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Thursday, October 23, 2014

--- On commencing at 9:29 a.m.

MR. LANNI:  Good morning, everyone.  My name is Richard Lanni, and I am legal counsel for the Board.  We are here this morning for Innisfil Hydro Distribution Systems Limited.

The docket number is EB-2014-0086, and I am accompanied by Birgit Armstrong, case manager.

Innisfil Hydro filed its application on September 13, 2014, under section 78 of the OEB Act under the Board's filing requirements for incentive regulation rate applications.

Innisfil Hydro is seeking approval for changes to the distribution rates that it charges, effective January 1, 2015.

In accordance with the Board's Procedural Order No. 2 in this matter, we are here today for a technical conference for the purpose of clarifying information provided in interrogatory responses filed by Innisfil Hydro, in particular with respect to its request for an incremental capital module.

Please note that this technical conference is being transcribed, and the transcription will form part of the record of this proceeding.

When you speak, please ensure that your microphone is on, which will be indicated by a green light.  At the conclusion of the technical conference, we will take an appropriate break and then, in accordance with Procedural Order No. 2, convene the settlement conference. 

Any settlement proposal arrived at by the parties must be filed with the Board no later than November 10.  Therefore, any undertakings that may arise out of the technical conference today should be responded to as soon as possible.

If the parties cannot reach a settlement, then an oral hearing will commence on November 20th and 21st, if necessary.  And finally, please note that there is no adjudicative panel here today.  If there are any disputes, we'll try to resolve them amongst ourselves and, if we can't, then we'll take whatever issues that we need guidance on to the Board Panel.

Before we have appearances by everyone present, are there any preliminary matters?  Okay.  So then if we can start, David -- Randy, sorry.
Appearances:

MR. AIKEN:  Randy Aiken for Energy Probe; David MacIntosh is not here.

MR. GRICE:  Shelly Grice representing VECC.

MR. RUBENSTEIN:  Mark Rubinstein, counsel for the School Energy Coalition. 

MR. HOUSEMAN: Chris Houseman.  I'm an observer.  I'm the facilitator for the settlement conference following this technical conference.

MR. BACON:  My name is Bruce Bacon, and I am a senior rate consultant consulting with BLG.  I'm here to assist Innisfil with the technical and settlement conference, and we've provided a panel of staff to answer any questions regarding the ICM.

The panel is being led by Mr. George Shaparew.  He is going to introduce the panel and then he has some opening remarks.  Is that appropriate, just to follow that procedure?

MR. LANNI:  That is, thank you.

MR. BACON:  Okay, George.
INNISFIL HYDRO DISTRIBUTION SYSTEMS - PANEL 1


George Shaparew

Brenda Pinke


Laurie Ann Cooledge


Dwight Morris


Andy Campbell
Presentation by Mr. Shaparew:


MR. SHAPAREW:  Thank you very much.  To my left, closest to the Ontario shield, is Brenda Pinke, who is the regulatory and CDM manager.  And to my immediate left is Laurie Ann Cooledge, who is the chief financial officer. 

To my right, Dwight Morris is the vice president of engineering and operations, and to his right is Andy Campbell.  Andy is the deputy chief administrative officer for the town of Innisfil.  He is in charge of infrastructure and engineering. 

While we're deliberating over this building, Andy is available to talk about the half a billion dollars that he has in his master plan that's required for the growth that we are anticipating in our area.

And I'd like to -- that's our team, and I'd like to just provide a quick epilogue of the situation, if I may.

Innisfil Hydro started in 1993, when the distribution territory within Innisfil was purchased from Ontario Hydro.  Even without any money down, Innisfil Hydro had provided six rate reductions in the first seven years.  Starting everything from scratch, the headquarters was established by renting and, after several years, purchasing about three and a half acres with three Pan-Abode model homes.

Now, the Pan-Abode homes are not quite as good as Viceroy homes, but they are -- we're in these three dwellings.

Innisfil Hydro started operations there with thirteen original employees.  The business plan had initially contemplated a new building in 2004.  This investment was delayed for ten years, while staff undertook a long and prudent analysis of what our current and future customers will need.  Two school portables were purchased in 2008, which provided relief for a few more years. 

All five buildings have given us many challenges, in including the inability of meeting accessibility for Ontarians with Disabilities Act obligations.  And so Hydro faces an ongoing risk of being charged up to $100,000 a day for non-compliance until it relocates to the new building.

From the original thirteen employees, the facilities now encompass forty-one people.  The space is maxed out.  All buildings are not accessible to customers and employees with disabilities.  The largest building leaks from the roof, windows, and walls, and this building has a wooden foundation which is now thirty years old.  The status quo is not an option. 

The future for Innisfil Hydro has changed by the Oak Ridges Moraine Act, pushing growth north of Holland Marsh.  The province has deemed Innisfil as a growth node, so Innisfil will grow from 34,000 people to 56,000 people by 2031.

Friday Harbour is under construction, and will be the size of Mont Tremblant Village.  The province has annexed 5,000 acres from Innisfil in favour of Barrie.

City planners say that these lands, which Innisfil Hydro services, will grow from 500 people to 39,000 people by 2031.

The province has also deemed Highway 400 corridor as strategic employment lands.  Jobs in Innisfil are expected to grow from 5,700 to over 13,000 by 2031.

These commercial customers have not been factored into Innisfil's growth projections, so the 2031 projections are likely to materialize sooner.

The province is expected to release 2041 numbers in a couple of months.  But at this point, we're dealing with the long-term planning for 2031.

So endeavouring to quantify customer value, the following criteria was used to choose the optimal site for the new building: a budget of $200 per square foot, 450 customers per employee, 250 square foot per person at the 20-year build-out, close to the centre of the distribution territory for dispatch purposes, close to public transit and a new GO Train station, fully serviced land including fibre optic communications.

A number of sites were identified and, after analysis, staff were leaning towards relocating to the Town of Innisfil administrative campus.  An independent review was undertaken and confirmed staff's preferred location, which is the location that met all criteria.

Following the review of different options on town campus, it was determined that clustering with the towns' roads and park's facilities would he provide the following additional synergies: the sharing of roads, services and storm management, and the sharing of fuel and fleet maintenance.

Economies of scale would be achieved for both electric electricity customers and taxpayers.  And, as we know, they are one and the same.  Every property transaction with the town was approved by council, and was reported by the local papers.

In addition, press releases were issued to the public with regard to the need and the status of the new building.

Customer feedback at public events and logged customer calls tell us that the vast majority of customer provided positive comments by a ratio of 2 to 1.

We will now be happy to provide clarification and answer your questions.

MR. LANNI:  Have the intervenors determined how the order would go?

MR. RUBENSTEIN:  No.  I am just wondering if I could clarify?  You said some numbers and I didn't catch them.  You were talking about -- and I just sort of caught the 450 customers per -- sorry, the 450 customers per employee number, and you sort of listed off a couple of sets of numbers at that point.  I am wondering if you could just repeat that.

MR. SHAPAREW:  Yes, sir.  Afterwards I mentioned 250 square foot per person at the 20-year build-out, and then close to the centre of the dispatch -- distribution territory for dispatch purposes, close to public transit and the GO Train, and fully serviced land with communications.

MR. RUBENSTEIN:  And the 450 customers per employee, is that currently, or sort of at the 20-year build-out, and that's sort of how you -- that's how you are doing the projection of your employee numbers?

MR. SHAPAREW:  Yes, that's 450 at the 20-year build- out.  So that's leaner than what we have now, and we anticipate economies of scale with that growth.

MR. RUBENSTEIN:  Thank you.
Questions by Ms. Grice:


MR. GRICE:  I just have some little piddley questions I thought I would just clarify.  Under Energy Probe No. 4, you compared the OM&A costs between the current site and the forecast site of 97,000 for the current site and 245,000 for the new site, and you provided numbers for property taxes.

I just wondered if there is any other OM&A components in those numbers and if there is anything new for the new site.


MS. COOLEDGE:  Sorry, can you clarify which question that was again?  I'm trying to turn to the page of it, sorry.

MR. GRICE:  Energy Probe 4.

MS. COOLEDGE:  Energy Probe 4.  It's just I have the paper copy here, sorry.

MR. SHAPAREW:  It's on page 10.

MS. COOLEDGE:  Page 10?  Thanks.

MS. PINKE:  Shelley, you wanted to know what was in that comparison?  Is that what you're really asking?

MR. GRICE:  Yes.  Yes, please.

MS. PINKE:  So when we did the existing cost to forecast the cost, we looked at electricity, waste water, water, propane, ground maintenance, snow maintenance, property insurance, property tax security, and cleaning.  So we looked at all the components, you know, what we are currently paying and what we are going to pay.  And what we really found out is that, you know, when it comes to facilities -- I mean, utilities, gas, like that, we are actually going to be almost paying exactly the same as what we're paying where we are now because we have three different types of heating, cooling, you know, with the buildings and stuff.  It is very inefficient.  It's kind of embarrassing sometimes doing conservation from it, as a matter of fact.  But those were the comparisons.

MR. GRICE:  Thank you.  And I believe it was in Energy Probe 5 -- I hope I have this.  You know what?  I was writing my questions without a hard copy but it was -- I might have to go back and check the number, but you were talking about selling all three buildings and two portables in June of 2015, and you were going to retain yard land with Bob Duego Dias (ph).  I just wondered what that was.

MS. PINKE:  I'm sorry.  I didn't -- I should have explained that better.  We currently have, in our existing yard, a distribution station that's currently there, so that land has to be maintained.  So that's what I am referring to.

MS. GRICE:  Right.  Okay.  No.  I get that.  Thank you.

The other thing was about the new building.  I read in a couple of different interrogatories that it was going to be LEED silver and then LEED basic, and I just wondered what the $200 per square foot was based on, whether it was lead silver or lead basic.

MR. SHAPAREW:  LEED criteria has changed, so LEED bronze is now called LEED certified, which is the basic one, so we've looked -- the $200 was based upon the basic LEED, the LEED certified.  We looked at LEED silver and gold, but we -- they were too expensive and did not provide the value that we wanted, so we just went with the basic LEED.

MS. GRICE:  Okay.  good.  Thank you. 

Energy Probe No. 8, I wish I'd written down the page numbers.  Page 11.  Thank you.  Oh, yeah.  Okay.  So it says in the response that:
"With the forthcoming sharing of fuelling services and vehicle maintenance, there may be capital contributions which will be part of Innisfil Hydro's ongoing capital planning process."

Is this expected to occur?

MR. SHAPAREW:  Yes.

MS. GRICE:  Okay.  Thank you.  And there was something else I didn't understand.  You know the table that you prepared with all of the counsel?  It's SEC No. 2.  And this is on page -- where am I going? 

MS. PINKE:  Twelve, I think.

MS. GRICE:  It's in -- SEC No. 2 starts at page 12.  And then you've got your table.  And then it -- under "May 24," it talks about leasing back the building and the associated lands for $32,000 a year.  Can you just explain that further for me, please?

MR. SHAPAREW:  Yes.  What we looked at was -- that's with our existing building; correct? 

MS. PINKE:  Yes.

MR. SHAPAREW:  So by virtue of moving, we're looking at disposing of our existing location.  The Town of Innisfil had interest in the existing location for water reservoir and pumping station, so we looked at the analysis of whether or not we should sell the property right away and lease it back or stay there and sell it after we move.  And it was deemed to be cost beneficial not to pay the lease rates, but to stay there and sell it at the -- after we move out, after completion.

MS. GRICE:  So this is not occurring?

MR. SHAPAREW:  No.

MS. GRICE:  Okay.  Thank you.  I think that's it for me for now.  I'm just going to double-check my notes just in case, but thank you.
Questions by Mr. Aiken:

MR. AIKEN:  I'll go next.  I guess what I'm looking for is a high-level picture of the numbers.  And that -- I'm speaking about the move to the old town hall and then to the current area.

I'm looking at Energy Probe No. 6, part C, which is on page 43.  I see that the price of the Yonge Street land is $998,250, and then there is some legal costs added on to that, but then it says:
"The town of Innisfil issued a credit of $837,500 being $650,000 plus $187,000 incurred for demolition costs."

So just stepping back for a minute, my understanding is you paid $650,000 for the old town hall site.  It cost you $187,500 to demolish it.  And so that's the credit that you are showing towards the new property, but then when I go back to Staff No. 5 on page 40 in the table there, it looks like -- or it says the Town of Innisfil bought that property for $663,500, not $650,000 that they are giving you the credit for.

So my question is:  Why wasn't the credit for $663,500 plus the $187,500?

MR. SHAPAREW:  The numbers jive, the -- we bought for 650; we sold for 663.  The credit was applied to the other property that we bought, so we just got a discount for the other property of that same amount.

MR. AIKEN:  But the response says the discount was 650 plus the removal cost.

MR. SHAPAREW:  Plus removal cost, yes.  So...

MR. AIKEN:  Where did the $13,500 difference go between what Innisfil paid you and the credit they gave you?  Or am I interpreting these numbers wrong?

MS. COOLEDGE:  I'm just trying to get my head around what you are trying to get clarification on.  So basically we purchased the land from the town for 650.  Then we demolished a building, and in the interim we determined that we then were going to purchase the other site, which the town bought the -- the first land back from us, plus half of the demolition costs.

MR. SHAPAREW:  All of the costs.

MS. COOLEDGE:  All of the demolition cost?  Okay.

MR. AIKEN:  And I understand that.  What I'm having difficulty understanding is the difference between the $650,000 that you paid originally for the property, and that also being the credit that you were given going to the new property, with the 663,500 shown as what the buyer, the Town of Innisfil, paid to Innisfil Hydro for 2147 Innisfil Beach Road.

There is a $13,500 difference.

MR. SHAPAREW:  So where the 13,500 came from was we did another evaluation of the property, and the value had went up.  So the town paid us the new value of the property, which was higher than the old value.  So we got a premium of thirteen --


MR. AIKEN:  Then why isn't the 663,500, what you actually got paid for, shown as a credit towards the 998,250, where you are showing that the credit is 650,000, the original cost, not what you actually got paid for by -- from the town.

MR. BACON:  Let me try and help here.  If you look at the response to C, it says -- the last sentence:
"The Town of Innisfil issued a credit of 837, which is the 650 plus the 187."

MS. COOLEDGE:  Sorry, Bruce, what page?

MR. BACON:  43.  I might be wrong, Randy.  I think I understand what you're getting at here.  So you mentioned the 650.

MS. COOLEDGE:  Right.

MR. BACON:  The credit is 835, which includes 650 plus 187, right?  Do you see that?

MS. COOLEDGE:  Okay.

MR. BACON:  Randy's question is why isn't the 650 a 663.  Is that right?

MS. COOLEDGE:  Because the value -- there was the 663.  I'll have to look into that.  It is a small gain, so potentially, I'm guessing, that might have had to go -- that gain might have had to go on our P&L as a gain on the sale of property, which means you couldn't net that gain against --


MR. BACON:  Okay, I'm sounding like I'm an intervenor.  But I'm trying to help with the process.

MR. AIKEN:  Now the challenge is – now if you go to D, the response is:
“The sale of the old town was 650, with an associated legal cost transferred..."


So it appears that you had a legal cost --


MS. COOLEDGE:  That we had to do with --


MR. AIKEN:  -- 13,500.

MS. COOLEDGE:  Yeah.

MR. BACON:  Where is that?

MS. COOLEDGE:  Of the 663?

MR. BACON:  Yeah, where is that in the credit you got from the town, or did you eat that?

MS. COOLEDGE:  Yeah, we'd have to look into that.

MR. BACON:  That's what we're getting at.

MS. COOLEDGE:  Okay.  So it is the legal cost associated with the sale of the old property?

MR. BACON:  Yeah.

MS. COOLEDGE:  Okay, of the 650 property?

MR. BACON:  Yes.  Does that help?

MR. AIKEN:  It does, thanks, Bruce.

MS. ARMSTRONG:  The legal fee plus the gain, like the 13 --


MR. AIKEN:  I'm assuming there was no gain; it's just the legal fee difference.

MS. COOLEDGE:  Is the gain that got netted against it.

MS. PINKE:  I'm pretty sure that it is the legal cost associated with the 663.  But we'll have to take an undertaking to get that information and confirm it.

MR. LANNI:  We will mark that undertaking as KT1.1. 

UNDERTAKING NO. KT1.1:  TO EXPLAIN THE 650 NUMBER


MR. BACON:  So now I have to raise the question of --do we need this information prior to settlement, or can we move?

MR. AIKEN:  No, if there's a -- we are talking about $13,000.  We can fit that in after we have a settlement, I assume.

MR. BACON:  Okay.

MR. AIKEN:  If not, we're in big trouble.  The only other question I have is, George, you talked about the options you looked at over -- you know, starting, I guess, in 2009 or even earlier.  They all sounded like build and own options.  Did you look at any leasing options?

MR. SHAPAREW:  Yes.

MR. AIKEN:  Why were they rejected in favour of utility ownership?

MR. SHAPAREW:  We originally looked at leasing property and the building from town hall campus.  So we did that analysis and we determined that it was better to carve out a section and actually do a sale instead of a lease.  But originally, we're looking at a lease of the facility.

MR. AIKEN:  But I guess my question is broader than that.  Did you look at the impact on ratepayers of leasing versus owning?

MR. SHAPAREW:  Yes, we did.  And owning was beneficial over the long-term.

MR. AIKEN:  And do you have a calculation, or a study that shows that?

MR. SHAPAREW:  Yes, we do.  We don't have it on us, but we do, yes.

MR. AIKEN:  Could you provide that?

MR. SHAPAREW:  Sure.

MS. PINKE:  If I can add to that, Randy?  I think further – like they're within Innisfil service territory, there are 292 square kilometres.  You may be able to lease land, but there are no buildings that suit the needs that you can lease for the space that we need.

MR. AIKEN:  I was thinking more of the city building, and then leasing it to the utility.

MS. COOLEDGE:  Did you want to add anything in terms of the building, or potentially the city taking on that cost?

MR. CAMPBELL:  If I may, the town has limited borrowing capacity and adding the cost of a Hydro facility on top of our other own town responsibilities, I can go into a whole discussion on our debt capacity given to us by LM&H (ph) and we wouldn't be able to take on this debt.

MR. LANNI:  Just to be clear, is there an undertaking there?

MR. AIKEN:  I think there was, yes.

MS. ARMSTRONG:  Can you read it in again, Randy?

MR. AIKEN:  To provide the comparison of the lease versus own option, from the point of view of ratepayers -- cost to ratepayers.

MR. LANNI:  The panel understands that.  We can mark that as Undertaking KT1.2.
UNDERTAKING NO. KT1.2:  To provide the comparison of the lease versus own option, from the point of view of cost to ratepayers.

MR. AIKEN:  And I think that's all of my questions.  Thanks.
Questions by Mr. Rubenstein:

MR. RUBENSTEIN:  Thank you very much.  If I can ask you to turn to SEC No. 8.  This is the chart that's on page 21 -- sorry, 22; the chart is on page 22.

And in part, we asked you to do a number of calculations, and you provided some of them, but on sort of 10 and 20-year basis, not as of now.  So I'm just going to read these numbers to you, and you can just confirm if my math is correct.

So for the gross office square feet per person, that would be 557, roughly $557.  It's the same as what you've put in part D.

Second is capital costs.  This is for the office per employee; it would be $176,632.  And the capital cost for the office, divided by the gross square footage of the office, is 316.89 square feet.

I'd ask if you could -- you don't need do confirm that right now.  You can take it away as sort of a short undertaking.  But I just want to make sure that my numbers are correct for that.

MS. PINKE:  Sorry, Mark, do you just want to clarify?  I'm not sure where you're getting the numbers, Mark.

MR. RUBENSTEIN:  Those are my calculations because you didn't provide them.

MS. PINKE:  Okay.  So you're calculating based on the 41,000 square feet?

MR. RUBENSTEIN:  No.  So for the gross square feet for employee, this is the same as you've done for D, which is the 22,000.

The others are just looking at the offers square Footage, so that's the 22.

MR. SHAPAREW:  Could you repeat the numbers again, Mark?

MR. RUBENSTEIN:  So for gross office square feet per employee, 557.39.  I think that's D, so that's -- if we can agree that's the answer.

MS. PINKE:  Yes.

MR. RUBENSTEIN:  For capital costs for the office per employee, $176,632.  And I use the same way that you've done the capital cost per employee, 10 and 20, which I – the way I believe you've done it is you've essentially just sort of taken a proportion --


MS. PINKE:  Of the capital cost.

MR. RUBENSTEIN:  Capital cost.  And the third is capital cost office, per the gross square footage of the office, and I have 316.89.

MR. BACON:  Those numbers are essentially in response to OEB Staff 6, part (b), page 37.  There is a table at the top of that page and if you -- under the category "Innisfil Hydro Admin Compare Year 1."

MR. RUBENSTEIN:  No, but they are slightly different.

MR. BACON:  Oh, okay.

MR. RUBENSTEIN:  I don't know if there's some -- you've done some rounding or -- I just want to make sure that there is no issue on the numbers.

So my second question is sort of related in this -- I'll take you to part (d).  In your answer to part (d), you say:
"For total area, subtracting tenant --"

So it's a leasing warehouse and garage space provided.
"-- it comes to 22,853 square feet."

Do you see that?


And then in part (e), when you are doing your projections for 10 and 20 years and you are doing the math for, you know, capital cost per employee office, and you are doing the gross square footage per employee, which is 
-- it's a gross square footage for office per employee.  For 10 and 20 years, you are still -- you're using the number 22,853; is that correct?

MS. COOLEDGE:  Yes.

MR. RUBENSTEIN:  So is it the -- what's going to happen in 20 years from now when you -- when you believe you will have 89 employees?  The office area that you will utilize will be 22,853 square feet?  So there is an amount that you are leasing, and I had sort of assumed from the evidence the idea was, at some point, you will utilize that leasing so -- but if that's true, it won't be at year 20.

MS. COOLEDGE:  That's something that we are looking at past the year 20 right now, considering what the growth projections are.  It could be sooner potentially, especially with the commercial lands and whatnot, but right now, just with the residential customer influx, it's year 20 that we're looking going past that to potentially access the retail space.

MR. RUBENSTEIN:  Okay.

MR. BACON:  I'm sounding like a lawyer.  I apologize.  I'm not.  But I think there was an undertaking, wasn't there?

MR. RUBENSTEIN:  Yes.

MR. LANNI:  If we could mark that as undertaking KT1.3?
UNDERTAKING NO. KT1.3:  [NOT DESCRIBED]

MR. LANNI:  Thank you, Bruce.

MR. RUBENSTEIN:  In SEC 7 -- so this is on page 20 -- in response to the question, you say:
"The following targets were established for design of the building:  $200 per square foot for the building, excluding development charges, land, et cetera."

In Exhibit 2 of your evidence, your original evidence, this is the McKnight Charron Laurin Option Study.  And when it sets the cost, the analysis uses $170 per square foot.  What happened between that point in time when you were looking at -- or at least the architects were projecting $170 per square foot to the targeted amount at the time that you were providing this information to the architects at $200 per square foot?

MR. SHAPAREW:  The $170 per square foot was not reasonable.  The $200 per square foot is an average.  Garage area is less.  Office area is a bit more, so the -- I guess following current construction practices, they came back, and they said that the value should be $200 per square foot, and that's the going rate, and that's building a base building.

MR. RUBENSTEIN:  And the $170 that was in the McKnight study, that was -- that came from them.  That wasn't you saying, "Do the numbers at $170."  They, at that time at least thought that was, I guess, a reasonable amount?

MR. SHAPAREW:  Yeah.

MR. RUBENSTEIN:  If I can take you to Energy Probe 7.  On page 38, you were asked why there was no reduction in the capital costs in the table on page 57 relating to the sale of the existing land for 925,000.  And your response, in part, says:
"The proceeds from the sale of the property will be utilized to mitigate cash flow impacts as incorporated within the banking arrangements.  The proceeds will be eligible for a capital gains taxes (sic)."

Can you explain to me what the cash flow impacts are?

MS. COOLEDGE:  I think I will try to attempt to clarify that.  What we're looking at is taking the proceeds of the 925 and applying that against the bank loan that we'll need.  So the actual bank loan we're looking at is about $12.3 million.  The gain that's going to be resulting from the sale of our property against the net proceeds and then the tax implications of that gain net to about 330.

I believe I -- there was an incorrect calculation originally submitted, but the actual gain should be on the P&L itself of $330,000.  So we were trying to differentiate between the cash flow, which is the 925, which is the actual cash receiving, compared to the P&L impact of what the net gain would look like on the profit and loss statement.  Does that help?  Sorry.

MR. RUBENSTEIN:  Maybe I just don't understand, but that could just be me.  Can you try that again?

MS. COOLEDGE:  Sure.  We're going to receive $925,000 from the town for the sale of the property, a cheque, cash.  Okay?  So we're going to take that and deposit that into our bank account and go, we need that much less from the bank to deal with this loan.


So the loan is going to be, let's say, $12.3 million, but what's going to actually happen in our financial records of the gain that's going to show on the profit and loss statement is going to be $330,000 net of tax.  So basically we have a net book value in excess of half a million dollars that will be netted against the 925, and then there's $30,000 worth of taxes.  So net net.  That's why it comes down to, on the P&L, 330,000.

MR. RUBENSTEIN:  Thank you very much. 

MS. COOLEGE:  You're welcome.

MR. RUBENSTEIN:  I understand now.

MS. GRICE:  Can I just ask, does that mean that Energy Probe 5, you're updating that then?

MS. COOLEDGE:  Yes, I believe that's correct.

MS. GRICE:  From the gain being 183 --


MS. COOLEDGE:  It should be 330.  Correct. 

MS. GRICE:  330, yes.  Right.  Okay.

MS. COOLEDGE:  Thank you, Shelly.

MS. GRICE:  Thank you.

MR. RUBENSTEIN:  Those are my questions for now at least.  Thanks.
Questions by Ms. Armstrong:


MS. ARMSTRONG:  I'm going to just follow up on Mark's question there.  Can you confirm the net book value that's currently in rate base for the existing property?

MS. COOLEDGE:  Yes.  It -- Yes.  The net book -- well, the net book value, we're anticipating that we're going to be dealing with at the time of the disposition of 2015.  We have it at 559.  So it's slightly more than that as of 2014, so I guess in rate base, which would be our 2013 asset base, would be slightly higher than that because it's another year's worth of depreciation.  So I'm going to say probably it should be about approximately $600,000.

MS. ARMSTRONG:  Depreciation on the land value or the building value?

MS. COOLEDGE:  It's combined because we are getting rid of a portion of the land.  Like, there is land and building within that that I'm stating.

MS. ARMSTRONG:  Right.  And just to confirm, in your ICM request, you are requesting a return on the new land, and you will continue to collect a return on the net book value until rebasing?

MS. COOLEDGE:  That's correct.  I don't believe there is a mechanism within the ICM to address that, so that's something that, obviously, we would be discussing.

MS. ARMSTRONG:  Would you be interested in looking at just -- looking at incremental cost for the new property?

MS. COOLEDGE:  Well, that's part of the other issue that we're currently having to look at within our management of the business, in terms of we have a significant increase that's going to be occurring within our operating costs, the P&L impact dealing with the property itself, mainly the property taxes.  So that rate of return will help us offset that.

MS. ARMSTRONG:  Okay.  Now, going back to the options, I know we talked about it a little bit already. I am still curious how you got from a greenfield investment of -- I believe it's 2.7 million in the original options, to now a greenfield investment of 13.2 million.

And I was also wondering if you could talk -- you had provided further options to your board of directors, I believe on November 21st, 2011.  Now these options were not provided as part of the ICM request.  I was wondering why not, since you were at this point contemplating, I believe, the old town campus with a new building on it.  That is -- yeah, a staff report of November 21, 2011. 

If you could just elaborate a little bit more on how the decision was derived to be where you are now, at the cost you are now?

MR. SHAPAREW:  When we looked at options, we looked at our existing site, rehabilitating the existing buildings, tearing then all down and building a new building on the existing site.  We looked at another site near the 400, which was Marche Restaurant, those six acres there, which we'd have to rehabilitate the building at an operations centre. 

We looked at another greenfield site in the commercial area of town, close to the highway, and then we looked at the town hall facility.  And originally we looked at leasing the town hall facility, then purchasing the town hall facility.  We're looking at the old town hall and building an operations centre on the other side of campus. 

And then we decided that we wanted to be contiguous for operational purposes, so we looked at rehabilitating the old town hall and building an operations centre on -- at that site.  And then we looked at the existing building and after more analysis, it was determined that it was best not to rehabilitate it.  We wouldn't have any way of expanding after ten years.

So we analyzed tearing it down, and building a new facility at that site.  And subsequently the town purchased 72 acres at the other side of the campus for their operations centre, and invited us to join them.  And we determined that being a cluster with parks and roads provides huge synergies for us.

So we relocated the -- we had the architectural plans done, and we relocated those to the other side of campus.  And that's where we ended up building.

MS. ARMSTRONG:  So when did you your cost analysis, did you evaluate the benefit of being contiguous, in terms of a number value, with moving from a building you were already constructing, or a site you were already working on?

Is there -- like what's the benefit, in terms of dollars, of being where you are now as compared to having gone ahead with the building at the old city campus?  What's the price difference, having continued the building that you were demolishing?

MR. SHAPAREW:  The building itself, the cost was the same.

MS. ARMSTRONG:  Because when I go back to your old cost of service application where this was in front of the Board, if I remember correctly the building was estimated at 7 million.

MR. SHAPAREW:  Yes, at last cost of service, we were looking at increasing our depreciation, so costs to our customers are going to go down.

What we tried to do, we tried to put some of the building costs into the cost of service, so that we wouldn't have our rates going down to customers and then going up again.  We try to keep them smoothed, smoothed out. 

Unfortunately, timing wasn't -- timing wasn't on our side, so we pulled that money out.  So originally, what we had was -- and we didn't have the building started; all we had was estimates.  So the estimate we had, we didn't even tender at that point in time.

The estimate we had was 41,000 square feet times $200 a square foot, which is 8.2 million.  We subtracted the million dollars from our existing site, and that was 7.2.

So we came in with 7.2, knowing that was just the building minus – the net minus the land.  But that did not include the new property that we needed, architectural fees, development charges, and servicing costs.  That was never in – never part of the 7.2.

The only increase we could -- virtually that we have is our budget of $200 per square foot; after we tendered, it ended up being $210 a square foot.  So that -- so basically we're at $400,000 in increased costs.  But we would -- probably would have had that in either way, because that was reflecting market costs.

MS. ARMSTRONG:  Okay.  Now, in terms of the rental income, I believe it's Schools 10, page 23, you are forecasting a rental income of $101,000 a year for the rental space. 

Does that include any rental of warehouse space, garage space?  Or is this just the rental forecast for the administrative building? 

MS. PINKE:  No, it's just the rental space for the – within the contiguous to the administration building.

MS. ARMSTRONG:  Now, when I went three your responses here, I saw that there was some interest from – I forget if its parks and recs or some other government office that was interested in leasing five bays in your heated garage.  Is that still a current proposal?

MR. SHAPAREW:  It initially was.  Our anticipation at that point was that the town's new operation centre was going to be delayed a number of years.  Subsequently, it has been accelerated.  So those five bays at this point may be leased out for one year only. 

And we may be leasing out a spot to the South Simcoe Police, because they do not have a garage.  So we're looking at other options.

MS. ARMSTRONG:  Do you have an estimate of what that income will be, and will that income be in 2015?

MS. PINKE:  Birgit, if I can just add to that? That is one of the reasons why -- because of the uncertainty that we're dealing with, we are obviously trying to find customers, if they are available, and potentially there could be other LDCs that may want to look at the base.  But that's going to require a negotiation period. 

That's why we're requesting within this submission to have a DVA account to basically be a holding centre for the leasing of the -- of any leasing opportunity we may get, that we can put the revenue and the associated cost with that property to be trued-up within our 2017 rate application process, as well as net any profit that we might then be realizing from doing this leasing, because we're obviously looking at, when we are looking at the leasing rates, to be able to have a profit to then get net against, as a revenue offset for the ratepayers.

MS. ARMSTRONG:  When you say "all costs", are you talking about the incremental OM&A as well?

MS. COOLEDGE:  We would be looking at any costs that are associated with those areas.  So potentially, that would be a portion that would be allocated there, yes.

MS. ARMSTRONG:  Now, when you -- this is about your estimated growth and head counts to 89 full-time employees; I believe that's Schools No. 8. 

When you talk about full-time employees, can you differentiate between the growth in administrative staff, versus the growth in your line crew, and talk a little bit more about the staff that's required by employees working in an office environment versus the staff requirements for line crew?

MR. SHAPAREW:  At this point, we're presuming that growth will be happening at the same ratio.  So at this point we have five linemen, and with double the staff or two and a half times the staff, we're anticipating to be proportional.  So in we double our staff, there will be ten linemen; two and a half times our staff would be 12 or 13.

MS. ARMSTRONG:  Can you talk a little bit about the space requirements for line crew versus space requirements for administration staff?  And can you give -- can you differentiate the estimate of growth in administrative staff versus growth in -- like, I hear you.  What I'm trying to get at is:  how much space do you need for different categories of staff?  Because you are basing your estimates on 200 and, I believe, 57 square feet in 20 years per full-time employee.  Does that include all employees equally, or do you differentiate?

MR. SHAPAREW:  That includes all employees, so the average is 257 --


MS. ARMSTRONG:  Which means --


MR. SHAPAREW:  -- Per employee.

MS. ARMSTRONG:  -- that your administrative staff will, by default, then, occupy more space than line crew?

MR. SHAPAREW:  Yes.

MS. ARMSTRONG:  Okay.  Then the last thing, I just wanted to quickly bring up the deferral and variance account for the street lighting.

MS. COOLEDGE:  Yes.

MS. ARMSTRONG:  In response to Energy Probe 1, which is on pages 5 and 6, I believe you stated that you have filed on behalf of the town with the OPA.  Do you have -- you have not received approval from the OPA at this point; is that correct?

MS. PINKE:  We have -- at this point in time, the project has been preapproved by Innisfil Hydro, not the OPA.

MS. ARMSTRONG:  Okay.

MS. PINKE:  It's the LDC's responsibility to preapprove.

MS. ARMSTRONG:  And I'm just trying to clarify why you need a separate deferral and variance account, given that the direct portion of the lost revenue would be kept in an account, the LRAM VA account, 1568.

MS. PINKE:  A portion of it will be captured in the LRAM account, and it will go back.  But, I mean, the LRAM account at the VA is only going to be beneficial to offset that loss if we completely meet our target, our assigned target under our licence.

Innisfil Hydro has made it very clear from our very first CDM filing that we do not have the commercial base to meet our target.  We have always estimated that we would only achieve 80 percent of our demand and our energy savings, and that's exactly where we're trending.  Without having programs beyond that assist our residential customers, we're not going to make it.  So we are not going to be gaining anything from the LRAM VA on this type of thing and then by the time, as obviously you apply the net to gross.  But the LRAM VA, you know, although linked to the load forecast, they are separate.

MS. ARMSTRONG:  Okay, thank you.

MR. RUBENSTEIN:  I have a follow-up question.  I was wondering if --


MR. LANNI:  Sure.

MR. RUBENSTEIN:  I just want to go back to the leasing issue.  The -- in the evidence, you talk about the leasing of the 56,000 -- sorry, 5,600 square feet.  This is sort of the post-20-year space, we'll call it.  So if the idea is 

-- the target was about 257 square feet in 20 years, and right now you're at -- that's with 89 employees, and you have 41 employees now.  There is extra space now or at least between -- from today to year 20.  Are you seeking to lease that out?

MR. SHAPAREW:  We have been in discussions to lease some of that space out, yes.

MR. RUBENSTEIN:  Can you just provide any more details of sort of the sense of what percentage or --


MR. SHAPAREW:  The space we have available is in -- we have the second floor.  I think you were copied the architectural floor plans.  Sort of a large open space on the second floor.  When we move in, we will have, I believe, nine cubicle spaces that are open.  So we have been in discussion with the Innisfil Library, Innisfil Engineering Department to be able to lease some of the space out, if we can.

MR. RUBENSTEIN:  Do you have a rough sense of how much square footage we're talking about here?

MS. COOLEDGE:  It's nine cubicle sizes.

MR. SHAPAREW:  Up to 1,000 square feet.

MR. RUBENSTEIN:  Thank you very much.  That's helpful.

MR. LANNI:  Thank you, everybody, this morning.  It is 10:30.  The next step is the settlement conference.  And I wonder if we can reconvene after lunch.  Is one o'clock fine for everybody?  Let's go off the record, and we can have the discussion that way.

MS. ARMSTRONG:  That's fine.

[Off-the-record discussion]


MR. LANNI:  Now that we're back on the record.  The technical conference is closed, and we will proceed with the settlement conference after a short break.  Thank you.
--- Whereupon the conference concluded at 10:28 a.m.
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