilts the cost allocation playing field in favour of one set of customers at the expense of the other set of customers.

Issue 4.3:

"Are the costs appropriately allocated?"

Energy Probe submits that the costs are appropriately allocated with respect to the corrections in the secondary versus primary assets and the ratio of devices to connections from the street lighting customers.

However, the costs are not appropriately allocated 

between the rate classes as a result of the use of load shape curves that are a decade out of date for some rate classes, as I had mentioned earlier.

     Issue 4.4:

" Are the revenue-to-cost ratios for all rate classes over the 2015-2019 period appropriate?"

Revenue-to-cost ratios for 2015 should be set using the stepwise methodology that is illustrated in response to 7 Energy Probe 49(b), and revenue-to-cost ratios for 2016 

through 2019 should remain the same as 2015 or converge 

towards a hundred percent, not diverge, as proposed by Horizon.

Issue 4.5:

"Are Horizon's proposed charges for street lighting appropriate?

The proposed changes reflect the most up-to-date information related to the ratio of devices to connections, which Energy Probe submits is an improvement from the previous cost allocation study.  But the rates as currently proposed by Horizon are not appropriate, because they need to reflect the changes in the revenue-to-cost ratios that we've argued for.

And finally, Issue 4.6:

" Are the proposed fixed and variable charges for all rate classes over the 2015-2019 period appropriate?"

Our submission is no, the monthly fixed charges for those rate classes where the existing charge is already in excess of the ceiling for those charges as calculated in the cost allocation models should not be increased, but held at the current level, consistent with the Board's filing guidelines.

And those are my submissions.  Thank you.

     QUESTIONS BY THE BOARD:
MS. SPOEL:  Mr. Aiken, if I go back -- take you 

back to Exhibit 5.1, your very helpful visual aid, I just have one question, and that is:  When you talked about balancing and rebalancing and using a stepwise system, does the fact that the ranges, the policy ranges that you've got in column G, are not the same for all classes have any impact on what is an appropriate rebalancing?  

I mean, for example, you've only got the USL class; you've got them coming down to 120 percent, while others come down to 115 percent to reflect the differences in the top of the range.

But there are also differences in the lower end of the range for some classes.  For example, 70 percent for street lighting versus 85 percent for large use and residential.  

So does that -- does the fact that the ranges aren't the same for everybody in any way affect your submission on this point?  Is that something that we should take into account?

MR. AIKEN:  No, I don't think it should be taken 

into account, because the four classes that have to go up 

are already within the ranges.  And the relevant ending 

point for each of the four ratios is compared to the hundred percent that we're trying to move everybody closer 

to.

MS. SPOEL:  Thank you.

     MS. LONG:  Thank you, Mr. Aiken.

Mr. Crocker, is your estimate still about an hour?

     MR. CROCKER:  I don't think it was ever that long, and it's much shorter than that.  I won't be done by 11:00 o'clock, but I don't think, other than questions from the Board, I will much longer than 15 minutes.

      MS. LONG:  Okay.  Then why don't -– okay.  Actually, 

I'm being told we need to take a break now.  So we will be 

back at 10 after 11:00, and you can commence then.  Thank you.

MR. WARREN:  Madam Chair, may we be excused when we're done?

MS. LONG:  Yes.

MR. WAREEN:  Thank you very much.

MS. LONG:  Thank you, Mr. Warren.

--- Recess taken at 10:50 a.m.

--- Upon resuming at 11:12 a.m.

     MS. LONG:  Please be seated.


Mr. Crocker?


SUBMISSIONS BY MR. CROCKER:
     MR. CROCKER:  Thank you, Madam Chair.


Madam Chair, members of the Panel, I'll be addressing the following issues on behalf of AMPCO.

4.1:

" Are the rate classes and their definitions proposed by Horizon appropriate, including the new LU (2) class?"

4.2:

"Are the inputs to the cost allocation model appropriate?"

4.3:

"Are the costs appropriately allocated?"

And 4.4:

"Are the revenue-to-cost ratios for all rate classes over the 2015-2019 period appropriate?"

And 4.6:

" Are the proposed fixed and variable charges for all rate classes over the 2015-2019 period appropriate?"

And with respect to the last two issues, I'll only be dealing with the large user classes.

      All these issues relate to cost allocation and rate design.  They are dealt with in Exhibit 7, including the Elenchus report, Exhibit 8, and the material filed by Horizon in response to the CCA filing of -- CCAA filing of US Steel Canada.

And we will focus on these issues in our submissions.

One, the proposed creation of the large user 2 customer class.

Two, the proposed updates to the cost allocation model and the proposed revenue-to-cost ratios.

Three, the request by Horizon for a new variance account in the event the Board does not approve the LU 2 class, to address the potential changes in demand of US Steel Canada.

And four, Horizon's proposed fixed and variable distribution rates as they relate to the -- particularly as they relate to the large user 2 customer class.

So with respect to the creation of the large use class -- large use 2 class, as part of this application Horizon prepared a cost allocation proposal using the Board's cost allocation model for each of the five test years to determine the proportion of Horizon's total revenue requirement that is recoverable from each rate class in each year.

To do that, they engaged Elenchus Research to undertake a review of Horizon's 2011 cost allocation model from its previous cost allocation service application in 2011.  That was EB-2010-0131.

This included the detailed examination of inputs to the model and whether there could be refinements that would better reflect the principle of cost causality in allocating costs to customers.

The Board's report on the Application of Cost Allocation for Electricity Distributors, which is EB-2007-0667, on page 2 states:

"The establishment of specific revenue requirements through cost causality determinations is a fundamental rate-making principle.  Cost allocation is key to implementing that principle.  Cost allocation policies reasonably allocate the costs of providing service to various classes of consumers and, as such, provide an important reference for establishing rates that are just and reasonable."

      Elenchus stated in its cost allocation report that the primary purpose of cost allocation -- of the cost allocation study is to determine the proportions of a distributor's total revenue requirements that are the responsibility of each rate class.

Elenchus's review identified a significant area of concern with respect to allocating costs consistent with the principles of cost causality.  They determined that the largest customers in Horizon's large use customer class are served exclusively with dedicated facilities.  These customers are served by dedicated feeders and do not participate in the use of shared, pooled assets.  All customers in the existing large use class are served directly off the primary distribution system.  Therefore, they are not allocated a proportion of the costs associated with secondary distribution assets.  The primary driver of costs for the LU 2 -- the large user 2 class is primary assets.

If these customers were to stay in the current large use class, they would be allocated costs for pooled distribution facilities that they do not use and would therefore be subsidizing other rate classes.

To address the issue, Horizon is proposing a new customer class that would be allocated only the costs for distribution assets that they use.

AMPCO supports Horizon's proposal to establish a new large user 2 rate class on the basis that by removing the costs related to assets that these customers do not use, the proposal appropriately addresses the principles of fairness and cost causation, two principles consistent with establishing rates that are just and reasonable.

And with respect to Mr. Warren, in my -- in AMPCO's submission, those factors outweigh all of the other issues which he raised.

AMPCO acknowledges that the introduction of the new LU 2 rate class impacts other rate classes to varying degrees.  AMPCO, however, submits that customers should be responsible for the costs they impose on the distribution system; should not be subsidizing other customers.

AMPCO agrees when assets or costs are dedicated to the service of one rate class, it is appropriate to allocate directly the assets or costs to that rate class so that other rate classes are also not responsible for assets they do not use.

AMPCO submits Horizon's proposed new large rate class appropriately reflects this approach.  Horizon has five large use customers that meet the criteria, the revised criteria, of the proposed large user 2 class which are served by dedicated assets.  AMPCO has four members that meet the criteria of that rate class.

AMPCO understands Horizon's industrial customers are highly aware that their facilities are largely served by limited dedicated assets, and thus were paying for the costs of distribution assets they do not use.

Horizon Utilities met with the large use customers in November of 2013 as a follow-up to a discussion in 2012 where the large use customers expressed their views and identified that they were concerned about the extent of the distribution assets that served them, relative to other customers.

Horizon advised these customers that it would be reviewing cost allocation and rate design as a component of its application, and that part of such review would include reviewing cost causality to ensure that there was the equity in cost allocation.

Horizon Utilities committed to consider the views of its industrial customers of part of its review, and they have followed through on that commitment.

Horizon has expressed 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 with stranded assets and significantly less demand.


Horizon also states that retention of these customers will reduce the risk of a larger burden of costs on the remaining customer classes.

In my cross-examination of the panel, it was clearly indicated that all of these customers with dedicated assets had the technical capability of connecting to Hydro One and bypassing Horizon.

In summary, AMPCO submits two key principles in determining just and reasonable rates are fairness and cost causality.  And once again, I suggest to you they are overriding principles to all of the other ones suggested by Mr. Warren.

In AMPCO's view, Horizon's proposal to establish a new large use class appropriately reflects the cost causality principle, in that the five large use customers in this class, in this proposed class, are responsible for the cost of distribution assets that they use.

These customers do not participate in the use of pooled assets, and it is appropriate that it not be allocated a share of the pooled costs.

AMPCO supports the introduction of the new large user 2 rate class, and submits that the result is a rate structure that better addresses the cost causality in each customer class.

      Two, updates to the cost allocation and revenue to 

cost ratios.  In its application, Horizon has made improvements to the cost allocation model based on more accurate current information.  AMPCO agrees with these -- with the use of these improvements.

Elenchus provided updated customer load profiles for the large user class, LU 1, and the proposed LU 2, using actual 2012 hourly interval data.   AMPCO submits using actual data to derive the load profile for large use customers provides a stronger indication of how these two large user classes attract costs, and provides a better basis to determine 2005 to 2019 rates, which should provide the Board with the necessary confidence to approve the new rate class.  

For the other rate classes, the hourly load profiles prepared by Hydro One for the 2006 cost allocation information filing were used, which AMPCO submits -- and I think that's what Mr. -- which Mr. Aiken was referring to, although he used other data.  I think he was suggesting that it was the 2006 Hydro One information that was being used.

In any event, AMPCO submits it is appropriate, as Hydro -– as Horizon explained that load data is not available to Horizon to calculate LDC-specific load profiles for all customer classes, a greater sample size of smart meter data would be required in order to determine these load profiles.

Horizon also revised the demand allocators, and new 

allocators were created to accommodate the direct 

allocation of assets and expenses.

Horizon's large use LU 2 class weighting factors were also updated.  AMPCO supports Horizon's adjustments, and views them as appropriate improvements to the cost allocation model.

Horizon is proposing to realign its revenue-to-cost 

ratios for these -- for those rate classes that are 

outside of the Board's policy range to the upper or lower 

end of the range as applicable in 2015, and allocating the 

associated revenue shortfall to the remaining classes.  

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

AMPCO supports Horizon's approach to move the revenue-to-cost ratios within the Board -- to within the Board policy range.  AMPCO submits that this approach reflects the methodology put forward by intervenors and approved by the Board in any number of recent cost of service Decisions.

AMPCO submits, however, that based on the improvements made to the data and cost allocation model in this application, further improvements toward a movement 

to unity over the four-year period is warranted, despite what that impact might be to some of the large users in both classes.

To achieve this, AMPCO submits that Horizon should increase the revenue-to-cost ratios to equal increments towards unity for classes, resulting in a revenue-to-cost 

ratio of a hundred percent by 2019.  AMPCO has -- since I have begun to represent AMPCO, we have taken this position in every rate hearing that I've been involved with.

Three, the issue of the variance account.  As you have heard, Horizon Utilities has applied for fixed and variable distribution rates that maintain the existing Board-approved fixed/variable rate split for each rate class except for the large users.

The fixed/variable split for the rate classes other 

than the -- sorry, I gave you a heading and then I'm talking about something else.  Let's me talk about what I said I was going to talk about, the variance account, the 

symmetrical variance account.  

Horizon is proposing the symmetrical variance account.  If the Board, this Panel, does not accept their suggestion that there be a large user 2 class formed, I have only instructions to make one point on this issue, and I'm about to make it.

In AMPCO's view, the CCAA filing of US Steel Canada 

should not impact Horizon's proposal for a new large user 

rate class.  The four other customers meet the criteria 

for the rate class, and because of that and because of the 

way in which they will be treated more fairly than has been the case, should be the overriding principle that the 

Board applies in creating that rate class.

Now, with respect to the fixed and variable rates,  I am reading from Exhibit 8, tab 1, Schedule 2, page 1 at line 8:

"Horizon is not proposing a substantial adjustment to the existing fixed/variable split by rate class, except in the case of the LU (1) and" -- the proposed -- "LU (2) classes."

I don't think it's necessary for you to turn this up, 

but if I turn over the page to page 2, I would see that 

the proposed fixed/variable split with respect to the 

large user 2 class is 30.15 percent to 69.85 percent.

We have canvassed the AMPCO measurements of the proposed customer class, the LU 2 class.  They support this proposed split.

The only additional comment I would like to make is 

that if the Board does not accept Horizon's proposal to create this rate class, we submit that the fixed and variable rate split that you impose should revert to 

the present ratio -- which is in table 8.3 on page 2 of the 

reference I just gave you -– and that is 49.40 to 50.60.  


Subject to any questions, those are our submissions.


QUESTIONS BY THE BOARD:
     MS. SPOEL:  Mr. Crocker, I have one question. I think you said that AMPCO supports an approach where the revenue-to-cost ratios would all continue to move towards unity?

      MR. CROCKER:  Yes.

      MS. SPOEL:  Do you have any -- does AMPCO have a specific proposal as to what that would look like?  

I mean, Mr. Aiken gave us a little chart.  Or are you just putting that out, saying we should be doing more to move them all closer to 100 percent, including large use classes?

MR. CROCKER:  Yes, it is philosophical as opposed to 

a detailed analysis of the way it's broken down in this 

particular case.

MS. SPOEL:  Okay.  Fine.  Thank you.

     MR. CROCKER:  Thank you.

     MS. LONG:  Thank you, Mr. Crocker.

Mr. Brett, I understand that you're next.

SUBMISSIONS BY MR. BRETT:

     MR. BRETT:  Yes, that's right, Madam Chair, members.

BOMA is going to address three of the issues today.

First, the extension of the standby rate -- proposed extension of the standby rate to the LU 1 and LU 2 class.

Second, the creation of the LU 2 rate class.

And third, the proposed variance account around the revenues from the large use rate class.

And on the first issue, the standby rate, BOMA is opposed to extending the standby rate, because we don't think, as it's currently designed, it's fair.  In other words, we don't think it's just and reasonable.  We don't view the current standby rate that applies only to one class, the class over-50, general service over-50, in which a lot of our members reside, is fair.  And so we don't think it should be expanded further at this time.

Moreover, as you've heard during the hearing, standby rates were declared interim many years ago by the Board, and I think because the Board at that time was initiating its first review of standby rates and it wanted to serve notice that those rates would likely be changed, and it was actually declared interim in 2006, which is a long time ago.


You will also note, just in passing, that in the visual aid that Mr. Aiken gave you, standby rates have no policy range.  And that's unique.

And I -- in other words, under column G, it says "not applicable".  Well, that's because there isn't one.  And I take that as evidence that the Board has not settled its mind on what to do with standby rates.

Now, just a quick point of clarification.  Standby rates aren't the same thing as backup rates.  Partly this is a question of terminology, but partly it is a question of substance.

Backup rates, as they're normally spoken of, are rates, are -- backup power, I should say, is power -- is a power source that the customer has to have by law, or chooses to have in case the utility's service fails.  In other words, it is a backstop to the utility's service failing.


Distributed generation or embedded generation, for the most part it may be motivated in part by protection against the utility failing, but it goes well beyond that.  And it is not as a matter of law.

For example, hospitals, as a matter of law, have to have a backup generator of some sort, for obvious reasons.  Distributed generation, embedded generation, in the sense that we're talking about here, is a little different than that.  And that has some implications, which I'll get to in a moment.

So first of all, the -- I'm going to talk a bit about the definition of the rate briefly, because we did talk about that a lot at the hearing.  The standby rate is defined -- it is defined in the evidence.  And it's at Exhibit 7, tab 1, schedule 2, pages 1 and 2.

And you have a definition there of the current standby rate, the existing standby rate, for generation over 50 kilowatts, and it says there:

"Horizon [...] proposes that it is appropriate to

set a standby charge that is equal to the variable charge proposed for the GS > 50 kW class..."

      Extend that to M1 -- to LU 1 and LU 2 rate classes.

Now, that's the definition.  And the mechanics of it are a little complex, and I wish I had a -- I should have had a visual aid here, but I'm sure Mr. Clark could, if needed, supply a visual aid sometime in the future.

In any event, I can tell you the -- what I want to really emphasize is a couple things.

One, as you probably already know, it's a variable rate, but it is a demand rate.  It is not a commodity rate, so -- and that is because the rate class in question that is currently -- that currently has a standby rate, which is the general -- the large general service rate class -- think large commercial buildings, universities, community colleges, some large schools, and the like -- they are billed on a demand basis.  So they are billed on the basis of their peak demand each month, and it is -- technically they are non-coincident peak.  In other words, it's their own peak each month.

Now, the important point that I want to draw from the conclusion -- draw from the definition, you may recall I discussed at some length at the hearing whether the existing standby rate was an incentive for people to do distributed generation, whether it was neutral or whether it was a barrier.

And what the company agreed to in the hearing was that someone who had distributed generation, let's say for its entire load, who had set up a generation plant to produce a load equal to its customer load, was going to pay the same amount as someone -- same amount for the delivery of power as someone who did not do so.  So that the idea was that you were held -- everything was equalized, and that's at trans -- that's volume 2 of the transcript, page 9, line 5.

And that, to my mind, is a very important sort of starting point, because -- because of course everything isn't equal.  For one thing, the man -- the customer that installs generation has to pay for it.

So under this standby rate as we now have it, there is no incentive for the load customer to install distributed generation.  There is none.  There is no dollar saving to him, and unless he has a great fear that the utility is not going to perform, or unless he's required by law to do something, there is no incentive for him to do that.  He is no further ahead.  And that's a matter of common ground, in term of the amount that he pays.  He pays the same amount to the distributor in either case.

Now, this is obviously not the hearing to discuss the pros and cons of distributed generation.  You probably have all been here long enough to appreciate as much as me or more that it is a controversial topic.  It has been the subject of numerous Board reviews.  It is currently the subject of another Board review.

All of the standby rates in the province remain interim except for one, and I have no idea how it got made final, but all of the other ones remain interim.

And the Board, as you know, has launched another hearing, a more recent proceeding, and this was in a letter dated January 24th, 2013.  The Board commenced a proceeding with respect to the development of a standby rate policy for load displacement generation.  And that's Exhibit K2.1, and the Board reference number there is EB-2013-0004.

So I would note just in passing, though, that -- I want to talk about that for a minute.  Before I do, I would note that Horizon's conditions of service, which are published -- were published, the most recent version published July 26th, 2013, section 3.7, page 51 of the conditions of service -- they play -- they place the onus on the generator and on the load customer that wishes to have its own generation.  That load customer's responsible for all the equipment cost connecting to the grid.

And beyond that, the basic connection apparatus to connect to the grid, in respect of that, the Board -- the load customer -- the university or the school or the large commercial building -- may have to make a capital contribution.

And that's all spelled out, the details of that are spelled out in the connection -- in the conditions of service.

So the question is -– well, the question really is: 

What's the bother?  Why raise this at this stage?  What's 

changed?

And the first thing that's changed is the 

current Board review.  And I won't go through this because it was -- there is an undertaking that deals with it.  But sufficient to say that the Board wants to have a wide-ranging review of all of the issues associated with the standby rate, the benefits, the costs, the tradeoffs that are involved.

What this standby rate does -- and there is 

an evidentiary reference for this.  I believe it's page 2 

of schedule 1, tab 1 of Exhibit 7 of the distributor's 

evidence.  What this does, and the reason this was put in 

place -- and don't -- please be under no illusion about 

this -- is to protect the distributor's revenue stream.  

They say so in the evidence.

In other words, what they're trying to do is ensure that if somebody decides to put their own generation in, to supply half of their own power, they will still get their full revenue amount.  It is a protection of revenue stream proposition, and they admit that at two places in the evidence, at page 1 and page 2 of the evidence I cited.  

Now, there is nothing wrong -- I mean, I can understand that.  We all understand that, and that's sort of one pole in the debate.  And, you know -- and again, I don't want to get into the details of this subject, the substance of this debate particularly, because it's -- it is complicated and it's been going on for quite a long time.  But hopefully the Board is getting closer to resolving where they want to come down on this.  

Now, one of the reasons why the Board wants to resolve 

where they come down on this is that in the -- and 

I mentioned this briefly at the hearing.  The Minister of 

Energy made a directive to the Ontario Power Authority 

dated March 31, 2014, and it was in respect of something 

you all know about.  It was the 2015 to 2020 Conservation First framework.

Now, that directive is a 10-page directive.  But in part, it says -- and this is just one three-line quote.  This is the Minister's directive:

"The OPA shall consider CDM (Conservation and Demand Management) to be inclusive of activities aimed at reducing electricity consumption and reducing the draw from the electricity grid, such as geothermal heating and cooling, solar heating and that it is small-scale" -- that is less      than 10 megawatts -- "behind-the-meter generation."

      Behind-the-meter generation is what we're taking about, and it is the sort of generation whereby the party 

that installs it -- and we're talking about load customers 

here -- that install the generation, they need to have 

a standby rate, because, if not, they're assuming that, you 

know, their generator will work flawlessly forever.  And that doesn't happen, whether it is a gas-fired engine or it's a solar panel or whatever.

So to finalize this, we're told that the -- and, sorry, I'd also like to just make the point here that Horizon agrees with the fact that the government policy has changed.  And that's at volume 2 of the transcript, page 20.  They actually agreed that -- they agreed that generation behind the meter was now considered energy conservation.  

The reason that's significant is because the utilities and the OPA are, as you know, in the process of developing 

a six-year plan.  The government has said over and over 

again that conservation is their first priority in 

terms of the power supply.  You may not be the greatest 

believers in conservation, or you may be.

BOMA happens to be a believer in conservation.  We have pioneered many of the best conservation programs in the province, in some cases working with the OPA.

But in any event, that's what has changed, so that utilities are going to be expected in the future to be receptive to and to encourage and to incent distributed generation.  That, I think you take from the government policy.  You can take it from more than one place.  You can also take it from the Long-Term Energy Plan, which talks about co-generation, distributed generation.

And just as a footnote, none of this -- this standby policy doesn't apply to small solar generation.  And that was done, I believe -- there is a connection charge for someone, a homeowner, that puts solar panels on his 

roof.  There is a charge he pays; it's a rate, it's a utility rate.  It is a monthly charge.  It is very 

small.  It is something like five bucks a month.  And that is, you know, in part an incentive to encourage renewable 

generation.

So that's the -- that's our argument.  It's basically we're saying it's -- now, the one final thing is Horizon says:  Well, we've been -- people have approached us, some of our big customers have approached us.  They want to do -- they're thinking about doing projects of this nature.

I'm well aware of that.  I've worked on those projects for large steel companies.  But the fact is there aren't any yet, and when you talk about projects of that size, they're very complicated.  And if somebody shows up with a serious proposal, our suggestion would be, rather than just simply extend this rate, the utility can enter into the negotiations with the end user.  

I mean, these are big enough proposals that they're going to be custom-designed, I think, anyway.  I mean, if Dofasco wants to do a 100-megawatt co-generation project based on waste gases, that's not going to be covered by any standard offer program.  That's going to be a custom-designed program; it almost has to be.  

So I would say let them react that way and negotiate.  Don't –- I don’t want to make –- you know, I know that I'm making a bit of a fuss about this, but I think it's important to get this right.  There are only about 14 utilities in the province that have these rates.  They vary widely, but I think it's –- I mean, the Board is sort of on the cusp of grabbing this problem.  Let's -- we would prefer to see them work it out before they make any further changes.  

Okay.  The second issue is the creation of the LU 2 rate.  Our position there is that we're against the creation, BOMA is against the creation of that rate.  And if it is to be, if the Board decides that it is to be composed, then we would like to see it phased in over the five-year period.

Now, I have arguments that I'm going to summarize 

here.  Some of them relate to our opposition to it, in the 

first instance, and some of them relate to the fallback 

position that if you do it, it should be phased in.

I have one general point, to begin with, and that is that we view this as a matter of rate design.  The creation of a new rate is a rate design matter.  And the Board, historically and legally, has wide discretion in its rate design.

Now, the second, the related point is that there are cost allocation aspects to it, and the further you dig into a lot of this, you know, you realize that cost allocation and rate design, it is not often -- it is not always a bright line.  It is sort of an area that blends together.

But having said that, creation of a new rate class is rate design, primarily.  It is not cost allocation; it's rate design.  It may have cost consequences for different parties.

I think Mr. Aiken made that point more eloquently than I.  And we agree with his submission in this regard, that you can -- there is nothing inappropriate about directly assigning costs to customers or to classes -- to rate classes or to functions.  This is done all the time.

I mean, gas storage gets allocated costs directly, so you can directly assign costs to classes.  You assign the total cost of an asset to a class.  That's just -- that's just normal direct assignment in cost allocation.

But it's another thing -- it's another -- and I'll come back to this in a moment -- it is another thing entirely, it seems to us, to create a class based on the fact that all of the members of that class are directly connected, have assets that are connected to the network by assets that no one else uses.  In other words, they have exclusive use of assets.

That raises some questions, in our mind.


Now, you've been told a couple of times of times about the shifting rationale for -- that Horizon used during the hearing to justify this, and their change in their -- in their undertaking to say:  Well, we could offer an alternative proposal that basically is from 5 to -- megawatts up with direct use of assets.

I'm not going to dwell on that.  The only thing I would say is when you get down to the 5 megawatt level, you're at a level where you could have more switching going on, because you could have people that are just below 5, that may be or could become users of sole, exclusive used assets who could then shift into that class.

I mean -- and so the evidence isn't clear, to me at least, not clear whether or not there are other people that are currently on shared primary service that might become candidates for this exclusive service at different points in the future who are now not at 5 megawatts but are close to it.

I mean, 5 megawatts is very different than 15 megawatts.  There are more customers.  Think universities, McMaster, large college campuses.  I don't know what their actual MW is, but when you get down to 5 megawatts you are opening this up to a -- you are getting a lot of people in the 4- and 3-megawatt range, and we don't know how many, because there is no evidence on that, but that's a risk.

Now, the third point is that -- and I'll summarize this, because I -- this, again, I asked a bunch of questions on this in the proceeding.  The reallocation of costs in this case is extraordinarily large.  I mean, if you look at the reduction in the costs allocated to the LU 2 new class compared to what they were bearing as members of the LU 1, it is a reduction of about 90 percent.

Now, that's extraordinary.  I mean, very seldom in cost allocation exercises do you see a party whose costs are practically -- are removed almost in their entirety.  I mean, their costs are close to zero.  Their actual costs, in terms of the distribution level assets -- in other words, the feeders and switchers and so on -- was $37,000.

That was made clear in Toronto -- in Horizon's answer to city of Toronto -- city of Hamilton No. 1.  37,000 bucks.  I mean, basically they are operating without costs for a period of time.

Now, you know, I -- that is -- here's a place where I would agree with a comment of Mr. Warren's.  When you are looking at cost allocation, you have to look at the technical narrow causality issues, agreed, but you also have to sort of step back in his -- and I'm not opining on that issue he was discussing, but I'm just saying you have -- I think I agree that you need to step back and look at the overall picture in kind of a common sense sort of way and say:  Well, wait a minute.  What's happening here?  And why has this happened now and not 25 years ago?

I mean, surely it must have been known for a long time that Stelco and Dofasco and the other two, General Motors, were using dedicated assets.  You don't have to be an engineer with 50 years' experience to understand.  Those companies were connected 50 years ago, in some cases, and the evidence says that, 25 years ago.

So it's been known for a long time that they're on these assets.  What's different, I guess, is that they've been depreciated to zero.  But I think some of them were probably depreciated to zero some time ago.

Mr. Rodger said some of them -- well, leave that aside.

So that's an issue, and it also -- the result of all of that is that other parties, of course, pick up those -- pick up those costs, and we're one of them, but it's not so much that, because our increases aren't huge.  They are not order-of-magnitude increases.

But it is the fact that you have this -- and here I want to refer and agree with Mr. Janigan -- you have a seesaw effect.  You have the increase in 2015 and the decrease in 2016 and '17, not just for the LU 2 but for a number of the rate classes, including ours.

And that's not good, from our point of view.  BOMA does not like -- they like stable, predictable rates.  I guess you could say everybody does, but it makes budgeting very difficult.  BOMA members have thousands of tenants, and the energy costs are pushed through to those tenants in different ways under different leases, and there are many kinds of leases.

And so that if you have rates going up and down, tenants complain.  And I remember the very first meeting I had with the BOMA energy committee was -- it wasn't so much the level they were after; it was the predictability and the smoothness.  They didn't want jagged up and down.  That makes life difficult, particularly for our people.  I realize we're not the only ones, but from BOMA's point of view that is not a customer-friendly, consumer-centric sort of picture.  That is a hostile sort of picture.  It's a -- or not hostile, but it is a picture that complicates their work quite a bit.

Now, I'm not going to get into the sort of detail of -- there is a number of points that Mr. Janigan very thoroughly covered, having to do with some of the consistencies and inconsistencies in setting out this LU 2 rate the way they have, but I'm going to leave that.  He handled that much -- particularly in the hearing handled that very thoroughly.

However, I want to come back to my comment about a rate class that is defined on the basis of direct connection.  And I agree very much with what Mr. Aiken said.  BOMA agrees with what Mr. Aiken said, and I want to put it -- but I want to add two other -- three other comments to that.

We think that -- first of all, we think that it does have implications for postage stamp rates, which has been the basic method of ratemaking in the province since the beginning of regulation.

As you well know, and as he said, classes are normally defined in terms of amount of demand, consumption, perhaps technology, what is the level of voltage, what is the voltage level of lines serving the various customer groups.  You want to end up with customer groups of a similar general size and requiring the same general level of service.

Interestingly enough, these major plants are served, the evidence is -- and I asked this question specifically -- that they're served with 13.7 voltage KW, which is the same voltage that the primary system of Horizon is.

And you will recall that Horizon is going to great lengths, propose to spend a lot of money, to get rid of their remaining 8- and 44-kilowatt service, their so-called secondary service.  They have been doing that for many years, and they are going to continue to do it.

So our concern is we think it is -- could be open to abuse in certain situations.  Effectively, what you've got is a situation where someone who could engineer or, you know, bring to fruition a direct connection to the HONI transmission station -- and bear in mind these three transmission stations, as I understand it, that happen to serve these four facilities are owned by Hydro One Transmission, and there are certain assets that are sort of the inlet or the outlet to them that are owned by the Distribution company.  But they're owned, as I understand it, by HONI.

Now, if you can engineer somehow a direct connection 

to HONI and your competitor is somehow, by his location, 

required to take distribution service as well, then there 

will be quite a different allocation of costs to people in 

the similar -- who would normal normally be in the same 

class, and who might even be competitive with one another.

So we have concerns about that.

     The other point is that I don't know of any precedent to this.  We haven't been seeing in the evidence any precedent for a rate class defined basically by the fact that all of the assets used by the membership are not used by anybody else, an exclusive use of assets.

And finally, I think that the argument that was 

advanced that this is -- you know, one of the reasons we 

have to do this is because parties may connect directly to 

HONI and effectively bypass the transmission system.

Now, two points about that.

One, if they're talking about existing parties, we would have doubts, as a matter of law, whether they can do that, whether the Board would permit that.  That's a straight bypass.  

If we're talking about new -- new stuff in the franchise area, I'm not exactly sure how that would play out.  But I think the evidence was, as I recall Mr. Warren saying, was that there were no people who had -- none of the customers had said that they were determined to do this.  It was a very sort of a mild:  Well, this is something that we might look at.

But I think it is a red herring, in large part.

     Finally on that, if you are going to do it, then 

I think it needs to be phased in.  And I'm not sure I heard Mr. Aiken exactly correctly, but I think he said something to the effect that you could effectively do 50 percent of it now.  In other words, you would take 50 percent of the costs that Horizon is proposing to take away from the LU 2, and leave it at that. 

Our suggestion would be you could phase it in over five years.  I won't go into the details of the mechanism, but it seems to me it's simply by moving -– by reducing the costs in the LU 2 by 20 percent each year over five years.  You get at least a -- you get a dampening of the magnitude of the oscillations of the rate.

So that's that.  The last question is the deferral account.  And Horizon has asked for this deferral account in the event that you don't create the second class, the LU 2 class.  It would be symmetrical, but I don't know whether it's practically symmetrical.

I mean, it is dubious to me -- doubtful to me whether 

there would be a situation arising in the near future 

where the revenues would exceed the forecast in the 

circumstance.  Everything that we've heard and read, 

although there is no hard evidence, but -- you know, this is an industry that's had repeated downsizing over the last 

15 years and is in some difficulty and continues to be in some difficulty, as is evident from the filing under the CCAA.  

 
Now, our understanding is that Horizon is not at risk for amounts delivered after September 16th, the date of the filing, because -- as I think they are covered by, as I understand it, debtor and possession financing.

Now, there are two introductory points here.

First, there is an impact on Horizon, if they did not have a variance account.  But we do not think that -- based on our examination of the numbers, we do not think that we're talking about any kind of impairment of the financial 

viability of the company here.  I mean, Horizon is a very large utility.  It has 120 million-odd in revenue requirement.  It would be a cost to them if they lost, in the hypothetical put forward -- if they lost the Stelco load, or part of the Stelco load. 

But you have to -- before setting up a deferral account, you have to compare that cost to the total size of their business.  And I don't see how anyone could argue that their financial viability would be impaired, unless 

one has a definition of financial viability that says:  Well, we couldn't do every single thing that we 

wanted to do; we had to postpone two or three things for 

another few years.  Which, I think, is basically their argument.

That is not financial viability in the way that the Board used it in the RRFE report, it seems to me.  They're 

talking about with the basic legal regulatory concept that 

you have to give the utility enough money that it can survive and thrive.  It will have small ups and downs.

So just to summarize this, there are two big 

issues.  There are two important issues that we see with 

this proposed deferral account.  And both of which, I might 

add –- well, at least one of which, and perhaps both, were 

already noted by the Board in its Decision in EB-2010-0131.

Now, that's an earlier Horizon case where Horizon 

asked for a similar account, a variance account around 

a revenue forecast, in that case for two large use customers.  They wanted a tracking account, which is 

a variance account, and the problem with -- the first big 

problem with that -- and the Board made this point and they 

said this was the most important point -- is that allowing 

a variance account for a revenue -- for a revenue decrease 

in the course of business is completely contrary to the 

basic method of test year, the forward test year method of 

ratemaking that's been used here since the beginning.  

I mean, that method is -- is that you shall, you know -- the utility makes its forecast.  It forecasts its revenues and its unit costs in the test year, in the years beyond, and it -- they're accountable for their forecasts.  And sometimes they win a bit, and sometimes they lose a bit.  But over time, the utilities -- and I don't think Horizon is any exception -- they tend to make returns in excess of their allowed returns.

So they make out all right, but they live by their 

forecast.  That's the test; that's the forward test year 

method.  If you want to go back to something different, 

like a historical test year or some different deal that they use in the United States, well, that's something else again.

But that's against that method, and that's what the Board -- the Board said that.  I was trying to see if I had the quote written down -- I don't have it, but it is the Board's discussion of account No. 1572 in that case, around about the end of the case.  

That's the first one.  And, you know, there is one 

other, I guess, smaller point, but in a way, it is part of 

the same point.

If you look at the list of deferral accounts that 

have already been established, and say you were to look at 

the list that -- in the evidence here, I mean, you would 

see a pattern in those deferral accounts.  A number of them are for regulatory charges that will change over the course of a year, a number are for upstream transportation charges, transmission charges in electricity, transmission charges in gas, TransCanada tolls in gas cases.  A lot of them are for regulatory changes.  Some are for tax changes.  There is a deferral account that deals with PILs.  But they're for those kinds of things that happen throughout the year, and which the utility really, you know, is a taker.  They're a taker.

When HONI sets a new toll, if it's halfway through a test year, Horizon pays that toll.  There is no question of it.  It's a regulatory requirement, and so on and so on.

Now, that's very different from a deferral account or a -- sorry, a variance account wrapped around a revenue forecast.  There you're getting right into the basic risk/reward -- risk/reward spectrum of the utility's business, and you're altering it.  And we don't think that's appropriate.

And then the final point is the precedent point.  Now, I can't remember whether the Board made this point in EB-2002-0131.  I think they did, but basically the question is this:  If you do this, if you allow a deferral account in the circumstance where the financial viability of the utility is not at risk, clearly you are going to have a lot of other people coming in looking for those kinds of deferral accounts, because as soon as somebody has a problem, a customer departs -- and we've seen some of the smaller utilities, you know -- you're going to have a long line of people coming in and saying:  Well, why can't we have that as well?  You know, we had so and so -- Leamington, Heinz closes a plant, and 800 people lose their jobs and the Heinz plant doesn't take any more electricity and gas.  How long is it going to take for them to come in?

      So I should -- so anyway, just a final point, not to put too fine a point on it, well, in 2010-0131 the Board rejected that.  They rejected that request.


And going back to the forward test year, the forward test year is here.  The forward test year benefits the utility.  It benefits the utility because of the asymmetry of information.  They know more about their business and their forecasts of all of the parts of the business than intervenors could ever know or that you could ever know, so the forward test year is a valuable thing for the utility.

      So on the one hand they shouldn't enjoy the benefits of the forward test year, while on the other hand come in and saying:  Bail us out, because there's a risk here that our revenues might be less than we put in the forecast, and the forecast is settled.

The settlement account is -- the settlement agreement has been done, you know.  There's no need to tinker with that.

I think those are my submissions.  Thank you.

     QUESTIONS BY THE BOARD:
DR. ELSAYED:  Just a question about the creation of the new class.  Did I hear correctly that you mentioned that there are no precedents in establishing a class --

      MR. BRETT:  I -- yes, I think what I said is, to be a little more humble, that I'm not aware of a precedent for establishing an account -- a new class based simply on or primarily on the fact that the members of that class all have exclusive use of the assets that serve them.


DR. ELSAYED:  But do you agree or not agree with the principle that a customer should not pay for assets that do not -- they do not use?

      MR. BRETT:  Well, I think that in general, yes, but I think that you should use -- the Board should use its discretion to look at the broad picture and, you know, to look at the magnitudes of the amounts.  But in general I agree with the principle.

But I think, you know, there -- I would just say that I think there are several principles at work here.  That's one of them.

     DR. ELSAYED:  One other question.  You also mentioned that using 5 megawatts as a threshold, I guess, compared to 15, may create a risk, and that there may be a number of customers that would be closer to the 5 that may move in and out.

Are you -- is that a fact, that you are aware that there are --

MR. BRETT:  No, I did say after that that I didn't have evidence on the number of customers.  I was just really presuming that there would be more customers, you know, close to 5 than there would be customers close to 15.  That was really --

     DR. ELSAYED:  Thank you.

MS. LONG:  Thank you, Mr. Brett.

     MR. BRETT:  Thank you.


MS. LONG:  Board Staff, do I understand that you are proceeding next?

     MS. HELT:  Yes, and I won't be more than 20 minutes to half an hour, given the other submissions that have already been made.

     MS. LONG:  Thank you.


SUBMISSIONS BY MS. HELT:
     MS. HELT:  Thank you, Madam Chair, members of the Panel.


Board Staff has prepared its submissions in a manner similar to the argument organization that Mr. Rodger delivered the other day, and is similar as well to Mr. Janigan's presentation and Mr. Aiken's presentation; namely, Board Staff will be going through each of the unsettled issues in order as they are set out in the Issues List, beginning with Issue 1.4 and then addressing Issues 4.1 through to 4.6, to be followed by a submission concerning the proposed deferral account.

      Firstly, with respect to Issue 1.4:

"Do any of Horizon's proposed rates require rate smoothing or mitigation?"

Horizon's submission is that no rate mitigation is necessary, on the basis that the total impacts are below 10 percent.

In support of that submission, Horizon referred to the settlement proposal at appendix H, which sets out the bill impacts, both the distribution bill impacts and the total bill impacts.

In Board Staff's submission, Board Staff referred to the mitigation plan approaches that are set out in chapter 2 of the filing requirements, specifically 2.11.13.1, mitigation plan approaches.

Those filing requirements state that a distributor must file a mitigation plan if the total bill increases for any customer class exceed 10 percent.


Board Staff notes that while there are distribution increases in excess of 10 percent in appendix H, there are no total bill impacts over 10 percent.

Board Staff also notes for the Panel that the large increases mostly occur in 2015, when the effect of the settlement proposal's OM&A increase from the 2013 level to the 2015 level is implemented.

While the total bill for residential increases by 2.75 percent in 2015, Board Staff notes it averages a 0.75 percent increase over the five years of the custom IR period.

There are some large impacts that occur after 2015 to the LU 2 class distribution charges.  However, Board Staff notes they reflect, in Board Staff's view, capital additions expressly meant for those customers.

For these reasons, Board Staff does not see any reason for further rate mitigation.

Moving on to the next issue, 4.1:

" Are the rate classes and their definitions proposed by Horizon appropriate, including the new LU (2) class?"

As set out by Mr. Janigan in his submission , the 

original proposal by Horizon was to separate the class based on volumes.  After discovery, Horizon changed its 

proposal to separating the class, whether the customers 

were served from dedicated facilities or not.

Board Staff largely adopts the proposal made by -- 

or the submission made by Mr. Janigan with respect to the 

large user class, and does support the creation of the 

large user class.  

Board Staff submits that cost to serve a customer should be a differentiating factor for determining classes, and dedicated facilities, by nature, have a different cost structure.

If a customer is served with dedicated facilities, 

Board Staff's view is that those costs should be borne by 

the dedicated customers and no other classes should bear 

those costs.  Similarly, the dedicated customer does not 

contribute to the shared facilities. 

The Board's cost allocation model is designed to permit direct assignment of dedicated facilities, such that only those costs attribute to the customer on the dedicated facilities.

      Horizon has explained how it has used the Board's 

model, and therefore Board Staff supports the proposed 

bifurcation of the large user class.

With respect to standby power rates, again Board Staff adopts the submissions made by Mr. Janigan with respect to standby rates.  Horizon's proposal of setting the respective class standby rates to their variable is consistent with the Board's prior finding for Horizon's EB-2010-0131 proceeding.  

Board Staff also notes that the Board, in the EB-2005-0529 proceeding, stated that all standby rates, including future standby rates, are declared interim, and as such, 

Board Staff does not oppose Horizon's proposal on an interim basis.

With respect to Issue 4.2:

"Are the inputs to the cost allocation model appropriate?"

Board Staff notes that in doing its review of this particular matter, Horizon engaged the services of Elenchus and asked that the accounts be reviewed at a more granular level.

Horizon found that certain accounts defined as primary assets in Horizon's 2011 cost allocation model actually included primary and secondary assets when reviewed and examined on a sub-account basis.  

Essentially, what that means is that certain customer classes were allocated costs for assets they were not using.

In direct examination, Horizon stated that they make 

certain that, quote:

"... accounts that are defined as 'primary assets' that were in the 2011 Horizon cost allocation model included both secondary and primary assets when you examine them on a sub-account basis."

The reference for that is from day 1's transcript, page 29, and the testimony of  Ms. Indy Butany-DeSouza.

      Board Staff submits that this has led to a more accurate allocation of costs to only the customers served at primary voltages, as well as to those at lower voltages.

      To address this, Horizon has stated it has taken steps that generally improve the accuracy of the cost allocations in the model.

As noted by Mr. Janigan in his submission as well, 

Horizon has refined their costs, updated forecasts, and in 

the case of the street lighting, performed an audit to help 

determine with accuracy the device-to-connection ratios.

In light of all these steps taken, Board Staff 

submits that the inputs to the cost study are appropriate.

With respect to Issue 4.3:

"Are the costs appropriately allocated?"

Board Staff submits that Horizon has appropriately employed the Board's cost allocation model.  It has appropriately separated the direct -- the costs directly assigned to the LU 2 class, and updated the inputs and factor weightings in the model.  Board Staff has no further submission with respect to this issue.  

Issue 4.4:

" Are the revenue-to-cost ratios for all rate classes over the 2015-2019 period appropriate?"

Horizon is proposing to realign the revenue-to-cost ratios by adjusting the revenue-to-cost ratios for those rate classes that are outside of the Board's policy range to the upper or lower end of the range, as appropriate.  

Board Staff notes that the revenue-to-cost ratios are all within the approved ranges set by the Board, and as such, are appropriate.  And Board Staff makes no further 

submission with respect to this issue.

Issue 4.5:

"Are Horizon's proposed charges for street lighting appropriate?"

There have been submissions this morning with respect to the proposed charges being based on the best evidence that Horizon had available to it with respect to setting these charges for street lighting.

The Board has also heard in evidence that an audit 

of the street lighting has been completed.  While Mr. 

Warren did note that there was some testimony given by Mr. 

Basilio with respect to a number of devices that are 

in dispute, Board Staff notes that this is approximately 

2,500 out of a total of 52,384 devices, which is a very small variance.

Board Staff submits that based on the most up-to-date information that the Panel has available to it, and that Horizon provided in its evidence in this application, that the changes in costs and resulting rates for street lighting are appropriate.  

Issue 4.6:

"Are the proposed fixed and variable charges for all rate classes over the 2015-2019 period appropriate?"

The Panel has heard various submissions with respect to this particular issue this morning already.

      As you've heard, Horizon is proposing to maintain 

the existing fixed/variable splits, and in doing so, some 

classes have their fixed charge moving further above the 

ceiling.  This was actually confirmed in response to 

Interrogatory -- Staff Interrogatory 32.  If I could just 

correct that, it is 8 Staff 32, which highlights that 

classes that moving further away from the ceiling.

So at issue is whether maintaining the status quo 

for the fixed/variable split is appropriate.  

The Board has currently filing guidelines in place, chapter 2, filing requirements for 2015 filings.  At 2.11.2 rate design policy consultation, the report states:

     "On April 3, 2014, the Board released its Draft 

Report on Rate Design for Electricity Distributors (EB-2012-0410) which proposed implementing a fixed monthly charge for distribution service.  While the policy consultation is still ongoing, distributors can      propose a fixed monthly charge within their      applications based on the proposed policy options as applicable, for the Board's consideration."

      Board Staff notes that one of the policies that is 

currently underway is the Board's current proceeding on 

revenue decoupling, EB-2012-0410.

While Board Staff recognizes that the policy set out in the report of the Board in EB-2007-0667 -- that is, the policy dealing with the application of cost allocation for electricity distributors -- that policy provides that fixed charges are not allowed to move further from the ceiling if they are already above it.  And the Panel has heard submissions with respect to that this morning.


Board Staff does note and does rely on the chapter 2 filing requirements in suggesting to the Panel that Horizon's proposal to maintain the fixed charges while some of the fixed charges may move above the ceiling is appropriate in this particular case.


This is a custom IR application, and so the filing requirements, while they do not necessarily apply or are directly applicable to custom IR proceedings, it's Board Staff's view that, directionally, the Board's current initiative of increased fixed charges is permitted by virtue of what is set out in chapter 2 of the filing requirements.

Lastly, Board Staff has some submissions with respect to the proposed deferral and variance account.

Horizon has asked that if the new LU 2 class is not approved, that the Board authorize the establishment of a new symmetrical variance account to address potential changes over the next five-year test period.

Board Staff recognizes that Horizon has stated that it intends to honour the settlement proposal and will not vary the agreed-upon volumes as set out in that settlement proposal.

Horizon has also noted that if the LU 2 class is not approved, the loss would be material, and the materiality is spelled out in the confidential version of Exhibit 10 that was filed by Horizon.

Horizon has also stated any surplus or deficit accumulated in the account would be settled with the customers of the LU class only.

As noted by my friend Mr. Barrett -- Brett, I'm sorry, this request is not unprecedented.  In EB-2010-0131, Horizon did request a similar approval to attract -- to track in a sub-account of account 1572, extraordinary event losses, any distribution revenues related to demand above the revised load forecast for two specific large use customers.

Horizon proposed they balance the -- or record the balance in the sub-account, and upon disposition that would be shared 50/50 with its large use customers.

In that case, Horizon proposed that the account be asymmetric and that any downside risk be borne by Horizon and its shareholders.

The Board did, in fact, deny the request.  The Board stated that:

"The Board finds that the asymmetric return profile to the utility, 100 percent of the downside risk, and 50 percent of the upside benefit, and the limited coverage of the account as it applies to only two of Horizon's 12 large use customers to be problematic."

      Board Staff notes that there are some differences with respect to what is before the Panel in this proceeding and the EB-2010-0131 case.

First, in this proceeding, the proposal is symmetrical, to the extent that if a deferral account is granted, credits or debits will be cleared to the LU class.

The second difference is that this is a rebasing application.  While the potential loss is not in the volumetric forecast, for the agreed-upon values have been set as per the settlement agreement, it is being brought forward as a potential business risk with material harm, as shown in Exhibit 10, over the term of the custom IR.

Horizon's proposed clearing of the proposed deferral 

account would be to the LU class.  The rationale given is that the costs allocated to that class would stay with that class and not be borne by other classes.

Board Staff notes, however, if Horizon removed US Steel from the cost allocation model, the allocators would change the relative relationships, for the proportions of use would change.

By way of example, if US Steel was one-tenth of the coincident peak and allocator in the cost allocation model, then if it's removed, the costs that would still remain would be allocated over the remaining 90 percent.  All classes would see an impact.

It's Board Staff's submission, therefore, that based on the magnitude of the potential loss and based on the principles of cost allocation, Board Staff does support the deferral account request if the LU 2 class is not approved, but submits that the deferral account should be cleared to all customers, given the way that costs have been allocated.

Furthermore, Board Staff submits that in agreeing to the deferral account, all associated costs must be tracked and accounted for so that they can be reviewed when Horizon brings forth the deferral account for disposition.

While agreeing that a deferral account is reasonable, this submission is no way to be construed as supporting the components or quantum of the account.  Any future clearing of the account should be based on the usual principles of materiality and prudence and whether or not any of these costs could have been controlled by Horizon.

Subject to any questions that the Panel may have, those are Board Staff's submissions.

MS. LONG:  Thank you, Ms. Helt.  We have no questions.


Mr. Shepherd, do you have any idea how long you think you'll be?

MR. SHEPHERD:  Between 30 and 45 minutes.

     MS. LONG:  I think what we'll do is take a 15-minute break, and then we'll come back.

     MR. SHEPHERD:  Perfect.  Thank you.


--- Recess taken at 12:40 p.m.


--- Upon resuming at 1:01 p.m.

MS. LONG:  Mr. Shepherd?

SUBMISSIONS BY MR. SHEPHERD:

     MR. SHEPHERD:  Thank you, Madam Chair.  For the 

assistance of the Panel, and so as not to be upstaged by 

Mr. Aiken, I do have a visual aid, which is a package of 

references to the evidence that I'll be referring to in my 

argument.

MS. LONG:  Great.  Can we mark that, please?


MS. HELT:  Yes, Exhibit K5.2.

EXHIBIT NO. K5.2:  SEC VISUAL AID.

     MR. SHEPHERD:  And in this final argument, I have comments on six things.  I do not have any submissions on standby rates or street lighting rates, which have been well-canvassed by others.  So let me start with fixed/variable split.

And before I get into my main reason why you should 

not approve the fixed charge that was requested by the 

applicant, I do want to deal with a point raised by Ms. 

Helt, who said, well, the filing guidelines, the filing 

requirements for cost of service applications -- which, of 

course, this is not, but let's assume they apply -- say that you can ask for higher fixed charges.  

Well, so I am reading it now, because it hadn't occurred to me this would apply.  

The filing guidelines -- this is on page 53, I think, of the filing guidelines -- refer to the EB-2012-0410 consultation and say, and I'm quoting:

"While the policy consultation is still going on..."

And that's EB-2012-0410,

"... distributors can propose a fixed monthly charge within their applications..."

And here's the important part:

"... based on the proposed policy charges as applicable, for the Board's consideration."

End quote.

So to the best of my knowledge, the Board has not in that policy consultation proposed any fixed charges for GS over-50.  I may have missed it, but I don't think so.  

So if the reason why increasing the fixed charges for GS over-50 in this case is the filing guidelines, the filing guidelines don't in fact say that.

So what is the policy that's applicable?  Well, this 

Board actually considered that just recently in the Cambridge case, which is EB-2013-0116.  And I've provided 

that now, although two them of the members of this Panel 

were that Panel, so I'm sure you remember it.

It's really very simple.  If you look at page 2 of our 

materials, the Board's policy is that fixed charges are 

not allowed to move further from the ceiling if they were 

already above it.

It is not really complicated.

And so in that case, Cambridge proposed to do exactly what Horizon is proposing to do here.  And the Board said:  No, we have a policy.  You didn't give us any evidence that should be treated differently, so we won't.  

So we then asked -- if you look at page 4 of our materials -- we then asked the witnesses:  Well, you know that's the policy, right?  And that the Board's affirmed it in a case recently?

And the answer was, if you look at page -- at line 19 on page 4 of our materials, this from the transcript, day 1, page 154 -- the Cambridge Decision came out.  Now,  

somebody will correct my date timeline, but certainly well 

after we filed and potentially either after we were 

through interrogatories as well and into the settlement 

conference.  So at that time, we didn't consider updating it.

So their basic reason for not following the policy is, 

well, the Cambridge Decision came out too late.  Well, sorry, the policy is relatively clear.  And now they do know what the policy is and they should comply with it, unless they have evidence to say that they're in a different position than the policy applies.  They have 

not filed any such evidence it should not apply -- that it 

should not apply.

I just want to add one other point, and that is on 

page 5 of our materials, at pages 5 and 6.  This is 

an excerpt from the argument in-chief of the applicant where they provide us a new reason why the fixed/variable split should be maintained and the fixed charge for GS over-50 should be increased.

Right at the of page 5 of our materials:

"Horizon submits that it remains reasonable to allow the maintenance of the fixed/variable splits in the current case before you.  Doing so allows for the possibility of less volatility in revenue, and we submit that that is particularly important..."

      Here the part that really annoys me:

"... where the settlement agreement already involves reductions to Horizon's revenue requirement from that originally proposed in the application."

      So the argument is:  We convinced the intervenors and the Board to go along with a revised revenue requirement.  And now we're saying:  Oh, but with that, now the unsettled issues have to go our way.

Well, no, that's not the way it works.  The unsettled issues are unsettled, and the fact that they settled on something in the settlement agreement is not relevant whatsoever to those unsettled issues; it is not proper argument.

Therefore, we believe that the Board's policy should be followed, the fixed charges should be set -- should not go further away from the maximum.

The next area is reallocation of primary and 

secondly assets.  And if you take a look at page 7 of 

our materials, this is described by Ms. DeSouza -- Ms. Butany, sorry.  And the important part here is -- and basically they simply looked at the classes and said:  Well, these assets which we think are primary actually 

include some secondary assets.

That's wrong.  In fact, the reallocation benefits not just the large user class, but also the GS over-50 class, which means the schools, as was pointed out to us, and we agreed with on page 108 of the transcript, page 8 of our materials.


But here's -- and we still agree this is a good idea, not just because it helps us, although we're probably influenced by that, but also because this is also quite different than the other changes.  I'd like to take you to page 9 of our materials, in which we're asking about how this came about.  

And so the first thing they say, if you see on lines -- on lines 8 through 11 -- or 12, I guess, this had nothing to do with creating a large user class; this is completely separate.  And they go on to confirm that, yes, they're trying to correct an error.

Now, then Mr. Todd jumped in on the next page, from Kathmandu, to make clear -- and this is the important 

part -- this was not even part of their original instructions.  They were not asked to look at this.

What happened was -- and you see it here in lines 13 

through 15 -- that they noticed while they were doing 

their analysis that there was an awful lot of primary assets in Horizon.  It seemed unusual, and they said:  Well, we’d better ask about this.  And they did, and 

they found out there was an error.  And they said:  You should fix this.

So this is not -- this is something that happened 

not because somebody had a plan; this happened because 

an error was found and corrected.  It benefits some classes, hurts other classes, but it was not done for 

a purpose.  It was simply done to correct an error, so we 

agree that should be implemented.

The third thing we want to deal with is revenue-to-

cost ratios, and this is one that doesn't help Schools.  It 

actually hurts Schools.

Following the proposal of Mr. Aiken, which is the standard way the Board adjusts revenue-to-cost ratios and has been approved in dozens of applications that I know of and is set out in 7 Energy Probe 49(b), that standard method actually increases the revenue-to-cost ratio for GS over-50, which is where most of the schools are.

So it would increase our rates, but it's in our interest to make sure that the Board does this consistently throughout.

In most other parts of the province, following 

this procedure, the procedure where everybody stepwise 

moves closer to unity, actually helps the GS over-50 class because most of us are above a hundred percent.  But in this case, it hurts us, but getting it right is still important.  So our proposal is that the Board should 

adopt -- and we agree with Mr. Aiken's submissions, and our proposal is that the Board should adopt what he has proposed, which is in 7 EP 49(b).

So those are the -- what I would have thought of as the easy ones.  Now, there's two pretty difficult ones, and that is the load profiles and the creation of the large user 2 class.  So let me deal first with the load profiles.


This only benefits the large user class, and in fact only benefits the LU 1 class, really.  Nobody else benefits from changing the load profiles, because that's the only load profile that has been adjusted.

So we asked, well -- and let me see if I have the reference here.  I do.  On page 11 of our materials, we tried to understand what it was that was going on here.  And basically, if you have a flatter load profile, that means less costs, demand-driven costs, are going to be allocated to your class.

And so if you have customer A and customer B, and customer A has a flatter load profile, they will generally have less costs allocated to them than customer B, because peakiness drives some costs.

And -- but that is a zero sum game.  Those costs, those demand-related costs, have to be allocated somewhere, so if you flatten the load profile of one class, that means that -- all other things being equal -- they'll pay less and everybody else will pay more.

And the Horizon witnesses, in fact, confirmed that, and you see that at page 11 of our materials, where you look at lines 13 through 17.  You will see it's a zero sum game, and they agree.

Now, here's why that's important.  Because in looking at the profiles, the -- neither Horizon nor Elenchus looked at everybody's load profiles.  They said:  Let's look at this one, only this one, but not any of the other ones.  So for this one large user, we're going to use 2013 data.  All the rest of them, we're going to use 2004 data and we're going to treat those as if they're the same, and we're going to share the cost based on LU customers over there, assuming your load profiles are 2004 load profiles.  And this one group here, your load profile is a 2013 load profile.

Well, because it is a zero sum game, you know that the 2004 load profiles are going to be wrong.  It is not even -- it is fairly straightforward.  Since 2004, we've had smart meters.  We have had time-of-use rates.  We have spent billions of dollars to convince those customers to flatten their load profile.

And so, as Mr. Aiken pointed out quite correctly, unless it was a failure, those load profiles are almost certainly flatter, but what Horizon says, is:  Oh, no, well, but that would cost a lot of money to do that -- and you see that at page 13 of our materials --so we didn't do it.  We didn't try to get all those other load profiles right, because it would cost a lot of money.

Well, it is certainly costing those customers a lot of money to have incorrect load profiles used, so we said:  Well, you know, if you don't have precise enough information, at least you know that the up-to-date information you have is going to be better than your 2004 data.  Right?  2004 data, you know is wrong for sure, so the up-to-date information, even if it's not quite enough years, is still going to be better than that.

And their answer was:  No, we'd prefer to use the stuff that is certainly wrong, rather than the stuff that is maybe wrong.

That is just not good allocation, in our view.

     And so if you take a look at page 14 of our materials, you will see the impact of this.  And the impact is that the large use customer, the LU 1 customer, benefits to the tune of about $700,000, whereas essentially all of the other classes, except residential, interestingly enough -- I don't know how that happened -- it's an additional cost, so they're going to pay because their -- it's assumed that their load profile stayed the same, but they're going to pay more because the load profile of the large users has flattened, even though probably their load profile has flattened too, and maybe more.

And that's the thing that's -- one other point I want to mention here.  If you look at these impacts on page 14, they assumed that the load profiles of the other classes have only flattened as much as the large users.  But in fact, the large users have not been the target of this government policy to flatten load.

It has been the residential and small business classes that have been the subject of that policy, have been targeted with smart meters and with time-of-use rates, to push them in that direction.  And therefore if you didn't have any empirical evidence -- and you don't -- your most logical conclusion would be that their load profiles had flattened more than the large users, because there has been a policy to do exactly that.

So, in fact, had this been done correctly, in which everybody's load profile was done at the same time because 

you are trying to compare their relative demands on the system, in which case you should be -- if you are going to take a snapshot, you should do it for everybody all at the same time, because, believe me, my snapshot from 2004 is not the same as today.  Just saying.


The -- if you are going to do it, you should do it for everybody in the same way.  And if you did, the likely result would be that the large users would pay more and everybody else would pay less, because that has been the government's push for the last six or seven years, and billions have been spent to do that.

So that leads to my fifth point, which is the creation of the LU 2 class.  And I want to -- the theme here from the applicant appears to be that all these changes are highly principled changes:  We're just trying to get it right.  In fact, that's what they've said more than once:  We're just trying to get it right.

And so when their consultant said:  No, the correct answer for large users is in fact to change the -- to have a different class over 15 megawatts -- no reference to dedicated assets, just 15 megawatts, that was the consultant's recommendation -- they said:  Fine, that's what we're going to do.

Now it's not 15 megawatts any more; it's 5 megawatts.  In fact, there is no volume difference at all.  The sole difference is dedicated assets.

That doesn't sound like a principle change.  It sounds like they keep changing their minds because they have a particular goal in mind, and the goal is to reduce the costs for those four customers.

Now, let's -- and by the way, because they've now changed it to just dedicated assets, now there's another customer in that class and that makes it worse for everybody else, because every time you move another customer to that class, everybody else pays more.

      So, Dr. Elsayed, you asked a question:  Do we agree with the principle that customers shouldn't pay for assets that they don't use?

We do not.  That's not correct.  That principle is not right.  The principle is that you should share in the cost of categories of assets that you use.  That is the correct principle.  And I'm sure that's what other parties have meant when they agreed with it.

The correct principle is you pool the assets, and there is lots of assets that aren't serving you, but you are sharing in that cost, and everybody is sharing in the cost of the assets that serve you.  That's the correct principle.

And that's important, as Mr. Aiken pointed out, because what is being proposed here is to say let's ignore that pooling principle for one class only.  In fact, for four customers only, not even the whole class; just four customers.  We're going to ignore that principle of pooling and we're going to say:  Let's just count up the assets that serve them, and those assets will allocate to them, and everybody else will pay for all the pooled stuff, but they won't pay for the pooled stuff.

So -- and I'll come to an example about that in a second.

There was an underlying assumption here, I think, from most of us that the reason they were doing this is because the large users said:  You're charging us too much money.

And it was actually quite enjoyable to watch Mr. Warren for half an hour try to get them to admit that, that that was what they were doing.  And if you see -- I haven't included this in my material, but if you see it, on the first day of the hearing, at pages 59 to 76, he keeps trying to get them to admit, yes, indeed, they asked for lower rates, and you responded by giving them lower rates.

Eventually, the company did admit that they did ask 

for lower rates, but does not admit that, as a result, they 

gave them lower rates.  There was no connection between 

the two.  They asked for lower rates; they get lower rates, 

but they're not connected.

I agree with Mr. Warren -- maybe for the first time -- 

that that doesn't sound like what actually happened.

So what they say they did -- and if you take a look at pages 94 -- pages 16 and 17 of our materials, we walked them through what we think are the reasons -- what we think they're saying are the reasons why they adjusted -- they created this class, and the first is cost causality.

They want to get the cost causality right.  They've been consistent throughout; that's the only thing that mattered to them.

The second is that there's some customers that could 

connect to Hydro One, and you wouldn't want them to go to 

Hydro One.  You'd lose their load.

The third is rate competitiveness, which they 

referred to in their own internal materials.

And the fourth is that the four largest customers are the highest risk.  They are the -- they create the highest business risk, because if they failed, you'd lose more revenue.  And I'm going to come back to that one in a second.  

And they've generally agreed with those, although they did point out that the fourth one is something that is not a motivating factor to them, this risk is not a motivating factor to them.  It is, however, something that is indeed a factor that impacts them if the rates to large users go down.

So I want to move to -- let's see.  I want to talk 

for just a minute about the dedicated assets issue, because 

the company admits -- and you will see that on pages 21 and 

22 of our compendium -- the company admits that it's not 

just the large users that have dedicated assets.  In fact, 

there are lots of other users that have dedicated assets 

in other classes.  There is no special rule for that.

And when asked about that, Mr. Todd said -- I don't know whether I have this in the material.  I thought I did, but I may not, but Mr. Todd said:  Well, yes, but a pooling of assets.  So normal ratemaking principles say if you have smaller customers that are served by dedicated assets, you      wouldn't directly allocate to them because we have pooling of assets, which is exactly what I referred to earlier, which is, yes, of course you have pooling of assets and you're making an exception for four customers, but there may be other customers that it applies to and you are not going to give them that exception.

We asked about a particular school that the company 

is well aware of, which is Bishop Ryan High School, which is a very, very large high school on Hamilton Mountain and -– all I need to do is find my reference.

And so it has a forecast 630 kilowatt average monthly demand, and you will see this on page 24 this of our materials.  And they agree that they're asking that school -- to the best of my knowledge, the only customer that has ever fought to have Horizon serve them instead of Hydro One -- they are asking that school to accept a 35 percent rate increase.

So we said:  Well, okay, let's look at them.  And if 

you see on pages 25 and 26, we said:  Well, aren't they 

close to a transformer station, too?  And they are, in fact.  They're close to Nebo transformer station, and they admit that. 

And then we said:  Well, did you look, then, at what the same thing should apply to them?  Well, no, we didn't.  We didn't look at whether the same thing should apply to them, because they are not a large user.

Well, how is that right?  If the principle is right, 

if the principle is that dedicated assets or proximity 

to a transformer should drive your bill, why don't 

they get the benefit of it, too?

So then we went on to ask:  Well -- and I'm going to 

try to find the reference on this, which I'm sure is in 

here somewhere.  Didn't you -- excuse me for one second.  

Here we are.  I know what it is I'm looking for.  I just 

can't find it.

So we asked:  Well, did you do a sanity check on any of this stuff?  And the answer is no.

      And you'll recall that we spent some time talking about the various costs that are allocated to large users, and saying:  Well, are these – did you look at whether these costs are reasonable?  Forget the model; did you look at whether the costs are reasonable?  

And their answer -- and you can see this at page 127 of the transcript, which is at page 29 of our materials --they said:  No, we didn't look at whether -- at a sanity check.  We didn't sit down and say:  Well, is this reasonable?  

So I'll ask you, Madam Chair, members of the Panel.  They agree that Bishop Ryan School, at 630 kilowatts demand, has a bill currently of $23,000 a year and it’s going to go up 35 percent.  They've agreed to that.

The average customer in the LU 2 class has a demand 

of 39 megawatts.  So this is – what -- about 50 times as 

much, and will have an average bill of $108,000.

Does that make sense?  Does that sound right?  

Well, it may well be right.  I'm not going to say it's not right.  What I'm saying is it is not good cost allocation to simply accept those numbers without even looking at whether they make sense.

For example, we asked about billing and collecting -- collection charges, and they said:  Well, no, they’re 

all electronic and, yeah, we meet with them, but it 

doesn't cost very much.  And they said:  On average, our staff only costs us $50 an hour.  Well, that doesn't sound exactly right, but okay; let's take that for argument.

But -- but what they didn't say was:  Oh, and by the way, one of those four customers is US Steel and we've had a problem with them for years.  It's cost us a lot of time and money to track that down.  We made an application in 2010 for a special variance account, because we were worried that they were going to default.  Now they are probably going to default.  But no, our billing and collection costs are very low from them.  

Well, actually very high-risk customers that pay you a lot of money are actually very expensive; any business knows that.

So we tried to understand, well, what's the -- what's 

the reason why their costs are so low.  And the answer, it turned out, the answer was when you correct directly 

allocated, dedicated assets, some of those assets are 

already paid for.

So the Gage transformer station, they 

told us, is already paid for.  So because there's no costs, you directly allocate that asset to those four customers.  Their cost is zero.

Now, everybody else has pooled transmission costs, 

right?  Their costs for the transmission level assets that 

they are bearing, they pool all those costs.  So if there is a new transformer station in the east end, where there is some construction going on, there is a new transformer 

station there and they have to make a contribution to 

Hydro One.  Everybody pays for that.  Oh, except the large 

user 2 class, because they're been allocated the transformer station that costs nothing.

So we tried to find out, well, what's the -- what 

was the purpose of that, and you saw that we thought the 

original purpose of this was to try to stop -- to avoid 

losing the customers because they would be an impact on 

Hamilton's economic development.  Well, it turns out we 

were wrong.  

The real reason, it appears -- and they haven't 

admitted it, but they've sort of made clear that it's 

a material impact -- is -- and you will see this on page 33 

of our materials -- is the less you charge those big 

customers, the less risk you have if they reduce their load or they go out of business.

Right now, those four customers are high-risk.  And we've seen the pattern in Hamilton, in Horizon's applications, where they're very concerned with the loss of load for those customers because it could cost them a lot of money.

So their solution, and the solution they're proposing to you is:  Let's take those four biggest customers and charge them a lot less, make everybody else pay more and charge them a lot less.  And the effect of that is to reduce their risk.

That is not correct cost allocation.  That's not the right way to do it.


All right.  I want to deal finally with the proposed -- so obviously we don't think that the large user class should be created.  It is, indeed, possible that a -- a review of the allocation of large user costs would be appropriate.  That may well be true, but to just say:  You, big customers, you don't have to share in the pooling of assets that everybody else does, that's not right.  That should not be allowed.

So then let's go to the last question, and that is the variance account.  And there are a number of reasons to consider this account pro or con, but I guess I want to first start with the interesting interaction between this account and the settlement.

Horizon admits -- and you will see this at page 30 of our materials -- that they knew on September 17th that US Steel had filed.  We didn't, but they did.  And it was public information, but I don't read the Hamilton Spectator.

And on September 17th they knew this.  The settlement agreement had not been filed, so nobody was bound by it yet.  They did not make any disclosure with respect to that.  They filed the settlement agreement so that everybody was bound, and then on the 25th they said:  Oh, by the way, we just heard that US Steel is going belly up, and because of that, we want some protection.

So we pursued that, and we said:  Well, are you -- are you backing a way from the settlement agreement?  Because they said it's going to be hard -- it they don't have this variance account, it is going to be hard for them to do their distribution system plan.  And so -- and we've included two –-

MS. LONG:  Is that on the record --

MR. SHEPHERD:  Yes --

MS. LONG:  -- or is a discussion you had when you asked them if they were backing away from the settlement agreement, is that a -- was that a discussion you had in this hearing room?  Or was that --

MR. SHEPHERD:  Right in here.

     MS. LONG:  Okay.  Fine.

     MR. SHEPHERD:  So that came about -- that was discussed twice.  First, on page 32 of our materials, Mr. Warren was talking to them, and -- no, sorry, that's not the right reference.  My apologies.

Anyway, the more direct reference is I asked Mr. Basilio directly, and that's on page 33 of our materials:  Are you saying you can't deliver on your distribution system now?  And their answer is:  No, no, no, no, no, it's just going to be harder.

Well, it seems to us that they agreed to an agreement knowing that US Steel had filed.  They entered into an agreement, including a load forecast.  They are now bound by that, and they cannot have their cake and eat it too.  They cannot say:  Oh, by the way, you know, we agreed to that knowing that there was this risk, but now we want something extra.

They made a deal.  They asked the Board to approve it, and they say they're sticking with that deal.  They're not trying to back away from it.

Well, in that case, this variance account is not consistent with that.  They agreed with the load forecast knowing this was the case and knowing that US Steel has filed under CCRA.

So then the question is:  Well, then does that mean you just have to ignore it?  Well, no, the answer is then it's just like a Z factor request.  The load forecast has been settled, and now they're saying:  Well, okay, but there is this additional risk -- it's new to the Board anyway, even if it wasn't new to them -- and we think that you should cover this risk with a variance account.

But that's then just what they did in EB-2010-0131.  They said exactly the same thing:  We want you to cover this risk.  For the same customer, in fact, and the Board said:  No, that's not the right way to do it.  This was one of the risks you take when you run a utility.

And in fact in this case they knew of the risk when they agreed to the load forecast, so it's not even like it 

happened after the fact.  They knew.  And they said:  Well, no, okay, but we're going to agree with that load forecast, but we want some additional protection.

Well, I don't believe that that's appropriate, even if the right answer would be for them to give protection -- we might well have agreed to this in the settlement agreement if they had asked, but once you've agreed to something with knowledge of the key risks, you should not be allowed to then come back and say:  Oh, no, but I want something else.  That should not be how it works.

I have one final comment before I invite questions, and that is -- page 34 of our materials we have provided an excerpt from the final argument of the applicant, and I draw your attention to lines 1 through 3, in which Mr. Rodger says -- he talks about the large user class and the various other components of the adjustments to cost allocation/rate design and says:

"No evidence has been filed by any other party in this proceeding that would contradict Horizon's evidence on these matters."

      And that's true.  That's true.  It is, however, irrelevant.  The fact is the onus is on the applicant.  They never lose that onus.  Their evidence either stands or it doesn't.  Our right is to challenge it in the hearing and in discovery.  We did.

We believe that in some respects it has failed.  In others it has not failed.  And it is not an answer to say:  Well, no, unless you've filed evidence, we're right.  No, that's not correct.


They filed evidence.  It has been challenged.  And in our submission, the Board's role then is to assess whether they have met their onus to demonstrate that those changes should be made.

And those are our submissions.

     QUESTIONS BY THE BOARD:
MS. SPOEL:  Mr. Shepherd, you mentioned with respect to the revenue-to-cost ratios and your client's adoption of a submission by Energy Probe that they should be adjusted on a stepwise basis outlined to us by Mr. Aiken, and you said there were dozens of cases where the Board has done that.

And what I wondered was whether there are any contested cases where the Board has actually imposed that, or whether they are the result of settlement -- settlements being agreed to among the parties.

I ask that because I personally can't recall being involved in one, but that certainly doesn't mean they don't exist.  So if you have -- and you don't have to answer the question right now.  If you think of some, you might send a note to Ms. Helt or something we can look up, but I can't think of any offhand where it's been a contested issue where something else has been sought.

MR. SHEPHERD:  I -- well, okay --

MS. SPOEL:  I'm --


MR. SHEPHERD:  I will take your offer to follow up on it.  I do know that in settlements in the last, about, two years, in every case it's been adjusted in this manner.

And I think the reason for that is because there was a Board Decision that we were all basing it on.  But I'll 

see if I can find it and --

MS. SPOEL:  If you can find that Decision for us, that would be helpful, because the settlements are helpful in a way, but I'm interested in something where the Board actually addressed it, put its mind to it, and determined it should be done in a particular way.

MR. SHEPHERD:  Will do, although I should point out, Ms. Spoel, that the applicant has not made any argument that this is the -- that their way is the better way to do it.

MS. SPOEL:  You said there were dozens of cases where the Board has done it, and so I'm just following up on your comment because I'm curious.

MR. SHEPHERD:  I understand, and I just wanted to point out that their argument is not that their way is better.  What it is is they're saying:  Well, we're allowed to do it this way too.

Our argument is an argument on consistency.  Everybody else is doing it one way, whether by settlement or by Board Decision.  Everybody else is doing it one way.  It is not really a good idea for them to be doing it a different way.  That's our argument on that.

MS. SPOEL:  Thank you.

     MS. LONG:  Mr. Shepherd, I had a question with respect to the issue that you raised about load profile and the fact that updated -- updated load profile was used for the large user class but not for the other classes, and I guess I'm a bit unclear what School's position is.

Given what we have in front of us now, is School's position that another load profile should be done of all the other classes?  Or, you know, what can this Panel do now?  What is the ask from Schools?

MR. SHEPHERD:  Well, our proposal is that the impact that you see in J1.3 of the change in load profile should 

not be implemented, because it is not a fair analysis.  If 

it were a fair analysis, if everybody was looked at at the same time and that was the result, we couldn't argue against it.

But we are saying it is not a fair analysis, and therefore it should not be implemented.  Do it right, or don't.

MS. LONG:  I just wanted to clarify your position.  Thanks.

Well, I think that draws us to a close today.  I want 

to thank all the parties for being very nimble today and avoiding duplication, and pointing out to the Panel where it is that they reached common ground with other parties.  That's always very helpful for us.

Mr. Sidlofsky, I believe that next on the schedule is 

reply argument on October the 23rd, at 2:30.

Two of the Panel members will actually be hearing 

another case prior to that, so it will be 2:30 on that day.

MR. SIDLOFSKY:  2:30 is fine.  Mr. Rodger and I will 

be here then.

     MS. LONG:  Okay.  Thank you.

So if there are no other issues, then we are adjourned until the 23rd.  Thank you, everyone.

--- Whereupon the hearing adjourned at 1:43 p.m. 
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