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Thursday, July 2, 2015
--- On commencing at 9:34 a.m.
OSHAWA PUC NETWORKS INC. - PANEL 1, resumed


Atul Mahajan, Previously Affirmed

Phil Martin, Previously Affirmed

MS. DUFF:  Please be seated.  So the Board is continuing today with panel 1.  They have resumed.

Mr. Mondrow, is there any preliminary matters that you need to deal with?

MR. MONDROW:  No, thank you, Madam Chair.

MS. DUFF:  Okay.  So Mr. Stoll, please proceed.

MR. STOLL:  Okay.  Thank you very much.
Cross-Examination by Mr. Stoll:

MR. STOLL:  Hopefully we won't be the full time, but I just want to clarify a couple of things that were discussed yesterday as far as -- or Tuesday as far as implementation go.

Your current proposal would have rates implemented, the new rates, September or October, whatever the Board decides.  Is that correct?

MR. MARTIN:  Yes.  So the new rates.

MR. STOLL:  Okay.  And then the 2016 rates would come into being January 1, 2016?

MR. MARTIN:  Yes.

MR. STOLL:  Okay.  And my understanding is there's a revenue portion from the -- what you're seeking of the effective date of January 1, 2015 until the 2015 implementation dates that you are wanting to recover.

MR. MARTIN:  That's correct.

MR. STOLL:  Okay.  And that recovery process, can you describe that, when it would start?

MR. MARTIN:  Yes.  So once we calculate the foregone revenue amount --


MR. STOLL:  Right.

MR. MARTIN:  -- that -- the proposal is to put that into a deferral account and collect it over the five-year period as a rate rider.

MR. STOLL:  As a rate rider.  So that would start basically the October --


MR. MARTIN:  In September, yes.

MR. STOLL:  Okay.  Have you considered the bill impact that customers will be experiencing, like over that three-month -- three- or -- two- or three-month span over the implementation, if you see the rate increase, which is for my client about 6 percent this time, another 6 percent in January, plus this rate rider?

MR. MARTIN:  We haven't done the calculation, because we haven't -- we're not clear on where we're starting, but I -- I think the numbers would be somewhere in the range of a million-and-a-half to $2 million of foregone revenue, I think is approximately what we're talking about, so that over five years on a monthly basis.

MR. MAHAJAN:  Can I just clarify something?  I think you said that you will be doing that -- we will be doing that over three months.  That's not right.  We'll be doing that over the balance of the term --


MR. STOLL:  No, no, but on September 1 I'm going to see the new 2015 rates.

MR. MAHAJAN:  Right.

MR. STOLL:  Then I am going to see a rate rider, which will be 1/60th of the deferral account, assuming, for instance -- and then on January 1, 2016 I'm going to get another increase where I am going to see another 6-plus percent bill impact.  So within three months I am looking north of 12 percent.  That's subject to approximation, but that's essentially correct, is it not?

MR. MAHAJAN:  On the distribution side, but not on the total bill.

MR. STOLL:  Okay, all right.  And the 2016 rates, you're going to file a package somewhere between now and 2016.  So it's based on 2014 actuals?  Or for adjustments?

MR. MARTIN:  So we've already -- so in the June 23rd update we have adjusted further for 2015.  The expectation, when we've filed the application, was to begin our annual adjustment process, beginning with the year 2016; that's correct.

MR. STOLL:  Right.  So what information from the June 23rd update would change for the 2016 rates that are going to be set?  Is it like basically everything that is listed in the application, or are you going to try and live with those numbers?

I took from your -- I will preface it.  I took from your response, when you negotiated the long-term debt, that you were carrying that rate into 2016, that 2.7 percent.

MR. MARTIN:  Sorry, the -- can you repeat that question?

MR. STOLL:  Okay, sorry.  Which number -- okay, let's break it down.  Which numbers from the June 23rd filing still need to be updated for the 2016 rates?

MR. MARTIN:  The load forecast may require an update, because we adjusted 2015, but we did not adjust -- we didn't adjust the -- any of the other years.

MR. STOLL:  Okay.

MR. MARTIN:  We would have to calculate -- so first of all, let me just go back to the interest rate question for a second.  We have not proposed an annual adjustment for -- well, sorry, for anything unfunded, any deemed debt that is unfunded, we would be proposing to change that based on the Board's new -- but in terms of the funded debt, the 50 million that we secured recently, that's been baked in already into the 2015 --


MR. STOLL:  Right.  That would just carry through, and that was the savings you showed in your chart.

MR. MARTIN:  Yes.  Then we would have to assess some of the other annual adjustments relative to some of the capital programs, et cetera.

MR. STOLL:  Okay.  All right.  You mentioned you updated the forecast, and I am not sure if this is -- you're the right panel or not.  But that was the regression model that was filed on June 23rd, correct?

MR. MARTIN:  Yes.

MR. STOLL:  Okay.  And in looking at that regression model -- I don't think we need to pull it up, but the far-right column provided new economic unemployment numbers in it as part of the update.

MR. MARTIN:  That's correct.

MR. STOLL:  And I noticed that many of the historical numbers from 2000 onward changed.  Why would the historical numbers change in the unemployment rates?

MR. MARTIN:  That's a good question.  I asked the same question of the Conference Board of Canada.  Essentially they update their data twice a year, I believe, and on occasion, that -- and I can't remember exactly the explanation, but they based the information on Statistics Canada's information, which -- census information, which I guess ultimately does -- occasionally does change historical numbers.

As it turns out, when I updated the -- so I downloaded new Conference Board of Canada information, because that seemed to be what generally everybody wanted, on June 17th or something like that.

MR. STOLL:  Okay.

MR. MARTIN:  And, yes, the numbers had changed, the historical numbers had changed.  But those numbers are, in fact, from the Conference Board of Canada website.  They did confirm that they changed.  As it turns out from the previous time I updated to the June update, they had -- it was one of the biannual refreshing of their data.

MR. STOLL:  All right, it just seemed odd that most --


MR. MARTIN:  Yes.

MR. STOLL:  -- almost every number from 2000 upwards had changed.

Okay.  Do you know if that had a significant impact on what happened with the forecast?

MR. MARTIN:  I don't believe it did.  I can't say for sure.

MR. STOLL:  Okay.

MR. MARTIN:  In fact, it doesn't have any -- it changes the difference between the actual historical results and the predicted historical results.  I don't believe it has an impact on the predicted forecast.  The predicted forecasts are driven by the updated forecast, which you would expect to change --


MR. STOLL:  Right.  I think the only real -- on the forecast you included 2019 in the last run, but it wasn't included in prior runs.

MR. MARTIN:  That's correct.

MR. STOLL:  It's not --


MR. MARTIN:  It may have been -- yeah, and that was actually -- we had agreed to that in one of the undertakings to update the forecast.

MR. STOLL:  Yes, that's fine.  I was just trying to sort that out, okay.

And I just want to make sure, the custom IR you proposed has a series of adjustments and variance accounts, and my understanding is that that would maybe be more than other custom IR filers you have used.  Would you agree with that characterization?

MR. MARTIN:  Yes, there are -- I mean, if I were to look at Hydro One, if I recall, they had several mechanisms as well, adjustment-type mechanisms, as did Horizon.  But we have more, I would say, yes.

MR. STOLL:  All right.  And my understanding from Mr. Mahajan's testimony was that the concept was you're balancing risks, ratepayer and shareholder.  Is that a fair characterization?

MR. MAHAJAN:  That's correct, yes.

MR. STOLL:  And what you were trying to do was basically to eliminate a number of risks from issues that, I guess, would be beyond Oshawa's control?

MR. MAHAJAN:  Correct.

MR. STOLL:  Okay.  So basically you go through a number of adjustments or variance accounts to capture those risks?  Now, isn't risk --


MR. MARTIN:  Sorry, it is more than -- so it's risk, but some of the adjustments that we propose, things like updating to the Board's capital parameters, you know, those types of things just, to us, just made sense.  That was not necessarily -- and as a matter of fact, I think if we were managing risk in that scenario, we would have proposed to leave the parameters as they are.

So they're not all about managing risk now, but some of them are, yes.

MR. STOLL:  Okay.  I think we're going to have a discussion on the unfunded debt portion at some point.  I'm not sure if it is this panel, or maybe the next one.

But before I get there, you would say that the application does reduce the risk to Oshawa from what it otherwise might experience under a --


MR. MAHAJAN:  I wouldn't say so.  I would say -- when you say Oshawa, both the ratepayers and shareholders for things, as you acknowledge yourself, are outside of Oshawa's control.

MR. STOLL:  Right.  But are they different than the risks exposure of other utilities?

MR. MAHAJAN:  You know, from an Oshawa perspective, that is what we believe is the right approach.

MR. STOLL:  Okay.

MR. MAHAJAN:  I can't really comment on how the other utilities look at that, from the point of view of balancing the needs of both the stakeholders.

MR. STOLL:  Right.

MR. MAHAJAN:  Can you give me an instance, for example, where you believe that the shareholder benefits from the adjustment mechanism to the disadvantage of the ratepayer --


MR. STOLL:  Well, I think it is partly a timing issue, and if we want, we can use your unfunded debt as an example.

You’ve proposed, to my understanding, to use the Board's affiliated debt rate for the unfunded debt.

MR. MARTIN:  Yes.  And that's been a practice -- that's, as far as we've seen, it certainly was an accepted practice in our last cost of service application, and I think it is fairly standard practice to use.

The Board has prescribed a long term debt rate.

MR. STOLL:  Okay.  But you were third generation IR before, correct?

MR. MARTIN:  But in our last rebasing, the deemed debt structure was based on the Board's prescribed long-term interest rate at that time.

MR. STOLL:  But --


MR. MARTIN:  So we're following the same practice.

MR. STOLL:  The weighted average long-term debt, right, at that time?

MR. MARTIN:  Again we're talking unfounded, right?

MR. STOLL:  Unfunded --


MR. MARTIN:  The unfunded debt, we used the Board's --


MR. STOLL:  Okay.

MR. MARTIN:  So we followed the same practice as we're following today.

MR. STOLL:  All right.  And you're not permitted to -- that unfunded rate is basically the affiliated debt rate, correct?

MR. MARTIN:  No.  The affiliated debt rate is 7-and-a-quarter percent.

MR. STOLL:  No, no, but from the Board.  What rate does the Board assign to affiliate debt?

MR. MARTIN:  They do not assign -- the Board has, as far as I know, they have a short-term debt rate and a long term debt rate.

MR. STOLL:  Okay.  And it doesn't distinguish between who the debt is with?

MR. MARTIN:  No.  It is unfounded, so it can't be with anyone.

MR. STOLL:  Okay.  And you've baked-in the 7-and-a-quarter for the affiliate debt?

MR. MARTIN:  No.  We baked in at 4.77.

MR. STOLL:  Which is the unfunded rate from the Board?

MR. MARTIN:  Yes.

MR. STOLL:  Right.  And you cannot obtain any loans from your shareholder going forward; correct?

MR. MAHAJAN:  I can make a general comment.  I don't know if the shareholders are out there --


MR. STOLL:  Well, your shareholders -- you mean the municipality, correct?

MR. MAHAJAN:  Yes.

MR. MARTIN:  I would say no.

MR. STOLL:  My understanding -- and maybe Mr. Mondrow can address this.  My understanding is the eligible investments reg precludes any further investment.

MR. MAHAJAN:  Yes.

MR. MARTIN:  That's correct.

MR. STOLL:  So they can't be a funder.

MR. MARTIN:  Yes.

MR. STOLL:  So that rate of 4.7 -- you just obtained a 2.7 percent rate for long-term third party funding?

MR. MARTIN:  That's correct.

MR. STOLL:  So why wouldn't you use the third party rates or a forecast rate, which is like approximately 200 basis points lower?

MR. MARTIN:  That’s an easy one.  I mean, you're talking about -- we don’t know when we're going to have to fund.

We're talking about unfunded.  We may not have to fund any of that for years to come, at which point in time the current debt rate of 2.7 is not indicative of the rate.

So again, we've chosen to use standard practice and use the Board's deemed debt rate to apply to the unfunded amount.  It is a timing issue.

MR. STOLL:  I agree it is a timing issue, but if you use the lower rate and had a clawback afterwards -- because right now, you're saying I will take the higher rate.

MR. MARTIN:  We haven't.  I'm not sure -- we're confirming that we used the Board's debt rate.

MR. MAHAJAN:  What we are saying is that if the Board's debt rate drops, for instance, in 2016 or 2017, we will take that.

MR. STOLL:  Right.

MR. MAHAJAN:  But it could also go up.

MR. MARTIN:  That's true.

MR. MAHAJAN:  We're not saying we are going to hold that flat.  We're saying we will adjust it.

MR. STOLL:  Right, so you're eliminating all of the risk?

MR. MAHAJAN:  On both sides.

MR. STOLL:  Right.  So as opposed to other LDCs who have had rates, you have eliminated the long-term debt risk?

MR. MARTIN:  As I say, my understanding is this is not unusual practice, to use the Board's deemed debt rate for unfunded.

MR. STOLL:  Well --


MR. MARTIN:  We're not the only ones that have used it.

MR. STOLL:  Right.

MR. MARTIN:  You can keep asking the question different ways, you know, but I can't give you a different answer.  Yes, we're using the deemed debt rate.

MR. MAHAJAN:  Let me say if someone was out there who is willing to forecast, with a reasonable degree of certainty outside of the Board's procedures for forecasting debt rates, and you're comfortable with that, by adding in -- you know, hedging premium, then we will take that.

But there isn't any reasonable mechanism to say what the interest rate would be in 2016, 2017, 2018.  I would love to see somebody who can give you a reasonable degree of certainty for an interest rate forecast.

MR. STOLL:  So if I were an LDC who just went through a cost of service hearing and had my rates set which will be used for an IR application, how would their long-term debt be treated in their application?  Would they be locked in at the rate, or would they be adjusting for their debt rate every year?

MR. MAHAJAN:  The unfunded debt?  The unfunded debt would be whatever the Board's rate is.  Let's say it is 4.7 or --


MR. STOLL:  At the current application.

MR. MAHAJAN:  Yes.

MR. STOLL:  And that would be carried through?

MR. MAHAJAN:  Yes, that would be carried through.

MR. STOLL:  So they have that risk that rates may go up.

MR. MAHAJAN:  Or what?  What happens if the rates crash?

MR. STOLL:  I would say that it is unlikely that they’re going to go much lower than they are.

MR. MAHAJAN:  I can tell you there was no decision made at the OPUCN, and I can tell you unequivocally this was not a strategy --


MR. STOLL:  No, no.  I'm not --


MR. MAHAJAN:  -- that we've got to use --


MNR. STOLL:  What I am trying to assess is level of risk.

MR. MARTIN:  You just actually made a good point.  You don't expect rates to ever go down lower than they are now.  But you are presuming that we should use today's interest rate for future unfunded rates.

That's why we use the Board's rate because it is based on a premise -- the Board's rate is based on a model.

MR. STOLL:  OEB.

MR. MARTIN:  A predicted model.

MR. MONDROW:  I would ask Mr. Stoll to let the witness finish the answer, and then Mr. Stoll can ask his next question, thank you.

MR. STOLL:  My apologies, Mr. Mondrow.

So would you agree that the Board has discretion in the way they set the return on equity in this application?

MR. MAHAJAN:  To the best of my knowledge -- and I could be wrong -- I think -- I don't think the Board uses discretion.  The Board uses a very established capital asset pricing model to come up with what the ROE should be.  They don't use discretion, to the best of my knowledge.

MR. STOLL:  Okay.  But baked into that formula is an element of risk analysis, is there not?

MR. MAHAJAN:  Correct.

MR. STOLL:  So if that risk no longer appears, is that formula appropriate?

MR. MARTIN:  Are you asking us to opine on the Board's --


MR. STOLL:  No, no, I'm just...

MR. MARTIN:  I am assuming it is --


MR. STOLL:  We can move on from that point.  I can address it in argument.

MR. MARTIN:  Yes.

MR. STOLL:  Now, you will recall -- I hope you will recall a conversation you had about your level of capital spend and the depreciation the other day.  I think it was with Mr. Rubenstein.

MR. MARTIN:  Yes.

MR. STOLL:  And you had indicated -- I think he put the proposition to you about the capital spend level in the period, the 2015-and-on period.  It was actually -- the normal spend was actually below the more recent capital spend.

But you -- my understanding, sorry, is that you had indicated that that was an inappropriate historical perspective to view your ordinary capital spend.

Is that a proper understanding?

MR. MONDROW:  Sorry, the question is, Madam Chair, is Mr. Stoll's question, is that a proper understanding, is Mr. Stoll's recounting of the evidence a proper understanding?  I'm not sure what the question is.

MR. STOLL:  The question is, is the -- I will rephrase it again.  What is the proper historical perspective for establishing a benchmark level of capital spend that is appropriate to judge?

MR. MARTIN:  We're using depreciation as that benchmark.

MR. STOLL:  What multiple of depreciation?

MR. MARTIN:  We're not using a multiple.  We're using -- depreciation would be what we consider to be a proxy or a representation of historical spend.

In a hypothetical situation, without any growth, et cetera, you would -- you should be at a point where, if you could replace your assets exactly as they expired, you would be spending whatever your depreciation is.  That would be the amount of your capital investment each year.

So our actual capital expenditure is a multiple of the depreciation, if that is what you're referring to.  But we don't believe that -- we don't believe that the historical capital is a multiple of depreciation.  It is depreciation, is what we're using as the basis for the historical spend.

MR. STOLL:  So at what point is the tipping point between a capital spend, or would a tipping point have been, that an IR application would have made sense?  Given what your spend rate has been and your predicted depreciation, where is that tipping point?

MR. MARTIN:  The level of depreciation.

MR. STOLL:  Okay, that's as simple as that?  Okay.  I just want to clarify a slightly different subject now.

2013, what efficiency level was Oshawa in?  Is it a group 2 or group 3?

MR. MARTIN:  We were in group 2, according to the benchmarking.  However, there was a question raised -- let me just go back for a second.

In 2014 we identified an error in the previously-reported kilometres of line.

MR. STOLL:  That error was -- there was too much reported or not enough reported?

MR. MARTIN:  There was too much.

MR. STOLL:  Okay.

MR. MARTIN:  The calculation we used was higher than the -- than what we should have been reporting.

So we were in 2 for both '13 and '14.  There was a question raised during the technical conference, had we reported the correct kilometres of line historically, where would we have been?  And we confirmed with PEG that likely we would have been -- well, not likely.  We would have been in cohort 3.  We would have been in efficiency level 3 for '13 and '14.

MR. STOLL:  Okay.  And the -- and the 2013 return on equity, I think you said that was triggering an off-ramp, it was outside the --


MR. MARTIN:  Correct.

MR. STOLL:  What was the return on equity for 2013?

MR. MARTIN:  We were -- we were 3 percent off.  So I am going to say we were about 6.4, roughly.

MR. STOLL:  All right.  And that return on equity calculation, that's different than what gets reported in the yearbook by the Board, is it not?  Is it, or is it the same thing?

MR. MARTIN:  I'm not sure, to be honest.

MR. STOLL:  Okay.

MR. MARTIN:  I don't know if the Board uses the accounting ROE or -- which could be slightly different.

MR. STOLL:  I think they do.

MR. MARTIN:  I think they do, because we don't -- so ours is based on the deemed capital structure, which is the typical -- which is what the off-ramp is calculated from.  Because our actual capital structure is different than the deemed, you end up with minor differences between the accounting ROE and the deemed.

MR. STOLL:  When you say accounting, that is the financial statement return on equity?

MR. MARTIN:  Yes.

MR. STOLL:  Was the financial statement ROE higher or lower?

MR. MARTIN:  It was slightly higher.

MR. STOLL:  Do you know what that was?

MR. MARTIN:  Not offhand.

MR. STOLL:  Okay.

MS. DUFF:  I'm sorry.  Higher than what?

MR. MARTIN:  So higher than the deemed -- so the calculation used for rate purposes is a deemed -- is a deemed calculation, so it is a deemed capital structure.

So the -- whereas the financial ROE is based on the actual capital structure of the company.

MS. DUFF:  And the ROE using the financial statement is higher than under the deemed?

MR. MARTIN:  Yes.

MS. DUFF:  Just wanted to make sure it was clear.

MR. MARTIN:  Because we have actual capital structure that's -- so we have -- yes.

MS. DUFF:  Yes, I understand, thank you.

MR. MARTIN:  Yes.

MS. DUFF:  Thanks.

MR. STOLL:  Do you recall approximately what that ROE was?  Or...

MR. MAHAJAN:  We can check that and get back to you, because, you know --


MR. STOLL:  I appreciate that.  Could I have an undertaking for --


MR. MONDROW:  I think, Madam Chair, Mr. Savage, who is on panel 3, will be able to answer that question.

MR. STOLL:  All right.  If he can't, then we can get an undertaking at that point.

MR. MONDROW:  Absolutely, yes, yes.

MR. STOLL:  Okay.  Now, Mr. Mondrow may point me in the right direction.  Is this the right panel to be talking about forecast with respect to the specific customer class I am interested in, the GS-greater-than-50 class?

MR. MONDROW:  No.  I think the load forecast evidence would be panel 3.  Mr. Savage will be here, and that may be a better place to get answers.

MR. STOLL:  Okay.  So given that, Madam Chair, those are my questions.

MS. DUFF:  Okay, thank you very much.

Mr. Aiken, ready to proceed?

MR. AIKEN:  Thank you, Madam Chair.
Cross-Examination by Mr. Aiken:

MR. AIKEN:  I am going to be following up on some of the cross-examination from Tuesday, and as well from Mr. Stoll this morning.

So I want to start off, if you could turn to page 9 of the School compendium, Exhibit K1.3.  This is the table that calculates the capital addition to depreciation expense ratio with and without the two large projects.

And you talked a bit about this this morning with Mr. Stoll, and --


MR. MONDROW:  Sorry, Madam Chair, I would just ask Mr. Aiken to give us a second to get that up.

MR. AIKEN:  Sure.

MR. MONDROW:  Our computer is frozen.  Give us 30 seconds.

I'm sorry, Mr. Aiken, page number again?

MR. AIKEN:  Page number 9.

MR. MONDROW:  Thank you.

MR. AIKEN:  I take it from your response to Mr. Stoll this morning that in your opinion, the ratio would have to be one -- in other words, capital expenditure is equal to depreciation -- for you to be able to use the I-minus-X or price cap mechanism, and for that to cover your revenue requirement.

MR. MARTIN:  So let's -- it would be approximately one, so you're right.  What we're trying to address here is an erosion of earnings that would occur given that under an IRM scenario, the IRM does not provide consideration for the level of capital spend that we are making.

So the ratio -- you're technically correct.  One would discount or not count the inflationary increase you would get from an IRM.  So it would be something north of one.  But it would be, it would be -- given that the inflationary lift in the IRM has been somewhere around one to one-and-a-half percent, it wouldn't be much higher than one.

MR. AIKEN:  I think you qualified your response to Mr. Stoll by saying that if you didn't have any growth, customer growth, given your relatively high customer growth -- whether it is one-and-a-half or 3 percent -- would that impact on what that ratio would need to be?

In other words, could that ratio be higher than one or something just north of one --


MR. MARTIN:  That's correct.

MR. AIKEN:  -- if you had strong customer growth?

MR. MARTIN:  That's correct.  So we have tested this; our capital spend as it is presented in June, we have tested that.  And all things being equal, including the growth, there's an erosion of earnings that will take place given the level of capital spend that we have made.

That's why we have continued to propose a custom IR, because we don't believe there is any requirement on Oshawa's part to accept, coming out of the gate, something lower than the prescribed return on equity.

We have done calculations based on the information in June. If we were to apply inflationary IRM-type inflationary things, we believe the estimate we came up with was somewhere between a million and two million dollars would be the loss on earnings that would occur over the period.

So our basis here is not -- I mean we can talk about ratios and we can talk about the minimums, but we haven't calculated that.

What we have done is we have tested our model to determine whether there would be an erosion of earnings that we believe would be unacceptable and that's -- and given that that is the result, then we continue to believe the custom IR fits the program.

MR. MAHAJAN:  Can I just get away from these calculations for a second?

If you think about a utility, utility shareholders get their return based on the investment they make. If that investment is anything more than the sustainment capital, there will be erosion.

If you look at the price cap index, there are a couple of moving parts here.  We're talking about capital, so we won’t repeat that.  But there is also OM&A.

The IPI that you look at and the productivity that you look at for an efficient LDC -- you know, on an average, most LDCs, their biggest impact on the OM&A is the wage component.  And that wage component is higher than the IPI that has been historically applied.

So there is a bunch of moving parts here.  There is no way, at a high level, at a principal level, that a utility gets compensated for their investment if it is higher than the depreciation.

MR. AIKEN:  Moving on to the next topic, Ms. Girvan asked you about meeting with Board Staff and intervenors to develop some meaningful metrics and targets beyond the metric you told us about on Tuesday.

And your response, which is on transcript page 154, was that you were open to developing that and that you were hoping it would be an industry-wide exercise.

So my question is:  Would you be agreeable to inserting any such targets that came out of an industry- wide exercise during the term of your custom IR?

MR. MAHAJAN:  Okay.  In terms of being efficient, right, we made these proposals.  We're more than happy to have industry-wide consultations, including with the intervenor groups, and then apply that in the next cycle.

And if my comments were misinterpreted, I apologize.  The reality is that we made these proposals for your consideration, for the Board's consideration, and we are very open to being part of the process to make amendments going forward.

We need to decide this application, and I don't think it would be fair to Oshawa to now start deliberating over an issue which is an industry-wide issue.

MR. AIKEN:  But my question -- I understand that when you say the next cycle, that would be beyond 2019.

MR. MAHAJAN:  Correct.

MR. AIKEN:  My question is:  If the Board came up with a set of metrics a year from now, would you be open to inserting those into your program starting a year from now?

MR. MAHAJAN:  If the Board came up with those metrics a year from now or two years from now, yes.

MR. AIKEN:  Okay, next issue.  Mr. Janigan took you through an example dealing with the efficiency carryover mechanism based on the example in 10-Schools-46, where he gave you the example of where the ROE was 100 basis points above the Board-approved return on equity for the first three years, and equal to the Board's number for the final two years.  This is on transcript pages 196 to 200.

Your response -- I believe it was you, Mr. Martin, your response seemed to indicate you did not believe it mattered whether the efficiency was gained in the first year or in the fifth year, as long as you could demonstrate that it was sustainable.  Is that correct?

MR. MARTIN:  That's correct.  That's what we've proposed.

MR. AIKEN:  So how does this fit with the decision in the Enbridge case, EB-2012—0459, where the Board stated -- or the Board found merit in such mechanisms in encouraging sustainable efficiency improvements, particularly near the end of the incentive regulation term?

MR. MARTIN:  I think it is still -- so, if we're going to presume that we only get efficiencies in the first year or two, and not in the last year or two of the plan, then I guess it doesn't fit.

But that's on the presumption that we don't generate any efficiencies in the fourth and fifth year.

If in fact we generate efficiencies in the fourth and fifth year, then I think it is completely in line with the Board's decision in the Enbridge case.  It really comes down to when are we able to -- so, principally, let's just -- so in principle, what we're trying to do here is create sustainable efficiencies which will benefit the ratepayers.  I think we can all agree on that.

If it happens, if we're only able to generate sustainable efficiencies in the first couple of years and not in the end years, then in that case it doesn't conform to the Board's decision.  But there are still sustainable efficiencies achieved.

That is the premise behind the mechanism that we've proposed.

MR. MAHAJAN:  Mr. Aiken, if I could just add to that?  The difference -- and correct me if I'm wrong -- in that decision the applicant hadn't proposed a demonstration of what that sustainable efficiency is.

In our proposal, in the updated proposal, what we have acknowledged is it would be -- the onus is on us.  Whether it is in the first year or fifth year, the onus is on us to prove that that efficiency, or whatever that number is, would be carried over in the next plan period.

MR. AIKEN:  So if you qualified for the incentive, subject to showing the sustainable efficiencies, and all your sustainable efficiencies were achieved in the first year, would you still qualify for the incentive?

MR. MAHAJAN:  As the proposal stands right now, yes.

MR. AIKEN:  Okay.  Next topic; Mr. Stoll talked about it a little bit.  But on page 56 of Tuesday's transcript, you indicated that based on corrected information, Oshawa would have been in the third efficiency cohort for 2013 and 2014.

And then this morning, you mentioned that based on the PEG report, you were in efficiency cohort number 2 for 2013.

Can you confirm that the 2013 efficiency cohorts, there are only three of them?  So you were in number 2 out of 3?

MR. MARTIN:  I can't recall.  I can't -- sorry, are you asking me if there were three?  We were one of three in the cohort 2 group in 2013?

MR. AIKEN:  Yes.

MR. MARTIN:  I don't know that answer.  I know we were in -- we were one of the utilities that was in the cohort 2.

MR. AIKEN:  Okay.  And the expansion to five cohorts took place in 2014, and that's where you have indicated that you were in group 2, but you really should have been in group 3?

MR. MARTIN:  Sorry, no.  So for 2013 and '14 -- so I think we might have our definitions of the years going -- under the old -- under the previous benchmarking model, there were three cohorts.

MR. AIKEN:  Right.  And that was applied for 2013 IRM purposes.

MR. MARTIN:  So when there was -- let's just, so I don't get my facts wrong, when there were three cohorts we were in the second cohort group.  And the correction to the kilometres of line, et cetera, would not have had an impact on -- we wouldn't have gone to cohort 3, because we were actually only one or two utilities out of being in the first cohort group.

When PEG moved to the model where there were five cohorts, in both years we were in the cohort group 2 out of the five, and on a corrected basis we should have been in cohort 3 in both of those years out of the five.

MR. AIKEN:  So essentially, then, the cohort groups used for IRM in 2014 and 2015, you were in cohort 2, but you should have been in cohort 3?

MR. MARTIN:  Correct.

MR. AIKEN:  Okay.  And does that mean, then, that for your 2014 and '15 rates they actually went up more through the IRM mechanism than they should have?

MR. MARTIN:  2013 and '14 rates.  '15 -- our '15 rates have been --


MR. AIKEN:  Sorry, 2013 -- well, not 2013, because that was based on the old --


MR. MARTIN:  No.  Actually, that's --


MR. AIKEN:  It would have been 2014 your rates went up.

MR. MARTIN:  No.  That's where your -- so the new PEG model has been in place -- for the 2013 rates and '14 rates.  The old model ended with 2012 rates.  So for '13 and --


MR. AIKEN:  That's not what I'm seeing from the Board's website, but we can discuss that in argument.

MR. MARTIN:  But you're right, I think what we're -- so, yes, we were -- our rates went up more than --


MR. AIKEN:  Than they would have if --


MR. MARTIN:  By .15 percent, yes.

MR. AIKEN:  Yes, okay.

MR. MARTIN:  And we did, just to further that, we calculated the amount of revenue that was associated with that, and it was $25,000 in the first year and 55,000 in the second.

MR. AIKEN:  Now, I am moving on to actually my cross-examination, or my pre-planned cross-examination now.

Am I correct that this custom IR application proposes that rates be determined on a cost-of-service basis for each of 2015 through '19?

MR. MARTIN:  Say that again?

MR. AIKEN:  Your custom IR application proposes that rates be determined on a cost-of-service basis for each of 2015 through 2019.

MR. MARTIN:  It is based on a custom IR basis for 2015 through '19.

MR. AIKEN:  Well, if you turn up Exhibit 1, tab C, page 17, you will see under number 2 says "the exact nature of a custom IR rate order", et cetera, et cetera, the very first line says:

"OPUCN's custom IR plan proposes that rates will be determined on a cost-of-service basis for each test year of the plan period."

So that is what you are proposing; correct?

MR. MAHAJAN:  As it says here, yes.  But ultimately the rates have to be underpinned by certain costs.  You know, what we're saying is --


MR. AIKEN:  Which is cost of service, correct?

MR. MAHAJAN:  Well, yes.  But if I could just finish.  If you recall, in my opening remarks and during the testimony on Tuesday we talked about the fact that there are two ways of doing it.  One is to take an artificial, you know, base rate, let's say 2014, and then you escalate it by a certain number with the productivity or some kind of an index adjustment, and come to a number, but you don't run a company based on that number.  You still have to develop your actual costs or your forecast costs to run the company on that basis.

When we did our forecast based on bottom-up costing, both for OM&A and for capital, we turned it over to PEG, because we listened to what the Board was saying in the decisions that took place after we filed the application.

And it said that we want to see third-party benchmarking evidence.  And when you look at that benchmarking evidence, it clearly says that Oshawa's forecast demonstrate their productivity.

I think the fundamental difference, Mr. Aiken, is:  What is it that we're trying to achieve?  If we get away from all of this, the policy here is, the distributor not only should be efficient today, but they should be -- they should continue to be efficient.

There are two ways of interpreting it.  I acknowledge that.  One is to absolutely look at the black and white, or to look at the spirit.  The spirit is:  Is Oshawa going to be efficient when they run their company to provide services that they provide and when they make their investments to provide services that they provide?

The answer is not based on what Oshawa thinks.  The answer is based on what the Board would like to hear from third-party evidence, and that is a resounding yes, so we can keep going back and forth.  The ultimate reality is we have to manage a company, we have to operate a company, based on forecasts, based on costs that we predict we will have.

I need to know how many people I need in customer service, I need to know how many people I need in design group, I need to know how many people I need in my construction group, I need to know how many people I need in my asset management group.

I cannot just go on the basis of some econometric model.  That helps in demonstrating the same thing.

MR. AIKEN:  Now, we've gone through this in a little bit of detail with the previous cross-examiners, so I will go through this fairly quickly.

Under your proposal there will be annual adjustments for the following, and I just want to confirm that -- what you're going to adjust and what you're not and what you are asking the Board to approve now.

You're going to have annual adjustments for the load and customer forecast, the return on equity, the cost of debt, the capital structure, the capital expenditures related to the HONI payment, the capital expenditures related to relocation projects, capital expenditures related to new customer connection costs, including metering, updated working capital requirements based on the cost of power, that would change, along with anything that qualifies as a Z factor.

So stopping there, have I got that list?

MR. MAHAJAN:  Essentially, yes.

MR. AIKEN:  Fairly accurate?

MR. MAHAJAN:  Yes, yes.

MR. AIKEN:  Okay.  What about the costs associated with the MS9 substation and feeders?

MR. MAHAJAN:  That is controllable.

MR. AIKEN:  You would update that as we get closer to when you expect to do that?

MR. MARTIN:  No.

MR. AIKEN:  Those would stay fixed costs?

MR. MARTIN:  That's correct.

MR. AIKEN:  Okay.  And do the annual adjustments also include depreciation expense and PILs?  It would seem that if your capital expenditures change your rate base changes so your PILs change and your depreciation changes.

MR. MARTIN:  Yes.  So they would change relative to the annual adjustment -- the relative adjustments to the capital spend, correct.

MR. AIKEN:  Yes, okay.  Then for some of those capital addition items you are also proposing a variance account, correct?

MR. MARTIN:  Yes.

MR. AIKEN:  So on the flip side the things that you're locking in now and not adjusting would be OM&A, the working capital requirement based on the OM&A, other distribution revenues, and the remaining capital expenditures?

MR. MARTIN:  Correct, which we estimate to be between 78 and 95 percent of the total revenue requirement.

MR. AIKEN:  What about cost allocation and rate design?  If you're changing the load forecast, so if the customer growth changes, the volumes change.  I would assume the cost allocation and the rate design would have to change.

MR. MARTIN:  We've not proposed that.

MR. AIKEN:  So your rate design and allocation of costs would be independent of the changes in your revenue requirement?

MR. MARTIN:  That would be the current assumption, yes.

MR. AIKEN:  Okay.  If you would turn to page 22 of my compendium, K1.4, this is appendix 2AA from the June 23rd update -- and this is something that you may need to do by way of undertaking.

Can you indicate which line items Oshawa does not intend to change as part of the annual adjustment process, or is not covered by a variance account?  In other words, what line items is Oshawa asking the Board to lock in now for the entire five-year period?

MR. MARTIN:  That will have to be an undertaking.

MR. AIKEN:  Okay.

MS. DUFF:  Should we assign that a number?

MS. LEA:  Yes.  Undertaking J2.1, please.
UNDERTAKING NO. J2.1:  With reference to appendix 2AA of the june 23rd update, to indicate which line items Oshawa does not intend to change as part of the annual adjustment process, or is not covered by a variance account; In other words, what line items is Oshawa asking the Board to lock in now for the entire five-year period

MR. AIKEN:  Moving on to a different area of cross-examination, what features has Oshawa built into its cost of service approach to a custom IR that satisfies the Board's objective that benefits of efficiency improvements would be shared with customers?

And what I am talking about here is not after the five years, but during the five years.

MR. MARTIN:  I think we have answered that several times.

So we have used benchmarking in order to indicate that the forecast costs and capital conform to, or provide a level of efficiency that is, in fact, better than what would be produced under a IRM.

And that benchmarking, we believe, provides sufficient evidence to show there are, in fact, efficiencies that are going to the ratepayer.

As well, we did -- in Exhibit 1, in the evidence we did provide a -- using the metric customers per FTE, if we were to maintain the status quo, the result would be that Oshawa would have six more FTEs than they currently will have throughout the rate term.

So there are a couple of items that we have used to show that there are in fact efficiencies accruing to the ratepayers.

MR. AIKEN:  Did Oshawa review and consider any of the features in the settlement agreement in the EB-2014-0002 proceeding for Horizon Utilities, specifically the earnings sharing mechanism, the capital expenditure variance account, and the efficiency adjustment?

MR. MAHAJAN:  I can give you a brief answer, and then perhaps expand on that.

No.  And the reason is because we looked at what's the principle in these decisions that we have read from the Board.  And I have heard this many times that, you know, as distributors, we should be running an efficient operation.  Why should we be incented?

Well, obviously there is a perception out there that we want to incent the behavior.  We want the distributors to be innovative and do things that benefit both sides. It doesn't have to be a zero-sum game.

So we looked at it, and we said what can we do.  And we actually invested both time and effort in coming up with examples.  I grant you these were not the exact examples that we found in other jurisdictions, but we found that if there was an incentive, the biggest incentive is let's look at how the distributors honour a return by making an investment.  Leave OM&A aside for a second.

And we came up with an investment mechanism, or an incentive for that investment which is counter-intuitive to the very principle of how the rates had been set in every jurisdiction around the world.

They're all innovating.  We said, well, here's an opportunity for Oshawa to propose something innovative, even though it creates a creative tension amongst our own management team and our Board, which is you are taking a lot of risk.

And I think we proposed something very thoughtful, Mr. Aiken, and put risk on the management team to deliver on that.  Because the less we invest, would we agree the less we make as a shareholder.


We proposed those incentives.  So we thought in our -- sincerely, we are actually proposing better incentive mechanisms.

If we want to still keep boxing every distributor based on what's happened in a settlement, then, yes, I guess we will be boxed in this one, too.

But I really request you to think about the principle behind these mechanisms.  We've spent a lot of effort and time to listen to what the Board is saying, which is go above and beyond what's been done.

Earnings sharing mechanism doesn't require a lot of rocket science.  What we've come up with is creative tension in the company in saying you're going to invest less, the shareholder will earn a less return.

But if you have an opportunity to share the reward, not for the plan period -- these are 25, 30, 40-year investments.  I think, in all honesty and sincerity, I will cut it short; that is the way we should go.  But that is my opinion.

We've taken up the challenge put forward by the Board.  I apologize if I'm sounding too passionate, because it looks like we still want to get boxed to the earnings sharing mechanism which really didn't require us to put the effort that we have put in to come up with these mechanisms, and create an extensive amount of tension within the company.  And this is this management team which came up with that.  Thank you.

MR. AIKEN:  Now, Ms. Girvan touched on the earnings sharing yesterday, and Ms. Spoel indicated that we should be providing a specific proposal.

So I am going to provide three specific proposals, and I want to get your reaction to and comments on the earnings sharing mechanism, the efficiency adjustment and the capital investment and variance account in the Horizon settlement agreement.

So the specifics, if you look at the settlement proposal dated September 22, 2014, in section 2.4 all three of those mechanisms are detailed in there; specifically, earnings sharing mechanism at pages 29 to 30, the efficiency adjustment at pages 31 to 32, and the capital investment variance account at pages 32 to 35.

So would you undertake to review those three measures that were agreed to in the Horizon settlement agreement, and provide your comments on, first of all, whether you would be agreeable to including those in your plan and, if not, why not?

MR. MAHAJAN:  Would you indulge me and help me understand how does that capital investment efficiency work --


MR. AIKEN:  The capital --


MR. MAHAJAN:  -- since you have invested time in understanding that.

MR. AIKEN:  Are you talking about the efficiency adjustment, or the capital investment --


MR. MAHAJAN:  I think you read out three, and what caught my attention is the capital.  Can you help me understand?  How does that work?

MR. AIKEN:  The capital investment variance account is asymmetric account, so that the revenue requirement of any money under-spent, on a year-by-year basis compared to forecast is returned to customers.

MR. MAHAJAN:  During the plan period?

MR. AIKEN:  Each year.

MR. MAHAJAN:  During the plan period?

MR. AIKEN:  During the five years, yes.

MR. MAHAJAN:  So Mr. Aiken --


MR. MONDROW:  Sorry, sorry, Mr. Mahajan, just a minute, please.  I am familiar with the Horizon settlement.  I don't recall it being credited back to ratepayers during a plan period, Mr. Aiken.  Maybe I am mistaken.

MR. AIKEN:  That's why I gave you the page references, so you can -- there is actually a very detailed example in there.

MR. MONDROW:  Fair enough, no, I understand.  I've read the pages.  I just don't have them in front of me, but I appreciate that you gave us the page references, and the request is whether we would take an undertaking to review those details and then provide any comments.

MR. MAHAJAN:  I understand that.  So we obviously need to deliberate what you are proposing, and would be more than happy to deliberate on that and come back to you.

But I really want you to think about something here.  We are responding to what we have heard loud and clear.  Think about some innovative mechanisms.

What you are talking about, Mr. Aiken, goes back to what we have done for years and years.  And now we are expecting different results by continuing to repeat what we have done.

This is way beyond the plan period.  Think about that.  That is what Oshawa is doing.

MS. SPOEL:  I hate to interrupt, and I know --


MS. DUFF:  Is your microphone on, Madam?

MS. SPOEL:  No, it's not.

MS. DUFF:  It says the microphones on the dais are on.

MS. LEA:  Try the one to your right, perhaps.

MS. SPOEL:  Okay.  Sorry, Mr. Aiken, I know I asked if you were going to put -- if the people cross-examining were going to put a scenario to the witnesses that there should be a specific scenario rather than a vague question of whether a general topic is acceptable.

I guess what I'm wondering is, did you not put -- ask Oshawa about these possibilities, either in the technical conference or during the -- have some discussions during the whole settlement process prior to this hearing to know whether or not these kinds of things are acceptable to them?  It seems rather late in the day to be opening up this kind of discussion.

MR. AIKEN:  Quite frankly, I can't remember whether they were asked at the technical conference or the original round of interrogatories, and of course I am not at liberty to say what happened in the settlement process.

MS. SPOEL:  No, I realize that.  I am -- I am not asking you to tell us what happened in the settlement process.  I am wondering why you are asking them at this stage.  I mean, if your question is, if you want to ask them, you know, will you confirm that you're not willing to consider this or you weren't willing to consider this, that's fine.  I am wondering why this is sort of coming up as something new, why they have to go away and think about it, and why it wasn't raised by Energy Probe or others at an earlier stage if you wanted to get this kind of reaction, some kind of reaction to it, like even during the interrogatory process.

MR. AIKEN:  Well, I can say that this should not come as a surprise to the utility.

MS. SPOEL:  I will leave it at that.

MR. AIKEN:  Okay.

MR. MONDROW:  Madam Chair, if I could.  Mr. Mahajan answered -- started his answer to Mr. Aiken.

I think Mr. Aiken, as my notes reflect, as my recollection recalls, Mr. Aiken asked whether Oshawa had considered these three mechanisms, and Mr. Mahajan answered no and went on to describe why he felt -- why he felt Oshawa's mechanisms were appropriate.  I don't mean to paraphrase the evidence.  The transcript will reveal what he said.

I am not sure he answered that question, whether Oshawa considered the mechanisms, and I can tell you as counsel that we did have discussion about those mechanisms.  I don't recall whether Mr. Mahajan was involved in those discussions, but I did have those discussions with Oshawa.

And we are -- appreciate Member Spoel's question and interjection.  We are prepared to take an undertaking and provide a response to Mr. Aiken's question, if he still wants us to do that.

Mr. Martin may or may not want to comment on it now.  Mr. Aiken can ask him, but we can take an undertaking.

MS. DUFF:  Let's assign an undertaking then.

MS. LEA:  All right.  Then Undertaking J2.2, please, so to describe the undertaking properly, Mr. Aiken?

MR. AIKEN:  You know, now I have forgotten.

MR. MONDROW:  Well, I think what we have undertaken to do, if I could, Madam Chair, and Mr. Aiken can add or modify or change if he wishes.  I think what we have undertaken to do is to review the details in the Horizon settlement agreement of the earnings sharing mechanism, the capital expenditure variance account, and the efficiency adjustment that Horizon agreed to, and provide some comment as to whether or not Oshawa thinks any of those mechanisms are appropriate for it, and if not, why not.  Is that acceptable, Mr. Aiken?

MR. AIKEN:  Yes, it is.

MS. LEA:  Thank you.
UNDERTAKING NO. J2.2:  TO REVIEW THE DETAILS IN THE HORIZON SETTLEMENT AGREEMENT OF THE EARNINGS SHARING MECHANISM, THE CAPITAL EXPENDITURE VARIANCE ACCOUNT, AND THE EFFICIENCY ADJUSTMENT THAT HORIZON AGREED TO, AND PROVIDE SOME COMMENT AS TO WHETHER OR NOT OSHAWA THINKS ANY OF THOSE MECHANISMS ARE APPROPRIATE FOR IT, AND IF NOT, WHY NOT.

MR. MONDROW:  As I say, I don't know if Mr. Martin wants to comment now or if he prefers to wait for the undertaking?

MR. MARTIN:  No.  I will wait for the undertaking.  I mean, I just want to confirm.

So we are talking about adding more mechanisms to what we currently have proposed?

MR. MONDROW:  I think the question was whether they were considered, and if they were considered and rejected, why are they not appropriate.

I don't think there's been any question about whether we're willing to adopt them, Mr. Aiken, am I correct?

MR. AIKEN:  That's correct.

MR. MARTIN:  Okay.

MS. DUFF:  Thank you for that clarification.

MR. MONDROW:  Thank you, Madam Chair.

MS. DUFF:  Mr. Aiken, please proceed.

MR. AIKEN:  If you can turn to pages 20 and 21 in the compendium --


MR. MONDROW:  Sorry, I'm sorry to interrupt, Mr. Aiken, Madam Chair.  I am thinking about the timing, and I think Member Spoel's comments last day and today were to the effect of the ability of these witnesses to respond within the time frame people that could consider those and ask -- those responses and ask questions.

I don't think I will be able to -- well, I may be constrained in my ability to advise Oshawa on the legal regulatory nature of those mechanisms while they're under oath.  So it may be that that response comes following the conclusion of the oral portion of the proceeding, and so we will do our best to expedite it, but so that -- we may not be able to have any more discussion about that response, and that is a function, obviously, of the way this has evolved.

So I just wanted to clarify that.

MR. AIKEN:  So if you turn to pages 20 and 21 of the compendium, this is from the first day of the technical conference.  Ms. Lea was asking about targets with respect to your capital program.  And I just want to read into the record the basic question and the basic response.

Ms. Lea starting at line 10 says:

"But as I understand your answer, you're saying rather than having targets, specific targets, on those metrics and a kind of a performance contract, you're proposing, instead, an incentive which acts -- which will incent you to exceed the target that you have set for yourself and is embedded in your costs."

And she asked:  "Do I understand that answer correctly?"  The response says:  "Yes, I think yes, the short answer is yes."

Then it goes on to say:

"When you say 'embedded in your costs', our estimates are based on where we are at today.  And so the stretch factor, we didn't actually put a target number there, but through the incentive aspect of it, we are suggesting that, you know, internally how we manage the company, we are going to set a target for ourselves to manage it better than those estimates."

Then it goes on to talk about:  "And those estimates are informed externally."

And that is the PEG report you were talking about, I assume.  Is that correct?

MR. MONDROW:  Well, sorry, Madam Chair.  This was Mr. Labricciosa's answer.  So when Mr. Aiken says "you", it wasn't Mr. Martin or Mr. Mahajan that gave that answer.

MR. AIKEN:  No.  My "you" means the company.

MR. MONDROW:  Well, Mr. Aiken has asked these witnesses what Mr. Labricciosa meant when he said by "benchmark", an external agency as the benchmark to the outside of the company.  I don't think these witnesses can answer what Mr. Labricciosa meant.

If Mr. Aiken wants to ask these witnesses whether they think that is an appropriate benchmark or questions like that, that is perfectly appropriate.

MR. AIKEN:  That's fine.  I will ask it when he is on the stand.

MR. MONDROW:  That's fine too.

MR. AIKEN:  Would you agree that this response is equally applicable to OM&A?  That you set your target, but you expect to exceed your target, and that's been benchmarked through the PEG report?

MR. MARTIN:  I wouldn't say we expect to exceed it.  We certainly will --


MR. AIKEN:  You would work to exceed it.

MR. MARTIN:  We would work to it --


MR. AIKEN:  Yes.

MR. MARTIN:  -- and try to create efficiencies, as we've talked about before.

MR. AIKEN:  So going back to the original response, this talks about the incentive -- and this is the capital investment efficiency mechanism.  I'm not going to get involved in letters -- which applies to your system renewable costs and the MS9 substation.  And you proposed a variance account to share this from the approved capital spend on a going-forward basis.

So my question is, does the variance account take into account timing differences from forecast?

So for example, would there be entries into the accounts in 2015 through 2018 to reflect delays and work done, or the acceleration of some of the projects, or would there be only be one entry may at the end of 2019 based on the total actual expenditures versus the forecast expenditures for the five-year period?

MR. MAHAJAN:  So the proposal is, as you said, at the end of the period.  But can you help me understand what's the benefit of tracking it from 2015 onwards as we spend?  Is your concern on the working capital?

MR. AIKEN:  No.

MR. MAHAJAN:  Sorry, or the work-in-progress?

MR. AIKEN:  No.  The concern is, if it's built into rates in 2015, 2016, 2017, and 2018, but you don't actually do most of the work until, say, 2018 and 2019, you might meet your five-year target, but in the meantime ratepayers of course have paid more for the first three years.

MR. MAHAJAN:  I think it is based on when we expect to be in-service, I think.

MR. AIKEN:  But that was my question.

MR. MAHAJAN:  I may be wrong but --


MR. AIKEN:  Are you going to be putting entries into this account on an annual basis, or only at the end of the year?

MR. MARTIN:  No, it is at the end of the year; it’s at the end of the plan term.

MR. AIKEN:  End of the plan term?  Okay.

MR. MARTIN:  Yes.  Projects that get deferred outside of the plan term would be removed.

MR. AIKEN:  Yes.

MR. MARTIN:  Yes.

MR. AIKEN:  So going back to page 22 of the compendium, appendix 2AA, this incentive mechanism covers about $25 million for system renewal projects and $14.5 million for the MS9 substation and the feeders, correct?

MR. MAHAJAN:  Correct.

MR. AIKEN:  Now, in 2015, you will see there that there is a transfer of a little over a million dollars in WIP from 2014.  Would this be included in the incentive mechanism?  This is in the station rebuilds line of system renewal.

[Witness panel confers]

MR. MAHAJAN:  Could you go through -- would you mind repeating?

MR. AIKEN:  Yes, okay.  So in the system renewal, over the five years there is about $25 million.

MR. MAHAJAN:  Right.

MR. AIKEN:  And one million of that is transfer of WIP.  So a project you have assumed you started in 2014, is that million dollars going to be included in the -- or that project going to be included in that incentive?

MR. MONDROW:  Sorry, just a minute, Mr. Mahajan.  Madam Chair, through you if I could ask Mr. Aiken --


I think one of the suggestions in this question is that the million dollars, which comes out in 2014 and goes back in 2015 on the station rebuilds line, is included in the $24.959 million.

That's a premise of your question, I assume, Mr. Aiken?

MR. AIKEN:  Yes.

MR. MONDROW:  Okay.  Maybe, Madam Chair, we could just ask the witnesses if they understand and agree with that premise?

MR. MARTIN:  So let me -- so when we put the application in, in our original estimates, we weren't aware of the million dollar --


That was a project that, in our original forecast, we had expected to be in-service in 2014, so subsequent to closing-out the year.  So we would propose not to include that.

MR. AIKEN:  Okay.  In the June 23rd update, in the second-last paragraph -- sorry, this goes back to Exhibit K1.2, and I am looking at page 6.

Right at the bottom of page 6, where it says "controllable capital investment efficiency incentive mechanism", it says there that:
"In its May 13, 2015, update, OPUCN included a revised forecast for the cost of the MS9 from $9 million to $16 million."


And then it says:
"OPUCN is clarifying that the revised forecast for MS9 is based upon controllable expenditures, and will be included in the calculation of the proposed CCIEIM."

My question is: What is the difference between this $16 million and the $14.5 million that shows up in appendix 2AA?

MR. MARTIN:  The $16 million may have been a rounding, or may have been an error on my part, in terms of the -- the clarification we're making here is just to make sure everybody was aware that as a result of the update in May, that there was an impact on the capital mechanism because we didn't, in fact, make that statement in the May --


Now, having said that, I am not sure which number is actually the correct number, the 16 or 14.5.  I would have to either defer that to panel 3, or we can take that as an undertaking.

MR. AIKEN:  Would you mind taking it as an undertaking, so we know what the base is that we're comparing to?

MR. MARTIN:  Absolutely, yes.

MS. LEA:  J2.3.
UNDERTAKING NO. J2.3:  To advise the revised forecast for the controllable capital investment efficiency incentive mechanism


MR. AIKEN:  Now, on Tuesday you mentioned that the capital incentive mechanism would be tracked at a project level, and Mr. Elsayed asked about the number of projects. My question is a little bit different.

Are the costs and timing of the addition to rate base for each of the projects included in the system renewal program, included in the distribution system plan?

In other words, do we have the base to which we can compare individual projects so that five years from now, we can look at each individual project and say, okay, here's what they said and here's what happened.

Is all of that information that we need, or that the Board needs, in the distribution system plan that's been filed?

MR. MAHAJAN:  It should be, yes.

MR. AIKEN:  Okay.  While we still have the June update on the screen, you have clarified your proposal for the total cost efficiency carryover mechanism, which is just up a little bit on page 6, and that you are doing this on a weather normalized basis.

You talked a little bit with Ms. Girvan on Tuesday about this, about how you would do it.

I think I understood your response, that your normalization methodology is the same as your forecast methodology.

MR. MAHAJAN:  For weather normalization, yes.

MR. AIKEN:  For the weather normalization.  But isn't it true that the forecast methodology already gives you a forecast based on normal weather?  So my question is, what would change?

MR. MARTIN:  So let me just -- we took an undertaking to file a report on how we would do it.  So can we not just wait until we file that undertaking so we can see?

MR. AIKEN:  We can.  But maybe I could add something to it, and that is:  Whatever your response is, can you explain how that ties in actual earnings to normalized actual earnings?

MR. MONDROW:  Madam Chair, if I could assist?  I am just checking my e-mail.  That undertaking response will be filed prior to lunch, and Mr. Aiken can ask that question again of panel 3 and we can elaborate, and take another undertaking then, if necessary.

MR. AIKEN:  Okay.

MS. DUFF:  Mr. Aiken, if I could just deviate from the hearing plan slightly, if the Board could break at 11 and we can continue on?  So please judge when it would be an appropriate time to break.

MR. MONDROW:  Thank you.

MR. AIKEN:  I am actually into my last areas of cross on this panel.

There was a lot of talk on Tuesday about the erosion of earnings in 2012 through 2014, and as I understand your testimony, that was a result of the level of your capital expenditures in 2012 through 2014.

Did I understand that correctly?

MR. MARTIN:  Yes.

MR. AIKEN:  Could you turn up --


MR. MAHAJAN:  Can I just add to that?  It is not just the capital.  It is capital for sure, but also the load forecast.

MR. AIKEN:  Could you turn up the response to undertaking T C1.12?  I think some of these numbers in here might actually go back to some of the questions from Mr. Stoll this morning about actual returns on equity and that.

MR. MONDROW:  Madam Chair, if we could just have the reference again, please?

MR. AIKEN:  Yes.  TC1.12.  I am looking at the table on page 1 of 3.

MR. MONDROW:  Thank you.

MR. AIKEN:  So you see there the deemed ROE, which is a line about halfway down that table, in 2013, for example, is 5.93 percent.

And I guess my question is, I am interpreting this table correctly that you under-earned by about $40,000 in 2012.  That's the difference between the deemed net income and the actual net income adjusted for deemed interest.

So it appears that you under-earned by about $40,000 in 2012 and about 1.2 million in each of 2013 and '14.  Is that correct?

MR. MARTIN:  I'm not sure.  Sorry, point me to the numbers again?

MR. AIKEN:  Sure.  I will do 2013 specifically.  The deemed net income was 3,385,000.

MR. MARTIN:  Right.

MR. AIKEN:  And your actual net income adjusted for deemed interest was 2,132,000.  So you under-earned by about 1.2 million.

MR. MAHAJAN:  Correct.

MR. AIKEN:  That's what drove your deemed ROE down to 5.93, compared to the 9.42 allowed.

MR. MARTIN:  Right.

MR. AIKEN:  Okay.  Isn't it true that a sizeable portion of the erosion of earnings was actually related to your 2011 capital additions?  And the reason I raise this is because in your last cost-of-service application, which was for 2012 rates, 2011 was obviously the bridge year, and the rate base that the Board approved was about $80 million, which included forecasted capital additions in the bridge year of about 9.5 million.

But your evidence in this proceeding is that you actually included about $16-and-a-half million in rate base at the end of 2011.

MR. MARTIN:  So the 16-and-a-half million included smart meters, which was already in rate base, although it was being dealt with in deferral and variance accounts.

So you have to take -- out of the 16 million you have to take out 6.8 million, which was the smart-meter investment, which was already essentially in rate base, but it was being taken care of by rate riders, et cetera, et cetera.

MR. AIKEN:  Okay.

MR. MARTIN:  That money was actually spent in 2009 or '10 or somewhere in there.

MR. AIKEN:  Okay.

MR. MARTIN:  Yes.

MR. AIKEN:  All right.  Thank you.  Those are my questions.

MS. DUFF:  Thank you very much, Mr. Aiken.

In terms of getting that undertaking response, is that before lunch?  Or do you have it available at the break?

MR. MONDROW:  I may have it available at the break.  I will read my e-mails and we can hopefully provide it --


MS. DUFF:  Okay.  So Mr. Aiken, based on that perhaps you may have some follow-up questions?

MR. AIKEN:  Yes.

MS. DUFF:  Okay.  That's great.  Thank you very much.

We will break for 15 minutes and reconvene at quarter after 11:00.

MR. JANIGAN:  Madam Chair, just briefly, it doesn't appear that I will be reached today, so I am going to take my leave and come back tomorrow.

MS. DUFF:  Okay, thank you for letting us know.

MR. JANIGAN:  Thank you.
--- Recess taken at 10:59 a.m.

--- On resuming at 11:07 a.m.



MS. DUFF:  Please be seated.  Mr. Mondrow, what is the status of that undertaking response?

MR. MONDROW:  Thank you, Madam Chair.  I have replaced the very able and large regulatory departments at the likes of Enbridge, Union, Toronto Hydro, and Hydro One with one very able assistant, under whose graces we will be circulating momentarily PDFs of and will file in responses to undertakings J1.2 from Tuesday, and J1.4.

The latter is the weather normalization methodology request and the former is the rate impacts that Ms. Girvan asked for.

I do not have hard copies with me.  Of course, we can get them at lunch, if people want them.  But the PDFs will be available to all parties, and we will be able to put them on the screens within a few moments.

MS. DUFF:  Okay.  With that, let's proceed with OEB staff, Ms. Lea.  I think that if there are any questions coming from that, either we'll just check to see if Mr. Aiken -- or we can defer to panel 3.

MR. MONDROW:  Either way is fine.  Thank you very much.

MS. DUFF:  Ms. Lea?
Cross-Examination by Ms. Lea:


MS. LEA:  Thank you very much, Madam Chair. Good morning, gentlemen.

I would like to begin with some questions, please, on the annual adjustments that are proposed in your application.

Regarding the proposed annual updates to customer count, demand, and consumption and connections, do I understand correctly that this is part of your plan, because it reduces the risk of forecast error for both the utility and for its ratepayers?

You'll have to give a verbal answer, sir.

MR. MAHAJAN:  That is correct.

MS. LEA:  Thank you.  But there is a certain degree of uncertainty in that forecast, as you have explained?

MR. MARTIN:  There's a -- sorry?

MS. LEA:  There's uncertainty in the forecast.  Therefore, you are seeking to update it?

MR. MARTIN:  Yes, and the difference here, or the primary reason we're looking to adjust it really is due to the fact that we have placed in there an overlay or adjustment to the typical load forecast for population growth that would not be typical of Oshawa's trend.

And there's significant risk associated with the timing of that population growth in the event it occurs, for both Oshawa and the ratepayers.

MS. LEA:  Okay.  And you indicated that you have information from the city and the region that suggests that population growth could be greater than four or 5 percent per year?

MR. MARTIN:  Well, we have -- so some of the information that we have from the city in relation to development, et cetera, does suggest that it could be as high as that.

We also have information that's published by the city and the region relative to population demographics, et cetera, that suggests somewhere in the neighbourhood of 1 percent increase.

So it's the -- it's really trying to weigh and balance-out the accuracy, I guess, or the dependability of the predictions that the city is using.  So there is some contradiction in the information that we have.

But, yes, there is -- some of the information we have suggests it could be as high as four or five.  Some information that we have suggests it will be more in line with historical trend.

MS. LEA:  With respect to the information that the city and region have given you suggesting a large increase compared to historical levels, how good have they been in the past at predicting growth?

What's their track record like in predicting this kind of growth?

MR. MARTIN:  Well, Mr. Mahajan can answer this better than I, hopefully.  But it hasn't been my experience so far that the city has predicted this level of growth.  So I think this is -- I think this is new territory.

MR. MAHAJAN:  I guess in defence of City of Oshawa and any predictor out there, one thing know for sure is that prediction is going to be wrong.

The reality is that in the past, the predictions have been in absence of -- the major driver, Ms. Lea, is 407.  And now that the 407 is coming through, we are seeing a lot of developers not just staking ground, but actually coming up with plans that they have shared with not just the councillors, the politicians, but also with us.

So will they be wrong again?  They could be.  But I do see that because of 407, there is a buzz; there is a lot of activity that we haven't seen in the past.

MS. LEA:  However, this hasn't yet materialized as you've reduced your customer number growth forecast to 1.5 percent from 3 percent for 2015; is that the case?

MR. MARTIN:  That's correct.

MS. LEA:  And did you adjust your peak load forecast for 2015 as well?

MR. MAHAJAN:  No, we haven't.  And I think the key -- the key here is there's a lot of concern at the city -- and not just the politicians, but at the development end -- that are we ready to service the load that is coming, because it takes time, for example, to work with Hydro One under the regional planning to get the right transformation capacity at the transmission end, and then MS9, which is really to provide for load growth in the north end of Oshawa.

So, you know, the number of customer count that has to be adjusted, I don't know what exactly was the number of customer count that was adjusted offhand.  But it would not make a serious impact on the peak load, particularly when you take into account residential customers.

When you are putting in large development, the kind of developments that are potentially going to come, is key draw-downs.  In the northeast Oshawa, there is RioCan, which is looking at setting up a huge shopping centre in the north end of Oshawa.  All of these developments we need to start providing for now.

MS. LEA:  I think that, as Mr. Mondrow has advised my colleagues, I will leave most of my questions about the calculation of the load forecast to the next panel.

MR. MAHAJAN:  Yes.

MS. LEA:  But I do have a couple of more sort of overarching questions on this topic.  What --


MR. MAHAJAN:  Thanks for understanding my weakness.

MS. LEA:  Well, we have to have big-picture people, sir.  Have you been able to assess what the probability of your 3 percent forecast materializing is?

MR. MARTIN:  No.

MS. LEA:  If you were to think about it, could you come up with a probability?

MR. MARTIN:  The probability would be, again, to the forecast -- we could try to develop a forecast -- sorry, a probability, but I don't think it would -- I don't see that it would help.

MS. LEA:  Well, I will tell you where I am coming from.  There is the possibility that the Board will deny your request to annually update these forecasts that you have provided.

And if that was the case, what forecast would you want your rates to be based on for the next five years?  Would it still be the 1.5 percent for 2015, and the generally 3 percent in the years following?

MR. MARTIN:  So if I go back to the proposal, it is a package for us.

We were willing to put the 3 percent forecast in on the premise that, on a prospective basis, we would be allowed to adjust it.

I think it is -- it is important to remember that we are talking about adjusting future forecasts.  So to the extent that our load forecast is not accurate in any given year, we're willing to accept the risk associated with that level of forecast.

MS. LEA:  Within the year?

MR. MARTIN:  Within the year.  So the annual adjustment that we're referring to is basically to adjust the -- because we're talking about a five-year period, and because we're talking about 3 percent each year -- which results in a 15 percent growth in a five-year period, which is pretty significant for any business -- if it does start to delay, then it could certainly, by the fifth year, it could be dramatically impactful to the company.

So we are -- there is risk associated with our program.  We're not asking to true-up each year.  We're basically asking just to eliminate the possibility of having a material impact over the five-year period, if in fact there's either more growth or significantly less growth, and the cumulative effect of that.

MS. LEA:  I appreciate your answer, sir, but my question was: If the Board found that it was not going to accept your proposal for annual updates, what forecast should the rates be set on for each of the five years?

MR. MARTIN:  Well, I haven't given -- I haven't given too much thought to that, but I would -- if I were to do the load forecast over again, I would propose as a starting point the results of the regression, with an overlay for CDM, which is pretty standard practice, given the Board's objectives for targets.

MS. LEA:  So you would suggest that it would be 1.4 minus some amount for CDM?

MR. MARTIN:  Correct.

MS. LEA:  The reason I asked you about probabilities is, I was wondering if there was some way to create a forecast which reflected the probability that you think certain events are going to occur, and that that would somehow be the overlay that you would put on top of your regression model.

Is that something that you think is a practical idea?

MR. MARTIN:  It is.  But it still does not take into account -- I mean, there's certain things that could happen. If there's a labour event, for example, and it stalls the 407, or if it affects the developers' ability to build, et cetera, these types of things could happen, which could in fact stall development significantly for a short period of time.

Then you could have the opposite effect if you've got developers who are trying to catch up, so you could end up, you know, with a fairly significant swing.

So the probability idea, it is a practical idea.  We could do that.  But I'm -- but we believe the original proposal is, in fact, the best way to work through this.

We did talk -- we did -- on Tuesday, I did mention the fact that we would consider perhaps a simpler method for annual adjustment, as opposed to redoing a full-blown regression and updating all of the elements of the forecast. And I was reminded that we should either commit to these things or else perhaps not mention them.

So I do think that we could construct perhaps a simpler annual mechanism that would be an easier thing, an easier process or an easier methodology for Board and intervenors to -- it becomes a much more of a mechanistic annual adjustment.  We could table it.

So we would propose to adjust the customer count only.  And I also think that we could -- one thing that has -- the intention here originally for us was to really de-risk the load forecast relative to the unusual growth.

So again, we propose to put a floor into that adjustment mechanism.  In other words, this was not -- this mechanism was not intended to de-risk the historical trend that would be produced.  It really is to de-risk.

So what I think we can construct is perhaps a simpler annual adjustment mechanism which would include a floor, and it would basically be an adjustment only to the customer connection counts, forecasts going forward.

MS. LEA:  And the floor that you would think about would probably be the result of the regression model, 1.4, something like that?

MR. MARTIN:  That's correct.

MS. LEA:  All right.  Well, if you wish to develop that idea further, maybe your next panel can talk about it or it can be dealt with in argument in-chief.

MR. MARTIN:  Yes.

MS. LEA:  Thank you.  So for the proposed update for the actual and forecast customer connection costs, I understand that you would update and adjust rates every year for this; in other words, for the year to come, for the coming year?

MR. MARTIN:  Yes.

MS. LEA:  And there would also be a variance account to capture within-year variances for this count; is that not the case?

MR. MARTIN:  No.  Sorry.  In this case there would only be a variance.  So we would not be adjusting rates relative to this.  We would be capturing variance accounts for amounts that were either underspent or overspent and clear those through rate riders, I believe.

MS. LEA:  So for the customer connection costs then, you would have a variance account that would take care of both within-year and year-over-year variances.

MR. MARTIN:  Correct.

MS. LEA:  So this mechanism would cover all of the risks related to this forecast.

MR. MARTIN:  Yes.

MS. LEA:  And -- sorry, one moment.

So just to be clear then, you're not updating customer connection costs, but you are updating customer number counts?

MR. MARTIN:  Correct.

MS. LEA:  Yes, okay.

MR. MARTIN:  Yes.  The adjustment to the customer connection count would affect rates.

MS. LEA:  Mm-hmm.  But it's the --


MR. MARTIN:  The adjustment relative to the cost of connections would go to variance accounts, would not adjust rates.

MS. LEA:  Okay, thank you.

MR. MARTIN:  Yes.

MS. LEA:  For the cost of power update that you are proposing, what has been the history of volatility in the cost of power, in your view?  Why do you think you need this adjustment?

MR. MARTIN:  It actually wasn't necessarily to cover the volatility.  It was -- so I -- in the evidence I had put a chart in there which -- or which showed the price inflation over -- I believe I -- I can't recall exactly, but it was over the last five or six years.

And the cost of power over the last five or six years has increased by 6 or 7 percent a year.  The reason why we put the annual adjustment mechanism in for the cost of power was, we didn't feel that it was appropriate to forecast price increases to the cost of power at those levels for a five-year period.

I guess we're hopeful that cost of power stabilizes at some point in time and does not go up by 6 or 7 percent a year.

So it was really to mitigate -- if we're faced with trying to forecast the cost of power and the associated working capital of that, it just seemed to us to be too large of an amount to use in terms of -- to bake-in.

MS. LEA:  How material is this type of swing in the cost of power to Oshawa?

MR. MARTIN:  Well, we left cost of -- so our cost of power -- do you want a precise number?

MS. LEA:  No.

MR. MARTIN:  If that's the case, we could -- so our cost of power is in the $115 million range, which we left flat, at least the price component of the cost of power we left flat for the five-year period.

So you're talking 5 or 6 percent on 115 million.  So it is fairly significant.

MS. LEA:  If the Board denied the annual update for the cost of power, what forecast for that cost would you want embedded in your rates?

MR. MARTIN:  I would take the chart that we developed which shows the trend for the last, as I say, five or six years, and we would use that as the starting point for predicting going forward.

MS. LEA:  That would be an increase, of course, over what you've put into your rates now.

MR. MARTIN:  Correct.

MS. LEA:  For the rate riders for the Hydro One contributions for the transmission station and also for the unbudgeted projects required by regional planning, for each of these, can you just remind me of how much is embedded in rates now for each year of the plan, for each of these things, because there have been updates to this.  I wanted to make sure that the numbers were accurate.  If you would prefer to do that by way of undertaking, I am happy.

MR. MARTIN:  I think we should do it by undertaking.  Or we may be able to answer it with panel 3, but...

MS. LEA:  Why don't we create an undertaking, and then if panel 3 can answer it, the undertaking has been satisfied.

MR. MARTIN:  Yes.

MS. LEA:  Thank you.  That would be Undertaking J2.3, and the question was:  For each year in the plan how much is embedded in rates for two items, the Hydro One contributions for the transmission station and unbudgeted projects required by regional planning.
UNDERTAKING NO. J2.3:  TO PROVIDE FOR EACH YEAR IN THE PLAN HOW MUCH IS EMBEDDED IN RATES FOR TWO ITEMS, THE HYDRO ONE CONTRIBUTIONS FOR THE TRANSMISSION STATION AND UNBUDGETED PROJECTS REQUIRED BY REGIONAL PLANNING.

MR. MARTIN:  Yes.

MS. LEA:  When do you expect the costs to be finalized for each of these things?

MR. MARTIN:  Well, on the regional planning it is very difficult to predict.  With any -- what we typically do, internally, is we use basically historical information to create the benchmark for forecasts.

But there's significant volatility for any -- in any given year, in terms of what the regions do or the city does.  So it is difficult with the city and region to know exactly what they're doing or what they're planning to do.

The Hydro One -- do you want to address the Hydro One --


MS. LEA:  I think the evidence suggested that it might go into service in 2017 or 2018

MR. MARTIN:  Sorry.  Transmission is expected to go -- well, we expect to complete our contributions by 2018.

MS. LEA:  Dealing with the Hydro One transmission station first, are you what I would call a price taker from Hydro One?  Do you have any voice at the table as to how much you have to pay them?

MR. MAHAJAN:  Panel 3, Mr. Labricciosa could probably address that question a lot better.

MS. LEA:  All right.  Thank you, I will leave it.  As I understood your evidence yesterday, the Z factor policy, in your view, would not apply to these items because these costs are not unexpected; they're not something that you are failing to take account of at this time?

MR. MAHAJAN:  Correct.

MS. LEA:  Thank you.  For the account -- and I think it is an account here, and you can correct me if I'm wrong -- for distribution plan relocations due to third party requests.  Is that an account rather than a rate rider or an adjustment?

MR. MARTIN:  I will have to take a moment.

MR. MONDROW:  Sorry, Ms. Lea could you repeat the question?

MS. LEA:  Yes.  For distribution plan relocations due to third party requests, what is the mechanism by which this rate plan records those?

Is there an adjustment?  Is it a rate rider, or is it an account?  I think it is an account.

MR. MARTIN:  Yes, I believe -- and again, I should undertake to confirm this.  But the intent was to basically carry a variance account from year to year at the end of the plan term -- because in any given year, we could be under, but we could be catching up.

It could be a simple deferral issue, so we're not planning to adjust rates on an annual basis.  It is to create an account to cumulate the net impact over the five- year plan, and then deal with the account in the next plan.

MS. LEA:  Okay.  So is any amount embedded in rates for this type of work?

MR. MARTIN:  There is, yes.  The amounts that are embedded in rates currently are based on our forecast, that is -- that's the amount that is embedded in rates.

MS. LEA:  Could you add that to undertaking J2.3, to indicate how much is embedded in rates for each year now for this item?

MR. MARTIN:  Yes.

MS. LEA:  Thank you.  So I will just add that to J2.3, the amount embedded in rates presently for distribution plane locations due to third party requests.

UNDERTAKING NO. J2.3 ADDITION: TO PROVIDE the amount embedded in rates presently for distribution plane locations due to third party requests

MS. LEA:  Again, with these third party requests, do you have any way to control when they come and how much they're going to cost, and when they're done?

MR. MAHAJAN:  We don't have a control.  We have a bit of a forecast, but then we know from history that forecasts is never accurate.  And for good reasons, you know.

MR. MARTIN:  We can --


MS. LEA:  If someone comes forward -- I'm sorry, sir.  If someone comes forward and says I need this, can you talk with them about when it might happen and how much they need, and so on and so forth?

MR. MAHAJAN:  And we do, and that is how we do have an amount in our planning right now.  But what we know for sure is that that plan never materializes exactly the way they forecast.

MR. MARTIN:  So we do have absolute control over the costs.  So once we -- we are basically given plans, et cetera, and the timing of those plans.  But it then becomes our design, and it becomes our budgeting and our cost structure which is used to expedite or complete the project.

MR. MAHAJAN:  The only thing is, you know, the scope may change.  Instead of changing 40, you know, it becomes sometimes 50 or 60.

MS. LEA:  Okay.

MR. MAHAJAN:  Poles, I should say.

MS. LEA:  Given the situation that you face with respect to these types of things, is this something that you could rely on a Z factor for?

MR. MAHAJAN:  I think what we do know is that there's a plan to move our plant on a certain street.

The only thing that we don't know is the exact timing and the exact level of expenditure, which is the scope of how many spans we would have to move.

MR. MARTIN:  I mean practically speaking, we could -- I mean, anything can be addressed under I Z factor as I understand it, if it meets the --


MS. LEA:  Well, you could certainly ask.  Sometimes it is denied for various reasons.

MR. MARTIN:  Well, in our case, what we're trying to - we're trying to identify those areas which could be subject to Z factors and basically deal with them ahead of time, as opposed to putting everybody in a position where we're doing multiple Z factors over the five-year period.  That was the -- that's ultimately what we're trying to do with the proposal.

MS. LEA:  Okay, thank you.  Now, Oshawa, along with other utilities, is certainly subject to risks from various sources in making any long-term forecast.

Would it be true to say that you're seeking some degree of revenue certainty with the adjustments that you propose?

MR. MARTIN:  Yes.  We're looking to -- we are.  We're looking to secure a certain revenue certainty.  But we're also trying to secure, within boundaries, some rate certainty as well.

MS. LEA:  I guess my question is: If you have more revenue certainty than other utilities under a custom IR plan, should your ROE be lower?  Should your return on equity be lower than other utilities who do not seek or are granted these sort of adjustments?

MR. MAHAJAN:  No, Ms. Lea, because the reason is we did -- I think Mr. Martin provided answers on Tuesday that when we were asked under the interrogatory or the technical conference that -- the amount of revenue still at risk for Oshawa is about 85, 90 percent.

So what we're trying to do is, for those items, for those capital expenditures where we know the level of expenditure and the timing, but we don't know exactly what the quantum would be, de-risk it for both ratepayers and the shareholder.

But that doesn't mean that we're not taking risk at Oshawa.  For the expenditures that are in our control, we are taking the risk and that happens to be about 85 or 90 percent.  So it does fit the custom IR profile of us having to live within our plan.

MR. MARTIN:  So there are -- there are a number of ways to de-risk the forecast, and we've actually -- you have addressed some of them today.

So we have -- we have tried to de-risk for the unusual or uncontrollable items through annual adjustments.

The other way to de-risk -- and we talked about it -- would be to reforecast essentially, increase the revenue requirement associated with that.

So on those two bases, I don't see the return on equity being influenced by either of those methods of de-risking the revenue requirement.

MS. LEA:  Thank you.  Did you consider, when thinking about these various risks you face, that taken all together as a group, these risks may offset each other to some degree, that the actuals on one measure may increase costs, or the actuals on another measure may decrease costs, so that you've got an offset happening and that offset would reduce the need for annual adjustments?

MR. MAHAJAN:  So I can address two parts, so hopefully this helps.

Hydro One is a major variable.  There's a lot of variants in the plan.  Like it started with addressing capacity needs from the two existing stations, Wilson and Thornton.  And then they found constraints at those, along with Veridian and Whitby at the table.  And now they've got a solution.

So could they come up with some other methodology that changes it?

On the regional planning side, the numbers may not be that large, in terms of what that particular plant relocation would be.

So I don't think that they would quite offset each other.

MS. LEA:  But you're doing adjustments also for customer -- customer numbers and load.  Is there a possibility that that would offset some of the other issues?

MR. MARTIN:  There is a possibility.  And in fact, you know, some of the annual adjustment mechanisms have been put in place in fact to counter.  In the case of cost of connections, for example, that adjustment mechanism is intended to counter a load forecast that would be otherwise reduced for customer connections that don't materialize.

So there is an opportunity certainly for some of these annual adjustments to, in fact, offset one another.  But we don't -- we don't see a natural correlation between any of the adjustment mechanisms to offset one against the other kind of on a prospective basis or forecast basis.

MS. LEA:  Okay, thank you.  Now, I think that you've agreed -- well, we all agree that forecast risk increases with the passage of time.

I wanted to suggest an idea to you.  How about rather than annual updates, would it be possible -- and please comment on whether you think this would be useful -- to come in just once during the plan term in year 3 to adjust for rates 4 and 5.  So it would be like a mid-term check in, rather than coming in annually.

I am wondering to what extent this mid-term check in, as opposed to annually, would address your concerns.

MR. MARTIN:  It certainly would -- it certainly would help our dilemma this year, given the timing.

MR. MAHAJAN:  Something we should take as an undertaking to think about and come back to you.
UNDERTAKING NO. J2.4:  TO CONSIDER THE MERITS OF A MID-TERM REVIEW AS OPPOSED TO THE ANNUAL ADJUSTMENTS.

MS. LEA:  Thank you.  I would appreciate that very much.  J2.4 is to consider the --


MR. MAHAJAN:  Mid-term review.

MS. LEA:  -- the merits of a mid-term review as opposed to the annual adjustments.

One of the reasons -- and I will get into this more with panel 3 -- one of the reasons we're suggesting this is that it appears that quite a few of your capital expenditures are now in '18 and '19, whereas before they were more spread out over the five-year period.

So, yes, if you could consider that possibility, that would assist, and I would like to go further -- this is certainly something that you would have to do by way of undertaking -- that if the Board found that this idea of a mid-term adjustment had merit, what forecasts would you want to set rates on for '15, '16, and '17 for the things that you are going to adjust, so that would be customer growth, demand, and consumption, customer connection costs, cost of power, contributions to Hydro One, and the costs of regional planning projects.

That may be an incomplete list, but what I am trying to ask you is, consider the merits and, please, give us -- if the Board agreed with that idea -- what we should set rates on for '15, '16 and '17.

MR. MAHAJAN:  We will.

MS. LEA:  Thank you, that will be J2.4, please.

If I could just have a moment.

I may have misheard something that you said on Tuesday, and I think it was Mr. Mahajan that said it, but I may have misheard.

Did you say on Tuesday that if a stretch factor was imposed upon Oshawa that reliability and safety would suffer?

MR. MAHAJAN:  Sometimes I can't remember what I said five minutes ago, but let me put it this way.  What I did say was that from an Oshawa perspective we do know -- based on historical comparisons and benchmarking with a certain group of utilities -- we are efficient.

And on a forecast basis, if we have provided sufficient benchmarking evidence that we are continuing to be efficient, if on top of that an efficiency or some kind of a mechanistic or a formulaic index adjustment is proposed, something will have to give.  It will be punitive.  Either the shareholder suffers or, if we have to continue investing and -- both in OM&A and capital, something will have to suffer.

I don't know, you know, quite frankly, what that would be, reliability, safety, or shareholder results.  But it will be punitive.

MR. MARTIN:  Just to be clear -- sorry Ms. Lea.  So again, our proposal and benchmarking suggests that we already have a stretch factor and, in fact, that stretch factor that PEG had identified in one of the interrogatories or undertakings was -- in fact, exceeds what would otherwise be a stretch factor based on the current IRM amount.

So I think, again, Mr. Mahajan said it well enough, but if what we're -- what we're talking about here is imposing an additional stretch factor, then, yes, that becomes -- that could become punitive.

MS. LEA:  Thank you.  I wanted to take you to a particular piece of your evidence.  Unfortunately my own screen doesn't seem to be working, but let's see if we can do that and I can share it with Mr. Thiessen.

It is at Exhibit 2, tab B -- somebody has just magicked it on.  I found that if I kick the desk that often works.

So Exhibit 2, tab B, at pages 33 to 36 you have provided information on cost efficiency measures, and also some comparison across a group of peer distributors as a sort of a general benchmark for your historical and planned capital investment levels.

I was looking at the comparator LDC net fixed assets per customer table, which is on page 34.  And what I think the point of showing us this -- was table 14, that -- was to show that over the 2009 to 2013 period you consistently had the lowest net fixed assets per customer.  Is that right?

MR. MARTIN:  Yes.

MS. LEA:  And in 2013 you were, in fact, the lowest in that group.  And I think you went on to say that your forecast average net fixed assets per customer in 2019 would remain below the 2013 average for the comparable LDCs.  Is that correct?

MR. MARTIN:  That's correct.

MS. LEA:  And you used that analysis to suggest that your planned capital investments are fair and reasonable.  Do I understand the purport of that evidence?

MR. MARTIN:  It is to suggest that they're fair and reasonable, but it also suggests that they're required.

MS. LEA:  Okay.  Thank you.  Now, with your updated numbers that were last updated in June 23rd, it is no longer true that your 2019 number is lower than the 2013 average.  Is that right?

MR. MARTIN:  I have not calculated that.

MS. LEA:  If that is true -- and I think you will find that it is -- does this mean that your capital investment levels are no longer fair and reasonable and required?

MR. MARTIN:  No.  We have to keep in mind that we're comparing 2019 forecasted results with 2013 levels.

So I would expect that we would still be fair and reasonable if we were in fact to -- what basically this was showing is an order-of-magnitude --


MS. LEA:  Yes.

MR. MARTIN:  -- issue.  I think if we were to look at some of the -- let's take Horizon, for example.  If we were to take Horizon's level of capital and do a calculation against their 2019 forecast, then I think we would still be fair and reasonable.

It certainly doesn't suggest that the capital expenditures would not be fair and reasonable, nor would they not be required.

MS. LEA:  Would you be willing to provide the percentage increase in net fixed assets per customer between 2013 and 2019, how much they've gone up, in a percentage?

MR. MARTIN:  Sorry?

MS. LEA:  Could you please --


MR. MONDROW:  I'm sorry, Madam Chair, for Oshawa?

MS. LEA:  Yes, just for Oshawa, your own net fixed assets per customer.  The increase of 2019 over the 2013 level.

MR. MARTIN:  Yes, we can do that.

MS. LEA:  Thank you.  That will be Undertaking J2.5.
UNDERTAKING NO. J2.5:  TO PROVIDE THE percentAGE INCREASE IN NET FIXED ASSETS PER CUSTOMER BETWEEN 2013 AND 2019, The increase of 2019 over the 2013 level.

MR. MARTIN:  Do you want it by year?  Or just an average?

MS. LEA:  I think just the one number is sufficient for my purposes, thank you very much.

MR. MARTIN:  Yes.

MS. LEA:  J2.5.  Madam Chair, I am just going through my notes to make sure that I am not repeating the questions of my friends.

Under customer engagement -- you talked about this yesterday with a couple of cross-examiners -- are you in the midst of developing a customer engagement strategy?  I got the feeling you were making plans in that regard.

MR. MARTIN:  We are early-stage.  So currently we have identified a need to invest in that particular area.  We have not -- we have not defined any actual strategies around that.

MR. MAHAJAN:  Let me just add to that.  So what we've done is, just listening to some of the customer feedback after the ice storm, not particularly from a custom IR perspective, we have engaged a communications company more for the social-media tools, to be able to get the feedback on the outages both from the customer and to the customer.  So that is what we've done.

We've -- as Mr. Martin said, we've yet to come up with a strategy, how do we integrate that, for example, with the OMS, and what would be the continuous social media and other kinds of updates for what we're doing with our, you know, our five-year plan and beyond.

MS. LEA:  The reason I ask the question is Board Staff may want to recommend to the Board that they ask Oshawa to file a customer engagement strategy sometime in the next few years, and I was just wondering if you could give me an idea of the time frame for this work and when you might be in a position to file such a strategy.

MR. MAHAJAN:  So you know, mid-term, if we do look at the mid-term review, that would be a good time.  Because we are already down that path.  We've engaged a communications company.


We do believe, for our type of utility, it makes more sense to have an outside party with all of the skill sets rather than hire a team of communications.  But that is something that we are wanting to test.


So, you know, by 2016-2017, absolutely.


MS. LEA:  Okay, thank you.  Turning to the incentives, please; I think this was touched on yesterday, but I wanted to ask you again because it is a fairly important point, in my submission.


For the capital incentive, isn't avoiding unnecessary capital spending or unnecessary capital investments just part of the regular business that you would undertake as a utility without an incentive?


And if that is true, and I presume that you run your business in an optimal way, why would you need an incentive to do better?


MR. MAHAJAN:  So great point.  I mean, this is something I've heard.  I wasn't at the technical conference, but this is something that I have heard as a repeated message, that should we be doing this job -- and I'm sure the transcripts would say what I said when I was responding to Mr. Aiken.


The reality is the Board knows that.  But the Board still believes that the distributors -- whether it is us, or the previous applicants who have had their cases decided -- that there should be an incentive mechanism that does incent you for a behavior to go above and beyond.


Absolutely.  Oshawa should be, as we do. There is a reason why, Ms. Lea, we are efficient, because we do have a culture of efficiency, which I certainly am very proud of all across the board.


But then here's an idea that the Board has put forward, and other Boards such as OFGEM.  I don't think we are any different than the five or six utilities in the UK.


We all are looking for something way beyond that, and say, okay, how do you go above and beyond what you have.  Well here's an opportunity for you to share the benefits between the shareholder and the ratepayer.


I could not agree more with you that this is our job, and this is why we're doing that job tremendously well, not just based on historical results, but based on forecast results.


But then we listened to what the Board is saying.  Go above and beyond that.  Propose to us some innovative mechanisms which will go beyond the plan period, beyond the plan period, and that is what we have proposed, particularly with the capital.


MS. LEA:  Okay.  Thank you.  I think you have been discussing with my friends what would be reviewed at the end of the plan term for this incentive.


Have you estimated the cost of the regulatory review of this particular incentive?


MR. MAHAJAN:  No, we haven't.  You know, what, we are -- what we have talked about is what would be the process for us?


Well, we have to track these projects in any case.  So we're tracking these projects.  At the end of the plan period, we know what the amount -- what we forecast under the controllable capital and we will know the actual, and we will present that evidence to you, and I am hoping that -- I am hoping that it will be a fairly smooth process.


MS. LEA:  Well, perhaps we can address this in argument.  There would be certainly some debate, I think, on a variety of topics, particularly if there are any scope changes or changes in the projects.  But we can leave that to argument.


In your undertaking today --


MR. MAHAJAN:  Sorry, Ms. Lea, may I just --


MS. LEA:  Mm-hmm, please.


MR. MAHAJAN:  So one of the things that you talked about in your previous questions was whether Oshawa is willing to live within the plan that they have proposed.


For something like this, what we truly believe -- there is risk on Oshawa, quite frankly.  But I think what we are responding to is the Board challenge.


So if the process happens to be a little lengthier than we've imagined, then, yes, Oshawa will pay for those costs because we haven't really baked in our forecast for regulatory costs anything related to this.


MS. LEA:  So you're accepting the risk of any regulatory costs related to the implementation of this incentive?


MR. MAHAJAN:  It is implicit, because in our OM&A budget, when we built the bottom-up forecast that we were talking about, we have not forecast a very lengthy -- hopefully not a hearing of this kind.


MS. LEA:  Turning to what I am going to call the carryover incentive, the Board did indicate in the Enbridge decision that it might consider a carryover incentive, if it were properly structured.


I might suggest to you that it seems that return on equity is a problematic measure for this, as it is subject to too many variables other than to gained productivity or efficiencies, and I think that we have agreed that various normalizations would have to be applied.


How about using achieved productivity instead?


Last week, I sent to I don't remember counsel an idea that we use the work that PEG has done, which shows a productivity trend for Oshawa -- that is productivity against itself, that part of the work -- and estimates the productivity that will be achieved based on your cost forecasts.


And if we took a five-year average of the difference between the forecasted and achieved productivity -- so that would be calculated each year and then averaged at the end of the plan term -- could that be used as a basis for the carryover?


MR. MAHAJAN:  So I would like for Mr. Martin to expand on his thoughts on the calculations.  But there's something that caught my attention.


When you say the ROE is subject to variability --


MS. LEA:  To other variables besides merely productivity and efficiency, other things like --


MR. MAHAJAN:  I am trying to understand that, because I think the ROE is ROE.


MS. LEA:  Well --


MR. MAHAJAN:  What we would adjust, Ms. Lea, would be the revenue that we had the benefit and because of the weather, so we will adjust ma.  But I don't think the ROE itself in itself would vary.


So what we're saying is the ROE, let's say for instance is 10 percent and Oshawa achieves 11 percent, but the 11 percent would be after correcting the earnings.  But the ROE, from a Board perspective, would be ten.


MS. LEA:  All right.  Perhaps I am not using quite the right word in describing exactly what you're proposing.


I will give you a moment.


[Witness panel confers]


MR. MAHAJAN:  So if you want to add to that, or subtract?


MR. MARTIN:  So we did, in fact, send your notes off to PEG.


MS. LEA:  Mm-hmm.


MR. MARTIN:  We did get a response from them.  Included in the response was a list of pros and a list of cons, and the cons were bigger than the list of pros.


I think what we can say for now is we will -- we have not had a chance as a group collectively to actually assess the report that we got back from Mark Lowry, from PEG.  So we will do that, and get back to you in terms of whether or not we could accept it -- or at least provide reasons why it either does work or doesn't work.


MR. MONDROW:  Madam Chair, if I could just for the record -- and I don't mean this at all critically of Board Staff, but just to recognize the timing issue.  I believe we received a note on Friday and the hearing commenced on Tuesday.


We did look at it.  We send it off to PEG.  As Mr. Martin has indicated, we do have a response.  But given the timing of the response, Oshawa -- the Oshawa team has not had a chance to really digest it.


Again, I don't mean that critically, but just so that we can recognize here that we have attempted to deal with it, but we don't have a fully baked understanding, let alone a response at the moment.


MR. MARTIN:  And admittedly, it is something we would have to get PEG to kind of help us deliberate on.  I don't have the skill to necessarily understand all of the implications of it.  It is an interesting suggestion.


MS. LEA:  It may be that I am making it sound more complicated than it is.


MS. DUFF:  Can I ask a question?


MS. LEA:  Certainly.


MS. DUFF:  You're talking about how could ROE change.  Let's say you had an accounting treatment.  Let's say you had depreciation, a tax issue which you had to deal with which made you accrue or spend something in one year which could trigger a change in your earnings, plus or minus 300 basis points.


Let's talk about an exogenous variable or event that could then change it beyond all of the considerations that we've heard about in this proceeding.


MR. MAHAJAN:  Madam Chair, what I was talking about is the ROE in itself, as a benchmark, will not change, right?  So if the Board has an ROE target that the LDCs -- that's what I was talking about.  I wasn't talking about anything that is exogenous we should correct for, such as weather and the examples you gave.

But the two ROE calculations, they shouldn't be impacted.

MS. DUFF:  I think I understand your answer now, thank you.

MR. MAHAJAN:  Thank you.

MS. LEA:  Thank you.  I don't know whether you need any further information from us to do this.  I am just going to put on the record what we understood this would consist of so that you can look at this transcript, if it is not complete in the e-mail, although I think I did.

So the idea is that at the end of the rate term OPUCN's data -- so your data that you file as part of your RRR already -- would be used to calculate the actual achieved productivity for each of the five years of the plan.


So in the same way that your expected productivity was calculated from your costs, and the difference between the actual productivity gains and the productivity gains that have already been forecasted by PEG, to be likely achievable, those ones, would then be calculated, and the average of these differences would be calculated and carried forward into rates for two years beyond the plan term.

So what we were trying to do here, obviously, is give you some carryover benefit, but perhaps trying to avoid some of the difficulties that are involved with using a revenue or ROE number.

So it would be like an IRM adjustment to rates.  Now --


MR. MAHAJAN:  Can I -- sorry --


MS. LEA:  Yes, sure.

MR. MAHAJAN:  Can I just clarify?  Under that scenario which we will study, you're not asking us now to justify or provide you proof as to how that productivity, sustainable or not, because -- okay.

MS. LEA:  No, no, I wouldn't be.  The other thing that we have to be very conscious of as well -- and this may complicate the matter, so you may have to think about this -- if the Board did change any costs from those applied for in this hearing that PEG has already done its calculation on, PEG would have to recalculate the starting point, because if costs are removed or added to your request -- and as we were trying to hold all of the variables constant, if adjustments to rates were made over the plan term, the differences for -- the differences, again, would have to be -- a new base line would have to be recalculated.

So it may be -- you need to think about those complications as well in assessing this.

MR. MAHAJAN:  We do.  And I just hope that by a similar token, would you also consider the fact that the ROE in itself is not going to change?

MS. LEA:  We will certainly think about that.

MR. MAHAJAN:  Thank you.

MS. LEA:  Now, we are suggesting in this case a symmetrical incentive.  I think your proposal for carryover was that it would just be asymmetrical to the benefit of the utility.  We were suggesting a symmetrical incentive, but you could address that as well.

So that is a pretty long list.  Are you still willing to undertake to comment on this proposal?

MR. MARTIN:  We will undertake to comment on it, yes.

[Laughter]

MS. LEA:  I am not asking you to do any calculations at this time.  J2.6, please.
UNDERTAKING NO. J2.6:  TO COMMENT ON THE PROPOSAL FOR CARRYOVER.

MS. LEA:  The last thing that I wanted to ask you about -- the last thing I wanted to ask you about is the reporting.  As I understand it, you are going to continue to report on items in the Board's scorecard, as you would in any event.

Do you have a proposal yet for the asset management line of that scorecard?  It reads "distribution system plan implementation progress".  Presently that line is blank, and at the technical conference you indicated that you had not yet come up with a proposal for that.

Do you have a proposal for that now?  Is it the measures you proposed for your DSP?  Or is it still under consideration?

MR. MAHAJAN:  I think one of the responses we provided earlier was that if and when -- not if.  When the Board finalizes a certain metric in that scorecard, will Oshawa adjust.  Absolutely.  Is that what --


MS. LEA:  That wasn't my question, no.  It was, had Oshawa itself come up with a proposal for this?  I recognize that the Board is looking at it as well.  I didn't know if you were planning to put anything in there at this time.

MR. MARTIN:  We haven't concluded 100 percent, but it is certainly looking like we're going to follow what most of the other utilities are doing, which is essentially a percentage of completion-type of a metric.  But we are still in the final hours deliberating whether we can come up with something better than that or more representative of...

MS. LEA:  Okay.  And how does this relate to the -- or maybe it doesn't relate to the measures that you are proposing to use to -- that we will hear more about from panel 3 for your DSP in this hearing.

MR. MARTIN:  We haven't actually discussed that particular metric in the context of the, putting in benchmarks or metrics or targets.

MS. LEA:  Okay.  Thank you.  Now, in the technical conference one of the things that you mentioned when we were discussing targets and metrics and that kind of thing was unintended consequences of those things, targeting money perhaps where it was not needed because you're attempting to make sure that you meet the metric.

Are you still concerned about this kind of thing, was the metrics that you are now proposing for your distribution system plan?

MR. MARTIN:  Can we deter that for panel 3?

MS. LEA:  Absolutely.

MR. MARTIN:  Get the experts.

MS. LEA:  Thank you.  One moment, please.  If I could just have a moment.

Madam Chair, thank you very much, those are my questions.

MS. DUFF:  Thank you, Ms. Lea.

MR. MARTIN:  Thank you.

MS. DUFF:  The panel has a few questions.  Mr. Elsayed?

Questions by the Board:

DR. ELSAYED:  I just have a couple of questions pretty much related to the distribution system plan.

My understanding is your first step is -- in developing your capital investment plan is to do an asset management plan; is that correct?

MR. MAHAJAN:  As a part of that asset condition assessment, followed by asset management plan, yes.

DR. ELSAYED:  So you look at the condition of your assets, the risks associated with potential failure, and then you develop the asset management plan, which eventually results in your DSP.

MR. MAHAJAN:  DSP.

MR. MARTIN:  That's correct.

DR. ELSAYED:  Now, given that the life of your assets obviously are longer than five years --


MR. MAHAJAN:  Yes.

DR. ELSAYED:  -- how long actually is your asset management -- how long does it go for, the asset management plan?

MR. MAHAJAN:  Different categories for different periods, but, you know, off the top of my head, if I was to say on an average we're looking at certainly way beyond 15, ten -- yeah.

DR. ELSAYED:  As a result of that then your investment plan goes accordingly, I guess, as long?

MR. MAHAJAN:  That's right.

DR. ELSAYED:  So based on that, then, when you look at your investments as a result of this optimization, prioritization process, and you arrive at an investment plan, both OM&A and capital, and if it does go beyond the five years that you have submitted as far as your plan, my question, I guess, is -- and this came up in previous discussions -- things do change.  Some projects may no longer be required.  Maybe the scope changes.  New projects may be needed.

Sorry, before I get there, I guess, once you develop the investment requirements that you have, how do you determine where you draw the line, as far as the total capital, for example, for a given year?  Obviously your plan results in a whole bunch of proposals.

How do you determine what is the right amount for each of the five years?

MR. MAHAJAN:  That's a great question.  So, you know, it really is from a funding standpoint, right, we do know there is a need.  We have done the asset condition assessment, hypothetically.  If we required 10 million, can Oshawa, with its given capital structure, afford to make that investment?

I am not telling you anything new.  You know, the industry has talked about the fact that one day we will reach that tipping point where there will be an equity call, and is that the time when we attract private capital into, because, you know, we talked about it earlier, the municipalities cannot invest.

So right now, for the -- certainly for the plan period and another plan period beyond, we've looked at it, and, you know, our capital structure allows us that flexibility that we don't need that injection.

But there will come a time -- I can tell you that, you know, that's not just us; that is almost every utility -- there will come a time where you don't have the opportunity to do that investment without injecting more equity.  So that will become sort of like the line that you draw.


MR. MARTIN:  It has been primarily a qualitative decision on our part.


So if there is a need, if the asset condition assessment suggests there is risk, reliability, safety, et cetera, then the quantitative or the stop really doesn't come into play in those types of scenarios.


And again, I know I have mentioned it earlier, but it could be a little bit confusing.  In terms of our five-year plan currently, there's a significant amount of investment that is outside of our control.


As well, something like MS9; it's been on the horizon for quite some time, and we're at that point where that substation needs to be built.


So that's creating some unusually high investment requirements, the regional planning as well.


What we're talking about here is really our business as usual type investments that we're talking about. And we've been able to -- there was a significant requirement for us to invest in that area, which we actually started in 2011 through that period.


Those expenditures actually are starting to normalize and our prediction in our ten-year plan is that it will in fact normalize by that time frame.


So the idea of putting a hard cap on programs, it is a little bit inconsistent with the way we budget, in that we only really budget for things that are required.


We're able to do that, I think, because we're a fairly small utility and the service territory isn't that large, nor are we faced with any dramatic sort of environmental issues, et cetera.


So I think we're able to more or less identify things that are in fact needed.  And other than discretionary things like perhaps vehicles and plant-type investments, those are the things that certainly we could, you know, make a case to defer to other times or, you know, put them in when costs are low, that type of thing.


DR. ELSAYED:  So based on that, if one or more projects come up that are urgent during the plan period and high priority, what methodology or process would you use to incorporate that, without significantly exceeding your capital limit?


MR. MAHAJAN:  So, if it is absolutely non-discretionary --


DR. ELSAYED:  Right.


MR. MAHAJAN:  Given our structure right now, the capital structure, you know, other than considering the rate impact, we will definitely be able to do it.  It depends upon the quantum, and it depends upon the timing.


DR. ELSAYED:  But how would you accommodate it within your capital envelope?


MR. MAHAJAN:  So because, you know, it's uncontrollable and it's absolutely non-discretionary, I am hoping it will be captured in that adjustment mechanism that we're talking about.


DR. ELSAYED:  And then my last question is:  In terms of reporting, given all of the above, how would one determine at the end of the period, I guess, or somewhere along the period -- how would we know these details about what you did with what you proposed in the first place versus what you actually did at the end of the plan period?


MR. MAHAJAN:  So we've got an amount of 25 million or thereabouts.


DR. ELSAYED:  Right.


MR. MAHAJAN:  We will track each one of these -- I think there are about 50 or 60 projects; I don't remember the exact number.


We will track each one of these projects under that program and we will be reporting and saying this is what we planned to do and this is what got done.


So let's say out of those fifty, five didn't get done.  We will strip those out from the budget and then -- and present to you the comparison.


DR. ELSAYED:  Okay, thank you.


MR. MARTIN:  Sorry, just let me go back to the last question as well.  I just wanted to add a detail to Mr. Mahajan's response.


So in the event that the unexpected capital was in our -- basically a requirement for system renewal, et cetera, in that case, if we had to spend the money and it wasn't -- in fact was over and above the envelope that was presented, we have in the past -- if it is required, we would spend the money.  And in that case, that would only become included in rate base in the next rebasing situation.


If it is a result of an uncontrollable -- so if it is a region decision, or if Hydro One comes along and changes the regional planning, et cetera -- that is the type of expenditure we've tried to capture in the annual rate adjustment for deferral.


DR. ELSAYED:  Thank you.


MS. SPOEL:  I have one question and that relates to the incentive mechanism which requires a demonstration that something is a sustainable efficiency.


I am just wondering how you're going -- I realize this comes out of the Enbridge decision, but I am wondering how you are going to -- what criteria are you going to use to determine something is sustainable?  Like how long does it have to be sustainable for, and if something happens in the first year of the plan that is going to carry on indefinitely, does that count as being a sustainable mechanism.


Maybe you could just elaborate a little bit on the practicalities of how you are going to make that assessment.


MR. MAHAJAN:  We have discussed that quite a bit, so thank you for that question.


So I will give you an example, a real example that really came out of our fleet and facilities group.


So we do need security for our substation patrolling, for public safety and for our assets, and for our office premises.


So we had, I think, a Group 4 security guard costing the company about $125,000.  Because we have access to very high-speed communications, which is fibre, we had a proposal from our group to say, well, what if we installed video cameras at all of our substations, or most of our substations which are at risk and at our facilities, can we then cancel our contract with Group 4 for $125,000.


So all in all, it cost us about $25,000 to implement that -- and this has already been done.  So we have a saving of $100,000.  That's going to carry over.


Those are the type of examples we will have to come up with, unless we take what Ms. Lea has suggested.


MS. SPOEL:  Yes, that is helpful.  It's a change in a program or a procedure, or way of doing something --


MR. MAHAJAN:  Absolutely.


MS. SPOEL:  -- that actually carries on indefinitely.


MR. MAHAJAN:  That's right.


MS. SPOEL:  Thank you, that is helpful.


MS. DUFF:  I have a few questions.  I am mindful of the hour, so I am not going to stand between people and their lunch.


I wanted to talk about -- there was a cross-examination with Ms. Girvan, and you were talking about an effective date of January 1 for your rates.


Just to understand your position, you had said that you had notified the Board of your intention to file a custom IR in July of 2013.  And we all know that you actually did file it in January of 2015.  That is eighteen months.


Just from your perspective, is that a typical lead-time that is required for a utility of your size, without having a dedicated regulatory department, to put through an application such as this?


MR. MARTIN:  No.  That would not be the case.


We did file the letter in July 2013 -- and I didn't make myself clear yesterday.


We did not actually begin in earnest to develop or construct the application until 2014, sometime in 2014.  And the primary reason for that was that even when we filed the letter, I had had discussions with Board Staff members, in terms of whether -- really whether we would be allowed to rebase early.


So included in the notion of filing a custom IR was basically filing a year earlier than we would otherwise.


And that particular rule, we didn't really get a proper answer or any kind of definitive indication until sometime after.


So we were caught between the rules being defined or prescribed for the custom IR and triggering the off-ramp.

So certainly once we triggered the off-ramp -- which we didn't know until April of 2014 -- that -- even under the old rules that would have allowed us to at least come to the Board and say, okay, we would like to apply early, and -- but by then or sometime earlier than that the Board had sort of indicated that you could, in fact, file early under a custom IR.  In other words, the early rebasing didn't matter.  So we were kind of caught in between whether we could start -- so we didn't actually start in earnest preparing the application until late 2013.

We started to sort of gather our experts, our third-party experts, and, in fact, sometime thereafter we really formally started to construct the application.

MS. DUFF:  Thank you for clarifying that.  I wanted to talk about the increase in cost of power and how it would flow through the working capital.

Is it that your approach in developing the proposals that you have come to the Board, you have -- I think the approach is, let's identify costs that are beyond our control, third-party imposed.  Is it with that kind of approach that you came to the proposal to have the cost of power updated and flowed through your working capital?  Is that why you have asked for that to be updated on an annual basis?

MR. MARTIN:  So in the case of the working capital -- or, sorry, in the case of the cost of power, the main driver really wasn't the fact that it was outside of our control.

That's the case in any event for that.  The main driver for us was that we just felt that predicting a cost of power at 6 or 7 percent annual increase for a five-year period wasn't reasonable.

MS. DUFF:  Is there any concern with your ability to finance increases of 5 to 6 percent on an annual basis going forward?  I mean, is there a financial need in that regard?

MR. MARTIN:  Well, actually -- sorry, I didn't mean to interrupt.  In this case we're actually trying to protect the ratepayer.  So if we were to build into our forecast a working power -- cost of power going up by 6 or 7 percent a year, that would then, in fact, be embedded in rates.  There wouldn't be a question of -- the only problem we would have with respect to rates is if the annual increase of cost of power in fact exceeded 7 or 8 -- 6 or 7 percent a year.

In that case we wouldn't recover sufficiently -- sufficient funds.  But even that wouldn't cause us any -- I mean, it wouldn't cause us to be in an off-ramp, et cetera.

So really, it was more a case of -- so I think it is really more a case of embedding in rates a 6 or 7 percent increase in cost of power.  That's the concern we had.

MS. DUFF:  And if the Board approves your proposal, then rates would change to update and cover the cost, if it increases by 6 or 7 percent?

MR. MARTIN:  Yes.  I mean, it is always subject to the Board's approval of that.

MS. DUFF:  Right.

MR. MARTIN:  Certainly we wouldn't have gone in with a flat cost of power.

MS. DUFF:  And that's actually a good lead-in to my next question.

You used the word "package" in terms of your proposals.

MR. MARTIN:  Yes.

MS. DUFF:  And when -- I assumed, looking at the evidence, that that was your forecast, whether it be customer counts, capital expenditures, and so forth.

And the conversation with Ms. Lea was, well, what if the Board did not approve your annual adjustments, and there is an undertaking which would say, well, then we would look at our forecast and we would change it, and there's another undertaking saying, well, what if we just did a mid-year adjustment, what would be your forecast then?

So am I to understand that there are -- the forecast is coupled with the dispensation method for rates?

MR. MARTIN:  In some cases it is.  So it is -- our application does fit together as a package.  So we are trying to, in the case of the working capital allowance -- or, sorry, in the case of cost of power, we believe that the annual adjustment mechanism works or fits with the forecast that we produced, or the lack of a forecast, because in the case of cost of power we didn't forecast anything, other than status quo.

In the case of the load forecast, yes, again, packaged with the ability to adjust the forecast going forward on an annual basis, you know, then that load forecast, the overlay to that forecast works, the overlay being the one-and-a-half to 2 percent increase in customer count that wouldn't otherwise be included in our forecast.

We don't have -- we don't have the benefit of -- in the case of the load forecast, unfortunately we don't have the benefit of totally reliable information that's going to -- that allows us to forecast this thing correctly.

However, there are indications that suggests that the growth is going to materialize at some point in time.  We definitely know there is development.

MS. DUFF:  I appreciate that.

MR. MARTIN:  Okay.

MS. DUFF:  I appreciate that.  We will see -- thank you.

And there is variable -- variability regarding any forecast.  But what I thought was the evidence is our best forecast that we'll put forward, and then to the extent that the future doesn't unfold that way, these are some of the annual adjustments or some of the variance accounts that we're asking to address the risk associated with the variability inherent in that number, knowing that you're dependent on third parties for that information.

MR. MARTIN:  That's correct.  No, it is a package.  I mean, in the custom IR scenario, we did try to build in some innovation, and that takes into account the annual adjustment mechanisms, along with the incentive mechanisms as well.

MS. DUFF:  I have two quick questions finally.

Just getting right back to your application -- and you can turn it up if you'd like, Mr. Robbins.  It is Exhibit 1, tab B, and it's page 3, and this is where you are listing out that, you know, the request for variance accounts, the rate smoothing, deferral accounts, the annual adjustment process.  And it is number (g) that I am interested in just talking with you a little bit, the off-ramp.  This is the 300 basis points.  So in the -- right there.

So in the RRFE there's this off-ramp, this 300 basis points plus or minus in which I guess the basis of that is the RRR filings.  So the Board, everybody, every distributor files their information on an annual basis.  Regardless of what happens in this proceeding and this decision, Oshawa is going to be filing every year the RRRs.

MR. MARTIN:  Correct.

MS. DUFF:  There is -- built into the RRFE is this 300 basis points plus or minus off-ramp.

Is your request in number (g) here on page 3 that you want yours to be weather-normalized?  Is that what you're asking this panel to approve?  That when it comes to the off-ramp triggering calculation, Oshawa's will be weather-normalized?

MR. MARTIN:  No.

MS. DUFF:  Okay.  So why -- what are you asking the Board to do in (g)?  What are we approving there?  Or is this more --


MR. MARTIN:  What we're basically -- the intent of this was just to basically confirm that none of these other -- none of these other annual mechanisms were imposing anything.

So everything that we're doing is still subject to the off-ramp, is all we were trying to do is to confirm that we're not trying to do anything to usurp the off-ramp.  That's what we're trying to do.

MS. DUFF:  I understand.  That's clear.  Thank you very much.

Those are all of my questions.  So I have a little note to myself:  Don't forget to ask redirect.  So Mr. Mondrow.

MR. MONDROW:  I have a little note to myself saying:  Don't forget to ask for -- no, my note actually says, I didn't know whether Mr. Aiken wanted to come back with this panel to the weather normalization, in which case we could do that after lunch if it is easier for him, or leave it for panel 3.  Mr. Martin will be on panel 3 as well.  So it is probably fine with me, but I did give him the option earlier.

MS. DUFF:  Mr. Aiken?

MR. AIKEN:  I think I will leave that to panel 3.

MS. DUFF:  Sounds good.

MR. MONDROW:  And so removing that note, I do actually have some redirect, and --


MS. DUFF:  Please proceed.

MR. MONDROW:  -- I will try to be as expeditious as possible.
Re-Examination by Mr. Mondrow:


MR. MONDROW:  We will turn this up if you need us to, Mr. Mahajan, but at the transcript from Tuesday at page 45, line 2, for the record, you were discussing with Mr. Rubenstein the issue of survey results, and you referred to, I think you called it a council briefing in the context of momentary outages.

Could you just explain what you meant by "council briefing"?

MR. MAHAJAN:  So at the city council there was a request made by one of the concerned group of residents as to, we've had a lot of momentary outages.  So we had a briefing to explain how the momentary outages will be addressed by Oshawa.

MR. MONDROW:  Thank you.  Mr. Martin, I think you were addressing, if you could turn to page 12 of SEC's compendium, which is Exhibit K1.3.  We have had lots of discussion about this.

But Mr. Rubenstein in particular took you to -- this is the chart from the RRFE, which compares the three ratemaking methodologies.  I will ask you to turn it up, if we can't get it on the screen.

Do you have the RRFE report?  Or SEC's compendium?

MR. MAHAJAN:  Is that is this the chart that explains the three different mechanisms?

MR. MONDROW:  Yes, page 12 of SEC's compendium.

MR. MARTIN:  Yes, okay.  The elements of the three --


MR. MONDROW:  Yes.  Mr. Rubenstein asked you about a custom index and whether -- you can look it up, but something to the effect of whether you had a custom index.

When he asked you that question, what did you understand by the term "custom index"?

MR. MARTIN:  In my mind, I'm relating custom index to the IRM index.  That's my understanding of the index that we are referring to.

MR. MONDROW:  Thank you.  There's been quite a bit of discussion about customer connections, both forecast and actual.

I am going to ask if we could turn up Exhibit 10.  Tab D.  Mr. Martin, you will need this in front of you, please.  If we start at page 2 --


MR. MAHAJAN:  It's right there.

MR. MONDROW:  Under number 1 there, you see part of OPUCN's proposal and number 1 deals with the adjustments for the upcoming test year.

If you could just read to yourself that paragraph?

MR. MARTIN:  The paragraph numbered 1?

MR. MONDROW:  Number 1, yes.  Let me know when you are done.

And then if you could go on to page 7 of the same exhibit, and starting at the top of that page, the first two paragraphs also deal with the same topic.

If you could just read those, please?

MR. MARTIN:  Okay.

MR. MONDROW:  And the reason I took you to those excerpts and asked you to read them is there's been quite a bit of discussion, and frankly I found it a little bit confusing and I don't think -- I'm not suggesting it is your fault.

But I wonder if, for the sake of the hearing panel and the parties, you could just describe what it is Oshawa is proposing.

We could do this in argument, but I thought it would be more helpful for parties and the hearing panel if we could do it now, so if there were any questions with it we could clarify.

Can you clarify, to the extent you can, what Oshawa is proposing in respect of adjustments for new customer connections, both in respect of the forecast of those connections and in respect of actual experience.

MR. MARTIN:  I'm not sure -- so, we're proposing --it's gone.

MR. MONDROW:  Oh, I'm sorry.

[Laughter]

MR. MARTIN:  So in the case of -- in the case of the first one, we are proposing to adjust rates on a prospective basis, and I think I know why I may have confused my answer in the first place.

So, there is a -- we're proposing to adjust rates on a prospective basis for both the forecast, for updated customer growth demand and consumption, which relates to the load forecast.

We are also planning to adjust rates for the associated actual and forecast net new connection costs.

So we are -- I believe I had answered that originally by suggesting this was only going to be a variance account going forward to capture the costs, the net new connection costs.  So we've got a net new connection cost variance account.

So we are, in fact, proposing to adjust rates, and also to create a variance account for the difference between the forecast new connection costs and the actual new connection cost to be cleared at the end of the five- year term.

MR. MONDROW:  Thank you.  I would like to go to the technical conference transcript from the second day, page 41, the electronic page 41 in the file -- this will make it easier, which is also page 41 of the transcript, as fate would have it.

If we go to line -- no, that can't be right.

Is this the second day?  Okay, I'm sorry, if you could just bear with me for a second.  I must have the wrong reference written down.

It is Adobe page 41, in any event page 35 of the transcript -- actually, starting on page 34 of the transcript at the bottom, Mr. Rubenstein was asking you at the technical conference about this question of prudence.  I just want to make sure that this is clear. There was also perhaps a bit of confusion on the record.

So Mr. Rubenstein asked you -- and, Mr. Mahajan, you weren't there, but Mr. Martin at the technical conference.  So let me ask a second question about the proposal.  This is the capital incentive mechanism.

So without -- sort of the basic way this would normally work is let's use one example.  There is a project for a million dollars that's built into rates for the term of the plan.

If it turns out it costs you 2 million at the end of the day, when you come into rebase, you seek to put that additional one million in rate base, and the Board makes a decision.

Under your plan, you are limited to what that amount could be.  Do I have that first step correct?  You only bring in fifty percent of those costs, correct?

MR. MAHAJAN:  Mr. Mondrow, could you come closer to the mic, please?

MR. MONDROW:  Thank you, that is my job.

MR. MAHAJAN:  Thank you.

MR. MONDROW:  Mr. Rubenstein goes on:
"Does Board still have the authority to say the project was double what you expected it to be, that's imprudent and none of that -- none of that, or some lesser amount could be added."

And Mr. Martin says, "I think so."

So, Mr. Martin, based on your understanding at the time, is it still your understanding and Oshawa's position that if the Board found a capital expenditure to be imprudent, there would be no incentive eligibility in respect of that portion of the expenditure?

MR. MARTIN:  So understanding fully the meaning of "imprudent" so, if in fact the definition for imprudent cost is that the Board would essentially strike that cost from our rate base, then our proposal -- although it wasn't explicit -- would not count that.

It would be a double counting in our mind.

MR. MONDROW:  Thank you.  I would like to take you quickly back to Exhibit 10, please, of the application, and this time to tab C, page 3.

And I think Ms. Lea had you at this page or a page that looks much like it.  There are a number of places in the application where you have tables with different LDCs, which you used.

There was some discussion that you had on Tuesday about this.  And there was some discussion about your comparisons and whether your service territory had a different set of conditions that might dictate your costs, as opposed to other costs.

Could you explain why you chose these distributors as comparisons?

MR. MARTIN:  Yes.  So these -- with the exception of Veridian, all of these utilities were -- these are all of the utilities that were identified in our peer group under the PEG benchmarking methodology that was used prior to the current.

So the current methodology that PEG uses no longer groups utilities.  It basically creates a predicted cost for each utility against which the efficiencies are measured.

Under the former PEG methodology they had identified utilities, and they put these utilities into these peer groups on the basis that they were comparable for different reasons, for a number of reasons:  Underground versus overhead, customer size, density, et cetera.  So we had used this particular group of utilities on that premise.

Veridian was added -- Veridian was added principally because it is in the Durham region and it kind of lends itself to -- represents kind of -- it is a proximity thing for us.  They were not in the peer group, but we added them because they're in the Durham region.

MR. MONDROW:  Thank you.  One final question.  Mr. Martin, I am going to ask you to turn -- and it may be easier in your binders, but we will try to get it on the screen.  It's Exhibit 2, tab B, schedule 7.

This is material associated with the distribution system plan.  There are a number of attachments to Schedule 7, and I would like to take you to attachments D and E.

You should maybe get your binder.  Mr. Robbins is doing a stellar job, but it may be faster.

MR. MARTIN:  Sorry, can you give me the reference again, Mr. Mondrow?

MR. MONDROW:  Exhibit 2, tab B, schedule 7.  And Mr. Robbins has found it -- there you go -- just to shame me, attachment D.  Can you scroll down?

So it is on the screen.

MR. MARTIN:  Okay.

MR. MONDROW:  These are the -- there are two attachments -- there are a bunch of attachments to the distribution system plan with costing details.  Attachment D is titled "system renewal".  And if we look at attachment E, Mr. Robbins, if you could just scroll down a little bit, the next -- keep going.  There are five pages of project detail there.

Then attachment E, if you could just go down again, this is underground -- I'm sorry, I neglected to point out that the previous schedule was overhead and this schedule is underground, also system renewal.

There has been some discussion, including with Member Elsayed, about tracking of projects.  Do these two schedules represent your system renewal projects on a line-by-line basis?

MR. MARTIN:  I will look.  Let me get to it.

MR. MONDROW:  I think there was discussion with both Mr. Mahajan and yourself about tracking of projects.

I am just asking in respect of system renewal, which is one of the programs under the proposed capital incentive, whether these two schedules capture those projects.

MR. MARTIN:  Yes.  The cost -- just to point out, this is -- so this is the original application, so the -- some of the costs have changed or have been updated, but this is the list, yes.

MR. MONDROW:  All right.  Thank you very much.  Thank you for your patience, Madam Chair.

MS. DUFF:  All right.  Well, panel 1 is excused with the Panel's thanks, thank you very much.

It is five to 1:00.  We will take our hour break.  I assume we will resume with panel 3.  And Ms. Lea is first cross-examining.  So we will break until then.  Thank you.

MR. STOLL:  Excuse me, Madam Chair --


MS. DUFF:  Oh.  Yes.

MR. STOLL:  -- I was just going to say, given that we are a little bit behind, there is no prospect of getting to me today, so I will excuse myself with your leave, and I'll return tomorrow for cross.

MS. DUFF:  Very well, thank you.
--- Luncheon recess taken at 12:55 p.m.

--- On resuming at 2:04 p.m.


MS. DUFF:  All right.  Good afternoon, everyone.


I see that your panel 3 is up, Mr. Mondrow.  Do you want to introduce them and then we will have them affirmed?


MR. MONDROW:  I will.  Thank you, Madam Chair.  I apologize; I misdirected everyone on the start time.  That was my fault.


MS. DUFF:  Actually, I should have asked you, are there any preliminary matters?


MR. MONDROW:  No, there are not.  Thank you.


MS. DUFF:  Great, thanks.


MR. MONDROW:  We will commence panel 3, our final panel in the proceeding.  Panel 3 will deal with Exhibits 2 through 9.


Seated closest to the dais we have Mr. Ivano Labricciosa.  Seated next to him is Mr. Martin, who you know, and who is still under oath or affirmation.


Furthest from the dais, we have Mr. David Savage, S-a-v-a-g-e.

OSHAWA PUC NETWORKS INC. - PANEL 3


David Savage, Affirmed


Ivano Labricciosa, Affirmed


David Martin, Previously Affirmed

MS. DUFF:  Mr. Mondrow, do you have any direct?

Examination-In-Chief by Mr. Mondrow:

MR. MONDROW:  Just briefly, Madam Chair, thank you.


Mr. Savage, starting with you.  Could you state your role with OPUCN, please?


MR. SAVAGE:  I am corporate controller.


MR. MONDROW:  And how long have you held that position?


MR. SAVAGE:  Five years.


MR. MONDROW:  And you're here today to address Exhibits 2 through 9 of OPUCN's application.  Were you involved in the preparation of these exhibits?


MR. SAVAGE:  I was.


MR. MONDROW:  And did you participate in the technical conference in this proceeding held on May 21st and 22nd of this year?


MR. SAVAGE:  I did.


MR. MONDROW:  There are numerous interrogatory responses and some technical conference undertakings related to these exhibits.  Were you involved in the preparation of those responses and technical conference undertakings?


MR. SAVAGE:  Yes.


MR. MONDROW:  Thank you.  And Mr. Martin, you were also involved in the preparation of Exhibits 2 through 9 of OPUCN's application and the associated interrogatory responses and technical conference undertakings?


MR. MARTIN:  I was.


MR. MONDROW:  Mr. Savage and Mr. Martin, can I then ask each of you in turn if you are prepared to adopt the aforementioned exhibits, interrogatory responses and undertaking responses as your evidence in this proceeding?


MR. SAVAGE:  I am.


MR. MONDROW:  Thank you.


MR. MARTIN:  I am.


MR. MONDROW:  Thank you.  Mr. Labricciosa, briefly turning to you, what is your current role with OPUCN?


MR. LABRICCIOSA:  I am the vice president of engineering and operations at OPUCN.


MR. MONDROW:  When did you assume that role?


MR. LABRICCIOSA:  April of this year.


MR. MONDROW:  And prior to that role, what was your -- prior to joining OPUCN, what was your role?


MR. LABRICCIOSA:  I've spent over 30 years with Toronto Hydro-Electric System in various roles, up to and including vice president of asset management and executive vice president of business development.


MR. MONDROW:  Thank you.  And I asked you those questions, Mr. Labricciosa, because you were not involved with the preparation of OPUCN's prefiled evidence in this proceeding.  But are you familiar with that pre-filed evidence?


MR. LABRICCIOSA:  I am.


MR. MONDROW:  And you have been involved with the preparation of a number of interrogatory responses and technical conference undertakings that are on the record in this proceeding?


MR. LABRICCIOSA:  That's correct.


MR. MONDROW:  And you also participated in the technical conference?


MR. LABRICCIOSA:  I did.


MR. MONDROW:  And you're available today to provide your evidence in response to questions regarding all of that evidence?


MR. LABRICCIOSA:  That's correct.


MR. MONDROW:  Thank you.  Madam Chair, the witnesses are available for cross-examination.


MS. DUFF:  Okay, thank you.  Ms. Lea?


MS. LEA:  Thank you very much.
Cross-Examination by Ms. Lea:

MS. LEA:  I would like to begin, gentlemen, with questions about the load forecast, please.  This has come up with panel 1 certainly already, but I would like to get into in a little bit more detail.


The first thing I would like to do, if it please the Board, is to file as an exhibit a chart which Board Staff sent to you and you very kindly corrected for us, which I believe shows it is titled "load forecast summary", and is intended to show the most recent forecasts for the 2015 to 2019 year.  Do you recall seeing that exhibit?  When it Roaches you?


It has been filed on RESS, so if you wish to call it up on the screen it should be available, but we can work from a hard copy as well.


MR. MARTIN:  Yes, we have seen it.


MS. LEA:  Thank you.  I wonder if this could now be marked as an exhibit please.  It would be Exhibit K2.1.
EXHIBIT NO. K2.1:  Document entitled "Load Forecast Summary"


MS. LEA:  Can you please describe what changes -- not in detail, but in general -- have been made to the various customer class, customer numbers and customer loads since the filing of your original application?


MR. MARTIN:  So if I go back to the first update that was done in May, the changes that were made to the application were principally revolved around CDM.


There were adjustments made to CDM relative to a completed CDM plan that had been filed by OEB on -- sorry, by OPUCN on May 1st.


There was an adjustment to the industrial rate class for the -- to the average consumption numbers that were used.


In the June application, we lowered the customer connection amounts from 3 percent to a number that turned out to be approximately 1.5 percent, which was determined by the trend in -- applying a trend to the connection increases from January to May, and projecting that to the end of December for 2015.


And there was a second change to the CDM activity; there was a correction to the CDM for the 2019 year.


Principally, those are the major changes.


MS. LEA:  Thank you.  And when you looked at the trend that you identified as changing your 2015 forecast, did you make any changes for the other years, 2016 through 2019 as a result of that trend?


MR. MARTIN:  No.  But the customer numbers would have changed as a result of the 2015 numbers changing.


MS. LEA:  Yes.  So for subsequent years, the numbers are incremental to the 2015 numbers?


MR. MARTIN:  That's correct.


MS. LEA:  But the rate of growth that you are proposing has not changed?


MR. MARTIN:  Correct.


MS. LEA:  Now the 2015 numbers that we see before us in this chart, Exhibit K2.1, are a little bit more in line with historical growth trends than the 3 percent was originally.


Would you agree with that?


MR. MARTIN:  Yes.


MS. LEA:  So why is the forecast of 3 percent still appropriate for 2016 and the following years?


MR. MARTIN:  Well, again, based on -- based on obtaining a decision to utilize the annual adjustment mechanism, we kept the 3 percent in on that basis.


MS. LEA:  Okay.


MR. MARTIN:  So that --


MS. LEA:  Would your judgment lead you to believe it is still a valid forecast, given the trend that you are seeing?


MR. MARTIN:  No.


MS. LEA:  You don't believe it is a valid forecast?


MR. MARTIN:  I don't believe it would be -- it wouldn't be a valid forecast on a stand-alone basis, no.


MS. LEA:  Can you tell us what a more valid forecast would be?


MR. MARTIN:  We would start with the trend, which would be about 1.5 percent, and I still think it would be appropriate -- based on the city's plans and developers' plans -- to put an overlay in.  But I would stagger the overlay.


So I would start with a number that perhaps would be more in line -- more like 2 percent in 2016 and would ramp-up to the 3 percent in 2019.


Now, I haven't given a detailed level of thought to that, but it would be more a stepped-up approach to the forecast, as opposed to baking in 3 percent a year starting from 2016.


MS. LEA:  I see.  So if the Board was choosing to not accept your annual adjustments, you would want that forecast adjusted?


MR. MARTIN:  Yes.


MS. LEA:  I think you have already given an undertaking to provide us with the forecast that you would seek to have included, or seek to have rates based on?


MR. MARTIN:  Yes.


MS. LEA:  Thank you.  Speaking for a moment about this overlay that you have described.  I understand from your evidence and from the testimony we've already heard that the regression model for what I would call the base case produced an annual predicted growth of about 1.4 percent in customer connections for '15 through '19; is that right?


MR. MARTIN:  I believe so, yes.


MS. LEA:  And then you say there was an overlay for city expansion.  Can you somehow quantify this overlay for me?  Is this the data that we saw in your Exhibit 1, tab C in a table?  You might want to have a look at that exhibit.  It is Exhibit 1, tab C, and it's page 26.  There we see an item called table 9.  Page 26.  So table 9, incremental customer connections.


Where does that data come from?  How was that table 9 developed?


MR. MARTIN:  So that's developed from -- so the regression produced a result.  We then applied the 3 percent growth level to these categories of customers or customer connections.  And the difference between the result of applying a 3 percent growth against the regression results produced the incremental customer connections.


MS. LEA:  Okay.  So you added, if I can put it this way, a flat 3 percent per year, as opposed to re-running the model with new assumptions or something like that?


MR. MARTIN:  Right.


MS. LEA:  Okay.  Can we look at the residential customer number forecast, please.  Now, your evidence had indicated -- and I think you have testified to this as well -- that the main drivers are the opening of the 407 extension, along with the aggressive promotional efforts from the City of Oshawa to encourage new development.  I think that is a quote from the evidence.  Is that correct?


MR. MARTIN:  Yes.


MS. LEA:  Okay.  And we asked you an interrogatory, it was interrogatory 3-Staff-18.  And in that response you gave us some of the reasons that the 407 extension will spur growth.  And you attach some development documents to illustrate the growth, and I wondered if we could have a look at those documents, please.


So that is 3-Staff-18.  And I would like to understand the relationship of those documents to the maps that were provided as a technical-conference undertaking.


Now, here we present a challenge.  Can we scroll down a little bit in that interrogatory, and a little further.  I think there were some documents attached.  Okay.


So it is not going to be easy to see them on the screen.  But I guess what we're trying to understand is there were also some similar documents provided in response to Undertaking TC2.8, and there were some changes to the colours and illustrations on these maps.


And we understood that, as far as we could interpret the maps, the technical conference Undertaking 2.8 map showed a decline in some areas.  I wonder if you could look at that undertaking as well and tell us whether you agree with that idea.


MR. MARTIN:  Sorry, which --


MR. MONDROW:  Just give us one moment, please.


MS. LEA:  Yes.  I know, it is a lot to take a look at.  It's technical conference Undertaking 2.8.  These, again, were maps that were filed.  There was a table provided as well.


MR. MONDROW:  You want the maps or the table?


MS. LEA:  Well, whatever best illustrates how this technical-conference undertaking is to be interpreted.


Is it showing a decline from the original evidence filed in response to the Staff interrogatory?


MR. LABRICCIOSA:  I think I can answer that question, since we --


MS. LEA:  Please.


MR. LABRICCIOSA:  -- presented this evidence to you.  This table, what it shows is the June -- these are snapshots in time, of course, and the table reflects the number of site applications or units proposed to be developed by each plan that is through the city or regional planning process.


And the 2013 column represents the number of units at each stage.  So I call this sort of a funnel, a funnel approach.  You've got the top of the development funnel, which means you still have more processes to go to get to the very back end, where the house is constructed or the unit is constructed, and a connection request comes through the utility.


So in -- the 2013 data shows about 1,400 at the very top end of the funnel and about 1,100 coming through pre-construction permits ready to be issued for start of construction, for a total of 6,156 units.


In 2014, relative to the 2013 data, what we now have shown is sort of the units moving through the funnel, and essentially the difference -- you can see the number of units that have moved through from one stage of the funnel to the other stage, and what you're seeing is 743 connections from that 2013 data that have moved out of the funnel into an actual completion stage and a request for connections.


What we hope to show you is that there is some progression through that.  There are not as many permits or plans in the front end of the funnel as they've moved through.


So essentially the total number stays the same in terms of units expected to be delivered by the initial application.  There are fewer units following in on the back end of that funnel.


MS. LEA:  Okay, thank you.  So I know it is a snapshot in time, but would there not be some additional proposed site plans that you would expect to see in that half-year?  Or in that -- yes.  Year and a half?


MR. LABRICCIOSA:  Yeah, I would expect more plans to come through this process, but these are the three trigger points we monitor as plans that are coming through in a very short -- shorter time horizon into construction mode.


So again, the plan is approved.  Then the -- the proposal is approved, then the site plan, where the specific architectural renderings and plan permits are accepted, and then it is registered and they go into construction.


So essentially when they get to permit issued they're in construction mode and they're flat-out, you know -- it is a question of a small amount of time between when they start construction and when the connection requests come through.


MS. LEA:  I understand that the chart shows us a flow through a process.  My question was, there have been no additional proposed site plans coming forward between June 2013 and December 2014?


MR. LABRICCIOSA:  I don't want to imply that there are no proposals in the hopper.  I would say they're not at these stages of triggers for us.  This is what we use to identify in short time periods of what's expected for us to plan out our connections.


MS. LEA:  Okay.  So the fact that they're not at that stage for you, that does not suggest that there has been a decline to you?


MR. LABRICCIOSA:  I would say no.


MS. LEA:  Okay, thank you.  I wonder if we could look at Undertaking T2.7 -- TC2.7, please.  This is again something that perhaps we're failing to understand.


And this interrogatory says that:

"The portion of total system load growth that is dependent on the 407 expansion is approximately 4 megawatts.  This represents 10 percent of the entire load growth forecast for the area."

And it talks about the RioCan development.  But surely the 407 has more than a 10 percent impact on the entire load forecast?  So are you saying, pardon me, that the residential development that would flow from a 407 extension is not included in the answer to this interrogatory?


MR. LABRICCIOSA:  I believe in the interrogatory we were trying to get a perspective of how much load is specifically attributed to just 407, and the RioCan project is the only one that we're aware of that has -- has explicitly stated it will be dependent only on the completion of the 407.


The other projects, while they could wait to be constructed until the 407, they have not explicitly identified that their development is triggered by the 407.


So in answering the question, this is the only project we're aware of that is actually triggered by the 407.  And it is a 4-megawatt application, and it represents demand, not energy.


MS. LEA:  Okay.  Yes.  I take that distinction as well, which is helpful.

It's just that I understood one of the main drivers of your residential forecast was the 407 as well.  Am I right, or anticipated building as a result of that extension?

MR. LABRICCIOSA:  We think it is an implicit link.  It is not a direct link.

So in other words, from our perspective -- we're not developers, but we hear that because the 407 presents an opportunity for the community to move across the top end of the city or across the top end of the GTA, developers would like to, or find their developments more appealing for people to use that feature.

So you would think they would want to be in -- within reason, reasonably close to having access to the 407.

MS. LEA:  So for your residential customer number forecast, is it still true to say that the main drivers are the opening of the 407 extension, as well as the -- and you also talk about the new development for Oshawa.

Is the opening of the 407 a main driver of residential customer development?

MR. MARTIN:  We believe it is.  But as Ivano has mentioned, it’s not -- there are a number of large developments planned for the area around the 407.

Now, that's -- that's, for two reasons.  One is that's where the greenfield is in Oshawa; the rest of Oshawa is in fact developed.  And it just so happens that that's where the 407 is in fact going.

So the city believes that one of the drawing factors -- one of the compelling reasons for development in Oshawa is in fact driven by the 407.

MS. LEA:  So if the 407 --


MR. MARTIN:  But, it's -- sorry, so it's not -- the connection between the driver -- the connection for the 407 being the driver for the development is not necessarily the completion of the 407.  I think we're talking about two different things.

So the RioCan development, they have explicitly said that, you know, they will not build until the 407 is complete.

MS. LEA:  Mm-hmm.

MR. MARTIN:  The residential development had -- the plans for the residential development has started some time ago on the basis that, as far as the city is concerned, the 407 was the drawing power to it.

But the developers aren't telling us that they're not going to build if the 407 -- they're not waiting for the 407 to be built.

So it's a little bit of a -- it is still a main driver, but it's not as direct as if it's not -- if the 407 doesn't go in, they're not going to develop.

MS. LEA:  I see.  So if the 407 did not go through, or was delayed beyond the period of the plan term, then you would still expect to see some residential development in that area?

MR. MARTIN:  We would see some.  We would expect a slowdown; we would expect some impact on it.  But we don't think it would necessarily completely stop or - it would be impacted, but it wouldn't stop.

MS. LEA:  Okay.

MR. LABRICCIOSA:  Sorry, if I can add to that, Ms. Lea?

To give the Board Staff and the Board and the intervenors reassurance, I mean the construction on the 407 has actually started, and it is actually through Oshawa in different phases and parts of the area.

We probably should have brought some pictures or evidence of it, but if you travel through the area, the construction as you move through Whitby and Oshawa is very heavy in all of those areas, in terms of connecting to the 401, expresswaying up through Whitby to the 407 connection as it is extended past Pickering and Whitby, and through the Oshawa area, it's already under construction.

So they're doing it not linearly or sequentially in terms of through the cities.  They're doing it all in parallel.  So somewhere they will be meeting in the middle to connect it all, which is a little bit different than what we're normally used to.  But it is actually under construction.

MS. LEA:  Okay, thank you.  I wonder if we could turn to the general service customer forecast, then.

Now, again we have the situation where there was historical growth that was considerably lower than the 3 percent that you are now predicting for 2016 to 2019, and the growth in 2015 has been adjusted to 1.3 percent.

Why are you not reducing your 2016 through 2019 predicted growth?  Is it because you're relying the annual adjustments, or because you believe that that is still a reliable forecast?

MR. MARTIN:  No, it would be -- again, it is packaged with the annual adjustments.

MS. LEA:  So in the various pieces of evidence then that support your load forecast -- I guess I'm having trouble understanding.  Are you saying that your best forecast is the 3 percent backed up by the evidence that you've brought?  Or that's a forecast you're putting in for failure to have a better one because of the uncertainty, and you are relying on the annual adjustments to take care of it?

MR. MARTIN:  Yes, it is the -- we do have some inconsistent information from the city.  Some of the information certainly suggests that the -- based on developments, et cetera, and based on plans that the customer connection growth will appear.  It's the timing of it.

On the other hand, we have some other evidence that's prepared by the city which, for whatever reason, does not support the increase in customer connections.

So it is not -- it's not -- it's basically us distilling down the information we have and incorporating it into the forecast, and then combine that with an annual mechanism to de-risk a material change to the actual outcome.

MS. LEA:  Okay, thank you.  I wonder if we could look for a moment at the kilowatt-hour forecast, and again I am looking at Exhibit K2.1.

Perhaps you could describe what has happened to the kilowatt-hour forecast since your original filing.  And then I have some more specific questions about each class.

MR. MARTIN:  So again, it would be the same general changes.  So there's been a change in customer connections, which obviously would have an impact on the kilowatt-hours.

And in addition to that, finalizing the CDM plan for Oshawa also would change the timing of the -- we knew the target at the time of the initial application, but we didn't know the timing of the savings.

MS. LEA:  Thank you.  So with respect to the residential line, is the forecast of kilowatt hours actually increased from the original forecast for 2016 through 2019?

[Witness panel confers]

MR. MARTIN:  So it has.

MS. LEA:  It has increased?

MR. MARTIN:  It has increased according to the chart, yes.

MS. LEA:  What is the reason for that increase?

MR. MARTIN:  I may have to get back to you to confirm, but the other change that we made was on CDM and I am assuming the -- so there was some adjustments made.  One of the large CDM activities that we have is to street lights, and we carved the street lights out of the CDM targets.

The remainder of the CDM targets were then distributed to the other rate classes.

We subsequently changed the street light savings for the city as a result of the city deferring their plans.  They originally planned to put street lights -- sorry, LED street lights in 2015, and now there are plans to put them in -- they're about six months delayed.


So the distribution of the remaining CDM activities would have affected the kilowatt hours, the per-kilowatt-hour amounts for each rate class.


MS. LEA:  For each rate class?


MR. MARTIN:  Yes.


MS. LEA:  Yes, okay.  Thank you.


Looking at the GS 50 to 999 kilowatt hours, it seemed to us that this was substantially lower than it was in the original filing, whereas the GS intermediate seems to be an increase again.


So I am not trying to put you on the spot here, it is just, if there are changes in these kilowatt-hour forecasts, it would be good to understand the reasons for them.


MR. MARTIN:  Well, as I mentioned earlier, in the May update we did change the basis for projecting the industrial classes.


MS. LEA:  Okay.  And that would account for the differences that we see in this chart?


MR. MARTIN:  That combined with the CDM, yes.


MS. LEA:  What about peak load?  I understand that that's important, in terms of considering capital planning.


What change has there been to your peak load forecast since the original?


MR. LABRICCIOSA:  I don't think there is anything significant in the peak load forecasting.


MS. LEA:  And why is that, considering that you've had the 2014 actuals and the half-year 2015 actuals that show a decrease in the trend that you were originally expecting?


MR. LABRICCIOSA:  I would say our feeders are still experiencing the peaks around the same times, and it is a coincidence issue, I think, for the most part, although we didn't study it to any great detail.  It has not been significant enough for us to determine that it would delay any of the upgrades of the equipment that we were expecting to do with capacity.


MS. LEA:  So do I understand your answer to be that if there have been any changes or shifts in the customer forecast, it has not had such an effect on the peak load forecast, in your view, to change any of your plans with respect to capital investment?


MR. LABRICCIOSA:  That's correct.  I think from our perspective it is the materiality impact that would have to determine whether our capacity additions would have to be deferred, delayed, or eliminated.  And from our perspective we believe, from the capacity side, that the load is still there and still is deemed to require the additional capacity relief we need.


MS. LEA:  Okay, thank you.  Now, I was going to ask you for a couple of undertakings, if you will, and I will tell you what they are, and you can let me know if you would be willing to complete them.


So the first thing is, when I look at my list of undertakings, I don't think I did actually get an undertaking to give a forecast of customer numbers for what I would consider, what you would consider, a better forecast than 3 percent.


In other words, if you were denied your annual adjustments, what numbers would you want the Board to base that on?


I know I asked it for 2015, '16, and '17, but I don't think I have it for '18 and '19.  Would you be willing to provide that?


So in other words, Mr. Martin, when you talked about starting at 1.4 and ramping it up gradually, I would like to see those numbers, if that is acceptable.


MR. MARTIN:  Okay, yes.


MS. DUFF:  Is that for all rate classes?


MS. LEA:  Well, the residential and the GS-less-than-50 kilowatt hours seems to be the rate class which has been most affected by the 2015 half-year, if I can put it that way, actuals.


Mr. Martin, if my assumption is correct, would those two classes be illustrative of where you need to go?


MR. MARTIN:  That's correct.  Although we would -- I think we would update all classes.


MS. LEA:  All right.  Then update all classes, thank you, that would be great.  So that would be Undertaking J2.7, please.  So that would be a load forecast update, presuming no adjustments, no annual adjustments for all classes.
UNDERTAKING NO. J2.7:  TO PROVIDE A LOAD FORECAST UPDATE, PRESUMING NO ADJUSTMENTS, NO ANNUAL ADJUSTMENTS FOR ALL CLASSES.


MS. LEA:  Now, what would be the effect on Oshawa's rates for 2015 if you were to use your 1.5 number that you have -- your present numbers that you now have in this for 2015?  Have you had an opportunity to look at that?


[Witness panel confers]


MR. MARTIN:  So for the residential class, the original application had a percentage impact, distribution rates of approximately 6 percent a year, and it is now 7.4 percent per year.


MS. LEA:  That's distribution only?


MR. MARTIN:  No.  Sorry.  I should clarify.  So we don't have -- that's not specific to the change in the load forecast.


MS. LEA:  Oh, I see.


MR. MARTIN:  And we don't have that calculation specific to the load forecast.  So the increase from 6 to 7.4 would also incorporate the changes to capital.  We increased MS9 by approximately 14 million, and the other adjustments.  So we don't have a calculation that is specific to just the rate application change -- or, sorry, the load forecast change.


MS. LEA:  The load forecast change.  Okay.


MR. MARTIN:  Yes.


MS. LEA:  Did you say that was for 2015, from 6 to 7.4 percent?


MR. MARTIN:  Sorry.  No.  That's the average increase --


MS. LEA:  Average increase.


MR. MARTIN:  -- over the five-year term.


MS. LEA:  Okay.  One moment, please.


And do you know what the corresponding bill impact would be?


MR. MONDROW:  Madam Chair, if I could just interrupt perhaps to assist Board Staff.  One of the two undertaking responses filed earlier today through RESS was J1.2, and it provided the tables that Ms. Girvan asked on Tuesday be updated, and that contains for all factors, not isolating the load forecast changes, the updated rate and bill impacts for all customer classes as requested.


MS. LEA:  Thank you, that is very helpful.


MR. MONDROW:  I am happy to have the witnesses give individual numbers, but all of those numbers are collected on those tables.  I believe they're on RESS currently --


MS. LEA:  Yes, they are on RESS.  I haven't read them yet.


MR. MONDROW:  We can pull up the table if that would help.


MS. LEA:  Yes, please do so.


MR. MONDROW:  I am not sure which numbers.  Perhaps, Madam Chair, if Ms. Lea could restate the numbers she is after we will try to find it.


MS. LEA:  No.  I think if you have provided the numbers in this chart we can look at them.  If we need to we will get back to you, but I don't want to take the time to look at that now.


I wonder if I could move to some questions about the distribution system plan, please.


Now, your distribution system plan was dated January the 29th, 2015 and originally proposed about $61 million in investments.  Is that correct?


MR. LABRICCIOSA:  Subject to check, that's correct.


MS. LEA:  Okay, but you have added an additional, about $50 million, by way of updates since that time; is that right?


MR. LABRICCIOSA:  Again, subject to check, that's correct.


MS. LEA:  Okay.  But the DSP itself has not been updated.  You've done the updates through appendices?


MR. LABRICCIOSA:  That's correct.


MS. LEA:  Right.  So we find the updated numbers in the appendix 2AA spreadsheets of the record?


MR. LABRICCIOSA:  That's correct.


MS. LEA:  Was there any change to these spreadsheets between May 13 and June 23?  We were a bit confused about that.


[Witness panel confers]


MS. LEA:  Maybe it is easiest if I move to the charts that we provided to you, and that you corrected for us.

MR. LABRICCIOSA:  Correct.  What has us thinking is we've done a bunch of changes, one of which was removal of a MS9 land.  And we're trying to think whether we did that in May or June.

So that was an additional change that was definitely made in June.

MR. MARTIN:  That was the only change in June, yes.

MS. LEA:  Thank you, that is helpful.  Now, we did prepare some charts for you, and you were kind enough to have a look at them and correct them.  I wonder if you could have a look at this, and if it could be marked an exhibit.

What this is is tables of the capital expenditure pacing, and then a breakdown of the system service capital expenditure amounts.

MS. DUFF:  Ms. Lea, can I just interrupt for a second?  The undertaking which is up on the screen right now, I was wondering before you -- if I may ask while it is here?

MS. LEA:  Certainly, please.

MS. DUFF:  I was trying to -- so the residential 800, 400 and 1,000 under the different kilowatt hours.  So given that this is a year over year change, the 2015 column, let's take the top, the customer class.

So the 800 is $1.71; that is the change?

MR. SAVAGE:  Versus 2014.

MS. DUFF:  Okay.

MS. GIRVAN:  Do we have the percentages as well?

MR. MONDROW:  Yes, next page.

MS. GIRVAN:  I can't see that.  That's great, thank you.

MS. DUFF:  Okay.  So your reference point -- you have gone back another year and then calculated the dollar increase from those different consumption levels.  Got it, thank you.

MR. SAVAGE:  Yes.

MS. DUFF:  Thank you.  Sorry for interrupting.

MS. LEA:  Oh, no, that's fine, thank you.

So can you confirm that these tables are the ones you looked at and corrected for us, please?

MR. SAVAGE:  Yes.

MS. LEA:  I wonder if they could become Exhibit K2.2, please. 


EXHIBIT NO. K2.2:  corrected tables.

MS. LEA:   Now, we noticed that if we look at tables 1A and 1B, they show the overall change between the original and updated filing.  What was the main reason for this change?

[Witness panel confers]

MS. LEA:  It is a two-sided exhibit.  I’m looking at 1A and 1B.

MR. LABRICCIOSA:  Yes, between 1A and 1B there is a -- the net change is predominantly the change in scope of the system expansion for the Hydro One Enfield TS, and the MS9 build and connection feeders to connect the new load for expansion.

MS. LEA:  So it would be correct to say that some of the costs have shifted into the last two years of the plan term; is that right?

MR. LABRICCIOSA:  That's the pacing discussion you were describing earlier in table 2A and B, showing the differential there where, because of change in plans and the lump sum amounts, they did cause a shift in timing as well.

MS. LEA:  Okay.  Now when this shift occurred, did you revisit your prioritization and pacing of all of your projects in view of the increased -- or the delay in the expenditure for system service investments?

So did you try to mitigate the lump, if I can put it that way in 2018, by moving anything else around?

MR. LABRICCIOSA:  I would say no, but I don't want to leave you with the impression we don't revisit the priorities if other factors change, in terms of number of failures and other reasons the renewal would be required.

So I would say no to the fact that -- because the reason for the supply capacity additions have shifted, did it have an impact on the renewal priority?  The answer would be no, it didn't and we wouldn't revisit it because of that.

MS. LEA:  Could any of these amounts that are now in the last two years be shifted to the next five-year plan period?

MR. LABRICCIOSA:  Of the renewal or the capacity?

MS. LEA:  Well, either I suppose.  I'm just trying to find out if any of these could be shifted.

MR. LABRICCIOSA:  Inasmuch as they can be shifted, the two separate drivers for the renewal would be, you know, whether there's an error in the data, which I doubt, in terms of number of failure and where they got categorized, or some newer technologies that would come into play that we could adopt.  Instead of a rebuild, we could do something to push this out further and it made business sense.

We could envision something like that happening, although we don't have it on our read door today.

As far as the capacity additions for Enfield TS and supply to reload, if there were reasons that capacity did not show up, we would eventually need it.  It would just be the timing issue, and it could just put the requirement.

MS. LEA:  But at this time as we sit here, table 1B is your best estimate of what you will need to do in each of the years?

MR. LABRICCIOSA:  That's correct.  From our view today looking out for five years, based on the information we have as of today, this is our best plan going forward.

MS. LEA:  Given the movement of some spending from 2015, 2016, 2017 to 2018 and 2019, have you considered whether that would have an effect on how much you would under-earn if you were on fourth generation IRM?

MR. MARTIN:  Yes.  I did a -- I have looked at the -- I did rework the numbers.

MS. LEA:  Yes.

MR. MARTIN:  Not formally, but we did do a quick overlay and there was still -- I think I mentioned the other day we estimate somewhere between one and two million dollars of under-earnings that will occur in the five year period under an IRM.

MS. LEA:  Thank you.  We will come back to that, if we need to.  I was just thinking of a figure there.

If we turn over the page to tables 2A and2B, we see the system service investment specifically.  Are these the tables that show the results of the shift in the Hydro One project, the results of local planning and so on?

MR. LABRICCIOSA:  That's correct.

MS. LEA:  Okay.  Now, one of the things that I believe has been filed on RESS and has been filed as an update to the technical conference undertaking -- is that right, Mr. Mondrow, was the final letter from Hydro One dated June 25, 2015, with the local planning report attached?

MR. MONDROW:  Yes, Ms. Lea, that was filed on RESS this morning, as you know.

MS. LEA:  Thank you.  I have hard copies.  So we don't need to give it an exhibit number because it is an update to -- which technical conference undertaking was it, Mr. Mondrow?

MR. MONDROW:  It was -- I'm sorry that is a good question.

MS. LEA:  I think it might have been 2.9.  It is in my notes.

MR. MONDROW:  Subject to check, 2.9.

MS. LEA:  2.9, thank you.  Okay.  So if we look at this letter and the report attached to it, it appears to us that a preferred solution emerged from this local planning and that the preliminary cost estimate of the preferred solution is about $23 million.

And we see that at the bottom of page 2 of the letter, for the six times 44 kV feeder breaker positions, that is $23 million.  That is the preferred solution that Hydro One is putting forward, is that right?

MR. LABRICCIOSA:  The preferred solution is a new TS, of which the options to go forward would be either six or eight breaker positions, depending on going for the entire life cycle of the station, which is beyond this planning application period.

MS. LEA:  Mm-hmm.

MR. LABRICCIOSA:  And I would say all three options are preferred, in terms of the station.

The question now becomes, in looking out in load projections beyond, this application and into the future for the life of the station, what would be optimal choice, and the $27 million choice was the optimal choice, eight breaker positions of which Oshawa Hydro would have access to four.

MS. LEA:  Can you show me where that is represented as the optimal choice?

I guess I misunderstood. I thought the six feeder breaker positions was the preferred choice.

MR. LABRICCIOSA:  No, it was the station with the options to go with six or eight breakers.  And the analysis is not here.  It is based on our review of projecting out as to new capacity additions required, again beyond the scope of this application over the life cycle of the station, which is a 35-year period.

MS. LEA:  Okay.

MR. LABRICCIOSA:  If I can just draw your attention -- maybe it is a little too technical for this discussion, but in essence we're not outfitting the entire station for all the breaker positions.  We're sizing the design of the station for eight bays or eight slots for the breaker positions.

Not all equipment is purchased and energized as of day one.  It's incrementally added, and so when you look at the investment at this stage, you begin to look at, if we had to go to an eight position after six, if we had made the decision to go with six and we had to go to eight positions, the cost to upgrade into the future, depending on when that happens, would exceed the initial estimate when you built the station.

MS. LEA:  Okay.  I see at page 8 of the report, page 8 of the report in the bottom paragraph there, that -- the bottom paragraph, second from the bottom -- the preferred solution to address this need would be to proceed with option B, which is two transformers with six feeder breaker positions initially and space to be provided for two future feeder positions.

MR. LABRICCIOSA:  Correct.

MS. LEA:  So the amount of 13.5 million that you have included in your capital spend, does that presume the 23 million or 27 million, or what?  I think you were responsible for 50 percent of the contribution; is that right?

MR. LABRICCIOSA:  Correct.  It is 27 million.

MS. LEA:  So you've gone with the 27 million, anticipating that those other two positions will be needed?

MR. LABRICCIOSA:  Correct.

MS. LEA:  On page 2 of the letter, so the second page of this update, it indicates that the costs -- these costs, the 23- and the 27 million, do not include the costs for capacitor banks.  And the engineers on staff tell me that that could be a pretty large cost.  Am I right?

MR. LABRICCIOSA:  "Large" is a relative term.  In terms of --


MS. LEA:  Well, can you give me an idea?

MR. LABRICCIOSA:  I would say they would exceed the materiality threshold of our size, in terms of over 100,000.  But depending on the size, the amount required, it could run you into a million or two.  It would be safe to say in a million-dollar range figure for sure.

MS. LEA:  All right.  Thank you.  And on page 3 of the letter it talks about the -- in the first full paragraph -- "the in-service date of the proposed new station will be determined after a connection request has been made", and so on, and it goes on to say that distribution load transfers to help balance the forecasted load at Wilson TS and Thornton TS may be required in the interim prior to the proposed TS coming into service and that this interim solution may require additional LDC investments which, at this time, is unknown.

And my question is, does this mean that the 6.5 million that you removed from the original, which you'd originally proposed and is now removed, does that mean that that might still possibly have to be spent?

MR. LABRICCIOSA:  No.

MS. LEA:  Can you explain?

MR. LABRICCIOSA:  The 6.5 million was actually to extend feeder positions and to do load transfers within -- between the two stations within Oshawa.

That was the original high-level scoping review that was conducted.  But once we began to look at the entire regional plan, it was determined that the addition of the station at Enfield was needed anyways for other load growth in the region, Clarington and other places outside of Oshawa.

So at that stage, again, in the planning process is to look beyond the LDC borders to the adjacent LDCs and put the lowest-cost optimized plan for the entire region.

So at this stage the two interim solutions were not required.  We were able to adjust through our lower-voltage 13.8 kV stations and, with the assistance of the LDCs on either side of us, to actually move loads around to keep the station capacity at both Thornton and Wilson lower in the interim.

The only time we would have to do this is if in fact we didn't do Enfield.  So in other words, for whatever reason, if Enfield didn't go we'd have to revisit an interim plan, but I would say in the overall scope doing both plans would be inefficient.  It would be expensive, and the ratepayers would not be served well, from my perspective.

MS. LEA:  Okay.

MR. LABRICCIOSA:  It is either one or the other, in my mind, but if we ended up moving Enfield out in time and having to do the interim solution, we would eventually, over a longer-asset life cycle, pay for both, and in solving this problem, if we did the spend today for Enfield, it would eliminate the need to do the expansion.

MS. LEA:  Thank you.  Did you have a question --


MS. DUFF:  I did have a question.  Given that conversation, does that change the 50 percent that you are responsible for?

MR. LABRICCIOSA:  No, because we would only be entitled to half the load of the station for us, and the other half is earmarked for the other development areas outside of Oshawa.

MS. DUFF:  Thank you.  Thank you, Ms. Lea.

MS. LEA:  Thank you.  Now, when we look at the table 2B, we see when you are going to be making the contributions to Hydro One over the plan term.

With respect to this station, I think that the in-service date is not yet certain.  Is that right?

MR. LABRICCIOSA:  We have not signed the CCRA, which is the agreement between ourselves and Hydro One for the official commitment for contributions to the station, which would launch the construction commitment, and we are still planning for the dates shown on the latest table, table 2B, to happen.  We are in the process of negotiating or clarifying the CCRA with Hydro One.

MS. LEA:  So you still believe that the 1350 will be needed in 2015?

MR. LABRICCIOSA:  Yes.

MS. LEA:  And when these contributions are made, how are they accounted for?  When are you planning to put them into rate base?

MR. LABRICCIOSA:  Our approach is to put them into rate base as we contribute.

MS. LEA:  So you are not waiting until the asset goes into service to put them into rate base?

MR. LABRICCIOSA:  That's correct.

MS. LEA:  As I understand it, the approach that is commonly used by the Board is that you can accumulate CWIP on contributions before the asset goes into service, but it actually doesn't go into rate base as an intangible asset, the capital contribution doesn't, until that asset is in-service.

Are you aware of what the rule is with respect to this?  This may be something for argument rather than cross-examination.

MR. MONDROW:  This has come up before, Ms. Lea.  There is a Toronto Hydro decision of a few years ago, I believe, that directs the treatment that you have just related.

There is also a description of entries in the Board's uniform system of accounts that suggests the opposite result, and Oshawa proceeded based on the -- a description in the uniform system of accounts.

MS. LEA:  Can you provide me the reference for that, either by way of undertaking or for the USOA reference?

MR. MONDROW:  I can provide it to you in a little while, yes.  I don't know that we need an undertaking.  I'll --


MS. LEA:  Okay.  Thank you.  That's fine.

MS. DUFF:  You have it memorized, the number?

MR. MONDROW:  You know what?  It is one of two, and I'm not sure which --


MS. LEA:  It isn't article 410 or something like that.  Okay.  Well, Mr. Mondrow, I will await that and then you and I can deal with it in argument, I think, rather than put these witnesses to the torture of going through the uniform system of accounts on the stand.

MR. MONDROW:  I appreciate that.  Thank you.  I think it may be on the record, but I will find it for you.

MS. LEA:  Thank you.  If I can just have a moment.

Just to confirm then, the numbers that we see on table 2B for the Hydro One contribution, those -- right now the way your evidence exists and the way your rates are calculated, those numbers are entering rate base in the year in which they appear on this chart.

MR. LABRICCIOSA:  That's correct.

MS. LEA:  Thank you.  Now, I wonder if we could turn to a slightly different topic within the DSP, and Madam Chair, can I get your -- I am quite happy to go for another, you know, 15, 20 minutes or whatever.  What would you like me to do in terms of a break?

MS. DUFF:  Yes.  Yes, please proceed.

MS. LEA:  Thank you.  So I would like to look at planning aspects, please.  And as I understand your planning process from the description in the DSP and the technical conference and your discussion today with Dr. Elsayed, the asset condition assessment that you do informs the distribution system plan.  And then you also identify needs that are not shown through this asset condition assessment.  Then you set priorities to achieve a reasonable level of risk and keep reliability in place.  I think that was the testimony at the technical conference.

And during the term of the plan, you also monitor for outliers or unexpected issues which may need attention.

Have I summarized that correctly?

MR. LABRICCIOSA:  I think you have characterized it quite well.

MS. LEA:  How do you assign priorities to projects?

MR. LABRICCIOSA:  There is a piece of evidence that we identified in terms of a risk table.  I don't have it handy here, but essentially all of the projects are weighted against a probability and impact, which is sort of the risk assessment.

And I think we codified all of the projects in that matrix.

If I recollect properly, there is a colour coding scheme.  There is a critically important project, I think, one that showed up in that category and it was red.  And others sort of went to different colours, yellow being cautious and then there were one or two that -- I wouldn't say they're optional, but I would say they're lower risk, relative to the others.

So there is a bit of a relative ranking of all of the projects.

MS. LEA:  Thank you.  As I recall it, that asset investment prioritization tool assigned 89 of your projects to the same risk category.  So there wasn't that much delineation of risk.

I am wondering whether the tool was actually useful to you.

MR. LABRICCIOSA:  I would say yes, and it is quite odd that all of them sort of cluster into that.  It is a very qualitative -- it looks quantitative, but there is a lot of qualitative aspects to that assessment.

I have worked in areas where we went deeper.  We started with a qualitative approach, and the models have evolved into higher levels of -- sorry, into deeper levels of sophistication where you can begin to segregate that clustering effect, and look at the -- and begin to segregate and look at the differentials between the different profiles in some of those areas.

MS. LEA:  So would I be correct in saying this is still a bit of a work-in-progress for Oshawa?

MR. LABRICCIOSA:  I would say yes, it is, for sure.

MS. LEA:  But the deeper dive you've done would not change your plans for this five-year period that the Board is considering?

MR. LABRICCIOSA:  I don't believe so.  I think a lot of what I've read in the original filings, and what I have studied in the interim since I've been there, relates to the fact that the condition assessment -- while there are other pieces of information that can better inform the condition assessment, I think the overall consideration is most of the equipment that are being replaced wholesale in the rebuild under the renewal side are nearing or at end-of-life, which is pretty much the highest risk.

You might -- you might argue that it might be out a year or two.  But essentially we're dealing with things that are at the tail end of that curve.

MS. LEA:  Thank you.  I would like to ask a couple of questions about some specific aspects of the work.

There's a project in 2019 call the MS5 T2 power transformer replacement, and METSCO's asset condition assessment said the unit is greater than 30 years old.

And I think that you said here that it is starting to show an increase in combustible gas, and therefore you are going to be monitoring the unit.  As I understand it, you plan to replace it in 2019, as it approaches its end-of-life.

But could your monitoring prompt an earlier replacement, or is to 19 the time when this will happen?

MR. LABRICCIOSA:  Based on the data that we have, 2019 is the expected time we would expect to replace it.

We will continue to monitor the gas and oil -- the dissolved gas and oil test results.  This would be an aspect of the condition assessment that I would say is more quantitative, where there are further tests outside of just the age that begin to identify the need for accelerated replacement other than age -- or deferred replacement, I guess, if that is the case, in terms of the results are lower.

Based on what we're reading today, we can expect a replacement within the next five years and we've earmarked it for 2019, simply because we're going to keep monitoring it to ensure that it doesn't advance the amount of combustible gasses.  If it does, we would have to bring that forward.

MS. LEA:  Okay, thank you.  And you plan to undertake replacement of a certain number of 44 kV oil circuit breakers; I think there is 11 of them that METSCO's asset condition assessment suggested would need to be replaced, partly because of end-of-life and also their technology is obsolete and replacement parts are no longer available.  Do I understand that correctly?

MR. LABRICCIOSA:  That's correct.

MS. LEA:  Now you’ve said that you've estimated a cost of $1.5 million for that, but you also said that you are going to look at alternative replacement options through a RFP to interested parties.  Could the $1.5 million expenditure decrease as a result of the RFP?

MR. LABRICCIOSA:  I think that is our innovative approach in terms of trying to look at ways to reduce the cost.  There might be risk attached to that and that is why, in our incentive mechanisms, we would weigh the risk with respect to the reward we would get with that.

In other words, you can do like-for-like replacement or a replacement that may have different technologies, some that are in infancy and could be beta tested, which would have some risk associated with that.  But again, it would have to meet compliance requirements initially to make sure that we could use, while others could be a bit more costlier; they're already in mainstream and we know those costs are assured.

So inasmuch that we could explore the opportunities to reduce with an acceptable level of risk and meeting all compliance requirements, if it meant that we would save some dollars, we would do that.

MS. LEA:  Thank you.  I have a few questions about wood pole replacement, and the context for this is to understand sort of your use of asset life versus condition of the assets, in terms of your planning for replacement.

As I understand it, for the pole replacement program that is to take place over 2016 to 2019, METSCO estimated that about 1,050 poles will require replacement, given their age, their typical life expectancy being 45 years.

However, you said that you were going to test and inspect the poles on a systematic, area-by-area basis to identify those in need of replacement, and that you would replace poles that are in poor condition or deemed urgent, or that are essential for some safety reason. But poles that are identified as being in poor condition but not critical would be scheduled a little later.

Now, your final estimate was that you would do about ten to fifteen poles annually, and I am trying to understand -- METSCO said about 1,050 wood poles over six years, including 2014.  But you're saying ten to fifteen wood poles per year for the 2016 to 2019 period.

Is there not some inconsistency in those numbers?  Can you help me understand why these suggestions or recommendations are different?

MR. LABRICCIOSA:  Correct.  I think what has to be included in this is our regular renewal program, so outside of just the one-off replacements that appear across the system.

When you look at asset classes, they are discrete asset classes that are bulked across a system.  So all of the poles, for example, become evaluated; all of the switches, all of the transformers, all of the equipment.

So when you look at discrete assets, you rely on the fact that there's a histogram of assets that fall into different categories.  They're not necessarily the assets that are co-located next to each other.  In other words, the worst of the worst are not always located in one area of the city next to each other.

In likelihood, they're of the same vintage and could very well be some aspect that as you replace an entire street or a feeder, that you are capturing a good portion of them if they're all of the same vintage and same condition.

But outside of that, you still have to look at other areas of the system.  I think that ten to fifteen speaks to the fact that with our regular renewal program, we're going to replace equipment and it is going to capture the majority of what METSCO identifies as poor, critical, and fair-poor type equipment.

And outside of those areas, we anticipate finding some poor equipment that we're not going to go in and rebuild within the next five years or even shortly thereafter, and we should replace it on a one-off basis.

The other thing I would add is that we have done a pole testing -- a quantitative pole testing analysis in 2007 and that's what informs the METSCO data.

We expect to do it -- we do that every ten years.  We expect to do that in 2017 as part of our maintenance program, which will then inform us with quantitative data to validate both METSCO's assumptions and forecasts, as well as what we know.

MS. LEA:  When you spoke about your renewal programs, is the overhead rebuild program part of that?

MR. LABRICCIOSA:  That's correct.

MS. LEA:  So you will be -- I don't want to go through the numbers, but detailed project descriptions are given for this program.

And is that -- the numbers there are for pole replacements, the poles that will be replaced, or that might be, depending on their condition?

MR. LABRICCIOSA:  They are the ones that we are proposing to replace, and we've made some assumptions on conditions within each of those projects.

Subject to actually going through in the design stage and completing them, where we would actually again physically layout which ones are in those conditions or not, it will inform the final count, but based on the data we have, that number shows not all of the poles in that area will be replaced.

We've done some work to actually segregate the ones that are relatively new and that we know information of.  We would not replace them unless we have to move them.

MS. LEA:  Thank you.  One moment, please.  So I understand from your testimony and also from the evidence about overhead line inspections and infrared testing that you don't just look at age.  You do look at condition as well --


MR. LABRICCIOSA:  That's correct.

MS. LEA:  -- for all of these assets, okay, thank you.  A question about the cost estimates that METSCO provided.  Now, at Exhibit 2, tab B, at page 41 there is a table 17 there which compares Oshawa's system renewal capital expenditure cost estimates to METSCO's.

And METSCO, in its report, says that all cost estimates presented in the report are in 2013 dollars and do not include inflation impacts.

MS. DUFF:  Just --


MS. LEA:  Sorry?

MS. DUFF:  Just make sure he has got the reference.

MS. LEA:  Oh, sorry.  It is page 41, I think, at table 17.  I'm not sure whether you need to look at the table or not.

Thank you.  So METSCO says in their report that their estimates are based on constant 2013 dollars.  So the dollar figures for your estimates here, are they in constant 2013 dollars or in some other dollar, inflated or whatever?

[Witness panel confers]

MR. LABRICCIOSA:  Our figures would be 2014 actual dollars.

MS. LEA:  2014 actuals.  And what difference would this make to the comparison?

MR. LABRICCIOSA:  Again, subject to check, I would say it's stuck to just inflationary aspects, less than 2 percent, but there are other notes in the table which would inform the gap as well that you are speaking about, one of which is the emergency replacements are included in Oshawa's numbers.

MS. LEA:  Yes, yes.

MR. LABRICCIOSA:  And not in METSCO's.  That is the largest impact gap, to be honest with you.

MS. LEA:  Okay, that is helpful, thank you.

Madam Chair, would this be a good time to take a break?

MS. DUFF:  Yes.  Are you...

MS. LEA:  Well, I'm not finished the entire DSP.  I probably have another 15 minutes for that, and I'd move on to O&M, but I am in your hands.  I am quite happy to keep going until I have done the DSP stuff.

MS. DUFF:  I think we'll have a break right now --


MS. LEA:  Okay.  Thank you very much.

MS. DUFF:  -- we'll reconvene again at 3:30.

Oh.  Yes, Mr. Mondrow.

MR. MONDROW:  I should have been quicker.  Just before we leave, in case Ms. Lea or her Staff want to look at this.  The reference that I made to the uniform system of accounts, I did find it.  It is not actually in the US of A.  It's in accounting procedures hand -- the Board's accounting procedures handbook.  It's Article 410 in that handbook.  Let me just check that reference.  It is not on the record yet.

MS. LEA:  Yes.  We looked at that, Mr. Mondrow, and, yeah, maybe we can talk about it on the break.  I think that is best, rather than take up time on the record.  Thank you.

MS. DUFF:  Thanks for the reference.  All right?  Thank you very much.  Let's give it an extra five minutes, so at 25 to.  Thank you.
--- Recess taken at 3:17 p.m.
--- On resuming at 3:35 p.m.

MS. DUFF:  Ms. Lea, are you ready to continue?

MS. LEA:  Yes, thank you, Madam Chair.  I am mindful of the fact I have used an hour and ten minutes of my time, so I will keep an eye on that.

Gentlemen, I wonder if I could go back to the question of relating the load forecast to the capital spending.

If you were to have a lower growth forecast for customer numbers and load for each of 2015, 2016, and 2017 -- so in other words, if growth did not materialize at 3 percent, but the 1.5 percent continued for three years -- would your capital plans be different?

MR. LABRICCIOSA:  I would say no.  We're at that capacity point that any incremental load growth is going to drive the need for further capacity additions.

MS. LEA:  I am not sure I understand that, because does not your peak load forecast change once your customer numbers and load forecast change?

MR. LABRICCIOSA:  It does, but it is at a point where we have reached a point of capacity in the existing grid.

There's two parts to that question.  One would be that if a development shows up in an area that is not served today, we would still have to build that infrastructure.  So that capital for the new connections is required.

MS. LEA:  I understand that, yes.

MR. LABRICCIOSA:  Inasmuch that we could squeeze whatever we can out of existing feeders that are closest that to that area -- which, at this point, they’re pretty much at their capacity levels, depending on the size of that growth, and I would say one-and-a-half percent to 2 percent is the rate that we've double-checked that if that materializes, we still will need the capacity additions for both Enfield and for MS9.

MS. LEA:  So you would still need -- could any of the investment in MS9 be deferred if -- how about if that growth rate extended out for five years, so each of 2015, 2016, 2017, 2018, and 2019 was at 1.5 percent?

MR. LABRICCIOSA:  No, it still would require it.  Again the in-service need is for 2018, but in essence at 1.5 it would still be required.

If the growth was near zero, it would likely be deferred outside of the period.

MS. LEA:  So how close would you have to get to zero before you could defer it?

MR. LABRICCIOSA:  Under 1 percent.

MS. LEA:  Mm-hmm.  What about the Hydro One transmission station?  Would your answer be the same for that?

MR. LABRICCIOSA:  That's correct, they're tied together.

MS. LEA:  Yes.  Are there any other changes that you could make to your capital plans for a lower growth rate -- and let's say 1.5 or even 1 percent?

MR. LABRICCIOSA:  Again, I would say if the growth happened in the existing service territory that is already served, I would say we might be able to not have to add new capital to connect.

But again, it has to be combined with a lower growth rate, because it would exceed the capacity in the area.

So that would make a material shift. For example, if none of that new growth happened, our capital shift for connections would drop dramatically and we wouldn't need that.  Inasmuch that -- okay, but the growth still remained in the core, we would likely have to still continue with the Enfield TS and new capacity additions.

MS. LEA:  Okay.  The other thing I asked you before the break -- and perhaps I didn't get a specific enough answer -- was:  Given the shift of some of your capital investments to 2018 and 2019, are you able to quantify the difference in the level of under-earning that you would suffer if you were under fourth generation IRM?

Would the under-earning be less?  One would presume so, if there is less capital spend.  So my question is by how much.


MR. MARTIN:  We could --


MR. MONDROW:  Sorry, Madam Chair.  I should have clarified this earlier when Ms. Lea mentioned this to me.  Is this under-earning in any particular year, or is it across the plan period?

MS. LEA:  I am most interested in the first three years, because the shift is to 2018 and 2019.  But if there is an effect on 2018 and 2019 as well, then across the plan period would be desirable.

MR. MONDROW:  Thank you.

MR. MARTIN:  So Mr. Rubenstein yesterday actually did a nice job with a chart, where he actually took out the regional planning and MS9 completely out of the -- and adjusted it.

And again, there was a spread left over between the amount of cap ex that was required and the level of depreciation.  That gap produces an erosion of earnings, and that gap exists in every year of the plan.

MS. LEA:  Yes.

MR. MARTIN:  And as I mentioned, we did a similar exercise and we did quantify the under-earnings to be somewhere in the area of one to two million, depending on the inflation rates and level of depreciation, et cetera, et cetera.  But there is definitely material under-earnings that would occur as a result of that spread.  And that spread is consistent with the -- in fact, our average spread is higher than Horizon's average spread, for example, in their decision.

MS. LEA:  And was that one to two million each year?

MR. MARTIN:  No, that was cumulative.

MS. LEA:  Cumulative?

MR. MARTIN:  Yes.

MS. LEA:  Would you be able to tell me what it would be for each year?

MR. MARTIN:  No.  I could --


[Laughter]

MS. LEA:  Would you -- I don't know how much effort that calculation takes.  Is it something you could reasonably do by way of undertaking?

MR. MARTIN:  Yes.

MS. LEA:  You're looking a little tired, Mr. Martin.  I don't blame you at all.

MS. DUFF:  I was just going to also say that if the witnesses are getting hot -- I know the afternoon sun.  We could get somebody in here to figure out, because they're not manual blinds, so just let us know.

MR. MARTIN:  If it is my red face, I've blushed since I was five years old, so that's okay.

MS. DUFF:  Please let me know.  So getting back to the issue.

MS. LEA:  Yes.  Is that a reasonable calculation to require of you, sir?

MR. MARTIN:  We -- we could calculate it.  Why I am hesitant is there's assumptions, et cetera, that go with it.  What's the inflation rate, what's the stretch factor, what's the -- I was hoping it was sufficient to provide -- that the spread between the capital expenditure and the depreciation would be sufficient to indicate that.

But we could produce estimates for each year, yes.  So we will take the undertaking.

MS. LEA:  Thank you.  And just, you know, hold inflation constant, or do whatever is easiest.

Mr. Rubenstein, did you have something to add?

MR. RUBENSTEIN:  Well, I was just going to say, I believe it is undertaking TCJ2.4.  There was a number of assumptions that were made about inflation and going forward.

MR. MARTIN:  Correct.

MR. RUBENSTEIN:  That would seem to be -- that is based on the forecasts that are in the PEG analysis and the Conference Board, so that would seem to me -- to keep as many of these undertakings constant, that is a good set of assumptions to use.

MR. MARTIN:  Okay.

MS. LEA:  Thank you, that would be undertaking J2.8.

UNDERTAKING NO. J2.8:  TO RECALCULATE THE ROE SHORTFALL IN ALL YEARS IN LIGHT OF THE CHANGE IN INVESTMENT TIMING REFLECTED IN THE UPDATES.

MS. LEA:  My last area is the distribution system plan, and I think I understand that you're proposing two measures to measure the success of this.

But I don't think we have had much detail about that.  I wonder if you could please provide us with the detailed proposed reporting.

MR. LABRICCIOSA:  We can.  I don't know that we filed it as of yet, but we have a document that we're willing to provide which has some more information.  I could -- we could wait until that document is filed and ask the question.  We would hope to file it today some time.

MS. LEA:  I am quite happy to hold my questions until then, but it may mean that I will have to come back to you tomorrow, if I finish today with my other questions.  Is that acceptable, Mr. Mondrow?

MR. LABRICCIOSA:  I am fine with that, or if you want me to speak to whatever I can at this point, I can do either one.

MS. LEA:  It is always easiest to have something to look at.  So I would propose that I leave those questions to later and come back if I need to, if it is not clear on the sheet.

That completes then my questions on the distribution system plan, thank you, and I will move to OM&A.

I want to just confirm the present ask for OM&A after all updates.  The present amount you're seeking for 2015 is $12,053,844, is that right?  I think it is in the June update.  Perhaps you can direct me to the best place to look.

MR. SAVAGE:  Yes.  Sorry about that.


MS. LEA:  No, that's fine.  And where are we looking at?


MR. SAVAGE:  Sorry.  I'm looking at the 2015 revenue requirement work form, which -- with the number you quoted --


MS. LEA:  Is correct?


MR. SAVAGE:  -- 12054 --


MS. LEA:  Okay.


MR. SAVAGE:  -- is correct.


MS. LEA:  All right.  And that is an increase of almost 9 percent from 2014; is that correct?  I am not asking you to do a calculation on the stand.  You can get back to me if I'm wrong.


MR. SAVAGE:  It sounds about right.


MS. LEA:  Okay.


MR. SAVAGE:  Yes, that's right.


MS. LEA:  Okay.  And for 2016, if we look at that work sheet, the number is 12,532,655, and that's about 4 percent higher than the 2015 ask?


MR. SAVAGE:  That's correct.


MS. LEA:  Okay.  And then the increases for '17, '18, and '19 are lower.  We calculated them to be about 2.3 percent, 1.6 percent, and .5 percent respectively.  Does that sound about right?


MR. SAVAGE:  That's right.


MS. LEA:  So according to what we're looking at, if we look at the total increase from 2014 to 2019, the growth in OM&A is about 18 percent over that time period.  Does that sound correct?  That's about 3.6 percent per year, if you just take a simple average.


And the question is, when inflation is only 2 percent, approximately, for that time period, why is your OM&A 3.6 or nearly double?


MR. SAVAGE:  Sorry.  You're using 2014 as a base --


MS. LEA:  '14 to '19, yes.  So I'm trying to encompass the entire five-year period over your last OM&A number.


MR. SAVAGE:  So just to begin with, 2014 isn't representative of a steady state, as far as we're concerned, for the purposes of this plan.


MS. LEA:  Okay.


MR. SAVAGE:  The biggest factor, the biggest number, would be the labour costs.  So for 2014 actual we had 74 FTEs.  We actually ended the year with 78.


MS. LEA:  Mm-hmm.


MR. SAVAGE:  And that, in itself, is close to half a million dollars in full-year costs in 2015.  We're also projecting a 2015 FTE amount of 80, which obviously adds another approximately $250,000.


We also have a few other issues.  The big other one would be the regulatory expenses, which in 2015 rise by approximately 150,000 versus 2014.


So really, 2014 as a run rate is close to a million dollars off what we're forecasting as a steady state run rate for 2015 to '19.


MS. LEA:  All right.  We'll think about that for a moment.


You have decreased your forecast for customer numbers and load for 2015, but as we learned from the first panel, you have not reduced your OM&A for 2015.  Why not?


MR. MARTIN:  Well, as David mentioned, 2014 we were -- we were underspent for a number of reasons.  As mentioned, our FTEs were in the area of 74 people.  We actually need more in the line of 80 and in fact have had 80.


So through -- due to turnover we had a number of people leave, either late in 2013 or early 2014.  The lead time required to replace those people created savings for '14 or underspend for '14, but certainly do not exist in '15.


MS. LEA:  So I am just going to interrupt you there.  So then your need for FTEs is not dependent on the number of customers you have or the load they generate?


MR. MARTIN:  Yes.  However, the number of FTEs that we require in -- so we had 78 people at the end of 2014.  That's the service -- customers, existing customers.  That would be zero growth.  And even at the end of 2014, while we had 78 people, we had three vacancies as well.


So we're actually -- we are essentially building back up to a level of expense in 2015 or budgeting for a level of expense in 2015 that we need to operate at the current level of customer connections.


MS. LEA:  Okay.  Last week -- well, perhaps I will go at it this way.  In Exhibit 4, page 9, you talk about the number of customers being a large driver.  That is the Pacific Economics Group, PEG.  You quote them to say that for the average company the number of customers was found to be a more important cost driver than other factors.


And there, you also indicate that PEG said that for each 1 percent change in the number of customers, cost was estimated to change by about .44 percent.


So would not the reduction in customer numbers that you expect over the plan period not reduce your OM&A in the future then if not for 2015?


MR. MARTIN:  No.  We don't believe that it would materially change the requirements going forward.  It does affect our -- the level of efficiency that PEG produced, but we did, under an interrogatory, I believe, by Board Staff, we did -- PEG did a benchmarking study with growth levels of one-and-a-half percent, which still produced efficiency levels that were consistent with an IRM type of a level of spend.


So we are kind of at a level of spend -- 70 percent of our expenditures are revolved around employees, and we just -- we don't feel that there is room in the plan in order to sufficiently reduce that level of FTE, provided there is some growth.


So given that we do expect at a minimum somewhere in the area of one-and-a-half percent growth, the difference between one-and-a-half and 3 percent really is a challenge to OPUCN to try to take up that extra customer connection growth and operate within -- without increasing that.  Hopefully we generate some economies of scale either by technology that we're able to take advantage of, or alternatively just by trying to do things as efficient as possible.


MS. LEA:  Okay.  In the comparison that you made to the -- your actual -- what you're seeking in 2019 for OM&A and the amount that would be calculated using PEG's .44 factor, I think you took your customer number forecast for 2019 and multiplied that by the .44 percent factor to get the 13.6 million, which was the comparator figure.  Is that right?


[Witness panel confers]


MR. MARTIN:  We'll check.


MR. SAVAGE:  Sorry, Ms. Lea.  If -- we're talking about table 4.4?


MS. LEA:  No, I don't think we are.


MR. SAVAGE:  No, okay.


MS. LEA:  I'm asking Mr. Thiessen to find me the reference.  It is at page 9.  Can you scroll down a little bit, please?  Okay.  So they start to -- I thought that somewhere in this piece of evidence there was a statement that PEG found that for a 1 percent change in number of customers, the cost change was estimated to be about .44 percent.  Perhaps I am not looking at the right exhibit to get that number.


[Witness panel confers]


MS. LEA:  It is page 8, pardon me.  Yes, okay.  Can you scroll down a little bit, please?

Thank you.  So at the bottom of page 8, applying this to OPUCN expected OM&A costs for 2019 would be 13.6 million, or 0.4 million greater than forecast.  That is what I was referring to.

I just wanted to confirm that what you did to get that 13.6 million was to multiply the number of customers in 2019 -- sorry, I don't know how you got that 13.6 million.  I guess that you multiplied your percentage, each 1 percent percentage change in number of customers over the plan term?

MR. SAVAGE:  We'd rather just take it as an undertaking.  It will be more efficient, I think.

MS. LEA:  Okay, thank you.  I don't know -- yes, all right.  We will do that in an undertaking, then.

So the undertaking would be J2.9 explain the derivation of the 13.6 million dollar figure.
UNDERTAKING NO. J2.9:  to Explain the derivation of the 13.6 million dollar figure.

MS. LEA:  We provided to your counsel an interrogatory from a recent PowerStream case, EB-2015-0003.  Have you had an opportunity to look at what PowerStream did in trying to estimate their OM&A number?

In other words, they calculated a growth factor of 0.1145 percent, rather than the 0.44 percent.

MR. MONDROW:  Sorry, Madam Chair.  Just to clarify, and I am not as familiar with the PowerStream process, but as I understand it, there was a PowerStream initiated interrogatory process prior to filing the application.

These pages are an excerpt from PowerStream's pre-filed information.

MS. LEA:  Thank you.

MR. MONDROW:  Which pre-filed information includes the written exchanges between interested parties and PowerStream, prior to filing the application.  So I am not disputing this is on the record, and we will certainly respond to it.

But it was referred to as an interrogatory response, and that is why the numbering is different.  This is a PowerStream exhibit.

It was their response to an Energy Probe request as I understand it.

MS. LEA:  Thank you, Mr. Mondrow, for clarifying that.  So it is listed here under their application, section 3, tab 1, schedule 1, page 81.  So I guess there were a lot of questions and this was one of them?

MR. MONDROW:  Apparently so.

MS. LEA:  Thank you.  What I was trying to -- I would like to make this as an exhibit for the purpose of looking at what PowerStream did to try to estimate the effect on O&M per customer add.

So I wonder if this could be Exhibit K2.3.
EXHIBIT NO. K2.3:  interrogatory In EB-2015-0003

MS. LEA:  And if you have a look at the second and third pages -- I guess it is just the second page of this exhibit, PowerStream did an analysis of their business units, and to determine how these business units should be affected by the addition of customers.

So rather than using the 0.44 percent that PEG calculated generally, they looked at their business specifically to attempt to understand how customer adds affect their O&M.

Would it be possible -- not for this application, but in future -- for Oshawa to do a similar analysis of the effect on its business units of the customer additions?

MR. MARTIN:  Yes.  So I took a look at it and not to -- I am mindful of PowerStream's efforts, et cetera, and I thought it was an oversimplification.  That was my first -- I mean, certainly the costs and the relative percentage of costs, all of that, each company could basically break that out.

But the weightings, what is interesting to me, is that the 0.4, the .2 and the 5 percent.  It seems to me that a lot of work would have to go into those numbers.

And I think that is where an econometric model essentially uses information through a model, and does a good job of identifying those.

For example, I mean a very efficient utility who really doesn't have any economies of scale left in its operation would be much more sensitive to increases in customer connections than an inefficient utility, who has the ability to take up extra customer connections without the -- so that I don't know where the 40 -- the information that was provided to me didn't really inform me as to where the weightings came from.

The fact that it's 40, 20 and five suggests it is essentially a judgment, but I think there could be a large -- it could be impacted significantly by those amounts.

Now, we did actually -- we actually provided the information to PEG.  I had asked PEG whether they were able to -- given their econometric model and specific to Oshawa, could they isolate -- first of all, bifurcate the OM&A from the capital component of the spend.  Using the inputs that are available to them, could they in fact isolate the impact of the various inputs on the amount.  And PEG was able to do that.

Now, I only just received the report about a half hour ago.  But we are planning to submit it and I think -- I think everyone here might find it quite interesting, actually.

So going forward, we would certainly entertain doing  -- I think it would be valuable to do something along the lines of a benchmarking against the costs in some kind of fashion.  But I think it might be worth looking at the PEG modelling as opposed to -- and actually, in the report it was interesting, because Mr. Lowry explained to me that this particular modelling isn't new.

In fact, it's been used by, I believe, Enbridge and it's been used in other areas.  So it's not in fact even necessarily a new application or a new model.

MS. LEA:  So are you saying that you have something more Oshawa-specific that is going to be filed?

MR. MARTIN:  In this case, this is Oshawa-specific.

MS. LEA:  What is, sir?

MR. MARTIN:  The report that we have from PEG is Oshawa-specific.

It's derived from the benchmarking report.  So it is the same data that is used in the benchmarking report.  But I think -- or as importantly or more importantly, it is a different methodology than what's been introduced here from PowerStream.

MS. LEA:  Are you proposing that that be filed?

MR. MONDROW:  Madam Chair, if I could address this perhaps?

Ms. Lea provided this information to us in advance, so that the witnesses could have a look at it and speak to it.

Mr. Martin sent this information to PEG to get their input on the methodology that is reflected in these three pages; admittedly, we haven't studied the rest of the application.

PEG responded with some comments on this approach, but also provided a methodology using their existing OEB benchmarking model, which -- I haven't read the report either, since it just arrived.  And report is perhaps overstating it; I think it is a narrative of three or four pages which describes an approach that they would suggest, using the existing OEB models or the existing models that they built for and use to provide input to the OEB on Ontario electricity distributor efficiencies to derive a relationship and therefore a growth factor, as it were, which I gather was the point of this exercise by PowerStream between customer numbers and OM&A.

The report has been referred to; it’s informed Mr. Martin's response, this response from PEG.  We would be happy to file it to illustrate what Mr. Martin understands PEG thinks would be a more robust approach.

MS. LEA:  But, would your --


MR. MONDROW:  We weren't planning independently to file additional evidence.  This is really in the nature of being informed and able to respond to questions about this document, which we were informed and anticipated would be could you do something like this, and would it be representative.

And I think Mr. Martin has given his answer on that.

MS. LEA:  But would you be proposing to change what you are seeking as a result of what you've just received from PEG?

MR. MONDROW:  No.

MR. MARTIN:  No.

MS. LEA:  Okay, thank you.

MR. MONDROW:  And as Ms. Lea implicitly points out, we don't have a mechanism now nor filing more evidence.  Indeed we're not seeking to file more evidence.  We're seeking to respond to this question.

If the Panel feels it is appropriate and Board Staff doesn't object, we can give it an undertaking number and provide it.  It gives you PEG's response, and that's -- I mean, that is the best we can do to respond to questions about PowerStream's methodology and proposed growth factor, which I gather was the point of the enquiry.


MS. LEA:  Okay.  Yes, it was.  I see no harm in taking an undertaking and receiving it on the record, but I just wanted to make clear this is not something you are proposing to change your application as a result of?


MR. MONDROW:  No, no.


MR. MARTIN:  No.


MR. LABRICCIOSA:  Ms. Lea, I would add two points since you have raised this as evidence to comment on in terms of PowerStream's application, not that I profess to be an expert on PowerStream's services or their functions.


However, in the industry, my experience tells me two concerns based on what you provided.  One was the two-and-three-quarter percent labour settlement and pass-through, which is a little abnormal, a little high, from my perspective, given the labour relations state these days.


The other is, when you look at the spread of OM&A costs, less than 50 percent is on customer-facing activities.  I think that is very low.


So inasmuch that that is different, in our case, as compared to PowerStream's, I would say PowerStream is fairly low on customer-facing activities relative to the industry.


So Mr. Martin was alluding to the fact that utilities that are already efficient and already have moved the dollars into the right customer-facing activities, it is very difficult to compare them to other organizations that are less efficient or a different cohort, if you use the old PEG analogy, where they can squeeze a bit more in areas that are less efficient, such as corporate overheads and places like that.


My assessment would be that PowerStream -- not to be difficult on them -- is they have quite a few -- over 50 percent of their OM&A is internal-facing rather than customer-facing.


DR. ELSAYED:  Can I ask a clarifying question, please -- sorry.


MS. LEA:  Sorry, yes, I don't want this to be over-emphasized, I was about to say, but anyway, yeah.


DR. ELSAYED:  What percentage of your FTEs or staff are unionized?  Roughly.


MR. SAVAGE:  Sixty.


DR. ELSAYED:  Sixty percent?  And when you say FTEs, are these all full-time employees?  Or do you use contractors?


MR. LABRICCIOSA:  Our FTE numbers are full-time employees.


DR. ELSAYED:  All full-time, the...


MR. LABRICCIOSA:  Yes.  We do use contractors.  We don't include them in the --


DR. ELSAYED:  But they're not included in the 74, 78.


MR. LABRICCIOSA:  Correct, yes.


DR. ELSAYED:  Okay.  Thank you.


MR. DUFF:  Mr. Rubenstein, I saw you move towards your microphone.  Did you have a comment here?


MS. LEA:  Perhaps if I comment first.


MS. DUFF:  Oh, sorry.


MS. LEA:  I think that is what -- it was sort of an eye-contact thing happening here.


I don't want this to become an issue in this hearing. The only reason we brought this forward was to suggest that it is possible for some utilities that the effect of customer adds is lower than what PEG calculated, and here was an example of it.


If you're not seeking to change your application in response, I am okay with not having this on the record, because I know that you did not calculate your O&M by multiplying the .44 factor by your customer adds.  You did a bottom-up budgeting for your O&M, am I right?


MR. MARTIN:  Yes.  But we did -- we then benchmarked it.


MS. LEA:  Yes.


MR. MARTIN:  The benchmarking for us is very important --


MS. LEA:  Okay.


MR. MARTIN:  -- because it tested the bottom-up budgeting essentially against the modelling that the Board uses to produce the IRM factor.  So the index numbers.


The PEG report, I think, is worth looking at --


MS. LEA:  Yeah.  I have no objection to it.  I just didn't want this to grow into -- grow like Topsy into something I hadn't originally intended, so I am certainly willing to take an undertaking to have that placed on the record if the panel believes it would be useful.


MS. DUFF:  Of course, any disclaimer on that, because it is being filed by Oshawa PUC regarding that not being your evidence.


MR. MONDROW:  Yes.  That's appropriate, Madam Chair.


MS. DUFF:  Please make sure you add anything to that.  Now --


MR. MONDROW:  We will fully disclose on the record the origins of the document.


MR. RUBENSTEIN:  I would just ask that my friends would file that if they have it today, but -- they've received it, that they file it tonight so that parties may be able to ask questions of who are remaining tomorrow to ask questions of it.


MR. MONDROW:  Madam Chair, that is the idea.


MS. LEA:  Thank you.  Undertaking J2.10, and that would be the PEG report on effect on OM&A of customer additions.
UNDERTAKING NO. J2.10:  TO PROVIDE THE PEG REPORT ON EFFECT ON OM&A OF CUSTOMER ADDITIONS.


MS. LEA:  Let me turn then just to some questions about some areas of OM&A which have seen increases.  Start with operations.  I am looking at appendix 2JA, and that was filed on June the 23rd.  Are we able to look at that on the screen?  The June 23rd update, appendix 2JA.


MR. MONDROW:  Appendix?


MS. LEA:  2JA.


MR. MONDROW:  Thank you.


MS. LEA:  What?  Sorry, Julie?  What?  It is the appendices that go with rate applications.  I'm not sure --


MR. MONDROW:  These would be the rate models, the spreadsheets?


MS. LEA:  Yes, yeah, the spreadsheets.


MR. MONDROW:  Okay.  So --


MS. GIRVAN:  The revenue-requirement work forms.


MS. LEA:  Yeah.  You don't have those on the screen, right?


MR. MONDROW:  Well, we can get them on the screen.  I...


MS. LEA:  No, that's all right.  I will ask my questions without.  And I will know to bring a compendium next time with them.  I'm sorry, I thought this was all something you could pull up on the screen.


My point with respect to the operations O&M is, it appeared to Board Staff that the operations costs fluctuated quite radically in past years.


So there was, according to that spreadsheet, an increase of about 56 percent from 2011 to 2012, then a 21 percent decline in 2013, and then a 49 percent increase in 2014, and our question was:  Why does this fluctuate so much?


[Witness panel confers]


MS. LEA:  The purpose of my question is to understand the drivers behind the operations O&M, because it continues at a fairly high level from '16 to '19.  So we're attempting to identify the cost drivers for those increases.


MR. MONDROW:  Madam Chair, through you.  Ms. Lea, are we looking now at the right model on the screen?


MS. LEA:  Yes, 2JA, that's the one, right?  Yes, yes, thank you.  But we need the operations.  Line 15?


MR. MONDROW:  Yes.


MR. SAVAGE:  Ms. Lea, the first thing I would say is, particularly for the historic years, it will be better to look at the operations and maintenance as a total first.


MS. LEA:  Together, yes.  Okay.


MR. SAVAGE:  We still have fluctuations.  We would say the increase from 2011 to 2012 is primarily IFRS-related, where previously capitalized costs in 2011 are now captured.


MS. LEA:  Yes.


MR. SAVAGE:  The movements going forward are primarily driven by changes in FTEs and overlaps related to retirements that we've talked about in Exhibit 4.


MS. LEA:  Okay.  And if we look at maintenance then, it grows by about 23 percent from '14 to '15, and then there's a much smaller increase, about 2.2 percent, for '16 to '19.


Can you help us with the driver behind the 23 percent increase in 2015?


[Witness panel confers]


MR. SAVAGE:  Yes, I think what we're saying, or at least off the top of our heads, without all of the detail, we would take the two together.


MS. LEA:  Yes.


MR. SAVAGE:  And look at the 6.6 percent increase year over year, and say that most of that is accounted for by the changes in FTEs.

MS. LEA:  And does that also explain the increase in 2015?

MR. SAVAGE:  Well, that's what I'm talking about, 2015.

MS. LEA:  Okay.  And for the rest of the period?

MR. SAVAGE:  Yes.

MR. LABRICCIOSA:  If I might actually add another component to it, from the operational side or from the business technical side, there are some programs that are cyclic and they go outside of the period.

The example I would use is pole testing.  It is a once every ten year event.  It is about, roughly, 300,000, 250,000 so it is material, and it will show up in 2017 and will not show up for another ten years thereafter.

So we do have the effect of some of those types of programs embedded in the head count changes and the IFRS changes.

So there are a couple of factors that drive it.

MS. LEA:  Okay.  What about billing and collecting in 2015?

It seems to go up about -- well, somewhere between 7 and 8 percent in 2015, and then fairly steady, 2.3 to 2.4, increases each year from there on.

What are the drivers behind these increases?

[Witness panel confers]

MR. SAVAGE:  Sorry about that Ms. Lea.  So the increase in 2015 is a combination of small part inflation, small part bad debts.  Then we also have an FTE that has been on LTD that we're assuming is coming back, or that we have budgeted to come back.

They are the three main factors.

MS. LEA:  Are there any cost savings or efficiency measures you can apply in these areas that we've discussed so far to reduce those costs?

[Witness panel confers]

MR. MARTIN:  There aren't any additional efficiencies. There are things that we are doing and have been doing.

For example, we've been -- we have been working on getting customers on paperless billing, et cetera, which is embedded in the forecast -- although having said that, we're already at approximately a 20 percent penetration rate on paperless billing.  We don't expect that we can increase that by any dramatic amount.

So we don't -- any efficiencies that we have identified would already be in the plan.

MS. LEA:  Okay, thank you.  And looking at the community relations line, there's quite an increase in 2016 over previous years, and it is a bump in 2016 and then there is a steady state after that.

Can you tell me what the driver is behind that bump in 2016?

[Witness panel confers]

MR. MARTIN:  That's actually where we have budgeted the costs for customer outreach, public relations, communications, et cetera.

MS. LEA:  What you were talking about in panel 1 today?

MR. MARTIN:  Yes.

MS. LEA:  Okay, thank you.  Under the administration and general line, there's a 12 percent increase approximately in 2015, and I think there was $35,000 added in the June 23rd update.

Can you let us know what the main drivers for that increase in 2015 are?  That is the 12 percent increase and the addition.

[Witness panel confers]

MS. DUFF:  We have about five minutes left, in terms of prioritizing your cross.

MS. LEA:  Yes.

MS. SPOEL:  I note $35,000 isn't close to the materiality threshold.  So maybe if there are other areas that are more important, you might want to focus on them.

MS. LEA:  That's right, sure.

MR. SAVAGE:  I can quickly give you half of it, which as we said before, there is about 165,000 related to regulatory costs.

There is also close to $100,000 in consulting expenses, which 2014 was an unusual year where we had virtually zero consulting expense.

That takes you close to 50 percent of the increase.

MS. LEA:  Okay, thank you.  Just a couple of questions then on the cost allocation and rate design part of your application.

Issue 7.4 deals with the fixed and variable charges, and I think we heard in the technical conference that you have no plan right now for the implementation of full fixed rates, but you are waiting for Board guidance on the subject; is that correct?

MS. SPOEL:  Ms. Lea, sorry to interrupt.  I thought we had received a communication from the parties that no one intended to cross-examine on the issues of cost allocation and rate design.

MS. LEA:  There were a few that were left over.

MS. SPOEL:  Because we were told as a panel was there was going to be no cross-examination on those issues, so I haven't kind of come expecting that.  But if you have a few questions, go ahead.

MS. LEA:  I think the letter exempted -- there were a couple of issues left out of that, 7.4, 7.9 and 7.10.

MS. SPOEL:  Sorry.  My mistake.

MS. LEA:  In any event, is it correct that you are waiting to hear from the Board before you come up with a plan?

MR. MARTIN:  Yes.  We did not include or embed any of the recent regulations on decoupling in our plan, in terms of in our rate design plan.

We certainly plan to execute on the Board's initiative, but it is not -- our application was done ahead of knowing really what the implementation rules were going to be.

MS. LEA:  Okay, thank you.  And my last area deals with J1.2, the undertaking that you filed.  I wonder if you could look at the last page of that undertaking, please?

Under table 21, where it says subtotal B, is it total bill that we have here?  Or is it actually distribution impacts?

MR. SAVAGE:  It's just distribution impacts.  It's taken from the chapter 2 appendices bill impacts formula, and that defines the subtotal B distribution.

MS. LEA:  I see.  So it is still distribution impacts only?

MR. SAVAGE:  Yes.

MS. LEA:  When we look at Exhibit 8 at page 105, is that where we see total bill impacts?

MR. SAVAGE:  We do show total bill impacts on that previous interrogatory response, I think.

MS. LEA:  But not unsmoothed, correct?

MR. SAVAGE:  Yes, they are smoothed -- not unsmoothed, correct.

MS. LEA:  Okay.

[Laughter]

MS. LEA:  So they're smoothed impacts, I think is what we're saying.


MR. SAVAGE:  Yes.


MS. LEA:  Yes?  I know it is late in the day.  Okay, thank you.


MR. SAVAGE:  Yes, yes.


MS. LEA:  We were confused, because we understood that you were proposing mitigation in this hearing, but when we looked at the total bill impacts it seemed that the -- that they didn't exceed 3.69 percent, as opposed to exceeding 10 percent.  This is total bill I am talking about.


MR. MARTIN:  We actually state in Exhibit 1 in the application that we did not trigger any rate mitigation. We are smoothing the rates as part of our proposal to make it -- to make it easier on the ratepayers.


MS. LEA:  And is it worth the $157,000 to do that?


MR. SAVAGE:  What is the 157,000?


MR. MARTIN:  It's the 157,000.


MS. LEA:  Yeah, sorry.  It is a response to a VECC IR, 1 VECC 2, and in that IR you say that the cost of the smoothing mechanism is about that much.


MR. MONDROW:  Sorry, can we just pull up the response, please, Madam Chair.


MS. LEA:  Thank you.


MR. MARTIN:  There is no cost to the smoothing.


MR. SAVAGE:  Unless...


MR. MONDROW:  Just one second, please.


MR. MARTIN:  Sorry.  Go ahead, David, you've got it right.


MR. SAVAGE:  Well, I guess we agree that there is a cost of 157, and whether it is worth this, $157,000 isn't that material to us.


MS. LEA:  No, hmm-hmm.


MR. SAVAGE:  But I think the benefit of the -- or at least we think the benefit of the smoothed rates to the ratepayers is probably worth it.


MS. LEA:  All right.  One moment, please.


Thank you very much, Madam Chair.  Thank you for your indulgence.  Those are my questions.


MS. DUFF:  Thank you, Ms. Lea.  Mr. Aiken, you are next on the list.  Did you want to get started today, please.


MR. AIKEN:  Yes.  I have a number of discrete areas, so I can cover off quite a few of them, I think, by 5:00.


MS. DUFF:  Excellent.  Thank you, please proceed.

Cross-Examination by Mr. Aiken:

MR. AIKEN:  The first area is the weather normalization.  This is Undertaking J1.4.  So if you could pull that up on the screen.  And just roll down a little bit.  There.  That's good.


So my understanding is, you would forecast actual sales -- it's almost like a back cast.  You're forecasting what actual sales would have been after you have actual sales.  And that's based on actual heating degree days, cooling degree days, and all of the other explanatory variables.


Then you compare that to the same forecast, except you change the heating and cooling degree days to your normal degree days.  That is A and B; that's correct?


MR. MARTIN:  That's correct.


MR. AIKEN:  So am I correct then that both A and B are totally independent of what your actual sales were in that year, because they're forecasts?


MR. MARTIN:  A and B are both predictions, yes.  They're both --


MR. AIKEN:  So they're both totally independent of what your actual sales were?


MR. MARTIN:  Correct.


MR. AIKEN:  What we're trying to normalize.


MR. MARTIN:  Correct.


MR. AIKEN:  Okay.  Then in part (d), where you apply that ratio of B over A to actual sales volumes, do you agree that the actual sales volumes would have to be broken down by rate class, since the volumetric rates are different by rate class?


MR. MARTIN:  I can't answer that.


MR. AIKEN:  What about for the rate classes that are determined -- that are not weather-sensitive in your load forecasting model?  I assume you would not be adjusting those customers for weather normalization?


MR. MARTIN:  That would be correct.


MR. AIKEN:  Okay.


MR. MARTIN:  Yes.


MR. AIKEN:  And then the thing that's not listed here, and that is, you've gone through how you would do the revenue adjustment for the weather-normalized earnings.  But if your volumes change should not also your cost of power component of rate base change?  In other words, if your volumes go up or down because you normalize them, so your revenues go up or down, your cost of power also goes up and down?


MR. MARTIN:  Yes, yes.  We didn't take that into account, no.


MR. AIKEN:  All right.  Now, on the revenue forecast Ms. Lea covered a lot of what I was going to cover on the customer forecast.


And I guess I am going to come back to this, but as a result of your update, the customer numbers is about one-and-a-half percent lower in each of the five test years.  And -- but you made no adjustment in the OM&A or the capital expenditures.


So with respect to the capital expenditures in particular -- and this was something Mr. Mondrow covered in redirect this morning -- if you could pull up Exhibit 10, tab D, page 7.  This deals with the net new connection cost variance account you are proposing.  Right at the top, yes.


So my understanding of your response this morning, Mr. Martin, was that as part of your annual update you would change -- you would update the new customer connection costs, which is system expansion and metering costs, to match your updated customer forecast.


And then you would -- in addition to that you would true-up between that updated forecast and the actuals after the fact.  Is that correct?


MR. MARTIN:  Correct.


MR. AIKEN:  So my question is, you have changed your forecast for 2015, but you haven't changed the capital forecast.  And yet that is exactly what your evidence says you would do.


MR. MARTIN:  That's correct.  So I think what Ivano had mentioned is that there wouldn't be a material change to the capital plan.  There would be a change to the -- in the event that connections don't occur, there would be a change to the net connection cost, but we have captured that in this annual rate adjustment.


So, no, we have not -- we have not revisited the capital expenditures with respect to the connection costs.


MR. AIKEN:  But --


MR. MARTIN:  But we have yet -- but other than for 2015, we have yet to modify the load forecast in any other way.


MR. AIKEN:  Yes.  And that is why I am asking specifically about 2015.  Your customer forecast has been cut in half from your original forecast.  So would not your net new connection cost be cut in half as well?


MR. LABRICCIOSA:  Not directly related.  I would say there's an implicit relationship between the two.  It is not directly correlated that way as 50 percent.  Depending on the size of customer, the type of work effort.  In some cases we do more, in other cases we do less.  More costs, less costs.  So we have not looked at it as a direct correlation.


MR. AIKEN:  But without the change, customers will be paying for this, and when you do the true-up, you're not doing the true-up until after the end of the five-year period; is that correct?  For this new variance account you are proposing.


MR. LABRICCIOSA:  For new connections, I think when --


MR. MONDROW:  Sorry, Madam Chair.  I would just like Mr. Martin to hear that question, please.  Mr. Aiken, could you repeat that last question?


MR. AIKEN:  Yes.  My question is, you haven't made any change in the capital expenditures.  So this is going to be built into rates for 2015.  And I understand you're going to true-up for 2015 compared to actual.


But -- and assuming that there's an amount coming back to ratepayers, because the customer forecast is lower, that is not going to be rebated to customers until the end of the five-year plan.  That's your proposal for this new variance account?


[Witness panel confers]


MR. MARTIN:  That's correct.  So we can confirm, we adjusted the load forecast down to 1.5.  We did not -- we have not revisited the connection cost capital expenditure.


So as it stands now, any savings or costs avoided as a result of that would flow into the annual adjustment mechanism.

So in speaking about it now, the costs we don't believe would be material, materially different.

MR. AIKEN:  Okay.  In the response to Undertaking J1.2, a different topic, this is the bill impacts you were just looking at.

Ms. Lea has an undertaking for you to, I believe, provide the customer forecast that you would be willing to live with, if the Board did not approve the annual adjustment to the forecast.

And it may be J2.7; I can't read my writing, quite frankly.  But it was sometime this afternoon.

My question is:  Could you provide a version of J1.2 that would show the rate impacts with the lower customer growth?

[Witness panel confers]

MR. MARTIN:  We could, but that will take some effort and it would be probably next Monday or Tuesday by the time we're able to complete that exercise.

MR. AIKEN:  Would it be accurate to say that in place of -- for example, looking at the residential 800 and the average of 7.4 percent per year inclusive of rate smoothing, if your customer forecast is one-and-a-half percent lower than the 3 percent, would that be additive to the 7.4, so the average increase would be about 8.9 percent?

MR. MARTIN:  It would be additive.  I can't attest to the 8.9.  I am not sure it is that linear.

MR. AIKEN:  Okay.  Now, in your June 23rd update, I didn't see anything noted about --


MR. MONDROW:  Sorry, Madam Chair, we do not have an undertaking request, Mr. Aiken?  I am not offering one; I just wanted to clarify.

[Laughter]

MR. AIKEN:  Well, personally I think it would be useful.  If you can't do it until Monday or Tuesday, that would be fine as well, but --


MR. MONDROW:  Well, Madam Chair, there is a lot to do between now and Tuesday.  If Mr. Aiken needs it and he asks for it, and you grant it, we will produce it.  I am certainly not volunteering extra work.  We're going to be pretty tight as it is.

MS. DUFF:  Actually, I was going to raise it at the end of today's proceeding, just that the number of undertakings and given these are probably the same individuals will that will be doing the work --


MR. MONDROW:  One of whom will be travelling to Europe on Sunday -- which is not your fault, but which is nonetheless a reality we have to deal with.

MS. DUFF:  I think to the extent Mr. Aiken finds it useful -- do you want to restate the undertaking, please.

MR. AIKEN:  Yes, to provide an update to J1.2, based on the response to, I believe, undertaking J2.7 which would be the lower customer growth scenario, to see what the rate impacts of that scenario would be.

MS. LEA:  Is that agreed to be provided?

[Board Panel confers]


MR. MONDROW:  Yes, it is agreed to be provided.

MS. LEA:  Thank you.

MR. MONDROW:  I think, as I understand the scenario, putting the two undertakings -- well, I think it is a logical outflow from the first undertaking.

The first undertaking was if the Board doesn't agree to adjustments, what forecast do you want.  And it is reasonable for parties to then want to know what is the rate impact of that scenario.  So we will provide that undertaking.

MS. LEA:  Thank you.  J2.11.
UNDERTAKING NO. J2.11:  to advise, if the board doesn't agree to adjustments, what forecast opucn wants; and is it reasonable for parties to then want to know what is the rate impact of that scenario.


MR. AIKEN:  Mr. Rubenstein just reminded me that we actually don't need it for Monday or Tuesday.  So if you can't do it until the end of next week, that would be fine as well.

MR. MONDROW:  We might need it for Monday or Tuesday. I am not prepared to go to argument based on a half completed record.  I appreciate the indulgence, Mr. Aiken.

MS. GIRVAN:  I have a question, because it was my undertaking in the first place.  I actually thought the undertaking was to incorporate all of the updates.

MR. MONDROW:  That's not the question, Madam Chair.

As I understand what Mr. Aiken is asking, he's building on a request from Ms. Lea, and Ms. Lea's question was:  If the hearing panel denies all annual adjustments, what is the load forecast that Oshawa requests the hearing panel to approve -- which is the scenario that came up this morning.

I don't think it is related to the response to Ms. Girvan's requests of J1.2.

MS. GIRVAN:  So my response assumes 3 percent beyond 2015.  Okay, thank you.

MS. DUFF:  And regarding your concern, we will address the tentative dates that were set out in Procedural Order No. 4 at the conclusion of this proceeding.

MR. MONDROW:  Thank you, Madam Chair.

MR. AIKEN:  So the next topic I am moving to is the other operating revenue forecast.  I am not getting into the numbers here, but I am looking at the methodology and what appears to be a change in the methodology in the update you provided last week.

So this is on pages 16 and 17 of Exhibit K1.4, the Energy Probe compendium.  At the very bottom of page 16, highlighted in yellow, is account 4235, which is the specific service charges.

Your forecast there -- the revenue growth is 2.9 percent per year over the entire five year horizon.

Now, do I take it that that is basically related to your 3 percent customer growth that you were forecasting originally?

MR. SAVAGE:  Yes, that's the largest factor.

MR. AIKEN:  Then if you go to page 17, which is your updated forecast, again at the bottom -- and I am not looking at 2015; I understand the changes there.  But your forecast beyond that is an increase of one-and-a-half or 1.6 percent.

But you are still forecasting 3 percent customer growth.  My question is:  Why has that revenue growth been cut in half from the methodology you originally used?

MR. SAVAGE:  That was a feature of the model.  When I changed the 3 percent to 1.5 percent, it picked it up for each of the five years.

So the calculation --


MR. AIKEN:  Oh, okay, I understand.

MR. SAVAGE:  Yes.  Now, I did notice it looking at it yesterday, and the incremental change over the five years is about 100k, 100,000 related to that difference between the three and 1.5.

MR. AIKEN:  Now --


MR. SAVAGE:  We can update that.  We don't --


MR. AIKEN:  Yeah.  In account 4225, back at the top of those pages, late payment charges, they were forecast to increase 3.3 percent in each of 2015 through 2019.

I take it this is related to the customer growth of 3 percent per year originally, plus the higher bills due to the increasing cost of electricity.  There's a combination of things working there.

[Witness panel confers]

MR. SAVAGE:  Yeah, I think that's fair.

MR. AIKEN:  In your updated forecast, that 3.3 percent has dropped to 1.8.  Is that for the same reason?

MR. SAVAGE:  Yes.

MR. AIKEN:  Okay.  And one final question on other revenues.  Account 4360 is for the loss on disposition of utility or other property.  And if you look at account 4355, that's for the gains, and you're not showing any gains, but you are showing losses.

Am I correct that under IFRS, you have essentially put those two accounts together, and what you are showing in account 4360 is the net gain and loss?

MR. SAVAGE:  In our forecast, we only have losses and that's based on analysis by project where we sit down with somebody from operations -- for example, if the project relates to replacing a pole line on a particular street, they will tell us, well, that's -- that was 30 years old or that is 25 years old, et cetera.  And we base our calculations on that sort of information.  We just didn't -- because all of these relate to replacements, there isn't any gain, as such.

MR. MARTIN:  They're abandoned assets.

MR. AIKEN:  What about the gain, for example, on fully depreciated vehicles that you are replacing?  Whether it be scrap value or very limited amount.

MR. SAVAGE:  It's not really --


MR. MARTIN:  We did not consider that to be material.  I don't believe we've got that many vehicles to contemplate, and...

MR. AIKEN:  All right.  Moving on to the issue of long-term debt.  And if you go back to Exhibit K1.2, which is the June 23rd update -- which I can no longer find -- there it is.

On page 4 of that exhibit you talk about the updates to interest rates.  Exhibit 5.  It's just a two-line paragraph.  It says on June 17th you completed a term agreement for $15 million, seven years, and interest at 2.71 percent, and that you're updating Exhibit 5 accordingly.

So if you could turn to page 18 of the compendium, this is your update that you provided last week.  And this results in the 4.24 percent weighted debt rate in 2015.  And on line 3, we see this new $15 million loan at 2.71 percent.

The calculation of the interest rate -- or, sorry, of the interest cost of 219,399 appears to be okay.  It assumes $15 million for 197 days in the year.  But when you look at the principal component of that that's included in the $36.9 million total, it appears that you are only using 168 days.

And I've printed out the formula there under column I in line 62 or 63, so my question is, can you go back and review that calculation, make sure it's -- and correct it so that the 4.24 percent will be replaced by the corrected weighted average?  Essentially you have got 197 days of interest and only 168 days of principal in the weighting.

MR. SAVAGE:  Yes, we can correct that.

MR. AIKEN:  Okay.

MS. LEA:  That will be Undertaking J2.12.
UNDERTAKING NO. J2.12:  TO GO BACK AND REVIEW THE CALCULATION AND CORRECT IT SO THAT THE 4.24 percent WILL BE REPLACED BY THE CORRECTED WEIGHTED AVERAGE.

MR. AIKEN:  Now, based on your changes in the capital expenditure -- and Ms. Lea went through that in some detail about how your capital expenditure forecast has changed from your original evidence -- you have reflected that in changes in your need for long-term debt over this period as well.

And what I am really looking at is to understand your proposal for the update of long-term debt over this period.

So for 2015 we have your forecast, and I'm assuming there would be no change in that at this point any more.

MR. SAVAGE:  No.

MR. AIKEN:  Okay.  Then if you flip over to page 19, at this point you're not forecasting any new debt requirements for 2016.  Is that correct?

MR. SAVAGE:  That's correct.

MR. AIKEN:  Okay.  Then for 2017 -- sorry, just to go back to 2016.  When you are in for the annual update, your adjustment mechanism, am I correct that the only thing that would change there would be the 4.77 percent applied to your affiliated debt?

MR. SAVAGE:  Correct.

MR. AIKEN:  Okay.  Then for 2017, again that 4.77 will change based on whatever the Board's number is in November of 2016.

MR. SAVAGE:  Yes.

MR. AIKEN:  Okay.  And then in line 6, in 2017, you're showing new debt of 3.4 million at 4.77 percent.  And if you have actually borrowed that money, before you get a rates decision from the Board for 2017 rates, would that -- both the principal and the rate be replaced with your actual amounts?

MR. SAVAGE:  Yes.

MR. AIKEN:  And if you hadn't, but you were still forecasting that, it would be your forecasted amount at whatever the Board deemed rate is?

MR. SAVAGE:  Correct.

MR. AIKEN:  Going forward?

MR. SAVAGE:  Yes.

MR. AIKEN:  Then in 2018, in that scenario where 2017 was still a forecast, in 2018 that forecast would be replaced with the actual amount and actual rate?

MR. SAVAGE:  That's right.

MR. AIKEN:  Okay.  One more area in the long-term debt area.  The difference between your actual long-term debt and the deemed long-term debt is about 12-to $14 million a year over this five-year period.

Has Oshawa considered bringing its actual level of long-term debt up to be more in line with the deemed amount?

MR. SAVAGE:  Based on this forecast and plan, we do actually get to about 56 percent in 2018 and '19, which, you know, it's not exactly 60 percent, but given that 56 percent will be long-term, and that leaves us short on the short-term amount, but essentially it aligns us with the Board's guidelines.

MR. AIKEN:  Then explain to me, if you look at the bottom of page 19 for 2019, you have a total of $67.3 million in debt, long-term debt.  And when I look at the revenue-requirement work form for 2019, based on your updates, your deemed long-term debt is 81 million.  So you still have that 12- to $14 million difference.

MR. MARTIN:  Yes.  And we do not have plans to borrow to the deemed level, unless it's required for operating our capital purposes.

MR. AIKEN:  Have you done any analysis of adding $12 million of long-term debt at the low rates available today, versus waiting and adding debt at a later time when rates may be returned to more normal levels?  In other words, have you considered de-risking?

MR. MARTIN:  It's not within our policy to speculate on future interest rates.  So we don't see it to be a prudent exercise to borrow money today at 2.71 percent, for example, to put in a bank or in a short-term investment that would produce less money.

So you would have -- we would have incremental interest expense, I suppose hedging against speculating against future rates, which is certainly not something that our Board nor most boards would believe to be appropriate.

MR. AIKEN:  So you have no plans over this five-year term to bring your long debt more in line -- sorry, your actual long-term debt more in line with your deemed long-term debt?

MR. MARTIN:  Not for purposes of speculating on interest rates, or to simply have excess cash in the bank, no.

MR. AIKEN:  If you had that excess cash in the bank, could you reduce your operating line of credit?

MR. MARTIN:  We don't have our -- so we had -- we had used $800,000 of, I think our balance in -- our operating line of credit was 890,000 at the end of 2014.

With the 15 million that we have borrowed, we don't expect to require the operating line of credit again.  So we're not -- we have not -- the operating line of credit really is there for short-term purposes, in the event that we require it until we're able to secure long-term debt facilities, and we don't expect to require to use it, even though we have it as a facility.

MR. AIKEN:  All right.  Madam Chair, that might be a good place to stop.  I have OM&A left.

MR. MONDROW:  Actually, I think Mr. Savage --


MR. SAVAGE:  Sorry, Randy, just to finish off on that, you mentioned the 2019 percentage, and I spoke earlier about us moving to 56 percent.

I'm just wondering if the model you are looking at takes into account -- if it might be missing something, for example, dividends?  So maybe I will get back to you on it, but I don't think we're that far off.

MR. AIKEN:  Well, just to be clear, what I am looking at is, your updated Exhibit 5, which is on page 19 of my compendium, which shows long-term debt of $67,272,008, and I am looking at the revenue requirement work form that was part of your update last week for 2019, that shows on the capitalization/cost of capital under close of discovery an amount of long-term debt -- deemed long-term debt of $80,862,000.

MR. SAVAGE:  Okay.  Okay, thanks.

MS. DUFF:  All right.  It is five o'clock.  Mr. Aiken, do you still believe you have another hour of cross?

MR. AIKEN:  Oh, no.  Maybe half an hour, at most.

MS. DUFF:  That's fine, thank you very much.

MR. AIKEN:  Yes.

MS. DUFF:  Okay.  So we will convene for today.  I think perhaps at an appropriate time tomorrow, we will take stock of the outstanding undertakings, get a sense of the effort involved, and perhaps you can provide some estimates of when you think they could be completed, and then we can plan accordingly from that point.

MR. MONDROW:  I will do that, Madam Chair.

MS. DUFF:  Okay, great.  Thank you very much, panel, and we will see you tomorrow at 9:30.
--- Whereupon the hearing adjourned at 5:00 p.m.
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