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Monday, September 21, 2015
--- On commencing at 9:31 a.m.

MR. MILLAR:  Good morning, everyone.  I think we will get started.  This is the technical conference for Kingston Hydro's 2016 custom IR application, File No. EB-2015-0083.

My name is Michael Millar.  I am counsel for Board Staff, and with me today is Birgit Armstrong from OEB Staff and Mr. Chris Oakley, who we have retained to assist us, us being Board Staff, with the DSP.

A few reminders:  This is a technical conference.  There are no Board members here, so we will have to get by as best we can in the instance where there are any disagreements about the questions and the answers, so we will struggle through as best we can.

Before we get to any preliminary matters, why don't we take appearances?  Could we start with you, Mr. Taylor?
Appearances:


MR. TAYLOR:  Andrew Taylor, counsel for Kingston Hydro.

MR. FRANK:  Hello, this is Andrew Frank, a consultant for Kingston Hydro.

MR. GARNER:  Mark Garner, a consultant for VECC.

MS. GREEY:  Ruth Greey, Consumers Council of Canada.

MR. AIKEN:  Randy Aiken, consultant to Energy Probe Research Foundation.

MR. HARPER:  Bill Harper, consultant for VECC.

MR. MILLAR:  Okay.  Thank you, everyone.

Just a reminder to anyone who may be new, or the witness panel, your green light should be on before you speak.  There is a button beside it, so you need to make sure that is activated.  Even if you think you have a loud voice, we need the mics on so the court reporter can hear, and this is also being webcast, and there may be people listening in.  Mr. Taylor, are there any preliminary matters?

MR. TAYLOR:  No.

MR. MILLAR:  Not seeing from anyone else.  Mr. Taylor, did your panel have any opening comments, or are we getting straight to questions?

MR. TAYLOR:  I think we are ready to go straight to questions.

MR. MILLAR:  Okay.  I think there were some preliminary discussions, and we were going to go through this tab by tab.

Mr. Aiken, you volunteered to go first?

MR. AIKEN:  Yes, I did.

MR. MILLAR:  Thank you.
KINGSTON HYDRO CORPORATION - PANEL 1


Nancy Taylor


Brad Joyce


Randy Murphy


Jim Keech


Jim Miller

EXHIBIT 1 QUESTIONS

Examination by Mr. Aiken:

MR. AIKEN:  So my first question is on the response to 1 Staff 3, and I will also be touching on the response of 3 Energy Probe 15 as I go through this question.

And so my first question on 1 Staff 3 is:  Am I correct that the cumulative revenue deficiency over the 2016 through 2020 period, based on your updated revenue requirement work forms, is about 8.8 million?  You can take that subject to check, if you wish.

MR. MURPHY:  Yes, subject to check.

MR. AIKEN:  Okay.  And then also subject to check, your original cumulative deficiency over the five years was about 6.5 million, again, subject to check?

MR. MURPHY:  Yes, subject to check.

MR. MILLAR:  Mr. Aiken, I'm sorry to interrupt.

Mr. Taylor, I neglected to ask you to introduce the witness panel, and there may be people listening who are curious as to who is here.  So I'm sorry.  I should have done that at the outset.  Could you please introduce your panel?

MR. TAYLOR:  I'm going to let them introduce themselves.  Why don't we start at the end with Nancy?

MS. TAYLOR:  I am Nancy Taylor.  Nancy Taylor.

MR. TAYLOR:  And, Nancy, what is your role with the company?  What is your role with the company?

MS. TAYLOR:  I am vice-president, Kingston Hydro.

MR. JOYCE:  Brad Joyce, director for hydro and business services.

MR. MURPHY:  Randy Murphy, chief financial officer.

MR. KEECH:  Jim Keech, president and CEO, Kingston Hydro.

MR. MILLER:  Jim Miller, director of engineering, Kingston Hydro.

MR. MILLAR:  Okay.  Thank you very much.

I'm sorry to have interrupted, Mr. Aiken.  You can proceed.

MR. AIKEN:  No problem.  Now I know who to ask.

So following up on the numbers, there is an increase of a little over 2 million in the deficiency, and I take it that is driven by the response to 3 Energy Probe 15, which, in attachment 1, shows how the revenues were calculated.

And just to summarize, am I correct that -- this is before we get to the updated revenue -- or updated load forecast, but none of the revenue numbers changed except, instead of adding in the transformer allowance distribution revenues, you subtracted it off now in the corrected version?

MR. MURPHY:  Yes, that's correct.

MR. AIKEN:  Okay.  Then as a follow-up to that, on 3 Energy Probe 15, attachment 1, on the first page, in the third box down, in the second right-hand column, the 227,538, that is now being subtracted off, and before it was being added on.  So that is about a $455,000 swing in the total revenues from the original evidence.

Yet when I look at the revenue requirement work form for 2016, in the tracking form, on line 1, it says:

"Updated evidence, distribution revenue of current rates, rates misstated, see 3 Energy Probe 15."

There, the increase in the deficiency is only about $397,000.  So can you explain to me how this 227,000 times two adjustment works out to be the 397,000 adjustment shown in the revenue requirement work form?

MR. MURPHY:  I don't have the answer to your question at this time.

MR. AIKEN:  Would you undertake -- and I should mention that it is the same thing -- same issue in all of the other four years as well, except that, in '18 through '20, the difference is less.  But '16 and '17, we're out this roughly $60,000.

MR. MURPHY:  So the undertaking is what exactly?

MR. AIKEN:  Would be to explain the reduction -- or, sorry, the increase in deficiencies shown in the 2016 revenue requirement work form, tracking form of 396,764, with the reversal of the signs of the 227,538 shown in attachment 1 of 3 Energy Probe 15.

MR. MURPHY:  Yes, we will undertake to provide that.

MR. AIKEN:  Okay.

MR. MILLAR:  That is JT1.1.
UNDERTAKING NO. JT1.1:  TO EXPLAIN THE INCREASE IN DEFICIENCIES SHOWN IN THE 2016 REVENUE-REQUIREMENT WORK FORM, TRACKING FORM OF 396,764, WITH THE REVERSAL OF THE SIGNS OF THE 227,538 SHOWN IN ATTACHMENT 1 OF 3 ENERGY PROBE 15.

MR. AIKEN:  Okay.  My next question is on the response to 1 Staff 10, and this is your spreadsheet model for benchmarking of Ontario power distributors.  The first question on this is:  Were the benchmarking calculations run using the updated load forecast, and, if not, could you please redo attachment 1 using the updated forecast?

Sorry, when I say "updated forecast," I mean the updated load forecast.

MR. MURPHY:  I believe they were done on the old load forecast, not the updated forecast.

MR. AIKEN:  Okay.  Then will you then undertake to do -- redo attachment 1 using the updated forecast?

MR. MURPHY:  Yes, we can do that.

MR. MILLAR:  JT1.2.
UNDERTAKING NO. JT1.2:  TO REDO ATTACHMENT 1 USING THE UPDATED FORECAST.

MR. AIKEN:  Then the second part of the question is:  Can you also undertake to do a run of attachment 1?  That includes not only the updated load forecast, but also inflation, being the GDP, IPI, FDD and the average weekly earnings that grow at 2 percent rather than 3 percent.

MR. MURPHY:  Yes, we can provide that.

MR. MILLAR:  Mr. Aiken, is that part of the same undertaking, or is that a separate undertaking?

MR. AIKEN:  It could be part of the same undertaking.

MR. MILLAR:  So that is part of JT1.2.

MR. AIKEN:  Then, finally, on the response to part (b) of 1 Staff 10, does that response indicate that Kingston Hydro expects to be in cohort group II in 2019 and 2020?

MR. MURPHY:  So the preliminary analysis that we did with the benchmarking model indicates that.  We haven't done any detailed analysis on the benchmarking model.  These are preliminary results.

MR. AIKEN:  Well, what do you mean by preliminary?

MR. MURPHY:  We didn't have any time to go through and actually analyze the complete metrics of how everything is calculated exactly in this model.  So the results are preliminary.

MR. AIKEN:  So I guess what you're saying is that, if the model is correct, you would expect to be in Cohort II. But you're not able to say at this time that the model is correct, as far as Kingston is concerned?

MR. MURPHY:  I think, over the next few years, we would be looking at the model and trying to get a better understanding of how the model works.  And as we go through the next few years, we would get a better understanding of the model, so we can use this as a tool to help us.

MR. AIKEN:  Okay.  Thank you.  Those are my questions on Exhibit 1.

MR. MILLAR:  Thank you.  Who would like to go next?  Mr. Garner?
Examination by Mr. Garner:

MR. GARNER:  I have very few, so just -- the first question I have is in regard to 1 SEC 14.  There are two tables below there in the response that show interest payable and interest receivable to the City of Kingston.

My simple question is:  They're different interest rates, and I didn't understand why they would be different, why there would be a higher interest rate payable to the city than receivable from the city.  Can you help me with that?

MR. MURPHY:  The loan payable to the city is long-term debt.

MR. GARNER:  I see.

MR. MURPHY:  That has been in existence since we incorporated.  And the interest on our bank balances is our cash balance.

MR. GARNER:  That's what I thought.  So it just has to do with the debts that are associated with those.  Thank you.

My next question is, again, a very simple one, and I'm sure my friend from Energy Probe knows the answer to this, but I will ask you.  It is in regard to 1 Energy Probe 4.  There is -- in here, there is a discussion about the costs regarding the letters of credit with the IESO, and you have a cost of $30,000.

Can you just clarify to me, where does that $30,000 show up?  Does that show up in the OM&A figures or in the capital figures of the utility?

MR. MURPHY:  That cost shows up in OM&A.  It is in the part of regulatory costs in appendix 2M.

MR. GARNER:  Great.  Thank you.

Finally, my last question is on 1 VECC 5.  And I think, in this question, what we are just -- we have asked this for a number of people regarding the surveys.  What we're really trying to get an understanding of is:  Is there a way for the utility at all to understand the accuracy of the survey with respect to customers' belief in how many outages they have and how many outages they actually have?

So when you look at those figures, are you able to do anything to say customers are uninformed or misinformed, or those figures are relatively accurate?

MS. TAYLOR:  At this time, we don't track the reliability statistics in the way that you are asking.  So we do track how many customers are impacted, but not how many -- how frequently.

So I can't tell if you were impacted once, or twice, or three times during the year.  I think the -- what we were advised as a result of the survey was that, if the utility responds quickly and restores power quickly, customers have less memory of having been impacted by an outage.

So I think, as you can see in our reply, there is actually an underreporting of outages, because during the ice storm, we believe at least half of the customers were out of power.  But if you respond quickly and restore their power quickly, they tend to forgive and forget.

MR. GARNER:  Right.  Thank you.  I did notice that, and with some other utilities, we found the opposite.  But also some other utilities have told us that they are working on systems that will, in fact, be able to track by customer, et cetera.

Are you also doing that, or how many customers and how long?

MS. TAYLOR:  I think, over time, we are in the process of implementing an outage management system which we don't currently have.  And with the smart meter data, over time, we eventually will be able to do a better job of tracking it.

MR. GARNER:  Okay.  The outage management system you are introducing, do you know if it does have the capability of doing that type of tracking?  Is that an objective within the time frame of this plan?

MS. TAYLOR:  I am not -- at this time, I am not sure.

MR. GARNER:  Okay.  That's fine.  Thank you.  Those are all of my questions -- thank you, panel -- on Exhibit 1.

MR. MILLAR:  Mr. Shepherd, do you have questions under tab 1?
Examination by Mr. Shepherd:


MR. SHEPHERD:  Yes, I do.  I apologize for being late.  There was actually a truck backing up in front of the parking.

So we will start with 1 Staff 5.  You said you will have a lead/lag study within seven to ten days.  I didn't check.  Is that filed yet?

MR. MURPHY:  No, we have not filed the study.

MR. SHEPHERD:  So that was on September 11 you said it would be seven to ten days.  That's today.  So is it being filed today?

MR. MURPHY:  No, it is not being filed today.

MR. SHEPHERD:  When is it being filed?

MR. MURPHY:  We don't have the study completed yet.

MR. SHEPHERD:  That is non-responsive.  When is it being filed?

MR. MURPHY:  We don't know exactly when it is going to be filed.  We don't have it from our consultant yet.  The response indicated that we planned to file it, and that was our plan.  But we don't have it yet.

MR. SHEPHERD:  Actually, you say it is expected to be filed in seven to ten days, which would have been Friday or today.  So what I want to know is:  Have you asked the consultant when are we going to get it?

MR. MURPHY:  Yes.  And we hope to get it sometime this week.

MR. SHEPHERD:  Can we assume it will be filed in a week from now?

MR. MURPHY:  I can't say exactly when it's going to be filed because we haven't received it yet, and I don't want to state a date when I don't have a date.

MR. SHEPHERD:  All right.  My next question is 1 Staff 6.  You're talking about engagement, and so my sort of higher level question is -- what Board Staff is asking:  How has your engagement been enhanced?

And I take it from your answer that you haven't done anything differently in your current customer engagement.  You have just done a little more of it.  But you were already doing quite a bit of customer engagement before the Board's new interest in it.

MS. TAYLOR:  Yes, that would be true.  We did a lot -- we have already been doing a lot with respect to customer engagement.

I think what we did to enhance engagement during this process was to do more going out to speak with customers one on one and customizing our message around what their interest might be.  So I think that is probably the particular way we enhanced our engagement.

MR. SHEPHERD:  I understand, and that is really what I was going to go to.

On the second page of this interrogatory response, you say you evaluated your customers by type.  Maybe you could just expand on that.

MS. TAYLOR:  So what we did – actually, this was as a result of doing our customer satisfaction survey in 2014 and the advice of Mr. Sid Ridgley from Utility Pulse.  He advised us at that time that we should start thinking of our customers not as a rate class or one big lump of customers, but that we should start thinking of them in terms of their persona.  So -- and by that, I mean hotel owners may have a different interest from a hospital owner or a -- multi-residential units.

So we divided our customers up and sort of tried to group them in areas where they would have common interests and customized our presentation around what we anticipated to be their interest.

We had a bit of a generic presentation, but we also tried to customize it based on what we thought that group of customers would be interested in hearing.

MR. SHEPHERD:  And your -- was that just with business customers, or was that also with residential customers?

MS. TAYLOR:  The business customers are much easier to reach, and I think because it's a big -- it can -- electricity can be a big cost of doing business.  So they are sort of predisposed to be interested in things that might impact rates.

It is much harder to reach out to residential customers, although we did in that case try to segment seniors who might have a different interest than sort of the general population, but it is very difficult to reach the residential customers.

MR. SHEPHERD:  Well, in each case you were mainly going to associations and, like, pre-existing groups of customers that sort of band together; right?

MS. TAYLOR:  Yes, that's correct.

MR. SHEPHERD:  So you could do that with residential as well; right?

MS. TAYLOR:  Yes.

MR. SHEPHERD:  And so you went to seniors?

MS. TAYLOR:  We did at --


MR. SHEPHERD:  I think that's one of the examples.

MS. TAYLOR:  -- the Chamber of Commerce -- the Chamber of Commerce.  We met with the schools.

MR. SHEPHERD:  I'm thinking now residential.

MS. TAYLOR:  Residential?  We went with seniors.  We have attempted to reach out to students, but they're a particularly difficult population, because they don't often pay the bills, and it is not top of their list, so it is hard to reach out to them.

I think to your point, we can probably consider there are a number of different associations, as you say, different ratepayers associations and so on that we can probably tap into in the future.

MR. SHEPHERD:  Okay.  Thank you.  My next question is on 1 Staff 7, and this talks about the feedback you got from customers.  And one of the things it says is expanding service throughout the municipality, which we have heard of before.  It's get rid of Hydro One, please, sort of -- and I think everybody agrees except Hydro One.

So what steps have you taken to actually do that?

MR. KEECH:  So there actually is a response to a question that we provided a fair amount of detail, but just sort of --


MR. SHEPHERD:  I'm looking for the high-level summary.

MR. KEECH:  Yes.  So off the top of my head, we have had numerous discussions formally, informally with our shareholder to make sure that we have support of that, which we continue to do.

We have had numerous conversations with Hydro One and the Minister of Energy over the last, I will say, five years.  It goes back -- it actually goes back longer than that.  It probably goes back to about 2001.

I would say they haven't provided any positive results.  The Minister, at times, will sort of lean that way, but it tends not to go too far.

Currently we are involved with a group of the EDA that are actually looking at putting forward a formal proposal to Hydro One from a number of like-minded distributors.

So it is -- at a very high level, I would say that they're the key points.

MR. SHEPHERD:  Now, Hydro One's IPO was filed on Friday or Thursday, last week, anyway.  Does that make it more difficult or less difficult for you to move in that direction?

MR. KEECH:  I would say it depends who you asked.  We have had -- we had -- we had gotten, I will call them, opinions from some of the industry that it would be best to do it beforehand.  We didn't really find an avenue to do that beforehand, so, I mean, at this point, it will be obviously after the fact.

And, again, these are opinions that there may be as much opportunity later on as what there has been previously.  It is something that we will continue to focus on until, I would say, the door is completely shut.

MR. SHEPHERD:  Now, one of the issues you have right now is that you serve gas customers in the whole city; right?

MR. KEECH:  No.  Our gas -- our gas territory and our electric territory is more or less the same.  I would say it is 90 percent the same.  There is the odd electric customer.  So I don't know how well you know Kingston, but Barriefield Village, that we service electric; we don't service gas.  The electric territory would be a bit larger than the gas.

MR. SHEPHERD:  Oh, okay.  Then my next question is on 1 Staff 8.  You have a comparison of what you would -- of your revenues, and it is actually a comparison of ROE, but it helps by giving a comparison of distribution revenues as filed and on a four-year IRM.

What struck me -- and this is what I want to ask you about -- is the difference between your revenues in the two scenarios is about 3 percent.  And one would have thought, I guess, that 3 percent is a range that you could probably control costs that much and come within fourth-generation IRM.

And I was -- we haven't seen a custom IR plan yet that has that small a difference, so could you help us with why it's not possible to get down that other 3 percent?  You're spending a lot of money to go in a custom IR direction.

[Witness panel confers]

MR. KEECH:  So I am going to respond to that more on the basis as to why we're doing a capital IRM as opposed to the detailed financial question that was requested.

So when we prepared to file this application, we spent a fair amount of time looking at the different avenues that were available to us, and with the capital backlog that I think we have spelled out fairly well in the application, that was also touched upon in our cost-of-service application back a number of years ago, our feeling with the ongoing capital requirements -- and I would phrase the ongoing capital requirements as just day-to-day capital work as opposed to project specific work.  I know there were some questions in that regard.  I think the custom method that we used is most suitable.

And to maintain the financial viability of the business on a go-forward basis, even though, you know, the increases may be not as great as some others, our feeling was that this was by far the best mechanism for us.

MR. SHEPHERD:  I understand that, and I understand why you went the custom IR route as opposed to an ACM, for example.  I get that.

MR. KEECH:  Yes.

MR. SHEPHERD:  What is not clear to me is, in $65 million of revenue, you couldn't find another 2.2 million?  I don't understand why that is not possible.  And why would you spend the time and effort to go this route for such a small benefit?

MR. KEECH:  I think the response is basically just a repeat of what I've said.  It may seem like a small incremental amount of revenue, but our belief is -- and I think it is indicated throughout the application -- we run a very tight business, a very tight shop, and I don't -- I seriously don't think there is that much -- you know, you can call it wiggle room -- for us to find that kind of revenue for the types of projects that we need, hence why we filed this.

MR. SHEPHERD:  See, where I was going with this is that the difference seems, like, too small to warrant a custom IR.  And I'm sure this is going to come up before the Board.

But the bigger impact is your 2020 revenue going into a rebasing is about, give or take, 5 percent higher, 6 percent maybe higher.  And that suggests that it is not really $2.2 million that we're looking at, because this is a permanent increase in your rates going forward for your customers.  Is that fair?

[Witness panel confers]

MR. KEECH:  So the quick answer to that is, yes, it is.  And if we go back to the customer engagement, one of the responses that we got from customers was desire to have a smoothing of the rates as opposed to step-jumps and then small increases in some years.

So that is what we have attempted to do with this application.

MR. SHEPHERD:  So does that mean that in -- for your 2021 rates -- and I'm not trying to put you on the spot.  I am trying to get a sense of where you're going with this -- that, in your 2021 rates, the likely jump-in rates when you apply the cost-of-service basis is going to be lower than would otherwise be the case?

MR. KEECH:  I would say, yes, it should be.  I mean, our understanding in reading through some of the Board material is that is one of the reasons for using a mechanism such as this.

So if we were to do the cost of service now and then a cost of service four or five years later, I would say, at that point, four or five years from now or whatever it is, there would be a larger, possibly much larger, jump in the rates than what we're going to see as we're applying this out today.

MR. SHEPHERD:  Okay.  Thank you.

MR. KEECH:  All things being equal between now and five years from now, of course.

MR. SHEPHERD:  I'm assuming you just said you're not going to ask for a rate increase in 2021.

[Laughter]

MR. KEECH:  No, no, no.

MR. SHEPHERD:  I'm kidding; I'm kidding.

[Laughter]

MR. SHEPHERD:  All right.  My next question is on 1 Staff 14, and the sentence that I want to ask about is the phrase: "Kingston Hydro's application is requesting annual adjustments for many of the risk factors associated with revenues and expenses."

And that sounds like you are saying we're de-risking under custom IR, and my impression of your application was that you're not de-risking any more than fourth-generation IRM.  Is that fair?

MR. MURPHY:  One of the adjustments we've asked for is update in working capital for change in RPP rates, for example, which doesn't happen under the fourth-generation IRM.

MR. SHEPHERD:  Did you give any thought to proposing a change in your ROE because you've reduced your risk?

MR. MURPHY:  No, we did not.

MR. SHEPHERD:  Okay.  Are there any other unusual components that you feel reduce your risk other than the working capital thing reduces your risk lower than you would have under fourth-generation IRM?

I mean, obviously the capital plan is one, I get that.  But that is separate.

MR. MURPHY:  I think one of the other adjustments we have asked for is the depreciation, which is related to capital.  So our depreciation would increase over the five years more than under -- than what we are receiving in rates under a fourth-generation IRM.

So there are a number of factors that, under the custom IR, would help us manage the costs going forward over the next four years.

MR. SHEPHERD:  And the depreciation, in fact, has two components; right?  It tracks your capital spending, which, fourth generation, it doesn't.  But also it adjusts for the half-year rule for your rebasing year; right?

MR. MURPHY:  Yes.

MR. SHEPHERD:  Thanks.

My next question is 1 Staff 16, and I'm looking at the second page of the answer.  And you note correctly that your OM&A per customer has increased 1.5 percent per year over the last four years, and your cohort annual average -- now, that is your group III cohort, or which cohort are we talking about here?

MR. MURPHY:  That would be group III.

MR. SHEPHERD:  Group III is 5.8 percent.  Have you identified why that is the case?  Why is your OM&A increasing at a lower rate than theirs?

MR. MURPHY:  We don't have the answer to that question.  We don't know why other utilities have costs that are increasing and the reasons for that.

MR. SHEPHERD:  Well, I am asking.  Don't you want to know why?  Like, for example, if the difference is an accounting difference, wouldn't you want to know that?

MR. MURPHY:  We haven't really spent any time looking at the reasons for other utilities' costs increasing.  We've looked at our own costs and how best to control our own costs.

MR. SHEPHERD:  Well, okay.  And the reason why I ask the question is because, you know, you use benchmarking as a measurement of success.  That is one way you do it, and I know you do that internally, I'm sure, as well, personal performance and stuff like that.

But you also use benchmarking as a way of determining how you can be better, and it sounds you're not doing the latter right now.  You are not looking at differences and saying, "Why is this difference happening?  Is it good or bad for us?  Could we be doing something differently, or are we risking something that is going to happen in the future because it has happened to them, but it hasn't happened to us yet, things like that?"  Are you asking those questions?

MR. KEECH:  So we are aware -- somewhat aware as to how we compare to others, without a doubt.  I think if our results – well, I will say we're opposite.  You have indicated that our results look good.  If our results didn't look good, I would say that we would be looking into them to try and determine what it is that we're not doing or we're doing improperly that is putting us above the average.  But since they're coming out as well as they are, I would say that we look at it positively, and we haven't spent time analyzing why others aren't that way.

MR. SHEPHERD:  All right.  Thanks.

My next question is on 1 Staff 17.  The question asks you about the increase in your cost per kilometre of line, which is about, what, 25 percent, right, over the five years?

MR. MURPHY:  Subject to check.

MR. SHEPHERD:  So have you done any analysis as to whether that is okay or not?  I mean, 25 percent seems like a lot for an increase in cost per kilometre of line, doesn't it?

MR. MURPHY:  We haven't done any analysis on the metric cost per kilometre of line.

MR. SHEPHERD:  Okay.  And I'm asking why not.

MR. MURPHY:  Just timing.

MR. SHEPHERD:  Okay.  Thanks.

My next question is -- I have to find what this reference actually is.  This is in your materials that you presented to your board, but on my copy, they're not numbered.

It's rate impacts, but there don't appear to be numbers on the pages.  The presentation is 2014 Customer Satisfaction Survey, or maybe that is just a page in the presentation.  No, I think that is -- do you have any idea where I am?

I have no way of referring to it, because I don't see any numbers on the pages.  It is attachment 3 to 1-CCC-2 and it's the sixth-last page.

Attachment 3, go right to the end, and the sixth-last page.  I will tell you when to stop.  There, stop.  One back.

So these presentations have rate impacts for each year of the plan; right?  And it's not just residential.  It is all of them; right?  These aren't what you ended up with; right?

MS. TAYLOR:  That's correct.

MR. SHEPHERD:  So do we have anywhere in the evidence an explanation of what happened between what you presented to your board of directors and what you filed in the application in terms of rate impacts?

MR. MURPHY:  No.  There's nowhere in the evidence where we have that.

MR. SHEPHERD:  Okay.  So what I am going to ask you to do is I'm going to ask you to give us an undertaking to take the rate impacts you showed your board and the rate impacts in the application, just compare them and give us a brief explanation of what changed to cause the changes in the rate impacts.

MR. MURPHY:  So just going from memory, and maybe to avoid some work after the fact, the main difference between the numbers here, 2017 to 2020, is our inflation up -- OM&A inflation impacts that we had preliminarily were based on 3 percent, and the ones going out 2017 to 2020 are based on 2 percent.  So that would -- that's the majority of the difference.

MR. SHEPHERD:  Is that the majority of the difference?

MR. MURPHY:  Yes, it is.

MR. SHEPHERD:  For all classes?

MR. MURPHY:  Yes, it is.

MR. SHEPHERD:  All right.  All right.  That's enough, then.

Then my last question on Exhibit 1, I think, unless I think of something later, is -- again, I'm going to have to figure out what the reference is.  Just one sec.

It is attachment 5, the eleventh page.  1-CCC-2, attachment 5, the eleventh page.  There you go.  All right.  So that is what I am asking questions about.

So this is your explanation of how you've changed your asset management process; right?  And we heard in your presentation, your public presentation, a discussion of this too briefly, and I asked you a question then about it.  I am still not clear on what has happened, because you had this top-down approach.  Probably you were the only ones in the province that had a top-down approach.  And you've now moved to something that is not a top-down approach.

Maybe you could just give us an explanation as to what this change is, and you can use this as the basis of it, if you want.

MR. MILLER:  In response, yes.  In the previous application, it was more of a top-down approach largely due to the fact that, at that time, the information we had regarding the assets and undertaking formal condition assessment work and those types of activities that allow us to understand the assets better, that information wasn't available at that time.

But in the intervening four years coming up to this application, we have done a fair amount of work over those four years to collect information, understand the assets better, undertake more formalized asset condition work, and understand what the needs of those assets are.

So you are starting to see now a blend of both bottom-up, which is the detail around those assets and what needs to be done to those assets, but also considering some of the top-down.  So, in this case, we're not abandoning one for the other.  It is a blend of both.

MR. SHEPHERD:  So my understanding the last time around was that you're -- and particularly also in your ICM application, I think you said that there as well -- that your top-down approach was largely because your shareholder basically said, "Look, this is how much we think our residents can accept in spend and rate impact, and we don't want you to do more."

It was not really about what do the assets need; it is what can the ratepayers accept.  Am I wrong?  Is that incorrect?

MR. KEECH:  Sometimes it is on; sometimes it's not.  So you're maybe 75 percent correct in that analysis.

When I say that, it's -- I think the shareholder definitely has that concern, city council.

MR. SHEPHERD:  Sure.

MR. KEECH:  But I would say it was also, from some of the comments that were made earlier with our discussions with customers and the different customer groups that we have in Kingston, making sure that the rates are at a level that they can afford to continue to survive.

So, yes, the last time around, it was very, very much top-down driven.  I think, with this application, the top-down is still extremely important.  And maybe we have downplayed that a little bit, and I know that was one of the questions that were asked in Kingston.

So the top-down is still important, that we are still concerned about the affordability of our rates for residents in Kingston, and that continues to be a driver.

But one of the things that we have done as well in trying to get between the top-down and the bottom-up approach, as Mr. Miller indicated, since the last application, we have spent a significant amount of time and work on Distribution System Plan asset management so that we know, when we're doing the bottom-up, it is the proper projects to help us get to where the top-down will take us to.

MR. SHEPHERD:  I guess my impression of your Distribution System Plan and this application, in fact, was that you're not planning on a general basis to start spending more in capital; that the level of capital spending that you've been spending in the past continues to be the level that you are comfortable with.

MR. KEECH:  More or less.  I mean, to take that a bit further, if the top-down approach allowed us, you know, another $2 million a year to do projects, I think it would be very easy to build that up from the bottom.  So it is still a significant factor, and it varies a bit.

But as I said earlier, one of the things we're trying to do is keep it relatively consistent, and, yes, it hasn't gone up, you know, in a major way from where it was.  The overall spending, I'm talking about.

MR. SHEPHERD:  Thank you.  Those are my questions.

MR. MILLAR:  Thank you, Mr. Shepherd.

Ms. Greey, did you have questions on this topic?
Examination by Ms. Greey:

MS. GREEY:  Yes, just a couple of questions.

One is just to expand on what Jay was just talking about, and this is response to CCC at No. 3, and it was asking about the budgetary process.  And my question was how rate impacts -- were they considered -- you don't have any formal documentation, but were they considered?

And from what Mr. Keech just said, you just mentioned that, from the top, you do look at affordability of rates from the top-down.  Can you explain a little bit exactly how you do consider rate impacts when you're doing your budgetary process and, when you are explaining to staff who are developing these budgets, how rate impacts are considered?

[Witness panel confers]

MR. KEECH:  If I don't exactly answer your question, if you'd repeat it, because I think I heard it properly.  So one of the early things that we look at when we're preparing the budget or this application is the amount of capital that we have spent in the past, and then what can we possibly increase that to with relatively minimal rate impacts to our customers.

So, you know, they're one of the very first conversations that we have between myself, the finance staff, and the engineering and operations staff looking at, sort of, is there -- I am speaking just capital here -- is there a bit of an envelope that we can increase the spending from what we had in the past years?  And then it goes into more detail as to how do we want to utilize that additional envelope.

MS. GREEY:  Okay.  And on the OM&A side, do you also, when you're developing the budgets for the OM&A?

MR. KEECH:  Yes.  We do the very same thing.  And one of the things that we are looking at -- and, you know, that was communicated to the customers during the outreach -- is OM&A costs going forward for a number of years below the inflation rate.

MS. GREEY:  Thank you.  My other question is related to CCC 18, and it's related to a statement that was made on page 14 of Exhibit 1, tab 2, Schedule 1, about smart grid implementation.

I am just a little confused because it is stated there it was to facilitate distributed generation and storage of electricity.  But then, in your response, you say you haven't identified any projects in those areas.

Maybe just a different explanation, or an explanation on your smart grid implementation, which if you want to wait for another panel or another section, that was just where it was stated in the evidence.

MR. MILLER:  I think I can respond right now.  In terms of the smart grid, there are a couple of components.  So in terms of sort of specific projects, there can be those that are customer driven and may have implications for us from an expenditure side on the capital.  Those have not been identified coming up in the forecast period.

If you consider things like motorized -- 44 kV motorized switches as being enabling of smart grid, there are some projects in our capital forecast that would involve that type of issue.

But relative to sort of more direct capital expenditures, either customer driven or otherwise, no, there have been none forecasted.

We do, however, tend to work with our customers, and often these things involve activities that either are below the materiality threshold, or they are more of a facilitative arrangements with customers to enable them to connect and undertake some projects, whether it is generation or otherwise.

MS. GREEY:  Okay.  Thank you.  I think that covers it.  Thank you.  Those are my questions.

MR. MILLAR:  Ms. Armstrong?
Examination by Ms. Armstrong:

MS. ARMSTRONG:  Okay.  I am just having a few questions just to follow up on Mr. Shepherd's questioning.

Staff -- 1 Staff 7, where you talk about the customer engagement, what I was wondering -- and we've already discussed it a bit, but what I was wondering is:  Have you any specific projects that were done or not done as a result of feedback you received from customers?  In particular, I'm looking at the substation rebuild and what was communicated to customers and what came back.  And do you have a feeling that customers understood the financial implications of that project?

MS. TAYLOR:  Yes.  We talked to customers about some of the specific capital projects that were in the Distribution System Plan, and I don't think customers generally feel qualified to give us specific feedback on what we should or shouldn't be doing.  That's because of the technical nature of it.

MS. ARMSTRONG:  I'm sorry.  I'm not sure the mic is on.

MS. TAYLOR:  Okay.  Can you hear me now?

MS. ARMSTRONG:  Yes.

MS. TAYLOR:  Okay.  So when we did our customer engagement, we did talk about some of the specific projects, including the No. 11 substation rebuild.

In discussing it with customers, my feeling is that most customers, including the more sophisticated business customers, don't feel qualified to give us input on what we should or should not do from a technical perspective.

But I would say it would be fair to say, for the No. 1 substation rebuild, that simply the vintage of that substation, most customers could understand the need for doing something to upgrade that substation.

And, also, since it's very, very important to our downtown core and the businesses that are in the downtown, for that reason also it was seen as an important project to start to address.

And when we met with customers, we also talked about how, overall, it is in the order of a $15 million project.  But we understand that we can't impact the customers to that extent all in one rate application.  So I believe something in the order of 3 million is included in the current five-year plan.

And there were some actually questions about weren't we assuming some risk by not doing it faster, and the answer, of course, is, yes, we are assuming some risk.  We believe it to be manageable, and that was sort of the nature of the discussion.

MS. ARMSTRONG:  Okay.  Thank you.

In Staff 8, you are talking about the capital expenditure to depreciation ratio being just over two.  You have chosen the custom IR in order to deal with some of your capital needs.  Where do you expect that ratio to be at the end of the five years?

MR. MURPHY:  So on the screen we have the answer to 1 Staff 8, part (c), which has the table, and you can see that our depreciation in 2020 is estimated to be 2.24 million.  And if I remember correctly, our capital expenditures for 2020 is approximately 4.3 million.

MS. ARMSTRONG:  So the answer is there is no change in that ratio?

MR. MURPHY:  Very little change, I believe.

MR. SHEPHERD:  Do you mind if I ask a follow-up on that?

MS. ARMSTRONG:  Sure.

MR. SHEPHERD:  Is there a point in which that comes down in the future?  The reason I ask is you can't really continue at two times depreciation and not end up with a very, very new system.  It's just mathematically not possible.  So at what point do you start to get it down?

[Witness panel confers]


MR. KEECH:  I will give a high-level answer; if you want to probe a little bit more, feel free to do so.

So it's been identified that we have the substation No. 1 issue, which is going to really hit us sort of five years out.  We're doing some planning for that.

I think, once we get that taken care of, I think you will see the ongoing capital expenditures much closer to depreciation.

So we're sitting here today talking about five years from now.  I would say, 10 years out, it will be levelled out, or maybe a bit before that.

MR. SHEPHERD:  Thank you.

MR. KEECH:  That is kind of our best guess at this point.

MR. SHEPHERD:  Thanks.

MS. ARMSTRONG:  And then Staff 8 as well as Staff 9, and we talked a little bit about your ROE, where you expect it to be, and why you filed the custom IR.

I'm wondering if you have given any consideration of any earnings sharing mechanisms in case of overearning.

MR. MURPHY:  We're certainly aware that earnings sharing mechanisms are -- were part of other proceedings. But as far as our application that's on the record at this point, we don't have that proposal in our application.

MS. ARMSTRONG:  Okay.  Thanks.  Then the last thing was just a reminder, if you do another update to bill impact calculations, to take out the Ontario Clean Energy Benefit for the appropriate years.  Thank you.

MR. MILLAR:  Okay.  Anything else under Exhibit 1?  Hearing nothing, we will move to Exhibit 2.  I think Staff will start on this one, and turn it over to Mr. Oakley.
EXHIBIT 2 QUESTIONS
Examination by Mr. Oakley:

MR. OAKLEY:  Good morning.  I'm Chris Oakley with Midgard Consulting, and I'm assisting Staff with the DSP as a technical consultant.  If we could turn to 2 Staff 21 first, I have a few questions on (a), that are in response to (a).

You state that the 2011 budget was increased due to a refunded capital contribution that Kingston Hydro received from Hydro One for the Gardiner TS expansion project.  Can you explain why that would increase the 2011 capital budget?

MR. MURPHY:  As part of our last proceeding, 2011 cost-of-service rate application that was identified.  And during that process, we identified that that refund was going to be coming in, and then we -- the Board -- and then the Board, then, in its decision allocated that the increase in the capital for that year.

MR. OAKLEY:  Okay.  Because there was room available, effectively, is what that -- so that reflects the top-down approach that you have to DSP prior to this?

MR. MURPHY:  Yes.

MR. OAKLEY:  Okay.  Thanks.

You mentioned that capital expenditures in 2011 were higher than average due to circuit breaker upgrades at Substation No. 3 and Substation No. 11, and much of this work was contracted.  Were those budgeted, or were they ad hoc due to emergent issues?

[Witness panel confers]

MR. MILLER:  The work at those two substations was planned.  However, the work became planned because of the difficulties and issues that we were having at those stations at the time.

MR. OAKLEY:  Okay.  Thank you.  On the same response, the capital budget for 2012 was reduced due to the approved IRM amount of 3,500,000.  The 2012 budget had to be reduced to maintain acceptable debt-to-equity ratios.  Can you describe how the projects were selected for deferral to achieve that outcome?

MR. MILLER:  Generally speaking, when we run into an issue like that, we go through a process of evaluating what the risk is to defer the projects.  Now, admittedly, at this point without checking I can't recall the specific projects that got deferred at the time.  But we do have a process that we go through to evaluate risk and whether or not we can manage and/or mitigate the risk associated with the projects that get deferred as a result of other projects coming in.

MR. OAKLEY:  Okay.  Thanks.  So it's sort of a forced prioritization; is what you're saying?

MR. MILLER:  In a situation like that, where there are emergencies or priorities that shift, then you're quite correct.  It becomes more of a forced prioritization process.  However, we do go through that process of risk mitigation to understand what the implications are of the deferred projects.

MR. OAKLEY:  Thank you.

Finally, on the -- at the end of that response, they're saying, generally, speaking the historic annual average spending from 2010 to 2014 was approximately 4.6 million, and the forecast annual average spending for 2015 to 2020 is approximately 4.2 million.  What has changed to enable Kingston Hydro to forecast an average spending reduction of almost 10 percent per year during the test period?  And the second part to that:  Is this pattern expected to change in the subsequent five-year test period?

[Witness panel confers]

MR. MILLER:  So I think, in response to the first part of your question, in reality, it is the process that we've gone through to develop this particular capital program, the DSP in particular, and we've talked earlier about the bottom-up and top-down process.  We've spoken around the issue of understanding our assets and more detailed information around our assets that we have done over the last four years, master planning exercises, those types of things.  So that has enabled us to bring forward what we believe is an appropriate program for the next five years.

And I think that's -- the result of that is an average spend of around 4.2.

MR. OAKLEY:  And, again, for the second part of the question, is that a trend you can see continuing for the subsequent five-year period, or is there going to be a catch-up required, or if you could...

MR. KEECH:  The second part of your question, I think the response is similar to the one that I just gave.  I think if we look out past the current five years that we're talking about, once we get through the No. 1 substation issue, which everybody is well aware of, we see the capital spending coming down to the depreciation level at that point in time.

MR. OAKLEY:  Thank you.

Moving to response (b), there are two different numbers provided here, and this may have just been my misreading of it.  But could you relate the 4.4 million and 4.3 million in response (b) to the numbers in response (a)?

MR. MILLER:  I believe the difference is based on the averaging.  I think the first number was based on the 2015 to 2020, and I think the second is based on the 2016 to 2020.

MR. OAKLEY:  I think I am still confused.  So the 4.4 million is based on a different period of averaging than the 4.6 million for 2010-2014?

MR. MILLER:  Without checking in more detail, the response on (b) indicates the Kingston Hydro developed a 2016 to 2020, and, therefore the average would have been based on those four years, whereas I believe the number above in (a) refers to 2015 to 2020.

MR. OAKLEY:  Right.  That is the 4.2 million to 4.3 million.

MR. MILLER:  Correct.

MR. OAKLEY:  I'm wondering about 2010 to 2014 was approximately 4.6 million and then historical average of 4.4 million.  And it just may just be the period is different for these.  I just wanted to clarify it.

MR. MILLER:  I would have to check, just to confirm that.

MR. OAKLEY:  Thank you.

MR. MILLAR:  That's JT1.3.
UNDERTAKING NO. JT1.3:  TO CLARIFY MR. OAKLEY'S QUERY ABOUT WHETHER 2010 TO 2014 WAS APPROXIMATELY 4.6-MILLION, AND THEN HISTORICAL AVERAGE OF 4.4-MILLION, AND TO CLARIFY WHETHER IT JUST MAY JUST BE THE PERIOD IS DIFFERENT FOR THESE

MR. OAKLEY:  Okay.  Moving to 2 Staff 22.  This is the annual deteriorated overhead infrastructure replacement program.  Response (b) -- pardon me while I scroll down to this.  In the middle paragraph -- or the final paragraph of (b), you say:

"In order to quantify annual savings due to pole life maximization, Kingston Hydro would have to compare its maximized life program to non-maximized life program.  Kingston Hydro does not have a plan or budget for a non-maximized life program for the reasons set out in the preceding paragraph.  If Board Staff could propose a methodology to respond to this interrogatory, Kingston Hydro would appreciate it."

And so to try and help clarify this a bit, I guess I could direct you to Exhibit 2, tab 2, Schedule 1, DSP 5.2.1(b) on page 14.  Did you get that?

MR. TAYLOR:  Give him a chance to get it.

MR. OAKLEY:  Oh, sorry.  Do you want that reference again?  Sorry, I speeded up pretty quickly.  It is page 14 of the DSP, 5.2.1(b).  And in that citation, Kingston Hydro states that the first source of savings is pole life maximization.

So I guess my question is:  You've defined pole life maximization as being a source of savings, and then when the question is asked about it, you say, "Well, what else would we do?  Of course we maximize pole life."

And really we are just trying to understand.  If they're savings, they're savings.  If this is business as usual, then there is no savings.  It is just this is business as usual, or we have no alternative way of doing this thing.

So if you've listed it as a savings, I assume there is a program or some way to quantify that there, in fact, are savings.  It was not intended to be some kind of a weird question.  It was really just to clarify how do you achieve that; how do you account for it.  What are you doing that isn't what everybody does?

[Witness panel confers]

MR. MILLER:  I think, in response to the question, the notion of savings is obviously, I think, around the issue of maximizing the life of the pole.  In most cases, you obviously do not want to prematurely replace the pole if it still has life, and, therefore, you are spending resources on an asset that may or may not be required to be replaced.

The savings are hard to quantify, and I would have to say we don't necessarily have a program that quantifies those savings other than to say we achieve the maximized life out of those poles and replace them when they are due to be replaced, when they reached the end of useful life.

MR. OAKLEY:  Okay.  Thanks.  I think that does mean that, more or less, you do what utilities do, which is you don't retire your poles before you need to.  And that's fine.

I would maybe quibble with that being a cost of savings.  I think that is just what utilities do.  You tend to operate poles until they need to be replaced, and you can't really categorize that by, you know, they have reached useful life as accounted, because I've certainly operated poles that are 100 years old, and they were just fine, and others that had to be replaced in a much shorter period.  So I get that.  But I think this is -- again I would quibble with it being a source of savings.  I think it is fine.  It's good utility practice.

I guess moving along to response (c):

"Kingston Hydro does not currently use active intervention treatment to extend pole lives."

And then you describe that you do pole testing.

So that's fair.  I guess that is what the initial question was asking is:  Do you have an active program to stepped pole life or some mechanism to maximize?

I think what you have described is a run-to-fail or replace when you see it needs to be replaced.  In other words, it may not have failed, but it will fail soon, and there is a risk to the system.

So please just confirm that that is what we're really talking about here is a typical run-to-fail or a replace-when-necessary sort of an approach.

MR. MILLER:  Yes, I can confirm that.

MR. OAKLEY:  Thanks.

Moving to question (d), or response (d), I should say, you sort of answered -- I think with the caveat you answered the question, which is you've got obviously different sort of poles, and they have different duties, and, of course, finding an average pole cost is based upon averaging all of these different sort of poles in different locations.  So it is understood that that is not exactly a homogenous group.

But your average installation cost is $14,500 per pole.  That seems high.  And I'm just wondering if you've benchmarked that against other utilities in a similar situation to Kingston Hydro.

[Witness panel confers]

MR. MILLER:  I think, in response to your question, it was an area that we did look at.  However, there are a number of factors, I think, as we've pointed out in the response, associated with poles that it becomes exceedingly difficult to try to benchmark against any other utilities.

Case in point:  Kingston, in that area, is known for significant rock.  Many poles have to be drilled in order to be able to get them into a proper base.  That is simply a fact of geology in the area, which drives costs differently.

I think, as we pointed out, there are a number of issues in different types of poles, different types of locations.  It becomes extremely difficult to benchmark against any other LDC.

MR. OAKLEY:  Thank you.

MS. ARMSTRONG:  Just to follow up on the poles before we leave the pole question, you corrected the question saying that the spending going forward is quite similar to the historic spending.  I believe it is 1.2 historically, and going forward, it is a $1.3 million project.

I just wanted to confirm that it is basically business as usual, and there is really not much of a difference in the pole program going forward compared to what you've done historically.

MR. MILLER:  Basically, yes, that's correct.  There is, as I think I pointed out in the IR, there is a small increase between the past four years and the four years going forward.

MS. ARMSTRONG:  What is that increase due to?

MR. MILLER:  Due primarily to the need to continue to undertake pole work, and, in particular, we have a number of backyard installations that are requiring work coming forward over this four-year period.

MR. OAKLEY:  I will try and speak more slowly.  I understand the court reporter is having a hard time keeping up with me, so I will state these a bit more slowly.

Going to response (g), at the bottom of that response you say:

"Given the fact that annual spending will be tripled depreciation, rate base will increase by 4 million over the IRM period, which will make it difficult for Kingston Hydro to earn a fair return on equity under the price cap IR approach."

And I guess a little bit of background information:  If I look on the Exhibit 2, tab 2, Schedule 1, DSP 5.3.2(c) -- and that is on pages 87 and 88 -- we have a listing of different pole vintages and condition assessments, and we've got about 4,485 cedar poles.  Roughly 8 percent are in very poor condition.  I guess, just doing some rough math, that is about 350 poles.  And 10 percent are in poor condition; that is about 450.

Pine poles, you've got 1,558 total with about 20 percent in very poor or poor condition, so about 300 more poles.  That is about 650 in very poor condition and 1,100 in very poor or poor condition.

I guess, just to clarify, when these assessments are being done, this would tend to indicate that, you know, that the system is at some risk and yet the -- you're talking about replacing, I think, about 100 poles a year right now.

I'm not proposing that you go rapidly out there and replace all of the other poles.  I'm just trying to understand the relationship between these very poor and poor categorizations and what really, really needs to be done.

Again, I've got some experience operating extremely old poles, and they didn't look pretty certainly, but they could be operated for 100 years.  And I just want to be sure that there is isn't, sort of, a lurking ramp-up in the rate of these poles replacements out in the future due to the approach chosen.  Or is it merely that the categorizations are fairly aggressive as far as the condition of the poles?

MR. MILLER:  I think, you know, you're obviously referring to the work Kinectrics has done in relation to the condition of the poles.  I think your reference to the fact that simply because a pole is old does not mean that the pole needs to be replaced, and I think we have indicated that is certainly in the evidence, that what really drives the issue of replacement of poles is whether or not the asset has, in fact, actually reached its end-of-life and is presenting a risk to the system.

The program that we have relative to pole replacement is an appropriate -- is an appropriate program based on a number of issues that we have to contend with.

Going forward in the future, we are aware of the various poles that we have, and again, the process of going through and selecting the projects is based on risk evaluation and risk mitigation, and we're certainly comfortable with that.

Do we see a ramping up?  I mean, at this point, I don't necessarily see a ramping up unless we have some catastrophic failures, and we're not anticipating any.

The long-term, obviously, is the perspective that we're taking with respect to pole replacement, and we believe that is going to be manageable over the long-term.

MR. OAKLEY:  Thank you.

Okay.  Moving to 25 -- it's 2 Staff 25.  This will be, I think, the first of the discussions about Substation No. 1 rebuild.  If we could go to response (d).

So if I could read this response:

"There are several reasons why greenfield investment was not chosen.  First, the magnitude of the investment to rebuild Substation No. 1 relative to the total annual capital budget is significant, and rebuilding on the existing site is clearly the best way to pace investments."

So I guess my follow-up question to that -- and I actually have a few of these -- is -- the first is:  Is Kingston Hydro confident that the overall cost to execute the proposed extensive refurbishment of Substation No. 1 in situ, including the non-requirement for seismic and structural building upgrades, can be managed with the same level of cost confidence that could be achieved under a firm EPC contract or similar sort of an approach to construct a new substation adjacent to the existing site?

And I am really drawing upon this based on, again, personal experience with renovation projects which never quite work out the way you think they will when you crack the walls open.  I just see a level of risk there that would not be typical of building on a new site.

If we call that a greenfield site -- please, pardon me.  I understand that there are lots nearby that aren't really greenfield, but they're open lots which could be possibly suitable for building.  So when I say "greenfield", that is what my reference would mean.

MR. MILLER:  If I may in response, you mentioned EPC, and I am not familiar with what that term means.

MR. OAKLEY:  Oh, sorry.  It is shorthand for engineer procure construct, or full wrap, or, you know, like assigning a project to a builder to just go build.  You do the design.  You -- or the preliminary design, scope the project out, and then go for bids to find the builder who can build it for the lowest cost.  Sorry.

MR. MILLER:  Okay.  I think, in response, there are obviously a couple of parts that you have raised.  Perhaps I will deal with the, quote, the greenfield issue first.

I think, as you can appreciate, sub 1 has a number of major feeders that are coming in and leaving the station.  Shifting the location of sub 1 to another site will trigger additional costs that are not currently in the budget to try to address a new site.

Secondly, if you are familiar with the Kingston area, the vicinity in and around sub 1 is classified as a brownfield, and so there are potential environmental issues with the subsoil.  A new site would trigger excavation and may trigger unknown costs associated with dealing with environmental issues.

I think third is, frankly, just the availability of land.  While you may drive that area and observe some vacant lots, many of those parcels are already either spoken for or are in the process of being committed to other development.  So the actual availability of land is not perhaps as evident if you simply go and see those sites.

A greenfield site was considered early on in the planning but, for all of those reasons that I have just mentioned, was dismissed as being a viable option.

To your comment around the issues of renovating an existing building, I can appreciate the comment.  We have done lots of other renovation work within the utilities.  Sub 1, in particular, we have identified some concerns or issues around seismic, as you mentioned, and structural.  We are undertaking the required necessary studies to make sure that we understand what those issues are.  I mean, at this point in time, based on our work to date, I believe we're relatively comfortable with where we are with respect to the budget overall.

MR. OAKLEY:  Thank you.

A next question to that same response, though.  Once Kingston Hydro embarks on the Substation No. 1 rehabilitation project as presently planned, will it be committed to proceeding with the proposed in situ rehabilitation, which I guess is A-2, with the -- even if problems are uncovered through the construction process that significantly increase the estimated project costs?

And I guess, in other words, is there a risk that post-2020 costs may end up being materially higher than presently anticipated?

[Witness panel confers]

MR. MILLER:  I think, in response -- I mean, I can't  -- I can't confirm that there is absolutely no risk.  There is obviously some risk when you undertake this type of work.

Again, I would reiterate, I think our planning and the process that we have laid out relative to the work, we are trying to undertake our due diligence, but, again, I think the alternative to, for example, trying to move to a greenfield site is, frankly, more costly than what we're proposing here.

MR. OAKLEY:  Thanks.  Is there an exit ramp?  Do you have, you know -- let's say you start getting into the building, and, again, from personal experience, sometimes you open the walls up, and you realize this is going to be really bad.  And I've seen projects go twice their estimated cost in this sort of a situation.  I'm not suggesting this one would do that, but is there an exit ramp where you say, "Okay, well, we pull the pin now.  We're going to do something different because this is just going to be extraordinary"?

MR. MILLER:  Again, I think I need to come back to the work that is being proposed.  And I appreciate your comments about, you know, when you expose walls, you sometimes find different things.

But the reality of most of the majority of this work is electric work.  The issues around seismic obviously will require potentially some additional structural work to be undertaken, same thing, for example, with the loadings on the floor.  But we're not talking about removing exterior walls.  We're not talking about taking the roof off.  It is not that type of structural work that is required to be undertaken in the building.

And, again, we have identified that we do need to undertake those engineering assessments, and some of those are underway right now.  And, again, I think we feel confident in terms of where we're headed, but I simply can't confirm that there is absolutely no risk.  There is going to be some.

MR. OAKLEY:  Yes.  Sure.  Thank you.

But is there an exit ramp?  In other words, if the Board says, "Fine, this is a good approach," and you find that there is a very big difficulty -- I'm not supposing that I actually understand what it might be right now -- is there a way to reset and proceed in a different course, or will you be absolutely committed to A2 as presently planned?

MR. KEECH:  So the short answer to that question is, at this point, there is no exit ramp.  We, I think -- I just want to add a little bit to one of Jim's comments and address one of the questions you asked earlier.

At this point, we have done a fair amount of due diligence.  We're not that concerned, although very aware that, when you deal with old buildings and an old city, this could happen.  But I think we have done enough due diligence that we're not overly concerned.

If something like that were to come up, we would obviously stop the process and go back and look at, you know, a number of different ways of doing it and possibly develop an exit, but that is not the case at this point.

I just, I want to add a little bit to the greenfields comment, if I could -- or brownfields or whatever -- surface parking lots that exist that you may have seen when you are in Kingston.

And I'm adding to this because I've been involved with this project much longer than anybody around the table here has, and I think I made the comment to some of you who were in Kingston.  I have been here 33 years.  When I started, there were plans to rebuild No. 1 substation, but just with costs, whatnot, it has been put off; plus the fact that the redundancy in the station has allowed us to mitigate the risk up until this point.  It is just, at this point, we don't feel we can continue that, you know, much longer on a go-forward basis.

I have talked to the City of Kingston.  I have talked to developers.  I have talked to landholders that hold all the properties around there to see if there is something that we could do when they develop the properties, and there just -- there is no interest in doing that.

So we -- I don't want you, the Board, thinking that we have just chosen to proceed on this path without sort of unturning -- looking under every stone.  We have done a fair amount of that work for a number of years and, unfortunately, those opportunities do not exist with this site.

You know, that area of Kingston is looking at a significant redevelopment over the next 10 years, and, you know, property -- people that hold the property there see it as a huge value.

As a matter of fact, there's been a lot of pressure for us to basically get out of the station.  But my response to that is you have to give us someplace else to go in the vicinity of that, and hoping that maybe we could achieve something like that, and there has been no interest.  So we have extensively looked into the greenfields options for that station.

MR. OAKLEY:  Thank you.  I guess, further to that, and not to flog this dead horse any longer much, but I would wonder if Kingston Hydro's shareholder would be willing to absorb any extraordinary financial consequences and hold ratepayers harmless for any project cost overruns that would result from the decision to proceed.

And if there are no options, I guess there are no options.  And so that wasn't exactly the way it was laid out in the DSP, I think.  It was a choice among options, and clearly the lowest cost or at least what was apparently the lowest cost choice wasn't the preferred option.  So that is what leads to these questions.

But I wonder if some sharing mechanism could be developed around this should this really go sideways.

MR. KEECH:  I think the quick answer to that would be, no, the shareholder would not be interested in that.

MR. OAKLEY:  Thank you.  I had a further question about the cost of land.  I think you have probably actually addressed it, which is had you investigated the cost of purchasing land.

It sounds like there really isn't available land, I guess, if you could confirm that.  It seems that it would be a moot point whether or not you had investigated costs.

MR. KEECH:  Yes.  At this point, there's no interest.  And Jim did mention that we did look at other options in the DSP, but I think the big driver here is you need -- if we're interested in purchasing, you need a willing seller, and to this point, we have not been able to find any interest in that.

MR. OAKLEY:  Thanks.

MS. ARMSTRONG:  If I can piggyback on to that line of questioning?  In response (b) of Staff 25, you talk about approximately $500,000 of the 2020 expenditure to be related to the two new power transformers.  I just want to confirm that those are power transformers that would be going into the -- a part of the rebuild project.

MR. MILLER:  That is correct.

MS. ARMSTRONG:  Okay.  If that's the case, can you please explain to me why they would be in prior to being used and useful?

[Witness panel confers]


MR. MILLER:  If I understand the question, the reason they're being purchased is the lead time required to place the order and receive them in time to undertake the work.

MS. ARMSTRONG:  I understand that.  But the question is:  Why would they go into rate base prior to being used and useful?  I understand you need to order them in time.

MR. MURPHY:  It is our understanding that transformers are capitalized upon purchase.

MS. ARMSTRONG:  That's the case for a spare transformer.  But you just confirmed that this is not a spare transformer; right?

(Witness panel consults?

MR. MILLER:  So the transformers being ordered are to replace the existing transformers that are currently in-service.

MS. ARMSTRONG:  Okay.  We will leave it at that.  We will leave that for argument.

MR. MILLAR:  Why don't we take our morning break?  It is -- on the clock on the wall, it is about five after.  So let's try to come back at 20 after eleven.  Thank you.
--- Recess taken at 11:05 a.m.
--- On resuming at 11:23 a.m.

MR. MILLAR:  Okay, everyone.  I think we will get started again.

Mr. Oakley, if you are prepared, perhaps you could continue your questions.

MR. OAKLEY:  Thank you.  I would like to go to 2 Staff 30, the responses.  Starting with response (a), in the second paragraph, you say the savings were calculated using an estimated average installed cost of 300,000 per power transformer times the three units that were deferred for the entire 2015 to 2020 planning period, one each at substation MS8, MS5, and MS17.  The estimated average installed costs were derived from Kingston Hydro's past experience with similar type work.  I have several questions, and I will ask them one at a time.

Will the identified transformers still need to be replaced?

MR. MILLER:  In all likelihood, at some point in time in the future, yes.

MR. OAKLEY:  Thank you.  If so, then what is the anticipated date of replacement?  You've said sometime in the future.  Is that five to ten years or just some unknown future time?

MR. MILLER:  I would say, at this point in time, we do not have a definitive plan, but it would be beyond this current application.

MR. OAKLEY:  Thank you.  So for this to be an actual $900,000 saving, it would have normally involved that the costs would be avoided.  So this is actually more of a deferral, though, if I interpret it correctly.

So the actual savings is actually some percentage of the deferred capital based on the extent of deferral?

MR. MILLER:  This is an expense that we're not undertaking during this application.

MR. OAKLEY:  Thank you.  So you mean, through this five-year test period, there will be -- these expenses won't show up.  They could show up in year 1 of the next test period, though?

MR. MILLER:  That still remains to be determined.  I can't confirm that.

MR. OAKLEY:  Thank you.  That's fine for that question, actually.

Moving to 2 Staff 31, this is the capital project write-ups, and the point of the question was around the J.L. Richards & Associates report, some aspects of it.  And if we could go to 31(a), there is an excerpt from section 16.11, capital costs.  The final sentence in that -- final two sentences are:

"First, there will be no contractor markup on the equipment that is identified as a source of savings."

Is it not possible to issue a contract wherein the utility purchases the equipment, and the contractor is merely asked to install the equipment?

MR. MILLER:  The utility can, yes, can purchase equipment.  However, it certainly has been our experience that the contractor will still apply a markup for their handling of the equipment and the installation.

MR. OAKLEY:  Thank you.

Further to that, contractors -- some large contractors certainly have very, very high volumes, and they get significant discounts.  I'm not sure where Kingston Hydro lives in that realm.

But is it not an assumption that the costs would actually be -- the net costs to the utility would be higher by going through a competitive procurement as opposed to purchasing directly yourself?

[Witness panel confers]

MR. MILLER:  With respect to the equipment required for MS1, we -- in purchasing that equipment, we go through a competitive process to obtain that equipment.  In other words, we're looking for the best price, obviously, on the equipment.  What we avoid is the contractors' handling and markups associated with doing that same process.

MR. OAKLEY:  I guess that is a little different than what I had asked, which is, you know, I mean, certainly contractors can obtain sometimes because of vast volume, which probably would be significantly higher than the kind of volumes that Kingston Hydro handles.  They may have access to even lower costs.  And I'm just trying to question the assumption behind this that it is absolutely a higher cost approach to go and competitively procure through a contractor providing this.

And I guess you can confirm this:  that you are just saying that that will always end up with a higher cost for Kingston Hydro to do it that way as opposed to doing it internally?

MR. KEECH:  As far as this type of contractor -- so we're looking at electric contractor -- high-voltage contractors, doing this kind of work.  Really, there is very little of those around Kingston.

So I don't think we could jump to -- and I'm not saying you're jumping to conclusions.  Don't take this the wrong way, but I don't think we can get there in Kingston, as you could in Toronto or in western Ontario, because we have -- you know, we have looked at years when we're extremely busy, and, you know, we have extra work of having contractors come in to help us out.

But -- and we have not necessarily looked at this type of work, but just sort of general overall work, the price for them to come in is about, you know, sort of off the top of my head again, about double of what ours is, and there is just -- there is very, very little competition or even, seemingly, interest for this type of contractor to come to Kingston and do work.

MR. OAKLEY:  Thank you.

To the comment that J.L. Richards says that soft costs related to the contractor's perceived risks would no longer be applicable, has J.L. Richards done any quantification of the components that actually relate to this, or is the $1.65 million savings, more or less, based upon a professional opinion?  Because I think we had asked for some details behind what was in those savings so we could understand where they're coming from.  And I don't recall any clear answer this is where -- you know, "Here's where we would see these savings."

MR. MILLER:  I believe in answer (b) to that same interrogatory, we indicated that J.L. Richards did not provide a breakdown of the soft costs, so it would be their opinion as to what those costs would be based on their experience.

MR. OAKLEY:  Thank you.

Moving along to response (c), so, again, I guess this is visiting on a question we've sort of discussed earlier, which is Kingston Hydro has specifically identified that there are significant cost uncertainties associated with this project, and we'll probably touch on this in some later responses as well.

It strikes me that there isn't really -- there's no quantification of the potential risk.  We've got, you know, single numbers provided here with no risk bounds around them.  It would be typical to actually have a range for this sort of a cost so that we can understand what is being compared, you know.  In other words, are the options equivalent within statistical probability, or are they very different?  Because one has a very tight bound, and the other has a very broad bound.

Have you analyzed the likely range of project estimate bound on this one?  Is it minus 20 plus 50?  Or is it minus 5 plus 10, that sort of a thing?

[Witness panel confers]

MR. MILLER:  So in response, no, not at this time.

MR. OAKLEY:  Thanks.

So are you familiar with the Association for the Advancement of Cost Estimation classification codes for estimates?  I am not specifically referring to them, but any sort of a cost estimation protocol that lets you say, "This is a class 5 or a class 1," and it gives you a range.

I guess the question is:  How much engineering has been done to allow you to say with some certainty that these are the costs, because you are proposing a $1.65 million savings on a project that, if it is a $14 million project and you're even within 10 percent, those savings could be overwhelmed by cost overrun.

MR. MILLER:  So, yes, we are familiar with various cost estimating scheduling -- schedules, I should say.

I think, in response to the question, as we pointed out, this is a long-term project.  It's going to span many years.  Our process in place is to obviously do the analysis and continue to move forward with the recommended work.

At this point in time, we still remain confident with the estimate that we provided.  We've acknowledged that there is some risk.  We understand what some of those risks are, and we continue to move forward to mitigate those as we advance the project.

So, overall, again we remain relatively confident with the number that we have.  But, again, I think as we said earlier, yes, there is some risk.  But, again, we can remain fairly confident in where we're at.

MR. OAKLEY:  So you would be uncomfortable giving any sort of a range for where the likely accuracy of the estimate is at, I mean, even just an indicative sort of range?

MR. MILLER:  No.

MR. OAKLEY:  Thank you.

So if we can move to the responses to 2 Staff 32.  If we could go to response (b), Kingston Hydro has responded, more or less here, talking about the seismic issues as a risk.

I think elsewhere Kingston Hydro identifies the floor strength issues as a risk of bringing larger transformers obviously in to replace the old ones.

Then in another place, I think -- we may get to this in another response, but certainly another place Kingston Hydro notes that, because of the delicacy of working within a substation that's got actually insufficient clearance to work on the high voltage buses, you would have to de-energize part of the substation, and, then, you know, there's a complex delivery or execution process involved there.  Each of those really seems like risks, and you have really focused here on the seismic risk issue, I think.

I was wondering if you have anywhere accumulated all of the various risks to at least demarcate them and say, "Here are the things that we know are possible that could impact this project," and sort of consolidate those into one place?

MR. MILLER:  I think, in response – again, the first phase that we have in this particular program, we've outlined in the DSP, and we have identified a number of the risks that relate to the structure itself.  So we have talked a bit about floor loading.  We have talked about the issue of seismic.

As we continue to move this program forward, we will continue to develop more detailed plans around, as you have said, de-energizing, isolation, and all of all of those sort of things -- timing, scheduling, and all of those.  At this point in time, that requires more detailed work to be able to fully evaluate that.

However, having said that, I can come back to my earlier comment that, relative to what we understand the project to be and what is required to successfully implement this project, we continue to remain relatively confident in the overall budget that we have established.

MR. OAKLEY:  Thank you.

Going to 2 Staff 34 -- I am just reading through my questions because you have responded to some of these already, and I don't want to reiterate them.

So subject to check, this should be on lines 105 and 106 of that response -- no, they won't be on lines 105 and 106.  I will have to go and actually pull up the original PDF.

Okay.  It is actually lines 49 and 50.  The consequence is some risk associated with total cost estimates as detailed design work has not advanced enough.

So, on the one hand, you're saying that you've got enough engineering done that you are confident with these costs.  And then in this response, you're saying you're not that confident with the estimates because there hasn't been enough design work done.

I guess we're left with sort of contradictory positions, and I just want to understand where we're really at with this.

[Witness panel confers]

MR. MILLER:  So in the response, you will note that it does refer to the post-2020 period, which isn't necessarily subject to this particular application.

So like many things, as you predict out beyond the 2020 period, in the absence of having any detailed design, there obviously is some unpredictability or some risk.

Relative to what we have submitted for this particular period, again, we remain confident in the budget that we have assigned to this project.

MR. OAKLEY:  Thanks.  But, again, to clarify, you've said that there are -- the significant costs of this project actually arise after the test period, but the commitment to it -- and you have no off-ramp for it -- is made now.

So in some ways this is a bit of a pig-in-a-poke situation where we're asked to evaluate how confident we are with this project, but the big costs are in the future, and we are not really that confident of those.  And clarify -- if I am misstating that or misrepresenting that, let me know, but that is what I have seen so far.

MR. MILLER:  So we have offered an overall budget for MS1, and those -- some of those costs obviously will be incurred in the later periods.

Again, I think you're asking us to sort of quantify a particular risk or a budget when we haven't yet to do the detailed engineering, because this is a long-term sequencing plan.  We have looked at it as best that we can with the information that we have and have developed the budget that we've talked about.

With respect to this particular period, the major issues that we have spoken about already are the seismic issues and the floor loading issues, and we continue to work through those.

But, again, I would say that, relative to what we've asked for in this proposal, that, again, we remain confident with the budget that we have.

MR. OAKLEY:  But not confident enough for the shareholder to take risk on the overall budget?  The problem is we're asked to make a commitment today or say this makes sense, and with unknown costs in the future that you have highlighted are not only unknown, but unknowable right now.

I am really not trying to make these sorts of twisted questions.  I am really trying to understand the confidence with which you are saying, "We embark on this program now.  There's no off-ramp"; you're committed to it once you start; and the future costs are unknowable.

MR. KEECH:  So I am responding to the very narrow question about the shareholder, and I answered that already, and I stand by the answer.

MR. OAKLEY:  Sure.  Thank you.

I guess to response (c), I just want to clarify one thing.  The implication seems to be that, to do risk management, you need to know the future.  And I want to just clarify:  Is that Kingston Hydro's understanding?  My understanding of risk management is that we do it because we don't know the future.  We attempt to understand what the possibilities are so that we plan our projects carefully and mitigate those risks.

Could you please just clarify Kingston Hydro's understanding of the purpose of risk management?

MR. KEECH:  So I will respond to the overall question of risk management, maybe not particular for this point here, because I think this one -- and somebody on my panel may want to correct me -- is relatively narrow.

But if we look at our overall look at risk management, yes, it is doing -- I would say just how you have indicated it.  We are looking at today, looking at the future, and putting things in place today to be prepared for the future.  So it is a combination of both for overall risk management.

MR. OAKLEY:  Thanks.  But I think the same thing is germane to projects, and there certainly have been projects recently completed in this country that are twice to three times over budget.

I'm not suggesting that this is one of those projects.  I'm just saying that this happens.  Before committing to such an expenditure, it is at least helpful to understand the range of confidence that a developer has for the project.

MR. KEECH:  Yes.  I don't profess to sit here and comment on where projects across the country or by other LDCs have ended up, to be honest.  But, you know, I think we have talked about our level of confidence in this project to date, about the risks that we are aware, and the work that will be done between now and the end of this rate application.

I think that, with the level of engineering work that has been done, we are confident where we are today, but also aware that, you know, as we proceed down this path with further work, yes, there may be items that come up that we will have to be flexible on in dealing with.

I would say that we are prepared to do that.  You know, at this point in time where we sit, we don't see a major risk out there that is going to result -- I think you said double or triple the costs of the project.  We don't see that happening.

We have not done the detailed design.  So could there be a, you know, 10, 20 percent increase as a result of that?  There may be.  I don't know.  But we don't see something that is going to double or triple the costs of this.  I think we have done our due diligence in that regard to this point.

MR. OAKLEY:  Thank you.

If we go to 51(b) -- sorry, 36(b).  I'm sorry.  I skipped past one here, just the discussion about the level of engineering -- proportion of engineering that is done on Kingston Hydro projects.  And I think you pointed out that Kingston Hydro is very efficient in its engineering approach.

It still is a little puzzling that, compared to other utilities or other project developers, that Kingston Hydro's engineering costs are very, very low, at the extreme low end of the range and below the low end of the range.

Do you have any explanation as to how that's done?  I am not, again, questioning the -- how well-engineered your projects are.  It just seems, again, when you're working in that level of engineering efficiency, people would need to learn how to do that.

And can you explain how it is that Kingston Hydro achieves that level of engineering efficiency?

[Witness panel confers]

MR. KEECH:  I think the quick answer to that is no.  I mean, there are -- there are some, I think, thoughts we have on that.  But are they proven?  No.

And I go back to, again, an answer I gave earlier.  I think our focus for things like this is, if we compare ourselves and we see ourselves as higher, then we want to know why, and we will look at that.

If we see ourselves, you know, even to other people or lower, we think it is a good thing, and we tend not to spend much time looking at that.

MR. OAKLEY:  Thanks.  And I think you already addressed in the response that you don't feel that in any way undermines the diligence and care that is put into the engineering, so you are achieving the outcomes you want with these levels of engineering.

So I think you have already responded to that, so --


MR. KEECH:  Yes, absolutely.

MR. OAKLEY:  Thank you.  Can we go to 51(b)?

Sorry, I'm having some computer delays here.  Blame it on being a Mac.

This is just discussing, again, the risk assessment.  So you have no formal risk register mechanism.  Do you have any informal methodology by where you, on a project, will assess at least what the risks are involved in a project to help quantify?

I mean, engineers are typically trying to quantify decisions as opposed to being purely qualitative comparisons.  Do you have an informal risk register mechanism?

[Witness panel confers]

MR. MILLER:  I'm not sure I would offer anything more than what we've already responded to in the IR for (b).

MR. OAKLEY:  I think, to summarize it, you've got people that have done this for quite a while.  You understand your projects.  You sort of have a very good gut feel of how projects are likely to go.  And that actually is a sort of risk management methodology; I would acknowledge that.  But nothing more formal than that?

MR. KEECH:  I am not exactly sure what the question was.  I don't think we're disagreeing with you, but I just want to make sure we hear the question.

MR. OAKLEY:  It's a confirmation to say Kingston Hydro's approach to this is really judgment, the judgment of experienced staff who have done this for many years.  And we will leave aside the question of, if you have retirements, how do the junior people work on risk management, because they're going to eventually have to step in and be able to apply methodologies.  You know, seasoning does a great deal to help someone understand where to even look for risks.

But is that -- would you please confirm that's the approach to risk management that is typically being applied here?

[Witness panel confers]

MR. KEECH:  So in other responses to IRs, we talked about enterprise risk management.  I don't think that is what you're referring to here.

MR. OAKLEY:  No, this is more project specific.  I think these responses are around largely station 1.

MR. KEECH:  Yes.  I would say that, generally, your comment is correct.  It may be maybe a tad more formal than as you explained it.

We would leave -- so the engineers would obviously design the work, and, as I mentioned earlier, we have very few contractors in the area.  So we carry out the vast majority of the work ourselves, with the exception of civil-type work, which we contract the vast majority of it out.

So for this type of work, it would be passed over to the electric staff and our operations group, and they would look at a number of the risk factors that I think you are alluding to here as we would carry out the project, health and safety being one of the key ones for both employees and for the public, and then things such as outage management so we are not inadvertently disrupting a large number of customers or key customers.  And I am just giving a couple of examples.

MR. OAKLEY:  Okay.  Thanks.  If we could move to 2 Staff 52, response (b), you indicate failure of any one of the six power transformers in Substation No. 1 would not cause an extended loss of service to significant portions of downtown, assuming the remaining five of six power transformers can be returned to service immediately after a failure of one of the transformers.  Would this answer be true for real catastrophic failure?  I am thinking of a transformer fire or even an explosion.  We're dealing with very old transformers here.

MR. KEECH:  No.  No, it wouldn't.  The answer to this, I think, was very specific.  You have six transformers, as I am sure you are aware, a very redundant type of station, designed specifically that way.  So if you had a major leak in a transformer that couldn't be fixed, then you could take it out of service if you had an explosion or fire.

I believe you were there and saw the open bus and whatnot in the station; a very different response, obviously.

MR. OAKLEY:  Thanks.  That's my line of questioning on this.

MR. MILLAR:  Thank you, Mr. Oakley.

Who would like to go next under Exhibit 2?  Any volunteers?

MR. AIKEN:  I can go next.

MR. MILLAR:  Thank you, Mr. Aiken.
Examination by Mr. Aiken:

MR. AIKEN:  I'm hiding behind the post.

I just have one question, and that is on the response to 2 Energy Probe 9.

In that question, I had asked for a version of appendix 2AB that showed for each of 2010 through 2014 the budgeted capital expenditures versus the actuals.  And your response was that you couldn't do that because you didn't do the budgets on the same basis, on the investment category established by the Board.

So could you undertake to provide a version of appendix 2AB that reflects the actual versus budgeted total capital expenditures -- so not by the four categories, but just the totals -- for each year in 2010 through 2014 so that we can see your budgeted numbers and your actual numbers in total?

[Witness panel confers]

MR. MILLER:  Yes, I think we can do that.

MR. MILLAR:  JT1.4. 
UNDERTAKING NO. JT1.4 (1):  TO PROVIDE A VERSION OF APPENDIX 2AB THAT REFLECTS THE ACTUAL VERSUS BUDGETED TOTAL CAPITAL EXPENDITURES FOR EACH YEAR IN 2010 THROUGH 2014

MR. AIKEN:  And that was my question.

MR. MILLAR:  Thank you, Mr. Aiken.

Anyone else with questions under -- Mr. Shepherd?

MR. SHEPHERD:  I just have a couple of questions on rate base.
Examination by Mr. Shepherd:

MR. SHEPHERD:  My first question is actually in 1 SEC 2, but it is a question about capital assets.

We asked you to provide information on the vintage of your assets and compare it to the vintage of the assets of Utilities Kingston, and you refused.  And I want you to explain why that is not relevant to this application.

MR. TAYLOR:  Can you pull it up?

MR. KEECH:  So we have our response here on the screen, and I believe it is the last two paragraphs that are probably of interest.

So the information for Kingston Hydro on the electric assets is available in the DSP.  As far as the other utilities that Utilities Kingston manages, we don't see it, first off, being relevant to this application.  And I think, secondly, if there is an interest in that, that is probably a question to the City of Kingston that is the owner of the assets that provide that as opposed to Utilities Kingston, because we manage it for the City of Kingston.

MR. SHEPHERD:  You're the people who prioritize spending between the various components of Utilities Kingston, aren't you?

MR. KEECH:  I'm not sure what you mean by "prioritize," because -- I will let you maybe rephrase the question before I answer what I think you are asking.

MR. SHEPHERD:  All right.  What we're trying to get at here is, if your 200 percent of depreciation spending level in electric is vastly different from what you are spending in gas, which is not regulated, but is controlled by the city --


MR. KEECH:  Mm-hmm.

MR. SHEPHERD:  -- then that suggests you have a different prioritization method.  You prioritize your spending levels differently depending on whether you are regulated or not.

That is what we're trying to discern here:  Are you prioritizing differently?  Are you spending at different levels based on whether you're regulated or not?  So we need to compare that to see.

MR. KEECH:  So I don't think this is the question, but, when we prioritize spending, we don't look at how much effort we can do on electric, how much effort we can do on gas, how much effort we can do on water and sewer.  They're completely standalone, so that doesn't come into place, if that is what you're asking.

MR. SHEPHERD:  I don't understand that.  It is all the same people.

MR. KEECH:  No, it's not actually all the – I mean, some of the people are shared, but the line guys and that basically do the electric stuff.

So there is no -- there's no prioritization.  We can't do electric work, because we're too busy doing gas work.

We staff each -- I will call them each business unit  -- adequately, so that we can do the work for that business unit.  Now --


MR. SHEPHERD:  But that is circular, because if you decide that, in gas, you're only going to spend on capital as much as your depreciation rate, then you need fewer people; right?  It is just straightforward.

MR. KEECH:  Yes, possibly, depending on the level of in-house work done versus contract work done, which varies between the different groups.

MR. SHEPHERD:  True.  But we're really asking about the spending levels.  In this case, we're asking about vintage.  We are trying to figure out:  Do you have a difference in vintage?  Then in a separate question, which I'm going to get to, we then ask:  Well, how much are you spending?

MR. KEECH:  Yes.  So I would go back to -- I think the work on the other utilities really has no impact on what we are here for, and I don't think us, as employees of Utilities Kingston that manages this for the City of Kingston, should really be answering this without approval from the owner, the City of Kingston.

MR. SHEPHERD:  So that is a different answer to what I -- your answer here is, is that you are not responsible for the Utilities Kingston assets.  But, of course, you are; right?  Kingston Hydro isn't, but Kingston Hydro doesn't have any employees.  You are; right?

MR. KEECH:  Yeah.  So we are not saying that it is not relevant to us.  We're saying it is not relevant to this application that is before the Board.  The work that we do on the other utilities, in our view, is not relevant to what we're here to discuss.

We're not here --


MR. SHEPHERD:  Yeah.  And I am trying to understand why.

MR. KEECH:  I guess, vice versa, I'm trying to understand why it would be.

MR. SHEPHERD:  Well, I just explained.  If your capital spending on gas is at half the level of electric, then that suggests that you're prioritizing differently, or it may be that you've got newer assets in gas.

[Witness panel confers]

MR. KEECH:  So the capital spending for Kingston Hydro for the electric assets that we manage is based on the DSP for the hydro company and, as well, the top-down approach that we mentioned earlier.

And I think, to us, the -- so that is relevant to the electric.  But similar for the gas or the other water or the wastewater, we don't see relevance, because it does not impact the DSP for the electric in any way.

MR. SHEPHERD:  Are the assets in those other areas materially older or younger than the electric assets?

[Witness panel confers]

MR. KEECH:  Could I get you to ask the question again, just so I --


MR. SHEPHERD:  Sure.  Are the assets in the other business areas, are they materially older or younger than the electric assets?

So, for example, in most municipalities, their water assets and their wastewater assets are significantly older than their electric assets, but their gas assets are typically a little bit younger.

So do you know what the difference is?  I assume you do.

MR. KEECH:  So I am just then going to, for the record, repeat I don't really see the relevance that it has on this, but I will attempt to answer the question anyway.  And this is not in any way still -- this is not trying to avoid the question, but it really depends.

So the lifespan of assets that you can get for the electric, water, sewer -- and I think you're somewhat aware of gas -- varies.

So we talked earlier about poles.  I mean, you can get 60, 70, 120 years out of some poles.  Underground cable, substation transformers are somewhat the same.

With a lot of the water and sewer assets, I would say the major components -- so your distribution pipes, whatnot, to get 100 years out of them, 70 years out of them, would be pushing it, so probably a bit of a shorter lifespan, same way with your processing plants, water, wastewater.

So I would -- and I am kind of guessing here, sort of pulling a whole bunch of information in.  I would say, for the water and wastewater, maybe a little bit newer than some of the older electric assets.  But, again, I am summarizing a whole bunch of stuff into one.

And I would say with the gas probably, as well, we had, as, I think, a number of other gas utilities, cast iron in our system.  I don't need to here go into the issues with cast iron.  So we had a very --


MR. SHEPHERD:  No, please don't.

MR. KEECH:  We had a very aggressive program to replace that back a few years ago.

MR. SHEPHERD:  So have you compared the age of your assets in your various businesses to other municipalities to see how you are doing relative to them?

Like, you're talking about wastewater and water, for example.  It is well known that most utilities have very old water and wastewater systems that they need investment.

MR. KEECH:  Yes.  Now, again, I'm going to make the comment I think we're going into an area we really don't need to be discussing here today, and I fail to see the relevance on the application that we are looking at.

I think we have some extremely good asset management practices in the City of Kingston.  We've talked about them a little bit on electric, the same thing for the water and wastewater.

In my humble opinion -- and I may be getting in trouble with colleagues in the other industries -- I think the electric industry, from an asset management perspective, from a business perspective, is ahead of the water and wastewater.

And I think one of the advantages that we have with the multi-utility is, before municipalities introduced PSAB and things like that, we were very well aware of the level of spending that you should be putting into water and wastewater, and I would -- and this is not factual.  This is, again, off the cuff.

I think on average the condition of our water and wastewater or age of our water and wastewater would be for an older city -- and I need to say that from a much, much older city, because we still have stuff that was put in the ground before the turn of the 1900s, the 20th century.

But, on average, I would say we would be a little bit newer than others.

MR. SHEPHERD:  All right.  That is actually where I was going with it, because I was trying to get a sense of whether your approach to the electric system -- I mean, you have an unusual model; right?  It is actually -- it was a quite usual model years ago, but right now it is an unusual model.  And I am trying to get a sense of whether your approach to the management of your electric assets is materially different from your approach to the management of the assets of the other utilities.

MR. KEECH:  So that, I am quite happy to answer.  I would say no.  I mean, there are differences, but I would say our approach would be fairly similar.

MR. SHEPHERD:  All right.

Now, then the other thing we asked in the same question in the last paragraph, which is another refusal, is do you compare -- have you compared the vintage of your assets, your electric assets, to other LDCs?
And you said that you didn't think that was relevant.  I don't understand why.

MR. KEECH:  Sorry, you're saying I said that wasn't relevant?

MR. SHEPHERD:  That is what it says right here.

[Witness panel confers]

MR. SHEPHERD:  Unless I am misunderstanding it, that appears to me to be what it says.

MR. KEECH:  So in regard to this specific question, we don't have that information, so we haven't done the comparison.

MR. SHEPHERD:  Okay.  So you're not saying it is not relevant; you're just saying you haven't done it?

MR. KEECH:  I think the confusion here was we may -- if the relevance is just the electric to electric, then I would say, yes, there is some relevance.  If the relevance is more broadly electric to U.K. or water and wastewater industry, we don't see the relevance.  So there may have been a bit of confusion there; I apologize for that.

MR. SHEPHERD:  All right.  You agree that having some understanding of how old your system -- your electric system is relative to other LDCs would be useful to you?

MR. KEECH:  Yes, yes.

MR. SHEPHERD:  And if you were doing that, what criteria would you use to identify the other LDCs that you would see as most helpful?

MR. KEECH:  Sorry, could I get you to repeat the question?

MR. SHEPHERD:  Sure.  If you're trying to understand how old your system is relative to other LDCs, what LDCs would you choose and what criteria would you use to look at the ones that were helpful to you?

[Witness panel confers]

MR. KEECH:  So we would say the condition of the assets.  And we put that up over the age because age doesn't necessarily always determine condition depending on, you know, a number of factors, including some environmental factors.

So condition, then age would be part of it.  The size of the LDC, I would say, would be another one.  It would be those types of things that we would likely look towards.

MR. SHEPHERD:  Excellent.

And so my last question in this area then is 1 SEC 9; I said I would get back to this.

We asked you for a comparative capital spending for both actual and forecast for the various components of Utilities Kingston, the various businesses.

I understand you're saying that your approach is the same or similar, in terms of your management of the assets in each of the individual ones.  And, really, I don't need your whole capital budget.  What I am trying to get a sense of is, relative to depreciation levels, are you spending at roughly the same level in the other areas as you are proposing to spend in electric -- 200 percent of depreciation, let's say?

[Witness panel confers]

MR. KEECH:  So the quick answer is that we can't answer that.  And I'm not sure, even if we were to go back and do a fair amount of work, we could do that because the municipalities have gone through a fair amount of work with valuing assets and PSAB and whatnot.

I would say the approach we take to the other utilities is very similar to what we do with Kingston Hydro, and I think we just responded to that in some of the questions that you've asked.

MR. SHEPHERD:  Sorry.  You don't know whether you are spending 200 percent of depreciation in gas or water?

MR. KEECH:  I'm not sure I should be saying, "We don't know" -- or, sorry, I did not mean to say we don't know.  I don't know right off the top of my head.  But then I would go back to -- that's fairly detailed financial information that I think would be more prudent to ask the City of Kingston as opposed to us, because although we look after it for the City of Kingston, I mean, that type of detail really is -- I mean, they own that type of detail, not us.

MR. SHEPHERD:  Oh, so you're not saying that you don't have the information.  You're saying it is confidential, and you can't give it to us?

MR. KEECH:  Well, first off, I will go back to the comment that I've made a number of times.  I don't really see how this is relevant to what we're discussing here today.  But I would say that question would need to be posed to the City of Kingston as opposed to us because it is their information.

MR. SHEPHERD:  Well, it is actually Utilities Kingston's information; right?

MR. KEECH:  We have the information on behalf of the owner, but to release information such as that -- so, like, the detailed financial statements for City of Kingston, so for the water and wastewater would end up in their reports and whatnot, not Utilities Kingston's.  We would basically have a line that -- of what we would be reimbursed for doing work for them, but we would not report on detailed information.  That would be the City of Kingston, and I think that is where the question should be posed.

MR. SHEPHERD:  All right.  I mean, this is in the Utilities Kingston statements; right?

MR. KEECH:  No.

MR. SHEPHERD:  The ratio of capital spending to depreciation can't be gotten out of the Utilities Kingston statements?  I assume it can.

MR. KEECH:  No, no.  This would be in the City of Kingston's statements, because, you see, the city -- so the way our structure is, U.K., Utilities Kingston, does not own the gas, water, wastewater.  Like, Utilities Kingston doesn't own the electric; Kingston Hydro owns the electric.  We are here on behalf of Kingston Hydro talking about that company.

So for the City of Kingston, since they own it, that detailed information is all within their statements.  It is not within Utilities Kingston.  We're basically a contracting company for them.

MR. SHEPHERD:  Okay.  Thanks.

MR. MILLAR:  Thank you, Mr. Shepherd.  Anyone else for Exhibit 2?  Mr. Garner?
Examination by Mr. Garner:

MR. GARNER:  Sorry.  I was caught off guard with that abrupt end of Mr. Shepherd.

My first question is 2 Staff 19.  These are pretty straightforward, I believe.  In this response, first of all, I just want to understand what happened in response to this interrogatory.  Am I correct that all that is really happening in response to 2 Staff 19 is a re-categorization of costs among the system access general plant, et cetera, categories that the Board has?

MR. MILLER:  That's correct.

MR. GARNER:  Okay.  Thank you.

Can you tell me -- maybe Board Staff could tell me, but could you tell me what caused the reclassification?  What is the trigger?  What was the issue that made that change?

MR. MILLER:  For the forecast period, we were able to differentiate between the four drivers and had originally showed the expenditures being split amongst each of the four drivers by project.  However, during the interrogatories, it was, of course, identified that it had to be by the principal driver, in which case that did cause us to then take some of the portions that we might have had -- let's say, for example, in renewal or access -- and shift those into the principal driver, which might have been renewal.

MR. GARNER:  Is there someplace here that talks about which projects those were?

MR. MILLER:  You would have to compare the revised table 2AA with the original 2AA submitted.  Those list the projects -- sorry, those are the historical.

MR. GARNER:  Yes.  I understand you could do it that way.  I was trying to avoid making that long comparison myself and hoping you were able to say, "Yes, these were the five projects that we changed over," that sort of thing.

MR. MILLER:  I would have to check to make sure that we don't have that somewhere else filed by project by project.

MR. GARNER:  I wonder if you could -- all I'm really trying to understand is, when you made the change, which were the projects that changed into categories, and were they material projects?  I mean, if they were a bunch of small little things, obviously that would be a lot of detailed work I wouldn't want you to undertake.  But if it was relatively straightforward, "These are the four.  This is the change, and this is why," could you help us with that?

MR. MILLER:  I think I can probably get that answer for you later, but I would use, for example, MS1; we did see some changes there.

MR. GARNER:  Okay.  Maybe if we cannot take the undertaking.  Maybe if, later in the day, you could just give me those, that would be helpful.  Thank you.

MS. GREEY:  I can actually interject, because it was part of a question I was going to ask.  I can tell you two of them now.  You may have more, but just to help out, were the Barrie Street reconstruction project and the Pine and Division, because I was asking questions about those, and those move from system access to system renewal, and they are both above materiality.  They may be the only two.

MR. MILLER:  Again, I just would like to confirm that.

MR. GARNER:  Sure.

MR. MILLER:  Thank you.

MR. GARNER:  My next question was 2 Staff 20.  I just want to bring this up myself.  And what I have written in my notes -- and hopefully it's correct -- is I have written in my notes that you are about 400,000 behind where you were at a comparable point last year.  I am trying to figure out where I got that figure from.  But assuming it may be correct, is that about right?  Is that comparable to where you were last year?  You are about $400,000 below?

MR. MILLER:  Without confirming the exact number, it sounds about right, yes.

MR. GARNER:  Is there a specific reason why, or is it just a bunch of small things?  Is there a particular reason?

MR. MILLER:  A combination of a number of items.  Some of the projects for 2015 required some coordination of civil work in advance of additional work.  So we tend to see our spending patterns lower in the first half and higher in the second half.

In addition to that, we have been dealing with third-party attachment projects in the city, and we're -- that is sort of beginning to ramp down a little bit, so we are sort of shifting resources over again.

But it is relatively typical, yes.

MR. GARNER:  There is no reason for you to believe that you won't make up the difference at the end of the year?  Is that your view -- by the end of the clear, sorry?

MR. MILLER:  That is our view, yes.

MR. GARNER:  Thank you.

My next question is to do with Staff 36.  In the response to 2 Staff 36, there's a discussion about the RS Means electrical cost data book.  Can you help me -- I am not an engineer, and can you help me (a) what this book is and how you use it in the utility for costing your projects or comparing costs?

[Witness panel confers]

MR. MILLER:  The RS Means is an attempt to collect information across the industry relative to certain components of costing, and one of those is related to engineering.

It is helpful in determining whether or not our internal costs associated with, for example, in the engineering side, are within range, over range, under range, and just, in other words, how well are we doing relative to that.  It is an available publication.

MR. GARNER:  Yes.  And I've seen it, and I've looked at some of it.  What I am trying to understand is:  In your capital project budgeting, do you use it on your projects?  And what change, if any, does it result in in using it?  So maybe you could even give me an example if you used it recently in anything.

MR. MILLER:  I think the report is a useful benchmark, I guess is the way to phrase it.  Do we use it sort of actively daily?  No, we don't.  We undertake our engineering work.  We do track those costs, and we track those against the overall budget associated and actual costs associated with the project.

So, again, I think it is a useful measure to determine how well we are doing in that particular area.

MR. GARNER:  So for instance, the Substation No. 1 rebuild, it wasn't part of that exercise looking at the costing out of that project to see how you would cost it, because you haven't gone to the level of costing that project to that level, have you?

MR. MILLER:  Well, I think, as I said earlier, we certainly have not done the detailed engineering associated with the complete project.  But, again, I would refer to the RS Means data is a cross-section of costs and elements associated with engineering on the electric world.

So, you know, I can't say that the benchmark that they have there is specific to a project like MS1.  However, again, as I said, it's useful in terms of benchmarking our internal costs and how well we may be performing in that area.

MR. GARNER:  Right.  And earlier this morning, you were asked about the AACE classifications and use of that.  I am just trying to get an understanding about this tool and that tool.  Is there a time where you are going to use those tools to create what I think people were maybe thinking of a more detailed costing of that project?

MR. MILLER:  I'm sorry.  I'm not really sure I understand what you're asking.

MR. GARNER:  Well, I think what was being discussed earlier today is about whether you had gone through what I might call a more rigorous analysis of the station 1 rebuild such that you used the classifications that AACE does for risk, et cetera.  And in this case, I am saying it would also imply the use of cost data to basically cost out this project.  You haven't done that level of detail for this project, have you?

MR. MILLER:  Not at this stage, no.  We have not done the full detailed costing yet.

MR. GARNER:  So I am trying to understand how you get comfort around the -- it's about $3.2 million for the entire project.

MR. MILLER:  I'm sorry, for the entire project?  No.  The entire project would be more than that.

MR. GARNER:  Sorry, yes.  That's one year.  How do you get -- how do you get comfort around the entire project budget?  Just for the record, what is the entire project budget?

MR. MILLER:  It is around 14, if I remember correctly.  So how do we get comfort with that number?

MR. GARNER:  Yes.

MR. MILLER:  So I think, as you can appreciate, there are differing levels of review and analysis that you go through with any particular project, and from an engineering perspective, you begin, particularly with a project like MS1, by undertaking certain scoping exercises and review to determine exactly what is it that needs to get done.  What happens?  What's the sequencing, and what are some of the issues that we're going to deal with?

It is through that exercise -- and you will recall that we did start with J.L. Richards undertaking work there, so some of their assessments relative to what would be required were helpful in developing the overall budget.

Once that work was done, Staff internally met with our operations group, and, again, we reviewed how would this work happen, what are the issues.  So it is through a series of scoping exercises that we get to a point where we're bringing forward a number and that we have some degree of comfort with that number.  But I think, as we've discussed at length, obviously we don't have the detailed design.  We don't have the detailed engineering for many aspects of the project.  That will all remain to come.

MR. GARNER:  Thank you.

I had planned on 2 Staff 37, but I think I will skip that.  It was in the list that we gave you.

I wonder if you could turn up 2 Staff 46.  And at the top of that page, 2 of 2 of that response, you have a response that says:

"Kingston Hydro also acknowledges that asset management and cost-of-service methodologies have evolved considerably over the past decade."

What I was wondering is:  What do you mean by that for you?  I mean, I am not asking you to speak for how cost-of-service methodologies have changed, but you talk about asset management.  What has changed in Kingston Hydro over the past decade in asset management, generally speaking, just if you look back ten years ago to what you are doing now?

MR. MILLER:  I think, again, just sort of taking a more historical perspective -- and I seem to recall that we may have responded to a different IR with some information about that.  But when you look back at the history of simply collecting data, understanding data, and our origins with our enterprise GIS system, you know, as a repository, for example, that certainly has been a move, a positive move on our front to be able to get some reliable data and a process of maintaining and depositing, you know, asset information into that type of system.

You look at things like the DSP as an example in terms of putting together a long-term forecast, long-term plan.  We've done master planning exercises relative to our 5 kV and 44 kV systems.

So there are number of elements that have changed over time in addition to condition assessment work and collecting that information and understanding how that impacts.

So I would say that certainly, over the last 10 years, there's been a considerable evolution of information, reliable information and understanding in how to use those in terms of bringing forward the current DSP that we have.

MR. GARNER:  For a project the size of the station 1 rebuild, when is the last time you did a project that was that large -- and I might add that complex, based on what you have been speaking about this morning?

[Witness panel confers]

MR. KEECH:  So I would say that size and that complex?  Never a $13 million, $14 million project, the complexity of it.  We've done substations before, but not one at that level of expenditure or that level of complexity.

MR. GARNER:  What I am trying to understand is -- and the response to the previous question about what has changed, as I understand most of that response, goes to what I might call the maintenance and replacement of the vast variety of assets as opposed to the issue about how you deal with particular assets and replace them.

Would that be a mischaracterization of what you've said?

MR. KEECH:  I don't think I quite understand your question.

MR. GARNER:  Maybe I am not putting it very well.  What I am trying to understand is I understand that you have put in new systems in order to track, for instance, the vast variety of poles, et cetera, asset management.  But I'm trying to understand what's changed in the last 10 years about your asset, or your asset management, that gives you confidence that you are able to do station 1 on time and on budget.

What is it that basically, on those large projects, you feel has changed?  Maybe your response is nothing has changed, and nothing needs to.  I just want to understand.  Has anything changed in the last 10 years that gives you confidence in that area?

MR. KEECH:  My response was actually going to be actually I'm not sure the things that have changed would lead to giving us more confidence in that area.  Don't take that the wrong way, that we're not confident.  I think the types of projects that we have done for the last 30 years would give us confidence in this.

So to go back to my answer that we have never done a project this large or this complex, we have done a number of substations, smaller ones with relative complexity, not quite to the extent of this.  But I think the fact that we have done other projects, the fact we do by far the vast majority of the electric work in-house from design through to commissioning, that we're comfortable with this.

And to go back to one of the responses that I made earlier, as we get further along with this and get into the actual detailed job planning, you know, that's where we will go through a number of these factors.  And, I mean, I consider my position and say that I think we have the expertise and the confidence to carry out a project like this.

MR. GARNER:  Well, that was one of my follow-ups to also talk today about.

I appreciate you have been saying a number of places you would carry this out in-house.  Isn't one of the risks of a project this size and of this complexity is that you will find that you don't have the expertise in-house when it comes to the detailed engineering and costing of this; that you may find it is a much more complex project than you had anticipated?

MR. KEECH:  Yes.  I would say that's a risk, and we have already somewhat mitigated that risk because we started off this project by hiring an engineering firm to, I would say, do the initial first blush of the project.

We got a very detailed report back from them and the -- actually, to back up, when we contacted with the engineering firm, it was done in a number of stages with off-ramps so that, if we wanted to, you know, to continue on with the engineering firm, we could, or if we wanted to part company with them and do it ourselves or go to another one, we could.

And when we got the report back and took a look at it, our view was that it was extremely expensive for expertise that we pretty much already had -- we already had in-house.

Now, that being said, if we move along with this and find out that we do need some assistance, my take is we could hire that kind of on a -- I will call it a one-off basis.

So say we needed – and I am just picking an example out of the air here.  Say we needed help with the grounding grid.  Then we would go to a consulting firm and say, "You know, can you provide us information on that?"  Or on, say, a short-circuit analysis or something like that, we could do that as opposed to going back to J.L. Richards and say, "Do the detailed engineering."  We find it is much more cost-effective for us.

MR. GARNER:  And if you have to bring in people at different places or outside expertise, that will increase the costs from what you've projected right now, because you projected the costs as basically doing them all internally?

MR. KEECH:  So we would look at the budget.  It's still the budget, and we will try to work within that.  But that is something we would have to be conscious of, that, if we did go that route -- and again, back to the comment I just made, if we go that route, I think it would be one-off little pieces as opposed to hiring a consultant firm to basically give us a turnkey.

MR. GARNER:  I heard -- maybe I am wrong, but I thought I heard you earlier this morning talking about how expensive it was for Kingston to bring in outside people.  So if you did have to, would you anticipate the cost to be fairly significant to bring in other people?

MR. KEECH:  It can be.  An example that I was using, because we've actually just looked at this, is more on the lines construction, so not necessarily digging a hole for a pole and putting it in, but stringing -- like, dressing the pole, stringing the lines, connecting it, relatively labour intensive, not - I don't think there is anybody in our area that can do that type of work.  We've priced some of those jobs out, and they're very expensive.  I think, for the substation work, it tends to be more expensive than doing it in-house, but we -- now, I'm kind of contradicting myself.

I said generally we do all of the work except civil work, and that would be the case for the last few years.  There was a substation that we built in the last 10 years where we did have it contracted out.  And, in hindsight, I think our feeling was we could maybe have been a little more efficient if we did it internally, which is -- you know, you kind of go full circle and that's one of the driving factors to some of the decisions that we're making right now.

MR. GARNER:  Okay.  Thank you.

I'm going to move on to a different topic, 2 Energy Probe 6.

MS. ARMSTRONG:  Mark, may I ask one follow-up question before you move on?

MR. GARNER:  Certainly, by all means.

MS. ARMSTRONG:  Just a discussion of the engineering work, the budgeting work that's not quite completed:  Do you have a time forecast of when you will complete sort of the planning, engineering budgeting work for this project?  I know it is a 10-year project, but when will you sort of have a good idea of what this project actually will cost you?

MR. KEECH:  It is a high-level answer.  That will be done during this -- I can't think of the word here, the five years that we're here talking about today.  So when we go into the next cost-of-service, we would have a much more detailed estimate and design.

MS. ARMSTRONG:  I understand that, but I'm sure you are planning on when to do engineering work a few years out.  I mean, do you have an idea?  Is it going to be in 2020 that that work is going to be done?  Is it going to be 2019?  2018?

[Witness panel confers]

MR. KEECH:  So I was going to try to answer that off the top of our heads.  I think, if that is a desired question, we would have to do that as an undertaking.  I don't know right off the top of our heads.

MS. ARMSTRONG:  Yes.  Could you, please?

MR. MILLAR:  JT1.4.
UNDERTAKING NO. JT1.4 (2):  TO PROVIDE A TIME FORECAST OF WHEN THE PLANNING AND ENGINEERING BUDGETING FOR THIS PROJECT WILL BE COMPLETE

MS. ARMSTRONG:  Thank you.

MR. GARNER:  Now, I would like to move to 2 Energy Probe 6.  And in 2 Energy Probe 6, you were asked why there are no contributions and grants through 2015 and '16, and if I can read back the response, it in essence says, well, if there were, it would just net out because it is -- in customer-driven work, it just nets out.

But what left me confused with that response is how you were putting forward your figures in this application.  So it would sound to me, from that response, is what you have done in your projections of capital is you have looked at all your projects and said, "All of these projects will have contributions.  Therefore, we're netting them out and putting them forward like that."

I wonder if you could help me with that.  First of all, how did you, in doing this application, decide how you were netting out the contributions in your capital projects that you are showing people?

[Witness panel confers]

MR. MILLER:  I think the best way I can answer that question at the moment is that the capital work that we are undertaking is not triggering any kind of capital contribution from customers at this stage.

And I think, as you can appreciate, the majority of that work is renewal that we're undertaking.  So I think the answer we've said really is that there's just -- we haven't identified any at this point.

MR. GARNER:  Would it be fair to say that most of the contributions that you get end up in the system access category that the Board has -- uses for your application?

MR. MILLER:  Some would, yes.

MR. GARNER:  Well, I don't know if this -- I can't recall seeing this, so if it's in the evidence, by all means -- or in the interrogatory responses, by all means, point me to it.

Is there a place -- or can you, if there isn't -- where you have taken the four categories of capital budgets for 2016 through '20 and shown historically what your contributions in each one of those categories were for the last -- since your last approval?  And show us what they are going forward so we could compare, for instance, what your system access budget was each year and what your proportion of that was contributions and then see, in your proposal of this application, the same?

I mean, in this application you're telling us it is zero, so I guess that part we wouldn't need to see.  We would just need to see the past ones.

[Witness panel confers]

MR. MILLER:  So I think, in response to an earlier question, we did not budget historically on the basis of the four drivers, so we don't have that, but I believe -- and I would have to find the IR, but I believe in one of the other IRs, responses, we did identify some capital contributions, and it escapes me as to which one at the moment.  I'm sorry, historical.

MS. GREEY:  It is 2-CCC 20.

MR. MILLER:  Thank you.

MR. GARNER:  So I will just say it back to you because I just want to make sure I understand.  You're saying there is no way for you to -- using the Board's four categories of budgeting system access and renewal, plant, et cetera, there is no way for you to use those categories in the past and show the contributions by category.  So the best you can do is what is shown in CCC 20?  If that's what I heard, that's fine.  I just want to make sure I am hearing the right -- the response.

[Witness panel confers]

MR. MURPHY:  I don't think that's something that we can easily do.

MR. GARNER:  You know, I'm not going to ask you to do an undertaking on that.  What I will do is I will review again the interrogatory you have responded to and see if there is anything we need from there, so thank you.

My next question goes to 2 VECC 7.  And what I think -- and I understand most of the response -- thank you -- to that.

What I was still left wondering about is you have put forward a number of key projects and programs, that pole replacement, Station No. 1, Princess Street, meters, vault, and that.  And what I was trying to find out was whether, as part of that response -- in that response -- or that question was:  What performance or outcome metrics that you would assign to those larger projects in order to understand the success or failure of those during the plan?

And ultimately I think where we're going with this is, as we go forward, is what penalties or what incentives go around you meeting, let's say, Station No. 1, which we've talked about quite a bit.

Let's say the budget targets on that.  How does that affect the utility going forward, and what incentives are there for the utility to perform efficiently in those areas?  And I'm wondering if you can help me with that.  You don't, as I understand it, assign any specific targets to your major projects, do you, internally?  Let's say as a management incentive.  Let's say meeting the budget, et cetera, on these targets?

[Witness panel confers]

MR. KEECH:  So from a management perspective for, I would say, any of the major capital projects, not that it wouldn't apply to minor ones, but I am taking that, when you're talking management, you're sort of -- what would be looked at, say, from my level or the director's level in the organization.

We would particularly look at budget.  Is it within the budget allocation?  Timelines?  Is it within the time timelines that we had projected?

And then there would be a customer service metric that would include things such as what sort of complaints did we get during the course of the project.  What was the impact of outages on customers, those types of things?  It would be sort of those three categories that we would look at.  Then kind of more the minor ones, I would say, that that would also be looked at, but more at the supervisor/manager's level within the organization.

MR. GARNER:  What is the consequence, for instance, if the substation 1 were doubled in budget?  I mean -- or, you know, went over budget by a significant amount?  What consequence would that have?  I mean, for the ratepayer, it seems we know the consequence would apparently be the ratepayer would end up paying more money eventually for that.

What consequence inside the utility is there for anybody for exceeding the budget of that project?

MR. KEECH:  So for a project such as that, there could very well be consequences from the board on management staff, and then for the people in the area responsible for that as well, and that could take part of annual evaluations.   There would definitely be goals set out, and we have what is called contribution agreements for all the non-union people, things that they are expected to deliver over the course of the year.

So a project of this state would obviously form part of that, so it would form part of the evaluation.

You know, if you took your question maybe to the extreme, depending on why we were, you know, double the consequences could be pretty significant.

MR. GARNER:  Yes.  And I am sure, in retrospect, there may be outcomes of things, if things go badly, let's say.

What I am really trying to understand here is, going forward, how is the utility set up in order to incent the behaviour it wants in the sense of creating an efficiency for this or creating on-line budgets or creating outcomes.

For instance, on this, as you mentioned on the reconstruction of Princess Street, to, let's say, take a different example.  You want to, let's say, not disrupt traffic.  Let's say that is one of your outcomes.

In these projects, it sounds to me like you haven't set aside a certain set of outcomes that you are expecting to be achieved for the projects and then a set of incentives and/or penalties if that is the word that people then are going to behave against.  Is that correct?

MR. KEECH:  Yes, somewhat, as far as incentive.  So if the incentives were personal incentives, we have none.  That was a decision of our board and, I would say, in a roundabout way, a direction from our shareholder back when we were set up.

I think there was a concern that -- now, I am going back before most of the people around the table here, you know, back when we corporatized.

The view locally was a concern about compensation levels for people in this industry and the opportunity for significant bonuses.  So that is a decision that was made several years ago, that that doesn't exist for us.

Now, not all incentives are monetary.  If you go back say to the Princess Street projects, I think that is the type of project that there has been a lot of employee pride in doing.  We were in the process of renewing a very old downtown, and there are a lot of -- I will call them personal incentives that are not monetary that have come with that.  It’s been projects that are very difficult, and I think it has been avoided for a number of years, and the outcomes of that have been extremely positive, and I think it has been shared with all employees.  So there would be -- there would be that type of thing.

And I'd go back to maybe the one that I downplayed a little bit, but the customer feedback on projects like this.  I think that is something we very much pride ourselves in, as much as coming in under budget and on time.

MR. GARNER:  Thank you.

If I go to VECC 8 to pursue this in a different way a bit -- first, just a question:  In 2 VECC 8, you will see a table of SAIFI interruptions by cause code.  First of all, just to confirm, I believe I am right if I add up each one of these columns there, they should add to 100.  Is that it?  Because they don't seem to me -- I shouldn't say I am right.  I should say I am a little confused.  They don't seem to add to one hour -- or, sorry, what should the columns add up to?  Maybe that is what I should ask you.

For 2010, if I add up all of those columns, what do I get?  Anything?  For all of those rows of 2010, am I supposed to get to a digit?

[Witness panel confers]

MR. GARNER:  No?  Just a number?

MR. MILLER:  In this case, because it is measuring frequency, it is just a number.

MR. GARNER:  It is not the percentage.  That is where I am getting confused.  It is not the percentage of SAIFI that I am getting here.

In the projects that you're doing, major projects you are doing, do you assign a metric -- or an outcome, sorry, that would go to any of these cause codes?

For instance, if you're doing a major project, do you say, "Well, we want to have scheduled outages or to be something or not to change or whatever"?

Do you use your cause codes in any fashion in order to implement your DSP?

[Witness panel confers]

MR. MILLER:  So I think, as we have indicated in the evidence filed and, in particular, in the DSP, the reliability indices are one of the aspects that we do look at relative to the capital projects that we're undertaking.

I guess, to answer your specific question, do we do some kind of detailed analytics around this project addressing that specific cause code, the answer would be no.  But we do look at the cause codes, and we do look at the projects.

So I will, for example, refer to the oil switch replacement program, and there is an obvious link there between the reliability indices and the number of planned outages as to that particular capital program.

So it is looked at.  But, again, if you were to ask me do I have a specific number, no.

MR. MILLAR:  Mr. Garner, we are just about at lunchtime.

MR. GARNER:  I am very close to ending.  I think I have one question.  In fact, I am pausing on this one to say follow it up or leave it.  But I think I will leave it, in the interest of everybody getting to lunch, and go to my last question, which is 2 VECC 10.

This was just -- I believe this question goes to the smart meter stuff.  I just wanted to ask something about this.

You did a replacement of a number of smart meters -- I wouldn't call it shortly, but relatively shortly after they were installed, there was a bunch of defective meters.

I just want to be clear.  When did you fully complete the installation of the smart meters, the residential smart meters?  When did that actually, the whole project – the last meters go into play?

MS. TAYLOR:  We actually tied that project up June 30, 2012 and applied for rates based on that.

MR. GARNER:  And then I understand that there is a bunch of defective meters, and the meters that you had had a one-year warranty.  So the defective meters are basically coming out in July of 2013.

After that, those are when the defective meters start to not be on warranty and not get replaced; right?

MS. TAYLOR:  No.  The majority of the meters were purchased in 2010.

MR. GARNER:  Oh, I see.  And so they were already off-warranty before they were installed.  Is that right?

MS. TAYLOR:  In most cases, we still had some residual warranty.  But we made a decision that the additional warranty expense was relatively significant and basically decided to take the risk.

And we probably -- it was about a wash, based on what it would have cost us to extend the warranty versus what it cost us to replace.  Using about $100 per meter, we ended up replacing about roughly 300 meters.

MR. GARNER:  All right.  I think you answered this question, I'm pretty sure.  You still use the same meter provider; correct?

MS. TAYLOR:  Yes, we do.

MR. GARNER:  Did you have discussions with them about that issue when you had these faulty meters, about them covering those faulty meters notwithstanding the warranty issue, because of the circumstances you were -- when you would actually install them?

MS. TAYLOR:  I don't know that we specifically had that discussion, because it was clear they were no longer under warranty.  But we do participate with all of the other LDCs that use the same vendor in working groups to try to work with that vendor to improve the different circumstances relative to meters.

MR. GARNER:  Okay.  Thank you.  Those are all of my questions.  Thank you, Mr. Millar.

MR. MILLAR:  Thank you.  We will break until two o'clock.
--- Luncheon recess taken at 1:00 p.m.
--- On resuming at 2:03 p.m.

MR. MILLAR:  Good afternoon, everyone.  Why don't we get started again?  I think we have a grab-bag of questions remaining on Exhibit 2.

Mr. Harper, did you want to start us off?

MR. TAYLOR:  Before we start, we did some research over the break, and we have got some more information to respond to one of the interrogatories that was -- or questions that was posed before.

MR. MILLAR:  Okay.  Go ahead.

MR. MILLER:  Thank you.  I believe the question was related to the issue of system drivers and the number of capital projects that may have changed as a result of reclassifying them, so I just wanted to identify the major ones that had shifted.

Substation 1, the Princess Street reconstruction, Substation No. 4, the bus work, and the following vaults:  TV 38, 9, 8, and 3.  And the final project would be Russell Street, which is a reconstruction project.

MR. MILLAR:  Okay.  Thank you.

Mr. Harper.
Examination by Mr. Harper:


MR. HARPER:  Yes.  Actually, I wanted to follow up in responses to one of the interrogatories.  It was actually posed with respect to Exhibit 3, but I think the topic relates more directly to the DSP.

So if you wanted to turn to 3 Staff 54(c), here Staff was asking you to basically reconcile the fact that, for purposes of the revenue requirement, you used a load forecast that assumed an average annual decrease in each of the next five years, whereas for purpose of the DSP, you used a forecast that had increasing load over the planning period.

If I can characterize your response -- and correct me if I haven't characterized it correctly -- it was the fact -- the response was really that the forecast for the DSP had been done back in 2012 before you had really appreciated and been able to factor in the impact of the CDM programs that were implemented from '11 to '14, and the impact you anticipate under the CDM programs under the Board's -- under the government's new -- or Board's new Conservation First framework, that will be extending for the next five years.

So to some extent, the forecast in the -- using the DSP was somewhat outdated.  Would that be a fair comment?

MR. MILLER:  I think the load forecast for the DSP was looking at the issue of what would be required going forward, and if memory serves me correctly, the influences of CDM weren't directly available to us at the time, although we were certainly aware of CDM and its general impact on reducing load going forward.

I think the forecast in the DSP -- although I believe it was indicating more a slight positive increase, but it was very marginal at best.

But certainly the more recent information is indicating, from a revenue perspective anyway, a lowering of load.  But from a -- I think the comment that I would offer, however, is that overall system-wide CDM is having an influence.  But, nevertheless, in localized situations, we still have issues that may trigger work associated with load, but specific to areas within our distribution territory.

MR. HARPER:  That's fair, but I guess taking that perspective, that, if perhaps there are local areas that are growing, but if overall the total -- let's say the total demand for Kingston Hydro overall.  Let's say if you were to look at -- I am not asking you to do a new DSP, but if you were to consider the context -- the DSP in a context where total load in the utility was, say, not going to be increasing over the next 10 years, would that have any major implications for either the DSP that -- as you filed it or the capital expenditure program as you filed it, or is it, as you said, the difference in load growth, as you said, it was only fairly nominal that it really wouldn't have any -- I am just trying to understand if there are any key implications of this sort of change in outlook for the overall load or whether it doesn't have any major key implications for your DSP.

MR. MILLER:  I think, I guess, the general characterization I would have is that clearly the investment profile that we have is being driven by renewal.  There are minor or, to a lesser extent, lesser amounts associated with access and service, depending how you want to characterize it.

I'm not sure that the influence of the CDM would have any major material impact on what we have put forward as part of the program over the next five years.

MR. HARPER:  Okay.  Fine.  I just wanted to wrap up that response and clarify it.  Thank you very much.

MR. MILLAR:  Jay, who was next?  Ms. Greey?

MS. GREEY:  Jay, are you going?  Is Jay going?

MR. MILLAR:  No.  You are.

MS. GREEY:  Oh, I'm sorry.
Examination by Ms. Greey:


I'm a little confused now.  If you look at 2 CCC 22, and in there you provided that -- the Appendix 2-AA.  So this is now updated showing the projects where you just explained some of them had moved to?  Jim?  Out of access into renewal?  So is this an updated table?

MR. MILLER:  Yes.  The Table 2AA is -- was in response to the question of re-identifying the principal drivers.  Most shifted to renewal.  However, I can't -- the ones that I identified didn't all completely shift that way.  There was some reshifting of dollars from renewal back into access or service.

MS. GREEY:  Further to my other questions, just because you're saying that, are you going to provide us an update showing that -- like, I sort of wrote them down, but I didn't get them all down, et cetera -- from your latest research of what you have found the drivers are?

MR. MILLER:  With respect to those projects, they're accurately reflected in Table 2AA.

MS. GREEY:  Okay.  On CCC 22.

MR. MILLER:  Yes.

MS. GREEY:  Okay.  Because my question is:  Some of them from CCC 20 do seem to have some third-party contributions.  But you're saying the main driver is renewal.  Is that -- is that what you have landed on?

MR. MILLER:  So the original question -- and I think -- sorry, I can't recall whether that came from the Board Staff or not -- but the -- sorry, in the original evidence filed for the forecast years, we had originally split the investments by the drivers as we saw them.  So some went to renewal for a given project.  Some went to access.  Some would have gone to service.

In the IR that we received, we were reminded of the fact that we were to pick the principal driver and allocate all of the costs to the principal driver.  So that has been done in the response to 2AA, so I am not sure if there is a need for any more information, but at this point, I think we did respond to that IR.

MS. GREEY:  Correct.  Okay.  So projects such as the Princess Street reconstruction, although Princess Street is doing a whole revitalization, as Mr. Keech explained, you're upgrading the electrical system you needed to do anyway?  So it wasn't like the city said, you know, "We want you -- you have to move your poles six feet back.  You have to do XYZ," which is normally the third-party infrastructure?

MR. MILLER:  Certainly the majority of Princess Street, the assets are quite old.  They are beyond their useful life.  There were -- and I think we have pointed out in various evidence that, when we do projects that may involve the city at the same time, there are certain elements of the assets that perhaps do not require action on our part.

But if they are in the way or the elevations are too high or there are issues that are present, then the cost to relocate or change that piece of the infrastructure is then contributed to from a third party.  But the majority of the Princess Street work is a system renewal activity.

MS. GREEY:  Okay.  I think that answers my question.  Thank you.  That's it.

MR. MILLAR:  Anyone else for Exhibit 2?
Examination by Mr. Shepherd:


MR. SHEPHERD:  Yes.  I am following up on questions I asked with respect to the various businesses operated by Utilities Kingston.

When I asked the questions earlier, you referred me to the City of Kingston's statements.  So I have those, and I've looked at them.

And what it appears is that the capital additions for the utility networks in those systems -- which doesn't include Kingston Hydro, it appears -- is 6.9 percent of net fixed assets, whereas Kingston Hydro is spending almost 9 percent of net fixed assets on capital additions.  So that suggests a higher level of capital spending in Kingston Hydro than in the rest of your utility assets.

I don't think that is right, because I think that there are some accounting differences in the depreciation numbers for the city-owned assets as opposed to the Kingston Hydro assets.

So what I am going to ask you to do is this:  I am going to ask you to undertake to provide a table that shows, for each of the five businesses operated by Utilities Kingston, the gross fixed assets of the assets for that business, whether they're owned by the city or they're owned by the utility, the net fixed assets -- sorry the accumulated depreciation and the net fixed assets and the capital additions and depreciation for 2014.

And that way, with that table, we will be able to see the balance of spending compared to the regulated utility.

MR. KEECH:  I would go back to my comment.  I would say we don't see the relevancy in this, and, as well, some of the information that you are asking for, I don't believe we have the authority to provide.

MR. SHEPHERD:  I take your point, and what I am asking you to do is take an undertaking.  Obviously, you will have to go back to the city and ask them, "Can I provide this table?"

I don't actually think it is a problem, but if they say it is a problem, then we can deal with it at that time. But at least we would have taken a shot at it.

MR. KEECH:  So, again, I don't see the relevance and the --


MR. TAYLOR:  The answer is no, based on relevance.

MR. SHEPHERD:  All right.  Thanks, I have no further questions.

MR. MILLAR:  Thank you, Mr. Shepherd.

Anything else under Exhibit 2?

Okay.  Let's move to Exhibit 3.  Do we have any volunteers?  Mr. Harper, I see you reaching for the mic.
EXHIBIT 3 QUESTIONS

Examination by Mr. Harper:

MR. HARPER:  Yes.  I think it best if I start off on this one.

If we can start off with, I guess, the same area we just talked about, 3 Staff 54, part (b).  Here Staff was asking you, I guess, two things:  one, to provide the 2015 actual sales for the first six months of 2015, and to compare those with your forecast.

If we go over the page to page 3 of that response, which sets out two tables, can I just first clarify that the numbers you've got here, January to June 2015, they're the actual sales for the year to date for each of those months?

[Witness panel confers]


MR. MILLER:  Yes.

MR. HARPER:  And for the billed kilowatt hour numbers, are those the totals, or are those the totals just for those classes in energy billed?

MR. MILLER:  Totals.

MR. HARPER:  Okay.  Fine.  The bill threw me off a little bit, so I wanted to make sure.

Finally, I noticed that Staff had also asked you to contrast those with your forecast for the first six months of June -- excuse me, January through June of 2015.  I notice that wasn't part of the response.  And I was wondering:  Is that something you could provide using your revised load forecast models that you have just filed with the Board?

MR. FRANK:  So I can provide some responses with a number of caveats to it.

First of all, the new load forecast model is forecasting it's the -- the model is run on a monthly basis, but then the CDM is added back -- or, sorry, the CDM, the achieved CDM is subtracted out in two steps, and those are both done on an annual level.  So I have to make a few assumptions on how much CDM I am forecasting to be achieved in the first half of 2015.

The other caveat is that I only have a forecast for residential and general service under 50, general service over 50, and large use on a monthly basis.  I don't have any way of going at streetlight or USL for a half year.

MR. HARPER:  Well, actually, given the muddying of the water that the CDM is likely to do, I think I will pass on that question.  Given your comments, and from my perspective, you don't have to pursue it any further, that would be fine.

MR. FRANK:  Okay.

MR. HARPER:  If we could turn to 3 Staff 55(b), here you were explaining the sources of, I guess, the weather data that you were using and the fact that you had used the data from Harrington because you had some problems with the Kingston climate data.

I was just curious, because I noticed they were 15 -- I guess, if I add the 35 and the 17, there were 52 data points missing from the Kingston climate.  So I was wondering – and then you go on, on the next page to talk about some of the Harrington data was also missing.

So I was wondering if you could tell us how much Harrington data was missing relative to the 52 points you were missing from the Kingston climate data.

MR. FRANK:  There was a substantial outage at Harrington in 2011, which accounted for 109 days.  Of the remaining five years, there were a total of six more days of outage.  So a total of 115 days are missing from the Harrington data.

MR. HARPER:  So you used data from a station that had over 100 data points missing to replace -- to make up for the station that had roughly 50 data points missing.  I am trying to understand why you switched stations, then.

MR. FRANK:  Well, first of all, we didn't switch stations.  Harrington is the station that we had used -- that had been used in the previous cost of service.

So part of it was maintaining consistency with the 2011 application.  Part of it is related to -- on an ongoing basis, Harrington seems to provide more consistent data with fewer incidents of outages, notwithstanding this one very long outage in 2011.

I understand there have also been some equipment changes at Kingston climate.  So, on balance, it seemed like Harrington would be a more reliable source.

MR. HARPER:  Okay.  We will leave that at that.  Thank you.  Could we turn to 3 Staff 56?  I was actually looking at parts (b) and (c).  And if we start off with part (b), which I guess -- under part (b) in the response there, you basically have been asked to give an updated economic forecast for 2015-2016 based on more recent bank data.

MR. FRANK:  Yes, that's correct.

MR. HARPER:  I just wanted to clarify whether the updated load forecast you provided for us based on the September 2015 models, whether that used the original economic forecast or this forecast here.  I just want to know which of the two you were using.

MR. FRANK:  It used the original forecast.

MR. HARPER:  Okay.  Fine.  Thank you very much.

Now, if we go over the page to your response to part (c), there is a statement in there towards -- I guess it is the second full paragraph at the very end there, and it states:
"The recession in 2008 in particular created a permanent province-wide change in the use of electricity, and therefore historic energy use prior to 2008 does not typically improve the predictive accuracy of models."

I wanted to pursue this a little bit, because we have a lot of utilities using models that use data that go well back beyond that.

I was wondering what was the basis for this statement, and what is the nature of the permanent change that you're talking about here.

MR. FRANK:  Well, it relates principally to the loss of manufacturing employment throughout the province and a lot of changes that, I suppose, we have seen over the long-term.

In particular, I looked up at the IESO, and the IESO and their 18-month plans for May of 2011, June of 2012, May of 2013, and November 2014 have all referenced usage over the time period from the recession that started in 2008 to present, using that as a, you know, as a marker of, you know, sort of the low usage point.

And even in November 2014, they've gone on to say that the -- this was in reference to -- it was in reference to one of their values they're reporting.

And, sorry, in reference to October demands, they're saying:

"This is a recurring theme as demand has remained relatively flat since the recession."

Indicating that, you know, we're in a -- indicating that the model has been -- or the energy use has been relatively stable since 2008 and, by implication, probably not prior to that.

MR. HARPER:  Well, I'm trying to separate out the idea of energy use being -- having gone down or being lower, because generally economic activity is lower, which would be picked up in one of your economic variables as used in the model, as opposed to changes that are more structural and wouldn't be picked up through a forecast or change in economic variables.

It sounds to me that all you're talking about is the economy's declined a little bit, and, therefore, as a result, naturally energy use has declined a little bit, which would be picked up in your regression model as your variable varied the amount of economic activity that was -- had taken place historically or was being forecast to take place.

So I am still trying to understand this issue about permanent province-wide change as opposed to change that just reflects differences in the level of economic activity, which hopefully, if we recover, you know, that issue will be addressed.

MR. FRANK:  I guess there is two ways I can go at this.  One, it is probably the more direct method.  Under one of the other undertakings, I was requested to run a regression model from 2003 to 2014, so over that 12-year time horizon, and I did find that, as I expected, the regression statistics showed it was a weaker model than just relying on the most recent six years.

You can imagine if you lost certain sectors of your -- if you lost certain customers or certain sectors of the economy were suppressed more than others, then sensitivity to employment and sensitivity to weather and whatnot could actually change between the two time periods.

MR. HARPER:  Okay.  That's fine.  Thank you for your explanation.

MR. SHEPHERD:  Can I just follow up on this?

MR. HARPER:  Sure, go ahead.

MR. SHEPHERD:  Is this your idea, or is this somebody else's idea?

MR. FRANK:  You know what?  It was my idea to test on 2009 forward, and I found that the numbers have -- you know, the numbers support it.

MR. SHEPHERD:  Sorry, what I'm trying to understand is has anybody else said, "Oh, no.  Electric load data from prior to 2008 is no longer relevant"?  Has somebody else done a study that concluded that?

MR. FRANK:  I am not aware of one, other than to say, if we look at the IESO reports, they keep on benchmarking against 2008 as a pivotal -- 2008-2009 as pivotal years.

MR. SHEPHERD:  No.  But they don't say, "Oh, we're not looking at stuff before 2009 because it is no longer relevant"?  That is nowhere in the IESO reports, is it?

MR. FRANK:  No, it's not.

MR. SHEPHERD:  So, like, normally if you do an analysis, an expert report of some sort, you have some empirical evidence, not just one example, but lots, if you're going to make a general statement like that.

I'm wondering, what is your empirical evidence that load data prior to 2009 is no longer relevant?

MR. FRANK:  I wouldn't say it categorically is no longer relevant.  In this case, it's shown that 2009 forward produces a stronger model than going back to 2003.

MR. SHEPHERD:  Did you test all the other years prior to 2009?  Did you test going back to 1998 or to 2006 or to 2001?

MR. FRANK:  I simply didn't have that much data available.  The filing requirements permit any use of at least five years of historical data, and I've selected six.

MR. SHEPHERD:  So you're saying the filing requirements allow you to just pick one, and it doesn't matter if it is the best?  Is that what you're saying?

MR. FRANK:  It's -- honestly, it's -- the filing requirements require that at least five years be used, and I have found that running with six has produced better results than the other proposal that's been presented thus far, which is to run with 12.

MR. SHEPHERD:  And you haven't tested any others?

MR. FRANK:  I have not tested -- there are a number of things I test, but that is not something I have tested.

MR. SHEPHERD:  Thanks.

MR. AIKEN:  I just have a follow-up on Jay's questions.  You mentioned you've done the equation from 2013 through '14, and it was a poorer fit than your equation from 2008 to '14.  Is that correct?

MR. FRANK:  Sorry, I've ran the equations from 2003 to 2014, and it was a poorer fit than the one I have selected, which is from 2009 to 2014.

MR. AIKEN:  Did you do a Chow test?

MR. FRANK:  No.

MR. AIKEN:  Why not?  Do you know what a Chow test is?

MR. FRANK:  No.

MR. AIKEN:  Okay.  Those are my questions.
Examination by Ms. Scott:


MS. SCOTT:  Can I just follow up?  I'm Jane Scott, Board Staff.

Andrew, did we get the model stats for that 20 -- I know we got the results of the model, but I didn't see the stats for that, the 20 year -- sorry, the -- running it with...

MR. FRANK:  You're asking for the 12 years?

MS. SCOTT:  Yes, yes.

MR. FRANK:  The 12-year run.  Do we have the IR handy?  I believe they were provided in the IR response.  3 Staff -- so, here, we have them right here.  This is the Ordinary Least Squares for residential.

MS. SCOTT:  But that was the old model; right?

MR. FRANK:  No.  That is the new -- that was the requested scenario on -- sorry, that was the requested scenario of running with 12 years of data, and it was comparable to the old model where the CDM changes had not been introduced.

MS. SCOTT:  Okay.  And you said you can't do it on the new model because you don't have the CDM?

MR. FRANK:  We don't have that much history on CDM.

MS. SCOTT:  So we can't really compare 12 years of data in the new model versus six years of data in the new model.  The stats of that we can't really compare -- we don't have that comparison?

MR. FRANK:  You have 12 years of data on the old model versus six years on the old model, which is your comparable basis.

MS. SCOTT:  Okay.  Thanks.

MR. HARPER:  Okay.  Thank you.

Actually, the next question I am using just more for reference was with respect to 3 Staff 57(b).  It wasn't necessarily the specific response.  It was the fact that I just wanted to pick an interrogatory where you had introduced your new load forecast, and this was one where you referenced it.

And you filed both a detailed load forecast Excel spreadsheet and a detailed CDM Excel spreadsheet.  And I would like to, first, just go through at a high level.  If you could confirm with me my understanding of what has changed and what hasn't changed, and if I could maybe run through it, and you could see whether you agree with my understanding.

And that is that, for four of the customer classes, residential, GS less than 50, GS greater than 50, and the large-use class, what you did is you changed the deep end in the variable in your regression analysis so it included both the monthly sales plus your estimate of any CDM impact that took place from programs introduced anywhere between 2009 and 2014.  Would that be correct?

MR. FRANK:  That's correct.

MR. HARPER:  And for all these four classes, you stepped back again and tested a number of models to see which -- including which explanatory variables gave you the best model just like you did in the original application.  Is that correct?

MR. FRANK:  That's correct.

MR. HARPER:  And for all of these four classes, you stepped back again and tested a number of models to see which variables gave you the best model just like you did in the original application.  Is that correct?

MR. FRANK:  That's correct.

MR. HARPER:  So for two of these classes, the residential and general service less than 50, your proposed models now have slightly different explanatory variables than in the original application, whereas for the other two classes, the explanatory variables that came out the best were the same ones as you used in the original application.

MR. FRANK:  Well, there were actually three classes where the explanatory variables had changed.

There were the two that you have identified as having changed, residential and general service under 50.  There was also a changed explanatory variable in general service over 50.  As you thought, or as you suggested, the large use did not have any changes in explanatory variables.

MR. HARPER:  This is why I am asking.  I wanted to make sure I got all of the changes that were going on here.

And apart from these preceding points for those four customer classes, there weren't any other changes to the approach that you used in terms of the modelling then?

MR. FRANK:  Confirmed.

MR. HARPER:  Okay.

And then if we go to the other customer classes, can you confirm that there was no change in the models or the methodology you used to produce the customer connection and customer account forecasts for each of these classes?

MR. FRANK:  Confirmed.

MR. HARPER:  Okay.

And for the other classes, which are the streetlight and USL, there was no change in the forecast methodology or the ultimate forecast you came up with for those classes either?

MR. FRANK:  Confirmed.

MR. HARPER:  Okay.  Thank you.

Now, if we look at the CDM model Excel spreadsheet that you filed, I notice that, in one of the tabs -- it was a tab titled 2006-2010 KH net megawatt hour.  That was the name of the tab -- reports persisting impacts to CDM programs starting as far back as 2006 to 2008, and actually some of those programs have impacts dying out in persistence through and into the 2009 to 2014 period.

I was just curious why you didn't include those CDM impacts as well in your new model formulation.

MR. FRANK:  I suppose the intent of the new run was to remove the impact of the CDM activities taking place from 2009 to 2014 from the trend variable.  So starting at 2009 or any time prior would have achieved that, and then we basically just had to draw a line in the sand.

As you could see from the model, we do have data back as far back as 2006, and that is basically it.  That is the full extent of the data.

Another point to make, I suppose, is that the CDM activity has been growing over the time horizon.  So, you know, any sort of activity prior to 2009 was much smaller than what's been happening since.

MR. HARPER:  Yes, I appreciate that.  Okay.  I was just trying to clarify why you picked to include or exclude certain points of data.

Now, looking again at the CDM model you filed with the IR responses, there's another tab in there which is entitled "KH megawatt hour savings pivot."  That is the name of the tab.  Am I correct that this is the tab where you translate the savings reported by the OPA for 2011 to 2014 into the savings that you are going -- into the CDM savings by customer class that you use for creating the sales plus CDM variable in your model?

MR. FRANK:  I'm going to have to see that.

MR. MILLER:  Yes.



MR. HARPER:  And these are precisely the same values that you subsequently use in the application when you are making your LRAM calculation for 2011-2014.  Your claim is based on these same savings as well for 2011-2014 by customer class; correct?

MR. MILLER:  That's correct.

MR. HARPER:  Now, in the written questions that we sent you, I had included a table that, for the years 2011-2014, looked at program years for each calendar year and the programs that have been implemented in that year or previous years and tried to summarize what was my understanding of the megawatt hour CDM savings on an annualized basis that were being attributed in each year for each year's program.

I don't know whether it has been filed on the record or whether it needs an exhibit number here as well for people to reference it.  But my interest was in making sure that the numbers I'd summarized in that material I sent to you were the annualized values that you used for purposes of the load forecast model and your LRAM adjustment.

MS. ARMSTRONG:  Excuse me, Bill.  I am not quite sure what exhibit you are talking about.

MR. HARPER:  Well, that's why I was asking.

MS. ARMSTRONG:  Because it hasn't been entered --


MR. HARPER:  Well, we filed a set of questions with the Board last week, and in the questions we filed was the specific table.

So I was wondering if that is why -- that's why I made the note.  The Kingston Hydro people have seen it because the questions were forwarded to them, and I guess it is also on the Board's website.

So I guess I was wondering whether the questions need to be given an exhibit number, if I am referring to it at this point in time.

MS. ARMSTRONG:  I would think so, but I would defer to my legal counsel here.  But I would assume that they should be entered; right?

MR. LANNI:  Is there a title for this document?  For the record, my name is Richard Lanni, and I am legal counsel with the OEB.  I am here while Mike Millar has had to leave the room.  So we can mark this as the first exhibit of the technical conference.

MS. ARMSTRONG:  Yes.

MR. LANNI:  And that will be KT1.1. 
EXHIBIT NO. KT1.1:  TAble filed by Mr. Harper


MR. HARPER:  Maybe just to clarify, this is something the panel has had a chance to look at prior to today, is it?

MR. MILLER:  Yes.  And just to clarify, I am assuming that the question that you have raised is in relation to 3 Staff 57?

MR. HARPER:  It is under part (e) of the question.

MR. MILLER:  Part (e), the part (e) question?

MR. HARPER:  Yes.

MR. MILLER:  Is it the sub part (ii)?

MR. HARPER:  Well, it is the first part.  I just want to make sure that the numbers as documented in the question here -- you know, you agree that these are the annualized amounts that you've used for purposes of both the load forecast model and your LRAMVA calculations, that I extracted the right numbers from that tab.

MR. MILLER:  Sorry, no, I don't believe they are.

MR. HARPER:  Okay.  Because I am loath to ask people to open the tabs and go through them at this point in time.  Maybe if you could just indicate to me -- if I could have an undertaking to undertake what are the actual values.  Like, we're not talking about the half-year rule, but the annualized values for CDM program impacts for each of the years 2011 through 2014 comparable to this table that you have actually used for purposes of load forecast adjustment and your LRAMVA calculations.

MR. MILLER:  If I may, maybe perhaps what I can do is just simply confer, and I will see if I can get an answer for you on that after break.

MR. HARPER:  Okay.  Well, maybe as we go through this, you can confer and see whether questions accumulate to the point of conferring is still acceptable or not, because the issue I was trying to look at was -- I apologize because these were the numbers I thought they were.  When I tried to reconcile these numbers with the OPA verified results that show up in your Kingston summary tab for the same CDM model, the numbers didn't match.  So I was trying to -- my other thing was trying to understand why they didn't match and get you to address that issue.

So maybe if these aren't the right numbers, when you come up with the right numbers, they will match with the numbers, the verified numbers reported by the OPA.

MR. MILLER:  Yes, they will.

MR. HARPER:  And my third problem was -- again, it may be the fact these are the wrong numbers -- that I was having a hard time reconciling these numbers with sort of the -- what I would anticipate to be the impact on the load forecast if I just apply the half-year rule for the first year and then have the full impact for each year subsequent to that.

So, again, once you have confirmed what the right numbers are, you know, I guess maybe it is a matter -- maybe I could have the undertaking sort of -- maybe as a matter of demonstrating whatever numbers you used are consistent with the OPA and are consistent with the application of the Board's half-year rule when you're making adjustments for the load forecast purposes.

MR. MILLER:  Okay.  Yes.

MR. HARPER:  Okay?  Thank you.  Maybe part of my problem was that, when I was looking at your pivot table tab there, that table -- that tab goes through a review of the various OPA programs and assigns them the results from each program to different customer classes depending upon what the nature of the program was, if I am not mistaken.

MR. MILLER:  That is correct, yes.

MR. HARPER:  I was having some difficulty reconciling sort of drawing a parallel between the acronyms used in that table and the program titles used in the OPA report that you also included as one of the tabs in your CDM model.

I was wondering if it would be possible to provide a glossary or something that showed what the relationship was between the two, which was part of the problem why I couldn't verify the matching, because I didn't understand what an acronym applied to what program.  So if you could give me some sort of glossary that allowed me to relate the CDM programs in the OPA report, that would be great.

MR. MILLER:  I think we can provide that, yes.

MR. HARPER:  Okay.  Thank you very much.

MR. LANNI:  We should mark that as undertaking JT1.5, please.
UNDERTAKING NO. JT1.5:  TO PROVIDE a GLOSSARY THAT RELATES THE ACRONYMS TO THE CDM PROGRAMS AS IN THE OPA REPORT

MR. HARPER:  I would like to turn to the forecast that you subsequently developed using these models, and I think, as you've explained -- and, again, just confirm for me my understanding is -- is sort of you used your forecast values for the explanatory variables, created a forecast, and then removed and adjusted that for CDM by removing the persisting impact of the 2009 through 2014 programs that were going to persist after that and remove your anticipated impact for the 2015 to 2020 programs consistent with the plan that Kingston Hydro has filed with the OPA to cover that period.

MR. FRANK:  Yes, confirmed.

MR. HARPER:  Okay.  Then if we move to that same exhibit that we just assigned a number to, which were the questions that we'd filed, under VECC 52(b) in those questions, under part (b), I've set out here what is my understanding, again, of the CDM impacts from that plan that you have assigned to each of the years 2015 through 2020.  Have you had a chance to look at those numbers?

MR. MILLER:  Sorry, could you just --


MR. HARPER:  In the questions that we filed with you, it was VECC 52, part (b).  There I have set out what is my understanding extracted from your CDM model as what you were assuming were the impacts from CDM programs implemented for each of the years 2015 through 2020.

And I just wanted to confirm if you'd had a chance to look at that and whether those are the numbers that you were actually assuming for purposes of your load forecast.  I believe they're also set out in your revised Appendix 2I.

MR. MILLER:  So, again, just to clarify and make sure, under VECC 52, you had two questions, (a) and (b), and you're referring to (b).

MR. HARPER:  That's correct.

MR. MILLER:  And that table there?  Then I believe the response there is, no, that's not correct.

MR. HARPER:  Okay.

MR. MILLER:  The savings that are described in the Kingston Hydro 2015-2020 CDM plan milestone tab represents savings that count towards Kingston Hydro's 2020 Conservation First framework savings target.  They're calculated at the generator level, and the savings are not adjusted to remove those that do not have a load forecast or rate impact.

MR. HARPER:  Okay.  So that would you be able to give me a similar listing of what are the total impacts?  What's the total impact from CDM savings for programs implemented in each of those years as assumed by you that will have an impact on your sales?

MR. MILLER:  Yes.

MR. HARPER:  Okay.  And, again, this may be part of the problem, because when I tried to compare those numbers with the values in your -- in that kW megawatt savings pivot tab that we talked about earlier, the two wouldn't reconcile.  I presume that, when I get your updated numbers, they will reconcile with the total adjustments that you are making for each of those years after we take into account the half-year rule?

MR. MILLER:  Yes.

MR. HARPER:  Okay.

MR. LANNI:  If I can step in, we will mark that as an undertaking as well, JT1.6.  Thank you.  
UNDERTAKING NO. JT1.6:  TO PROVIDE A SIMILAR LISTING OF WHAT ARE THE TOTAL IMPACT FROM CDM SAVINGS FOR PROGRAMS IMPLEMENTED IN EACH OF THOSE YEARS AS ASSUMED THAT WILL HAVE AN IMPACT ON SALES

MR. HARPER:  And I -- it sounds like the difference is that some numbers report at the generator level as opposed to at the sales level, and that is where the problem was arising.

Okay.  Could we turn to 3 Staff 64(b)?  Here Staff was asking you how you, I think, on a forecast basis, (b) and (c) on a forecast basis, assigned these, you know, forecasted CDM savings for 2015 to 2020 to customer classes.  And I think your response was that you assigned it on the basis of sort of historical achievement to date and how much each of the classes had contributed to CDM to date, and that was how you did sort of assign the forecast values.

MR. MILLER:  Yes.

MR. HARPER:  Now, I was just curious because I noticed, in the CDM model that you filed, there were actually -- you actually had provided, I guess, via the approved plan from the IESO/OPA, the actual programs that you anticipated implementing over 2015 to 2020; is that correct?  And the actual savings coming out of each of those programs in each year?

MR. MILLER:  Yes.

MR. HARPER:  Yes.  And so was this allocation done sort of looking historically at how each -- what customer classes contributed to each of those comparable programs?

[Witness panel confers]


MR. MILLER:  I'm sorry.  Could you just repeat that question again for me?

MR. HARPER:  I guess, when you were assigning the CDM to customer classes, I guess, did you do that by looking at each of those individual programs you anticipated implementing and just look at historically how the different customer classes contribute to each of those programs and then use that data by program and summed it up to come up to your total CDM by customer class for purposes of looking at 2015 to 2020?

MR. MILLER:  That's correct, yes.

MR. HARPER:  Okay.  I just wanted to make sure I understand how you did it.  Thank you.

Finally, the CDM model has a -- I just want to make sure -- now, I just want to make sure.  In terms of looking at the billing demand impact of those CDM programs over the forecast period, because what the OPA -- what you've done through the OPA sort of Conservation First is you have, basically, CDM savings on a megawatt hour basis, correct, but really because that is what they're looking at, megawatt hours during the 2015 to 2020 period?

And my understanding is that, when it came to demand billed customers, you just applied whatever had been the percentage reduction in megawatt hours.  You applied that same reduction in billing demand to come up with the impact of conservation of billing demand.  Is that correct?

MR. MILLER:  No.

MR. HARPER:  No?  Okay.  Well, then maybe you could explain to me, because, in reading through your models, that's what -- maybe you could explain to me what -- maybe explain to me what you did and where that calculation is found in your load forecast model.

MR. MILLER:  So I will have to provide that information to you.

MR. HARPER:  Okay.  If you could, that would be great.  Thank you.

MR. LANNI:  And we will mark that as Undertaking JT1.7. 
UNDERTAKING NO. JT1.7:  TO EXPLAIN WHAT THEY DID AND WHERE THAT CALCULATION IS FOUND IN THEIR LOAD FORECAST MODEL

MR. HARPER:  Okay.  Fine.  Thank you.

I think -- I had another written question, but I think hopefully that will answer the final question I had and the written questions I'd sent you as well.

If we could turn to 3 Staff 58.  Here, Staff had asked you whether it made intuitive sense that there was a negative coefficient for heating degree days for your large-use model.  And you had explained that it made sense because of the way the CDM was operating was impacting on the large-use class.

And I guess I noticed the fact that, in the revised models that you have, which have added CDM back into the sales numbers, we still have a negative coefficient for heating degree days, and, actually, the value of the coefficients are virtually the same.

And so I was wondering if you could explain why this continues to make intuitive sense, even after you add back in the CDM savings into the large-use sales numbers that you are using to explain in your model.

MR. FRANK:  I can't say with 100 percent certainty what's causing it, but I understand there's -- that there is possible -- what happened in order to add back the CDM savings -- okay.

So in order to add back CDM savings, CDM savings are provided on an annual basis.  So there is naturally a smoothing effect that happened when adding back the savings.  So it should have a great effect on correcting for the trend variable, although we don't have CDM savings on a month-by-month basis.

So there is some possible disconnect between that, and there is also some -- I understand that there's some co-generation behind the meter and whatnot that may result in reduced electrical load when it is actually colder -- or reduced, you know, net demand when it gets colder.

MR. HARPER:  Maybe the easiest way to say it -- would be fair to say, in adding back the CDM savings, it was done sort of as a fairly -- I'm not using this in a negative sense, but using a fairly simple approach which perhaps didn't capture the unique way CDM arises, and certain CDM savings are going to show up in certain classes?

MR. FRANK:  Yes, that is possible.

MR. HARPER:  Okay.  I understand what you're saying.

Could we turn to 3 VECC 20(c)?  Here we asked you, for those classes that use Ontario Employment as one of the explanatory variables, to provide an alternative kilowatt hour load forecast using the employment forecast out of the last Ontario budget released in April of 2015.

What you did was you gave us a forecast as requested, but based on the old models.  I was wondering if you would undertake to give us a similar forecast, but using your updated September 2015 models.

MR. FRANK:  Certainly.  I've done the analysis, but perhaps it would be most expedient to provide it as an undertaking rather than trying to read out the results.

MR. HARPER:  Yes.  That would probably make sure everyone gets the numbers right.

MR. LANNI:  That will be undertaking JT1.8. 
UNDERTAKING NO. JT1.8:  TO UPDATE 3 VECC 20(c) USING SEPTEMBER 2015 NUMBERS

MR. HARPER:  If we could turn to 3 VECC 21, here we're talking about the street lighting forecast.  You talk in your response about your forecast of customer connections as based on assuming one additional streetlight device per month over your CIR period.

I was wondering if you could tell me just what the basis was for that assumption that there would be one additional device added per month over the course of the forecast period.

MR. MILLER:  So within Kingston Hydro's territory, if you are familiar with that area, there is very little of what we might term "greenfield."  So we do not see a number of, let's say, brand-new subdivisions where you are adding significantly to the streetlight inventory.

Most of the new additions come about as a result of the city's initiative to redesign intersections where the lighting then has to be adjusted.  Perhaps the illumination is not where it needs to be, so you will see an addition of a streetlight periodically through some of that reconstruction work.

MR. HARPER:  Okay.  Thank you.

Now, if I look at part (b) of the response, it indicates that the annual kilowatt hours for streetlights were developed by multiplying the monthly demand by the hours of operation in each month.

If I go back and look at the load forecast model we have been talking about earlier, it appears that your kilowatt forecast was determined by applying a kilowatt hour ratio to a forecast of kilowatt hours.

So this is like the chicken and egg, and I was trying to figure out which came first.  Did you develop the kilowatt forecast as suggested in this response and then sort of translate that into kilowatt-hours.  Or, as suggested in the load forecast model, did you develop the kilowatt hour forecast first then translate that into billing kilowatts based on a ratio?

MR. MILLER:  So the starting point for this has been first using the actual hours of operation for each month.  So we've determined the total hours of operation on a monthly basis for streetlights that are based on the forecast sunset/sunrise scenario.  And this is considered to be the preferred methodology.

MR. HARPER:  So, basically, it is more as described in the response here in part (b).  You forecast the number of kilowatts based on the number of connected devices, and then using hours of operation to translate that into kilowatt hour value?

MR. MILLER:  That would be correct.

MR. HARPER:  Okay.  Fine.  Thank you very much.  Those are all of the -- actually, I have two more questions dealing more with the other revenues.

If we could turn to 3 Staff 67, here they were asking you to report other revenues year to date June 30, 2015 and 2014.  I was just wanting to clarify whether the interest in dividend income numbers reported here, whether they excluded interest on regulatory accounts or not.

MR. MURPHY:  Yes, they do include interest on regulatory accounts.

MR. HARPER:  It is included here?

MR. MURPHY:  It is included.

MR. HARPER:  Would it be possible to get the two comparable values if you were to exclude interest on regulatory accounts?

MR. MURPHY:  Yes.  So the number for June 30, 2015 interest on regulatory accounts is $53,795.00, and the number for June 30, 2014 is $56,843.00.

MR. HARPER:  And those are numbers for interest on regulatory accounts, which you have to subtract off the values shown here?

MR. MURPHY:  Subtract off the values shown in the US of A account 4405, yes.

MR. HARPER:  Right.  Okay.  I just wanted to make sure I got that clear.

Finally, if we could turn to 3 Energy Probe 20(b), here Energy Probe was asking you to explain the difference  between the figures in appendix 2H and those showing up in the revenue requirement work form for -- basically for other revenues.  And you attributed the difference to -- the difference was about $77,333, which you said was recorded in account 4880.

Now, if I look at VECC 24 -- you don't have to turn it up -- it talked about the fact there were two items, the SSS admin revenue and MicroFIT service charge that were both recorded in 4080.

Would those two items be the two items that make up all the $77,333 we're seeing here?

MR. MURPHY:  They may not make up all of items, but I am quite certain they would make up the vast majority of them.

MR. HARPER:  Fine.  Thank you very much.  Those are all of my questions on Exhibit 3.

MS. ARMSTRONG:  Anybody -- who is next?  Jay?
Examination by Mr. Shepherd:


MR. SHEPHERD:  I can go next.  I only have two questions.  The first relates to 1 SEC 11.

I don't think this is for you, Mr. Frank, although you are welcome to give it a shot.

There is a statement here in 1 SEC 11 -- I guess I have to get it up -- a statement in the Utilities Kingston strategic plan that, when you increase revenue generation -- when you fuel switch from electricity to gas, that increases the overall revenues for the organization.

We asked how does that happen, and you didn't answer.  Can you tell us how that happens?  Why is it that, if you shift from electricity to gas, that means the overall revenue goes up?

MR. KEECH:  Keep in mind this was part of the Utilities Kingston strategic plan and not Kingston Hydro, and it was looking at overall revenue for Utilities Kingston.

Basically, with the -- actually back up for a second.

Part of this was part of CDM work we were doing that was the driver for this.  But the second part would be getting a gas service in customer's houses.  And we find that, if we get a gas service for a hot water tank initially or, say, a furnace, then people may look at gas fireplaces, gas barbecues, those type of things, appliances they wouldn't normally have, which would increase gas sales and then increase the revenue from that utility.

MR. SHEPHERD:  Your argument for fuel switching is that it is actually cheaper for the customer to use gas rather than electricity in most of these uses; right?

MR. KEECH:  Yes, and that's correct.

MR. SHEPHERD:  Well, then, wouldn't that reduce your revenue, because you sell both?

MR. KEECH:  It may reduce -- yes, we may be using the terms "revenue" and "return back to the shareholder" incorrectly here.

MR. SHEPHERD:  Well, that is exactly what I am going for, though.  Thank you for that.  Because the danger here for the ratepayers' point of view is that you say, "Well, you know, gas is cheaper than electricity.  You shouldn't heat your house with electricity," which is right, but then because the load goes down on electricity, you still charge -- you still get the same amount of revenue, and you still get the same amount of profit.  You just have to increase the rates.  That is what actually happens; right?

MR. KEECH:  But we're doing this as part of CDM initiatives.  So I think that is a bigger question not just for fuel switching, but for everything that we do for CDM, wouldn't it be?  Because, I mean, it is no different -- it's no different, looking at the possibility of fuel switching -- and I realize fuel switching isn't always recognized as a valid method of CDM.

But if one of the drivers of the -- I guess I could say the province -- use CDM or reduce electricity load, I don't see this any differently than a program to introduce LED lights to a customer, because at the end of day, it all results in less use.

MR. SHEPHERD:  Well, no.  It increases gas use and decreases electricity use.

MR. KEECH:  Yes.  But I think the question here was in regards to reducing electricity use, and what we're -- from the Kingston Hydro's perspective, it is trying to meet CDM targets, reduce electricity load, and, I mean, this is an instance where we're looking at gas, but I don't see that any differently than introducing LED lights or a number of other conservation programs that we have been very successful in.  I don't understand the difference.

MR. SHEPHERD:  Well, wouldn't it make sense, for example, that you wouldn't get a LRAM if what you're doing in reducing electricity load is increasing your gas revenues?  Doesn't that make sense?

MR. KEECH:  No.  Because they're completely separate businesses.

MR. SHEPHERD:  Where is your lost revenue?  You haven't lost revenue.  You're actually gained revenue.

MR. KEECH:  No --


MR. SHEPHERD:  Your own strategic plan says you gained revenue.

MR. KEECH:  So for Kingston Hydro, it is reduced load.  I mean, where the revenue is gained would be on the gas side, which has no bearing, no bearing whatsoever, for Kingston Hydro.

MR. SHEPHERD:  Well, the idea of LRAM is to make you whole.  If it is giving you a windfall, isn't that different?

MR. KEECH:  I don't see where it is giving us a windfall.  I disagree with that.

MR. SHEPHERD:  All right.  My second question relates to other revenues, and it is the -- the reference is 1 SEC 14.  This relates to interest revenues.  So -- and it sort of relates to issue 5 as well, but I will deal with it here because it relates to both.

And this is not a new issue.  We have talked about this before.  You have about $11 million that you owed the city, but at any given time, you owe them about -- they have about $5 million of your money.

And so you pay them 5.87 percent on the money that you borrow from them, but you only get 1.35 percent on the money that they have of yours.  And I don't understand why you wouldn't offset the two.  So that is step 1.  Maybe you could help us with that.

MR. MURPHY:  As I stated earlier to an earlier question on this, one is a long-term loan payable related to the incorporation of the company, and the other is simply bank balances that are used as cash to meet our current -- current responsibilities.

MR. SHEPHERD:  I understand that, but you have a whole range of other debt of various types at the bank, et cetera.  You have a whole package of debt options.  You could very easily be financing this $5 million that the city is sitting on through -- or you could keep that money, let the city finance it, and then you would save 5.87 percent; right?

MR. MURPHY:  So this is the exact same issue that we talked about in our last proceeding, and, you know, the Board ordered last time -- decided that we do have long-term debt with the city that will attach a long-term rate, and we do have -- in order to achieve the efficiencies, we have our payables, et cetera, flow through the City and then deal with the interest fund.  So it is just the way we're structured, and it is the way we're set up.

MR. SHEPHERD:  So are you refusing to answer questions about this?

MR. MURPHY:  What was exactly the question again?

MR. SHEPHERD:  I asked you why you didn't pay off the city to the tune of $5 million to save money for the ratepayers.

MR. MURPHY:  We haven't done it.  We haven't done that.

MR. SHEPHERD:  And I asked you why.

MR. MURPHY:  Just it's not something we've done.

MR. SHEPHERD:  You haven't even thought about it?

MR. MURPHY:  So we have long-term debt, which we've had since 2000, and it's -- the rate hanged in our last proceeding, and since that time, we've just kept it.  We have not considered changing that.

MR. SHEPHERD:  Okay.  So with respect to all of your other debt, is it your general practice to make sure you minimize the cost of the debt?

MR. MURPHY:  For the capital, yes, it is.  For the capital assets for every year that we're constructing and renewing, yes.  For all of our new debt we look at -- we look at what we should be doing there.

MR. SHEPHERD:  So what's different from the city note?

MR. MURPHY:  The city note, we don't have to pay any principal back on that note.  It is just an interest-only arrangement.

MR. SHEPHERD:  Why is that relevant?

MR. MURPHY:  You asked what the difference was between the two debt instruments.

MR. SHEPHERD:  So that is worth -- that's worth paying 2 percent more for it?  That's actually what the market difference is, right, about 2 percent?

MR. MURPHY:  I am not sure what the market difference is.

MR. SHEPHERD:  So you haven't even investigated that?

MR. MURPHY:  We have not investigated repaying the city's long-term debt with other borrowings.

MR. SHEPHERD:  All right.  Am I right in understanding -- and will you tell me whether this is correct, and you can undertake if you want -- that the impact of keeping this debt outstanding, the 11 million at 5.87 percent, rather than either borrowing at market rates or offsetting your cash balances with the city is about $210,000 a year or about a 2 percent rate increase, roughly?  Is that right?

MR. MURPHY:  We can undertake to provide that response.

MR. SHEPHERD:  Thank you.

MR. LANNI:  Can we mark that as Undertaking JT1.9, please?
UNDERTAKING NO. JT1.9:  TO CONFIRM WHETHER THE IMPACT OF KEEPING THIS DEBT OUTSTANDING, THE 11 MILLION AT 5.87 PERCENT, RATHER THAN EITHER BORROWING AT MARKET RATES OR OFFSETTING CASH BALANCES WITH THE CITY IS ABOUT $210,000 A YEAR OR ABOUT A 2 PERCENT RATE INCREASE

MR. SHEPHERD:  Those are the questions I have.

MS. ARMSTRONG:  Anybody for questions on Exhibit 3?

MR. AIKEN:  Yes, I can go next.

First I want to follow up in more detail on a question Mr. Harper had about the changes in the equations that underpin the new load forecast versus the old.

And am I correct, for the residential, the new model reflects the addition of six explanatory variables, most, if not all, of which are dummy variables?

MR. FRANK:  I would have to do a comparison to say specifically which ones are new and which ones are not, but there certainly has been an addition of dummy variables.

MR. AIKEN:  Okay.  I should have prefaced my question with, "Subject to check, would you agree?"

MR. FRANK:  Yes.

MR. AIKEN:  Okay.  And then with the GS less than 50, the only change is that in the new model the trend variable has been dropped?

MR. FRANK:  Yes.  I can confirm the trend variable has been dropped, subject to check, that the rest is the same.

MR. AIKEN:  Okay.  Then for the GS over 50, the one change is the reclassification variable has been replaced with the number of customers?

MR. FRANK:  That's correct.

MR. AIKEN:  Okay.

If you could turn to the response to 3 Energy Probe 14, attachment 1.  This asked for the working capital allowance to be updated to reflect the most recent cost of power rates available.

Now, does this response reflect the old forecast or the new forecast?

MR. MURPHY:  It reflects the old forecast.

MR. AIKEN:  Could you update it to reflect the new forecast, please?

MR. MURPHY:  Yes, we can do that.

MR. LANNI:  Let's please mark that as Undertaking JT1.10. 
UNDERTAKING NO. JT1.10:  TO UPDATE THE RESPONSE TO 3 ENERGY PROBE 14, ATTACHMENT 1, WHICH ASKS FOR THE WORKING CAPITAL ALLOWANCE TO BE UPDATED TO REFLECT THE MOST RECENT COST OF POWER RATES AVAILABLE, TO REFLECT THE NEW FORECAST.

MR. AIKEN:  And when you do that, in the revenue requirement work form for 2016 that reflects the updated forecast, in line 2 of the tracking form, there's a line there for updated load forecast and RPP rates that shows an overall increase in the revenue requirement -- or, sorry, the revenue deficiency of about $45,000.

Am I correct that that reflects not only the updated load forecast, but the updated cost of power, which we will then see in the updated attachment 1 that you are undertaking to do?

MR. MURPHY:  Yes.  The revenue requirement work form reflects both updates.

MR. AIKEN:  Okay.  Then if you could turn to 3 Energy Probe 15 -- and we touched upon this one earlier this morning -- what I am basically doing is comparing, in attachment 1, the 2016 revenue, which is shown on page 1 of 3 of the attachment.

And you will see there, in the bottom table, under the "Total" column, revenue of $11,385,527, and that is different than the revenue at existing rates shown in the revenue requirement work form of $11,378,402.

So can you reconcile those two numbers?  Why are they different?

MR. MURPHY:  I don't have the answer for you right now.

MR. AIKEN:  Would you undertake to reconcile those numbers?

MR. MURPHY:  Yes.

MR. LANNI:  Please mark that as undertaking JT1.11.
UNDERTAKING NO. JT1.11:  TO RECONCILE THE AMOUNT IN 3 ENERGY PROBE 15, ATTACHMENT 1, PAGE 1 OF 3, REVENUE OF 11,385,527 WITH THE EXISTING RATES SHOWN IN THE REVENUE REQUIREMENT WORK FORM OF $11,378,402

MR. AIKEN:  And my next question may give you a hint as to what the answer is, but does the response to 3 Energy Probe 15 reflect the updated forecast, or is it based on the original forecast?

MR. MURPHY:  The response here is based on the updated forecast.

MR. AIKEN:  Okay.  Then my next question is:  How can that be?  Because your original forecast was $11,840,000, which included the error associated with the transformer allowance we talked about this morning.  And I think all this does is correct that error, because if you look at the gross variable revenues, for example, or the customer revenues, none of the volumes are changed from your original evidence in Exhibit 3.  And in your updated load forecast, all of those volumes for each rate class, or for many of the rate classes, are now different.

MR. MURPHY:  We'll have to undertake to provide that reconciliation.

MR. LANNI:  We can mark that as Undertaking JT1.12. 
UNDERTAKING NO. JT1.12:  IF REQUIRED, TO UPDATE THE RESPONSE TO 3 ENERGY PROBE 15 TO REFLECT THE UPDATED FORECAST

MR. AIKEN:  Yes.  And basically what I am looking for is, if required, to update the response to 3 Energy Probe 15 to reflect the updated forecast, which I am assuming has been reflected in the revenue requirement work form, which may explain the difference in the distribution revenues.

But when you update this, if they don't match the revenue requirement work form numbers, explain the difference in the distribution revenues at existing rates, which goes back to the previous undertaking.

MR. MURPHY:  Correct.

MR. AIKEN:  Okay.

MR. MURPHY:  Yes.

MR. AIKEN:  Then my next question is on the response to 3 VECC 24.  This was partially touched on before, but I have a number of requests.  In the response to part (b), which asked where the MicroFIT revenues were, can you provide historical and the forecast revenues for the MicroFIT service charges?  That is the first part.

In fact, let me read all four parts of my questions, and then we will see what you can and can't do by way of undertaking.

The second question is:  Has Kingston Hydro provided the historical and forecasted revenues in account 4080 anywhere in the evidence, and, if not, could you provide it?

The third one was:  Is rent from electric property only the revenue for access to power poles?  And if not, could you break out the historical and forecast figures into the major components?

And the fourth question was:  The response to part (e) of the VECC interrogatory says that the amounts included in account 4325 are the gross amounts or gross revenues.  So my question is:  Where are the costs associated with this revenue included, and are they less than gross revenues?

So I don't know if you want to deal with each one of those individually or as one undertaking?

MR. MURPHY:  I think we will undertake to answer the complete list of questions.

MR. AIKEN:  Okay.

MR. LANNI:  We can mark that as undertaking JT1.13. 
UNDERTAKING NO. JT1.13:  TO PROVIDE HISTORICAL AND THE FORECAST REVENUES FOR THE MICROFIT SERVICE CHARGES, TO PROVIDE THE HISTORICAL AND FORECASTED REVENUES IN ACCOUNT 4080, TO BREAK OUT THE HISTORICAL AND FORECAST FIGURES INTO THE MAJOR COMPONENTS, AND TO ADVISE WHERE THE COSTS ASSOCIATED WITH THIS REVENUE IN ACCOUNT 4325 ARE INCLUDED AND IF THEY ARE LESS THAN GROSS REVENUES

MR. AIKEN:  And those are my questions on Exhibit 3.  Thank you.

MS. ARMSTRONG:  Thank you.

MS. GREEY:  No questions.

MS. ARMSTRONG:  No questions?  Staff?

MS. SCOTT:  Thank you.  Yes, I had a few questions.  First is 3 Staff 53, and that was the update to the appendix 2A or 1A.  It says that the numbers that are being compared, the year-over-year variances, are test forecasted and CDM adjusted.

When I look at the new model, they appear not to be.  The 185 -- for example, in 2020, the 185,141,745 is the normal forecast.

So I just want to -- when you say "CDM adjusted," did you mean to include -- I'm assuming you meant to include the 2016-2020 CDM adjustment.  Is that correct?  MR. MILLER:  I'm sorry.  I will have to check on that.

MS. SCOTT:  Okay.

MR. LANNI:  Undertaking?

MS. SCOTT:  Yes.  And if it needs to be updated, if you could update that, please.

MR. LANNI:  We can mark that as undertaking JT1.14.  Thank you.  
UNDERTAKING NO. JT1.14:  TO ADVISE, WHEN THEY SAY "CDM AJDUSTED," IF THEY MEANT TO INCLUDE THE 2016-2020 CDM ADJUSTMENT

MS. SCOTT:  Thank you.  Following up a bit on Mr. Harper's question about the 2015 actuals, so 3 Staff 54, that is where we asked you about the actuals to date for 2015.

So if I look at those -- yes, so if I sum the megawatt hours and the megawatts and then very simply multiply them by two and then compare them to your CDM adjusted forecast, and taking into consideration the fact that maybe the actuals in CDM -- the actuals in 2015 to date don't have as much CDM in them, we're still quite a ways over, I think two percent for megawatt hours and 1.5 percent for megawatts over the forecast.

And so a couple of questions:  You know, did you update your new forecast with your actuals for 2015?  And, I guess, if not, why not?  And how do you explain the fact that you're tracking over your 2015 forecast?

MR. FRANK:  So the forecast was not updated for 2015 actuals.  It was just a matter of trying to keep complete years and not trying to double -- or over-represent some months and under-represent others, or try to split years into pieces where we're trying to do CDM adjustments where we have full year data.  So that's why not.  It has not been updated, and that's why not.

And can you repeat the other part of the question?

MS. SCOTT:  Well, just can you explain --


MR. FRANK:  Oh.

MS. SCOTT:  -- the variance?

MR. FRANK:  Yeah, I don't have an explanation for the variance.  I attempted to calculate the variance -- or, rather, I attempted to calculate usage working up the first half of the year on a month-by-month basis.

I'm not -- I'm not sure that it's -- I'm not sure it is fair to even say the first half of the year would have the same use as the second half of the year.  So I'm not sure that -- I'm not even sure that would be a fair way of looking at a variance.

MS. SCOTT:  Well, it's maybe a question to Kingston Hydro staff is then have you altered your distribution revenue forecast for 2015 based on actuals up-to-date?

MR. FRANK:  No.

MR. MURPHY:  No, we have not.

MS. SCOTT:  So you still anticipate meeting your forecast?

MR. MURPHY:  As far as I know, we do.  We haven't updated the 2015 distribution revenue forecast.

MS. SCOTT:  No, okay.

If we can look at -- it is for the response "the new forecast", and Bill asked a number of questions that I had, but I just wanted to make sure I understand what the trend coefficient means.

So if I look in the old model in residential, the coefficient of the trend variable was minus 30,519 and the new model it is minus 27,107, so a difference of 3,412.

So am I correct in assuming that that 3,412, times the trend variable, is representative of the CDM in that trend, that you've captured the impact of the CDM programs?

MR. FRANK:  I believe that's what it is doing.  The trend variable is, in effect, capturing the amount that the energy usage is declining each month.

So in the current residential model where the trend variable is negative 27,107, that means, all else being equal, each -- you know, each month the consumption would be 27,107 fewer kilowatt-hours than the month before.

MS. SCOTT:  Right.  So in 2015, if I apply that difference to the sum of the monthly trend variables and get a kilowatt hour amount, that should correspond to what you're actually -- you've forecasted or said is going to be the results of the 2011 to 2014 CDM programs in 2015?

Did you look at that to see -- did you do that kind of check to see if it was making sense?  Was the change in the trend variable calculating what you would anticipate?

MR. FRANK:  I checked the change in the trend variable over the time period of 2011 to 2014 to make sure that, you know, the building savings were roughly captured in it. And I would say that that's the case for residential.

For general service under 50 naturally the trend variable became small enough that it no longer passed statistical significance, so that is why it was dropped.

So I didn't validate it against 2015 so much as I validated it against the 2011 to 2014 time period, to make sure it made sense in conjunction with the CDM that had been delivered over that period.

MS. SCOTT:  Could you undertake to do that comparison?

MR. FRANK:  Okay.

MS. SCOTT:  For the -- actually, for '15 to '20?

MR. MILLER:  Yes.

MR. LANNI:  We will mark that as Undertaking JT1.15. 
UNDERTAKING NO. JT1.15:  TO explain the trend coefficient.

MS. SCOTT:  And then for the 2015 to 2020 CDM adjustment, it appears that you used the half-year for '15.  But then did you use the half-year for '16 and '16, '17 and '17?

MR. MILLER:  No.

MS. SCOTT:  Okay.  I will follow that up in a minute.

The IESO report for the final 2011-2014 -- so the only place we have that is in that Excel spreadsheet?  You didn't file a hard copy of that, did you?

MR. MILLER:  For 2011 to '14?

MS. SCOTT:  Yes.  The final results.

MR. MILLER:  I would have to check, but I do not believe we did.

MS. SCOTT:  And also a copy of your -- I know parts of the 2015 to 2020 CDM plan is in that spreadsheet as well, but I don't think we saw the complete plan and the IESO approval of it, so maybe if we could have an undertaking to file those two plans, or the results in the plans?

MR. MILLER:  Yes, we can.

MS. SCOTT:  Thank you.

MR. LANNI:  We can mark that as Undertaking JT1.16. 
UNDERTAKING NO. JT1.16:  TO FILE THE TWO PLANS, OR THE RESULTS OF THE TWO PLANS:  THE IESO REPORT FOR THE FINAL 2011-2014 AND THE 2015 TO 2020 CDM PLAN.

MS. SCOTT:  Okay.  Umm...

MS. ARMSTRONG:  Just a moment.

MS. SCOTT:  Sorry.  Yes?

MS. ARMSTRONG:  How much more -- Jane, how much more do you think you have, just for a break?

MS. SCOTT:  Ten minutes.  Is that okay?

3 Staff 59.  And I apologize, because this was the one that I didn't think we had the model stats for, not the one I asked about earlier.

For the model that you ran with the 20-year trend, I believe we've got the model results in that response to the interrogatory, but we don't have the model stats.  If we could get those.

MR. FRANK:  The model -- it would be the same model, because it is the same regression and the same history.  The difference between a ten-year average and 20-year trend is the way that the projected -- or forecasted weather is arrived at.

So you either use a ten-year historical average of weather, so average of heating degree days and cooling degree days in each month, or you use a 20-year trend.

But the entire difference is how you arrive at the anticipated heating degree days and cooling degree days for the future years in the test period.

So therefore the regression model and coefficients are all the same and all the same regression statistics.

MS. SCOTT:  So it doesn't change on the heating degree days and the cooling degree days?

MR. FRANK:  It changes the heating -- it changes the forecasted heating degree days and cooling degree days.

MS. SCOTT:  But what about the accuracy of the forecast based on that?

MR. FRANK:  The forecast accuracy is where you would take the actual -- take the actual results of the -- or, sorry, you take the actual energy consumption and compare that to the actual -- or, sorry, the consumption that you would expect given the actual weather.

MS. SCOTT:  So you're --


MR. FRANK:  So you compare actual consumption to what you would forecast, given actual weather, and that's how you test the validity of the model.  And then when you go and create a weather normal forecast, that's when you are looking at either the ten-year average or 20-year trend.

MS. SCOTT:  Okay, I will leave that there.

Just going back to 3-Staff 56, and this was using more of the data.  And you talked about the changing use patterns that Bill referred to, and they're not representative for 2008.

Now, my understanding is that you are not proposing to update the load forecast for the five-year period once it's set?

MR. FRANK:  Yes, that's correct.

MS. SCOTT:  I guess it's -- how do you know that there won't be another change in -- another 2008, or another change in uses pattern in the next five years?

[Witness panel confers]

MR. MILLER:  So I think the answer is just that we don't know, so we wouldn't do that at this point.

MS. SCOTT:  But you are wanting to lock-in a load forecast for five years that could be significantly incorrect, if there is another change in something.  That could either be a great risk to the utility or a great windfall.

[Witness panel confers]

MR. KEECH:  I think this is one of those number things that we're looking to lock-in as part of this five-year application that we're doing.  I think there could be a number of variables and we realize that.  But we are willing to take that risk at this point.

MS. SCOTT:  Okay.  And my last question is actually asking you to run a scenario.

What we would like to see is a model that doesn't use a trend variable in any of the classes, uses all of the data back to 2003, is updated for the most current employment data, is updated for the 2015 actuals to date, and then makes the manual adjustments going forward based on the half-year for the first year and full years after that.  Is that possible to do?

[Witness panel confers]

MR. MILLER:  We will agree to that undertaking.

MS. SCOTT:  Thank you very much.  Those are all of my questions.

MR. LANNI:  If we can mark that as undertaking JT1.17.
UNDERTAKING NO. JT1.17:  To prepare a scenario as described by Ms. Scott


MR. LANNI:  Are you ready to discuss a break?

MS. ARMSTRONG:  Yes, we are going to have a break now, I would suggest until quarter to four.  And then it doesn't seem like we're going to finish up today, so I don't know how long people are willing to go -- 4:30 or five o'clock. And then we will reconvene tomorrow at 9:30.  Does that sound all right?  We’ll see how much further we get with the next exhibit.

MR. SHEPHERD:  Do we have estimates of time?

MS. ARMSTRONG:  No, we don't.

MR. SHEPHERD:  Well, I can tell you that I have about between 30 and 45 more minutes of questions.

MS. ARMSTRONG:  For Exhibit 4 or for all of them?

MR. SHEPHERD:  Total.

MS. ARMSTRONG:  Total, okay.

MS. GREEY:  Five minutes for Exhibit 4, that's it.

MR. GARNER:  I think we may get through before you think, because I only have about twenty minutes for 4, then almost nothing for the rest of it.

MS. ARMSTRONG:  That's 45 minutes, 20 minutes, five minutes and?

MR. HARPER:  I have about another 20 minutes.  Mark doesn't have any more, because I pick up the balance of the application.

MS. ARMSTRONG:  Okay.  And Randy?

MR. AIKEN:  Probably somewhere between an hour, hour and a half.

MS. ARMSTRONG:  An hour?  I think that’s pushing it today.

MR. SHEPHERD:  I don't think we're going to do it today, and that’s why I was asking.  If we have two hours, which we clearly do, at least, then we are not going to finish today.  So why don't we just stop at 4:30?

MS. ARMSTRONG:  That is what I am thinking, yes.  Let's have a break now quickly.  Then we’ll go to 4:30 and then pick up tomorrow where we left today.
--- Recess taken at 3:40 p.m.
--- On resuming at 3:50 p.m.

MR. LANNI:  All right.  We are going to reconvene.  The applicant can remain here today until 4:30.

I wonder if there's an intervenor that won't be able to make it to the technical conference tomorrow that wants to wrap up his or her questions today?

MS. GREEY:  I only have a couple -- two questions on Exhibit 4.  I may be here tomorrow, but I can't be here until 10:30 anyway tomorrow, so I --


MR. LANNI:  If that is okay with the intervenors and the applicant, then maybe we can proceed that way.

MS. GREEY:  But you may want to find out other people first.

MS. ARMSTRONG:  There is one more question on Exhibit 3.

MS. GREEY:  Oh.

MS. ARMSTRONG:  So we are going to finish up with Exhibit 3 first.  And...

MR. SHEPHERD:  Who has the other question?

MS. ARMSTRONG:  It is Bill, I believe, Mr. Harper.

MR. HARPER:  Yes.  I'm sorry.  This was something I overlooked when I was going through my questions with you.  If we could return to 3 VECC 21.  Here we finished off our conversation with you indicating that you did the kilowatt -- you did the forecast by basically taking the baseline kilowatts at the start of the year and adding basically 65 watts per device per month, and that is basically how you created your kilowatt forecast, and then you multiplied by hours used to come up with the kilowatt-hour forecast.  Am I correct?

MR. MILLER:  I'm sorry, I didn't catch the reference to the question again.

MR. HARPER:  It was 3 VECC 21, and remember the last conversation we were having we were talking about how you developed your forecast, and I believe you indicated you developed the kilowatt forecast first, and that was as outlined in the response to part (b) here by starting off with a baseline demand of 394.8 kilowatts in January 2015 and basically adding 65 watts per month being the demand for one device, which I assume you added per month.  That is how you came up with your demand forecast.

MR. MILLER:  Yes.

MR. HARPER:  What I was having difficulty with -- and maybe you can do the math, but if I look at your load forecast for 2015, you have a forecast for street lighting of 5,036 kilowatts, if I am not mistaken?

[Witness panel confers]

MR. HARPER:  If I go to your updated load forecast model, the summary table at the very end shows street lighting 2015, 5,036 kilowatts.

[Witness panel confers]

MR. MILLER:  I see the number that you are referring to, yes.

MR. HARPER:  What I have a problem with is if I take your methodology and I start off with a demand in January of 394.8 and I add 65 watts to that to come up with a higher demand for February and go through that sequentially every month adding 65 watts per month then sum over the 12 months, I get a number considerably less than 5,036.

So maybe you can just take that away and reconcile the response you gave me with the forecast you have here.

MR. MILLER:  So I think we will take an undertaking to do that reconciliation for you.

MR. HARPER:  If you could, that would be great.  Thank you very much.

MR. LANNI:  And that will be undertaking JT1.18. 
UNDERTAKING NO. JT1.18:  TO DO A RECONCILIATION TO THE UPDATED LOAD FORECAST MODEL BETWEEN THE RESPONSE GIVEN TO MR. HARPER WITH THE FORECAST YOU HAVE HERE.

MS. ARMSTRONG:  Okay.  I believe that is it for Exhibit 3.  We will move on to Exhibit 4.

MR. GARNER:  I'm wondering if I might get your indulgence to go first, because if I finish 4 I don't need to be here tomorrow, because Mr. Harper is here tomorrow.

MS. GREEY:  As long as there is time for me as well.

MR. GARNER:  I think I --


MS. ARMSTRONG:  There might be time for both.  Okay.  So sure.  Or are you okay, Mark, with having just Ruth goes first --


MR. GARNER:  Yeah, no --


MS. ARMSTRONG:  -- she has very short questions.

MR. GARNER:  Go ahead, Ruth.

MS. ARMSTRONG:  So we'll go --


MS. GREEY:  They're shuffling over there anyway.  I'm half-kidding, but Mark, in your absence I had asked.

MR. GARNER:  Oh, I'm sorry, I missed that, Ruth.  But I --


MS. GREEY:  Obviously --


MR. SHEPHERD:  You snooze, you lose.

MR. GARNER:  You snooze, you lose.  Yes, that's absolutely true.
EXHIBIT 4 QUESTIONS

Examination by Ms. Greey:


MS. GREEY:  I will wait for the shuffle to be complete.  I wanted to ask questions regarding compensation and specifically looking at interrogatory response to 4 CCC 24.  And Jay sort of talked a little bit about this, and that is -- and it was talked about this morning about Kingston Hydro not having any direct employees, so my understanding is that all employees are actually with a company called Utilities Kingston?  Is that correct?  Even your linesmen, your very specific workers that work just for Kingston Hydro, are employees of Utilities Kingston?

MS. TAYLOR:  Yes, that's correct.

MS. GREEY:  So you say that a lot are union, which we know, and that you utilize industry and market rates.  Are market rates for the electric industry not different than gas or water?

MS. TAYLOR:  Yes, they tend to be different for all -- if you look at the Hay Group submission that we included in 1 Staff 15 we looked at broader public -- broader utilities, municipalities, the electric utilities, et cetera, because they are different.  They do vary.

MS. GREEY:  But you only have -- your negotiations and rates of pay are for all combined?

MS. TAYLOR:  With the IBW?  Or with all employees?

MS. GREEY:  That's what it states.

MS. TAYLOR:  Yes, that's correct.  It is for all combined.

MS. GREEY:  Okay.  So it is more than one union then.

MS. TAYLOR:  It is one union.  So the union and the non-union are all combined for all utilities.

MS. GREEY:  Okay.  So how do you know that you have -- are using the average market rates for electric utilities then?

MS. TAYLOR:  Well, we benchmark against the electric utilities, and we also have data for the other utilities as well.

MS. GREEY:  Okay.

MR. SHEPHERD:  Can I just ask a follow up on that?  Your gas fitters are members of IBW?

MS. TAYLOR:  Yes, they are.

MR. SHEPHERD:  Why?

MS. TAYLOR:  You'd have to ask them, I guess.  I don't --


MR. SHEPHERD:  Well, it is a union of electrical workers.  That is why I asked.

MS. TAYLOR:  All unionized employees are members of IBW.

MR. SHEPHERD:  Thanks.

MS. GREEY:  And so the actual question that was asked was about the perception of whether they are rewarded fairly.

So if all employees are in this one union and it's a unionized agreement, I understand that, and then you're saying if they're not, they can -- non-union people can sort of -- can work out salaries, et cetera.

But then in your answer it says feedback generally -- that employees feel that, you know, if they are compensated appropriately and that they have a good package, but I guess that is not really answering the question, like, because it looks like -- do you have any empirical evidence to address what you said you look at?  Or is it just going in the halls and seeing what the general discussion is?

MS. TAYLOR:  I would say that it's probably based more on our ability to retain employees.  So for example, the gas fitters is a good example.  There's lots of contractors in the community, and we don't lose our gas fitters to those contractors.  So it gives us a good idea if we're meeting market rates or not.

MS. GREEY:  Okay.  I will leave that for now.

The other -- I would just like to address interrogatory response 4 CCC 27.  The question -- I'm just wondering, do you not have a lot of the actual costs for the consultant studies that were undertaken for this application?

MR. MURPHY:  We do have some costs year to date, but a lot of the consulting work is ongoing, so we don't have final estimates at this point.

MS. GREEY:  Okay, so they actually -- like, a lot of the work has been done, for instance, what we just discussed in load forecasting, but you're just saying you haven't got, like, final bills for them.  Is that -- because a lot of it is completed now.  You have put in your application.

MR. MURPHY:  Yes.  So some of the work has been completed.  Obviously Mr. Frank has some more work to do, and depending on how far the proceeding goes we don't -- we don't really have an updated estimate at this time.

MS. GREEY:  Okay, thank you.  That's it. 

MS. ARMSTRONG:  Mr. Garner?
Examination by Mr. Garner:


MR. GARNER:  Actually, maybe I could just follow from that one, because I had questions on the same item.

There are $351,000 roughly in one-time costs, right, during the application? 

MR. MURPHY:  Yes.

MR. GARNER:  And the $102,000 that is shown in the interrogatory that we just spoke about, that is part of that amount? 

MR. MURPHY:  Yes, it is. 

MR. GARNER:  And so that wouldn't include, or does it include the costs you are incurring right new for the lead/lag study, et cetera, Mr. Frank's work, et cetera for this application?  Does it or doesn't it not include it? 

MR. MURPHY:  So it's an estimate of what it was going to cost us for the rate modelling licence fees, load forecasting, cost allocation.  The lead/lag study were not expected to be -- were not included in this estimate, but ultimately will be in the actuals. 

MR. GARNER:  Right.  Okay, thank you.  Thank you for that.  I have very few questions.  The first one is going back again to an earlier question about Kingston Utilities.  I am at 4 Staff 76. 

I think I understand -- if you go to 4 staff ^76, you’ve provided three tables, and I think I understand that the latter two tables sum-up to the top table.  Correct? 

I've got 70.71, 44, does that sum up to the 115.36?  Is that how that works? 

MR. JOYCE:  That's correct.

MR. GARNER:  So I understand that.  What I got lost at was when I looked at total utility Kingston's FTEs the first table, and I see 115.36.  How does that jive, so to speak, with the note right above that says Utilities Kingston full staffing, full staffing complement is 245? 

MR. JOYCE:  So the IR requested for us to provide the number of employees, the number of FTEs that are providing service to Kingston Hydro.  That is what is provided in the table.

There are other employees of Utilities Kingston that do not provide any services to Kingston Hydro.

MR. GARNER:  Thank you, that's what I was wondering.  The way the first table was labelled, though, it looked like that was all of the employees and it didn't make sense to me.

MR. JOYCE:  Yes.

MR. GARNER:  Thank you, that clarifies that for me.

The next question is a bit of a general question.  If you go to 4 VECC 25, this is where we talked about tree trimming and the budgets.

Can you help me, maybe just on a conceptual level, how the tree-trimming vegetation budget for the hydro company is made and distinguished from that of the city's tree trimming? 

I mean, how do they unmingled the co-mingling of going down the street and cutting overhanging trees? 

MR. JOYCE:  So the work that we contract out to the City of Kingston to do is strictly for Kingston Hydro line clearing.

We don't have any information, just as wouldn't have had the information for our previous contractor that provided line clearing services to us, of the total clearing that they might do for other clients.  And in the case much the City of Kingston, they do vegetation management throughout the City of Kingston.

But the work that is done in particular with Kingston Hydro is specific to Kingston Hydro, and those costs are one hundred percent allocated to us. 

MR. GARNER:  Sorry -- and again I am sure this is just my ignorance of how this actually works.

So conceptually, does the Kingston Hydro go to the --let's call them the vegetation management people and say we want streets A, B and C cleared as opposed to the vegetation department of the city, et cetera, going down streets and looking for overhanging vegetation?

Like do you assign them tasks, or do they pick up tasks as they're doing the work?

MR. JOYCE:  We assign the work.  We assign a geographic area each year.  As well, we may direct them specifically throughout the year to certain hot spots that arise.  Or if we need a specific area cleared because of some work that we're going to conduct in there, then they would be directed in that case.

MR. GARNER:  Do they also charge you for tree trimming that they find in the course of other work, where they just say we've done this work for you because we were cruising and this is an area we decided we need to do this? 

MR. JOYCE:  No.  There doesn't tend to be that kind of overlap that you're suggesting.  It's never been the case when we had the private contractor, either. 

MR. GARNER:  Okay. 

MR. SHEPHERD:  Can I ask a follow up question? 

MR. GARNER:  Go ahead.

MR. SHEPHERD:  When the city's tree trimming crews do an area that you have designated, they're not doing city tree trimming either at the same time? 

MR. JOYCE:  They actually have a crew that they allocate entirely to our work.

MR. SHEPHERD:  That seems very inefficient.

MR. JOYCE:  They have another crew -- not really.  Not really, because a lot of their work, as I understand it -- and it's probably more of a question for the City of Kingston -- involves parks.  We don't have lines in parks.  We don't have underground cable.  We don't have any infrastructure really in any city parks, and a majority of their work is actually in those kind of parks. 

So there really isn't that kind of overlap that you are alluding to. 

MR. SHEPHERD:  They still have to trim trees on public land throughout the residential areas of the city, right? 

MR. JOYCE:  They would only trim them in the event that they have an issue with respect to likely disease or something to that effect. 

They're not likely to be going to trim similar to the way we would require them to be trimming for Kingston Hydro.

MR. SHEPHERD:  So they wouldn't trim, for example, for visibility on roads or anything like that? 

MR. JOYCE:  Not to my knowledge. 

MR. SHEPHERD:  That doesn't sound right to me.

MR. KEECH:  Perhaps I could interject here.  And I will -- I think people are aware that I have a role with the City of Kingston as well in that under contract, I manage the public works group of which the tree trimmers are part of it, which was part of why we went down this road a couple of years ago because we saw significant efficiencies as a result of doing this.

So just to reiterate what Brad said, there is a definite delineation between the crew that does the tree trimming or the vegetation management for Kingston Hydro from the ones that do the work for the rest of the City of Kingston.

As far as the type of work that -- I will just call it tree trimmers do for the municipality, it is significantly different.

As Brad said, we will pick an area of the city and basically ask them to clear the lines in that area of the city. 

That is not how vegetation management works for the municipality.  It tends to be more so on a -- I would say a job basis.

So right now today in the City of Kingston, our primary concern is the Emerald Ash bore, and removing ash trees on municipal property that are dying, that are going to cause liability issues, whatnot.

The type of trimming that they might do for work such as line clearing, we get requests -- street lights, you can't see the street light, you can't see a stop sign, so a little bit to your question more so as opposed to trees in the right-of-way.

So although you might think that there would be efficiencies of just having them going in doing both at the same time, there isn't.  And, you know, as well I think we are aware that we want to be able to delineate between the work they do for Kingston Hydro and the work they do for the municipality.  So there is -- there is basically no overlap. 

MR. SHEPHERD:  I accept what you're saying, but then I don't understand where the efficiencies are.  How are you getting efficiencies if there is absolutely no overlap between what they're doing? 

MR. KEECH:  So part of the efficiencies comes from the management of it.  I go back to one of the comments that I made earlier on in regards to line contractors, guys that build pole lines and whatnot, there’s not a lot in the City of Kingston. 

As far as tree trimming, again the type of tree trimming we're looking for, we're looking for people that can trim trees around high voltage lines, whatnot, what we’re all well aware of here.

Very little expertise within the City of Kingston and we found, when we tended to contract this stuff out, you don't get sort of the fluidity of having somebody there throughout the year.  They will come in, trim for a month or two, and then leave.  And then if you have an issue to get them back in, you can end up paying a premium for that.

We have also had just issues with the quality of the work that we get from out-of-town contractors for things like this, which we do not have an issue with the municipal forces.

MR. SHEPHERD:  Okay.

MR. GARNER:  Thank you.

4 VECC 26.  The question here was about cashiering services, and I believe the -- in the evidence there was about an incremental charge for cashiering services in 2012.  I don't think the response gets to where -- what I was trying to find out is, first of all, two things, is cashiering services, does this mean a person to take bills to -- of customers?  Is that what the cashiering service is?
MR. MURPHY:  Yes.  It's for frontline staff to accept bill payments from customers.  In addition it is for back-office staff to accept cheques and to go through the cheque processing behind the scenes.

MR. GARNER:  Okay.  And two things then.  So as I understand it, you're saying is up until 2012 you weren't being charged for this service?

MR. MURPHY:  Kingston Hydro was not being allocated any portion of the cashiering charges that were being charged to Utilities Kingston.

MR. GARNER:  And how much is the incremental charge?  How much is the charge now?

MR. MURPHY:  I don't have that information in front of me.

MR. GARNER:  Well, to cut this short maybe you could find that information.  If it is not a lot -- and it may not be -- then it may not be material.  But just, that was what I was trying to find out really, was what was the amount of -- what was the incremental increase that you were incurring, and to see if it was material.

MR. MURPHY:  Sure, yes.

MS. ARMSTRONG:  Do we need an undertaking for that?

MR. GARNER:  Yes, please.

MR. LANNI:  If we can mark that as JT1.19. 
UNDERTAKING NO. JT1.19:  TO ADVISE HOW MUCH IS THE INCREMENTAL CHARGE.

MR. GARNER:  And I think that is my -- yes, I had one for 4 VECC 28, but Mr. Keech addressed that this morning, so I think that is, I believe, all my questions for Exhibit 4.  Thank you, panel.

MR. SHEPHERD:  Do you want me to go now?  Randy, do you want to go next?
Examination by Mr. Aiken:


MR. AIKEN:  Yes, I can go next.

The first question, on the response to 4 Staff 70.  In the response to part (a) of Kingston Hydro's adjusted table below, which is Appendix 2JC, to not include taxes, I just want to confirm that what you mean is that you have removed property taxes and that capital taxes and/or PILs were never included in 2JC; is that correct?

MR. MURPHY:  So, yes, the table on the screen is excluding property taxes.  Was that your question?

MR. AIKEN:  Yes.  And that is the only difference between this and the original 2JC, is property taxes were in that one and they're out of this one?

MR. MURPHY:  Yes.

MR. AIKEN:  Okay.  Next question is on 4-Staff-81.  It is a table at the top of page 3 of 4 that you filled in in response to part (e) of the question.

Two questions here.  First of all, can you explain why no OPEB amounts have been capitalized?  Because we've dealt with this recently with other utilities, and they all capitalize a portion of their OPEB costs.

MR. MURPHY:  So typically these are costs that come in at the end of the year from actuaries, and then we do a year-end adjusting entry in order to prepare the financial statements.

So all of the amounts have been included in OM&A in the past, much like all overhead costs.  So we've never capitalized any indirect overhead to our capital.  It's always been part of OM&A.

MR. AIKEN:  Okay.  So it is consistent with what you do with other indirect costs?

MR. MURPHY:  Yes.

MR. AIKEN:  Okay.  The second question on this is, if you look at the 2016 column, how have you determined the net excess amount included in rates of 49,346 without providing the forecast amounts included in rates or the forecast of paid benefit amounts?  In other words, how have you come up with the difference if you don't have the two numbers that this is the difference of?

MR. MURPHY:  I think what I did here, if memory serves me, is I took the 2014 net amount and just implied the inflation factor for '15 and '16 as an estimate.

MR. AIKEN:  Okay.  So what is the amount included in rates for OM&A?  In other words, for 2014 the actual was 74,683.  What is your forecast for 2016?

MR. MURPHY:  I don't think we have a forecast for the amount included in rates for 2016.  It is blank.  So what I was simply trying to do to respond to the interrogatory was to give an idea of what the ins-and-outs were, to the end of '14.

MR. AIKEN:  Next question is 4 Energy Probe 22.  The question asked -- well, first of all, it asked for the 2011 Board-approved OM&A customers and FTEs, and you provided the customers in attachment 1, but not the FTEs.  And I understand why on that.

But the question also asked to expand Appendix 2L to include data for 2017 through 2020 based on the -- your forecast of the OM&A increase of 2 percent inflation, less the .3 productivity, and to ensure that the number of customers was consistent with the forecast in Exhibit 3.

And the response says that additional information provided as requested, but when I flip the page and look at attachment 1, I don't see 2017 through 2020.

So could you provide the other half of Appendix 2L?

MR. MURPHY:  Yes.

MR. LANNI:  We can mark that as Undertaking JT1.20.  
UNDERTAKING NO. JT1.20:  TO PROVIDE THE OTHER HALF OF APPENDIX 2-L.

MR. AIKEN:  Then my next question is on the response to 4 Energy Probe 30, is the change in the capital cost allowance for PILs purposes -- sorry, noted in the response reflected in line 5 of the tracking form of the revenue-requirement work in line 5 is labelled "change in PILs".  So I assume that is where that change is included.  Is that correct?

MR. MURPHY:  Yes.

MR. AIKEN:  And then are there any other changes reflected in this PILs change, other than the CCA correction and the other changes noted in the previous lines in the tracking form?  In other words, were there any other CCA changes or tax rate changes or anything else?

MR. MURPHY:  So if you're referring to the PILs calculation itself, Schedule 1, we updated the add-back for depreciation, and I think that was another question in another IR where we had picked up the gross depreciation as opposed to the net.

MR. AIKEN:  And I think that is reflected in your tracking form on line 3.  Is that correct?

MR. MURPHY:  Subject to check.  I don't have it in front of me.

MR. AIKEN:  Okay.  The next question is on 4 SIA number 8. 

In the response to part (c), this is about customer recoverable work, and in the second paragraph in the response right at the bottom of the page it says: 
"Also noted in the applicant's response to 4 SIA 7, allowing the Bell recoverable work to proceed while deferring some O&M work was a prudent and fiscally responsible decision that benefited our customers."

And I wasn't quite sure what you meant by benefited your customers, or how your ratepayers benefited from this work being done while you were deferring some OM&A work. 

MR. JOYCE:  As part of the arrangement with Bell for us to undertake the level of work that they were seeking for us to do, they are paying for substantially more than what they normally -- or what a customer recoverable work would have entailed. 

So this is giving benefit to our ratepayers.

MR. AIKEN:  And when was this work done? 

MR. JOYCE:  The work's been going on since 2014. 

MR. AIKEN:  And it’s continuing throughout the 2015 through 2020 period? 

MR. JOYCE:  It is going through -- it's still in progress this year. 

MR. AIKEN:  Okay.  Is there going to be any similar work done in 2016 through 2020?

MR. JOYCE:  We don't anticipate that there will be much work going beyond 2016.  There is a chance that this work will continue into a little bit of 2016. 

MR. AIKEN:  Okay.  So how did this extra revenue, if you want to call it that, how did that accrue to ratepayers during 2014 and 2015? 

MR. JOYCE:  So if you recall, we used a combination top-down, bottom-up model in our Distribution System Plan and for our capital work. 

So the recoverable work that has been done for Bell, and the additional monies that have come in for that, has helped in terms of funding our cap ex. 

MR. AIKEN:  But there's been no -- there's been no reflection in the rates.  I'm just at a loss as to how ratepayers have benefited from this while, at the same time, you have deferred O&M spending, which I assume now is included in 2016 and beyond. 

[Witness panel confers]

I mean, are you basically saying that you didn't have to go back and get more long-term debt because you had this excess revenue.

MR. JOYCE:  No.  What I'm saying is that they have paid for the replacement of assets that normally the ratepayer would have paid for. 

MR. AIKEN:  You're going to have to explain that to me.  So they have paid an aid to construction? 

MR. JOYCE:  That's correct.  They have paid for replacement of poles, for instance, for their build, which in that cost -- so deteriorated poles that we would have replaced that the ratepayer would have paid for has been now paid for by this work. 

MR. AIKEN:  So you're saying rate base is lower? 

MR. JOYCE:  Again, our top-down approach means that we then move, and it allows room for us to put in more assets into the system. 

MR. AIKEN:  So you put in some assets at zero cost because Bell has paid for them? 

MR. JOYCE:  That is correct.

MR. AIKEN:  Okay.  And then my last question is a combination of ^4 VECC 30 and 4 Schools 19, attachment 1.  This has to do with the $80,000 increase for information services that occurred between 2011 and 2012. 

My understanding of reading these two responses is that that was a result of a change in the allocation of costs.  Specifically, in 2012 the costs were allocated equally to the four main businesses -- in other words, 25 percent each –- while in 2011, Kingston Hydro was allocated about 18 percent of the total cost.

So my question was:  What were the factors or drivers that changed the allocation between 2011 and 2012? 

MS. TAYLOR:  The main driver was the increase in cost and it was due to -- prior to this date, Utilities Kingston provided database administration directly with one DBA on staff.  That staff member left, and we made a decision to allocate -- or to request the city if they could provide DBA services for us, and they were able to do that with a half a DBA.

So this charge went up, but the O&M for directly carrying the DBA ourselves went down. 

MR. AIKEN:  But I don't understand how an increase in the total cost affects the allocation.  Because when I look at the allocation, and this is from attachment 1 of Schools 19, the waste water business and the water business went from about $357,000 down to $285,000, whereas the gas business and the hydro business went from about $200,000 each up to the $285,000. 

MS. TAYLOR:  Could you refer us to what you are looking at?

MR. AIKEN:  Yes.  Attachment 1, to 4 Schools 19, 2011 versus 2012.  Right there.  You will see under IS, on the IS line for 2011, Kingston Hydro was 201,000, the gas business 200,000, the other two businesses, 357,000 and 356,000.

Then you look at the same line in the following table for 2012, and they're all now the same number: 284,759. 

And actually the total cost didn't go up.  They went up twenty-some-thousand dollars. 

[Witness panel confers]

MR. KEECH:  I think if we could, we would take an undertaking on this.  We just need to go back, and I think it needs a little bit more time to discuss than we have here.

MR. AIKEN:  Yes, that's fine.

MR. LANNI:  We will mark that as undertaking JT1.21. And I believe it is 4:30, and the applicant had requested to end today's conference at this time.

Randy, you said that was your last --


MR. AIKEN:  That was my last question on Exhibit 4, yes. 

MR. LANNI:  Okay. 
UNDERTAKING NO. JT1.21:  to describe the factors or drivers that changed the allocation for information services between 2011 and 2012

MS. ARMSTRONG:  We will reconvene tomorrow at 9:30.  
--- Whereupon the conference adjourned at 4:30 p.m.
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