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Wednesday, September 7, 2016
--- On commencing at 10:11 a.m.

MR. QUESNELLE:  Good morning, everyone.  Please be seated.

Good morning.  My name is Ken Quesnelle.  I'll be presiding over this hearing today, and with me on the panel are Board members Cathy Spoel and Christine Long.  We will be hearing and making determinations on an application filed by Enersource Hydro, Mississauga Inc., Horizon Utilities Corporation, and PowerStream Inc. with the Ontario Energy Board on April 18th, 2016 under section 86 of the Ontario Energy Board Act, seeking approval for the following transactions:


Amalgamation for Enersource, Horizon, and PowerStream to form LDC Co.; LDC Co.'s share purchase and amalgamation with Hydro One Brampton Networks Inc. and continuing as LDC Co.; Enersource Holdings Inc.'s share purchase of Enersource; and transfer of PowerStream's existing shares of Collus PowerStream Utilities Services Corp. to LDC Co.; and transfer of Hydro One's distribution system to LDC Co.

An application is also made under section 18 of the act requesting approval for the transfer of the distribution licences and rate orders for each of the applicants in Hydro One Brampton to LDC Co.

A notice of the application of hearing was issued by the OEB on May 16th, 2016.  Procedural Order No. 1 was issued June 15th accepting certain intervention requests and setting the process for discovery, as well as submissions on the applicant's request for confidential treatment of some of the filed information.

A presentation of the application was provided to the Board panel and intervenors on June 23rd.  Procedural Order No. 2 was issued on July 29th, making provision for a transcribed technical conference to clarify any matters arising from the interrogatories, and that technical conference was held on August 24th.  Procedural Order No. 2 also set out the schedule for this oral hearing and the subsequent submissions.

It would be issued a decision on the confidentiality request in Procedural Order No. 3 on August 12th, in which it made it a slight amendment to the submissions schedule as well.

On September 2nd, 2016 the OEB issued its decision on the confidentiality request made with respect to the interrogatory responses, and that brings us up to today and the start of the hearing, and I'll take appearances now, please.
Appearances:


MR. CASS:  Good morning, Mr. Chair.  Fred Cass and James Sidlofsky for the applicant.  With us also is Gia DeJulio from Enersource.  She will be looking after the documents on the screens.

MR. QUESNELLE:  Great.

MR. CASS:  Thank you.

MR. QUESNELLE:  Mr. Cass.

MR. BRETT:  Good morning, Mr. Chair, Panel.  Tom Brett, representing BOMA.

MR. QUESNELLE:  Good morning, Mr. Brett.

MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.

MR. QUESNELLE:  Mr. Shepherd.

MS. GIRVAN:  Julie Girvan...  [off-mic]

There we go.  Julie Girvan for the Consumers' Council of Canada.

MR. QUESNELLE:  Ms. Girvan.

MS. GRICE:  Shelly Grice, for the Association of Major Power Consumers in Ontario.

MR. QUESNELLE:  Good morning.

MR. JANIGAN:  Good morning, Mr. Chair.  Michael Janigan for the Vulnerable Energy Consumers Coalition.

MR. QUESNELLE:  Mr. Janigan.  Good morning.

MR. AIKEN:  Good morning, Panel.  Randy Aiken for Energy Probe.

MR. QUESNELLE:  Mr. Aiken.  Any appearances?

MS. HELT:  Good morning, Panel.  Maureen Helt, counsel with the Board, and with me I have Judith Fernandes, case manager, and Daniel Kim, Board Staff.

I'd also like to note, Mr. Chair, that Mr. Stephenson is counsel for PWU, and he will be here this afternoon.  He is unable to be here this morning.

MR. QUESNELLE:  Great.  Thank you, Ms. Helt.
Preliminary Matters:


Okay.  Mr. Cass, any opening preliminary matters from your point of view?

MR. CASS:  I have no specific opening preliminary matters, Mr. Chair.  I understand there is some discussion to be had around the Board's determination with respect to the business case model in Excel format.  I don't know whether you wish to hear anything from me at this juncture on that or not.

MR. QUESNELLE:  I was going to raise that, and thank you, Mr. Cass.

And just, Mr. Shepherd, there was a -- we understand there was an interpretation issue around the decision that went out on confidentiality, and we recognize that -- understand that you have possession of the model.

And what we thought we'd do this morning, perhaps, if you are prepared to, is tell us how you intend to use it in your cross, and if there are any issues that are arising from your intent on that, either from our point of view as to how it will be used and what your intent is, and -- because the Board hadn't anticipated its use, so we'd like to understand how you do plan on using it.

MR. SHEPHERD:  Certainly, Mr. Chairman.  I -- the actual underlying model itself I don't intend to use in my cross.  The applicants and I had a very useful conversation about how the model works and how it produces the outputs that it does.  And I was able to look under the hood and see how that worked, but there doesn't appear to be anything of controversy in that.  It seems fine to me.

The outputs, most of them are on the public record at this point.  I think -- I think pretty well everything, with maybe one exception, that I would be using in my cross is already on the public record.

The -- I don't know whether, in panel 2, in the operational stuff, I'll need to use more of the model, but I still won't need to use the underlying algorithms and stuff.  That's not important.

What I agreed with the -- with the applicants was that the most efficient way to get the information and particularly the outputs was to get the whole model, because if I didn't -- if I only got a printout, A, it would be 3,000 pages long or something.  I think they estimated 3,000 pages; but also, it would be -- I would still have to ask them a lot of questions about how they got this number or this number, or I'd have to try to replicate it myself, and so the more sensible way to do it is look at the model and see how it does things, but I don't plan to put any of the algorithms or anything on the record.

MR. QUESNELLE:  Okay.  Something that we would like to avoid, given the schedule and -- that we've got laid out, do you anticipate that anything that you will be asking will require an undertaking to get back to you?  We'd like to have the opportunity to ask questions on these things as we go through and not have anything hanging out as we go into the submissions phase that haven't -- we haven't seen or haven't had the responses.

MR. SHEPHERD:  Will any of my cross-examination result in undertakings?  Very hard to predict, but I would -- you know, we had a pretty thorough discussion at the technical conference, and I tried to make sure that anything that would have an undertaking was asked at that time --


MR. QUESNELLE:  Is there anything benefit to providing something in advance to the panel that you may be asking --


MR. SHEPHERD:  Questions to the witnesses?

MR. QUESNELLE:  Yeah, if there's something that you anticipate may require an undertaking that they have an opportunity to look at it and prepare it before your cross?

MR. SHEPHERD:  There is nothing -- well, okay.  There is going to be a dispute, I think, between the applicants and myself about whether the contracts with their senior executives are relevant to the proceeding, and that will come up during the course of the cross-examination.

They've refused to provide them, they've refused to provide the shareholders' agreement, and we are going to ask for those things, but I think they're -- if the Board rules that they should be produced, I think they're readily available, so I don't think there's any --


MR. QUESNELLE:  Right.  I'm more thinking along the lines of the model itself, the questions that are in the model, but --


MR. SHEPHERD:  I would be very surprised.

MR. QUESNELLE:  All right.  In your use of the model have you created or do you plan on putting alternate scenarios to the panel?

MR. SHEPHERD:  I think the answer is no.  In our compendium which we've sent around there is a spreadsheet that has been provided to the applicants, but it is basically all their numbers just reformatted, and they've had it for several days, and I don't think there is any problem with it.  It's pretty straightforward, so, no, I don't think that's going to be an issue.

MR. QUESNELLE:  Thank you.  Just generally, to any of the other intervenors, as far as placing scenarios, given what -- my comments just now on trying to avoid having undertakings that will take this into beyond the schedule of the hearing, anyone else intending to put things to the panel that you now consider may be more appropriate to put to them in advance along that line to avoid the undertaking?  Mr. Brett?

MR. BRETT:  I just have a general comment on that.  No, the answer would be no, but it's very difficult for me and I suppose other intervenors to anticipate when an undertaking would be required.  I mean, we ask questions; hopefully, the panel have the answers.  If they don't have the answers, then we would have to ask for an undertaking. So I don't quite get what --


MS. SPOEL:  Well, Mr. Brett, my concern is -- and I've --


MR. BRETT:  Sorry, could you just speak up?

MS. SPOEL:  Sorry.  The concern that we have is that sometimes, not infrequently in these -- in various hearings before this Board, intervenors' counsel will cross-examine a panel and say, "Now, would you agree with me, subject to check, that if you had ten people instead of 12 people that,” and I'm using a very simple example, “this number would change."

And the witness, when they’re on the witness stand, it is very difficult to sit there and do that calculation.  So they provide an undertaking and then we get the numbers two days later, and that party has finished cross-examining and we've moved on to another witness panel.  And we don't have an opportunity -- the Panel up here doesn't have an opportunity to ask any questions about it or whatever, and it's sort of left dangling.  And quite often, we don't get those answers until after the oral phase of the hearing and the witnesses have all gone home.  So that's the kind of thing.

If you are proposing scenarios that involve proposing to ask questions that involve different numbers that might require a witness -- and I'm not looking at you, Mr. Brett, as being necessarily an offender in this category, or a person who does this regularly; this is a general problem.  But if the witnesses are going to be provided with alternate numbers that are going to require them to do calculations, then it would be really helpful if they were given those – you know, you could say, “I'm going to ask you what would happen if the interest rate was 3 percent instead of 1 percent.  What would that change in the end?”

And if they knew that in advance, they could do the calculation and they would be able to answer the question at a time that we could all hear the answer and ask follow up questions, that Mr. Cass could or Mr. Sidlofsky could ask in re-examination.

It just puts it squarely on the public record as opposed to the numbers all coming in later, at which point it's too late to follow up on them.

So that's what I'm referring to.  So it's not, you don't know -- yes, of course there are areas where you don't know what they're going to say.  But when it comes to the calculations, we can be almost assured that unless it's extremely simple, that the answer will not be available live.  It's going to require time.

So if you were going to ask them to do calculations of numbers, unless you provide it to them on a sheet and say "Now, I've done this calculation and it shows X, Y and Z, do you agree,” at least we’ve got the numbers in front of us.  But if it's open-ended “please rerun this using this amount instead of that amount”, which frequently comes up, we find those very frustrating because it puts the witnesses in an awkward position.  They have to leave and do extra homework, and that's the kind of thing.

Please run this with these numbers instead, re-do this spreadsheet with alternative, that can all be done in advance of the hearing.  So that's what we're trying to avoid, is having to go away and do those after-the-fact.

MR. BRETT:  That's very helpful, and I appreciate that.  The only thing that occurs to me is that you may be able to call a panel back to ask them questions.

MS. SPOEL:  But we don't want to have to do that, Mr. Brett.  We’d prefer that you provide them with numbers ahead of time, so we can avoid all that annoyance.

MR. BRETT:  I understand.  We’ve started the hearing. It would have been good to hear this ten days ago, and secondly, we've only gotten a lot of this information in the last twenty-four hours.  We received confidential information –

MS. SPOEL:  Mr. Brett – we started this conversation, Mr. Brett, around the model and I just broadened it in general.

This isn't a -- I don't think we're procedurally disadvantaging anyone here.  We were just asking whether or not that could be accommodated.

MR. SHEPHERD:  May I add a comment?  Because as Ms. Spoel explained this, I realise we're clearly familiar with what you're talking about.  And indeed, in fact when you are preparing for cross, you often put a marginal note, "get undertaking", right?  And that's what you're talking about, right?

MS. SPOEL:  That's what I'm talking about.

MR. SHEPHERD:  If you've got that in your margin, well, ask for it in advance.  And of course, we should ask for it in a technical conference.  But if we can’t because the information is late, et cetera, I understand that.

There is one -- but it raised one item, and that is AMPCO asked a question about asset replacement rate, and asked to compare the asset replacement rate before the merger and after the merger on the current plans.

And the answer from the applicant was we don't -- we're not able to do that.  But I've seen the model and I know that they can; in fact, I did it.

And so I may want to ask that question again and ask them to undertake to provide it.  That's the only one I can think of, is because they refused to answer it in the first place because they said they couldn't.

MR. QUESNELLE:  I understand.  Thank you, Mr. Shepherd.  That's helpful.  Okay.  Ms. Grice?

MS. GRICE:  Good morning.  I understand the concern regarding the undertakings, and the inability of folks on the panel to respond promptly.

But in my cross, I do have a couple of those that I have not shared with the witness panel.  I just wanted some clarification on how I should proceed.

MR. QUESNELLE:  Well, Ms. Grice, if you were -- you are not first up to cross-examine, so perhaps at the break you could just give it to them.  I mean, there's not so much a time limit on this.  It's just let get the stuff out there earlier rather than later. That's really -- there is just a general concern, and that's why we do have things like technical conference.

We understand there’s exceptions obviously to every rule, but we're just trying to minimize the amount that things drag on.

MS. GRICE:  Okay.  So I will do that on the break.  Thank you.

MS. SPOEL:  Thank you.

MR. QUESNELLE:  Okay, with that, Mr. Cass.  Any opening comments, or do you want to introduce your panel?

MR. CASS:  Yes, Mr. Chair.  Just by way of opening comments, it occurred to me that when you gave me the opportunity for that earlier, I should have set some context to the discussion that just occurred.  I'll do that very quickly.

As a result of the Board's ruling on confidentiality requests, the applicants did write to the Board and there was this point about the business case model that was addressed in the letter.

Also I just wanted to, for the record, note that the applicants requested that material provided to the counsels of the municipal shareholders, provided in response to CCC Interrogatory No. 11, be withdrawn from the record, and also the applicants withdraw the smart meter service agreement from the record.

I just thought perhaps I should make sure that context is clear for everybody, that that arose out of the Board's confidentiality ruling.

MR. QUESNELLE:  Thank you, Mr. Cass.

MR. CASS:  And with that, Mr. Chair, if there is nothing else, I think we have a witness panel that is ready be affirmed.

MS. SPOEL:  Thank you.  I'll do this is a group. If you could each state your name for the record, and then I will ask you as a group to affirm the various things.

MR. BASILIO:  John Basilio.

MS. BUTANY-DeSOUZA:  Indy Butany-DeSouza.

MR. GLICKSMAN:  John Glicksman.

MS. YAMPOLSKY:  Elena Yampolsky.
LDC CO. - PANEL 1

John Basilio, Affirmed
Indy Butany-DeSouza, Affirmed
John Glicksman, Affirmed
Elena Yampolsky, Affirmed

MS. SPOEL:  Thank you.

MR. CASS:  Mr. Chair, the CVs of this these witnesses were provided in advance of the technical conference.  I'm not sure if those have an exhibit number.

Also, there was a small typographical, I believe, in Ms. Butany-DeSouza's curriculum vitae, and that was corrected yesterday, I believe.

MR. QUESNELLE:  Yes, that’s correct, and we don’t have numbers yet --


MS. HELT:  No, I think we could mark them as a collective of all four CVs as K1.1.
EXHIBIT NO. K1.1:  WITNESS PANEL 1 CVS
Examination-In-Chief by Mr. Cass:


MR. CASS:  With that, I have some introductory questions, and I start with Mr. Basilio.

Mr. Basilio, I understand that you are senior vice-president and chief financial officer of Horizon Utilities, and you've been with Horizon and its predecessors since 2000; is that correct?

MR. BASILIO:  That's correct.

MR. CASS:  And you've been a chartered accountant since 1992 and you are a member of the Ontario and Canadian Institutes of Chartered Accountants, is that right?

MR. BASILIO:  Well, no, it's the Canadian Public Accounting, but yes.

MR. CASS:  Thank you, and together with the CFOs of PowerStream and Enersource, I understand that you've had overall responsibility for the application; is that fair?

MR. BASILIO:  With the other CFOs, that's correct.

MR. CASS:  Ms. Butany-DeSouza, you are vice-president regulatory affairs and government relations for Horizon Utilities; is that fair?

MS. BUTANY-DeSOUZA:  Regulatory affairs, yes.

MR. CASS:  And you hold an MBA.

MS. BUTANY-DeSOUZA:  Correct.

MR. CASS:  And you are with the regulatory staff that has been responsible for the preparation; is that correct?

MS. BUTANY-DeSOUZA:  Yes, together with my peers.

MR. CASS:  Thank you.

Mr. Glicksman, you are executive vice-president and chief financial officer for PowerStream, and you have been with PowerStream and its predecessors since 2003; is that right?

MR. GLICKSMAN:  That's correct.

MR. CASS:  Prior to that you were vice-president, finance with Hydro One Networks Inc., and you held various positions with Hydro One and Ontario Hydro from 1976 to 2003; is that correct?

MR. GLICKSMAN:  That's correct.

MR. CASS:  And you also are an MBA.

MR. GLICKSMAN:  Yes.  That's correct.

MR. CASS:  And finally, Ms. Yampolsky, you are manager of strategic support and planning for PowerStream, and you've been with PowerStream since 2006; is that right?

MS. YAMPOLSKY:  That's correct.

MR. CASS:  I'm sorry?

MS. YAMPOLSKY:  That's correct.

MR. CASS:  The microphones are interconnected.

And prior to that you were senior financial analyst with Toronto Hydro?

MS. YAMPOLSKY:  That's correct.

MR. CASS:  You hold an MBA and an MA in economics and you are certified as a chartered professional accountant; is that right?

MS. YAMPOLSKY:  Yes, that's right.

MR. CASS:  And you've been involved in the financial modelling for the transaction; is that right?

MS. YAMPOLSKY:  Yes.  Yes.

MR. CASS:  Now, back to you, Mr. Basilio.  Might I ask you to confirm that the evidence for which this panel is responsible was prepared by the panel or under your supervision?

MR. BASILIO:  That's correct.

MR. CASS:  And on behalf of the panel, do you adopt it as the applicant's evidence in this proceeding?

MR. BASILIO:  Yes, I do.

MR. CASS:  And do you adopt the applicant's responses to Board Staff and intervenor interrogatories, technical conference questions, and undertaking responses in this proceeding as the evidence of the applicants?

MR. BASILIO:  Yes, I do.

MR. CASS:  Thank you.  Back to you, Mr. Glicksman.  Can you just provide us with a few introductory comments about the application in front of the Board, please?

MR. GLICKSMAN:  The application was filed in mid-April, and we have had an opportunity to make a presentation to the Board Panel, OEB Staff, and intervenor representatives on June 23rd, and we also had a technical conference on August 24th.  As such, we believe that people are familiar with the application at this point, so I'll keep my comments brief.

In general terms, we are seeking the Board's approval to proceed with an amalgamation of Enersource, Horizon Utilities, and PowerStream and the purchase and subsequent amalgamation of Hydro One Brampton.

We are referring to the consolidated distributor as LDC Co. because at this time we have not yet decided on a name for the new company.

Our requested approvals are shown at section 3 of the application.  The OEB's handbook to electricity distributor and transmitter consolidation allows consolidating distributors to select a rebasing period of up to ten years, subject to earnings sharing mechanism in years six to ten, and in our application we have advised that we intend to defer rebasing for ten years following the completion of the consolidation of those distributors.  We've also proposed an earnings sharing mechanism for years six to ten.

As we've discussed previously, the projections and tables of cost and savings shown in the application typically illustrate information beginning with the year 2016.  Those projections and tables should be read as beginning with the first year following the consolidation.

For example, if we received the Board's approval and complete the consolidation by the end of this year, the information provided in the figures would remain the same, but the first year for the rebasing deferral period and the 25-year forecast shown in the application would be 2017 instead of 2016.

If approved, the consolidation will result in the creation of a primarily municipally-owned distributor serving approximately 950,000 customers across the Greater Toronto -- Golden Horseshoe as far north as Barrie and Penetanguishene and southwest to St. Catharines.  It will have a rate base of approximately two-and-a-half-billion, dollars and a service territory of approximately 1,800 square kilometres.

LDC Co. will continue to provide reliable service to its customers and provide ongoing benefits to its customers.

Thank you for giving me a chance to make these opening remarks.

MR. CASS:  And finally, Mr. Basilio, one more question for you.  Can you please address the no-harm test as it relates to the proposed consolidation in the areas of evidence for which this panel is responsible?

MR. BASILIO:  Of course that's been a key area of focus for us.

Let me preface my remarks by expressing our pride and excitement to deliver to you for your consideration what we believe to be a well-constructed transaction that is supportive of and consistent with energy policy and regulation, that recognizes the benefits of consolidation through delivering material enduring benefits to customers, all while supporting financial viability and sustainable investment in the sector.

Specifically I would like to make a few comments about how our application meets this test, having regard to three aspects of the Board's objectives under the Ontario Energy Board Act.

The Board's objectives relating to the protection of the interests of consumers with respect to prices, the promotion of economic efficiency and cost-effectiveness in electricity distribution, and facilitating the maintenance of a financially viable electricity industry.

Our second witness panel will comment on the test, having regard to the protection of the interests of consumers with respect to adequacy, reliability, and quality of service.

With respect to prices, our evidence is that distribution costs to LDC Co.'s customers will be lower than they would have been not only over the ten-year rebasing deferral period but permanently, through an enduring reduction in the cost structure of LDC Co. relative to its predecessor entities.

With respect to the rebasing deferral period, in the absence of the proposed consolidation each of the four LDCs would have been submitting five-year custom IR applications once their current rate plans expire.

Instead, the Enersource and Hydro One Brampton rate zones will be on price cap IR for the entire ten-year rebasing deferral period.  The Horizon Utilities rate zone will be on price cap IR after its current custom IR plan expires in 2019.  And the PowerStream rate zone will be on price cap IR after 2017.

Beyond the rebasing deferral period and as of the time LDC Co. rebases its rates, customers will also enjoy the full benefits of the reduction in the LDC Co. cost structure relative to the status quo.

At Exhibit B6-1, page 4, figure 26 we provided distribution revenue trends over the 25-year forecast period in the evidence.  And the benefits of consolidation in comparison to the status quo are clear.  We have projected that over the entire forecast period the benefits to customers of consolidation against the status quo averages approximately $20 million per year, or 3.3 percent, through the rebasing deferral period alone, approximately 69 million per year or 8 percent following the rebasing deferral period, and continuing in perpetuity, which overall, through the forecast period provided, is approximately $49 million per year or 5.9 percent.  This transaction provides enormous customer benefit with respect to price and value.

With respect to cost-effectiveness and economic efficiency, our evidence is that the consolidation will result in ongoing reductions in OM&A costs.  For the first ten years after the consolidation is complete, we have estimated aggregate gross pre-tax OM&A savings of $355 million.  That represents a 14 percent reduction in total OM&A over the first ten years, with ongoing annual savings of approximately 15 percent after that.

We are also estimating aggregate gross capital expenditure savings of approximately $168 million over the first ten years following consolidation, with ongoing savings of $8 million annually.  This amounts to total gross operating and capital synergies of approximately 522 million as a result of the consolidation.

In order to improve the economic efficiency of LDC Co., we plan to eliminate redundant positions within the organization and reduce the number of control rooms and call centres from four of each to two of each.  These opportunities for improved economic efficiency and cost savings would not have existed in the absence of the proposed consolidation.

And finally, with respect to the maintenance of financial viability, we modelled the proposed consolidation and structured it as such, including the sources and amount of acquisition financing, to target a long-term A-range rating, which is consistent with rate-regulated utilities in North America that do not have significant commodity exposure.

The $607 million purchase price for Hydro One Brampton will be financed through approximately $425 million of debt and $182 million in shareholder contributions.

Our approach to the acquisition financing for Hydro One Brampton in the financing plan are discussed in detail in Exhibit B6-5 and in attachment 3, the summary of the financing plan for the transaction.


To summarize, we have arranged a commitment from two financial institutions for a $625 million non-revolving long-term loan -- term loan, sorry, not long-term loan, term loan -- to provide a source of short term financing for the Hydro One Brampton acquisition.


The parties to LDC Co. have been working diligently to establish a new trust indenture to provide for a long-term debt issuance take out of the acquisition facility, as soon as is practical following the acquisition of Hydro One networks Brampton.


MR. CASS:  Thank you, Mr. Chair.  That completes the examination-in-chief of the panel.


MR. QUESNELLE:  Thank you, Mr. Cass.  Ms. Girvan, I believe you're up first.

Cross-Examination by Ms. Girvan:


MS. GIRVAN:  Thank you.  I just wanted to say that I'm probably not going to be an hour, having gone through all the evidence over the last few days.  So that's good news.


So if you could first turn to -– and I've given my references to Ms. DeJulio -- to ECC number 1.  In that interrogatory, we had asked what the primary objective of the proposed consolidation was.  And in that answer, the first parts has said:

"The primary object objective of the proposed consolidation is to realize operational and organizational efficiencies which will benefit both ratepayers and shareholders."


So my first question really is, with respect to being here today and the Board's role, would you agree with me that the Board's role here, at least in part, is to ensure the proposed transaction results in an appropriate balance between the interests of the ratepayers and the shareholders?


MR. BASILIO:  I think the Board's role is outlined in the terms of its objectives.  But in the context of this application, I believe, without trying to be presumptuous, that the Board's role is to determine whether the tests for the consolidation under its policy have been met, most specifically as I referred to in my opening remarks, the no-harm test.

So I believe that is what the -- again, not to be presumptuous, that is our view in terms of –- that is what we would have expected, I suppose, by reviewing the policy instruments and our understanding of the Board's objectives generally.


MS. GIRVAN:  Would you agree that it is important for the Board to consider whether there is an appropriate balance?


MR. BASILIO:  I think I've answered the question, in terms of why we're here today and what I think the panel -- or the applicant rather is expecting in terms of what the Board's role is.


MS. GIRVAN:  So you are not agreeing with me that that is an appropriate consideration for the Board?


MR. CASS:  Mr. Chair, I hesitate to start a debate so early in the questions, but I'm not sure where there is leading.  It has been answered several times.  It seems to me that it is the Board's tests that are applied here.

That can be addressed in argument, which I'm sure it will be.  I'm not sure of the point of asking that these witnesses that question repeatedly at this time.


MS. GIRVAN:  I'll leave it for argument.  Thank you.

If you could just turn to this same interrogatory, and what you've said, in terms of ratepayer benefits for this transaction, is that ratepayers will benefit in two ways.

The first is that over the course of the ten-year rebasing deferral period, customers will benefit from distribution rates which are lower.  And this is what you just went through, Mr. Basilio.


The second is that customers will see savings reflected in the first rebasing.

So from your perspective, is that the way that consumers benefit from this transaction?


MR. BASILIO:  With respect to price, yes, they will have lower rates than the status quo from pretty close to the time that the entities merge.


MS. GIRVAN:  Okay.  And just so I'm clear, you also said that this amounts to 48.6 million or $47 million per year over the 25 years versus the status quo.  You said that earlier.


MR. BASILIO:  That is right.  That is the average reduction -- that is the average estimated reduction in distribution revenue requirement over the forecast period provided by the evidence.


MS. GIRVAN:  And the way that you've calculated that is you've taken the ten-year period and you've compared the merged revenues versus the status quo?


MR. BASILIO:  Not just the ten-year period, but rather we would have taken --


MS. GIRVAN:  Sorry, the first step is the ten-year period, which you are saying is about $20 million a year.


MR. BASILIO:  That's correct.  But the way I would have calculated the 40 -- I think it was $49.3 million is I would have taken the annual distribution revenue requirement in the model under the status quo and, on an annual basis, subtracted the same under the merged scenario and taken an average by dividing -- you know, by dividing by the 25-year forecast period.  That would come up with these figures.


MS. GIRVAN:  I understand that.  But if you could just turn to the presentation that was made on the presentation day, and if you turn to page 22, slide 22, I just want to make sure that we have the numbers right.

So you said -- is it 48.6?  Is that what you confirm this morning?


MR. BASILIO:  Yes.


MS. GIRVAN:  Okay, and just a clarification question.  In terms of the period, is that changing now given that year 1 is 2017?


MR. BASILIO:  No.  I mean, I think as Mr. Glicksman alluded to in his opening remarks, we should really view the starting year now largely as being 2017, and those differences moving forward one year.

But what I want to be clear about is we've shown a 25-year forecast period in this chart.  Customers benefit in perpetuity, so they benefit beyond the 25 years.  I just want to make that clear.


MS. GIRVAN:  Just to be clear then, if 2017 is considered year 1, when will you apply for rebasing?


MR. BASILIO:  2027.


MS. GIRVAN:  But the numbers throughout the application refer to 2026.


MR. BASILIO:  They do.  You should now read 2026 as year 11 -- year 9, sorry; 2026 is year 9.  2016 should be year 1 and then moving forward from there, 2, 3.


MS. BUTANY-DeSOUZA:  Sorry, 2017 should be year 1.


MR. BASILIO:  2017 should be year is 1.  That's correct, yes.


MS. GIRVAN:  Okay, I just wanted to be clear.  So then under your proposal now, you would come in and rebase for 2027?


MS. BUTANY-DeSOUZA:  That's correct.


MS. GIRVAN:  Okay, thank you.


Now, again if we stay with the presentation day presentation, if you look at page 21, please, so the page before that, this is where you’ve set out your total synergies.  So what you've done is you've looked at your potential savings, both with operating and capital, and you've subtracted your transition costs to arrive at a 425.9 million net synergies; is that correct?


MR. BASILIO:  That's correct.


MS. GIRVAN:  And have those numbers changed at all?


MR. BASILIO:  No.


MS. GIRVAN:  Okay.  And my question really is why does this end in 2025?


MR. BASILIO:  We’re just showing the -- again, we should read 2016 here as year 1, they won't -- they won't change.


I think we have stated in the evidence that beyond 2025, we expect these savings to endure.


We have just shown the ten-year rebasing deferral period in the chart.


MS. GIRVAN:  Okay.  Well, I just wanted to ask you if those numbers have changed at all, given now year 1 is 2017.


MR. BASILIO:  They have not.


MS. GIRVAN:  Thank you.  Now, are you seeking any approval from this Board with respect to these numbers?


MR. BASILIO:  No, we're not seeking any approval from the Board with respect to these numbers.  These numbers are our estimates of the synergies.


MS. GIRVAN:  So the reality is things could change?  These -- the synergies may well be very different?


MR. BASILIO:  The synergies could be different, but these are our best estimates of what we believe the synergies to be.


MS. GIRVAN:  Okay.  And would you agree with me that of these total synergies, the 425.9 million, that the customers won't benefit from these savings until you rebase?

MR. BASILIO:  Well, I mean, effectively that's correct.  Customers benefit from the savings after -- or at the time of rebasing.

MS. GIRVAN:  Okay.  So these net synergies are flowing to the shareholders.

MR. BASILIO:  For the...  Sorry, could you state your -- apologies.  Could you state your question again?

MS. GIRVAN:  I am just confirming that the net synergies as set out in this schedule will be flowing to the shareholders and not the customers.

MR. BASILIO:  That's correct; they flow to the shareholders.  That is consistent with the Board's policies.  But, you know, I would just remind you that customers do benefit in that rebasing deferral period.

MS. GIRVAN:  Okay.  Thank you.

Now, if you could turn to CCC number 2.  And again, this just refers to a scenario where, although there's an earnings sharing mechanism that's to be in place for years six to nine, if you don't exceed 300 basis points over the allowed return, that customers won't see any further benefits.

MS. BUTANY-DeSOUZA:  That's correct, with the exception of the rates impact that Mr. Basilio referred to already.

MS. GIRVAN:  Okay.  I understand that.  Thank you.

Now, if you could turn to technical conference undertaking JTC1.9.  This is also found in Mr. Aiken's compendium.  If we could maybe give that an exhibit number.

MS. HELT:  We'll mark that as Exhibit K1.2, and I will just provide a hard copy to the panel.
EXHIBIT NO. K1.2:  TECHNICAL CONFERENCE UNDERTAKING NO. JTC1.9.

MS. GIRVAN:  So page 4 of his compendium.

So here I just wanted you to confirm that 300 basis points throughout the term of your plan ranges between $33 million and $47 million.  So you'll find that at line  -- the fourth line down.  I just wanted to confirm that that's what represents 300 basis points in earnings.

MR. GLICKSMAN:  It's 32.4 in 2016, but they are along the line you referred to, yes.

MS. GIRVAN:  Yes.  So by 2025, 300 basis points is 47.5 million; is that correct?

MR. GLICKSMAN:  47.9?  Yes.

MS. GIRVAN:  Yes.  Sorry, on my -- I can't read the small print.

So I just wanted to confirm with you that under your proposals you'd have to achieve savings greater than that -- these numbers in order for ratepayers to share in those savings; is that correct?

MR. GLICKSMAN:  That's correct; in order to have an ROE beyond 300 basis points above, you know, we've used in the model for the regulated ROE, that would be the hurdle, yes.

MS. GIRVAN:  Okay.  Great, thank you.

Now, if you could turn to B-CCC-number 22.  So just to recap -- oh.  Sorry.  I'll wait for you.

MR. GLICKSMAN:  Yes.

MS. BUTANY-DeSOUZA:  We've got it.

MS. GIRVAN:  Okay.  Thank you.

So what we were asking about here is really whether the company or the Mergeco would be supportive of a form of earnings sharing mechanism that's different than what's set out in your application, and your answer further down is that, no, you're applying to have an earnings sharing mechanism that is consistent with the policy.

Would you agree that that's the position stated in here?

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MS. GIRVAN:  Great.

So if you could turn -- at the same time turn to page 16 of the Board's handbook on ratepayer -- on electricity distributor and transmitter consolidations, which is, in effect, where the earnings sharing mechanism is set out.

MS. BUTANY-DeSOUZA:  We have it.

MS. GIRVAN:  Okay.  Great.  Thank you.

So at page 16 at the bottom it first sets out that earnings are to be shared on a 50/50 basis at more than -- over 300 basis points.  But it also says at the bottom:

"The ESM as set out in the 2015 report may not achieve the intended objective of consumer protection for all types of consolidation proposals.  For these cases, applicants are invited to propose an ESM that better achieves the objective of protecting consumer interests during the deferred rebasing period."

And then it gives an example of:

"A large distributor that acquires a small distributor may demonstrate the objective of consumer protection by proposing an ESM where excess earnings will accrue only to the benefit of the customers."

So would you agree with me that the Board, within the context of its policy, did leave open the possibility of an alternative ESM model?

MS. BUTANY-DeSOUZA:  I would agree with you -- we would agree with you that the Board has invited options, and as applicants we've stated in our application and in our evidence what our ESM proposal is.

MR. BASILIO:  And I'd just like to add on to that, and I think our ESM does address consumer protection.  Consumers are protected.  We are proposing that prices are lower and not insignificantly such through the rebasing deferral period than they would be otherwise under the status quo, so with respect to price we believe that the ESM we've proposed protects consumer interests.

MS. GIRVAN:  So I guess my question really is:  I understand that point, but to the extent that you are generating further efficiencies, why wouldn't you want to share those benefits with your customers at an earlier point in time?

MR. BASILIO:  Well, the deal was approved on this basis, you know, a basis that is founded in the Board's policy and, you know, our views that I've just articulated as to -- you know, to address your point about consumer protection, so I can't really speak with regard to whether anything different is acceptable from that perspective.

This is the deal that was approved by our shareholders.  This is the expectation of the basis on which -- well, it's the expectation of the outcome for the deal.  I'm not sure how to answer that question --


MS. GIRVAN:  Okay.  All right.

MR. BASILIO:  -- further.

MS. GIRVAN:  Thank you.  If you could now turn to page -- the technical conference transcript.  And I have just some clarifications really arising from that.

On page 27 -- and this was an answer from you, Mr. Basilio, in response to Mr. Shepherd about a circumstance in which you may have to come in earlier than the ten-year period.

And I'm just wondering -- I think I want to clarify that you said that you do plan to stay out for ten years, but I would like to confirm that there is a possibility that you may have to come in earlier.

MR. BASILIO:  There is nothing that we can foresee at this point in time that would require us to come in earlier based on our forecasts.  I think what the -- I think what I was addressing in my -- in the question from Mr. Shepherd is that ten years is a long time, and, you know, a lot can happen in that period of time.

If we were to come back it's our expectation that there would be a preliminary issue -- or a preliminary hurdle or tests, probably tests not unlike what Horizon was confronted with in its 2011 rate application.  It came in one year early.  But those sorts of tests.

So I don't know.  My crystal ball is probably not any better than yours.  Ten years is a long ways out.

But we don't think that would be something that we would just walk in and ask for.  We would expect there would be a fairly high hurdle to meet to rebase early.


MS. GIRVAN:  That’s understood.  I guess I'm putting out there the possibility that you may be required to come in for some --


MR. BASILIO:  But there is nothing in the modelling, in the projections, there is not a scenario at this point that we can foresee that would cause us it come in earlier than ten years.


MS. GIRVAN:  Okay.  And what happens if you go through further mergers or acquisitions?  It's not entirely clear to me what would happen in that circumstance.

So say, for example, what would happen if you decided to acquire another utility?


MR. CASS:  I'm sorry, Ms. Girvan, could you just be a little more clear as to your question?  What happens to what in this circumstance that you are describing?


I'm not sure of the relevance of potential further mergers and perhaps I just --


MS. GIRVAN:  Would that mean that you would be coming in before the Board to change your regulatory structure at all?


MR. BASILIO:  The current projections, the basis upon which we’ve provided the evidence does not contemplate a merger at this time.


It is very difficult to -- in addition to an additional merger transaction, it is difficult to contemplate all the scenarios that might cause us to come in early.  So I don't have an answer to that question.


What I can tell you is that based on what we know at the time of this transaction and our projections, we don't foresee a need to come in early.


There could be events that have an impact on the utility, none of which I can foresee at this point, that might cause us to make some sort of application.  But I don't know.  I simply can't answer that question.  It is too hypothetical.


MS. GIRVAN:  Okay, thank you.  Now if you turn to page 56, please, of the technical conference transcript -- and you will recall a discussion with Mr. Shepherd about cost allocation and allocating common costs, and I think you said that the policy for doing that has not been finalized.  Is that correct?


MS. BUTANY-DeSOUZA:  That's correct.


MS. GIRVAN:  And I just wanted to clarify, would you have essentially two policies, one for allocating costs among the rate zones, and two, allocating costs between the regulated and unregulated businesses.


MS. BUTANY-DeSOUZA:  Yes.


MS. GIRVAN:  And you are in the process of developing those policies?  Is that correct?


MS. BUTANY-DeSOUZA:  I think it is fair to say that it is in early stages, but that the development has begun.


MS. GIRVAN:  When do you expect to have those finalized?


MR. BASILIO:  I think that's going to take some time. But I think when we would need to have them finalized would be at a point when we are back before the Board with some sort of application where this becomes relevant.


MS. GIRVAN:  Would you agree that if you are applying for an ICM for the various rate zones for next year, that it would be important to have this policy in place before the Board?


MS. BUTANY-DeSOUZA:  Yes.


MR. BASILIO:  I believe we actually – I believe somewhere else in the transcript we made that statement as well.


MS. GIRVAN:  Okay, that’s good.  I just wanted to confirm that, so that it will be before the Board in the context of your future rate applications.


MS. BUTANY-DeSOUZA:  Yes, that's correct.


MS. GIRVAN:  Thank you.  Now on page 84, I wanted to just confirm this.

You’ve said that your total request for the ICM over the period is $414 million.  And I think since then you've had added in the technician conference undertakings, which is JTC1.8, that with respect to PowerStream, this will be an additional $70 million.  Is that correct?


MR. GLICKSMAN:  That's correct.


MS. GIRVAN:  So during the plan, you will be seeking an additional amount that capital that exceeds 500 million, is that correct?  Not quite $500 million, $484 million.


MS. YAMPOLSKY:  It is likely this, yes.


MS. GIRVAN:  $484 million?


MS. YAMPOLSKY:  Yes.


MS. GIRVAN:  Okay.  And have you put any consideration to having the savings fund that extra capital?


MS. YAMPOLSKY:  Excuse me, could you please repeat the question?


MS. GIRVAN:  Yes.  Have you put any consideration into whether or not the savings could potentially fund that additional capital.


MR. BASILIO:  No, the model assumes that that ICM revenues forms part of the overall P&L of Mergeco.  That's what the model assumes.


MS. GIRVAN:  So that will be coming from your ratepayers --


MR. BASILIO:  That's correct.

MS. GIRVAN:  -- the additional 484 million?

MR. BASILIO:  No, I believe the 484 million is not a revenue number; it is a capital number.


MS. GIRVAN:  You’re right, it’s a capital -- so it will be the revenue requirement impact.


MR. BASILIO:  The corresponding revenue requirement impact -- and one of my peers will correct me, I believe -- across the ten-year period on a pre-tax basis is a hundred and --


MS. BUTANY-DeSOUZA:  130 million.


MS. GIRVAN:  -- 130 million plus the PowerStream additional amount, correct?


MR. BASILIO:  Yes.


MS. GIRVAN:  So what's the total -- the total amount including the new PowerStream amount?


MS. YAMPOLSKY:  Well, in JTC1.8, we said that the -- the estimate right now of this amount is approximately another 13 million of incremental revenue.


MS. GIRVAN:  So 143 million, that’s what you're looking at?


MS. YAMPOLSKY:  That's a high-level estimate, yes.


MS. GIRVAN:  Okay, thank you.


Now, you're applying for rate approvals for Enersource in 2017, is that correct?


MS. BUTANY-DeSOUZA:  Each of the rate zones will require rate applications.


MS. GIRVAN:  And there will be ICMs with each of those rate applications?


MS. BUTANY-DeSOUZA:  Sorry, for 2017 rates?  No.


MS. GIRVAN:  Not for Enersource or Hydro One Brampton?


MS. BUTANY-DeSOUZA:  No.


MS. GIRVAN:  Okay, thank you.  So I just have a question with ICM relief going forward, and I just wanted to put a scenario to you and just to clarify how this might potentially work in the future.

If you find that your capital budget within Horizon, for example, isn't required, your capital requirements have changed and in fact you need to do less than expected or you can defer some projects, will this impact your request for an ICM for the PowerStream zone?


MS. BUTANY-DeSOUZA:  I think it's important to remember that particularly for Horizon Utilities for the next -- doing the math in my head, 2017, 2018, 2019, so the next three years, we are still in our custom IR rate term.

So we need to make good.  We’ve committed to making good on our capital, otherwise per our settlement we have capital variance account entries.  However, at this time, I can't answer on the hypothetical of whether -- if, in one rate zone, we would take from one to give to the other.


MS. GIRVAN:  Okay.  So you haven't decided whether or not you would be doing that?


MR. BASILIO:  We think to some extent this is unchartered territory.  This is a unique transaction.  We appreciate that you are seeking clarity.  But hopefully, people will understand if we don't have all the answers today, and that some of these answers will need to get tested at an appropriate time with a future application.

So when we come forward with an application, an ICM application for 1, 2, 3 -- 4 of the utilities, we would expect those tests, you know, that sort of cross-examination and interrogatory at that point.


For purposes of the model, of course, the ICM is working on a mechanistic basis.  We haven't modelled scenarios where somebody spends less and somebody spends more and netted it out.  Again, we would -- at the time we come forward with the application, we will have a real environment to work within, in terms of what was the actual capital expenditure of one rate zone versus another and, you know, and to deal with that at that point.


MS. GIRVAN:  Okay.  Thank you, that's helpful.


Again, we talked about this in the interrogatories and at the technical conference, and I'd just wondered if you'd put any more thought into the commitments that you have under the Horizon rate agreement, the custom IR agreement?  Put any more thought into how that would work going forward?


MS. BUTANY-DeSOUZA:  No, at this point I can only reiterate that we remain committed to our settlement agreement, but I think they're -- we need the benefit of time in order to determine how it's going to work.  I mean, it's probably helpful to reiterate that Horizon on a standalone basis has an application before the Board currently for 2015 actuals that report out on elements of the settlement agreement.  When we bring forward the annual filing for 2018, that'll report on Horizon's standalone for 2016 actuals.  Again, that is outside of a merged entity.


So it won't be until 2019's rate application that we would be bringing forward reporting on the elements of Horizon's settlement agreement in the context of LDC Co., so --


MS. GIRVAN:  Okay, that's helpful.


MS. BUTANY-DeSOUZA:  -- a bit of time to figure it out, but certainly committed to the elements of the settlement agreement.


MS. GIRVAN:  Okay, thank you.


Now, you have -- and this was discussed at the technical conference, and you have distribution system plans for three of the entities finalized; is that correct?  So Horizon, Brampton, and PowerStream; is that correct?


MS. BUTANY-DeSOUZA:  So there are effectively four distribution system plans.  Three of them are final in the eyes of the OEB.  The fourth -- that is, for Enersource -- was a draft plan, save for the fact that the customer engagement piece wasn't filed during Enersource's 2016 IRM and ICM application, but certainly in the context of Enersource's operations and the corporation's view, that distribution system plan and the underlying asset management plan is certainly final, and they operate in reference or with due reference to it.


MS. GIRVAN:  Okay.  And can you explain to me the relationship between the forecasts set out in those DSPs and what you are projecting for ICM relief during the plan?


MS. BUTANY-DeSOUZA:  So I'm going to bifurcate your question slightly.  Let me answer the second part of it first, and that's that we expect, as the entities have been operating, that we are operating under the DSPs that the Board has seen.


In terms of the forecast and the ICM model, Mr. Basilio referred to it as effectively a mathematical exercise.  What you've seen in the Deloitte or business case model was about ICM eligibility, so meeting the mathematical threshold, therefore what is the difference that would be eligible for ICM from a math standpoint, so let's park for a minute the actual ICM test.


Separate and apart from that, any further discussion on the operation in respect of the DSPs would probably be a better question for panel 2.


MS. GIRVAN:  Okay.  So my question really is:  Will we be able to see a connection between the DSPs and the ICMs?


MS. BUTANY-DeSOUZA:  I would expect that at the time of making that ICM application we'll be filing in reference to Board policy and Board policy as it pertains to ICM, and certainly we need to demonstrate a linkage between distribution system plans and the associated ICM or ACM as the case may be, and that will be part of the evidence we bring forward in future ICM applications as applicable.


MS. GIRVAN:  Okay.  And if you apply for an ICM will that be, in your view, subject to a true-up?


MS. BUTANY-DeSOUZA:  I believe that we're in the Board's hands on that.  Certainly, ICM decisions have varied in terms of -- and I can think most recently of the Enersource ICM decision where the Board in its decision determined that no true-up was required.


I think we would be in the Board's hands and subject to the Board's decision on whether there would be an ICM true-up.


MS. GIRVAN:  Okay.  And I guess I would just ask you, do you think it's important that, to the extent you are given money through an ICM, and you don't spend that money, it would be important to give that money back to ratepayers?


MR. BASILIO:  Again, I think we're talking about hypothetical situations here.  Generally speaking, sure, we're supportive of balancing interests using ratepayer money efficiently and for the purpose that it's intended, but, you know, to try and comment on every single scenario corresponding to an ICM, we really can't.


Again, I think at the time we bring forward an ICM application, that is probably a more constructive time to have that discussion and deliberation.


MS. GIRVAN:  Okay, thank you.


Now, I believe that you've taken the position -- and this was discussed at the technical conference -- the transition and transaction costs are paid for by the shareholders?


MR. BASILIO:  That's correct.


MS. GIRVAN:  Okay.  To clarify, you haven't sought out extra money from the shareholders to pay for those, have you?  They're funded through the efficiency savings; is that correct?


MR. BASILIO:  Ultimately, you know, shareholders will look at this as a business case:  What's it going to cost me to put the transaction together?  What am I going to get out of it?  So --


MS. GIRVAN:  Okay.  So you -- but you have --


MR. BASILIO:  -- shareholders pay one way or another.  They pay through reduced income, reduced dividends, or, you know, as you've seen in the evidence, a capital contribution to finance the transaction, more specifically a portion of the Hydro One Brampton acquisition.


MS. GIRVAN:  Okay.  I understand your answer.  Thank you.


If you could turn to the Energy Probe compendium and back to that page 14, which is JTC1.9.  And I just wanted to clarify -- actually, get an explanation, really, for the return on equity numbers that are at the bottom of that table, how those were derived and what they mean.


MS. YAMPOLSKY:  Those numbers are coming directly from the model, and that's a net income from regulated business.


MS. GIRVAN:  So does this say in some years you won't be earning your allowed return?


MS. YAMPOLSKY:  Well, yes, that's correct.


MS. GIRVAN:  Okay.  Thank you.  And I just have one last question.  If you turn to Exhibit B, tab 5, Schedule 2.  And this provides a year-over-year comparative cost structure analysis.  I'm having trouble understanding the basis for these numbers, and maybe you could help me with that.


MR. BASILIO:  So the way we built the model is we took -- in this case I'll just focus on OM&A.  We would have taken the OM&A projections for each of the predecessor utilities on a standalone basis -- this would have been each of our projections -- aggregated them, and then deducted the OM&A synergies identified by bringing the four utilities together to get a Mergeco OM&A cost structure.


Now, when you -- maybe I'll just elaborate on the bottom line a little bit.  So, for example, here in 2016 you can see that the cost structure has actually gone up by 13 million, and the reason for that is most of the transition costs are incurred in the first three-year period.


And in this case, 2016, year one, those costs will outstrip the benefits, which is to be expected.  We're, you know, investing in integration.


Does that answer your question?


MS. GIRVAN:  Yeah, yeah, that's fine.  Yes.  Thank you.  Those are my questions.


MR. QUESNELLE:  Thank you, Ms. Girvan.


Mr. Aiken, you're up next.  Maybe -- I think that we're closing in on the break in 15 minutes or so.  Why don't we take the break now, and then we'll have you go, and perhaps we can get yours all in before lunch.


Okay.  All right.  Let's break for 15 minutes and return at, well, let's say 20 to 12:00.  Thank you.
--- Recess taken at 11:22 a.m.

--- On resuming at 11:44 a.m.

MR. QUESNELLE:  Thank you.  Please be seated.

Mr. Aiken, just before you start, Mr. Aiken, just a note for people that are following the schedule, we are going to have to call it the end of the day at 4:45 today.

We have some things that people need to attend to, just so that you are aware.
Cross-Examination by Mr. Aiken:


MR. AIKEN:  Thank you.  Good morning, panel.  I have a compendium that has been marked as ExhibitK1.2, and I will be referring to that throughout my cross-examination.

And my cross-examination is going to be focused on the benefits for customers, and the sharing of those benefits with customers.  But first, I have a few clarification questions.

I want to start on page 1 of the compendium.  On page 1, I've reproduced a response to undertaking JTC1.3 for the years 2016 through 2036.  And the only additions I've made is the addition of a line shown in red at lines 26 and 60.  And this calculation shows a reduction in distribution revenues paid by ratepayers between the status quo standalone basis and Mergeco plus the incremental capital module.

Do you take that as accurate, subject to check?

[Witness panel confers]


MR. BASILIO:  It -- subject to check, as always, but it looks like, if I just -- maybe I could just be clear on what the formula is here.  Essentially, you've taken -- you've taken -- I'll use 2017 as an example.  You've taken, under 2017, the line that aggregates distribution revenue and ICM revenue, the 532.9 million, less the aggregate of the standalone DR 535.2 to get your 2.262 number.

MR. AIKEN:  Yes, except in the reverse order.  But the top numbers are right.

MR. BASILIO:  Yeah.

MR. AIKEN:  Now, Mr. Glicksman and Mr. Basilio, you touched upon this a number of times, about 2016 really being year 1.

Is that the case in this response as well?  2016 is really year 1 of the merger?

MR. BASILIO:  2016 is year 1.

MR. AIKEN:  And that's the same -- if you look at page 12 of the compendium, the graph, 2016 there as well is year 1?

MR. BASILIO:  That's correct.

MR. AIKEN:  Going back to the first page of the compendium, you can see that I did not calculate a difference for year 1 in the 2016 column.

MR. BASILIO:  We see that.

MR. AIKEN:  And the difference there is actually a cost to ratepayers of 3.7 million over the status quo.

 Can you explain to me why, in the first year of the merger, ratepayers were paying more than in the absence of the merger?

[Witness panel confers]

MR. BASILIO:  The difference -- I apologize; we don't have a member from Enersource on the panel.  This issue, I think it's fair to say it's probably a mis-classification in 2016.  It relates to an assumption for Enersource ICM in 2016.

MR. AIKEN:  Okay, that has not happened now for year 1 for 2017.

MR. BASILIO:  Yeah, that's correct.

MR. AIKEN:  Then if you look at the 2026 column which is on the far right, that is actually year 11.  My question is: Why is there an ICM revenue associated with that year, when it's beyond the ten-year deferred rebasing period?

MR. BASILIO:  Subject to check, because I'm 99.99 percent sure about this, the value that you've computed is actually not in the revenue number in the model, I don't believe.

MR. AIKEN:  I think you're right, and that was going to be my next question is why it wasn't included.  But I guess what you're saying is it shouldn't have been included under ICM in year 11?

MR. BASILIO:  Exactly, no ICM in year 11.

MS. BUTANY-DeSOUZA:  That's the rebasing year.

MR. AIKEN:  So if you go back to figure 26 on page 12 of the compendium, am I correct that between -- and I'll talk about the way it's referenced here between 2025 and 2026, which is the end of your deferral period and your first year of rebasing, your distribution revenue is projected to decrease by about 15 million.  That's the 676 going down to the 661.

MS. BUTANY-DeSOUZA:  Yes.

MR. AIKEN:  Correct.

MR. BASILIO:  That's correct.

MR. AIKEN:  My question is:  What's driving that decrease in the revenue -- I guess in the revenue requirement, in the first rebasing year?

MR. BASILIO:  It's the synergy savings are driving that down, that they're so significant that when they're returned to customers -- this was one of the points that we made on presentation day.  People may recall that we referred to this chart and said that if most mergers, at least those that I've been following, the discussion is largely rates lower than -- rates will not go up as much as they would have otherwise.

Here in fact in 2026, if we realize the savings which we expect to do, customers would actually see a rate decrease.

MR. AIKEN:  Well, I'm not comparing the merged entity to the status quo entity, I'm comparing the merged revenue with a merged revenue.

MR. BASILIO:  That's correct.

MR. AIKEN:  So if you go back to page 11, figure 25, and while this table only goes up to 2025, my understanding is that between the tenth year and the rebasing year, there are no incremental OM&A savings.  The total AM&A savings remain at the 42.9 million.

MR. BASILIO:  That's correct, that's what we have projected.  We left them level moving forward from 2020, because we don't have any better information.

MR. AIKEN:  Am I correct then that the revenue requirement reduction is driven by your synergies in capital and not OM&A?

MR. BASILIO:  No, they're driven by -- let me try to answer it this way, and see if I've answered the question. So 2025, we haven't rebased yet.  There are a few things happening in the rebasing year.  We have capital in operating synergies, but we also have growth and rate base.  And so there's -- you know, there's almost a netting between the savings, but then the, you know, the recovery for growth and rate base during the rebasing deferral period.

MR. AIKEN:  I'm having difficulty understanding why your revenue requirement is going down when your OM&A -- there are no incremental OM&A savings between those years.  So isn't the only place where you can save is on rate base?  And you do have synergies in rate base.

MS. YAMPOLSKY:  I think there is a confusion here Because the 2025 distribution revenue for merged company, it is not a revenue requirement.  It is still the distribution of revenue before we rebase.

 So it's whatever we have right now, with IRM potentially ICM, that's all happening before rebasing.

On this graph, first time when we rebase and the first time when all the synergies are reflected in the revenue requirement will be in 2026.  And that's why  you see this drop, because that's actually the first time  distribution revenue of merged company in this graph is defined was as review requirement.

MR. AIKEN:  I understand that, and what I'm asking is what's driving that reduction, because there doesn't seem to be any reduction in the OM&A, so it has to be capital-related.

MR. GLICKSMAN:  It is the first time that the customers get the full benefit of that 50.5, as I think as Elena has pointed out, in year 2025, the revenue requirement hasn't been -- it's been -- the revenue's been calculated based on the ICM and IRM, not from a bottom-up.  In 2026 when we go back to rebasing we'll have the actual OM&A, which will now have the 15.5 -- the 42.5 million in savings.  And that's the first time that those savings actually start to be built into the revenue-requirement calculation.

MR. AIKEN:  So the savings after ten years are going to be 15 million a year, or 15 million in the first rebasing year?

MR. GLICKSMAN:  No, those savings will be 42.5 million in OM&A.

MR. AIKEN:  Then why is your revenue requirement only going down by 15 million?

MR. GLICKSMAN:  As John has said, in 2026 there is a rebasing, and if you've looked at some of the previous answers we showed you, we showed that the ROE was not at the earned ROE in every year, so by the time you get to 2025 we're actually not earning the approved ROE.

In 2026 you get to rebase and get a recovery on rate base.  You have also your OM&A, and so there is a bit of an uplift to get you back on earning the appropriate rate of return on your rate base, offset by the OM&A savings in the net is a reduction in rates.

MR. AIKEN:  Okay.  Now, going on and looking at the reductions in the merger scenario versus the status quo scenario shown on figure 26 on page 12, and I guess as well the numerical figures that underline that -- underlie that back on page 1 of the compendium, which is probably the better reference to look at, is it correct that the reduction has nothing to do with the ICM increases in the capital spending since the ICM is being used under the merger scenario as a proxy for what would have been included in the status quo either as an ICM under price cap and ACM under a rebasing application or your forecast of capital expenditures under a custom IR?

[Witness panel confers]

MR. AIKEN:  Would you like me to repeat that?

MS. BUTANY-DeSOUZA:  Could you repeat your question, please?

MR. AIKEN:  Okay.  Let me try and simplify it.  If -- the status quo you indicate is a custom IR filing.

MS. BUTANY-DeSOUZA:  Correct.

MR. AIKEN:  So under that custom IR filing would you be filing for the same capital expenditures or very close to the same capital expenditures as you would be under an ICM during the rebasing period?

MR. BASILIO:  It's the same other than the synergies.

MR. AIKEN:  Yes, okay.  Now, that was a clarification, so I'm actually moving on to more interesting things now.

MS. BUTANY-DeSOUZA:  Okay.

MR. AIKEN:  I hope.  And I'm going to be focused, as I said, on the benefits to customers and the sharing of those benefits, and I'm going to divide the sharing into two time periods, the first being the ten-year rebasing deferral period that you've requested, and the second being the rebasing year and the years that follow that rebasing.  And I'm going to start with the second period first, so I'm dealing with the rebasing in 2027 and beyond.

Am I correct that under your proposal when you rebase the set rates for 2027, regardless of whether it is a simple cost-of-service application or a custom IR application, that all the sustainable savings that have resulted from the merger would then flow through to ratepayers and no benefits would be retained by the shareholder?

MR. BASILIO:  That's correct; the benefit of the reductions in capital and operating costs relative to the status quo, I think the nature of rate-making policy is to rebase to what the cost structure is at a point in time, so I think that just happens naturally.  I would agree.

MR. AIKEN:  Okay.  That was my point.

Now, what happens under your proposal if there is some other type of regulatory approach to setting rates for the year in which you would normally rebase?

MR. BASILIO:  Some new regulation that doesn't exist today?

MR. AIKEN:  No, some regulatory rate-setting process.  I mean, if you go back ten years from now, we didn't have a custom IR.  We didn't have an incremental capital module.  So like you said, you know, there is a lot of uncertainty, so what happens if, in ten years, there is some other approach?

MR. BASILIO:  Well, it's --


MR. AIKEN:  You would follow the rules that were in place at that point in time?

MR. BASILIO:  Yeah, this is a -- I mean, this is one of those hypothetical, speculative questions.  I think we're bound to follow at any point in time the rules of, you know, what the Energy Board's policies, regulations are, so, I mean, I don't see how to answer that -- well, let me put it this way:  I couldn't sit here today and answer that, no, we would not comply with what the policies and regulations of the day are.  I think that's the best way I can answer that question.  We've got to comply.  We've got to follow the rules.

MR. AIKEN:  And similarly, I assume you would not be able to guarantee any of the benefits to ratepayers that you are projecting for 2027 and beyond?  There is just too much uncertainty.

MR. BASILIO:  Well, under the current regulatory -- firstly, there are no commitments, there are no contractual guarantees or otherwise.  This is our -- these are our best estimates of what we believe we can achieve in terms of reducing our cost structure.  And we believe very firmly in what we think we can achieve, and we think -- just to elaborate on, we think some of the predecessors to this transaction have a track record of achieving in the order of magnitude that we're proposing in this transaction.

But, no, we can't guarantee the savings.  We can't guarantee that we'll underachieve.  We can't guarantee that we'll overachieve.

MR. AIKEN:  Now, as I understand the Board's policy with respect to mergers, if Mergeco were to merge with another LDC during the ten-year rebasing deferral period and form Mergeco 2, my understanding is that would trigger another rebasing deferral period of up to ten years from the time of that merger; is that your understanding as well?

MS. BUTANY-DeSOUZA:  There is no such transaction in the offing, but more importantly, that would be the subject of a future application, and maybe it's important to point out that the applicant has the opportunity to select the rebasing deferral period.  In this application for this transaction the deal is the ten-year rebasing deferral period.

MR. AIKEN:  That's correct, but if there was a merger in that ten-year period, the Board's policy would apply to that merger as well.

MS. BUTANY-DeSOUZA:  The Board's policy at the time would be the policy with which we would be compliant in that future filing.

MR. AIKEN:  Yes, okay.  So I'm now switching the time horizons from year 11, and on to years one through ten.

Would you agree with me that the benefits that you are forecasting for customers in years one through ten are more likely to materialize in the benefits beyond the first ten years?

MR. BASILIO:  No.

MR. AIKEN:  And can you explain why not?

MR. BASILIO:  Because the synergies that will drive the enduring savings should be realized within the first four to five years of the transaction, and you can see that -- I don't believe it's in your compendium, but there was reference to slide 21 of the presentation-day presentation, in which there is a table that outlines the expected synergies and transition costs, gross and net, over the ten-year period, and if you refer to that table you will see that the expected full realization of the synergies relative to the status quo are largely achieved by year four, fully achieved by year five.  Five and six -- I mean, capital goes down a little bit in year six, so once we've achieved those they are permanent.  We've taken something permanent out of our cost structure, for example, to the extent that we've realized -- and I'm just picking a number here -- to the extent that you've realized a reduction of 50 head count, you've eliminated 50 redundant positions, those redundancies continue on a permanent basis; they are no longer required in the new entity.

So I don't necessarily -- I can understand why you might make that assertion, but the reality is the plan is to make these synergies the full value of the synergies by years 4 and 5.

MR. AIKEN:  While you are on slide 21, and you touched upon this with Ms. Girvan earlier, the total net synergies of 425.9 million, and I thought you'd said to her -- or she asked you if that 425 million was a benefit to the shareholder.

But my question is:  Is that 425 million the reduction in cost which would then be different than the benefit to the shareholder, because the shareholder has also got reduced revenues?

MR. BASILIO:  That's correct.  I mean, these reductions benefit the shareholder.  But you are quite correct, the net benefit to the shareholder, there's also -- you know, there's also some reduction of revenue.

What you really -- what you really need to -- revenue requirement is formulaic.  It embodies more than capital and operating costs.  It embodies cost of capital and rate base and so it's -- you know, it's not exactly these cash reductions.  Capital is amortized as opposed to realized immediately in income. so there are other elements.

But the benefits of the synergies within the ten-year period, in isolation of other considerations, all those benefits in the proposal flow to shareholders.

MR. AIKEN:  So, you know, obviously the 425 million is in the a revenue requirement reduction; a big part of it is, because it's OM&A cost.

MR. BASILIO:  It's a pre-tax cash reduction.

MR. AIKEN:  Yes.  Do you have an estimate of what the revenue requirement reduction is?

The reason I'm asking is that on page 12 of my compendium, you show that over the rebasing deferral period, which is what this table also shows, that there is going to be $195 million of savings to ratepayers, an average of 19.5 million a year.

So what I'm looking for is a corresponding reduction in the revenue requirement.  And then I would assume the difference between that, which is driven by your savings and what your savings to customers is, is what your shareholders benefit by.

MR. BASILIO:  The 19.5 million in the first ten years is simply based on how the entities would file an application in the absence of the merger, so the --and the assumption in the business plan is that they're filing successive custom IR applications in the first ten years under the status quo scenario.

Under the merged scenario in the first ten years there -- and Ms. Butany spoke about this earlier, for those that are presently on an IR plan or term, that term continues to expiry.  So for Horizon, its current term expires in 2019; PowerStream’s will expire in 2017.

Those entities would be on price cap IR under the status quo.  Enersource and Hydro One Brampton are under price cap IR through the entire ten-year rebasing deferral period.  So that's what's driving the status quo revenue -- or sorry, the merged revenue line for -- that's what's driving the merged revenue line on slide 22 of the presentation day presentation.  And then under the status quo, we would each be filing successive custom IR applications.  So that's the assumption for the blue bars  on that trend.

So the difference is really -- the difference doesn't correlate to the OM&A savings or capital savings in that first ten-year period.  It's simply the basis on which we're filing applications.

MR. AIKEN:  And I think that was my point, that your synergies of 425 million, it's less than that when it's looked at on a cost per year, because it's a return and depreciation on the capital component of the savings, not the actual capital expenditures.

MR. BASILIO:  From a P&L perspective, yes.

MR. AIKEN:  Yes, and I want to compare that, how much the company is going to reduce costs over that ten-year period, and compare that to the 195 million that your revenues are going down.

And your revenues are going down, because that's your benefit to ratepayers over the first ten years.

[Witness panel confers]


MR. BASILIO:  I'm having a hard time seeing the value of what you're requesting in the first ten-year period, just simply why it's relevant.

Again, the benefit is that we're filing largely under price cap in the first ten years versus successive custom IR applications.  That difference has nothing to do -- that difference has nothing to do with what customers are paying during that period.

The chart on 21, on slide 21 of the presentation day presentation, all of the -- all of the values in that chart are going to shareholders.  They're having an impact on P&L.  They're largely improving P&L relative to the status quo for the shareholders in that ten-year period.  That's being driven.

The change in cost structure in the ten-year period is for the benefits of shareholders.  It doesn't have any correlation whatsoever to what customers are paying in that first ten-year period.

It does have an impact following the ten-year period, essentially the enduring -- the enduring reduction in cost structure, which is illustrated under the 2025 column which then would be year ten, is a $50.5 million reduction, permanent reduction in cost structure, of which only $8 million is capital.

So really the capital impact by the time you get out to year 11 is very small.  Most of it is OM&A reduction and a reduction in cost of capital, because rate base is lower than what it would have otherwise been under the status quo -- if that helps.

MR. AIKEN:  To make this simple, your costs are going down by 425 million and your revenues are going down by 195 million.  So the difference of 230 million is the benefit to the shareholder?

MR. BASILIO:  That's correct.

MR. AIKEN:  Okay.  That's all I wanted to get to.

MR. BASILIO:  Sorry, I was just a bit confused.

MR. AIKEN:  Now, moving on to another topic, and Ms. Girvan touched on this briefly, but as I understand the Board policy again, there is a limit as to when you can first come in to rebase through a cost of service application or a custom IR.  And that limit is following the expiry of the original rate-setting term of at least one of the consolidating entities, and once the selected deferred rebasing period has concluded.  And that comes from the handbook that she referred you to.

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. AIKEN:  So concentrating on the first part of the statement, the expiry of the original rate setting term of at least one of the consolidating entities, who is that in this case?  Is that Enersource?

MS. BUTANY-DeSOUZA:  In fact, it is two entities, both -- no, it's just Enersource.

MR. AIKEN:  And that's because?

MS. BUTANY-DeSOUZA:  Enersource was last rebased in 2013, should have rebased for 2017, has sought the Board's leave to extend by one year, so that would be 2018.

MR. AIKEN:  Right, okay.  So based on that, given that, as you say, Enersource's current rate-making plan expires before you merge, essentially...

MS. BUTANY-DeSOUZA:  No, it expires after the – it expires after -- assuming we have a decision this year and 2017 is the first year of the merger, it expires after the merger.

MR. AIKEN:  I thought you'd said your current plan was for 2013 rates, and then you had three years of IRM, '14, '15 and '16.

MS. BUTANY-DeSOUZA:  No, in 2013, they should have replaced for 2017, and they're extended by one year.  So it would be rates effective January 1, 2018.

MR. AIKEN:  So they asked for extension of their
plan –

 MS. BUTANY-DeSOUZA:  Correct.

 MR. AIKEN:  -- not just going under price cap?

MR. BASILIO:  No, they were already on price cap.

MR. AIKEN:  Okay.  So then that means that you could rebase, or Mergeco could rebase as early as 2018?

MS. BUTANY-DeSOUZA:  If you don't mind, can you give me the page reference from the handbook?  I just want to turn up the paragraph.

MR. AIKEN:  I believe it's page 13.

MS. BUTANY-DeSOUZA:  Okay.

MR. AIKEN:  Sorry, page 12.  And probably flows over to page 13.

MS. BUTANY-DeSOUZA:  If I have the sentence correctly, and for the benefit of all I'll read it:

"A consolidated entity may apply to the OEB to rebase its rates as a consolidated entity through a cost-of-service or custom IR application following the expiry of the original rate-setting term of at least one of the consolidating entities..."

And now my emphasis:

"...and once the selected deferred rebasing period has concluded."

So my understanding in response to your question is that we can't rebase in 2018 because this is an "and" scenario, that one of the four has to have expired, yes, to the Enersource rate zone, so 2018.  However, our selected rebasing deferral period is ten years, and so those two events will not have happened by 2018.

MR. AIKEN:  Okay, now, if you could go to page 13 and look at the first paragraph under the "early termination or extension of selected deferred rebasing period".

MS. BUTANY-DeSOUZA:  I have it.

MR. AIKEN:  Would you agree that this would seem to imply that the Mergeco could come in earlier as long as it has sufficient rationale to prove to the Board that it needs to rebase prior to the end of its deferred rebasing deferral period?

MS. BUTANY-DeSOUZA:  I believe that Mr. Basilio addressed this in the second paragraph speak -- second paragraph under the heading that you've described speaks to this.  Distributors -- I'm paraphrasing -- will be required to file rationale to support the need to amend the previously selected deferred rebasing period.


And so we expect that there would be a preliminary issue -- we said the same in the technical conference -- that it would be a preliminary issue that we would have to deal with prior to being allowed to seek that rebasing.

MR. AIKEN:  Now, if you turn to page 4 of the compendium, and Ms. Girvan has taken you here a number of times.  The last line in the table shows the return on equity in the business case model, and I have a couple of clarification questions on those figures.

MS. BUTANY-DeSOUZA:  We have it.

MR. AIKEN:  First, again, is 2016 really year one in this table as well?

MS. BUTANY-DeSOUZA:  Yes, it is consistent with the business plan and the application.

MR. AIKEN:  My first question is:  Why is a return on equity only 7.1 percent in the first year and 8.8 percent in the second year?  When the return on equity built into rates are closer to 9 percent?

MS. BUTANY-DeSOUZA:  I'm sorry, I didn't hear the tail end of -- because the --


MR. AIKEN:  When the rates based -- or, sorry, built into your existing rates that will not go up by the price cap are based on a return on equity in all cases of something 9 or 9.1 percent?

MS. BUTANY-DeSOUZA:  Because of the transition costs.

MR. AIKEN:  So this is not really a regulated return on equity.  This is your financial statement return on equity.

MS. YAMPOLSKY:  Correct.  That's correct.

MR. AIKEN:  Okay.  And what would -- would your regulated return on equity -- forget about the first few years.  I want to concentrate more than the last five years.  Would that be higher or lower when there are no more transition costs, or the same?

MR. BASILIO:  In the last five years there are no transition costs, so it would be the same.

MR. AIKEN:  Okay.  So my next question then on page 4 is, given that the projected return on equity in the last few years is below the current allowed return on equity, why did Mergeco pick a ten-year rebasing deferral period rather than five or six years, since it appears you should be projecting to under-earn in at least the last three years?

MR. CASS:  Mr. Chair, the Board may want to hear the answer to this question.  I do point out that under the Board's handbook the selection of the rebasing period is not supposed to be something that's a matter of evidence or a justification.

So I'm not really sure where it's going to ask why the rebasing period was selected at ten years.  It is specifically indicated at page 12 of the January 2016 handbook:
"No supporting evidence is required to justify the selection of the deferred rebasing period."

MR. AIKEN:  Where I'm going with this, Mr. Chair, is my next question, and that is, would you agree that it's not a valid rationale for an early rebasing request if the return on equity, for example, were to be higher through the Board's formula in those years?  In other words, that's not a valid rationale to come in and say, "Well, you know, we could earn 12 percent now instead of the 9 percent, so we're coming in early."


MR. CASS:  So just for clarity, Mr. Chair, through you, Mr. Aiken is looking for an answer about what might be a rationale in some future year to come back under the Board's policy to change the rebasing period?  Is that where this is going?

MR. AIKEN:  Yes, yes, because that obviously affects the customer benefits and the timing of those benefits.

MR. QUESNELLE:  And that would be something the Board would consider at that time, would it not, Mr. Aiken?

MR. AIKEN:  Well, I think the Board needs to consider it now.

MR. QUESNELLE:  And why is that?

MR. AIKEN:  Well, how do you pass a no-harm test if you don't know there are benefits or projected benefits?

MR. QUESNELLE:  And if there are projected benefits and those benefits were to disappear, if the request came in to ask for something else other than what's projected, wouldn't the Board take that into consideration at that point in time?

MR. AIKEN:  I would agree with that, and that's fine.  I've apparently got that on the record now, so --


MR. QUESNELLE:  Well, I think that the Board makes it clear in its policy that there would be a justification required, and the justification, if it were hypothetically "we're not making enough money", I think the Board would take that into consideration as to whether or not giving more money removed the status of this application and therefore there was harm being injected, to put it crudely.

Mr. Shepherd, yes.

MR. SHEPHERD:  Mr. Chairman, I'm sorry to interrupt, but Mr. Cass made a statement that I think is going to sort of be a motif throughout this hearing, and I thought we should deal with it.

He made a statement that if the policy says you don't have to file evidence on the rebasing period, the link to the rebasing period and whether it's appropriate, by implication, questions aren't allowed on that issue of the rebasing period.

And it's our submission that, A, that's not what the policy says, and B, the Board is legally not allowed to say, in advance, "This is not relevant."  If the rebasing period is chosen by the applicant, we should be allowed to ask questions about it.

MR. QUESNELLE:  And if the response is, "We chose that because the policy allowed to us to," is that --


MR. SHEPHERD:  No, they can say, "We have no other reason --


MR. QUESNELLE:  Okay.

MR. SHEPHERD:  -- and we were allowed by the policy."  That's fine.

MR. QUESNELLE:  Yeah.

MR. SHEPHERD:  But the policy can't be binding.

MR. QUESNELLE:  Understood, your point.

MR. SHEPHERD:  So I'm just raising that so -- because the implication concerns me for my own cross.

MR. QUESNELLE:  Understood, Mr. Shepherd.  Thank you.

Mr. Aiken?

MR. AIKEN:  Moving on to the response to undertaking JTC1.7 on page 2 of the compendium, and this deals with PowerStream specifically.  And my question is, if you look at lines A and B in the 2017 column, was it just a coincidence that for that year they applied for a distribution revenue adjusted for your business case assumptions is identical to the decision at 203.2 million?

MR. GLICKSMAN:  Yes, it is.

MR. AIKEN:  And my question, okay, then is this:  The 203.2 million for the decision, I that take that does not come from your draft rate order, because it is a different figure there.

MR. GLICKSMAN:  It's based on our -- it's before the final rate order based on our draft rate order.

MR. AIKEN:  Well, in the draft rate order the revenue requirement work form has it as 204.3 million.

MS. YAMPOLSKY:  Let me clarify.  It is preliminary to preliminary.  So this calculation was done just before we finalized the numbers for the draft rate order.

MR. AIKEN:  That’s right.  And while we're on this table, what assumptions have you included in the calculation of the decision line revenues for 2018 through 2020?  Is it simply price cap growth and ICM, or no ICM?  Price cap and growth, but no ICM?

MR. GLICKSMAN:  Are you referring to line B?

MR. AIKEN:  Yes.

MR. GLICKSMAN:  It’s price cap growth plus ICM.

MR. AIKEN:  Would you take it, subject to check, that I don't think there is any ICM in there?  Because when I look at those numbers, they go up by, I think, 3.1 per 3.1 percent in each of the years.

MR. GLICKSMAN:  No, there isn't.

MS. YAMPOLSKY:  That's correct, that's price cap growth.  No ICM.

MR. AIKEN:  No ICM.

MS. YAMPOLSKY:  No ICM.

MR. AIKEN:  Now, you've provided your projections of incremental capital in table 1 of undertaking JT1.13, and that's on page 9 of the compendium.  I want to make sure I understand what these figures mean.  During the technical conference, you had discussion with Mr. Gardner about these figures represent and in the response you indicate -- just above the table, it says:
“The incremental capital and net incremental capital are incremental to Board-approved capital expenditures."

And if you flip over to the next page of the response, you state that that the total net incremental eligible capital, which is near the bottom of the table, that is the total amount that is both incremental to Board-approved capital expenditures pursuant to each of the distributors’ last rebasing applications, as well as being eligible for ICM treatment due to coinciding with an IRM year.

And my first question on that is:  What do you mean by Board-approved capital expenditures from the last rebasing applications?  And specifically, do you mean the approved capital expenditures in the test year only, or the capital expenditures in the approved distribution system plans, which are shown on page 6 through 8 of the compendium, which was undertaking JT1.12?

MS. BUTANY-DeSOUZA:  Mr. Aiken, I missed your reference to the earlier pages in your compendium.  However, this might be a misnomer in the statement because it is a comparison to the DSPs.

MR. AIKEN:  It is a comparison...

MS. BUTANY-DeSOUZA:  To the DSP amount.

MR. AIKEN:  Okay, now I'm confused with your earlier answer to Ms. Girvan about how the ICM amount relates to the DSP amounts.

And maybe the easiest way is to work through a simple example, and I think I'll choose Brampton Hydro because they seem to be the simplest one to look at.  In table 1 on page 9, there is incremental capital of 4 million for Brampton in 2015 and 10.9 million for 2016.  Do you see those numbers?

MS. YAMPOLSKY:  Ten-point --


MR. AIKEN:  These are the gross incremental capital, not the net.

MS. BUTANY-DeSOUZA:  We have it.

MR. AIKEN:  In the total incremental eligible capital shown at the bottom of that table, am I correct that the 4 million in 2015 is not included in the 54 million, but the 10.9 million is included in the 34.6 million shown for 2016?

MS. YAMPOLSKY:  Yes, you are correct.

MR. AIKEN:  Okay, and that was part of Mr. Garner's confusion, I think, at the technical conference.

MS. YAMPOLSKY:  Yes.

MR. AIKEN:  Now, when I go back to the response to JT1.10, and specifically again for Brampton which is on page 7 of the compendium, I see a 2015 figure of 37.865 million as the settled amount for the 2015 rates case.

So does this mean that the incremental capital of 4 million in 2015 is over and above the 37.685 million?

MS. YAMPOLSKY:  I need to get back to what Ms. Butany said before.  We really -- the numbers on this table are simply a result, a mathematical result of, okay, that was our estimation in the model, what capital amounts would be eligible for ICM, should we go for it at this point in time.

So that was purely going through the formula as we knew at this point in time, calculating for eligibility, and then if it is eligible, then those amounts will are were included our estimation of 114 million at this point in time total.

As a result of the technical conference, we looked at our DSPs, and obviously, we compared the numbers.  But there is no direct comparison.  And as Ms. Butany explained before that, when they filed the real ICM application, then it will be really -- we will be making sure that those amounts are incremental.  And I guess that is what this last sentence in our response was trying to explain.

They would be incremental to these ones in real life, but for now, it is simply mathematical calculations which is just a Board formula.  Just a formula.

MR. AIKEN:  So I think I understand what you're saying is that the amounts that you included as incremental capital for any given year, any given utility, may be over and above what's in the DSP or it may be, at least partially, included in your DSP numbers.

It's -- as you say it's independent of what's in the DSP.  It's based on the materiality threshold calculation for the ICM?

MS. BUTANY-DeSOUZA:  That's right.

MR. AIKEN:  So part of it could be in the DSP, and part of it could be incremental to DSP?

MS. BUTANY-DeSOUZA:  Right, so it goes back to the discussion that I had with Mr. Garner at the technical conference that in the case of Horizon -- and I'll start there, because it's the one I know best -- but we wouldn't file an ICM during a non-eligible year, meaning we're not into IRM as yet; we're still under the custom IR.

And for the -- let's use Brampton next as the scenario.  Brampton rebased in 2015 and then after that is on price cap for the ensuing four years.  And so we had a discussion on whether that's ICM or ACM, but the idea being that there could be items that have been identified in DSP.

But the point is that the mathematical numbers that you see, or the 130 million that we have been talking about as it pertains to ICM, was exactly that.  It's the math exercise on eligibility.

MR. AIKEN:  Yes, so your response to JT1.13 that this is -- these are incremental to Board-approved, and what you said a few minutes ago about they're incremental to the DSP, is not true.  It's incremental based on the Board's threshold for ICM, and may be already included in your DSP numbers.

MS. BUTANY-DeSOUZA:  I apologize, but I'm going to need for you to restate your question.

MR. AIKEN:  We're going to have a late lunch.  My question is:  In this response, JT1.13, and what you said earlier, you said that the ICM amounts were incremental to the board Board-approved amounts and the Board-approved amounts were the DSPs.

MS. BUTANY-DeSOUZA:  So the Board -- I'm going to correct myself.  The Board-approved amount is the amount in the rebasing year.  It could be that further to what Ms. Yampolsky referred to, that the DSP amount is the basis of the calculation of the eligibility.

MR. AIKEN:  Okay.  So if we are using the Board's threshold calculation --


MS. BUTANY-DeSOUZA:  Yes.

MR. AIKEN:  -- that uses the rate base and the depreciation of your last approved test year; is that what you're saying?

MS. BUTANY-DeSOUZA:  Yes.  Yes.

MR. AIKEN:  And so it is not necessarily the difference between what you expect to spend in year X versus what you spend or were approved to spend in the test year, but it is based on the formula with the growth rates and everything else rolled in.

MS. BUTANY-DeSOUZA:  That's right.

MR. AIKEN:  Okay.  Now, I noticed in the -- I think it's the Deloitte model that you provided in one of the undertaking responses, the ICM threshold used the old formula, but effectively accounted for the annualized growth and the price cap increase; is that correct?

MS. BUTANY-DeSOUZA:  Yes, because it was based on the Board policy at the time.

MR. AIKEN:  Yeah, and you agree that the dead band has now been reduced from 20 percent to 10 percent?

MS. BUTANY-DeSOUZA:  Yes, we'd agree with that.

MR. AIKEN:  Okay.  Now, I've provided your counsel with my projected undertaking at the break.

MS. BUTANY-DeSOUZA:  We have it.

MR. AIKEN:  So I'll read it into the record.

MS. BUTANY-DeSOUZA:  Sure.

MR. AIKEN:  It's a two-parter.  The first one is, would you undertake to provide a version of Table 1 on page 9 of the of the compendium that reflects two items:  First, it removes all the figures that do not flow into the total net incremental eligible capital at the bottom, and some of those items are some of the numbers for PowerStream, Horizon, and Brampton.  And secondly, it adds in the $70 million in incremental capital that would be sought for PowerStream as a result of the Board decision that's indicated in the response to Undertaking JTC1.8 at page 3 of the compendium.  So that's the first one.

The second one is to replicate that table but use the 10 percent dead band in place of the 20 percent; would you undertake to do those two undertakings?

[Witness panel confers]


MR. QUESNELLE:  If it's helpful perhaps you could have a conversation with Mr. Aiken over the lunch break and we'll check in with you to see if you can take the undertaking after lunch?

MR. AIKEN:  I'm happy to clarify my clarifications at any time.

MR. QUESNELLE:  Okay.

MS. BUTANY-DeSOUZA:  That's fine, thank you.

MR. QUESNELLE:  And one of the -- if you could -- what we'd be interested in is whether or not it's possible to take this undertaking and respond on it before Friday.

MS. BUTANY-DeSOUZA:  So that was exactly the nature of our discussion as to what is possible over 24 hours.

MR. QUESNELLE:  Sure.  Okay.  Thank you.  I appreciate that.

MR. AIKEN:  Would it be correct that the first part would be possible?

MS. BUTANY-DeSOUZA:  Yes.

MR. AIKEN:  Yes, okay.

MS. BUTANY-DeSOUZA:  We are having challenges on the second part, and so I think -- maybe the point is we would undertake to provide part A.  Part B we can discuss with you, but at this point if we were giving the quick answer we would say that that's probably not even going to be precise.

MR. AIKEN:  Okay.

MS. BUTANY-DeSOUZA:  Difficult to provide.

MR. BASILIO:  It's difficult to provide.

MR. AIKEN:  Okay.  Let me cover my base then and say that if you can't provide the second part by Friday, that would I be correct that the increase in the incremental capital amount for each utility, each year, would be 10 percent, being the difference between the 20 and the 10, times the depreciation to which that ratio was applied?

So for example, if a utility had $20 million in depreciation, approved by the board, that 10 percent would increase the ICM by 2 million, or has the potential to increase the ICM by 2 million based on the formula alone?

MR. QUESNELLE:  And you can take that as part of the undertaking to respond to that question.

MR. AIKEN:  Respond to, yes.

MS. BUTANY-DeSOUZA:  We'll undertake to respond.

MR. QUESNELLE:  What we'd hope to do then is, when the undertaking is in, Mr. Aiken, if you have any further questions or if the Panel has any further questions, that's why obviously we're asking for Friday while this panel is still up, okay?  Thank you.

MS. HELT:  I think we should note that then as an undertaking, and rather than trying to repeat it as you read it into the record, Mr. Aiken, we'll just mark it as Undertaking J1.1.

MR. QUESNELLE:  Thank you.
UNDERTAKING NO. J1.1:  TO PROVIDE A VERSION OF TABLE 1 ON PAGE 9 OF THE OF THE COMPENDIUM THAT REFLECTS TWO ITEMS:  FIRST, IT REMOVES ALL THE FIGURES THAT DO NOT FLOW INTO THE TOTAL NET INCREMENTAL ELIGIBLE CAPITAL AT THE BOTTOM, AND SOME OF THOSE ITEMS ARE SOME OF THE NUMBERS FOR POWERSTREAM, HORIZON, AND BRAMPTON.  AND SECONDLY, IT ADDS IN THE $70 MILLION IN INCREMENTAL CAPITAL THAT WOULD BE SOUGHT FOR POWERSTREAM AS A RESULT OF THE BOARD DECISION THAT'S INDICATED IN THE RESPONSE TO UNDERTAKING NO. JTC1.8 AT PAGE 3 OF THE COMPENDIUM.

MR. AIKEN:  I want to turn now to a paragraph from the EB-2014-0138 report to the Board dated March 26th, 2015.  And specifically, it's the second-last paragraph on page 5.

MS. BUTANY-DeSOUZA:  We have it.

MR. AIKEN:  Now, halfway down -- about halfway down that second-last paragraph it says:
"Distributors indicated that given the nature and timing of these costs and savings, annual net benefits, operational costs, less transition and integration costs are in many cases negative during the first two to four years."

So stopping there, am I correct that your net benefits are negative in the first year only?

MR. BASILIO:  Based on the evidence, yes.

MR. AIKEN:  And then the next sentence talks about:

"Therefore, it may take anywhere from six to ten years to reach a break-even point where the cumulative savings exceed the cumulative acquisition and integration cost."

And am I correct that based on your evidence, your break-even point is sometime early in the third year?

MR. BASILIO:  No, because that chart shows the integration costs which affect -- which, you know, effectively -- effectively affect P&L and distribution revenue ultimately on rebasing.

What that chart does not show is the $200 million premium paid for Hydro One Brampton.  So the acquisition cost is not in that table.  We're showing merger integration costs, costs associated with bringing systems together, dealing with employee separation agreements, you know, various other aspects of actually bringing the organizations together, but in terms of the, you know, the -- what I would say is largely the premium, I suppose, the acquisition premium, that's not included in that table.

MR. AIKEN:  And that acquisition premium is not recoverable on a regulated basis; is that correct?

MR. BASILIO:  Correct.

MR. AIKEN:  So why would it be in your total net synergies?

MR. BASILIO:  It's not.  Sorry, I thought it was clear that the acquisition premium is not in the net synergies.  Your statement was that there's only -- that there's only a negative net synergy in year one, but that's based on the table we provided in evidence which only depicts synergies net of transition costs.  But what it doesn't include is the premium -- the acquisition premium paid for Brampton.

So from a shareholder perspective, it's recovering -- it has synergies for the first ten years.  It has transition costs of 96.4 million, subject to -- it's in that ballpark.  There is also a $200 million premium paid for Hydro One Brampton that is not recovered by ratepayers.

MR. AIKEN:  Okay.  Then going to figure 25 on page 11, if your break-even point isn't in the third year, when is it, based on those numbers?

MR. BASILIO:  Why don't we compute that for you as an undertaking?  If we factor in the premium, we can provide that.

Essentially, you've got $426 million of pre-tax, you know, cash synergies, less roughly $100 million of transition costs, less a $200 million premium; that's 100 million and change.  So it's going to be later in that ten-year period from a cash perspective.

MR. AIKEN:  I don't think I need an undertaking for that.

MS. HELT:  That will be undertaking J1 --


MR. AIKEN:  No.

MR. QUESNELLE:  The answer was sufficient.

MS. HELT:  Thank you.

MR. AIKEN:  Finally, a couple of questions on -- about depreciation and capitalization policies.

Would I be correct that all four distributors do not have the same depreciation rates for all asset categories?

MR. BASILIO:  That's correct.

MR. AIKEN:  Would I also be correct that there may be some variance in your capitalization policies of the four distributors?

MR. BASILIO:  That's correct.

MR. AIKEN:  When do you expect to harmonize your depreciation rates and your capitalization policies?

MR. BASILIO:  We are looking at those policies currently.  That is going to take some time to -- as you can imagine, it is a complex process.  I would say over the next three or four months.

We’re presently currently working on it, performing an analysis in terms of how to harmonize.

MR. AIKEN:  Would you agree, for example, that a change in depreciation rates would have a direct impact on your regulated return on equity?

MR. BASILIO:  They would.  I believe that our depreciation rates are in fact fairly close between the four utilities.  I think the area that requires more analysis and consideration is the actual capitalization policy, capitalization of overheads, those sorts of things, the extent to which is appropriate in the new merged entity going forward.

MR. AIKEN:  Do you think that the Board should approve a variance account to track differences in depreciation and capitalization policy, similar to what it did for the transition from CGAAP to MIFRS, to track the impacts on both – for both ratepayers and distributors?

MR. BASILIO:  We'd suggest no.  The -- we'd suggest no.  I mean, you know, we presented an estimate of benefits. There are very significant benefits to here in this transaction.  It’s not a rate application.

MS. BUTANY-DeSOUZA:  I think at this time we've set forth the approvals that we’re seeking, and there is no specific accounting order sought with respect to such a variance account.

MR. AIKEN:  Would you be bringing forward any changes in your depreciation rates and/or capitalization policies in each of your individual four rate applications, when those changes are made?

[Witness panel confers]

MS. BUTANY-DeSOUZA:  I think this is the uniqueness of the Board's policy, items like that.  The changes in those policies are usually brought forward in rebasing applications.

Given that the selected rebasing deferral period is for a period of ten years, will there be other opportunity for the Board to review that.  I think I had an exchange with Mr. Shepherd on the technical conference day on which I suggested that there is probably an earlier opportunity for that in an appropriate rate application, and that rate application might not be a rebasing application.

MR. AIKEN:  Right.  So if there is a change, it will be brought before the Board at some point before the rebasing.

MS. BUTANY-DeSOUZA:  Correct, I think there is future opportunities to test that, and not ten years from now, or earlier than ten years from now.

MR. AIKEN:  Finally, a couple of questions, clarification on the response to undertaking JT1.10 on page 5 of the compendium.

You might also need to have the response to Board Staff number 22 in front of you as well.  That's what this refers to.

The Staff IR refers to the increase in the net present value of earnings of about 276 million over the 2016 to 2036 period.  And then it goes on to talk about the $98 million representing the difference in the net present value of distribution revenue between the status quo and the merged scenarios.

And I read this in the transcript, and I was more confused than before I read it in the transcript, whether it was a plus or a minus, and my question is a plus-minus to what.

So my question is:  Am I correct that the 276 million that comes from Staff 22 would have been $98 million higher, therefore $374 million, if rates and revenues continued based on the status quo methodology?

MS. YAMPOLSKY:  Yes, that would be higher, but not by 98 million, by about 80 million by after tax number as in this response.

MR. AIKEN:  Okay.  So am I correct then that the net present value of 98 million is really the net present value in the reduction of revenues paid by ratepayers?

MR. BASILIO:  I just did this calculation again this morning, and actually forgot that we responded to this question.

So the difference between the merged -- if you look at the annual merged distribution revenue and the annual status quo for the first ten years and do a present value of the difference, it is the $98 million to an adverse impact to -- or a favourable impact to customers essentially.  Distribution revenues lower in those first ten years, a customer looking at that today and thinking about the value of that, and I believe we applied a discounted rate to the Board's regulated rate, which is probably a high-rate in terms of how we would view the opportunity cost of our capital.  We did that because it was consistent.

I'd offer to the Board and intervenors that if we were thinking about our opportunity cost of capital in today's market, what we'd get if we invested a dollar in something, we're probably looking at 4 or 5 percent.  So in fact, that number is probably a lot higher.

But just to give an overall picture and maybe to answer the question a little more comprehensively, customers are better off in present value terms for the first ten years by about $98 million.

But I think, more importantly, when you look beyond the ten years and consider the customer savings as a perpetuity beyond ten years, now looking at year 11 forward, the value of that using the same approach is about $306 million.

So when you aggregate the two, if we think about this in customer value terms, but applying a discount rate that is probably a little bit high, the value of this transaction to customers is about $405 million.

And I thought I would just offer -- because I think this is the intervenors' line of questioning -- is an appropriate balance between customers and ratepayers.

If we look at the present value of the incremental shareholder earnings, which they're only allowed to retain for a ten-year period, only -- they are allowed to retain for a ten-year period, the present value of those after-tax savings is $178 million.  That's the value -- that's the present value of essentially, you know, what we're projecting as the shareholder benefit of the transaction, largely looking at earnings over the ten-year period.

That's a multiple in favour of customers of over two times.

MR. AIKEN:  And this brings me full circle, because I started at page 1 of the compendium and I'm going back to page 1 of the compendium and this net present value of 98 million.  In the 2017 column at about line 30, you will see a number right below the red line of about 97 million.

I was trying to replicate that 98 in to see where that came from, and my number is the net present value starting in 2017 through 2026.  So I use a slightly different ten-year period than I guess you did.

MR. BASILIO:  Pretty close.

MR. AIKEN:  But I can tell you that to get to that 97 million, I had to use a discount rate of 14 percent.  So my question is:  What discount rate did you use?

MR. BASILIO:  I'm fairly certain we used 9.3 percent.

MR. AIKEN:  Okay.

MR. BASILIO:  I'll look at my calculation again over lunch.

MR. AIKEN:  If you could confirm it, yes.  Thank you.

Thank you.  Those are my questions.

MR. QUESNELLE:  Great.  Thank you very much, Mr. Mr. Aiken.

We'll take the break now and we'll resume at 2:00 o'clock, and Mr. Shepherd you will be starting then.
--- Lunch recess taken at 12:55 p.m.
--- On resuming at 2:01 p.m.

MR. QUESNELLE:  Ready, Ms. Grice.


MS. GRICE:  Yes, that's good, thank you.

Cross-Examination by Ms. Grice:

MS. GRICE:  Good afternoon, panel.  Based on our discussion this morning and what other people have asked in terms of questions, you'll be happy to know my cross is a little less.


So I have a compendium that I guess we should mark as an exhibit?


MS. HELT:  Yes, we'll mark that as Exhibit K1.3.  A hard copy has been provided on the dais for the Panel members.


MR. QUESNELLE:  Thank you.

EXHIBIT NO. K1.3:  AMPCO CROSS-EXAMINATION COMPENDIUM FOR PANEL 1

MS. GRICE:  Okay.  So if we first turn to page 1 of the compendium.  And this information has been looked at already this morning.  It is just a slide that shows the merger savings gross of being 522.2 million over the ten-year period and the net savings of 426 million savings over the ten-year period.


If we can go to slide 18, please.  Or, sorry, page 18 of the compendium.  What this -- page 18, please.


MS. HELT:  It's 18.


MS. GRICE:  18.  My numbering on the bottom.  So this is information that was provided in attachment 2, "financial summary of the application", and what it shows is that the applicant thinks that there will be potentially opportunities and risks with respect to the transaction, and one of the opportunities is that there could be greater synergies than planned or achieved, and then the risks are -- one of the risks is that synergies may not be achieved or are delayed.


So if we can go to my page 19.  I just wanted to highlight that what these charts are showing, is that the applicant chose to portray 50 to 75 percent attainment of synergies as a sensitivity analysis, and my question goes back to my page 11, which is, I just want clarity and understanding, if you've identified greater synergies than planned that are achieved as an opportunity, why a sensitivity around achieved synergies of 125 percent was not undertaken, or something greater than 100 percent?


MR. BASILIO:  Because on balance 100 percent was viewed as really what's achievable.  Of course we could have modelled 125 percent, but on balance -- and there are risks and opportunities -- we very much focused on what we thought was achievable in the business case.


I mean, I'm not sure how to respond to that otherwise.  As well, from a shareholder perspective which -- you know, the business case was something presented to shareholders, and shareholders are generally interested in what's the downside, and what we don't want to present, you know, generally speak -- I can tell you as a CFO, the last thing you want to do is promise something more in terms of an earnings potential when, in fact, there is a significant risk that you might not get there.  So what we're trying to present to our shareholders in the business case is what we think is a balanced and achievable outcome and also show them what happens if you don't achieve.


So we did it in bands of -- we did it in bands of 25 percent decrements, 50 -- well, 50 and 75.


Anyway, I think in short that's -- maybe that's not in short, but that's really the rationale behind the sensitivity.


MS. GRICE:  Okay, yeah, it was just in response to that slide.  The other side of it was presented as an opportunity, so I just wanted clarity on why that additional sensitivity analysis wasn't done.


So if you can turn to page 21, my 21, and we asked in that interrogatory about the 125 percent, and part of the response was that "all identified synergies are a result of analysis conducted by teams of subject-matter experts from each party", and I wondered if you could first just outline the process that you undertook, and then if you could just help me out with what internal or external subject-matter experts were used from each party.


MR. BASILIO:  So internally we established functional teams to review -- and these functional teams are the subject-matter experts within the context of their function.  And so they, you know, they were considering, what does the function look like with or without the merger and identifying opportunities for savings of that context, redundant head-count positions, you know, in redundant supplies, consulting, legal expenses, capital expenditures, otherwise those sorts of things.


And so it was very much a bottom-up process.  I would describe it as that.  I can see my peers nodding their heads, so I think our view -- very much a bottom-up process in terms of identifying the synergies.  You know, they were asked to take a very broad look.  But we thought it was a very comprehensive approach.


MS. GRICE:  And then in terms of external subject-matter experts, were they retained to help with the identification of synergies?


MR. BASILIO:  Not that I...


[Witness panel confers]

MR. BASILIO:  Not by us.  Our shareholders retained consultants.  I think the intervenors and the Board are aware of that, to have a look and determine whether -- whether what we are coming up with were reasonable, sort of an objective view of what was done internally.  And I think -- I think for the most part that what we came up with was largely corroborated, plus or minus, you know, some degree of tolerance around that.


MS. GRICE:  So did you rely on any of the shareholders' consultants in terms of developing your synergies?


MR. BASILIO:  No.


MS. GRICE:  It was just sort of a comparison that you used them for.


MR. BASILIO:  No, but -- that's right.  But I would suggest that we -- I mean, we have subject-matter experts, people that are directly involved and have a lot of experience in the sector, so, you know, we were quite confident with the results, and again, as I mentioned earlier, when you do sort of a cross-check to what has our experience been in the past with mergers, Horizon and PowerStream and their past mergers have both realized synergies within the ranges that, you know, are portrayed in the business case model and the business case.


MS. GRICE:  Okay, thank you.


If we can turn to page 3 of my compendium, and that's my 3.  So this was part of the presentation, I believe, that was given on June 23rd, and it just talks about the customer value creation, and the last bullet talks about the utility having an expanded ability to monitor, report on, and improve system reliability and power quality given its greater resources.


And I just wondered, if you improve reliability and power quality and even storm response, given your greater resources, does that typically translate into operational savings?


MR. BASILIO:  Umm...  If you -- if it's okay with you, I would -- we have an operations panel that I think would be in a much better position to give you a more comprehensive answer to that question.  It is an important question, and I think it would be better if our operational experts responded to it.


MS. GRICE:  And if I wanted to ask you about what the company's position is going to be in terms of improving reliability over the ten-year period, is that for panel 2 as well?


MR. BASILIO:  Yes.


MS. GRICE:  Okay.  Thank you.


If we can go to page 9 of the compendium.  This is AMPCO interrogatory B-AMPCO-4, and in the table provided on page 9, Table 1, it shows a breakdown of the gross capital savings by year, and my understanding is that most of the synergies that have been identified are what is considered to be non-wires and pole stuff, and that was sort of talked about at the technical conference.


MR. BASILIO:  That's correct.


MS. GRICE:  And if we can go to page 12 of the compendium, it is undertaking JT1.16, and this is asking about the asset replacement rate, but I'm not going to ask about that right now.  I just want to refer to the second paragraph, where it says:
"The applicants have not prepared a distribution system plan for the LDC Co. as yet, and the applicants expect to file a DSP for all four rate zones no later than 2019."

So I just want to talk a little bit about when you do that, do you expect to see additional capital savings for, say, sharing productivity improvements among the four LDCs, or increasing your efforts to improve unit costs?  Is it possible that there will be additional synergies beyond the capital forecast to date?

MR. BASILIO:  It's possible, but despite the fact that we haven't prepared a combined distribution system plan, the teams did consider synergies in that context.

So going through that process, it will be a much more thorough review.  But the teams did contemplate what's achievable from rationalizing the distribution systems, the distribution system assets.

So is it possible?  I mean, it's possible.  Is the -- you know, is the converse possible?  I don't know.  It's speculative at this point to really try to answer that specifically.

MS. GRICE:  In the business case now, the DSP information is the same in the status quo scenario as well as the Mergeco scenario?

MR. BASILIO:  The distribution system plans and forecasts of each of the utilities is the same in the status quo and the merged scenario, with the exception of the synergies that have been identified from rationalizing the two -- which, as you indicate and we concur, at this point is largely -- substantially all of it corresponds to the rationalisation of IT systems and processes.

What we wanted to ensure, and frankly what were table stakes in building the merger, was to ensure that we were providing for the distribution -- we weren't taking synergies from the sort of activity that's required to support the sustainable investment in a distribution infrastructure.

So it does very much align to the DSPs.  I don't know that it's verbatim.  Again I think those are questions for panel 2, if it's okay to defer until then.

But again, I like to use the term "table stakes."  We wanted to ensure that there would be no reduction of the sort of activity contemplated under the status quo scenario to support the four utilities, and really that's the solid wires and pole stuff, and I'd like to use the example, just because I'm familiar with it, of some reliability issues  we have in Hamilton on the mountain that relate to underground infrastructure in these -- Madam Long, you were one of the panel members in our rate case.  These were the sorts of things that were really important to invest in.  Those sorts of things we simply would not sacrifice or de-prioritize as a result of this transaction.

So all of that is provided for, and remains provided for in the business case.

MS. GRICE:  I just recall in the PowerStream application that there were certain productivity improvements that were undertaken there related to underground cable and pole refurbishment.

I just wondered.  Will you be looking at ways to roll out productivity initiatives, such as the innovative things that PowerStream is doing, to the rest of the LDCs?  Is that going to be part of your DSP development?

MR. BASILIO:  Again, I would like to defer sort of the more technical operational discussion for panel 2.

 But what I think is -- what is important is that we're going to continue to look for productivity to the extent we can find it.

You know, the business case here isn't the end for Mergeco; it's the beginning, and we will be looking for ways to optimize -- we will continue to look for ways to optimize the assets, to do things more efficiency, to achieve productivity.  But at that point, what we've provide for in the business case is really all we can see at this point.

The quest for productivity does not end with the business case; it continues.  But in terms of what we think we can yield in terms of productivity we have captured, to the extent we know, in the business case.

MS. GRICE:  Okay.  So given that the business plan for the transaction has been approved by all of the shareholders and it's based on 100 percent synergies, if more than 100 percent is achieved -- and I'll just throw out say, 110, 125 percent -- does the applicant have flexibility in the treatment of those additional savings, i.e. could they flow to the ratepayer?

MR. BASILIO:  It's highly speculative.  What I would say at this point is we have proposed how we would treat the synergies and the savings in this transaction; a ten year rebasing deferral period, an ESM is proposed.  To the extent that we could over-achieve on the synergies, they would be treated in that -- it is our proposal to treat those in that context.

To the extent that we under-achieve on the synergies, it is our proposal to treat those things in that context. And so, you know, there are risks and potential benefits on either side of that.  But, you know, really that's the nature of our application.

MS. GRICE:  Okay, thank you.  I'm going to move now to page 34 of my compendium.

So this is the new updated public redacted version of the business plan, and I just want to start off by saying that when I had a closer look at this version, I noticed there were a lot of appendices that were referenced in the body of the document, and I can't get a sense of whether or not those appendices are within scope or out of scope in this proceeding.

For instance, appendix 6A is the financial results overview, and there's a reference to page/slide 22 -- 20 and 21 and page 99 of that appendix.  I guess what I'm asking is:  Is there a way that you can undertake to give us a listing of the appendices and help us out with any that are relevant and within scope of this proceeding?

MR. CASS:  Mr. Chair, off the top of my head, I'm not fully familiar with the appendices.  But I recall, for example, that there will are legal documents that be subject to solicitor-client privilege.

There are certainly documents that are outside the scope of this proceeding that are included in the appendices.  I'm not sure where this is going, in terms of an undertaking that's being requested at this time.

This business plan was filed some time ago, and I don't think it's been a mystery that these appendices are referred to in the document.  So I'm just not sure where this line of questioning is going at this time.

MS. GRICE:  I'll just add a little further clarity.  If you go to page 36 of my compendium -- so these were new pages that were just filed last night -- page 110, and page 109 is before there.

But anyway, it refers to on page 36 that Vanry & Associates, in Appendix 9B, “performed a review of the asset condition assessments and capital investment planning process to determine the health of the electrical distribution assets."


So that is -- the new information regarding that Appendix is sort of what triggered me to just look at what other appendices were missing, and that is one appendix that I thought would be within scope of this proceeding and was wondering if the applicant would be willing to provide that as an undertaking.

MR. CASS:  Yes, Mr. Chair, so if you look at the heading on pages 109 and 110, if you happen to have that in front of you, it's due diligence and it is apparent that the discussion on these pages is due diligence.

The January 2016 handbook, in our view, makes quite clear that the extent of the due diligence is not a matter for examination in this proceeding.

So again, this is our concern.  Not only are there documents that are solicitor/client privileged that constitute the appendices, there are documents like this that I think, certainly on our reading of the handbook, are just not within the scope of the proceeding.

MR. QUESNELLE:  Ms. Grice?

MS. LONG:  I'm sorry, Mr. Cass, are you saying that what was filed with the business plan, no appendices were filed?

MR. CASS:  That's my understanding.

MS. LONG:  So why is that?  I thought the order was very clear that the business plan was to be filed subject to solicitor-client privilege, which I understand due diligence, you would take the view that that would be covered under solicitor-client privilege but that appendices would be filed, and then with respect to scoping, this panel would decide whether or not questions could be asked on documents or subjects within the business plan were out of scope --


MR. CASS:  All right.  I think that was our --


MS. LONG:  -- submissions on them.

MR. CASS:  I think that was our misunderstanding then, Ms. Long.  We understood the Board to be speaking of the body of the business plan as had been filed.  The appendices had never been filed.  Some of them are referred to in unredacted portions.

I was not aware before today that there was this issue about appendices.  So that would be our misunderstanding, if it was the Board's intent that subject to solicitor-and-client privilege --


MS. LONG:  That somewhere contained --


MR. CASS:  -- all the appendices --


MS. LONG:  -- within the business plan a list of what the appendices are?

MR. CASS:  I don't think there is such a list.

MR. QUESNELLE:  I think it would be keeping in the spirit with the decision on the confidentiality that the appendices would be provided and relevance would be dealt with on a question-by-question basis, and for this particular one, Ms. Grice is asking about a -- appendices that goes to the review of the asset condition assessments.

You know, we are having a lot of discussion about what the synergies are and whether or not there are synergies in the capital.  I think that, to the extent that that is an extension of this line of questioning, I think it would be relevant.

MR. CASS:  All right.  Thank you, Mr. Chair.  Again, some of them will be legal documents that clearly are solicitor-client privilege, but, yes, I understand what you've said.  Yes.  Thank you.

MR. QUESNELLE:  Ms. Grice, as far as the undertaking that you are seeking at this point, you want a listing of the appendices and the nature of them, and I think the -- you know, as Ms. Long has pointed out, the Board has already provided its decision on how it was going to deal with them.

MR. CASS:  Thank you.

MR. QUESNELLE:  Mr. Shepherd?

MR. SHEPHERD:  Mr. Chairman, I wanted to express a concern that my friend Mr. Cass appears to say that anything that happened during due diligence is out of bounds, and I wanted to be very clear that there are certain things that are only due diligence-oriented, but the relevance of any document is driven by the document, not by whether it was collected during due diligence or not, it appears to me, anyway and maybe Mr. -- I had just misunderstood Mr. Cass, but he seemed to be saying if we did it during due diligence nobody can see it.

MR. QUESNELLE:  Well, I guess the decision takes care of that.  I'm confident, Shelly, in that we'll review all documents, and relevance will go to the -- we'll deal with on a question-by-question basis, so...

MS. HELT:  So just to be clear then, Mr. Chair, I believe, Ms. Grice, you do have an undertaking then to get a list of the appendices to the business-case plan and a description of each of those appendices?

MR. QUESNELLE:  Well, I think that what we're going to have is in response to the decision --


MS. HELT:  Yes?

MR. QUESNELLE:  -- we should have them filed unless they are of a nature which are clearly, you know, client-solicitor privilege, and then we will deal with them on a question-by-question basis as to whether or not they are relevant, and the applicant is free to respond in such a fashion.  We'll deal it.

MS. HELT:  Correct, but was there still -- I appreciate that, Mr. --


MR. QUESNELLE:  Yes.

MS. HELT:  -- Chair.  I don't know if there was still the request, though, to have an entire list of all of them and a description of them.

MR. QUESNELLE:  There's -- well, I thought it was one would be overlapping the other.  If we are going to get them all filed with an explanation as to why certain ones aren't, in essence we have the list.

MS. HELT:  All right.  Fair enough, so then no undertaking is required.

MS. GRICE:  Thank you.

MR. QUESNELLE:  Is that -- Mr. Shepherd, do you see a hole in that logic?

MR. SHEPHERD:  Sorry, and no undertaking is required?

MR. QUESNELLE:  Well, the undertaking to have the filing -- I think we were clearing up the interpretation of the decision, and I think Ms. Long made it clear as to what the expectation was.  I think the applicant recognizes that at this point, Mr. Cass?

MR. CASS:  Yes, Mr. Chair, we fully appreciate that the Board's ruling in relation to the business plan extends to all of the appendices, and it --


MR. QUESNELLE:  Okay.

MR. CASS:  -- will be followed in accordance with that ruling.

MR. QUESNELLE:  So -- and much like the conversation we had this morning, if that can be filed, and then we'll have that information while this panel is still up, and Ms. Grice, if anything comes up in those appendices that you would like to further get clarifications on, we can do that on Friday, perhaps.

MS. GRICE:  Okay.  Great.  Thank you.

MR. QUESNELLE:  Thank you.

MS. GRICE:  Okay.  I just have one last area to talk about, and it's page 44 of my compendium.  So in this interrogatory response, which is B-AMPCO-6, Table 1 provides a breakdown by party of all of the FTEs under the various categories, and then Table 3 on page 3 shows the total FTEs that are forecast beyond the original year from years one to year five.  I just wanted to make sure I'm clear on what is the date for the original FTE.


MR. BASILIO:  Sorry, again, if we could defer this to panel 2, on which there is an HR member --


MS. GRICE:  Okay.

MR. BASILIO:  -- representative.

MS. GRICE:  Very good.  That's the end of my questions, then.

MR. QUESNELLE:  Thank you, Ms. Grice.

Mr. Shepherd, I believe you're up next.
Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  Thank you, Mr. Chairman.  I have a compendium, which I have distributed.

MS. HELT:  Yes, and we'll just provide that to -- hard copy to the panel members.  We will mark the SEC compendium as K1.4.
EXHIBIT NO. K1.4:  SEC CROSS-EXAMINATION COMPENDIUM FOR PANEL 1.

MR. SHEPHERD:  And I know all of you.

I want to start with page 2 of our compendium.  And this is a excerpt from the technical conference, and Mr. Basilio, you said, and I quote, starting at line 19:
"Certainly a significant motivation for doing this transaction is that it is win-win.  It is a win for the shareholder, it is a win for the ratepayers.  There's certainly a lot of interest in seeing those ratepayer benefits realized in the first ten years, as well as thereafter."

And you still believe that, obviously.  In fact, you said it this morning, essentially.

MR. BASILIO:  Of course, yes.

MR. SHEPHERD:  And -- but I take it you also said that the synergies are all going to the shareholders for ten years; right?

MR. BASILIO:  In the first ten years, correct.

MR. SHEPHERD:  So how is that consistent with the ratepayer benefits being realized in the first ten years, as well as thereafter?

MR. BASILIO:  Ratepayers, as we discussed earlier this morning, as you can see from the distribution revenue trends that we had filed in evidence, ratepayers benefit because, under the merged scenario, we require less distribution revenue requirement than under the merged scenario -- or, sorry, vice versa.

MR. SHEPHERD:  Okay.  So isn't that double-counting?

MR. BASILIO:  No.

MR. SHEPHERD:  If there are synergies, right, they have to go to somebody, and they either go to reduce rates or they go to the shareholders.

MR. BASILIO:  Rates are lower in the first ten years under the merged scenario than under the status quo scenario.

MR. SHEPHERD:  So that's because of the synergies, right?

MR. BASILIO:  No, it's not because of the synergies.

MR. SHEPHERD:  Why is it then?

MR. BASILIO:  It's because under the status quo within the model and based on our assumptions, the assumption is that each of the parties would have filed successive custom IR applications, effectively rebasing more frequently.  Under the merged scenario we're largely under price cap for that period of time, while shareholders enjoy the benefits of the synergies.

Now, under price cap, under the price-cap assumptions in the model, that yields a lower revenue requirement than under the merged scenario.

MR. SHEPHERD:  Sorry, the -- you mean under the status quo scenario.  The status quo scenario is this series of custom IRs, which means you spend more money, right?  You have to spend more money than price cap or else you can't come in for a custom IR; right?

MR. BASILIO:  In the absence of the merger you don't have the synergies, so under the status quo rates will be higher.

MR. SHEPHERD:  And so the customer savings then are from the synergies, right?

MR. BASILIO:  Sorry, no, not within the first ten years.  The customer saving -- there is no rebasing going on in the first ten years, right?

MR. SHEPHERD:  You only have an increase in rebasing if you are spending more money.  The reason you're not spending more money is synergies, right?

MR. BASILIO:  Sorry.  That's correct.

MR. SHEPHERD:  So then I don't understand what you're saying.

MR. BASILIO:  I'm not sure I understand the question.

MR. SHEPHERD:  Well, you’ve got $425.9 million in synergies.

MR. BASILIO:  Yes.

MR. SHEPHERD:  They are all going to the shareholders.

MR. BASILIO:  Yes.

MR. SHEPHERD:  And you are saying there is also another $195 million that is going to the ratepayers.

MR. BASILIO:  Those are not synergy-driven, though.

MR. SHEPHERD:  Where is it coming from then?

MR. BASILIO:  It's coming from a different basis of filing.  I mean, it's driven by -- let me try this.  It's part and parcel of the same thing, I suppose.  I guess I didn't make the connection in your line of questioning, but certainly that difference is driven by -- it's driven by the outcome of how the applicants would file and what their cost structure would be under the status quo, again filing based on successive custom IR applications to get you to the status quo trend line, distribution revenue requirement, not trend line but the trend bars which are higher than the merged scenario.

And the reason they're higher than the merged scenario is that under the merged scenario, there's no rebasing going on in the first ten-year period.  Effectively, the cost – effectively, the cost structure for each of the utilities at its last rebasing persists through the first ten years, and is adjusted on a price cap basis.

MR. SHEPHERD:  You see, I -- you can't create $195 million out of nothing.  So a regulatory method doesn't create $195 million.  If there is actual savings going to the ratepayers, it has to come from somewhere.

 MR. BASILIO:  Go ahead, John.  You try.

MR. GLICKSMAN:  Let's use the example of Enersource.  Enersource was supposed to file a custom IR in 2017.

If they were standalone and didn't file a custom IR, based on their DSP, their ROE would be falling below the regulated rate of return.  So on a standalone basis, they would have filed a custom IR, and assuming the Board would have approved the OM&A and capital plans, they would have had a certain rate increase as part of that custom IR process.

In the merged scenario, they are not filing a custom IR.  So actually for the Enersource rate zone, they will be under-earning during that period because they'll be spending all the capital.  But the synergies from the transaction are offsetting those additions -- that under-earning, so that in total, Mergeco can stay away for the ten years.

So, in effect, if you want to use your description, yes, those synergies are being used to offset what otherwise would have been required in the individual areas without filing the custom IR.

MR. SHEPHERD:  So the ratepayers are getting 195 million of the synergies, and the shareholders are getting 426 million of the synergies, and I get the total of those as 621 million.

But I didn't hear you say there was $621 million of synergies, so the math doesn't work.

MR. GLICKSMAN:  With your description, I would actually say that the ratepayers are getting 196 of the 425, if you did the accounting the way you're proposing.

MR. SHEPHERD:  We know they're not.

MR. GLICKSMAN:  We are saying yes.  We are saying the distribution revenues are lower under the merged scenario than under the status quo by the number you are quoting, the 196.

MR. SHEPHERD:  We also know how much the dividends increase to the shareholders, right?

MR. GLICKSMAN:  And they don't increase by 425 million.

MR. SHEPHERD:  No, actually, 60 percent of the income, 60 percent of the incremental income is $459.6 million, right -- no, $259.6 million, right?

MR. BASILIO:  No, it’s not actually.  The 425 is pre-tax.

MR. SHEPHERD:  Sorry, 259.6 is the incremental dividends to your shareholders, yes?

MR. BASILIO:  I don't have that number.

MR. SHEPHERD:  Okay, you know what?

MR. BASILIO:  I'm assuming you added it up from...

MR. SHEPHERD:  No, actually you've given that evidence several times.  I will come back to this.  I thought actually I was dealing with a simple question here, and I didn't want to get into the weeds.  I'll come back to the weeds later.

Let me ask instead, if you look at page 3 of our materials, this is again you, Mr. Basilio.  You started out by saying that, no, the shareholders are -- sorry, the ratepayers are doing well.  But then you admitted later -- I think, you admitted at the bottom of the page that the ratepayers aren't doing really very well unless you include the savings after the first ten years, right?

MR. BASILIO:  No, I don't think that's what I'm saying in there.

The ratepayers – effectively, the synergies go to reduce the rates on rebasing.  The cost structure of Mergeco is adjust -- the cost structure of -- the lower cost structure of Mergeco relative to the predecessor entities, the benefits of that are transferred to ratepayers in year ten.  But I think again what we've demonstrated is that there is a benefit to ratepayers in years one through ten, and a significant benefit.  I quoted a number this morning, present value, based on the model data that customers are $100 million -- approximately $100 million better off in the first ten years.

MR. SHEPHERD:  Ninety-eight, is that what you said?

MR. BASILIO:  Approximately 100 million; 98, yes.

MR. SHEPHERD:  Okay, all right.  I'll come back to that.

So in the first ten years, the shareholders get $426 million of benefits and the ratepayers get -- what's the total?  195?

MR. BASILIO:  The -- let's just be clear, the synergies are $426 million.  How that flows to income -- of course, we're a tax-paying entity.  We pay taxes at an incremental rate of 26-and-a-half percent.

MR. SHEPHERD:  Actually, you don’t, do you?

MR. BASILIO:  We pay it at an incremental rate of 26-and-a-half.

MR. SHEPHERD:  I'm looking at your tax returns.  You've never paid 26 percent, have you?

MR. BASILIO:  No, but for each incremental dollar of income we earn, we pay 26-and-a-half percent on it as a blended corporate rate.  All things considered -- timing differences between taxable and accounting income -- I would agree with you we've never paid 26 percent.

MR. SHEPHERD:  You actually used an 18 percent assumption, right?

MR. BASILIO:  We used an 18 percent all-in assumption, but you can't apply that assumption to incremental income.  The next dollar of income is taxed at the incremental rate.  And so, of the --


MR. SHEPHERD:  This $426 million is all incremental at 26-and-a-half percent?

MR. BASILIO:  With the exception -- certainly for operating expenses, yes; for capital synergies, not necessarily, because there are timing differences between accounting amortization and the CCA.

MR. SHEPHERD:  That's actually not how you modelled it, right?  Your own model says that on the $426 million, the tax rate was 18 percent.  Didn't it say that?

MR. BASILIO:  I don't recall saying seeing that in the evidence.

But anyway, if I could just finish with my answer, because you asked what dividends the shareholders get.  The incremental dividends, very simply, would be the –- and this is very simply, $426 million of savings times 73-and-a-half per half percent, which is the after-tax earnings, again at a high level that would generate, times 60 percent which is the dividend rate.

It's something quite a bit less than $426 million flowing directly through to shareholders in the form of a cash dividend.

MR. SHEPHERD:  All right.

MR. BASILIO:  So I think it's important to conclude on that.  When you consider the customers are better off in present value terms of $98 million in those first ten years, when you consider -- and I think I quoted the number here this morning –- well, I didn't actually; I quoted the synergy number.

 But when you consider that -- and I think if I do the math quickly at a high level, shareholders are getting --and I think you gave me the number, some 200 and something million dollars of additional dividends.  I'll check that.


 When you present value that, maybe it's $150 million, $160 million, compared to the $100 million of customer benefits.  But, Mr. Shepherd, I did also provide another number and that is after the ten years and customers are rebased and receive $69 million a year relative to status quo, the present value of that is $306 million.

MR. SHEPHERD:  I'm going to put it to you, and tell me whether this is right, that under this scenario, the essence of it is that the shareholders get 400-odd-million dollars of savings in the first ten years, or benefits in the first ten years.  And then after that, the ratepayers get $69 million a year, assuming nothing changes.

MR. BASILIO:  Based on the assumptions for the -- based on, you know, that those synergies continue as we've modelled them, exactly, 50-and-a-half million dollars a year, 42-and-a-half million dollars of operating synergies, $8 million of capital synergies, continuing in perpetuity.

MR. SHEPHERD:  So the students going into school this year, in 2017, they are not going to have any -- their schools aren't going to have any savings.  They're not going to have any extra money for libraries for ten years.  They'll --


MR. BASILIO:  They are going to have more money in year two, because under the merged scenario our revenue requirement is lower than what it would have been under the status quo.

MR. SHEPHERD:  All right.  Let me just clear up a couple of sort of details-oriented things.

Ms. Butany, we asked you at the technical conference to clarify how this entity is going to work, and if I understand this correctly -- and correct me if I'm not describing it right -- from the time of the merger there's going to be one LDC, only one LDC.  This is not four companies, it is one company, but it will have four rate zones, and you will make one annual application with four different sets of rates based on four different parameters, like custom IR or price cap or ICMs, all separate, right?

MS. BUTANY-DeSOUZA:  As I said at the technical conference, though we don't have it fully contemplated, as you might appreciate, there's -- in any rate filing there is the overall overview of the applicant.  We wouldn't -- I wouldn't suspect that we would file that times four, so there would be, let's call it the umbrella to the application, with potentially four separate exhibits, one pertaining to each of the four entities with the appropriate appendices attached to it for the annual filing for Horizon Utilities, for the IRM applications, for the other three rate zones --


MR. SHEPHERD:  So --


MS. BUTANY-DeSOUZA:  -- with ICM as appropriate.

MR. SHEPHERD:  So those four rate applications would essentially -- sorry, those four components of the application would essentially operate like separate rate applications, right?

MS. BUTANY-DeSOUZA:  The expectation is that there would be four tear sheets coming out of it, yes.

MR. SHEPHERD:  Well, but things like, for example, when you calculate the ICM, it is going to be separate for each rate zone, right?

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  And similarly --


MS. BUTANY-DeSOUZA:  Though not fully.

MR. SHEPHERD:  -- Horizon has an ESM, and when that actually kicks in you'll calculate the ESM for Horizon based only on that rate zone; right?

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  Okay, and is there anything else that's going to be calculated separately in the four that you can think of?  I mean, obviously there is the capital --


MS. BUTANY-DeSOUZA:  Well, the elements -- right.  So the elements of Horizon Utilities' settlement agreement will be computed for the Horizon Utilities rate zone.

MR. SHEPHERD:  Uh-hmm.

MS. BUTANY-DeSOUZA:  For the other three, and for the four taken together, I think we would be doing the IRM adjustments for each of the other three on an individual rate zone basis.

While -- I'm having difficulty at this stage simply because we haven't fully thought through what that application looks like.  We're in the beginning stages of contemplating it.  It is certainly, pardon the pun, but on our horizon.  But it's --


MR. SHEPHERD:  You were waiting for that; right?

MS. BUTANY-DeSOUZA:  Got to use it once.  But it's coming.  It's a matter of it being in development.

MR. SHEPHERD:  And I take it that there's two aspects of costs that are going to be relevant in these applications.  One is the cost allocation between the four rate zones, which you discussed earlier.  And the other is the transfer pricing between the regulated and unregulated activities, neither of which is done yet, but both of which you will file -- your methodologies will be filed with that first application next year?

MS. BUTANY-DeSOUZA:  Yeah, I think -- yes, I think that I already indicated that the time to bring that forward is in a future rate application, and that next future rate application will be for rates for 2018, so filed sometime next year.

MR. SHEPHERD:  All right.  You are not -- do the customers of the four rate zones need to be concerned that in that cost allocation some will have rates going up more than others because of how you've allocated costs?

MR. BASILIO:  Cost allocation is not going to be a subject, I don't believe, for the rate classes until the first rebasing.

MR. SHEPHERD:  I was not asking you about rate classes; I was asking you about rate zones.

MR. BASILIO:  And within rate zones.  I mean, we're continuing customer rates separately for each rate zone.

MR. SHEPHERD:  You are going to have to allocate costs between the rate zones; right?

MR. BASILIO:  Between the rate zones at the next rebasing.

MR. SHEPHERD:  No, now.  How do you calculate an ESM for Horizon if you don't allocate costs between the rate zones?

[Witness panel confers]

MR. BASILIO:  My apologies.  Ms. Butany just clarified that you're not talking about cost allocation itself, you're just talking about how we allocate costs between the rate zones.  Sorry.

MS. BUTANY-DeSOUZA:  We haven't determined the methodology as yet for the cost allocation.  There are some shared costs that will have to be allocated across the rate zones, back office, et cetera.  Again, that's in development.  But --


MR. SHEPHERD:  Sorry, my question was:  Does that process include judgment issues that could affect which ratepayers and which rate zone get a bigger or smaller rate increase?  For example, because of an ESM or because of an ICM or whatever?

[Witness panel confers]

MR. GLICKSMAN:  So as Ms. Butany has mentioned, this is early on.  We don't have this consolidation approved.  I mean, this is one of the things a new company will have to do prior to filing the application in 2018, should the application be approved and implemented, in 2017 for 2018.

Similar to what we do now at PowerStream today, when we have a cost allocation methodology between the unregulated business and the regulated business, we have to come up with a methodology on a principles basis that allocates costs fairly between the regulated and unregulated business.

I assume Mergeco -- LDC Co. will need to do the same thing for shared costs, come up with an allocation methodology that will allocate shared costs across the rate zones.  So for example, if there was an HR function and those costs are shared, we'll have to have allocators that allocate those shared costs across the rate zones.

How that falls out will all be on a principled basis, and the only things that could be affected are, one, the ESM and Horizon, and the second thing would be the ICM calculations that each one of the rate zones might be entitled to.

MR. SHEPHERD:  Thank you.

Now, you've agreed that you don't have any service-level agreements with your -- with your -- for Mergeco. with the unregulated activities yet.

MS. BUTANY-DeSOUZA:  Not at this time.  As we've indicated, that's being developed.

MR. SHEPHERD:  And you don't know what the numbers are for transfer pricing, right, how much you're going to charge?

MR. GLICKSMAN:  We do have service-level agreements in PowerStream, which I think has most of the unregulated business that go between the PowerStream LDC and the PowerStream solar business unit and go between PowerStream and the PESI unregulated smart sub-metering business.

So those form, I think, the bulk of the unregulated business, and I think similarly Enersource in their rate filing had -- had an arrangement -- had a methodology on how they allocated cost to their unregulated business.  And I think Horizon, too, has had its part.  So all of those are going into the merger and all of those have been endorsed in previous --


MR. SHEPHERD:  That's not what I'm asking.  I'm asking about after the merger.  After the merger, you are going to have synergies; some of them are going to affect the unregulated businesses or the services provided to them.

MR. BASILIO:  So I think what we have said a couple of times here is that these are things that we need to develop, that they’re in development, that there will be studies and documents that will need to be produced in relevant future applications.

I don't -- I would offer that I don't see how that's relevant to the application before the Board today.

We'll bring those things forward; they will be tested at those times where they're relevant to a future rate decision.  But there is no rate decision here today and really I think that's all we can say on the matter at this point.

MR. SHEPHERD:  Well, what I'm trying to understand is you have ten years of OM&A forecasts; we’ve seen them.  How do you get those if you don’t have transfer pricing to know how much to segregate out and give to the unregulated?

MR. BASILIO:  Well, the synergies were built off the regulated business.

So largely, we looked at LDC Co. as the basis for the operating savings, and the operating costs -- are you talking about the operating cost forecasting?

MR. SHEPHERD:  You have a forecast, a ten-year forecast of operating expenses.

MR. BASILIO:  Yes.

MR. SHEPHERD:  Those numbers came from somewhere.  They are not the same numbers as in your four applications.

MR. BASILIO:  They are the projections of the individual business plans of each of the utilities, the five-year plans of each of the utilities, thereafter extrapolated under certain growth assumptions.  For OM&A, capital and particularly wires capital, our plans tend to be longer, as you know so...

MR. SHEPHERD:  I'm sorry, they're not the same as the four status quo, because you have savings, right, $355 million of savings.

MR. BASILIO:  So the way we've built the business plan is we took the projections for each on a standalone basis and then...

MR. SHEPHERD:  Net of any charges to the unregulated?

MR. BASILIO:  Of course.

MR. SHEPHERD:  Good.  Net of any.

MR. BASILIO:  Net of any charges to the unregulated, and then, essentially based on the synergy identification exercise once you aggregate those, I think there was an exhibit – actually, it's here actually.

For example, if you look at -- which interrogatory? Exhibit B, tab 5, schedule 2, page 1 of 1, there is a comparison of status quo versus post consolidation OM&A.  And that's essentially the methodology that we use to build the business case.


We look at the four on a status quo basis. Here's what life would have looked like if you never merged.  We identify the synergies, and back the synergies off the aggregate of the four status quo to get to the Mergeco cost structure.

MR. SHEPHERD:  So you treated it as if the synergies would apply sort of pro-rate to regulated and unregulated.

MR. BASILIO:  No, these synergies identified are all regulated synergies.

MR. SHEPHERD:  You have a whole page of CDM synergies, which are not paid for by the ratepayers, right?

MR. BASILIO:  Well, the numbers again in figure 22, we're showing those as coming off the regulated OM&A structure.

MR. SHEPHERD:  Okay, all right.

MR. BASILIO:  The premise in the model is that, for example, within that exhibit, there is 42-and-a-half million dollars of enduring savings.  Those end up going to customers on rebasing.

Mr. Shepherd, we spoke about the model; you are familiar with the model.  The model actually takes that 42-and-a-half million dollars of OM&A savings in year ten and gives it to customers in year 11.

MR. SHEPHERD:  Well, we're going to come back and talk about what that really means later.  But let me deal with my early stuff first.

You are going to delay monthly billing for two of the rate zones, right?

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. SHEPHERD:  And so are you asking for an approval in this proceeding to that delay?

MS. BUTANY-DeSOUZA:  We hadn't as yet put forward that approval.  We -- as we've been looking into the CIS implementation and the ERP implementation, the sequencing of which distributor would migrate to which platform and when.  So which predecessor distributor would migrate to which platform and when has become more clear.  And so we're now literally at the end of the summer now, at the point of going to file the exemption for two of the -- what will be rate zones.

MR. SHEPHERD:  Okay, so a separate application then will be filed for those two exemptions?

MS. BUTANY-DeSOUZA:  It will be a letter to the Board.

MR. SHEPHERD:  Aren't you required to go to monthly billing by what?  January 1st, 2017?

MS. BUTANY-DeSOUZA:  That's correct.

MR. SHEPHERD:  And you're not going to.

MS. BUTANY-DeSOUZA:  For two of the rate zones, that's correct.

MR. SHEPHERD:  So you have to ask for permission not to, right?

MS. BUTANY-DeSOUZA:  Yes.

MR. SHEPHERD:  And you are just going to send a letter?

MS. BUTANY-DeSOUZA:  We are going to file a letter with the Board requesting an exemption.

MR. SHEPHERD:  All right.  Now, you also have said, and you've talked with other people earlier about this, that the new LDC which will be in existence from early next year is not actually planning to have a -- to file with the Board a distribution system plan until some time in 2019, right?

MS. BUTANY-DeSOUZA:  That is our plan, that's correct.

MR. SHEPHERD:  Now, what's your obligation under your license to have a DSP?

MS. BUTANY-DeSOUZA:  Within five years of the last rebasing.

MR. SHEPHERD:  Okay.

MS. BUTANY-DeSOUZA:  Right.

MR. SHEPHERD:  So aren't you going to have one pretty soon, before 2019?

MS. BUTANY-DeSOUZA:  No, our expectation is not --based on our understanding and interpretation of the distribution system code, the chapter 5 filing requirements and the RRFE, all of these instruments taken together as well as the Boards' handbook on distributor consolidations released earlier this year, we expect that we need a DSP.

The predecessor companies have existing DSPs.  The first ones to expire are the Horizon Utilities rate zone related DSP and the Hydro One Brampton DSP.

It makes sense then to bring forward for 2019 to the Board a DSP for the consolidated entity.

At this point we don't even have an organization.  Putting together a DSP is not a two-month undertaking; it takes time.  And as we've seen with the Horizon Utilities DSP, for instance, there is significant third-party due diligence that's undertaken.  Again, that takes time.

So assuming that this Board approves the formation of LDC Co. by the end of this year, and LDC Co. is in place by the beginning of next year, I don't think it's unreasonable to expect that it takes within a year and a half to two years to put a DSP, a comprehensive DSP together.

MR. SHEPHERD:  I'm not actually being critical.  I'm asking more technical questions.  You said that your first obligation to have a DSP would be in 2019.  But what about Enersource?

MS. BUTANY-DeSOUZA:  So Enersource has a draft DSP before the Board, and we expect that if Enersource was going to file -- if we were going to file an ICM for the Enersource rate zone for 2018, that then the DSP would be filed along with that ICM application next year.

MR. SHEPHERD:  So then you would have a DSP for part of the LDC?  You would file a new DSP for part of the LDC in 2017, right?

MS. BUTANY-DeSOUZA:  Yes.  We would file -- let's call it an update to the draft DSP that the Board has already received in Enersource's 2016 filing for the -- if there was a 2018 ICM for that rate zone specifically.

MR. SHEPHERD:  So are you asking for the Board to approve this course of action, that is instead of filing a DSP -- like your obligation is at least to file a DSP in 2017 because that's when Enersource’s comes up.  Are you asking for permission to delay that, to make it only part?

MS. BUTANY-DeSOUZA:  So Enersource comes up in 2018, and no, we are not asking for the Board it approve that at this juncture, because that's rates-related.

MR. SHEPHERD:  Sorry, you are saying that Enersource comes up in 2018 -- oh, yes, because they rebased in 2013.  And you're saying that you're not asking for any permission to delay that?

MS. BUTANY-DeSOUZA:  No.

MR. SHEPHERD:  Okay.  Let me ask about the – and, Mr. Chairman, can you tell me when you would like to have a break.

MR. QUESNELLE:  Whenever it's good for you.

MR. SHEPHERD:  Let me start with this, and then I'm moving to another area.  So why don't I do this, and then I can suggest a break in five or ten minutes.

MR. QUESNELLE:  Okay.

MR. SHEPHERD:  Let me just ask you about the three head offices.

MR. BASILIO:  If we could defer that to panel 2, Mr. Shepherd?

MR. SHEPHERD:  No, I'm going to ask you the questions now, and then you can tell me that it's out of scope for your panel.

MR. BASILIO:  Okay.

MR. SHEPHERD:  Because I think this is actually about finance.

So if you look at page 11 of our materials.  This is from the technical conference.  Mr. Pastroic is asked:

"Well, if you didn't have three head offices, you wouldn't go build them, would you?"

And his answer was:

"No, probably we wouldn't, but since we have them we have to deal with that."

So it's true, isn't it, that three head offices isn't the optimum answer for a utility like Mergeco?

MR. BASILIO:  I think it's -- I'm not sure that it's correct to characterize them as three head offices.  We have a corporate head office.  There's an office that principally serves the LDC and LDC management, under -- out of which the LDC operations are run, and there's --


MR. SHEPHERD:  So you don't want to call them head offices.

MR. BASILIO:  I mean, we can label them whatever we want, but I think how they function is probably important in terms of their necessity.

MR. SHEPHERD:  So you think they're necessary?

MR. BASILIO:  I think they're necessary, but again, I would like to have panel 2 provide the more comprehensive response to --


MR. SHEPHERD:  I'm going to ask you to turn to page 12 of our materials.  This is Undertaking JTC1.4, in which you admit that, in fact, the reason you have the three head offices is because you promised the three municipalities to have a head office in each one.  Isn't that right?  Isn't that what that says?

MR. BASILIO:  No, I don't think so.  I think this -- I think what this says is -- and here -- there's a trailer, of course, in each of these:

"Unless all of the shareholders agree to change any of those locations before the ten years expire."

There is a commitment, but that commitment was based on the development of a business case and recommendations as well.  I mean, I think it's our view that there is a necessity.  Are municipalities interested in local presence, their local economy?  Of course.  I mean, I view this as a win-win, frankly.  And again, sure, there is a ten-year term here, but there is an out.  It is a -- the shareholders recognize that there may be good business reasons to change those things before ten years are out, and they have provided a provision to that extent.

MR. SHEPHERD:  Well, actually, I appreciate what you're saying, but this, in fact, says that the City of Mississauga has a veto over you removing the corporate head office from Mississauga for ten years; isn't that right?  They have an absolute veto, nothing you can do it about it.

MR. BASILIO:  All of the shareholders need to agree.  Any of the shareholders has a veto.

MR. SHEPHERD:  Indeed.

MR. BASILIO:  The Hamilton shareholder could say, "We don't want to move things out of Mississauga."  I suppose that would be unusual, but, you know, that's the way it's drafted, you know.

MR. SHEPHERD:  Okay.  And so why did you do that?

MR. BASILIO:  Again, I think municipalities are interested in local presence, but again, this business case was built on a business basis, and really, I think at this -- I think at this point I think it's better for panel 2 to give a more comprehensive answer as to why the maintenance of three buildings to support the operations in Mergeco is --


MR. SHEPHERD:  That's not what I'm asking you.

MR. BASILIO:  -- necessary.

MR. SHEPHERD:  What I'm asking is, why did you make a commitment for ten years to each of the municipalities that does not appear to be in the best interests of the corporation?  It may well be in the best interests of the municipalities, but it does not appear to be in the best interests of the corporation.  Why did you make the commitment?

MR. GLICKSMAN:  We have a business case that has a number of assumptions.  One of the assumptions was that we would maintain these offices.  There are also assumptions in terms of synergies.  There are a number of assumptions in the business case.  The subject of this proceeding is that there is a no-harms test and there is a financial viability test.  Even with these assumptions, the shareholders -- one assumes there is a business case, even with maintaining the three separate offices, to support the merger and purchase of Hydro One Brampton.

I think, as Mr. Pastroic has explained in the technical panel -- and can cover in panel 2 -- there -- is there -- none of the offices are big enough to have all of the staff, so this was a trade-off that is made at this time.  All the shareholders agreed to do this as part of approving the business case, as they approved a number of the assumptions on the -- in the business case.

MR. BASILIO:  But Mr. Shepherd, I want to come back to your assertion that this is not in the interests of the corporation, and, no, we would not agree with that.  It is our belief that these offices are required.  And again, panel 2 will be happy to provide you with information on the function and requirement for maintaining those offices.

MR. SHEPHERD:  Mr. Basilio, if they were required, you wouldn't need to make a ten-year commitment with a veto.  The only reason you need to make a ten-year commitment with a veto is because from a business point of view you would change it.

MR. BASILIO:  Mr. Chair, I don't agree with that, and that's my final word on it.

MR. CASS:  These questions have been repeatedly deferred to the next panel.  Mr. Shepherd assured us that the reason he was asking this panel his questions is because they have a finance element.  I haven't heard a finance element to any of Mr. Shepherd's questions yet.

MR. SHEPHERD:  Mr. Chairman, this is about making commitments to the municipalities.  The operations panel didn't make the commitments to the municipalities; the people who did the deal did.  The people who did the deal are sitting right in front of us.

MR. QUESNELLE:  I understand, Mr. Shepherd.

MR. GLICKSMAN:  The operations panel were part of the people making the deal with us.  It wasn't just the CFOs involved in the deal.

MR. BASILIO:  John and I didn't cook this up on our own.

MR. QUESNELLE:  Well, I think to the extent, Mr. Shepherd, you can ask the question again to the operations panel if you need to.

MR. SHEPHERD:  I will -- I have to deal with this in another context anyway, so that's all for this part.

MR. QUESNELLE:  Okay.  Thank you.

Let's return at 25 after 3:00.  Thank you.
--- Recess taken at 3:08 p.m.

--- On resuming at 3:31 p.m.

MR. QUESNELLE:  Whenever you’re ready, Mr. Shepherd.

MR. SHEPHERD:  Thank you, Mr. Chair.

Could I just ask a couple more questions, high-level questions about the head offices.  As of right now and the way you've modelled it, you are modeling 100 percent of the head offices in rate base, right?

MR. BASILIO:  Yes.

MR. SHEPHERD:  And then there's some charge out to the unregulated -- for the unregulated component of their use, is that right?

MR. BASILIO:  There will be, yes.

MR. SHEPHERD:  And I notice that there's four LDCs and there is only three head offices, which surprised me.  And so I wondered, what about Brampton.  Do they have a head office building?  Do they have some building?

MR. BASILIO:  I believe so.  Honestly, I don't know.  I mean, they have a head office, but in terms of what’s happening following the amalgamation, again I would defer that to panel 2.

MR. SHEPHERD:  Your model, though, doesn't include a building in Brampton, does it?

MR. BASILIO:  Whatever is in the Brampton rate base is in the model.

MR. SHEPHERD:  So you haven't got any savings for getting rid of that?

MR. BASILIO:  I can't answer specifically if there are any operational savings or not.

MR. SHEPHERD:  I'll ask panel 2.

MR. BASILIO:  I'd have to defer to panel 2, yes.

MR. SHEPHERD:  Sure.  Now there is -- there is going to be a unanimous shareholders agreement for Mergeco, right?

MR. BASILIO:  That's correct.

MR. SHEPHERD:  And one of the things that agreement will do is it will limit the freedom of management and the board of directors to do things without the approval of the shareholders, correct?

MR. BASILIO:  Correct.

MR. SHEPHERD:  And we've asked you for a copy of that and you've refused.  Why?

MR. CASS:  Yes, Mr. Chair, that's correct.  This was discussed at the technical conference, and I think there would be two grounds that I would put forward as the basis for the refusal.

First, as was made clear during the technical conference -- this is at page 43 of the transcript -- the shareholders agreement is a draft document at this point in time. It's something that's expected to be in place on closing of the transaction.  That's indicated at page 43 of the technical conference transcript.

Our understanding of the Board's handbook is that draft share purchase agreements and other draft confidential agreements and documents utilized in the course of the negotiation process are not the types of information to be filed in this proceeding.  So that's the first point I want to make to you, Mr. Chair.

Second, in my submission, it does not have anything to do with the no-harm test, which is the fundamental test to be applied here.

The fact that there may be a document in draft form that someone might want to bring into this proceeding and debate is not going to have any bearing on the no-harm test.

It's not a final document.  The discussions around it have not been finalized, it's not been signed, and it is not in place as a final document.

In my submission, a draft document of that nature is not of any assistance on the no-harm test.

MR. QUESNELLE:  Thank you.  Mr. Shepherd?

MR. SHEPHERD:  I'll answer Mr. Cass's submissions in turn.

The Board's approach of excluding drafts is intended to, and was originally explicated to exclude the prior versions of documents that are filed before the Board in an application.

So you have a share purchase agreement and we often ask, well, what did it say in the previous draft?  What did you have that you changed?  And the Board has said we are not interested in that; we're only interested in what the final result is.

So that's not the case here.  This is not an earlier draft of something that's before the Board.

This is the most recent draft of something that will control this company completely when it's operative.

It will control how it's managed.  It will control whether management is able to deliver reduced costs, et cetera.  Those things will be controlled by this agreement.

So you can't say it's not relevant because it's a draft; that doesn't make sense.

The second thing is my friend says, well, it's not relevant to the no-harm test.  That may well be true; indeed, I suspect it probably is true.  But there are two policies at play here. There is the MAADs policy and there is the RRFE.

And the MAAD's policy says -- the no-harm test, as long as you don't hurt the ratepayers, you can do whatever you like.  I'm over simplifying.

The RRFE says we expect every utility all the time to be continuously improving and acting in the interests of the ratepayers.

This LDC is going to have that obligation.  You are being asked to approve the merger into one LDC, and we'd like to know whether they're going to be doing the things that they're supposed to be doing as an LDC, because right now it appears that they're all shareholders all the time and the ratepayers are sort of an afterthought.

And so...

MR. QUESNELLE:  Do you link that from the no-harm test, Mr. Shepherd?  I'm surprised.

MR. SHEPHERD:  Yes.  Yes, because the no-harm test says you don't need to give the ratepayers any benefit.  The RRFE says you do have it to benefit the ratepayers in everything you do.

MR. QUESNELLE:  And given that, if this document shows that that that's not likely to happen, isn't that a harm to the ratepayers?

MR. SHEPHERD:  Well, I guess you could say that, yes.  I mean, in trying to make the policies consistent, yes, I think that would work.  But the point is that the whole essence of what we're saying, and other intervenors are saying, is that there are a whole lot of benefits to this transaction, it is a good transaction, and are they being shared fairly between shareholders and ratepayers.

And the no-harm test being applied as my friend suggests it applies is that's not an issue.  And that sharing, in our view, is the central issue.

MR. QUESNELLE:  Okay.  Remind me; you say this was asked for and denied.  Where was it asked for?

MR. SHEPHERD:  Well, it was asked for originally, I think, in an IR, and then subsequently -- but anyway, it was asked for at the technical conference.

MR. QUESNELLE:  Okay.  Could you give me a second?

[Board Panel confers]


MR. QUESNELLE:  Mr. Cass, the Panel would be interested in having the document filed.  I think the relevance of it will be tested through how it's used, and I think there is a linkage to the no-harm test.  Depending on the extreme nature of these types of agreements, I think typically they would be not something that would go so as far as to limit the management to a great degree.

But we don't know that; we'd have to see it to know that.  So we would like it filed.

MR. CASS:  All right.  Thank you, Mr. Chair.

MS. HELT:  I'll note that as undertaking JT1.2, to provide a copy of the draft unanimous shareholders agreement.
UNDERTAKING NO. JT1.2:  TO PROVIDE A COPY OF THE DRAFT UNANIMOUS SHAREHOLDERS AGREEMENT.

MR. CASS:  Mr. Chair, would we have an opportunity to address confidentiality around that document again?

MR. QUESNELLE:  Yes.

MR. CASS:  This is a draft document that has not even been finalized among the shareholders themselves.

MR. QUESNELLE:  We understand that and I think to the extent that you would be withholding it on the relevance ground, we've just ruled on that.  But if you have issues around confidentiality, the panel would entertain any concerns you have.

MR. CASS:  Thank you, sir.

MR. SHEPHERD:  Mr. Chairman, can we ask whether we can see that tonight or tomorrow morning?

MR. QUESNELLE:  I was just going to do that.  Thank you.  Would that be possible to have it at least by tomorrow morning?

MS. BUTANY-DeSOUZA:  It will probably be later tonight.  So certainly, first thing tomorrow morning, it will be available.

MR. QUESNELLE:  Thank you very much.

MR. SHEPHERD:  Thank you.  Now, I want to clean up a couple of things that were in your earlier evidence today, so let me ask a couple of quick things.

First of all, in the business case model, in the ICM calculations -- the ICM calculations were done in the business case model, right?

MS. BUTANY-DeSOUZA:  Yes, that's correct.

MR. SHEPHERD:  Okay, in order to calculate ICM you need a capital expenditure number and a threshold number; right?

MS. YAMPOLSKY:  Yes.

MR. SHEPHERD:  So the threshold number, if I understand correctly, the threshold number that you use was simply the mathematical result of the depreciation times the rate base times the growth, that formula, right?

MS. YAMPOLSKY:  Correct.

MR. SHEPHERD:  Perhaps the threshold.

You didn't consider whether an amount that was in the DSP should be considered a higher threshold; this is a math calculation.

MS. YAMPOLSKY:  No, that was purely the math calculation.

MR. SHEPHERD:  Okay.  So then what was the number you used for the capital spend each year, or the capital additions each year?  Was it the number from the DSP?  Because none of them appear to match to me.

MS. YAMPOLSKY:  So the numbers that we used were numbers from the model, which was based on capital plans of each entity at some point of time, and then the extent that there would be difference between those numbers and these be simply because of the timing, but --


MR. SHEPHERD:  I'm sorry, I don't understand that.

MS. YAMPOLSKY:  I'll --


MR. SHEPHERD:  Capital plan of the DSP -- of the utilities is their DSP.

MS. YAMPOLSKY:  Yes, that's true.  I'll give you an example.  Let's say -- I'll use Horizon, because that's probably an easier timing to explain.

What we have in the model, it's not DSP that the Board has seen, but Horizon capital plan as was known later, after -- after that, because the latest -- the last time the capital amounts in the model were updated was in March 2015 -- in March 2015, so those numbers already would include some revisions -- could potentially include some revisions.

Same case with PowerStream.  PowerStream actually supposed to match exactly what was in rate application, but if something has been done in the rate application after we looked business case model, again, because of the -- it's simply the timing of the capital expenditures and the timing of when the assumptions for the business case were look.

In theory, if everything was done at the same point of time it would be the exact same numbers, but it's not the case.

MR. SHEPHERD:  Okay.  But -- so what I'm trying to understand then is, we asked a lot of questions about, what's your capital spend going forward, and I think in the technical conference what you said is:  We'll just look at the DSPs.  There's our numbers.  And now it sounds like what you're saying is:  No, that's not our capital spend at all.  We have new numbers.

MS. YAMPOLSKY:  No.  No, no, no.

MR. BASILIO:  We did not say that at the tech -- I mean, I would be happy to see a reference that we said that at the technical conference.  We did discuss how the model was built.  It was built very much for capital, as it was, I described earlier, for OM&A.  We took the capital plans -- we essentially took the financial plans for each of the utilities, of which, of course, capital is a very significant component.  We took those for the utilities continuing on a standalone basis, aggregated them, deducted the savings, the synergies corresponding to cap ex, to come up with a Mergeco capital program.

The only thing I'd add to that is the DSP, the Horizon capital under the status quo should have been very, very close to the DSP other than timing differences.  And you lay out -- I think as a practical matter you lay out a capital plan for five years, things change, timing changes, capital around -- capital -- it's tied to municipal projects, is largely dependent on the timing of those projects, so things shift, but for Horizon anyway, for the first five years it would have been very, very close to its DSP.

MR. SHEPHERD:  Because you had a capital commitment in effect that you had made that you were going to spend that much money.

MR. BASILIO:  Well, we filed a DSP with the Board as part of our 2015 cost-of-service application.  We made adjustments for the reasons I just mentioned, timing.  You know, there'd be -- there'd be some timing -- timing issues in terms of when you could actually do the capital or when the environment was conducive to actually undertaking the capital work.  So things that you planned to do in year one might have got pushed to year two or three, something like that, but overall it would have been very close to the DSP.

MR. SHEPHERD:  So the DSPs of the four amalgamating utilities don't have -- won't help us in understanding your capital forecast going forward from 2017 because you're not using those numbers.

MR. BASILIO:  They should -- again, I think this is a good question for panel 2, but I'll answer it like this:  They should inform the trend of capital expenditure, but they may not be verbatim, because as a practical matter you put together a capital plan, what's largely a year before you execute to support an application, and then it comes time to execute, you're starting on year one of that plan, and then you run into issues around timing, again the environment being conducive to actually undertaking the capital work, some things get accelerated, some things get deferred, you find that there are new requirements, and so, no, they're not verbatim, necessarily, or the DSP, but the DSPs for the remaining term of those DSPs should inform capital trends --


MR. SHEPHERD:  I wonder if you could look at page 9 of Mr. Aiken's compendium.  This is K1.2.

MR. BASILIO:  Yes.

MR. SHEPHERD:  So he took you to Hydro One Brampton, 2016, incremental capital, 10.9 million; right?

MR. BASILIO:  Yes.

MR. SHEPHERD:  Okay.  So can you go two pages previously, to page 7?

MR. BASILIO:  Yes.

MR. SHEPHERD:  And for 2016, the Brampton capital is 34.2.

MR. BASILIO:  I see it.

MR. SHEPHERD:  So incremental to that would mean that their total budget would be 45, roughly.

MR. BASILIO:  I believe that's correct.  But I think it's best that you ask the operations panel, panel 2.

MR. SHEPHERD:  You are the one who's familiar with the model, so I'm asking you this question first.  If you say -- if when I get to the question you say, "No, I don't know what I put in the model," that's fine, but that 45 is not the 40.8 that is in the model for that year.  So -- and every year is like that.  And every component is like that.  They're way different by millions of dollars.

And that's what I'm trying to understand.  Where did those numbers come from?  Do you have a new plan?

MR. BASILIO:  I'd have to validate.  I can't validate that right now.

MR. SHEPHERD:  So nothing you can say to help us there?

MR. BASILIO:  I believe these are from the model.

MR. SHEPHERD:  All right.  Then in your calculation of the threshold -- so when you calculated how much qualifies for ICM, you said there's basically three things you need to know.  You need to know how much are we going to spend, how much does the formula say is the minimum threshold, and do we qualify for ICM this year, generally, because we're on price cap.  Right?  So those are the three things you needed to do.

You didn't put any questions in about whether they were already part of your plan, whether they were unusual expenditures.  It's just if it's over-depreciation plus the formula, you get it; right?

MS. YAMPOLSKY:  That's correct.  As I said, it was purely technical exercise, and that's what it...

MR. SHEPHERD:  Okay.  I thought I had one other clean-up question.  Oh, yeah, oh, yeah.  Can you go to -- I think this is also in Mr. -- well, maybe not.  Forgive me.  Just one second.  I thought it was there.  It must be here.

All right.  You have...

My apologies, Mr. Chairman.  I'm going to have to come back to that later, because I can't find the reference.

MR. QUESNELLE:  Thank you.

MR. SHEPHERD:  I want to turn to the business case model itself.  So, Mr. Basilio, you said that this is fundamentally a rate-making model, is that right?

If you want the reference, it's on page 127 of the transcript, which is page 15 of our materials.

MR. BASILIO:  Oh, no, I thought you were referring -- I thought you were referring to a model page.

MR. SHEPHERD:  No.

MR. BASILIO:  Yes, it's -- well, it's -- I think it was I said it was a few things.  It tries to build sort of a long term pro forma for the regulated business and it would adopt, of course, rate-making principles.  So you would have capital and operating projections, assumptions for things like cost of capital PILS, other revenues, and effectively would build a revenue requirement using the Energy Board's rate-making methodology.

MR. SHEPHERD:  So a custom IR, or...

MR. BASILIO:  Exactly.  And it has functionality to determine rates based on price cap versus custom IR.

MR. SHEPHERD:  And it also allows you to do cost of service, right?  Because, in fact, you did -- you put in cost of service numbers for the standalone.

MR. BASILIO:  Exactly.

MR. SHEPHERD:  So it basically does -- it is like a rate generator?  I effect, it generates rates, right?

MR. BASILIO:  I mean, it is a distribution revenue requirement generator.  I would say that, you know, the actual rate functionality in the model itself probably needs a little bit more work.

MR. SHEPHERD:  Well, it has pages and pages of rates.

MR. BASILIO:  I know.  It needs a little more work.

MR. SHEPHERD:  For customers in each rate zone, for each rate class, for each year, right?

MR. BASILIO:  I would -- it has that in the model, but we're not -- we haven't used the model for that purpose.

MR. SHEPHERD:  Well, it's a rate generating model.

MR. BASILIO:  Well, sorry, I clarified that I think you should look at it more appropriately as a revenue requirement generating model and an LDC forecast-generating model.  And if that's in fact what I said in the technical conference, I would like to clarify that here.  I can't recall if I said that.  Yes, rate-making, rate-making.

MR. SHEPHERD:  It says it is a rate-making model.

MR. BASILIO:  That's what it says, but I think you should think of it more as a revenue requirement generating model.

MR. SHEPHERD:  So you forecast rates both on a standalone basis and on a merge basis for each of the ten years for each of the four rate zones in that model, haven't you?

MR. BASILIO:  No.  We did not use the rates in that model for each of the rate zones, no.

MR. SHEPHERD:  The model has rates for each of the rate zones.

MR. BASILIO:  I understand that.  The model has a lot of pages of stuff that we simply don't use.

MR. SHEPHERD:  How did you get to your distribution revenue?

MR. BASILIO:  We didn't build it up by rates; we took -- we very simply do it the same way as the Board’s rate-making policy does it.  You start in a rebasing year with the determination of rate base, which is a function of fixed assets.  You've got operating – you know, OM&A – like essentially you build up a revenue requirement, essentially your rebased revenue requirement, and then -- I mean, it does do rates.  Going forward on price cap then, you would -- effectively, what you would do is you'd have the price cap adjustment factor which would adjust your revenue requirement.

MR. SHEPHERD:  Well, in fact, you have growth in customer numbers by rate class.

MR. BASILIO:  And growth and customer numbers, correct.

MR. SHEPHERD:  So you take your revenue requirement, you take your number of customers for each class, you allocate the revenue requirement to all the various classes, and you calculate the rates.  Isn’t that right?

MR. BASILIO:  You do.  There’s a cost allocation element, though, too.  I mean, the model works fine.  I think we just need to do more work on the rates themselves.

MR. SHEPHERD:  All those rates that you have forecast in that model, none of those are in the record here, are they?

MR. BASILIO:  No, they aren't.

MR. SHEPHERD:  Can they be put in the record?

MR. BASILIO:  They can be put in the record, but they haven't been validated and they are not relevant to – they’re really not relevant, I don't think, to -- I don't think --


MR. CASS:  Mr. Chair, I was just leaving reaching for the mic.  I believe the Board's policy is clear that a consolidation application is not a rate-making application.  The Board is not looking ahead to what the rates might be, or attempting to do any sort of rate-making consideration in a consolidation application.

It may be that the model has capabilities to do things; it may be that it doesn't do them very well.  But regardless of any of that, it doesn't make it relevant in this application that there's something in the model.

MR. QUESNELLE:   Thank you, Mr. Cass.  Mr. Shepherd?

MR. SHEPHERD:  Mr. Chairman, my friend, Mr. Basilio, made a big point of saying the ratepayers are going to have lower rates by $195 million.  Those lower rates came out of the distribution revenues in that model.

MR. BASILIO:  Correct.

MR. SHEPHERD:  I found the number.  Those distribution revenues came from the rates in that model, which came from the allocations and the revenue requirement calculations.

Those rates drive his claim that the -- sorry, Mr. Basilio's claim that the ratepayers are going to get $195 million.

MR. CASS:  Mr. Chair, if I might just respond to that?  This case is about the no-harm test; the case is not about are the benefits more or less, or something else.  The case is about no harm.

MR. SHEPHERD:  So does that mean, Mr. Chairman, that if the ratepayers get zero for the first ten years, that that's still okay?

MR. QUESNELLE:  Mr. Cass, we've ruled in previous MAADs applications that the no-harm test is a holistic test and it takes in other considerations.  Recognizing that this policy is that this case is not a rates-making case, but if there is within the model -- if that is what is underpinning the $195 million, which is the claim that there is no harm because here are the savings to the ratepayers, then -- and if it's in the model, what is the harm of having it on the record?

And I will say that, and I'll also ask Mr. Shepherd, what do you intend do to do with it, Mr. Shepherd, or is that...

MR. SHEPHERD:  Mr. Chairman, it is our view that the standalone scenario in the model is a straw man, that no serious person would actually think that those are the rates that this Board is going to approve for the next ten years for those four standalone entities. One year has a 16 percent rate increase.  It's just not -- just not reasonable.

 And so our view is that that $195 million number is actually badly overstated.  It may actually be zero.

MR. CASS:  Mr. Chair, I think Mr. Basilio would like to elaborate on the model, if he might.

MR. BASILIO:  I would like to do that.

MR. QUESNELLE:  Thank you.

MR. BASILIO:  The evidence that we put -- as I said, the model generates revenue requirement.  And what we've put before the Board in evidence as the basis for demonstrating the no-harm test are two things.  Revenue requirement declines under the merged scenario versus the status quo.

 And I believe we also provided revenue, distribution revenue per customer, which I would suggest on a very broad weighted average basis, is a good proxy for the sort of rate reduction that customers should expect.

We've provided statistics along those lines, again on average across all classes, 3.3 percent, in the first ten years, 5.9 percent across the forecast period, 8 percent post rebates rebasing.

 So that's the basis on which we filed the application and tried to demonstrate no harm.

As I've articulated here, the model is a very complex thing in terms of how it builds revenue requirement.  But fundamentally, conceptually it's very simple and it aligns to Board policy and the determination of that revenue requirement that you could track it through.

In a cost of service year, it starts with OM&A -- it starts with all the things that fundamentally build up to the revenue requirement: PILS, OM&A, depreciation, other income, depreciation determined off of, you know, a fixed asset continuity, rate base off of working capital and fixed assets.

And then if it's rebased annually, it's the same process.  So if it's custom IR, that's the way it works.

If it's price cap, at the end of -- once you go through all the machinations, it is taking a that -- it is taking two things.  It's taking customer growth and price cap, the price cap factor and increasing the revenue.

I would be very concerned about taking the rate information in the model because I don't believe that's relevant.  We haven't gone through and looked at cost allocation and all the things that typically go into -- under the status quo scenario, for example, looking at cost allocation, going through that process, but frankly, that process is not necessary for the purposes of the evidence that I've put in front of the Board.  So --


MR. QUESNELLE:  Mr. Basilio, the -- if the premise is that the no-harm test is being met as a comparator to the  status quo --


MR. BASILIO:  Yes.

MR. QUESNELLE:  -- and the status quo has to be built on assumptions as to what the future will hold over the projected periods within the deferral period or the 25 years, I think what Mr. Shepherd is getting at is the rates that have been created within the model cast doubt on the assumptions we're being asked to accept and puts it in a percentage-wise that would at least draw our attention to, if there is a year that has a 16 percent projection in rates, what -- is there a reason why it would be so high, or is that that based on the assumption, or is that --


MR. BASILIO:  The premise is that, for example, if there's a -- what you've seen on -- in the -- if you are just looking at distribution revenue, looking at the differences, and again, if I look post-rebasing that there's an 8 percent decrement, the principle that we're advancing is that all customers would see an 8 percent decrement.

It is up to us to figure out how to make that happen in ten years' time, and that's going to require very detailed analysis of cost allocation and rate design, but that's the premise.  I mean, that's not a question I can answer -- I can answer -- cost allocation and rate design I can't address today.

MR. QUESNELLE:  No, I recognize that, but the 8 percent is based on a -- projections of cost assumptions.

MR. BASILIO:  Yes.

MR. QUESNELLE:  And you're suggesting that we should just rely on the creation of the revenue requirement only and not the rates that come out under that to satisfy yourselves that those assumptions are sound and reasonable?

MR. BASILIO:  That's exactly what I'm suggesting, because rates start with the revenue requirement, not vice versa.

MR. QUESNELLE:  And by -- and the next step to that, because rates are things that are understood quite readily, that Mr. Shepherd would like to have the rates elements that exist in the model on the record, and your fear is that that will draw our attention away from the revenue-requirement element or the two are not connected well?

MR. BASILIO:  We have not -- because it wasn't relevant to how we put together our case for the Board, the actual rates generated across those periods have not been validated.

Again, they're just mathematical exercises.  The rates -- so revenue requirement grows for two things under price cap.  I mean, three, but let's just say two:  Customer growth, right, so the existing rates times the delta in customers, and IRM, so the existing rates time whatever the -- multiplied by whatever the increase is in the year, but the rates themselves within the classes and the corresponding cost allocation has not been utilized or analyzed as a part of this exercise, because we simply can't do that at this point.

MR. SHEPHERD:  Mr. Chairman, can I ask a question?

MR. QUESNELLE:  Yes, Mr. Shepherd.

MR. SHEPHERD:  The distribution revenue numbers in the model, they came as a result of multiplying the rates times the numbers -- times the billing determinants, right?

MR. BASILIO:  I understand -- yes, and again, I think what I'm trying to impress on the Board is that there is a process for which, yes, rates are created, but there are a variety of factors that go into actually setting rates, cost allocation, and design, and that's more than just a math exercise.

Similar to ICM, the way the revenue requirement is built up through that process is just a math exercise, and so to take the rate tables and look at them and suggest this is what's happening to customers on a customer-class basis may or may not be true.  We haven't -- we haven't -- we haven't performed that sort of analysis.  That's the conduit through which revenue requirement is determined.

Yeah, go ahead, Elena.

MS. YAMPOLSKY:  If I can just clarify, rates as created in this model were never used for anything, and let's say distribution revenue forecast was always -- the way we presented it, was only created and considered on the total base, so for example, if you have 100 million and next year would be IRM distribution revenue, next year will be calculated as 100 million multiplied by IRM, growth, if relevant; that's it.

Everything else that's modelled done allocate -- trying to allocate the resultant number between classes and customers, as John was saying, as Mr. Basilio was saying, was not relevant for us; it's not used in this model.  We realize that real rate design is very more complicated than what was on this template, so we never really even looked at those numbers.  Those are not the real rates the way we would ever design them or present them.

MR. SHEPHERD:  Sorry, that's true if you did it on a top line.  Then why is the increase each year a different percentage?  The revenue per customer -- distribution revenue per customer each year is a different percentage; that's not possible if you did it on a top line.

MR. BASILIO:  I think, you know, what --


MS. YAMPOLSKY:  Part of it would be ICM, part of it would be the, let's say, if it is standalone we would have different projections, growth projections for different utilities, so that's why it's coming.

MR. SHEPHERD:  All right.  Mr. Chairman, I --


MS. YAMPOLSKY:  It is a total line.

MR. SHEPHERD:  -- I'm not going to pursue this.  If they are not satisfied with the numbers in the model, I'm not going to insist that they be filed.

MR. QUESNELLE:  Thank you for that, Mr. Shepherd.  The thing that's of keen interest to the Panel is whatever information would provide us the ability to check the validity of the assumptions on the status quo basis, and that's what we're very interested in.  So if the rates information is not going to get us there, that's fine.

MR. SHEPHERD:  I have another table that we're going to talk about later that will, I hope, help a little bit with that.

MR. QUESNELLE:  Great.

MR. SHEPHERD:  Okay, so let me move on to my next area briefly.  And that is -- and this is probably just one standalone question.

If you look at page 16 of our materials of K1.4.  This is your response to Consumers Council Interrogatory No. 9, and basically, if I understand what you're saying, you're saying that the reason why being bigger is better is because there are economies of scale associated with being bigger; is that right?

MR. BASILIO:  Well, I think we've said it's scale and efficiency gains.  Bringing four together into one, there is a lot of redundancy.  There is great opportunity for efficiency.

MR. SHEPHERD:  That's economies of sale; right?

MR. BASILIO:  Yes.

MR. SHEPHERD:  So the reason I'm asking this is because -- and you've been very successful at PowerStream in getting economies of scale out of each acquisition, right?  Or each merger, sorry.

MR. GLICKSMAN:  Yes.

MR. SHEPHERD:  But isn't there a point at which you get big enough that you get diseconomies of scale?

MR. GLICKSMAN:  That's a theoretical question.

MR. SHEPHERD:  Well, no, actually.  In Ontario it is a practical question, because the two largest utilities are the least productive in the province; right?

MR. GLICKSMAN:  And they may be least productive in the province for reasons that have nothing to do with their size, has to do with the territory that they serve.

MR. SHEPHERD:  It may well be true, but isn't it true that there is a -- that the Board has a benchmarking comparison of all the utilities in the province and there is no size pattern in that benchmarking, is there?

MR. BASILIO:  I'm having trouble seeing how the experience of other utilities has relevance to the evidence that we've put before you.

MR. SHEPHERD:  I'm asking whether you're assuming you're going to get economies of scale that you say you are.

MR. BASILIO:  Of course.  Absolutely.  That's the evidence we've put before you.  We expect significant --


MR. SHEPHERD:  So --


MR. BASILIO:  -- economies of scale under this deal.

MR. SHEPHERD:  And so I understand that as you go from one size to another size you often get economies of scale until you hit a limit where you are too big to get them anymore; isn't that true?

MR. BASILIO:  I don't know that that's necessarily true.  I think these -- I think mergers need to be examined on a case-by-case basis, so it may be true in some instances; it may not be true in others.  You know, I read, I think as we've all seen this morning, Enbridge and Spectra are amalgamating.  Now, I have to think that there are some significant economies of scale and value generated out of that $37 billion deal.

So, I mean, I don't know.  I think looking at these things on a case-by-case basis is the way to go, which is the approach we're taking here and the approach the Board takes with M&A.

MR. SHEPHERD:  So that's exactly where I was going this, Mr. Basilio, is you didn't use rules of thumb or formulae to calculate what your synergies would be in particular areas, right?

You didn't say, look, in a merger this size, we should be able to get 9.7 percent savings from HR?

MR. BASILIO:  No, we described the process this morning, that we had essentially a number of functional teams with, you know, what we view as experts in those functional areas looking at what the opportunities were in bringing the four organizations together, and then, you know, effectively aggregating that and, you know, that went through a number of reviews.  That was largely the process we undertook.

MR. SHEPHERD:  You actually identified roles and said we don't need this one any more and this one can do two things in instead of one, right, that sort of thing?

MR. BASILIO:  Exactly.  Roles, redundancy in systems, those sorts of things, yes.

MR. SHEPHERD:  Okay.  I want to turn then to the sort of heart of my cross, which is you've calculated the benefits to the shareholders and the customers, and there are really three parts to this.  There is the savings from the merger; there is the benefits to the shareholders, how much they're getting and when they're getting it, and there are the benefits to the customers, how much they're getting and when they’re getting it.  Fair enough?

MR. BASILIO:  Yes.

MR. SHEPHERD:  Okay.  So the merger savings are 125.9 million, according to your current forecast over ten years.

MR. BASILIO:  Yes.

MR. SHEPHERD:  So you were asked by Ms. Girvan whether the split of those benefits between ratepayers and shareholder was fair -- sorry, not fair, was an appropriate balance and you refused to answer.  In fact, your counsel said that's not relevant.

So I'm going to give you another chance to answer.  Is your proposal an appropriate balance between savings for the shareholders and the ratepayers, both in terms of timing and amounts?

MR. CASS:  Well, Mr. Chair, I don't think what I've said has changed.  The test, as we understand it on this application, is not whether there is an appropriate balance.  It is the no-harm test.

 That is the test that the application has been framed to meet.  That is the test that has been set out in the Board's policies and, in my submission, that's the test that is to be met.

MR. QUESNELLE:  Mr. Shepherd?

MR. SHEPHERD:  We have had this discussion already, and I don't think that's correct.  That's what the policy says, for sure, but the Board can't apply the policy blindly.  It has to look at the evidence in this proceeding and make a determination as to whether the result is in the public interest and the resulting rates to the ratepayers are just and reasonable.

MR. QUESNELLE:  I recognize that.  But I think in the conversation we had this morning it was suggested that the response is we don't have anything other than we’re following the policy.  I think you conceded that that’s the answer.  And if that’s weak, that’s for argument.

MR. SHEPHERD:  Oh, no, I fully understand that.  This is not a question where Mr. Basilio said I don't have any other answer other than the policy.  This is where counsel said don't answer that, and I'm inviting the witness to actually answer it as a utility looking after their customers.

MR. QUESNELLE:  Well, Mr. Basilio did give an answer this morning, I think, prior to Mr. Cass intervening.  And the answer was that this is the deal that was struck together by the shareholders, and this isn't something that the appropriateness is something -- he wasn't prepared to opine on the appropriateness of it.  This is what the shareholders' agreement has put together, or the deal anticipates.

MR. SHEPHERD:  See, that sounds like -- and that's what I heard, too, and it sounds like Mr. Basilio is saying, look, the shareholders are allowed to divide up the spoils.  We don't need to consider the customers at all.

And I don't think that's what he meant, and I'm inviting him to say something different.

MR. BASILIO:  Well, I would like to -- I don't think that's what I said.  In fact, I would be happy to have the transcript read back to me, and I don't think you could even paraphrase my comments in that regard.

What I will offer is this, and I offered it this morning.  The net present value of the net savings after tax at 9.3 percent -- we can argue whether that's the Board's current rate, but it’s probably pretty close -- is $178.1 million.

The net present value using the same rate -- which is frankly a high rate of the reduction -- the annual reduction in revenue requirement provided in the model for the first ten years, and then the requirement reduction in year 11 thereafter in perpetuity, is $405 million.  That is over 2 to 1 in favour of customers.

I'd argue that the discount right rate is high; in fact, it is probably 3 or 4 to 1.

So I certainly acknowledge your comment about due regard to the timing of benefits.  We are providing benefits; benefits are realized in the first ten years.  They may not be in the sort of order of magnitude, Mr. Shepherd, that you might be seeking.


But I think that a deal such as this needs to be considered in a long-term context, and, in that context, customers are better off multiples over what shareholders will extract from this deal.

And then beyond that, I think it's presumptuous for me to make a comment in front of the Board as to whether that's a balance of interests or not.  I think that's really a Board determination.

MR. SHEPHERD:  Well, that's -- you know, what in fact you said at the technical conference is on page 17 of our materials.  And you were asked:

“It shouldn't be relevant to the Board if the actual benefits available are a lot more?"

And your answer was:
"I believe the no-harm test is no harm to customers and the transaction remains financially viable."
 and you went on to say:

"So on that basis, no, I don't think that question is relevant."

It doesn't matter whether you could get more synergies. If you want to keep them, if the shareholders wanted to keep them, if you want to spend extra money that you didn't really need to spend, that doesn't matter to the Board.  Isn't that what you said?

MR. CASS:  Mr. Chair, that is indeed the position the applicants are taking.  It is the no-harm test.

If the test becomes something -- can the benefits be somehow different from what the applicants put forward?  If we start down that road, that's a never ending road.  We could be here forever talking about whether the synergies could be greater, what could happen five or ten years down the road from now, maybe the synergies are less.

That is just a road with no end to try to establish at this point in time what's the transaction that could have the best benefits for ratepayers, or for any of the parties involved in the transaction.

I think the Board has said repeatedly its role here is not to find the best transaction.  And so I reiterate what we've been trying to say repeatedly, that this is beyond the scope of the Board's tests.

MR. QUESNELLE:  Mr. Shepherd?

MR. SHEPHERD:  Well, I disagree with Mr. Cass.  I don't think he's correct either on the Board's policy or on the law, and I think that the notion that this Board has to cover its eyes and not look at whether there are benefits available for the customers that are not being achieved or that are being allocated unreasonably, that notion is wrong.  Just wrong.

MR. QUESNELLE:  Understood, Mr. Shepherd.

MR. SHEPHERD:  So all right.  I mean I gave -- my point was to give him an answer (sic) to respond, and that's done.

I want to move then to -- I'm going to go ask a couple of questions about additional benefits that are not in your numbers.  So it's true, isn't it, that you are going to reduce your staff by -- now, is this percentage number -- it's not confidence, right, the reduction in FTEs?

MR. BASILIO:  The percentage number?

MR. SHEPHERD:  Yeah.

MR. BASILIO:  Do you have a number, or are you asking us?

MR. SHEPHERD:  No, you gave us a number, but I just can't remember whether it was in confidence or not.  I think it has been talked about, but ...

MS. HELT:  I believe that was AMPCO 6C, and I think the Panel determined that it was not confidential.

MR. SHEPHERD:  So it’s 14 percent, right?  You are going to reduce FTEs by 14 percent.  So that means you need less space, right?  Does somebody want to answer?

MR. BASILIO:  Sorry, the question again?  I was just  -- the question again, Mr. Shepherd?  I need less space; that was the question?

MR. SHEPHERD:  You reduce FTEs by 14 percent, you need less space; yes?

MR. BASILIO:  Yes.

MR. SHEPHERD:  You haven't included anything in your forecast for less space?

MR. BASILIO:  No.

MR. SHEPHERD:  So there --


MR. BASILIO:  I don't believe so.  That is a question for panel 2 as to whether there are synergies with respect to the totality of the facilities.

MR. SHEPHERD:  Okay, well, you didn't put any in the model; right?

MR. BASILIO:  Again, if the operations team considered facilities synergies, then they would be in the model, but I can't recall off the top of my head if there were --


MR. SHEPHERD:  Well, I think you were asked in the technical conference, and you said, "No, we didn't reduce air-conditioning costs, and we didn't reduce" --


MR. BASILIO:  I did say those things, but I thought that was in the context of the three head offices --


MR. SHEPHERD:  Okay.

MR. BASILIO:  -- that question, and maybe I'll just elaborate that here, that reducing a building such as that, you don't reduce a portion of the building, you have to reduce all of the building in order to get savings.  I mean, air-conditioning -- because you've got, you know, six floors of office space and on each floor there are two less people, your air-conditioning costs don't go down, you know, your hydro costs really don't go down, but what does go down, and I think I did say this on the record, are things like computers, laptops, you know, those sorts of things that attach directly to employees that they need to perform their function.  Licence fees to use software, those sorts of things.

MR. SHEPHERD:  You are going to have a bunch of empty space; right?

MR. BASILIO:  Again, I would leave that for panel 2 --


MR. SHEPHERD:  Well, no --


MR. BASILIO:  Well, the line of questioning -- excuse me, the line of questioning is really for panel 2, because my trying to answer this, clearly you are not getting full or comprehensive answers that I think would be of benefit to the Board.  So I would like to defer that to the experts that have studied this and can provide a good answer for purpose of the evidence --


MR. SHEPHERD:  And they're not going to say to me, "We don't know what's in the model.  Mr. Basilio did that"?

MR. BASILIO:  Well, if they do say that then they can refer it back to me and -- what I'm saying to you is if it is in the synergies -- I don't know if it's in the synergies.  That's what I'm suggesting to you here, and I can't confer with panel 2 while I'm sitting here.

MR. SHEPHERD:  So I'm going to ask the next two questions, but your answer is probably going to be panel 2, but then they'll have warning:  What are you going to do with Mavis?

MR. BASILIO:  I don't know.  We're going to have -- you're going to have to ask panel 2, but I guess I might just ask about, what is the relevance of this line of questioning whether there are more -- your line of questioning seems to be whether there are more synergies, whether we have somehow underestimated the synergies, and I just want to understand the relevance of that.  We have identified material synergies, material benefits -- I think, you know, what I've offered to the Board on presentation day and what I offered in my opening remarks this morning is that there are overwhelming benefits for customers resulting from this transaction, and so I don't know what another five or ten million dollars of benefits really accomplishes in terms of the no-harm test, so, you know, just, I'll leave it at that, and perhaps, I mean, somebody can consider the relevance of this line of questioning.  I don't know.

MR. SHEPHERD:  Sorry, didn't you say that your net present value calculations shows that the ratepayers eventually, a hundred years from now, get just as much or maybe even more than the shareholders?

MR. BASILIO:  What I demonstrated -- what I think I've demonstrated in evidence is that the shareholders (sic) on average, over the first ten years, relative to the status quo, see a 3.3 percent benefit, 5.9 across the forecast period, eight following the rebasing year, $400 million in net present value terms.

MR. QUESNELLE:  Just for the record, Mr. Basilio, that was ratepayers?

MR. BASILIO:  Ratepayers.

MR. QUESNELLE:  Yeah, okay.  You misspoke.  Yeah.

MR. BASILIO:  Oh, I didn't say shareholders, did I?

MS. BUTANY-DeSOUZA:  You did.  Yeah.

MR. BASILIO:  Oh, my gosh.  Ratepayers.  Thank you, Mr. Chair.

MR. SHEPHERD:  That was Freudian.

MR. BASILIO:  Bad misstep, yeah.

MR. SHEPHERD:  All right.  I'll circle back to that in a minute.

I wonder if you could turn to pages 19 and 20 of our materials.  These are excerpts from your business case model; right?

MR. BASILIO:  This is within the business case model.

MR. SHEPHERD:  Yes.

MR. BASILIO:  Yes.

MR. SHEPHERD:  And these two pages, 19 is the savings and cost summaries -- first five years only -- for the four-utility combination, and then page 20 is the next page of your model, which is what happens if it's only three utilities merging, not Brampton; right?

MR. BASILIO:  Yeah, I would suggest that the only relevant tab is the first tab on 19.  Effectively the way the model was built and the sequencing is that we started with the three utilities and then we added Hydro One Brampton in, but I think -- I think I mentioned this in the technical conference -- you really can't attribute synergies to any one utility.  Synergies arise as a result of a combination of a number of utilities.

So I would -- I guess my point being that really the relevant tab is 19.

MR. SHEPHERD:  I'm going to ask a couple of questions about this.  First, there's a line here that says "less ongoing costs".  Do you see that in red?

MR. BASILIO:  Yes, I do.

MR. SHEPHERD:  So you have operating savings in the first five years on page 19 of $202.4 million.  But then you have $35.4 million of ongoing costs.  What's that?

MR. BASILIO:  Perhaps you could address that to panel 2.  These are -- these were essentially new costs to bring the four utilities together.  There are certain areas where there are additional costs.  I can't recall the specific reason off the top of my head, but panel 2 would be able to respond to that.

MR. SHEPHERD:  So they are not transition costs.

MR. BASILIO:  These are not transition costs, these are ongoing costs.

So, for example, you may -- as a result of -- I'll offer an example.  It may be hypothetical, but as a result of us all moving to one ERP platform, now you have additional users on that new platform, and so your licencing fees to that vendor may go up, so you may have a reduction here, but an ongoing -- you know, an additional ongoing cost over here.

MR. SHEPHERD:  Aren't your synergy savings net?  When you have a number for the synergy savings for one ERP, isn't it, we're spending $10 million a year, the new scenario we're going to spend five.  We've saved 5 million?

MR. BASILIO:  Again, I offered what I thought this might be, but would ask that you ask that question of panel 2.

MR. SHEPHERD:  All right.  Now, the -- I understand your caveats about the inclusion of Brampton, and this is a -- this is a -- one of those issues of incrementality, right?  If you add on another component, is that -- that incremental change, is that the whole thing that's caused by that additional player?  So I understand that.

But just for my simple mind, it looks to me like your operating expenses -- the difference between one and the other is $19.3 million of savings.  That is, there's $19.3 million more savings in the four-way merger than the three-way merger.  That's the incremental component; right?

MR. BASILIO:  Yes, as I mentioned, I would not view those two in that context.  We started with the three for reasons of, you know, for reasons of sensitivity and whatnot, until it was clear that we had a deal with Hydro One Brampton or one was evolving.  Their operations folks were involved a little bit later than the others.  So really, Table 3 -- or the table on page 20 was really sort of a start at synergies, but frankly, I would disregard it and just focus on the four.

I think it's important, you know, to reiterate that there's only ever been one deal on the table here, and that's a four-way deal.

MR. SHEPHERD:  Then why did you model a three-way deal first?

MR. BASILIO:  Just as I had said, because we only had access to the employee base of the three entities at the get-go, and so we started doing work at that time, and then when we had the, you know, the full benefit of access to the Brampton employees, we did a more fulsome exercise.

MR. SHEPHERD:  All right.  The -- let me just ask you about the Brampton deal since we're on it.

The two transactions are tied together, the merger and the acquisition.  Why are they tied together?

MR. BASILIO:  Well, it's -- that was the desire of the parties, to merge and acquire Brampton, to create, you know, a four-way deal.

MR. SHEPHERD:  You were asked at the technical conference, you were asked in an IR, whether the province asked you to acquire Brampton.  And your answer was no.


MR. BASILIO:  That's correct.


MR. SHEPHERD:  So are you telling the Board that these three utilities -- Horizon, Enersource, and PowerStream -- on their own got together and said, hey, let's go buy Brampton?


MR. BASILIO:  It was always the intention of the three parties to acquire Brampton, yes.  It was a – I think we're getting into negotiation a little bit, but as long as I've been involved with this deal, which has pretty much been from the get-go -- and I think John Glicksman can confirm this and Norm Woolf on panel 2.  We have always discussed this deal in the context of creating -- Brampton became available, I think as everybody knows, as a result of, you know, Premier Wynne’s desire to, you know, create efficiencies in the distribution sector, to offer Brampton, to create a catalyst for consolidation.  And wow, what a great opportunity, and that's the context within which we looked at this, you know, a four-way deal.


MR. GLICKSMAN:  If you go back to PowerStream's history, actually, Hydro One Brampton, we used to get criticized by people at Hydro One when we put in a graph of our strategic footprint.  Hydro One Brampton has always been part of our strategic footprint as a utility that we would like to acquire.

 So as Mr. Basilio has indicated, this was an opportunity, and I think similarly for Enersource and for Horizon, for us to get together and be able to successfully put together a transaction that was acceptable to our shareholders, made sense to the customers, and made sense that we could negotiate with the province.


MR. SHEPHERD:  But it sounds like you're saying, and I'm saying this on purpose so you'll correct me, is the three utilities got together and said, "Hey, let's go buy Brampton", and then said "Oh, wait a second, that means we have to merge."  That can’t be right, right?


MR. BASILIO:  No, those are details.  The context was always let's try and create a very significant merger.


The how sort of follows out in terms of how do we optimize the deal for shareholders, how do we optimize the deal for customers.

Those are details, in terms of what the actual form of the transaction is. The vision was a very large, significant merger.


MR. QUESNELLE:  Mr. Shepherd, how does that motivation work into your concerns?


MR. SHEPHERD:  We're going to talk in a minute about the cost and benefits of the Brampton transaction, which is a separate approval that you are being asked to do.


But also later on, I have some questions about how the Brampton ratepayers fare in all of this.  So if this sort of is really just a business deal, they happened to get together and do it, that's one thing.


If it's for some other purpose, then that may tie into how the ratepayers of Brampton are going to fare.


MR. QUESNELLE:  Thank you.


MR. CASS:  Mr. Chair, I had been looking for an opportune time to intervene and indicate to the Board that the Board's handbook says that the question for the Board on the consolidation proceeding is neither the why nor the how of the proposed transaction.

So it is certainly the applicant’s position that the why of this transaction is not part of the consideration in this case.


MR. QUESNELLE:  That is what prompted my question, Mr. Cass, and I think that Mr. Shepherd's response is tying it to the no harm in that there is a potential different lens that he may pose his questions if he understands how the deal -- the genesis for the deal.


MR. SHEPHERD:  Along the way, I'm going to ask questions about how the shareholders and the ratepayers in each of the rate zones are effected by this and -- because it's not just no harm to everybody, right, it is no harm to anybody, any big group, and that will be certainly relevant to the Board.


All right.  Do I understand correctly, Mr. Basilio, that the payback on the Brampton deal is something like six years, you've assumed it's six years?


MR. BASILIO:  Well, we don't really view Brampton in that context.  We've acquired an asset and we are looking to earn a return on it.  It's not a project financing per se, where there's, you know, a quick and easy payback.  This is a long-term -- a long-term investment that, you know, we look at more in terms of what sort of return are we going to earn on an ongoing basis.


MR. SHEPHERD:  I would take you to page 21 of our materials.  This is an excerpt from JT1.1.


And you will see on the right-hand side, about half way down the page --


MR. BASILIO:  Yes.


MR. SHEPHERD:  -- HOBNI, acquisition premium payback period.


MR. BASILIO:  Premium payback, yes.


MR. SHEPHERD:  Six years; is that right?


MR. BASILIO:  That's what the model is calculating, yeah.


MR. SHEPHERD:  So, in fact, it is a pretty good deal for you, right?


MR. BASILIO:  Well, sure, in terms of -- yeah, it's good deal, of course.


MR. SHEPHERD:  In fact, what you've done is you've calculated that you have -- basically you've spread the premium out over 25 years at $8.1 million a year, right?  That's in your evidence earlier.


MR. BASILIO:  Sorry, we’ve spread the?


MR. SHEPHERD:  The premium.  You split it up by 25, and you spread it over 25 years, $8.1 million a year, right?


MR. BASILIO:  If you do that with the premium, sure.


MR. SHEPHERD:  And you have a tax saving associated with the bump in cost base and in UCC?


MR. BASILIO:  Yes, we do – we expect --


MR. SHEPHERD:  Which is about $2.8 million a year.


MR. BASILIO:  That sounds right.


MR. SHEPHERD:  It declines over time.  But in the early years, it's in that range, right?


MR. BASILIO:  Sounds right.


MR. SHEPHERD:  And you have incremental income that you wouldn't have had because you acquired this, net of the cost of interest of about what, $15 million a year, give or take?


MR. BASILIO:  No, I don't think it's quite that much.  But there is incremental income.  So essentially the return on the rate base less the interest cost, yes.


MR. SHEPHERD:  So your cash in pocket of $10 million a year, give or take, starting from day one on Brampton, right?


MR. BASILIO:  No, not starting from day one – well, the return on the rate base less the interest -- there is the return on the rate base less the interest costs.  You know, then you have to consider the premium net of, as you have identified, the premium on an after-tax basis.


MR. SHEPHERD:  Yes.  And so the bottom line is that the Brampton transaction is actually throwing a substantial amount of money into the pot every year, right?


MR. BASILIO:  Well I think I would describe it as, you know, it is accretive.  It’s accretive, but you know, I don't know that I'd say that it's necessarily -- well, I think that's -- it's an accretive transaction, yeah.


MR. SHEPHERD:  All right.


MR. BASILIO:  But when you think about it in terms of the premium, the reality is that we are not earning the regulated return on that asset.  We are earning something less than that because it is a levered transaction.  But it is a return that is acceptable to the shareholder.


MR. SHEPHERD:  Well, sorry, I --


MR. BASILIO:  How could we be?  We paid $600 million for an asset on which we can recover cost of capital on 405 million.


MR. SHEPHERD:  So you are short $5 million a year, but then you have synergies, right.


MR. BASILIO:  For a ten-year period.


MR. SHEPHERD:  So you will in fact be making the regulated rate of return?


Oh, for a period of time.  I don't know if it's the regulated return on that particular asset, sorry, subject to check.  But, yes, I mean we'll get the synergies as well for this time period.


MR. SHEPHERD:  This page that we were looking at, page 21 of our material, says that the IRR, the after-tax, is 9.91 percent.  Is that on the whole deal or is that on the --


MR. BASILIO:  That's on the whole deal, I believe.


MR. SHEPHERD:  That’s on the whole deal, 9.1 percent.  That’s forever, right?  IRR is forever.


MR. BASILIO:  Yes, it’s perpetuity, I believe.  In any event, if you’re discounting 25 years, there’s not much impact in year 26, so it’s pretty much -- of course, the underlying assumption there is the Board’s current rate of return.


To the extent that fluctuates, then that IRR changes accordingly, right.


MR. SHEPHERD:  Because your --


MR. BASILIO:  If the cost of equity capital changes, the regulated cost of equity capital changes, this would change by a corresponding amount.


MR. SHEPHERD:  Or if your equity fitness changes, or if your operating parameters change -- lots of things could change.


MR. BASILIO:  Of course, of course.


MR. QUESNELLE:  A good spot to break?  Maybe you can’t find one right now, Mr. Shepherd.


MR. SHEPHERD:  I'm just calculating whether I can do this in three minutes, and I don't think I can.


MR. QUESNELLE:  All right.  Thank you.


Mr. Cass, would panel 2 be available, if need be, on Friday afternoon?


MR. CASS:  Yes, sir, they would be.


MR. QUESNELLE:  Great.  Let's have them on standby, then, if we can.  And because whatever we can get accomplished this week, we won't have to do next week.  All right.  Thank you very much.  And we'll -- 9:30 on Friday morning.  Thank you.

--- Whereupon the hearing adjourned at 4:41 p.m.
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