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Friday, November 14, 2014

--- On commencing at 9:39 a.m.

MS. LONG:  Please be seated.

Good morning, everyone.  The Board is sitting today in the matter of a rate application by Festival Hydro for the charges for distribution rates for January 1st, 2015, EB file number 2014-0073.

We are going to continue today with the evidentiary portion of the hearing.

I'd like to start with appearances, please.
Appearances:


MR. STOLL:  Good morning, Madam Chair.  Scott Stoll here for Festival.  Ms. Tohms will not be accompanying me today.  She sends her regrets.

MS. LONG:  Thank you, Mr. Stoll.

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

MS. LONG:  Mr. Rubenstein, thank you.

MR. JANIGAN:  Michael Janigan, counsel for the Vulnerable Energy Consumers Coalition.

MS. LONG:  Mr. Janigan, good morning.

MR. JANIGAN:  Good morning.

MS. DJURDJEVIC:  Ljuba Djurdjevic, counsel for Board Staff, and on behalf of Board Staff are Birgit Armstrong and Duncan Skinner.

MS. LONG:  Ms. Djurdjevic, thank you.  Before we begin, are there any preliminary matters that need to be raised?
Preliminary Matters:


MS. DJURDJEVIC:  Madam Chair, a couple issues.  One is the answers to undertakings from yesterday have been filed, and you will find those on the dais in front of you.  I think the versions you have don't have the cover letter, which I can give you now.  It might make it easier.

MS. LONG:  This package, is this what I'm looking at?

MS. DJURDJEVIC:  With the cover letter.  The second matter I'd like to speak to is with respect to one of the undertaking answers, J1.2.  Staff feels that the answer is incomplete, and actually, I'll ask Ms. Armstrong to speak to it directly.

MS. ARMSTRONG:  Thank you.  Yes, the undertaking said to provide the calculation for the CCA deduction of the $951,000 you used in your updated evidence on sheet 3 of Exhibit 9, tab 3, Schedule 12.

I see that the undertaking breaks out the classes.  It doesn't actually provide the calculation of the 951, and I have a calculation here from Mr. Aiken that differs slightly from your final amount, so I would like to put that in the record.

MS. DJURDJEVIC:  Make that Exhibit K1.4.
EXHIBIT NO. K2.1:  REVISED CALCULATION FOR THE CC DEDUCTION.

MS. DJURDJEVIC:  We'll need to do that, and we will do that as soon as possible.

MS. ARMSTRONG:  And then if we can just have a full calculation of how you determine the amount, take a look at this, and see where the discrepancies are.

MS. LONG:  Ms. Armstrong, can I just be clear on what you're asking the witness panel to do?  You're asking them to review a calculation that Mr. Aiken has done?

MS. ARMSTRONG:  Yes.

MS. LONG:  And compare that number to what they have provided in J1.2?

MS. ARMSTRONG:  They did actually not provide the number, the final number.  Like, it's not the full calculation.  The undertaking had asked for the full calculation.

MS. LONG:  Okay, so you're asking them to redo the calculation or compare to what Mr. Aiken has come up with?

MS. ARMSTRONG:  Redo the calculation and then compare it to what Mr. Aiken has done.

MS. LONG:  Okay.  Ms. McCann, are you clear on what's -- I'm assuming that you answered this question; is that fair?

MS. McCANN:  Yeah, I can redo the calculation.  I think maybe where the issue was, is if you didn't take the ending 2013 UCC balance to calculate the 2014 figure, that may be where he's coming up with the difference, but...

MR. SEMSEDINI:  Sorry, could I just chime in here?  Does the Board see value in this?  This is the amount that we've calculated for our tax return, so it is the value that Festival Hydro is submitting.  Does the Board find value in us going through the individual calculation to come up with the number that we will be submitting as part of our tax return?

MS. LONG:  We do find value in it, yes.  So we'll ask that you take some time at the break if you can or on the lunch break and maybe report back to us on whether -- how long it will take you to do the calculation and do a comparison.

MS. McCANN:  Sure.

MS. LONG:  Thank you very much.

MS. DJURDJEVIC:  And just for the record, I need to correct that exhibit number, since we are on the second day.  That will be Exhibit K2.1.

MS. LONG:  Thank you.

MS. DJURDJEVIC:  And that's a calculation with respect to -- what is it?  It's calculation for the CC, the deduction.

MS. LONG:  Was there anything else, Ms. Djurdjevic?

MS. DJURDJEVIC:  In terms of preliminary matters, that's it.  As I indicated yesterday, we are -- we may be continuing our cross-examination of panel 1, in light of the undertaking answers that were provided.

We just have to do some internal, you know, fact-finding, and I will possibly be ready to continue cross-examining on that after the -- after VECC has conducted its examination of panel 1.

MS. LONG:  Okay.  Well, I'd like to get started with Mr. Janigan, but just before we do, I understand that there has been some discussion with respect to the schedule of next steps, and the revised schedule, Mr. Stoll, is as follows?

MR. STOLL:  Yes, I understand there -- I circulated an e-mail last night, and the schedule that the intervenors wanted was requesting a couple of additional days to what we discussed previously, which was Wednesday, November 26th, I believe, and the -- our reply would be due one week following that, which would be Wednesday, December 3rd.

I'm not sure if the -- I think the intervenors had had a request about one specific issue, and I'll let Mr. Rubenstein speak to that.

MR. RUBENSTEIN:  One issue we had asked or we request is that staff file their submission a day or two early, and I -- be specific about the reason, it is principally about issues on true-up and the accounting issues.

One of the genesises (sic) of the cross-examination that will be going on for panel 2 is Board policy issues, and -- that are principally being questioned by Board Staff, and it would be very helpful to the intervenors to understand staff's ultimate position on those policy issues.

MS. LONG:  Mr. Rubenstein, is this just with respect to the bypass issue?

MR. RUBENSTEIN:  For the bypass and the true-up of the ICM issue, those are the sort of policy issues, and it is not with respect to the OM&A or capital.  That issue --


MS. LONG:  Okay.  So if Board Staff were to file their submissions on those accounting issues per se on the 24th, is that what the intervenors are looking for?

MR. RUBENSTEIN:  Yes.

MS. LONG:  But the remainder of the issues they could file on the same day as you on the 26th?

MR. RUBENSTEIN:  Yes.

MS. LONG:  Okay.  The panel will consider that at the break.

So without further ado, Mr. Janigan, I think we should start with you, in your cross-examination of panel 1.
FESTIVAL HYDRO LTD. - PANEL 1, resumed

Kelly McCann, Previously Affirmed


Debbie Reece, Previously Affirmed


Ysni Semsedini, Previously Affirmed


Jac Vanderbaan, Previously Affirmed

Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Thank you very much, Madam Chair, and thanks very much for accommodating my schedule this week.  It's greatly appreciated.

Panel, I will be dealing with areas of the capital budget, principally timing, the working capital allowance, how it's arrived at, and its meaning for Festival Hydro, some aspects of the OM&A budget, principally around costs and billing and settlement costs, and with respect to the transformer station, the permanent bypass agreement, the financial implications for ratepayers, and finally the ICM rider, the accounting treatment of the bypass that will be -- I'll reserve that for panel 2.

So I have a compendium that has been circulated, and I have hard copies that have also been circulated.  I wondered if I could get that marked as an exhibit.

MS. DJURDJEVIC:  Yes.  That will be Exhibit K2.2.
EXHIBIT NO. K2.2:  VECC COMPENDIUM.

MR. JANIGAN:  Thanks very much.

MS. DJURDJEVIC:  I'm sorry, does the panel have copies of VECC's compendium?

MS. LONG:  Yes we do.  Thank you.

MR. JANIGAN:  Good morning, panel.  I'd like to start first with the capital projects of Festival Hydro, and I'm looking at tab 1 of my compendium.  It has in appendix 2AA the progress of your 2014 capital projects.

And I take it this was as of sometime in September?

MR. SEMSEDINI:  We believe that would have been for the end of August.

MR. JANIGAN:  End of August?

MR. SEMSEDINI:  Yes.

MR. JANIGAN:  Is it possible that we could be provided with an update of this table for the end of October?

MR. SEMSEDINI:  I have that here with me.

MR. JANIGAN:  Okay.  If you could provide that to us before argument, that would be fine.

MR. SEMSEDINI:  Yes.  So this would -- sorry, this would actually be going to September month-end, so we can't provide October month-end until we close in November, which hasn't been completed yet.

MR. JANIGAN:  Okay.  If you could provide to the end of September, that would be fine.

Can you indicate what changes, if any, the October update might provide?

MR. SEMSEDINI:  Yes.

MR. JANIGAN:  You noted yesterday, I believe in your discussion with Mr. Rubenstein, that there were a number of different projects that were going to be closing later in the year.

MR. SEMSEDINI:  Yes.  So the absolute value change over the one-month period is $400,000 worth of capital.

MR. JANIGAN:  Okay.

MR. SEMSEDINI:  And taking us to the end of September, that would leave October, November and December, three months.  So the pacing, we would believe would be the same in the last three months as we kind of have in that September timeframe.  So you would see that our end -– year-end number we're projecting is right around that 2.7 million mark.

MR. JANIGAN:  Okay.  Can you provide us with an update of the status of the project on that appendix that's MS No. 8, PH2?

MR. SEMSEDINI:  Yes.  So you would be looking -- I have that as well as of --- October 27th, I have the updated completed list, which I can read them out to you or I can just provide you this as well.

MR. JANIGAN:  I think you can provide -- provide it to us.  What was the reason for the table showing such a low level of expenditure up til the end of August?

MR. SEMSEDINI:  So that's just -- this is something we went over yesterday.  Festival Hydro paces -- the way we pace our builds, at the beginning part of the year we are really into OM&A.  So a lot of tree trimming activity, training, all the OM&A activity we are really front end-loaded.  And then we kind of make that transition coming out of the summertime, where we then move to almost completely capital work for the last part of the year.

So the 2014, I guess, pacing of our capital work as a percentage is not really any different than 2013 or years before.  So it is our expectation, we've reported to our board, that we expect to be at budget by year-end, with all projects complete.

MS. DJURDJEVIC:  Sorry to interrupt, Mr. Janigan.  I think we need to make an undertaking of your last request.

MR. JANIGAN:  Please.

MS. DJURDJEVIC:  All right, could you -- since we've gone on a bit in the transcript, could you read it for the record?

MR. JANIGAN:  It was an undertaking to show the status of the project MS No. 8, PH2.  And I guess we want to roll back to the undertaking to provide the update to appendix 2AA up to the end of September.

MS. DJURDJEVIC:  We'll make that Exhibit J2.1.

UNDERTAKING NO. J2.1:  TO SHOW STATUS OF PROJECT MS NO. 8, PH2, AND TO PROVIDE AN UPDATE TO APPENDIX 2AA UP TO THE END OF SEPTEMBER.

MR. JANIGAN:  Now, Festival has a large smart meter replacement program.  And in 2014 you were projecting to spend 190,000 on smart meters.  When did you complete your initial installation of smart meters?

MR. SEMSEDINI:  I think there was some questions in the interrogatories about this.  The meters that we have in our budget, isn't a -- it's not part of the smart meter project.  So this is simply new customers coming to town, upgrades of commercial customer meters, some replacements of meters that fail and wouldn't be under warranty.

So it doesn't really relate to the smart meter project per se.  It's our general metering, which was a budget item before smart meters and will be one after as well.

MR. JANIGAN:  Okay.  So the 190,000 doesn't relate to the installation of the meters that Trilliant is replacing?  Or does it?

MR. SEMSEDINI:  No.  There's some elements of meters that we believe we would replace not under warranty.  I don't believe that's a large portion of it.

A lot of what's driven here is simply by new installations.  And you get into primary metering units, so we just look at our averages of how many primary metering units have we installed, and those costs can be 25 to $30,000 for one meter installation.

So it is really taking a historical look, and some growth rates and new costing of our new meters.

MR. JANIGAN:  Once again in tab 1, appendix 2AA, it shows that only $28,280 of the forecast 190,000 has been spent.  Why is that number so low as of mid-August?

MR. SEMSEDINI:  As I've mentioned, some of the drivers of this are new installations.  In the earlier part of the year, you would see that our capital additions work was very low in this year.  You know, in the first six months we didn't have any.

Going later into the year now, we've actually picked up that number quite a bit.  And that would also look at historical trending.  So some of this is tied to -- we might be lower in the meter spending in a given year, but we're really using numbers that average over a number of years.  So in a subsequent year we might be over the number that we've budgeted.

MR. JANIGAN:  Okay.  If you turn up OEB Staff 13, at tab 3, and on page -- what is the number at the bottom of the page, 26, it shows that from 2011 to 2013, Festival under-spent its capital budget between 10 and 12 percent.

Why should we not conclude that you will be under-spending what you show for 2014 and 2015 in a similar fashion?

MR. SEMSEDINI:  Again, this was something that came up yesterday.  If you look at any of those given years -- and I think we have write-ups through the IRs on this -- there were some capital projects that were initially budgeted as parts of our capital expenditure plan that might have actually been part of smart metering.  So it would have been -- shown up now in smart metering as opposed to this capital budget.

Or it could have been transformer station, where we had SCADA work or other things in our -- we had initially showed in this budget, but then moved that to transformer station as well.

We also had the ODS project, again, which was $100,000 capital spend, which turned out that we found a service contract that we thought was a better fit.  So that moved out of capital and then moved into OM&A instead.

So we kind of respond to -- throughout the IR, saying that we didn't change our pace of work; we got everything completed that we thought -- that we had said we were going to complete.  It just got completed in a different manner.

The other thing I want to point out as well is if you look at the actual spends that are shown anywhere between 2009 and 2013, our 2015 budget is two to -- between two and as high as a million dollars lower than the budgets being shown here.

MR. JANIGAN:  So these three years are not necessarily typical years?

MR. SEMSEDINI:  No.  I mean, if I really look at our 2010 to 2015 year, there was a lot of -- you know, we built a transformer station, we had smart metering, so there was a lot of –- we, you know, did a permanent bypass.  So there was quite a lot of capital that I would say is not typical.

MR. JANIGAN:  When was your 2015 capital budget prepared?

MR. SEMSEDINI:  That would have been completed in -- and approved in November of 2013.

MR. JANIGAN:  What is your current estimate of the capital additions for 2014?

MR. SEMSEDINI:  We were estimating to our board of directors that we would be plus/minus 5 percent to our capital budget for 2014.

MR. JANIGAN:  5 percent, did you say?

MR. SEMSEDINI:  Yes.

MR. JANIGAN:  And will this affect your estimate for 2015?

MR. SEMSEDINI:  No.

MR. JANIGAN:  Okay.  Thank you.  I'd like to deal with the issue of working capital.  And at tab 4 we've provided the cover page in the summary of two recent lead-lag studies done by Toronto Hydro and Hydro One.  Are you familiar with either of these studies?

MR. SEMSEDINI:  Only in so much as that we've seen them as part of these compendiums.

MR. JANIGAN:  Okay.  Now, you currently use the figure of 13 percent to calculate your working capital allowance.  Was that based on the Board's default guidelines?

MR. SEMSEDINI:  Yes, and I would also like to provide some history through our 2010 rate application, if the Board would so like.  I think it sheds some light on what Festival Hydro has done and why it's done it.

MR. JANIGAN:  That's fine by me.

MR. SEMSEDINI:  So in 2010, when we had made application to the Board for our cost of service, we had suggested -- and this is in our decision -- Festival Hydro suggested that the Board may wish to consider a more generic review of lead-lag studies to ensure the cost-effective and consistent approach, and this kind of came from some decisions such as Welland, saying that the Board didn't believe it made sense for some smaller utilities to conduct lead-lag studies.

The Board found within that decision, that the Board agrees that further work on formulaic working capital allowance approach is warranted, and we saw that as the genesis of the 2012 change that happened with a working capital reduction from 15 percent to 13 percent.

So looking at our decision, we're really following what we believe was outlined in 2010, with the Board decision in choosing the 13 percent formulaic solution for Festival Hydro's working capital allowance.

MR. JANIGAN:  Okay, so when you received the figure of 13 percent from the Board as the default guideline, how did you know that that figure was sufficient for the purposes of Festival Hydro?

MR. SEMSEDINI:  The -- it's a tough question.  When using a formulaic approach, one of the challenges is really going to be, when you apply the number, is -- to verify that you are still able to conduct your operations and you're not having a large change in the amount of working capital, so again, the loan amounts that we have.

So going into this, we know it was 13 percent, and we believe in the formulaic approach, so we've made that change and haven't conducted a lead-lag study to say, you know, is that number plus or minus 2 percent.

MR. JANIGAN:  Did you examine the evidence upon which the Board derived its 13 percent; in other words, the studies that gave rise to that?

MR. SEMSEDINI:  No, I don't think those were highlighted in the letter.  It just said that they used some studies, and I don't know if they relied on any other information to get to the 13 percent.

MR. JANIGAN:  Okay.  And I believe in the exchange yesterday -- and you can correct me if I'm in error -- that you agreed that obviously whether a utility is a monthly or a bimonthly biller has an effect on its working capital requirements.

MR. SEMSEDINI:  Sorry, could you repeat that last part again?  So if you are monthly or bimonthly, that it would have an impact on the working requirements?  That's the question?

MR. JANIGAN:  Yes.

MR. SEMSEDINI:  It would, but I would also say that you need to understand the complete organization to know what that new number should be.

MR. JANIGAN:  Okay.  I'm curious, though, that the initial number of 13 percent was established without knowing the individual circumstances of Festival Hydro, yet Festival Hydro adapted to it and doesn't have any trouble with it.  Is that correct?

MR. SEMSEDINI:  Again, I think we followed the Board based on their 2010 decision, and the number was reduced to 13 percent, and it is still our belief that the formulaic approach is the correct way for smaller utilities to go, and it is more prudent for our customers in that manner.

MR. JANIGAN:  But you don't know how they derived the formula.

MR. SEMSEDINI:  That's correct.

MR. JANIGAN:  Okay.  Working capital, would you agree with me that the working capital ratio indicates whether a company has enough short-term assets to cover its short-term debt?

MR. SEMSEDINI:  Yes, it is the financing of the day-to-day operations of the organization.

MR. JANIGAN:  And at tab 5 of our compendium we have extracted part of the performance scorecard that was done by MEARIE -- the MEARIE Group for Festival, and am I correct that MEARIE is a subsidiary of the EDA?

MR. SEMSEDINI:  I don't know what the relationship is in terms of the official relationship, but...

MR. JANIGAN:  Okay.  And there is a table on their -- on the page that's marked from the scorecard as page 47 at the bottom.  It's Table FRO40, number of days of cash reserve, and it shows that Festival is significantly below other utilities in the number of days of cash reserve.

What relationship would you say there is between the number of days of cash reserve and the concept of working capital?

MR. SEMSEDINI:  What relationship is there?

MR. JANIGAN:  Yes.

MR. SEMSEDINI:  That's a tough question to answer.  It really depends on how a company is funding its short-term requirement, so if a company was -- had a lot of cash, for example, it still wouldn't mean that their necessary working capital reserve allowance is correct.  They just might be funding it of their own cash out of their company, and a low number, you know, you could be financing it out of debt or just, you know, maintaining the number that you have, so it would be very -- I think it would really be on a case-by-case basis to determine what that means.

I couldn't say that the number of days of cash reserve has a direct correlation to working capital allowance.

MR. JANIGAN:  How is it that Festival operates with such a low amount of cash and cash equivalence?

MR. SEMSEDINI:  Some of what's caused this for us is the construction of the new transformer station, which we financed some of it through our own cash, so the way that we're funding our requirements currently is really funding it through loan arrangements, and over our five-year forecast, and that's when we had the question yesterday about, do we look at cash flow.  When we looked at our five-year budgets that we have put together, it shows that we would be moving in a positive direction from a cash position, even though that -- we're kind of at a negative position today.

MR. JANIGAN:  Were you financing that back in 2011?

MR. SEMSEDINI:  There was some elements of the transformer station as early as 2010, such as the land purchase of the station.

MR. JANIGAN:  And you think that that would have led to this -- the level of cash and cash equivalence that is shown in this table?

MR. SEMSEDINI:  Yeah, the amount on the land was about 800,000, which would have been financed through our internal cash.

MR. JANIGAN:  The next table, which is FRO50 in this MEARIE document -- and that's at page 48 of their -- of their document -- shows the number of days sales outstanding, and again, Festival appears to be much more efficient than other utilities in the collection of its bills.  It states that you were below average in this area in 2011, 2012, and 2013, meaning your collection practices are more effective than other participants.

What kind -- how would that kind of efficiency impact your need for working capital?

MR. SEMSEDINI:  First I'd like to say thank you for noting our efficiencies, but this is an interesting chart in terms of, it shows the number of days of sales outstanding at this time of the year.  So when you look at the year-end snapshot, our large customers were billed at the beginning of the year -- or the month, sorry.  The majority of their charges are in unbilled revenue, as opposed to revenue to be collected.

So this is another one of those -- you've got to be careful when looking at some of these MEARIE statistics in terms of drawing large assumptions from some of the numbers.

MR. JANIGAN:  Why wouldn't the same kind of rationale apply to other utilities?

MR. SEMSEDINI:  Because it would depend on when they billed those customers.  So if we conducted the study three days later, we would have a -- because really it's just a  -- it's taking the accounts receivable amount and dividing it by a number.  So if you took the same stat three days later, we would have a huge amount of unbilled revenue -- or, sorry, of accounts receivable, as opposed to unbilled revenue.

So really it is just a timing of where different utilities bill different customers.

MR. JANIGAN:  In general terms, back to my original question, how would efficiency impact your need for working capital, efficiency in this area of collection?

MR. SEMSEDINI:  In general -- in general terms, the quicker you recover your accounts receivable, the better the cash position.  But, again, what this means as an absolute number to Festival Hydro is unknown.

MR. JANIGAN:  Can you tell me what the impact on your revenue requirement is of each 100 basis points' reduction or addition in the working capital percentage?

MR. SEMSEDINI:  I think yesterday Mr. Aiken calculated that number to be about 55,000, which would be just under our materiality threshold.

MR. JANIGAN:  Can you explain what impact a 10 percent working capital allowance would have on the utility?

MR. SEMSEDINI:  In terms of an absolute number?  Or what -- like, the effect?

MR. JANIGAN:  In general terms.

MR. SEMSEDINI:  The number or the effect?

MR. JANIGAN:  The number.  We're using the 10 percent number instead of the 13 percent, and what effect would it have using that number?

MR. SEMSEDINI:  The number would just be a three multiplier of the number.  So I'll round that to about a $165,000 impact.  The issue of working capital is complex in terms of, as you drop your working capital allowance under to a level that meets your working capital need, it would cause additional financing to be required by the company that is outside of the rate-setting process, so it is really not considered within the rate-setting process.

MR. JANIGAN:  I guess I'm curious that you originally took the 13 percent number, which was a reduction from 15 percent, and were able to adapt to it?  Why would you not be able to adapt to a 10 percent number?

MR. SEMSEDINI:  I think it's outside of what the Board has identified as the number.  I mean, realistically, numbers can be reduced to zero, and all that means is companies are going to have to find additional means of financing.  That working capital allowance would increase costs in other areas.

So within the model, the number is 13, and that's what we've used.

MR. JANIGAN:  Have you -- has your curiosity been piqued by the various utilities that have agreed to numbers that are, in some cases, much less than 13 percent for a working capital allowance?

MR. SEMSEDINI:  In terms of utilities that have settled?

MR. JANIGAN:  Yes.

MR. SEMSEDINI:  To me, the settlement conference is a completely –- I mean, there are so many factors that go into a settlement that I can't really speak to why they would have taken something or not.

MR. JANIGAN:  Yes.  I'd like to move on to your OM&A, and I'd like you to turn up tab 6.

And then once again looking at MEARIE benchmarks, and I have another of the MEARIE benchmarks that your customers pay more than the customers of most of your peers in 2011, 2012 and 2013.  Why is that?

MR. SEMSEDINI:  Again, I think this gets back to kind of hand in hand with the PEG analysis.

From our discussions yesterday, I think it becomes clear that Festival Hydro's cost driver isn't OM&A, being one of the lower OM&A companies within Ontario.

The issue that Festival Hydro has had historically is really capital.  And we kind of discussed yesterday how much capital we've spent over the last ten to 15 years to upgrade some of the areas that we had purchased.

What's different, I guess, going forward, is the reduction in our investment of assets over the next ten years, where we're proposing a 16 percent decrease year over year.

So, again, we get into understanding from your customers that reliability is their number one driver, with price right behind it.  And I think that we've put together here is a great plan that maintains our reliability while decreasing our investment in capital and looking at getting us more in line with benchmarking costs over a ten-year timeframe.

MR. JANIGAN:  Presumably, the capital projects that you undertook reduced, in part, the size of your OM&A budget.  Would that be a correct assumption?

MR. SEMSEDINI:  I would say that that's accurate, in terms of we're a company that believes in replacing something before it fails.  And, you know, being able to replace an asset that is coming near end-of-life before you have to roll a truck in the middle of the night to fix a pole line or broken insulators or whatever the issue is should keep our OM&A costs lower as you're spending your time replacing assets that have reached end-of-life.

MR. JANIGAN:  Given your plans for capital projects over the next ten years, what impact is that going to have on the levels of OM&A?

MR. SEMSEDINI:  Yeah, we believe, going forward, that the amount of capital that we're requesting over the ten-year timeframe will remain flat.  And we believe our OM&A -- and that's barring any, you know, outside influence in terms of things that the utility that may have to undertake that are new from today.

But if business stayed as usual -- and we believe that the next five to ten years for us look as a more typical timeframe -- then we believe those costs will remain flat.

MR. JANIGAN:  Okay.

MS. LONG:  I'm sorry, do you mean your OM&A costs will remain flat?

MR. SEMSEDINI:  Yes.  Both capital and OM&A very flat over the next five to ten years.  Minus, of course, increases to -- I mean, there are general inflationary increases, but there won't be additional -- additions.

MR. JANIGAN:  I wonder if you could turn up tab 7.  And in tab 7 it sets out in the response to OEB Staff Interrogatory No. 38, billing and settlement costs marked as page 103 at the bottom of the page in the tab.

And it shows that billing and settlement costs have increased from 356,000 in 2010 to 689,000 in 2015.

And in this response to the interrogatory, you state that $120,000 of this increase is driven by the incremental smart meter requirements.  And it appears that 30,000 or so was related to the elimination of the reconnection charge; is that correct?

MS. McCANN:  Yes.  That explains part of the variance.

MR. JANIGAN:  Okay.  That still leaves about a 25 percent increase in costs over five years, and most of these are in the area of customer billing.  Can you explain what is driving that increase?

MS. McCANN:  I believe the response to JT1.29 would give a clear explanation of it, but a lot of those drivers come in the area of IT labour costs and postage costs.

There is a nice table in JT1.29, though, that breaks it down.

MR. JANIGAN:  Can you confirm that the total incremental cost related to smart meters is 120,000?  Or is it something else?

MS. McCANN:  It's actually 136,000, but within this bucket we pick up 120 of it.  I believe it's in the meter reading.  That would be the additional cost, the additional 16.

MR. JANIGAN:  Okay.  Now, at tab 8 it shows that Festival is suggesting that $45,000, EDA membership costs, should be paid by customers.  Is EDA's job to lobby on behalf of shareholders, rather than customers?

MR. SEMSEDINI:  I would say that part of their job is to lobby for LDCs as corporations.

MR. JANIGAN:  Yes.  When customers are paying for that.

MR. SEMSEDINI:  Yes, but we get -- we get lots of benefits from the EDA in terms of -- you see some of the work that they're doing, for example, in smart metering, in updating smaller LDCs on what's going on, being able to pinpoint where issues for smaller LDCs are.

All these sorts of things save us labour in terms of needing specialists who spend all of their time looking at the newest regulatory, so the distribution system plan, for example, is an area that EDA put on sessions for us to show us what was in the plan, what we need to focus on, and how to go forward.

So I think that this cost is -- is very worthwhile for the utility, and that the customers are actually receiving dividends on it.

MR. JANIGAN:  Earlier in this discussion I think we dealt with the MEARIE scorecard, which I understand is a product of an EDA affiliate, and it appeared to have numbers that were different than what Festival Hydro would claim to be accurate.

MR. SEMSEDINI:  I didn't say that the -- first, in anything where you collect a lot of data, there might be outlying data that you get, but the specific question that we were looking at in terms of the amount of AR, it's not incomplete; you just have to really understand the whole picture.  So when you look at any individual number you really have to zero in to saying, What is this saying?  And we're really looking at, are we an outlier and do we have a reason that we are an outlier.

So an issue like that, we look at and say, Hey, they don't pick up the billing of our large customers, so that probably makes us -- that's why we are such an outlier in this specific measure.

MR. JANIGAN:  Okay.  So -- well, I'll leave it at that.

I'd like to ask you to turn to tabs 9 and 10 of my compendium.  And I'd like to try to clear up my misunderstanding about what the annual savings are associated with the bypass agreement with Hydro One.  And if you look at Undertaking JT1.5, it seems to indicate that the difference in the cost to ratepayers of building the cost of the bypass agreement into the asset and recovering over 45 years, or recovering the 1.23 million from a deferral account over three years, is $475,000; is that correct?

MR. SEMSEDINI:  I think the 475 that you are referring to is the annual savings that the customers will see from their transmission charges being lower.

MR. JANIGAN:  Okay, and -- but if we look at tab 10, which is Undertaking JT1.5, we asked Festival to compare the cost to ratepayers of using the deferral account to recoup the cost of the bypass, which is the 1.23 million, versus building it into rate base.  And it appears to show that if you build it into rate base and recover it over 45 years, the cost is $328,017, and if you recover it over three years through a deferral account it is $2,089; is that correct?

MR. SEMSEDINI:  Yeah, so this response, of course, was to an interrogatory.  It is our belief that -- so the 343,017.86 is what I see in your compendium, so that value is the, I guess, the return that Festival Hydro would see with the asset put into rate base.

Now, it is our belief that it is an asset and should be treated as such and put into rate base.

The other calculation was simply just a response to a question to say:  Well, if you put it into a deferral and variance account with -- Festival Hydro doesn't agree with that treatment.

MR. JANIGAN:  Okay, but whether you agree with it or not, it means that if your proposed treatment is adopted ratepayers will pay 1.23 million for the agreement, plus an additional 300 and -- is it $343,017 for the asset treatment?

MR. SEMSEDINI:  Correct.  And it's our belief that that's the proper treatment, both under accounting and a regulatory perspective.

To us, the equivalent of that would say, why don't we take our whole rate base and stick it into a deferral and variance account and collect that over five years from customers.  That would be cheaper.  I mean, that doesn't match the structure that we follow within our regulatory framework.

MR. JANIGAN:  Well, is there anything that you understand in the regulatory framework that precludes the Board from ruling that the amount should be recovered in a deferral account?

MR. SEMSEDINI:  I think -- and I can't speak to the total latitude of the Board --


MR. STOLL:  Mr. Janigan, I'm going to object on this, because I think you're asking for a discussion about what the Board's authority is in rate-setting, which is a legal question.

MR. JANIGAN:  Okay, oh, no, your witness opened that window, as it were, with the -- his assertion that this was the proper treatment, and I was just attempting to follow up with whether or not he was aware of any --


MR. STOLL:  No, what he said is, this is the way we have treated it, and from a regulatory standpoint, where capital has been put into rate base.  And he's saying they've treated this is a long-term asset; there is no difference.

MR. JANIGAN:  Well, I think he went further than that, but that's fine.  I'll pursue this with panel 2 and your witness there.

Finally, with respect to the ICM rate rider -- and I believe it's in tab 16, where Festival asked for a deferment of its rate application for one year.  Am I correct on that?

MR. SEMSEDINI:  Technically eight months, but, yeah, from 2014 to 2015.

MR. JANIGAN:  And if it had not requested that deferment, as I understand it, it could have recovered these costs that follow the schedule as set out by the Board; would that be correct?

Sorry, do you mean within the ICM?

MR. JANIGAN:  Yes.

MR. SEMSEDINI:  Yes, so if we hadn't deferred then the half-year rule would apply, because we completed the ICM calculation in the year before a cost-of-service application.

MR. JANIGAN:  Okay.  And the letter states that Festival made an 11.71 percent return in 2011.  I'm not certain whether we have the actual return on equity for 2012 and 2013.  Would you have that available?

MR. SEMSEDINI:  That would be in our Board filings.  Are you asking for those numbers now?

MR. JANIGAN:  If you could undertake to provide them to me, that would be fine, or undertake to tell me where in the filings...

MS. DJURDJEVIC:  That will be Undertaking J2.2.
UNDERTAKING NO. J2.2:  TO PROVIDE THE ACTUAL RETURN ON EQUITY FOR 2012 AND 2013.

MR. SEMSEDINI:  Well, it's in our RRR filings if...

MR. JANIGAN:  Okay.  Were they --


MR. SEMSEDINI:  Sorry, does that mean the undertaking still exists, or --


MS. LONG:  Are you able to just provide it?  It would be easier for the panel.

MR. SEMSEDINI:  Okay.  That's fine.  Then we will do that.

MS. LONG:  Thank you.

MR. JANIGAN:  Thank you very much, Madam Chair, panel.  Those are all my questions.

MS. LONG:  Thank you, Mr. Janigan.
Questions by the Board:


MS. FRY:  Panel, I have one question:  On your fixed and variable cost split, I just don't want to forget to ask you.

MR. SEMSEDINI:  Okay.

MS. FRY:  So as you know, there is an issue about your proposed fixed and variable costs split for one of the classes of customers.

MR. SEMSEDINI:  Yes.

MS. FRY:  And when we look at that we see that what you are proposing is outside the Board's normal range, but it is very close to that range.

Can you just tell us what lay behind your decision to stay outside the range, rather than making some additional changes to get it over the line?

MR. SEMSEDINI:  Sure.  Yeah, there are really two things that we're looking at.

One was rate stability.  So we thought it's important to a as we go year to year to keep customers' rates where they would expect them to be.  If we see large variations in rates over a year-to-year period, that could be very discouraging to our customers.

And the second is really around rate decoupling.  So we know that the Board is looking at fixed/variable split for residential and GS less-than-50 customers.  And it's out understanding that they may be looking at GS greater-than-50 sometime down the road.

So we thought at this point it didn't make a lot of sense to change our number, our fixed number from where it was to something much lower, and then maybe have to go bring it up in two, three years' time.

So those were kind of the two main issues behind it from Festival Hydro's perspective.

MS. FRY:  Correct me if I'm wrong, but if my recollection is right, the difference between what you are proposing there and what you'd need to get in the Board's range is maybe, like, 1 percent or something?

MR. SEMSEDINI:  No, I think it's quite high.

MS. FRY:  Am I wrong?

[Witness panel confers]

MR. SEMSEDINI:  So if you look at the absolute number, it's a large number, but we'll -- we're filing it from the filing guidelines.  We're not changing our number, so it kind of says if you're over the Board-deemed amount, then you don't have to change your number.  You can keep it where it is.  And that's what we've done.

So we are actually compliant with the filing requirements.

Initially when we first filed, we weren't.  We kept the percentage the same.  Then through some IRs we just said:  Okay, we'll keep the absolute number the same, to be in line with the filing requirements.

MS. FRY:  Okay.  Thank you.

MS. LONG:  The Panel has no further questions.

Mr. Stoll, what I'm going to suggest is if you have redirect now, that you do it.  And if Ms. Djurdjevic later on in the day has questions with respect to the undertaking, I will give you an opportunity to redirect on that issue as well.
Re-Examination by Mr. Stoll:

MR. STOLL:  That's acceptable.  Thank you.

I just have a couple of questions that arose out of some of the conversations yesterday, and just hopefully to clarify a couple of things.

You will recall your conversation with Mr. Rubenstein regarding the wood poles.  If -- you are going to have to say yes rather than nod.

MR. SEMSEDINI:  Head nods don't show up.  Yes.

MR. STOLL:  And I just want to be clear.  About how many poles per year are you planning to replace as part of your capital spending?

MR. SEMSEDINI:  So over the next five years, the DSP that we put forward, we are looking to change 100 wood poles a year.

MR. STOLL:  Okay.  And the total population of wood poles is approximately what?

MR. SEMSEDINI:  It was right around 2,700.

MR. STOLL:  Okay.  And your evidence does include an asset aging, which would delineate wood poles?

MR. SEMSEDINI:  Correct.  So on the concrete side, we are currently just visually inspecting those poles.  And -- but they aren't reaching the age where we are looking at proactively replacing them yet.

MR. STOLL:  Sorry, I was just looking -- does your evidence include an asset age for wood poles?

MR. SEMSEDINI:  Yes.  I think it only includes wood poles.  It doesn't include the concretes.

MR. STOLL:  Okay.  That hopefully clarifies the one issue.

On the other issue, I just want to follow up on a couple of questions where Festival requested -- and Mr. Janigan took you to it and Ms. Djurdjevic took you to it yesterday, is your letter of January 4th, 2013 where you requested the deferral of eight months.

When did Festival learn that the -- it was deferred until 2015?  I don't need a specific date, if you have, like, a month or a time of year.

MR. SEMSEDINI:  I would say July of that -- of 2013, but we didn't -- but we never received a formal letter back.

MR. STOLL:  Okay.

MS. LONG:  I'm sorry, Mr. Semsedini.  You didn't receive a formal letter back, so how did you know that the Board had agreed that you could defer?

MR. SEMSEDINI:  This was the interesting piece of it.  So we came to an OEB session on cost of service applications, and there we were shown now as a utility that was filing in 2015.

MS. LONG:  You were shown on a PowerPoint or a presentation or something like that?

MR. SEMSEDINI:  Yes.

MS. LONG:  Thank you.

MR. STOLL:  Okay.  Those are my questions.

MS. LONG:  What I'm going to suggest, Mr. Stoll, is that we take our 20-minute break until 11:00 o'clock and you can get Mr. Jeffries organized to join this panel.

And we will start with panel 2 at 11:00 o'clock.

MR. STOLL:  That's fine.

MS. LONG:  Thank you.
--- Recess taken at 10:35 p.m.
--- On resuming at 11:02 a.m.


MS. LONG:  Please be seated.

Mr. Stoll, would you like to introduce the newest member to the panel, I guess to panel 2 now?

MR. STOLL:  Yes, the much anticipated Mr. Jeffreys.

As the panel will see, the four members that constituted the first panel are back.  They have, however, switched seats a little bit, so we are a little accountant-heavy on the far side of the table.

So I would ask that Mr. Jeffreys be affirmed.
FESTIVAL HYDRO LTD. - PANEL 2

Kelly McCann, Previously Affirmed


Debbie Reece, Previously Affirmed


Ysni Semsedini, Previously Affirmed


Jac Vanderbaan, Previously Affirmed


Ian Jeffreys, Affirmed


MS. FRY:  Thank you.  Please be seated.
Examination-In-Chief by Mr. Stoll:

MR. STOLL:  Thank you.  I will just go through a couple preliminary questions with Mr. Jeffreys.

Can you provide your full name and your current employment for the record?

MR. JEFFREYS:  My name is Ian James Jeffreys.  I am a partner at KPMG LLP in London, Ontario.

MR. STOLL:  And KPMG is what type of firm?

MR. JEFFREYS:  We are a professional services firm.  We undertake audit, accounting, and professional services.

MR. STOLL:  And your -- can you provide a, just a very high level of what your professional educational background is?

MR. JEFFREYS:  My CV has been circulated.  Prior to my appearance today, I am an audit partner in London.  I have been a partner for almost ten years and have significant experience in the LDC environment as both an auditor and an advisor.

MR. STOLL:  Okay.  And your CV lists a number of utilities with -- are those audit clients?

MR. JEFFREYS:  They are all audit clients, amongst other things as well.

MR. STOLL:  And that's what your role here --


MR. JEFFREYS:  Correct.

MR. STOLL:  -- with Festival is as an auditor.

MR. JEFFREYS:  Correct.

MR. STOLL:  And just what is the role of the auditor in conducting an audit?

MR. JEFFREYS:  The role of the auditor is to undertake an audit of the financial statements as prepared by management and provide an opinion as to whether the financial statements are materially correct in all matters relative to the accounting standards chosen by management.

MR. STOLL:  Okay.  And you said "relative to the accounting standards chosen by management".  What accounting standards are there?

MR. JEFFREYS:  Those accounting standards that are relevant to an LDC are Canadian GAAP as modified by regulatory accounting direction.

MR. STOLL:  Thank you.  And Mr. Jeffreys, I believe you were responsible for the 2013 audited financials that form part of this evidence?

MR. JEFFREYS:  I was the lead engagement partner responsible for that audit, yes.

MR. STOLL:  And what were the results of that audit?

MR. JEFFREYS:  The results of the audit are included in the financial statements and referred to in my letter of October 31st, 2014.  KPMG has issued an unqualified auditor's report on the financial statements of Festival Hydro for the year ended December 31st, 2013.

MR. STOLL:  Okay.  And when you say "unqualified audit", what does that mean in sort of plain language so a lawyer can understand it like me?

MR. JEFFREYS:  It means that in our opinion the financial statements are presented fairly in all material respects in accordance with the accounting framework chosen by management.

MR. STOLL:  Thank you, Mr. Jeffreys.

Now I'm going to switch to -- it's more the generic panel we'll be discussing.  And the accounting of the bypass agreement has been the subject of significant questions throughout this.

If I could have Ms. Reece or Ms. McCann walk us through -- can you speak to how the classification of the bypass agreement was arrived at by Festival?

MS. REECE:  Just going back, our original discussions with Hydro One was a consideration of either a temporary bypass or a permanent bypass arrangement.  Under the temporary bypass arrangement we would have compensated -- it would have been a flow-through and would have compensated Hydro One, as we do currently.

Under the permanent bypass option we were with an investment of capital of $1.2 million.  We are able to secure for our customers a reduction in their connection charges of $475,000, approximately, a year.  So we determined that to be the prudent route to go from the view of our customers.

In terms of the recognition of the asset itself, we referred to the APH handbook under section 410 to ensure that it did meet the definition of an asset.

We also made references to IAS38 and the existing CPA handbook under section 1000 to determine that it did meet the qualifications of an asset, and hence, we did record it in the account 1609 as a contributed capital item at that time.

MR. STOLL:  Okay.  And so I take from your discussion that this is -- and the discussion we had yesterday -- this is a long-term asset?

MS. REECE:  Yes, it is.  As referred to yesterday, this is a future benefit customer, that as long as we are in the agreement for the 20 meg bypass there will be an annual savings of $475,000.

MR. STOLL:  All right.  And you mentioned an IAS standard.  Can you just expand a little bit on what that standard is?

MS. REECE:  IAS 38 refers to the intangible asset, and there is also -- the other one we looked at is the CGAAP section 3064 that provides the definition of an intangible asset, and --


MR. STOLL:  Okay.  And so for the purposes of the 2013 audit, would you have followed CGAAP or the IAS?  I'm looking back at the 13,000 -- 2013 audited statement.

MS. REECE:  For the audited statements we would have followed 3064 under the CPA handbook as it is.

MR. STOLL:  Okay.  Is there a -- can you describe the difference between the IAS and the CGAAP standard regarding intangible assets?

MS. REECE:  Based on my review there is no substantial difference between the two, in terms of the criteria to recognize an asset.

MR. STOLL:  Okay, all right.  And the bypass agreement is with Hydro One; is that -- that's correct?

MS. REECE:  Yes, that's correct.

MR. STOLL:  Do you know how Hydro One considered the transaction from their perspective?

MS. REECE:  Yes, we did contact Hydro One to see how they handled their side of the transaction.  In discussions with Hydro One, they had referred to it as a reduction from their PP&E similar to contributed capital, so as a result, Hydro One are removing that out of their rate base, and they are recognizing this amount, they are amortizing it over a period of time, not recognizing it as a one-year income or gain or anything like that.

MR. STOLL:  All right.  And are you aware of whether this issue has been dealt with by other utilities, the consideration of the treatment of the bypass agreement?

MS. REECE:  I understand, in discussions with another LDC, that they too have a permanent bypass agreement.  They were under the CGAAP rules at that point in time and included as a long-term asset.

MR. STOLL:  Okay.  You indicated in your prior answer -- and correct me -- that there was not a significant difference between the two -- the IAS and the CGAAP standards.  Would you expect any different result from your auditor for the 2014 or 2015 statements as a result of the transition in the accounting standards?

MS. REECE:  Unless the standards themselves changed between now and then, I do not expect that they would -- there will be a reclassification of that asset.

MR. STOLL:  And, Mr. Jeffreys, would you have any reason to disagree with that answer from Ms. Reece?

MR. JEFFREYS:  I would not -- pardon me.  I would not.

MR. STOLL:  Thank you.  Just -- I think I have one more question.  In setting the management policies, Ms. Reece, who at Festival would be involved in those decisions regarding the appropriate accounting policies?

MS. REECE:  It would involve senior management; in particular, myself and Ms. McCann.

MR. STOLL:  Okay.  Thank you very much.  Those are my questions.

MS. LONG:  Thank you, Mr. Stoll.  Ms. Djurdjevic, do I understand that you are proceeding first?

MS. DJURDJEVIC:  Yes, I am, Madam Chair.

Cross-Examination by Ms. Djurdjevic:

MS. DJURDJEVIC:  So we've heard from your evidence yesterday and through the evidence that's been filed that Festival Hydro did not look into the bypass agreement at the time that it made its ICM request to the Board in the 2013 case.

And then we've also heard or read in the evidence that the bypass agreement arose as a result of Festival doing further analysis on how its customers can be best served, having the extra station and through the bypass agreement.

So when was the decision finally made to enter into the bypass agreement?

MR. VANDERBAAN:  It was around November of 2013.

MS. DJURDJEVIC:  Is there any documentation as to when this decision was made?  Was there some discussion or analysis by the management or memos to your board?  Anything, you know, indicating what was done to reach the decision that this -- that the BP was the best option?

MS. REECE:  This was actually presented to our board of directors and approved.

MS. DJURDJEVIC:  And that was in 2013?

MS. REECE:  Yes.

MS. DJURDJEVIC:  November of 2013?

MS. REECE:  Yes.

MS. DJURDJEVIC:  Do we have anything filed on the record about what was presented to your board?

MS. REECE:  No.  We did not present that to the board.

MS. DJURDJEVIC:  Would you undertake to provide that?

MS. REECE:  Yes, we can.

MS. DJURDJEVIC:  That will be Undertaking J2.3.

UNDERTAKING NO. J2.3:  TO PROVIDE DOCUMENTATION CONCERNING DECISION TO ENTER THE BYPASS AGREEMENT.

MS. DJURDJEVIC:  If you could turn to tab 2 of Board Staff's compendium, this is a memorandum to your board of directors dated October 2010.

So as early as then you were contemplating a new transformer station.  And if I understand correctly, the bypass agreement would not have been contemplated at that time?  Do I have that right?

MR. JEFFREYS:  That's correct.

MS. DJURDJEVIC:  And looking at that memo on the first page, second paragraph, you present to the board that there are three options available.  I'm just going to paraphrase.

One is that Hydro One designs, builds, owns and maintains the new TS.

Number two, Festival Hydro designs and builds and then transfers to Hydro One.

And number three, Festival Hydro designs, builds, owns and maintains.

The second option there was ruled out, as the memo indicates, and so that left the first and third.

So then if you flip over to the next page, skip down to the underlined heading:  "Net present value calculation comparing options 1 and 3."  So the second sentence says:

"The attachments indicate that the net present value of the future expected cash flows for Festival Hydro to build a TS is 4,435,000..."


And change.  And that would be more beneficial than having Hydro One build it, which is 4,855,000 and change.

So there is a $420,000 difference, $420,000 more for Hydro One to build it.

So at that time, the bypass agreement was not being contemplated and -- but if had been, how would that have affected the option between -- those two options?

At a very simplistic level, I'm looking at it -- well, you know what?  Somewhere in there you'd have to factor in 1.2 million, and might it not have been less expensive if Hydro One had built it because then you wouldn't have the bypass charge?  But, again, that's just very simplistic impression that maybe you can...

MR. VANDERBAAN:  We would have also looked at the savings to the customers through the bypass.  So they would be receiving approximately $400,000 less charge to them, so we would take that into account in the total value.  So it would still hold that we would build the station.

MS. DJURDJEVIC:  So you would take that RTSR charge and take that into account.  You would take the bypass agreement cost into account.  Anything else?


MR. VANDERBAAN:  Nothing of significance that I can -- come to mind off the top of my head.

MS. DJURDJEVIC:  Because when I look at just the two different costs for Hydro One or Festival Hydro to build it, add -- take into account it's $420,000 more for Hydro One to build it, but then you also have to factor in the 1.2 million bypass agreement.  And then you have, what is it, 400,000-something savings in the RTSR charge?

Just looking at that at those amounts, it appears it would have been less expensive for Hydro One to build it.

MR. SEMSEDINI:  The thing that you have to take into account here as well is there is an underlying assumption that's changing.

When we were initially constructing the TS, we believed additional load would have been there that we wouldn't have had to enter into a bypass agreement.

So, I mean, we can always get back into, well, if we had known this or that, what would have changed, but at the time that we constructed the station with the best evidence that we had, we made the decision that was cheapest for our customers.

MS. LONG:  Mr. Semsedini, could you break that down for me?  How you saw -- you would have existing load that would continue to be serviced by the Hydro One transformer?

MR. SEMSEDINI:  Correct.  So we still have load on the Hydro One transformer station.

And I might turn this over to Mr. Vanderbaan because he was involved from the creation to the ending, but kind of to summarize, we're having an issue with the LTR rating of the Hydro One station as load was increasing.  So we knew as part of the plan that we had to get another station either through us or through Hydro One.

And maybe I'll turn this over to Mr. Vanderbaan, because he was involved in the whole thing.

MR. VANDERBAAN:  One of the triggers of us building a new station was the existing station would go into an overload situation in the future.  The year depended, obviously, on load growth and how the economy went.

As it happened, we lost a few large industrial customers, so when the station was finally energized there was no overload to the existing station.  So for us to actually put load on the new station would be taking from the load on the existing station, which would bypass Hydro One.

So circumstances changed significantly from the time we envisioned putting load on the station to when we actually went to put load on.  There was only maybe 2 megawatts we would put on without bypassing.

MS. LONG:  So if I understand you correctly, you lost the large customer load between 2010 and 2013; is that correct?

MR. VANDERBAAN:  Correct.

MS. FRY:  Just a follow-up question.  So you said that your decision to enter into the bypass agreement was made around November 2013.  I'm just wondering, was that when you made your agreement with Hydro One, or was that when you started discussions with Hydro One?

MR. VANDERBAAN:  We started discussions, I think, July of that year.  June.  We started –- we realized at that time that the load was going to go be less than forecasted and we spoke to Hydro One, understanding our obligations under the Transmission System Code for bypass.

MS. FRY:  Thank you.

MS. DJURDJEVIC:  If you could turn to tab 8 of the Staff compendium, it's an excerpt from the Transmission System Code, in particular, 6.7.5 -- oops, sorry.  No, 6.7.6.

That's the section that provides that the -- that you would have provide compensation to Hydro One for bypassing.

Was this requirement of the code considered in 2010?

MR. VANDERBAAN:  No, it wasn't.  At that time, we expected only to place new load on the new station.

MS. DJURDJEVIC:  So you've indicated that you've lost some major customers, but what -- from a technical standpoint, what triggers the need for bypass agreement?  How many megawatts?  Or, you know, if you go below a certain number, what is that number that then triggers the bypass?

MR. VANDERBAAN:  Hydro One assigns us an allocated capacity at the Devon Street station that they own, so any amount under that allocated capacity would be considered a bypass.

MS. DJURDJEVIC:  What was the amount that you were assigned?

MR. VANDERBAAN:  I believe it was 77 megawatts.

MS. DJURDJEVIC:  So if you go below the 77, that's where that triggers the bypass, requirement for bypass compensation.

MR. VANDERBAAN:  If we are transferring load, yes.

MS. DJURDJEVIC:  And so if I understand correctly, when the new transformer station was being contemplated you were only considering it for new load?

MR. VANDERBAAN:  And the -- there was a small portion, I think 4 megawatts of overload, that we were actually over the 77 megawatt allocated.

MS. DJURDJEVIC:  And how much of new load was anticipated?

MR. VANDERBAAN:  I think we had forecasted between 2 or 3 megawatts per year, over the years from 2014 to 2019.

MS. DJURDJEVIC:  How does that translate into, you know, the fact that you built a transformer station that's -- is it 50 or 62 megawatts?

MR. VANDERBAAN:  62 megawatts is the LTR.

MS. DJURDJEVIC:  Okay.

MR. VANDERBAAN:  So it would be a small portion of that, but any overload is -- you need something to pick that load up, so it makes sense to build something that is going to last 25 to 45 years rather than something that only lasts a few years.

MS. DJURDJEVIC:  So that, you know, clearly seems that there was an assumption being made that you are going to have considerable load growth, I mean, to me it appears for this new transformer station.  And it didn't work out that way.  So there's an element of risk-taking here that -- again, I'm characterizing it that way.  You can agree -- disagree with me -- that it seems the utility took, and at the same time didn't even turn its mind to the requirements of the Transmission System Code which, you know, as it turned out, added a significant liability, in the 1.2 million of the bypass agreement.

MR. VANDERBAAN:  I would characterize utility load forecasting as risky in both directions.  There is the possibility that six or seven of the existing vacant -- or industrial customers could come on within a short period of time, in which case we would not be able to serve that load.

So as a prudent utility manager, I need to forecast into the future and ensure I can adequately serve all of our customers without putting undue strain on the system, so that does involve taking some risk, anticipating loads, and making sure we have capacity in advance of the load appearing.

MS. DJURDJEVIC:  So in terms of how much of a bypass you decided -- or actually, maybe explain it to us -- the bypass is for 20 megawatts.  Is that an amount that the company determined or is that assigned by Hydro One, or how did you arrive at that amount and not another amount?

MR. VANDERBAAN:  It was the number that we came up with, based on how the electrical system operates within the city of Stratford, ensuring that we had capacity on both our station and Hydro One's station to move load back and forth as necessary during switching operations.

It also made sense logically on where the open points between feeders would go on how the system actually looks like.  It was an operational decision to arrive at that number.

MS. DJURDJEVIC:  And what was the actual load for this part of distribution service area at the time that you made a decision for the 20-megawatt bypass?

MR. VANDERBAAN:  We did load checks around, I think it was July and August, as to what the area we thought we would like to bypass, and that was approximately 20 megawatts.

MS. DJURDJEVIC:  Okay.  The -- and again, as we discussed, the station capacity is actually 62 megawatts, so are you anticipating further load transfers?

MR. VANDERBAAN:  Not at this time.  We're anticipating placing all new load on the new station, as load grows.

MS. DJURDJEVIC:  And new load growth will not trigger additional bypass obligations, would it?

MR. VANDERBAAN:  That's correct.

MS. DJURDJEVIC:  But transferring load, further transfers of load, from the Hydro One station would trigger --


MR. VANDERBAAN:  Yes, it would.

MS. DJURDJEVIC:  -- additional...

All right.  Now, you indicated yesterday you didn't expect the amount payable, 1.2 million, to change.  You said that was based on a 28-megawatt bypass, but as we've seen in the evidence it is actually less than that, I believe the number 12 megawatts, or perhaps even less.

Can you clarify what the current amount of the bypass is?  Is it 12 megawatts or less or...

MR. VANDERBAAN:  It is currently running around 20, 21 megawatts.  Hydro One will do an averaging of the -- I think it's the previous three months, April, May, and June, as to what that load actually was.  That's when they determine what the bypass amount is.  So it is around 20, 21 megawatts.

MR. SEMSEDINI:  I think the 12 megawatts that you are referring to is how much it went over in December of the first month, until we expanded our open point locations to pick up all of the customers that we were going to.

MS. DJURDJEVIC:  Currently it's at about the 20, so -- all right.

MR. VANDERBAAN:  Correct.

MS. DJURDJEVIC:  And if that amount went down, as you indicated, you've lost a couple major customers.  Can you quantify that in terms of how much of a reduction there might be as a result of the loss of those customers?

MR. VANDERBAAN:  I'd have to estimate off the top of my head around 6 to 8 megawatts for those customers.

MS. DJURDJEVIC:  Okay.  And when there is a reduction in the load, is that -- is there any opportunity to renegotiate the amount of the bypass payment?  Like, if 1.2 million is based on 20 megawatts and then you have, you know, a reduction, is there a possibility of reducing the payment?

MR. VANDERBAAN:  The true-up will be done based on what the load was as of the middle of this year, so once that true-up happens then, as far as I'm aware, there is no additional true-ups for that amount that we bypass.  I'm not sure if that answers your question or...

MS. DJURDJEVIC:  No, I guess my understanding is that this is a fixed amount, kind of a take or pay, which would be with a temporary bypass situation, but I honestly don't know if in the case of a permanent bypass, is it 1.2 million that you pay no matter what the actual fluctuations --


MR. VANDERBAAN:  No, it is based on the actual bypass amount.

MS. DJURDJEVIC:  So that amount, that 1.2 million, could go down.

MR. VANDERBAAN:  Based on what the load actually was in April, May, and June of this year.

MS. LONG:  Mr. Vanderbaan, I just want to understand this better.  It seems to me from what I hear from your evidence that you have a static number of customers that are served by Hydro One, and the fluctuation and bypass would be based on what they're consuming, but new customers that come on to your system, I'm assuming, will be serviced by your new transformer station?  Is that...

MR. VANDERBAAN:  That's correct.

MS. LONG:  Like, you're not adding and subtracting from the Hydro One transformer station that you are paying bypass on?

MR. VANDERBAAN:  Correct, we expect most of, if not all the major new load growth, to be around the new station, which is where it was built.

MS. LONG:  Right.  Okay.  Thank you for that clarification.

MS. DJURDJEVIC:  Okay.  I'll move on to talking about the reduction in RTSR charges, which seems to be a big impetus for the bypass agreement.

You've indicated that there's a savings of RTS charges, and that's a benefit to the utility and its customers, and that's one of the major reasons why the bypass agreement would be considered an asset and not an expense.  Do have I that right?

MS. REECE:  No, it's being -- no, the decision on the bypass itself versus the accounting treatment as to whether it is an asset or the fact that it is an asset, that's two different decisions.

MS. DJURDJEVIC:  So the fact that there is this benefit to your customers, the 475,000, that's just a sort of fringe benefit?  Again, it's my terminology.

MS. REECE:  Yes, because we assessed this based on the asset in terms of the value it has to Festival Hydro, the fact that Festival Hydro controls the decision here, and that it is a measurable asset, so it does meet the criteria for an intangible asset or the treatment as an asset.

MS. DJURDJEVIC:  And just to clarify, when would the reduction in RTS charges start to materialize or appear on customers' bills?  Would it be from the date that you entered into the agreement with Hydro One?  Or would it be for the date that you actually make a payment?

MS. REECE:  No, as soon as we energized the TS station in December 2013, it has been reflected in our IESO bills, a reduction of the monthly amount that we are bypassing.

MS. DJURDJEVIC:  Is that a benefit that the consumers would see on their bills?

MS. REECE:  Yes, it will.  That difference that we pay for our transmission connection charges to the IESO and what we pay to the customer of course goes into the account 1568, I think, is the RSVA transmission connection account.

So we will be returning that benefit back to the customer.

MS. DJURDJEVIC:  In terms of a typical residential customer, what does that benefit look like?  Is it a dollar a month or 10 cents a month?  Just average, if you can.

MS. REECE:  So we will be returning that back the next time an IRM -- so if the amount is $475,000 and our revenue requirement is -- sorry, distribution rates -- yeah, so it's going to represent a significant amount.

And it does -- the amount of 475,000 actually offsets the revenue deficiency that we have identified in the RWWF form.

MS. DJURDJEVIC:  I mean, in terms of a dollar value or percent, are you not able to indicate right now?

MS. REECE:  Subject to check, I can return that after break.

MS. DJURDJEVIC:  Okay.  So we'll just make that Exhibit J2.4, to advise of customer bill impact of the RTS -- reduction of the RTSR charge.

UNDERTAKING NO. J2.4:  TO ADVISE OF RESIDENTIAL CUSTOMER BILL IMPACT OF REDUCTION OF THE RTSR CHARGE.

MS. LONG:  Ms. Djurdjevic, are you asking across all customer classes, or are you asking for residential customers?  Is that sufficient?

MS. DJURDJEVIC:  I think that's sufficient for comparison purposes.

MR. STOLL:  Could we just maybe thumbnail this without the undertaking?  We're looking at the 475.  We know the customer count.  Do we need anything more complicated than that?  Like, there's approximately 20,000 customers in their service territory.  And you're seeing a $475,000 --


MS. LONG:  How many would be residential customers?

MR. STOLL:  I think it's around 18,000.

MS. LONG:  18,000.  So is that not sufficient?

MS. DJURDJEVIC:  I guess what I'm getting at we know right now you have an ICM rate rider of about $1 a month per bill for residential customers.  And I will be asking some more questions as to, you know, if the Board approves this bypass agreement charge, you know, how that will be -- like, will that replace the rate rider that you have right now?  Will it be incremental to it?  And then factor into that the RTSR, so to see totally what's the total benefit of the decision to, you know, go with the bypass agreement and get the savings on the RTSR.

I mean, it may be negligible but it may be -- and I'll talk about it a little bit later, that it could be a significant -- it could be, like, a 10 percent increase in rates for customers.

MS. LONG:  So, Mr. Stoll, is that acceptable if Ms. Reece takes some time over the lunch break?  I don't want either her or Ms. Djurdjevic to be doing math on the stand, so perhaps we could just move things along by asking for what that would be for a residential customer.

MR. STOLL:  Yeah.  I was just going to say if it's a quick calculation off the stand, maybe we could have a short break at a certain point in time, because I'm just thinking about later on with oral submissions, that it might -- rather than have the panel come back after lunch and then have me be able to talk to my client about what I'm going to say and not sit here until 4:30 or 5:00 o'clock tonight, it might be better to take a quick break if they can answer the question when we finish the cross-examination, I think, and come back.

MS. LONG:  Okay.  Is that acceptable?

MS. DJURDJEVIC:  Yes, certainly.

MS. LONG:  Thank you.  Let's move on.

MS. DJURDJEVIC:  I'd like to go back to the memo to your board from October 2010, which is tab 2 of Staff's compendium.  And now I'm looking at what would be page 3 of that memo.

And there, you discuss -- starting at the top -- you know:

"To determine the impact the new TS would have on existing rates, Festival Hydro updated the 2010 rate model."


And then skipping forward:
"Overall, we would expect distribution rates to increase by 12.5 percent."


And then that's actually revised to 9 percent.

And then there's some breakdowns, you know, as to how this impacts a residential customer's bill.

Do we have something, some kind of calculation like this -- so maybe this is what you presented to your board in November of 2013, and that we'll see later on.  Would you have presented something to your board like this that says:  This is the cost of the bypass agreement and this is the impact it's going to have on our customers' rates and this is what it breaks down into in terms of bill impacts?

MS. REECE:  I believe at the time, further down in the actual article, it does discuss what the impact on an 800 kWh residential customer was expected to be as at that time.

MS. DJURDJEVIC:  That's just with respect to the actual transformer station, without the bypass agreement or the RTSR reduction?

MR. VANDERBAAN:  I don't recall us submitting something to the board looking at the specific rate impact of moving the bypass into rates and the offsetting savings.  I don't think we looked at it that way.

MS. DJURDJEVIC:  Would it be too -- well, I'll just ask the undertaking and you can tell me if you can do it, if not, why not.

Would you undertake to provide such an analysis of the impact of the bypass agreement on distribution rates, just for residential customers?

MR. SEMSEDINI:  Sorry, wasn't that the same as the last undertaking?  If the bypass is going to have an impact of whatever it works out to for the savings, I --


MS. DJURDJEVIC:  I think in that case I was talking about, like, in terms of a dollar amount on a bill.  And here I'm saying if we can do what you did here, find a percentage amount, and then, you know, in terms of dollars and percentage impact on a bill.

Again it may be -- I mean -- and I would think that, you know, you already have a rate model that you should be able to sort of plug and play.

MS. REECE:  One point I would like to make again is in the -- as a result of the settlement process, we updated our revenue deficiency, and our revenue deficiency is about $478,000.  The savings we are going to receive on this bypass are 475,000.

So at the end of the day, our customers are not going to see an increase in their existing rates, because that would -- on their bill, the impact will be pretty much neutral.

MS. DJURDJEVIC:  Yes, I understand that with respect to the RTSR, but I'm talking about the bypass agreement.

MS. REECE:  And the bypass agreement is in that rate-based calculation.  So it is part of that number I am quoting in terms of the 478 revenue deficiency.

MS. DJURDJEVIC:  Okay.  I'll take a look at that over the break, and then if I have any more questions about it, we'll take it up then.

Could you -- I don't have it in my compendium, but you have it electronically in the application material, Exhibit 1, tab 4, schedule 1.  It's your audited financial statements.

And I don't have a page number reference for it, but it is the note no. 5 dealing with intangible assets.

I think maybe it's attachment 3.  No, that's not it.  And this is note 5.

So this section of this note is about the intangible assets, and then there's a chart, and it refers to "St. Mary's CCRA agreement, permanent bypass agreement, and Stratford CCRA agreement", and then below that it says, you know:

"The Stratford CCRA agreement was transferred to the ICM variance account upon energization of the transformer station."


And it's not indicated here, but I believe elsewhere we also see that the St. Mary's CCRA agreement is also treated a -- is in the variance account.

So maybe I can just pause there and you could explain to us what a CRRA is.  It is an intangible asset like the bypass agreement, but in particular what is it, and then how is it distinguished from the bypass agreement?

MR. VANDERBAAN:  The existing CCRA agreements with Hydro One for St. Mary's and Stratford are specific agreements that they are required to do some work in order to us to use more load at the St. Mary's station and to connect our new station in Stratford.

MS. DJURDJEVIC:  These are payments that you make to Hydro One as well, right?

MR. VANDERBAAN:  Correct.

MS. DJURDJEVIC:  So why would -- I mean, they're both intangible assets.  Why for the CCRA would you include in the ICM variance account, but the bypass agreement you want treated as an asset, like, an intangible asset and not put it into the variance account?

MS. REECE:  The temporary bypass was not part of the original application when we submitted our ICM rate rider, whereas the Stratford CCRA was part of that ICM rate rider application, so for that reason we treated this as a separate decision outside of the ICM rate rider.

MS. DJURDJEVIC:  But in this particular -- this application you are not seeking to -- you are not coming to the Board and saying, Well, we didn't do it in the last proceeding in the IRM application, but we can do it now.  We'd like to put the bypass agreement into the ICM variance account.  You are not asking for that in this proceeding, right?

MS. REECE:  No, we are not.

MS. DJURDJEVIC:  Right.  And that's, as Mr. Janigan has discussed with you, because it is far more beneficial for the company to treat it as an asset and rate base and make a return on it rather than putting it in a variance account with very low interest.

MS. REECE:  No, just to clarify, what we did -- this was noted -- this was a separate decision from the transformer station itself, and as a result of our review we had determined that it was an asset, a long-term asset, and it was recognized as an asset in our December 31st financial statements, as you have noted, and it is part of our rate base as at the end of December 31st, 2013, '14, and '15.

MR. SEMSEDINI:  Let's be clear here.  Even if we put it in the ICM as an asset, that still comes into rate base.  The net effect is that that amount is in rate base, and if the Board would rather us put it in the ICM model, I don't think we would object to that.

MS. DJURDJEVIC:  What would be the difference in terms of rate impacts if you did it through the ICM variance account?

MR. SEMSEDINI:  I would let my accountants correct me, but I would expect, since we took this in December, it is 13 months, and 13 months within the ICM model, I don't think there would be a difference.  Is that accurate?

MS. DJURDJEVIC:  Okay.  Can I -- because I'm just reviewing my notes, because I'm able to cut it down significantly based on one of the questions that Mr. Janigan asked, would this be an appropriate time to break, or -- or if we could just have a few minutes so I can look over my notes and confer with staff?

MS. LONG:  Take your time.

MS. DJURDJEVIC:  Okay.

MS. LONG:  Do you need five or ten minutes, or do you need a couple minutes?

MS. DJURDJEVIC:  Five or ten.

MS. LONG:  Okay.  Well, maybe we will break for -- until twelve o'clock, but I would like us to come back and continue with cross-examination so we can get as much done to afford Mr. Stoll some time to prepare his argument in-chief.  So let's see how things go, but we'll just take a brief break.

MS. DJURDJEVIC:  Thank you.
--- Recess at 11:48 a.m.

--- On resuming at 12:01 p.m.

MS. LONG:  Mr. Djurdjevic, do you have any further questions?

MS. DJURDJEVIC:  Just a couple of final questions.

Going back to the excerpt from your financial statements, note 5, as is clear from the document, you've described in your audited financial statements the permanent bypass agreement as an intangible asset.

However, at that point you had not yet received Board approval to recover this asset through rate base, so the question is:  In the absence of regulatory certainty that you're going to be allowed to recover this amount, why does the company's management think it was prudent to make that statement in its financial statements?

MR. SEMSEDINI:  Sorry, could you just repeat the last part?  Why was it prudent -- and you had something at the end there.  Why was it prudent to?

MS. DJURDJEVIC:  Well, for the company's management to attest in its financial statements this is an intangible asset, when you don't have Board approval even now, you know, for -- for your 2014 financial year, you still don't have Board approval, so to characterize the bypass agreement as an asset in your financial statements, there's an absence of regulatory certainty.

MR. STOLL:  Excuse me.  I think we're mixing what the company does in its audited financials with regulatory accounting and Board approval.

Like, they don't get Board approval for of any their capital expenditures on a year-by-year basis; they make their expenditures, they categorize them appropriately for their audited financials.

So we seem to be mixing financial accounting and regulatory accounting.  I'm just wondering where we're going with this.

MS. DJURDJEVIC:  Okay.  Well, I can leave it at that and just take it up in argument.  I don't want to flog this horse anymore.

Now, so subject to any answers from the undertakings, especially with respect to the November 2013 memo to your board as to what, you know -- I may have questions about that, but I'm not sure if we've got an indication of when that would be provided.  I really don't want to continue examinations after lunch.

MS. REECE:  I could provide it after lunch, if I had access to the internet and a printer to print it off.

MS. DJURDJEVIC:  Okay.  We'll try to arrange that for you, and just leave at that.

So subject to that qualification, that's it for my questions.  Thank you, witness panel.

MS. LONG:  Mr. Rubenstein and Mr. Janigan, have you decided between the two of you who is going next?

Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  I'll be going next.  I just have a few questions that are following up from discussions this morning.

First, Ms. Reece, during Mr. Stoll's examination you mentioned that you were familiar with another utility who treated a bypass agreement in a similar way that you're seeking to treat it; do you recall that?

MS. REECE:  That is correct.

MR. RUBENSTEIN:  Can you provide which utility that is?

MS. REECE:  Yes.  It was Kitchener-Wilmot.

MR. RUBENSTEIN:  And do you know -- do you have any more details about what the asset or what...

MS. REECE:  It was included as a larger amount on their 2010 filing, under the title of a decommissioning cost.

MR. RUBENSTEIN:  Thank you very much.

There was discussion this morning about who was involved in accounting decisions for how you classify an asset or not.  And I understood it, Ms. Reece, that you were saying that it would be senior management who would do that; am I correct?

MS. REECE:  That's correct.

MR. RUBENSTEIN:  With respect to the bypass compensation specifically and how that was classified, did you consult with Mr. Jeffreys or anyone from his firm or any other external accounting professionals?

MS. REECE:  Yes, we did consult with KPMG, with Mr. Jeffreys.

MR. RUBENSTEIN:  Did he provide an opinion specifically on that issue, or was it just sort of an oral discussion?  Can you help me understand what conversations were had?

MS. REECE:  I had -- I did my analysis in reference to the CPA Handbook as to the treatment of this asset, as well as reference to APH section 410.  And I did contact KPMG to provide them with the information that that was the plan that we were going to -- the accounting treatment that we planned for this asset.

MR. RUBENSTEIN:  And what was KPMG's response?  If it's Mr. Jeffreys, he can provide that answer.

MR. JEFFREYS:  Our response is actually contained in our auditor's report, that -- we've issued an unqualified auditor's report.  The discussion as Debbie has described it is accurate, but we look at financial statements as a whole, not independent, individual one-off items.

And by virtue of issuing an unqualified auditor's report, we've effectively agreed with management's decision and treatment of bypass payment.

MR. RUBENSTEIN:  But Ms. Reece was just saying that with respect to this specific issue, they consulted with KPMG.  And I'm trying to understand the answer to this specific issue with the bypass.

I understand how you look at the financial statements as a whole, but I'm just asking about -- it seemed to me that they asked KPMG for its opinion on how to classify or did you concur with management's classification of this specific asset.

MR. JEFFREYS:  "Concurrence" is the right term.  They presented us their rationale, and in undertaking our audit of the financial statements we concurred with their treatment.

MR. RUBENSTEIN:  So would it be -- let me ask you this question.  In your opinion, would Festival Hydro's accounting treatment of the bypass compensation that's to be classified as an intangible asset and capitalize it -- is the correct treatment?

MR. JEFFREYS:  I can't answer that, because we do not provide opinions on single, standalone transactions.

MR. RUBENSTEIN:  Why can't you or why don't you?

MR. JEFFREYS:  That is not within the rules of professional conduct or our firm policy to do that.

The role of the auditor is to provide an opinion on the financial statements taken as a whole.

MR. RUBENSTEIN:  All right.  Thank you very much.

And I just have sort of -- with respect to the bypass compensation and not the accounting treatment of it, I just want to -- I'm going to explain to you -- or at least what I think I understood, the discussion that was had earlier on this morning, and tell me if I'm incorrect.

The original idea was that all the new load would go to the new transmission station.  You'd maintain load on the Hydro One facility.  But after the -- after you sort of -- beginning construction, there was a drop in load, a drop in load because I believe you said there was a loss of some customers.  And because you had transferred already some load, it triggers the bypass compensation?  Am I generally correct?

MR. VANDERBAAN:  Generally correct, yes.

MR. RUBENSTEIN:  And you decided it was still a prudent decision because the savings in the RTSR rates on an annual basis would be more than the incremental cost of the bypass agreement; is that fair?

MR. VANDERBAAN:  In addition to the operational efficiencies we were getting by actually moving that load.

MR. RUBENSTEIN:  So the question that comes to mind is if the RTSR rates are reduced, offset any bypass payments that you make, why did you simply not transfer more load to your new facility?  Because that would seem to me to have further reduced the RTSR rates.

MR. VANDERBAAN:  The amount of load we moved was an operational decision.  So we looked at how we would operate our system with two transformer stations in Stratford, how we wanted it load them.  They were roughly loaded sort of one-third, two-third, which is roughly the size of the stations.

So it is a balancing act.

MR. RUBENSTEIN:  So my last question is this.  So in the future, if there is new load that comes into Festival's service area, and that would be operationally, you would -- it would be served by the Hydro One transmission station, are you able to claw back some of that bypass compensation that you would have paid to Hydro One?

MR. VANDERBAAN:  I think if that were to happen, we would actually transfer more load onto the new station, to make that balance go back to what we intended it to be.

MR. RUBENSTEIN:  Say you couldn't do that.  I'm trying to understand from how the agreement works.

Is there a provision that allows you to -- or are you aware of a provision that allows you to do that?

MR. STOLL:  I think he's asked -– and I object -- I think he's asking for a legal interpretation of the agreement.  The agreement speaks for itself, and we haven't really pulled up the terms.

And we can deal with it in argument if we -- if we my friend wants.

MS. LONG:  Well, I guess I'm trying to get an understanding of this too.  It seems like it's more of an operational issue with respect to -- sorry, I'll let you finish having the panel discussion, but I think what Mr. Rubenstein is trying to ask and what I was trying to ask earlier, we're trying to understand operationally how this works.  So I think what you're saying is that if there were to be new load, you would probably do a rejigging of who -- I mean, which transformer station covered which customer; is that fair?  I don't think Mr. Rubenstein wants to get into the actual legal specifics of this agreement, but he's trying to understand how it works, and I would like to understand how it works too.

Is there a rebalancing every year as to what's on the TS and what's not?

MR. VANDERBAAN:  Operationally there would be, so we would always be monitoring how much load we have on our station versus Hydro One's, and try to maintain the load we have on Hydro One's station as static, and any new load growth would go on to our station.  And we would be able to do that by moving an open point on a feeder closer to Hydro One station to pick up more load.  So we would always in effect keep the 57 megawatts we require on their station and basically move any new load on to our station.  Electrically we could do that.

MS. LONG:  And then, I mean, is there provision that the bypass amount could change from year to year, based on what customer was on the Hydro One TS?  Is that contemplated?

MR. VANDERBAAN:  As I understand the agreement, it is a one-time payment.  So there's no going back and truing it up, based on any load changes.

MR. RUBENSTEIN:  If there is a further reduction from what's on the Hydro One transformer station, do you have to pay an additional bypass payment?

MR. VANDERBAAN:  It would basically be a second bypass agreement for additional load.

MR. RUBENSTEIN:  So why is it prudent for ratepayers to have to pay for a bypass payment if ultimately it is essentially one-sided, because if more load drops off that -- off the Hydro One station rate, there's another bypass payment you would have to pay, that I assume you would seek it from ratepayers, but if more load goes on to that station, you know, Hydro One gets their payment and there is no clawback of that amount.  That amount is not -- you know, it's built into rate base as you're seeking it.

MR. VANDERBAAN:  I'm not sure I understand that question completely.

MR. RUBENSTEIN:  Sure, I'm just trying to understand how this arrangement is prudent from the ratepayers' perspective, because it seems to me, at least, it is one-sided.  You've made a bypass payment to -- because your load has been reduced on the Hydro One station, and that's paid.  That's -- Hydro One's locked that amount in, from what I've understood.

If there is a further reduction in load, you pay a second bypass payment, but if there is an increase of load, there is no amount that's coming from Hydro One back to Festival.

MR. VANDERBAAN:  We would only make an additional payment if we deliberately bypassed load.  So if load decreases, customers disappear, and Stratford load goes down, we don't enter into a bypass.  That's not a bypass.  A bypass is us making a conscious decision to take load from Hydro One and put it on our station.

MR. RUBENSTEIN:  And then operationally, because you're operating two transformer stations for your service territory, how does Hydro One know the difference between you physically changing a customer from one transformer station to another versus a natural -- you know, there's just, the customer disappears?

MR. VANDERBAAN:  It's done in good faith.

MR. RUBENSTEIN:  So you're -- it's not a question of good faith, bad faith.  I'm not trying to --


MR. VANDERBAAN:  Hydro One --


MR. RUBENSTEIN:  I'm just trying to -- you monitor them or you tell them --


MR. VANDERBAAN:  Hydro One knows the load on both stations.

MR. RUBENSTEIN:  But I'm talking about a change, so if you move load --


MR. VANDERBAAN:  Yes.

MR. RUBENSTEIN:  -- from -- or you are reducing it, do you tell them, This is a bypass, or this is natural load reduction in our service territory?

MR. VANDERBAAN:  We would advise them that it is a deliberate bypass.

MR. RUBENSTEIN:  Okay.  Thank you very much.  Those are my questions.

MS. LONG:  Mr. Janigan, do you have any idea how long you will be?

MR. JANIGAN:  No more than ten minutes, I don't think.

MS. LONG:  So I'm just wondering, is Mr. Aiken planning on asking questions of this panel; does anyone know?

MR. STOLL:  I had spoken with Mr. Aiken yesterday, and he had said he had no questions for this panel.

MS. LONG:  Okay, that's fine then.  Mr. Janigan, can you proceed?
Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Thank you very much.

Mr. Jeffreys, regulatory accounting principles may differ from general financial accounting principles, can they not?

MR. JEFFREYS:  Yes.

MR. JANIGAN:  Okay, and that occurs when -- at least one occasion where that occurs is where the regulator acts in furtherance of governing legislation.  Would that be correct?

MR. JEFFREYS:  I'm going to remind you that in my role here as auditor, not financial-statement expert or financial expert, that that's a question I cannot answer.

MR. JANIGAN:  Oh, okay.  Well, let me ask this question then, and your counsel may choose to answer it:  Are you aware of any impediment that this panel may have in acting in furtherance of the legislation and deciding to treat this payment in the form of a deferral account, rather than an addition to rate base?

MR. STOLL:  I'm not sure I understand your question.  The legislation basically authorizes the Board to set just and reasonable rates.  It does, I believe, under 36(3), allow them to choose the method they deem appropriate, so that those two subsections would work hand in hand.

MR. JANIGAN:  Okay.

MR. STOLL:  I'm not sure what other point you're getting at.

MR. JANIGAN:  No, and you're exactly on point, Mr. Stoll, but -- to the point I was attempting to raise, that the Board, in its powers associated with making just and reasonable rates, may make arrangements that may differ from general financial accounting rules.

MR. STOLL:  Right.  And historically, the utility industry has allowed the fair rate of return on asset investments, and that's gone back to, I believe, the 1920s and 1930s, where part of the regulatory compact was the utilities would be allowed to earn a rate of return commensurate with the risk in exchange for providing the service in the manner in which they are allowed to provide it in the marketplace.

MR. JANIGAN:  Provided that the rates they charge were just and reasonable.

MR. STOLL:  Correct.

MR. JANIGAN:  Okay.  Now, in this case the obligation that gave rise to the payment arose from the transmission service code, did it not?

MR. VANDERBAAN:  Yes, Transmission System Code.

MR. JANIGAN:  Oh, system code, I'm sorry.  And is it the case, Mr. Jeffreys, where a utility may put a regulatory cost in rate base?  Are there any occasions where regulatory cost will go on a rate base rather than be treated as an operational matter?

MR. JEFFREYS:  Again, that would be a question asked of a financial expert, not an auditor of something that is --


MR. JANIGAN:  Okay.  In the event that the --


MR. STOLL:  Mr. Janigan.

MR. JANIGAN:  Sorry?

MR. STOLL:  I don't know if your questions might be answerable by the panel as opposed to Mr. Jeffreys.  I'm just trying to -- rather than leave the questions unanswered --


MR. JANIGAN:  If you want the panel to answer them, that's acceptable, Mr. Stoll.

MR. STOLL:  I'm not sure.

MS. LONG:  Do you want to re-ask the question, Mr. Janigan, and then the panel can decide if they feel it is something that they can provide some assistance with?

MR. JANIGAN:  Certainly.  Are regulatory costs ordinarily put into rate base?

MR. STOLL:  Mr. Janigan, regulatory costs, I'm not sure.  That seems a pretty broad concept.  From, like, the costs of this hearing to, like, whether a utility was ordered to undergo a capital expansion, so maybe you can point us in a little bit of a direction.

MR. JANIGAN:  Sure, let's focus it down.  Let's say that the -- that Festival had applied for an exemption from the transmission service -- system code.  Would the regulatory costs of obtaining such exemption be put into rate base?

MS. REECE:  I'm not familiar with that process, so I really can't comment on it.

MR. JANIGAN:  Okay.  In the event that you put the costs of this agreement into rate base, if an amendment was made to the Transmission System Code that removed the obligation to make such a payment, what would happen to this in rate base?

MR. SEMSEDINI:  I think we would say we don't know, because it would depend on what the change was in the code.  If the OEB deemed that it was retroactive and we can go back and get our payment back from Hydro One, I would say that it would come out of rate base.

MR. JANIGAN:  What if there was no retroactivity?

MR. SEMSEDINI:  Then I would say that it would still stay in rate base because that was the treatment.

MR. JANIGAN:  Why isn't it fair for ratepayers to expect that the payment made to complete your project be made in a way that is most cost-effective for them?

MS. REECE:  I think the payment, as it is, is quite fair to the ratepayers of Ontario.

As I referred to earlier, we did discuss with Hydro One.  As a result of this transaction, they are removing that from their rate base.  And in this situation here, we would be, under the definition, adding it to our rate base.

So it is a neutral situation for ratepayers in Ontario.

MR. JANIGAN:  But if you put this amount of the payment in a deferral account and asked ratepayers to pay it over a three-year period, it would cost them $325,000 less than if you put it in rate base; am I correct?

MR. SEMSEDINI:  I think the issue we get into here is our consistent treatment of assets.  We believe this is an asset, and as an asset should go to rate base.

We don't pick and choose what works for us, what works for the customer.  We're just trying to have a stable approach to how we deal with assets.  We believe it's an asset; therefore it should go into rate base.

MR. JANIGAN:  But effectively you are dealing with attempting to mitigate the difficulties associated with a regulation of the Board, are you not?

MS. REECE:  No.  In our assessment on the work we did and the review, reference to APH 410 and the CPA handbook, this does constitute a long-term asset and should be treated as such.

MR. SEMSEDINI:  And I'd also like to point out again that it was audited and also concurred by our auditors that it was a correct treatment.

MR. JANIGAN:  You know, under the financial accounting rules, but your auditor said today that really he cannot give a statement on whether or not on, under regulatory accounting, that the same treatment has to be afforded; correct?

MS. REECE:  Well, it was, once again, going back to management's review of the CPA Handbook and even the guidelines under APH 10, we do believe that this is a long-term asset by the nature of it.  And the value of the expenditure, the fact that there is future benefit to it, as required in those guidelines.  We have control over the asset, and it is a measurable asset.

MR. JANIGAN:  Well, are you not concerned that this whole adventure arises out of the application of a regulation of the Board, which is under the Transmission Service [sic] Code?

It seems to VECC, for example, that -- in circumstances like these, that the method of attempting to deal with the regulation under the Transmission System Code should be resolved on the matter, which is the least expensive to ratepayers; would you not agree?

MR. STOLL:  Mr. Janigan, like, are you suggesting that Festival should not comply with the Transmission System Code?  That they shouldn't take the regulatory requirements imposed by the Board and say:  Well, that's not going to drive the immediate least cost, and so we should just make the rules up?

MR. JANIGAN:  No, I'm suggesting that when it does attempt to deal with the implications of the Transmission System Code and makes an agreement such as this, that the cost of such agreement should be done -- should be resolved in a fair and equitable manner to the ratepayers.

MR. STOLL:  Right.  And I think the proper venue was when the Transmission System Code was developed and the changes and amendments that have occurred in the Transmission System Code through the 2002 or 2005 amendments and subsequent amendments were actually dealt with.

And bypass is a much broader issue than just a race to the bottom for cost, because there are other issues at play and there are other policy considerations.

So we have the Transmission System Code that we have, and my clients followed it.

MR. JANIGAN:  What I'm suggesting, Mr. Stoll, is that the mitigation effort when, in fact, it was discovered that the projections were wrong, the cost of the mitigation efforts should be resolved in a manner which is most fair and equitable to ratepayers.  But I think that's a matter for argument.

MR. STOLL:  I agree that it is a matter for argument.  I think that's the extent of our agreement, but...

[Laughter]

MS. LONG:  Well, I was just going to cut both of you off.

[Laughter]

MS. LONG:  Let's move on and ask the witnesses some questions.

MR. JANIGAN:  Actually, Madam Chair, those are all my questions for this panel.

MS. LONG:  Thank you, Mr. Janigan.

Do I understand, Ms. Djurdjevic, that you think you may have questions on the memorandum supplied to the board of Festival?  Is that what I'm understanding?  And you're asking for production of that document now so that you can ask those questions?

MS. DJURDJEVIC:  I don't know whether I'll have questions.  That means probably not, you know, but since we've gotten most of the evidence from the panel today, but...

MS. LONG:  I guess I'm trying to understand what you want us to do here, because we have some questions, and then Mr. Stoll may have some redirect and then he's going to do his argument.  So to the extent that you're asking us to take a break so that Ms. Reece can see if she can get that document and answer questions, I want to be clear that -- is that what you're asking us to do?

MS. DJURDJEVIC:  Could we do the lunch break and so Mr. Stoll can prepare his final argument?  And then when we return, by that point I will have reviewed the document.

MS. LONG:  I expect that Mr. Stoll would like to be one cross-examination before he prepares his argument in-chief.

MR. STOLL:  That's correct.

MS. LONG:  I guess while you're contemplating that, Mr. Janigan and Mr. Rubenstein, to be fair to you, are there questions on these answers to undertakings that were filed today that you plan on asking questions about?  I want to give you -- I want everyone to have equal opportunity.

So no.  Then, Ms. Djurdjevic, it is up to you as to whether or not you feel you're going to --


MS. DJURDJEVIC:  No, I've just had a quick chat with Staff and we'll just leave it for argument.

MS. LONG:  Okay.  Then we will ask that you file that undertaking in due course.  You don't have to do it over the lunch break.

MS. DJURDJEVIC:  Thank you.

MS. LONG:  That being said, Mr. Stoll, the Panel does have some questions.

MS. DJURDJEVIC:  Thank you.
Questions by the Board:


MS. FRY:  Okay.  Good morning, panel -- no.  Good afternoon, panel.  So I want to go back to the decision in April 2013 giving you the ICM.

So there was the original decision, which had a draft rate order attached, asking for comments, and then comments on the draft rate order from Festival resulted, actually, in a change to the line item in the rate order that dealt with the ICM.  Whereas in the draft rate order, the ICM was supposed to be effective until April 30th, 2014, the wording proposed by Festival, the wording change, which was reflected in a decision by the Board, that wording was changed to:  "The ICM should be in effect until the effective date of the next cost of service-based rate order."


So I'm just wondering if any of you can help us understand the context in which that suggestion for a wording change was made.

MS. REECE:  Sure.  We had submitted our letter to the Board, as originally noted, in January of 2013.  We had previously filed our ICM, of course, at that point in time.

So when we were doing the draft rate order we had not heard back from the Board as to whether or not this was acceptable for us to move it to 2015.  So in light of that uncertainty, knowing that for smart meters the wording was that it's -- that rate rider would be in effect until the next cost of service, we requested that change to state the same way, that it would be there until the next cost of service application.

MS. FRY:  Okay.  Nobody else has anything to add?  No?  Okay.  Thanks.

MS. LONG:  Mr. Jeffreys, I just want to be clear.  Mr. Janigan asked you about the scope of your retainer.  And as I understand it, it is, as an auditor, to review the financial statements and to give an opinion.

I understand that it was not part of your mandate to provide a professional opinion on whether or not the bypass agreement should be considered to be an intangible asset for regulatory purposes; is that correct?

MR. JEFFREYS:  That's correct.

MS. LONG:  Thank you.  Mr. Vanderbaan, you and I had a bit of a discussion about customers coming in and out or on and off of TS stations.  And I'm wondering if you're able to provide me -- and you can do it by way of undertaking -- where in the evidence it's listed, the evidence with respect to reduction of customers, whether these were customers -- you talked a bit about how customer load had changed between 2010 and 2013.  I'm trying to get a better sense of whether -- where in the evidence, other than our discussion today, it's listed how many customers that would have been, whether it was a reduction in load, as opposed to the customers stopped -- ceased to be your customers.


Is that type of detail anywhere in the evidence that we have?

MR. VANDERBAAN:  I don't think we mentioned specifics.  I think we gave an indication as the reason we discussed a bypass was that the load was less than we expected, and that was due, in part, to some customers leaving Stratford, so I think that's what we had.

MS. LONG:  So are you able to embellish on that now?  I mean, are you talking about two or three industrial customers who ceased to function and that caused the reduction in load?  I'm just trying to get a sense of what we're talking about here.

MR. VANDERBAAN:  There were two large industrial customers.  One was one of our largest that closed its operations during that time.  The second was also an industrial, not quite as large, but I think the total was around the 6 or 8 megawatt total.

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

The panel does not have any further questions.  We thank you very much for your evidence yesterday and today.  And with that being said, Mr. Stoll, how long would you like to prepare your argument in-chief?  We're going to take the lunch break, but I appreciate you may need longer than an hour.  I should also tell you our constraint on the other end is that we do need to finish by 4:30 today.

MR. STOLL:  Well, I'll talk quickly, and just -- if I can have til 2:15 --


MS. LONG:  That's fine.

MR. STOLL:  -- to commence argument, that would be acceptable.

MS. LONG:  Okay.  Well, then we will break until 2:15.

MR. STOLL:  Okay, thank you very much.


MR. LONG:  Thank you.

MR. JANIGAN:  With all due respect to my friend, I would like to withdraw at this time.  I --


MS. LONG:  I expect that you and Mr. Rubenstein might not be here at 2:15.  That's fine.
--- Luncheon recess at 12:33 p.m.

--- On resuming at 2:15 p.m.

MS. LONG:  Please be seated.
Preliminary Matters:

MS. LONG:  Mr. Stoll, before you begin, there are just a few preliminary issues that the Panel has.


We would like to advise the parties that we are prepared to accept the settlement proposal.


And with respect to schedule, Mr. Stoll, is it possible for your client to have their responses to undertakings by next Tuesday?


MR. STOLL:  Yes, that's possible.


MS. LONG:  So that would be November the 18th.  Then Board Staff has agreed that they will file their argument on November the 24th, intervenors filing their submissions on November the 26th, and Festival Hydro to file their reply by December 3rd.


MR. STOLL:  Thank you.


MS. LONG:  Thank you.  So if there are no other preliminary issues, we look forward to your argument in-chief.

Closing Argument by Mr. Stoll:

MR. STOLL:  Thank you very much.


You should have on your screen an undertaking I'll refer to in my opening, so I just -- I'm going to organize my submissions along the lines of rate base, a little bit of historical, the 2014 and 2015 year spends, working capital allowance.  There will be a bit of a discussion on the transformer station and the bypass agreement.  Then also a discussion about the OM&A, a little bit on rate design, and the deferral and variance accounts.


And I don't really intend to address revenue requirement; I think it's an issue that just really falls out of the determination of the other issues.  As we noted, we agreed on the process with the intervenors and I think it's a standard process, so I don't intend to talk about that.


Most of the numbers I will be referring to don't reflect that $17,000 regulatory cost number that we spoke of regarding the change for the oral hearing.  So just bear that in mind.  So the numbers aren't precise that we have seen, but over an $11.5 million revenue requirement, they're pretty close.


And that's where I'd like to start a couple of opening comments.


The revenue requirement is stated in the revenue requirement work form at 11,357,184.  And this is one of the other things.  It's a little bit -- certainly not by design, but happenstance, the revenue deficiency of 478 in rates -- and it's 478,277 -- is quite close to the RTSR savings that would result from the bypass agreement.  And again, that was certainly just happenstance.


I would like to draw the Board's attention to just kind of the overall flavour of what the ratepayers are likely to be looking at.  And in the response to Undertaking JT1.24, which is on the screen, there's a summary of bill impacts for typical Festival Hydro customers.


And if we look at the fifth column over, it talks -- it says "Percentage change," and that's in respect to the distribution charge.


And I would just note that there are a lot of red numbers, which means the amount each customer is going to be seeing is going to go down.  So even though there is a deficiency for each customer, this is a good news story.  So we'd like the Board to keep that in mind at the end of the day.


I'm going to speak a little bit about rate base.  And we're seeking -- Festival is seeking approval of $62,963,284, of which 53,358,152 is for the net fixed assets, and 9,605,132 as the allowance for working capital.  That's a very minor decrease from the original application, which was at $63,100,999.  So the application hasn't changed very much.


I'd like to start with a discussion on the 2015 test year and the capital spends.


And Festival has requested 2,501,500 for that test year spend.  And in perspective, that number is lower than the capital spend for the remaining years in the IR program.  And Mr. Semsedini noted this, and he said -- and this is at the transcript, page 20, he said:

"So the 2015 spend that we're looking to do would be 5 percent lower than the average spend for the four preceding years -- or future years."

And then he also -- it also came up later during cross-examination that the forecasted capital spend 2015 to 2019 is lower on average than what they have spent over the last five years.  So in that regard, it looks like a very reasonable request.


And so if we look at a little bit more of the minutia -- and I'm not going to go line by line, certainly, through this, but there's a couple of elements that came up during the cross-examination that I did want to highlight.


One was around the electric car, where Mr. Aiken asked a couple of questions.  And the amount for the electric car is $70,000.  But that is part of the story.  It is -- that is essentially a replacement of what would be a more traditional vehicle, so it is not a truly incremental 70,000; it's about a 30- to $40,000 incremental cost compared to a regular car.  But as noted in the evidence, this will provide certain informational benefits to Festival in the way electric cars may impact the system in the future.


So it's the incremental that is really more of a focal point, rather than the gross dollar value.


Also in regards to the capital spend, Mr. Rubenstein Festival asked several questions on the pole replacement program.  And Festival indicated that they were going to replace approximately 100 wood poles per year, and that their total pole population was around 2,600, of which about 700 were pre-1970 vintage.


So just doing the really back of the envelope math, it is going to take seven years to get rid of the pre-1970s.  By that time, we're looking at it being 2021 and we're back to a 50-year pole age.


So in that regard, it's not like Festival is saying at 40 years these poles are depreciated and they're coming out of the ground; their pole program basically maintains the status quo in terms of the demographic pole population, again, maintaining reliability at the same standard, maintaining the same sort of asset composition, and, in our view, an entirely reasonable approach.


With respect to whether all the money -- Festival is committed to spending all the money in 2015, it confirmed in cross-examination that it was, even if a couple -- even if there were a couple of changes in 2014.  So the 2015 number is the number.  And therefore we would say that should be approved as requested.


Similarly, with the 2014 bridge year spending, there was some questions about the year-to-date spending.  And we have an updated undertaking to provide in this regard, but the 2014 bridge year was looking at a gross capital spend of 2,773,000, and approximately what we'd forecasted, 150,000 in capital contribution.  So a net of about 2.623 million.


And again, during cross-examination it was confirmed that the expectation is that money will all be spent, and that the capital spending pattern for this year is tracking the same way and that the capital spending is back-laden in the time of year.  Again, OM&A occurs during the beginning of the capital year; capital picks up throughout the year, towards the year-end.


Regarding the 2013 and prior years, I don't think there's much debate about any of the inclusion of the capital assets, other than maybe the edges of the transformer station, which I'll talk about later, but just by way of note, Festival has been spending significant amounts on capital.  This is mainly as a legacy of the purchase of the six villages that form part of its service area outside of Stratford and ensuring that those systems were brought up to a standard that was acceptable.

So they have been a more capital-oriented spending utility than maybe some others through the prior few years, and Mr. Semsedini indicated that that was part of the transition that Festival is now in.

We would note that one of the benefits from spending on capital has been that Festival in their line losses has historically been one of the lowest utilities in the province, so they have been able to achieve certain benefits for the customer that doesn't necessarily show up in the actual distribution rate, shows up in some other places, though; we'd like the Board to keep that in mind as well as it's considering the evidence.

With respect to the transformer station, again there's some -- there's a good news story in many ways revolving around this transformer station.  It was approved as an ICM by the Board.  It was energized in 2013, and that energization resulted in benefits on the RTS SR side of things, but also, in managing the construction, Festival was able to do it for less than what the ICM application had indicated.  There was savings of $551,330, less than the approved amount in the ICM.

So I don't think there should be any issue regarding full inclusion of the transformer station and rate base.

I'm going to talk a little bit about the deferral accounts and the true-up later.  I'm just trying to keep this focused on the primary rate base issues.

The bypass agreement generated significant conversation.  And basically the agreement provides Festival the ability to shift 20 megawatts of load from the Hydro One Devon transformer station, which had been the transformer station feeding Stratford.  It allows the customers to avoid annual costs in the form of the RTS charges in the amount of approximately 475,000.

It does require a one-time payment to Hydro One.  The payment is required by the Transmission System Code, and it relates to load shifted.  And as you'll recall, Mr. Vanderbaan indicated there is no intention of increasing load back on Devon Street, that they will manage their system, such that the load increases from -- will be served by the new transformer station.  So from a practical matter, I don't think that the concern of a rebate is one that is likely to arise.

With respect to the entering of the agreement, I would note Mr. Aiken during his cross-examination encouraged Festival for taking the initiative and entering the agreement because of the benefit to ratepayers.  Now, I'm not sure where he stands on whether it's capital or should be treated as capital for rate-making purposes or not, and I'll leave that to reply, but the -- I don't think parties are in disagreement that it was an imprudent decision to enter the agreement.

Festival treated the bypass agreement as a long-term asset.  They explained the rationale in response to JT1.14.

The request is for the full amount of the 1.23 million, and Festival is seeking to include that in rate base.  It did include it as a long -- as a long-term intangible asset in its 23 audited financial statements, and that audit was accepted by KPMG, and it was an unqualified audit.

Further, Festival confirmed that the counter-party to the agreement -- and Hydro One is arm's length -- also treated the transaction in a similar manner.  So we have consistency in the way that the parties considered the agreement.

Also, Festival confirmed that at least one other utility considered this -- considered the bypass agreement as a long-term asset, and a rate-base-able item.

Now, the amortization period of 45 years is consistent and is the same as the -- for the bypass agreement, has been linked to the transformer station life expectancy as well.  Again, we feel that's entirely appropriate.  Without a transformer station, we can't -- Festival can't bypass, so they need the station to create the physical bypass.

With respect to -- and I'm going to switch to working capital allowance, and I won't belabour the points here, but just, I do want the record to be clear.  We applied for -- Festival applied for the 13 percent allowance, again, which was in accordance with the Board's policy -- or Board's guidelines.  And those guidelines did give Festival the choice of either the lead-lag study or the 13 percent default value.

And as you're familiar, the Board issued the letter indicating that -- and when they updated the guidelines, that it would be the distributor's choice, absent a Board order.

So Festival has done what they were entirely entitled to do in this regard.  And working capital has been a bit of an evolution at the Board.  It was originally 15 percent.  The Board's letter changed the default rate to 13 percent.

Should the Board decide that there is value in a further review, Festival would support that because, as Mr. Semsedini said, he didn't feel it appropriate that every small utility would conduct its own lead-lag study over every rate case, so there is a regulatory efficiency to having a guideline number.

We would -- Festival would also note that its practice is really -- it's the common practice among LDCs, and of the 11 cost-of-service filers in 2014, ten of them used the 13 percent allowance, the only exception being Veridian, which had previously agreed to do a lead-lag study.

And of note, the Board has consistently accepted the working capital allowance in a number of decisions.  We can look at Burlington Hydro or Oakville Hydro, Cambridge and North Dumfries, Kitchener-Wilmot, and a few others just -- so this is an accepted practice, and Festival doesn't see any reason to depart from that practice.

There were some questions around monthly billing, and Festival acknowledged that monthly billing is one factor that would impact the results of a lead-lag study.  However, there's no other -- there's no evidence that would warrant departing from the -- Festival would -- that would warrant the Board departing from its current practice of following the guide in this respect.

The notion that monthly billing is determinative of the issue I think is dispelled, and I think even Mr. Aiken's table from Energy Probe in the compendium K1.1 would help dispel that there are other -- indicate that it is a utility-specific number when you do a lead-lag study.  Festival felt that way, and they answered through cross-examination that a lead-lag study would be utility-specific.

In response to this issue coming before the Board in a couple of other instances -- and I'm going to go to Hydro Hawkesbury and Fort Frances utilities -- the Board in their decision said it did not consider it appropriate to adopt the results of a lead-lag study from another utility without a thorough analysis concluding that the two utilities are comparable.

And again, we don't see any evidence of a comparable utility or a reason to deviate.  And really, I think what the Board is saying is we have a guideline, but if somebody brings better evidence through a lead-lag study that there is a more appropriate working capital, the Board would listen to that.  And where that is the best and most appropriate evidence, that would work its way into the decision.

However, that's not the situation here.  We have no lead-lag study.

I would also note that just recently the Board issued its decision on the review and vary motion in the Kitchener-Wilmot Hydro decision, where, again, they were considering the working capital issue, and that the -- the Board number is EB-2013-0147/EB-2014-0155.  And the Board stated at page 4:

"The Board finds that using a consistent WCA default value in cases where lead-lag studies have not been conducted to be a better approach than attempting to use simplified methods to derive utility-specific WCA value, for each rate for each case from other lead-lag studies, which may not reflect the unique circumstances of such utility."


Later on in that very same page, the Board said:

"The Board finds that there is no compelling evidence in this case to suggest that a WCA value other than the default value, was more appropriate and therefore confirms its earlier finding that KWHI propose 13 percent as acceptable."


We're of the same view.  There is no compelling evidence that would warrant the Board departing from its guideline.

As I mentioned, if the Board does want to consider this issue again as new information comes to light, Festival is supportive of that.  Festival is also supportive of the notion that smaller utilities have the benefit of a standardized approach and a default number, rather than being put to the expense of every utility doing a lead-lag study.

Those are my comments in respect of rate base.  And based on those, Festival is of the view that its rate base application is appropriate, and that the Board should approve the request as it stands.

Now, I'm going to switch to OM&A, and this will be hopefully a little bit shorter than the rate base.  It certainly is when I've written it down.

Festival had requested $5,139,182, and then they provided the update to increase that by $17,100 as a result of the change in appendix 2M for the regulatory cost as a result of coming to this oral hearing.

And this is the first time that, actually, Festival has been through an oral hearing since it's been regulated by the OEB, so...

Historically, Festival has been one of the best performers in rankings.  If we look at what's called the PEG report, historically Festival has been in the first cohort.  And that analysis has historically focussed on the OM&A cost.

I would also note that Festival's full-time equivalent employee complement has been maintained at the same level since 2010.  And given the many changes in the demands upon the utilities in that time, I think it's commendable that they have been able to maintain that level of staff without increases, again through shifting work and re-evaluation.  I think it's demonstrated a prudent management of their OM&A staff.

Now, there is -- there has been an increase in the OM&A cost in this application.  And since the 2010 cost of service, Festival detailed that the majority of the cost increases were related to smart meter initiatives, OMERS cost, some changes to the accounting rules, and the installation of the transformer station.

So, again, those costs were really outside the day-to-day or normalized operation of Festival in 2010.

Further, Festival confirmed it recently concluded its labour negotiations, which resulted in a 2.02 percent increase.  Of that, 1.75 percent is the cost of living adjustment, and the remainder being benefits to specific types of -- or categories of employees to maintain a competitive position within the local utility hiring network.

During cross-examination the issue of Festival benchmarking its OM&A costs arose.  And Festival indicated that it had reviewed its 2015 proposed OM&A on a per-customer basis against the 2013 Yearbook.

And I'll read a quote from Mr. Semsedini.  And this is in the transcript at page 102, so 102, lines 5 to 9.  And Mr. Semsedini responded to Mr. Rubinstein, and I quote:

"We have -- so, again, this is where we get back to Festival Hydro's 2015 actual OM&A request versus 2013 OEB Yearbook numbers."


So again, two years later.
"And we are still ranking in the top 20 of the most efficient utilities in OM&A costs."


So I think this demonstrates Festival's commitment to the OM&A.  They also indicated that they expected OM&A costs to remain flat over the IRM horizon.

With respect to the regulatory cost, the update provided a total cost of $282,000 in respect of the cost of service application.  Again, in Festival's submission, that's an entirely appropriate cost, especially given that we did go through an oral hearing.  And there are a couple unique issues in this proceeding with the -- with the bypass agreement and the ICM being somewhat different than many of the cost of service applications.  So it is a little more involved for a utility this size.

So all told, Festival is requesting approval for OM&A in the amount of $5,156,282, and that reflects the increase in the regulatory update.

Those are my submissions on the OM&A side of things.  I'm going to speak now about the fixed/variable split.  And Festival indicated that it has basically held its current charge for the application, and we can get into this.

It's likely -- and from some of the questions from Member Fry that -- there were questions about lowering the fixed charge.  So I'm just going to speak to five points around that issue of why Festival did what it did and why it feels it's appropriate.

The first being the filing requirements under section 2.11.1, which states:

"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."


Essentially, status quo.  And that's exactly what Festival did.


A second point that Festival would like to highlight is that moving the fixed charge significantly can result in some individual bill swings for customers within the same rate class, and so as an element of rate stability and predictability for costing for its customers and avoiding confusion, Festival feels it's appropriate that it maintain its rates as they currently are set.

We don't see the need to differ -- or to change and alter the fixed/variable split for this class.  And a second item of rate stability was highlighted in a letter by Schools to the Board around revenue decoupling, where it talked about the discussion of revenue decoupling arises out of a need to ensure that distributors have stable revenue in order to manage and sustain their distribution system.

So again, there are other reasons, revenue decoupling being one, and in that framework you're looking at predictability, both from the utility standpoint, but also from the customer standpoint.  And it seems that the Board direction, at a high level -- and it's not -- has been that fixed charges would tend to stay the same or increase, and if we look at the draft report on rate design for electricity distributors, EB-2012-0410, in the covering letter it said:

"The Board intends to pursue a fixed rate design solution to achieve revenue decoupling.  The Board believes that a fixed rate design for recovery of electricity distribution best meets principles of rate-making in response to the current challenges in policy.  It recognizes that distributors' short-term costs are largely fixed and do not vary from month to month with energy consumption."


So again, that's not necessarily determinative in and of itself, but it would seem to be consistent to at least maintain the current fixed charge in view of the thoughts from the Board, rather than lowering them and potentially raising them again later, when the Board has signalled that that's not the direction they're heading and may be heading in the opposite direction of increasing fixed charges.

Festival would also note the discussion on this fixed/variable split is only in respect to the GS greater than 50 class.  It's not -- and we would note that the fixed/variable element of the large-use rate class was settled as part of the settlement agreement.


Well, it was the same issue, and so for consistency in approach, Festival believes it is more appropriate to be consistent across its rate classes as well.  So it can turn to its customers and say, You had the similar principled issue and we dealt with it in the same principled manner.


The last point I would like to make is that Festival's fixed charge doesn't appear to be out of line with what other rate orders for similar classes are from other utilities, so it's not like it's an outlier from the population.

So those are my comments on the fixed/variable split.

With respect to the rate riders and the transformer station, I don't have lengthy argument and submissions.  I expect the reply will be much longer to try and encapsulate a response to all the parties to this proceeding.

Festival's requested two rate riders, one related to the true-up of the transformer station around the -- I'm going to say the capital, or non-OM&A cost, and the second being the OM&A cost.

And the Board requires a utility who received an ICM to come forward in its next cost-of-service application and perform a true-up.  And Festival would note that the guidelines really focuses on the capital, because that's what the focus of the ICM obviously is, because it's an incremental capital module, and even the -- and it doesn't talk to the associated OM&A, and the actual model doesn't have an OM&A segment to it.

So in that regard, the system really forces people to focus on the capital expenditure, but if we stand back at a high level, Festival has requested recovery of monies relating to what it feels is a complete and proper true-up of expenditures related to the transformer station.  On the capital side it followed the principles in the Board's guidelines and its understanding of the process from the Board's prior decision in Oakville Hydro, and that was EB-2013-0159.  Pardon me, 0159.  With respect to the OM&A it's seeking recovery of costs incurred in a prudent manner.

So again, no different on a principled basis than what a utility would be entitled to recover in the normal course.  It's just a timing issue that has arisen here.

And just so we're clear, at the time of the ICM, Festival was predicting a summer 2013 installation, or late summer, and to have costs of service rates in place effective May 1, 2014.

What actually happened was a December 1st, 2013 energization, and rates that will hopefully be effective January 1, 2015, although, given where we are today, I'm not sure that that's going to be maintained.  We may be a month or so out.

So what we're trying to do is basically do a proper and complete comparison of what we knew when we did the application to where we are today.  We are not trying to gain a benefit to any party.

So there's two rate riders.  The first is in the amount of $415,111, and that was included in the updated evidence.  And those are related to the non-OM&A costs.  So -- and the application of the ICM model.

When Festival applied for the ICM, it was in its final year before cost of service, and it received the approval from the Board on that basis, but as we noted, that's not what happened, and with the delay of the eight months, it ended up adding a year, in which case, had that been known at the time of the ICM, the half-year rule would not have applied during the ICM.

There would still be a true-up, but it would be a different form of true-up, and the rate riders would have been different, assuming that approval had been granted at that time.

So what Festival has done has sought to bring forward to today the differences between the capital, the depreciation of CCA, those elements to ensure that there's a proper accounting and treatment of the differences.  So the benefit of the reduced capital cost gets captured during the true-up.  The other changes to the timing element get captured as well.

The second rate rider deals with the OM&A and seeks recovery of $244,815.

And there is an undertaking, JT1.12, which provides the breakdown of that.  I won't get into that.

But again, it's -- and this is -- this is related to cost.  And these are truly incremental costs to Festival.  They have no transformer station.  These were over and above the OM&A expenditures.  So there is no -- there should not be any suggestion that there is an attempt to double recovery, or it should -- had an ability to manage its spending differently.

These are O&M costs related directly to the new transformer station that Festival built.  And they were incurred during the 2013 and 2014 period.

Of the 244,815, there was an element of that that is really just accounting treatment.  At the time of the ICM, about $40,000 in training costs were capitalized, and they were included in the ICM and formed part of the approval.

However, as a result of the subsequent accounting treatment, Festival could not capitalize those costs and they became OM&A costs.  So these training costs were capitalized originally, and now they were put into OM&A.  So that's a small -- that's one element of the OM&A costs, about how those costs arose.  Again, circumstances beyond Festival's control.

For the remainder of the cost, Festival incurred approximately 15 million and expended approximately 15 million to construct the transformer station, and wanted and needed to ensure it was properly operated and maintained.

Again, this is a new asset, unlike other assets in their system.  They had to seek third-party assistance to operate and maintain this station, and they did so.  It was prudent to do so in the circumstances.

As far as the accounting goes, Festival explained its rationale in Undertaking -- in the response to Undertaking JT1.12 -- sorry, I misspoke.  JT1.14, on how it came to classifying the bypass agreement that flew out of the -- sorry, I jumped ahead on myself.  The OM&A cost, it was prudent to expend the effort and properly maintain the new asset.

In considering this, Festival looked at what it had done with smart meters, where there was significant capital and OM&A expenditures being incurred, and final recovery would happen later on.  It sought advice from Board Staff and it accounted for it in a similar manner.

There -- Festival is not aware that there's any assertion that it shouldn't have incurred the cost.  So if we accept the premise that the costs were prudently incurred, the next question becomes:  Should they be recovered?

And in Festival's submission, it is appropriate in these circumstances to recover those costs.  And Festival considers it part of the truing up of all the costs associated with the transformer station.

And there was some comment around whether Festival was seeking Z factor treatment.

Festival was making an analogy, and confirmed during cross-examination that it does not intend to seek Z factor treatment in respect to the OM&A costs should the Board deny the ICM request -- or, sorry, the rate rider as part of the ICM true-up.

Subject to any questions the Panel may have, those are my submissions.  And then...

MS. LONG:  No, Mr. Stoll, I don't think we have any questions.

So if there's nothing further, Ms. Reece, Ms. McCann, Mr. Vanderbaan, Mr. Semsedini, thank you very much for your attendance today and your evidence, and thank you for your attendance this afternoon.

And I believe with that, we are adjourned.

MR. SEMSEDINI:  Thank you.
--- Whereupon the hearing concluded at 3:01 p.m.
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