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Friday, September 16, 2016
--- On commencing at 9:36 a.m.

MR. QUESNELLE:  Good morning.  Please be seated.


Okay.  Any preliminary matters to deal with this morning, Mr. Cass?

Preliminary Matters:

MR. CASS:  Just one, Mr. Chair, thank you.  I think the Board is aware that the response to Undertaking J3.1 has been filed, and I believe it clarifies the evidence in that area.


MR. QUESNELLE:  Thank you very much, Mr. Cass.  We may have questions for this.  We have just taken a look through it now, but we'll see where the cross-examination goes.


Okay.  Thank you.  Mr. Brett, if you want to continue with your cross-examination from yesterday.

LDC CO - PANEL 2, resumed
Brenda Schacht, Previously Affirmed

Dan Pastoric, Previously Affirmed

Norman Wolff, Previously Affirmed

Colin Macdonald, Previously Affirmed

Cathy Lerette, Previously Affirmed

Continued Cross-Examination by Mr. Brett:

MR. BRETT:  Thank you.  Just perhaps I can ask, I've looked through this document that was just filed.  I have a couple of questions on the governance side, so perhaps I'll start with those.  They are follow-ups to yesterday.


This document talks about two boards of directors, one for the HoldCo and one for the LDC Co.  Are those boards, in the main, going to be consisting of the same people, do you know?


MR. WOLFF:  So at this time the -- the expectation is that the Mergeco board will be appointing the people to the LDC Co. board.


MR. BRETT:  Right.


MR. WOLFF:  And it is at the discretion of that Mergeco board, so I'm not sure, or we can't answer the question, with respect to any duplication.


MR. BRETT:  I see, okay.  And the Mergeco board you expect will be in place when, approximately?


MR. WOLFF:  The Mergeco board will be in place upon the day of the amalgamation.


MR. BRETT:  Right.  And the transition committee that we spoke of yesterday, are those folks likely to be the members of the Mergeco board or do you know at this stage?  Are they -- they are -- someone described them yesterday as a proxy for the board, the merger board, and they represent a number of the communities and so on.  Are they likely to be the members of the Mergeco board?


MR. WOLFF:  It is likely.  However, there may be some minor changes of one or two members, so I'm not 100 percent sure, but we believe that there might be a couple of members that are new ones brought in and replacing existing --


MR. BRETT:  Right.  But for the main you think they will be the members.


MR. WOLFF:  Correct.


MR. BRETT:  And Mr. Bentz is the CEO.  He's already been chosen.  Will he choose the other members of the executive team other than the two other presidents, which 

-- the presidents of the LDC Co. and the head of the sustainability division, will Mr. Bentz choose the other members of the executive team?


MS. SCHACHT:  The members of the -- that will be reporting into the two presidents will be chosen by the two presidents.


MR. BRETT:  And so who will Mr. Bentz appoint?


MS. SCHACHT:  There will likely be -- the CEO and the two presidents will each be responsible for filling those roles that report directly to them.


MR. BRETT:  So Mr. Bentz then will appoint the CFO?


MS. SCHACHT:  That's correct.


MR. BRETT:  And then anyone else?


MS. SCHACHT:  That's correct.


MR. BRETT:  No one else?


MS. SCHACHT:  Oh, there's the audit and risk -- the audit and risk function reports in to Mr. Bentz, and there is a communications and government relations role that will report in to Mr. Bentz as well.


MR. BRETT:  Okay.


MS. SCHACHT:  And legal as well.


MR. BRETT:  Okay, now, just to clarify, and this -- the entity that's -- you call sustainability and innovation, is it going to be a separate company, or is it -- it's a division of -- what is its status exactly?


MR. WOLFF:  So with respect to the sustainability and innovation centre, there will be a separate company, but it doesn't mean that those operations will be necessarily part of that company.


We have segregated the corporate structure generally in the context of whether it's regulated and non-regulated in support services, so I don't think that everything, every last detail on location, has been absolutely finalized, but I don't want to categorize it as --


MR. BRETT:  Yes, and you're going to have a separate 

-- as I recall, you are going to have a separate unregulated business, and I think you called it Energy Service Co., which will report to the HoldCo; is that right?


MR. WOLFF:  It will be that type of structure, yes.


MR. BRETT:  Okay, I guess what I was trying to get at was -- the one thing I was trying to get at was that the unregulated business or businesses are not going to be a division of the LDC Co., they're going to be separate corporations; is that right?  Or subsidiaries of LDC Co., such as the PowerStream limited partnership, solar limited partnership?


MR. WOLFF:  For clarity, some of the solar assets that exist in PowerStream today through the merger will become part of the LDC Co.


MR. BRETT:  There will be a -- there will be a -- LDC Co. will be a limited partner in the solar partnership; is that what you're saying?  That's my understanding.


MR. WOLFF:  That's correct, based on the evidence that we've --


MR. BRETT:  And the general partner of the solar partnership will be a subsidiary of LDC Co.; is that right?


MR. WOLFF:  At this time, the way we've planned it, it will actually be a subsidiary of HoldCo.


MR. BRETT:  Of HoldCo.


MR. WOLFF:  Yeah, the general partnership.  We provided that, I think, at figure 1.3 --


MR. BRETT:  Yeah, no, yeah, I see, all right.  That's fine.  So the -- all right.  But just to repeat, the LDC Co. will be a limited partner of the solar partnership?


MR. WOLFF:  So I believe you provided in your compendium on page 1 where it talks about the individual structures with respect to the solar GP, the LDC Co., and where we expect the solar partnership to be.


MR. BRETT:  Yeah, all right.  Thank you.


Just one other quick question following up from yesterday.  The -- and this is with reference to pages 21 and all -- following of the compendium.  That was the statistic -- the numbers that we discussed that were the background numbers for the dashboard, from the plan.


Could you just confirm -- am I right in assuming that those numbers that we went through yesterday are the inputs -- are inputs to the model?


MR. WOLFF:  So those are the numbers that made up the model, that are added up and represented in our model.


MR. BRETT:  Okay, so those were put into the model.  Those are inputs to the model.


MR. WOLFF:  That's correct.


MR. BRETT:  All right, I just -- I want to move to just a couple of questions about the savings, and -- now, there's one question -- one other follow-up, though, from yesterday.  If you look at compendium, page 5.  Do you have that?


MS. SCHACHT:  Yes.


MR. BRETT:  Compendium, page 5, there is a little paragraph just above the line "administrative offices" there, which says -- it talks about service centres, the subject of service centres.  This is of course a page from the corporate -- the -- the corporate plan, the business plan:

"Future consolidation of the Mississauga and Brampton service centres will reduce the total number of service centres to five."


Now, I thought you told me yesterday that the issue of consolidation of Brampton and Mississauga service centres had not yet been decided, that this was going to be something that you would look at over time and decide which way to go.  This document says that they will be merged.  Which is correct here?


MR. PASTORIC:  The first statement, where we will be considering, and after years three and five, there is no synergies currently in the business plan that indicate that we're going to get out of any consolidation between putting Mississauga's Mavis Road as well as the Brampton office together.

This is -- in the case of the business case, it was done very early on and the business plan here, and...

MR. BRETT:  That is not correct.

MR. PASTORIC:  This is not correct on page 5.

MR. BRETT:  It's been superseded by --


MR. PASTORIC:  That's correct.  We're considering it.

MR. BRETT:  And you mentioned that there are no savings at this point in your model for a consolidation of the two offices?

MR. PASTORIC:  That's correct.  We believe it may be a wash.  If the two centres that are in zones that allow for outdoor storage, when putting them together, if we go midway, it is not zoned that way.  So we would have indoor storage and it may be a wash.  So we haven't put any savings at all in.

MR. BRETT:  Okay.  Now, just moving along, people often talk about continuity -- a contiguous merger or contiguity benefits of a merger.  My understanding is that what is meant by that is that if -- if companies that are side by side merge, such as the original merger of PowerStream, I guess the original PowerStream deal with Markham, that you get -- you can get certain benefits from being contiguous.  In other words, you have a service centre that can service some of the additional area.  But the point of the contiguity is that you’ve got an area which is joined; it is a continuous urban area or rural area.  Do you understand the concept that I'm talking about?

MR. PASTORIC:  Yes.

MR. BRETT:  Now this particular merger that you are making here, it doesn't -- am I right in sort of understanding that this merger doesn't really -- the proposed merger doesn't throw up much in the way of contiguity benefits, in the sense that you have Hamilton and St. Catharines is not contiguous with either Enersource or PowerStream.

As I understand it, Enersource and PowerStream are not contiguous.

You have some contiguity, but am I right in saying that you really haven't -- you don't expect to get contiguity benefits to any large extent from this merger.

The benefits that you are talking about are other than contiguity benefits, for the most part.

MR. PASTORIC:  There are benefits of back office, as you’ve just indicated.  There are synergies put into the plan for back office synergies.

Regarding the contiguous nature of the geographical zone, with Brampton being between PowerStream and ourselves, there will be contiguous benefits.  So along the border, if we have trucks close to their service area, we can supply it.

If there are a number of transformer stations that are on the border and we need to supply a customer on the other side, we wouldn't do it right at this moment.  But in the new plan, we would look at putting a feeder from, say, Mississauga into Brampton or vice versa.

So there will be benefits from being attached.

MR. BRETT:  Okay, fair enough.  I -- but I'm right in saying that Enersource and PowerStream are not contiguous.  And therefore, any benefits of contiguity would involve Brampton as sort of the lynchpin.

MR. PASTORIC:  And that's why it's part of the deal.

MR. BRETT:  That's why it's part of the deal?

MR. PASTORIC:  Well, it is one of the benefits of having them part of the deal.

MR. WOLFF:  Just for clarity, there actually is a small contiguous border between Enersource and PowerStream. While not significant, it is small, it does provide us the opportunity to ...

MR. BRETT:  How long is the border that you are talking about?

MR. WOLFF:  It may be just a couple of kilometres.

MR. BRETT:  Now, I'd like to move to economies -- talk for a moment about economies of scale.  I’d like to just -- again on C5, staying with C5 of the compendium.  This is a subject that was discussed in the technical conference.  I discussed this with Mr. Basilio, but then he referred me to this panel for a little more in-depth analysis.

MR. MacDONALD:  Excuse me, Mr. Brett, sorry, it’s?

MR. BRETT:  Compendium page 5, sorry.

MR. MacDONALD:  Thank you, we have it.

MR. BRETT:  I refer you to the last sentence, second last sentence in the paragraph.
“Centralizing appropriate functions may create scale and lower costs, which is a fundamental objective of Mergeco.”


What I wanted to ask you about is, first of all -- and this sentence appears in some other places in the business plan.  But you're saying there that you may get scale -- you may get lower costs from centralizing, but you are not saying that you will.

Now, just before I ask you to answer, in fairness, we, I asked -- in my discussion with you, Mr. Pastoric about this, you -- and I'll ask you to turn up page 174 of the technical conference.  That is page 36 of the compendium, just to get the whole thing on the table at once.

I asked you about that and I think you told me essentially, well, we are going to get some savings from centralization of the control rooms and the call centre, so we are counting on savings from those two areas. 

Aside from those two areas -- well, first of all, let me ask you this; perhaps I should have started this way: That -- the sentence that I just read you, is that right?  Is that still right, or are you saying something else at this stage?

MR. PASTORIC:  Regarding the consolidation from four to two control rooms?

MR. BRETT:  No, regarding the sentence I read you on C5, that you may get economies of scale from centralizing.

MR. PASTORIC:  Yes, we believe we will.

MR. BRETT:  Okay.  And the second question I have for you is if you look at page 36 of the technical conference, you pointed out these areas that you worked in, that you’d made some -- where you expect some savings.

And then you go on to say -- and I'm looking at line 10 here -- that:
“Some synergies have been gotten from centralization, and we are looking at it from a future point of view, that once we analyze each of the functions, we hope to have other savings."


So my question is: Am I to understand by this that you have not yet analyzed your operations to determine whether you will have other savings of scale, other than the fact that you've looked at savings that you will get by closing down two of your -- two of your control rooms and two of your call centres? 

Is that a fair assessment, a fair summary?

MR. PASTORIC:  I would say through the bottom-up approach when we are looking at the process that we’ve used with your subject matter experts, they've all analysed each of the functions and have found the maximum synergies.  I would say that two --


MR. BRETT:  In the two areas, right?

MR. PASTORIC:  And beyond.  I would say each of the areas including HR, finance, legal; every area has been looked at.  So from that point of view, we have incorporated synergies from the consolidation.

I would also draw your attention to AMPCO 4, table 1, where we did talk about supply chain discounts and rationalization -- I believe it was mentioned yesterday in testimony -- as well as other economies of scale when we're looking at contractor agreements.  And over the ten years, we look at approximately $75 million of additional savings that we're looking at.

So I would say that as we highlighted the control room and call centre in the context of savings, there are other savings that we have incorporated into the synergies, as well as capital savings from economies of scale.

MR. WOLFF:  May I add to that, Mr. Brett?  Excuse me, that many of the --


MR. BRETT:  Excuse me, I can't --


MR. WOLFF:  Many of those charts that we looked at yesterday, we walked through the individual levels of OM&A and capital savings.

MR. BRETT:  Yeah.

MR. WOLFF:  That's all incorporated in some of the detail of what was -- what Mr. Pastoric just referred to.


MR. BRETT:  No, I understand, and the -- now, you have -- so what do you mean, if anything, now by "once we analyze each of the functions we hope to have other savings"?  Do you have parts of the operation that you haven't analyzed or have you analyzed all of it?


MR. PASTORIC:  We've analyzed all of it, and I would say, going back to Mr. Basilio's comments in technical -- or the panel 1, when he says the quest for more savings is always ongoing.  We're going to be looking for savings as we go through this process, if it's year one or year ten.  That won't stop.


MR. BRETT:  Have you filed -- let me just confirm that you have not filed any third-party expert evidence on the savings that would be achieved by the merger.  These projections, the forecasts that you are making, are derived from your own internal staff assessments; is that right?


MR. PASTORIC:  That's correct; it is all internal staff, looking at again the process that we used, having experts from each of the four utilities come together and analyze each of the functions; that's correct.


MR. BRETT:  All right, and -- now, I had sent you over on the 14th of September, and I also sent the Board's council, an analysis by -- an article by -- that appeared in Electricity Today by a Mr. Frank Cronin.  Do you have that?  I sent you a letter.


MR. MacDONALD:  We have it, Mr. Brett.


MR. BRETT:  All right.  So if you go to -- this is an article that appeared in the Electricity Journal, volume 20, issue 3.  The authors were Dr. Frank Cronin and Steven Motluk.  They're both -- the article is entitled "How Effective are M&As in distribution?  Evaluating the government's policy of using mergers and amalgamations to drive efficiencies into Ontario's LDCs."  And I said I was going to refer to one -- two particular pages of it, which are page 62 and 63, and I just want to read a short passage here.  This is on page 62 of the article, under the heading "efficiency and scale".  These authors say:

"Furthermore, research does not generally support the notion of substantial unrealized economies beyond a relatively modest size in distribution.  With respect to the potential for substantial merger/amalgamation savings, prior research on economies of scale in electric distribution is indeterminate with respect to existence or magnitude.  While some researchers have found economies of sale, others have found diseconomies beyond moderate size or for limited scope for economies of scale."


And one last little paragraph:

"One study that looked at the distribution centre in Ontario in the mid '90s and was later published, Adonis Yatchew, 2000, unfortunately, this study has serious specification and data limitations, especially with respect to capital.  That being said, the author finds minimum efficient scale occurs at about 20,000 customers."


Do you have any comment on that?


MR. WOLFF:  In fact, yes, I do.  And you did provide the entire article, and I think we only have several pages in your compendium.  On page 66 of that same article, it provides a Table 4, where it compares costs for Veridian from '97 to 2004, and I believe that the author refers to the change in cost between that 1997 and 2003 for Veridian, and it's interesting that during that time period we did have market opening, and that market opening created a significant cost to those utilities, and it doesn't appear, based on my reading of the article, that that's taken into account anywhere.


So if you are going to look at a pure number in 2007 and a number in 2003, my concern is that that's somewhat flawed, in that it doesn't take into account a specific large-scale event affecting each and every utility.


So I'm not suggesting that they're completely wrong, but I'm not suggesting that this is completely accurate either.  There are some considerations outside of what at least from my reading I can't understand.


So they also have a Table 6 on PowerStream, where they have 1997, 2003, and 2004, and they have a similar type of comparator, and again, it completely ignores that major event of market opening.


MR. BRETT:  All right.  So in these initial -- your -- Mr. Cronin's article was in 2007, right, so it is after the -- it is after -- well after the market opening in 1998; right?


MR. WOLFF:  Sorry, the market opening would have been in 2002.


MR. BRETT:  Stretched over a period --


MR. WOLFF:  Yeah, the -- yeah...


MR. BRETT:  Okay.  The...


I'd like you to turn up the compendium 14.  We're going to switch a little bit here.  If you look at compendium, page 14, that's a -- of course, an excerpt from -- or a page from the business plan.  Under the title 5.8, "transitional issues" -- okay, there we have it.  If you look at the second paragraph there -- I am just going to read this quickly:

"There is a potential timing issue related to transition and consolidation of CDM activities across the four LDCs.  Specifically, if the transition is too slow, Mergeco may be prevented from reaping the synergistic benefits of the merger in time to help achieve the mid-term (2017) CDM target and performance incentive."


Now, you focus on the target and performance incentive.  I have a couple of questions here.


The participants' budget for the six-year plan all together I believe is something in the order of 414 million; right?  If you look down at paragraph 3 below, three paragraphs below:

"With over 400 million in funding and a target of 1.6 terawatt hours, Mergeco would be the largest LDC in Ontario from a CDM perspective."


And elsewhere in the -- in here -- I don't -- I don't see it in this paragraph, in this section, but I believe those numbers mean that Mergeco would be contributing 23 percent, roughly, of the target, of the Ontario target.  Will you take that subject to check?


MR. PASTORIC:  That's correct.


MR. BRETT:  So the failure or slippage of Mergeco, would you agree with me that the failure or slippage of Mergeco to meet its CDM objectives would be a matter with -- would be a matter with important public policy implications; would you agree with that?


MR. PASTORIC:  I would say that in the case of CDM -- this was written back in August, September of 2015.  Since then the utilities have got together with other utilities and have gone out for CDM services as a collective.


So regardless of being part of a merger or not, we have had all of the CDM groups within the four utilities work with both gas companies, as well as, I believe, five or six other electrical utilities to continue on with the CDM challenge.


So from that point of view I don't see that this will now be an issue.  We've learned from this point in time, so we're continuing on with that quest, so I don't see the merger being an issue.


MR. BRETT:  So the four utilities are working together to plan how they will deal with the -- have they arrived at a common Mergeco CDM plan at this stage?


MR. PASTORIC:  Not at this stage.  Once we become Mergeco there is a requirement to file a single plan, and we will do it at that time --


MR. BRETT:  That's within 120 days of the effective date of the merger; right?


MR. PASTORIC:  That's correct.


MR. BRETT:  Now, you say again at page -- the same page, "If the transition" -- I'm quoting here, and I'm just trying to see what paragraph this quote is from.  Well, the notion behind this is that the -- behind this question is that the -- there is a risk.  If these -- you've said you started to work on this.  You haven't got a plan yet, but what steps 

-- and you've said you got the four utilities together and you are starting to work on a -- on a comprehensive -- on a single plan.  When will you start to implement the plan?


MR. MacDONALD:  I can perhaps help, Mr. Brett.  I think the issue here is that the CDM targets are considered as aggressive, and you -- all the utilities need to make progress week by week, month by month.  You can't leave all of your work until the fifth or sixth year.


So all of the four utilities that are part of this transaction are continuing with their plans, and working towards helping customers get those savings.  But they are, as Mr. Pastoric said, working together to be ready, after the deal closes, to have a common plan. 


So the point here is that we don't want to have a lull where we don't make progress, and we're working to avoid that.


MR. BRETT:  Yes, well, that -- so effectively, you’re – that’s somewhat reassuring.  You are saying actually what's happening is that each of the four utilities is continuing on with their plans as filed and that the various programs they have, and they will continue to carry on with those programs until you are in a position to effectively the -- Mr. Anderson, is the merge -- is your merge -- is your initial merge plan going to be an conglomeration of those four existing plans for the first period of time, is it not?


MR. MacDONALD:  I think you've said it well.  We can't, you know, pause.  We have to keep moving to meet the targets, so ...


MR. BRETT:  Do you need some kind of an exemption from the IESO or a waiver from the IESO to -- for example, have you looked at getting some kind of a waiver from the 120-day period to allow you a longer period to put together an integrated plan?  That seems pretty ambitious if you are going to do anything other than ...


MR. MacDONALD:  No, we have not asked for any grace at this time.


MR. BRETT:  Do you intend to at this stage?


MR. MacDONALD:  Not at this time.


MR. BRETT:  I want to ask briefly about reliability.  This issue has been talked about quite a bit, so I have only one question, I think, on it and that is the -- if you look at technical conference page 176, and I don't think -- let me just see if I have it in the compendium. 


No, I missed it by one page.  You need to look at page 176 of the technical conference.  Do you have that?


MR. PASTORIC:  Yes, we do.


MR. BRETT:  I don't see it here, but that doesn't mean that -- it's not on the screen, but I guess -- okay, let me go ahead. 


My question involves targets.  You've discussed various aspects of this, and you say here at the technical conference, in answer to my question that:

“At this time, we have not set our targets for Mergeco regarding SAIDI and SAIFI, so at this time I couldn't indicate if it was increasing or staying the same."


I'd asked you whether you were making any commitment to increase reliability based on the SAIDI and SAIFI statistics, and this essentially was your answer.  My question to you is -- and I understand that you've answered and there has been a lot of discussion around your guaranteeing reliability numbers, and I'm not asking a question about a guarantee. 


I want to ask you about targets.  Do you intend to have a target that would -- as a matter of principle, that would be aspirational? 


In other words, the target you set and however you set it, whether you set it by some sort of blended average or for each of the individual four companies, and that was discussed.  However you set it, are you going to set it -- prepared to set a target that would have you increase the reliability overall of your four companies, or I'll call them four divisions, or not?


MR. PASTORIC:  I believe there have been a number of commitments in the documents saying that we will maintain and strive to better our reliability.  We believe by maintaining the front line staff and by looking at process improvements, that we will be able to do that.


But we have not come down to deciding on a target or a commitment to indicate that we will be 20 percent more, or 30 percent more.


We just haven't got to that point yet of -- it is essentially establishing a target, and we haven't got there yet.  But it is our intent to better reliability.


MR. BRETT:  Yes, I take your point that you are -- it’s early days.  That's why I said as a matter of principle.


I mean, are you saying that ultimately you will adopt a target that will drive improvements to the existing numbers, or are you saying you haven't looked at it enough to know whether you can or cannot in good faith put a target to it that will drive the improvement of existing numbers? 


I understand that you have committed that you will not deteriorate, those numbers will not deteriorate.


MR. PASTORIC:  Mr. Brett, I believe we've indicated that we will be looking at everything possible to improve processes, and that would include reliability.


But at this time, I could not commit in any direction. But it is our intent to improve.


MR. BRETT:  Okay, just a moment.  Mr. Chairman, I'm just checking to see if there's anything that -- yes, I have one other area.


It is an area that has been touched on, actually more than once, but from somewhat different points of view and it is an area which to me is of considerable importance.


You've talked about -- you were asked by a number of people in different ways if you -- in your distribution system plan that you are going to produce, I think you said by 2019, that you would incorporate capital expenditures -- and I'm talking in the main here -- that are different or -- from the capital expenditures that the existing utilities, the four existing utilities have in their system plans, in their existing system plans.


And you were careful to say, if I may paraphrase, and tell me if I'm not paraphrasing you accurately, that these plans that are in existence by the individual divisions are plans that respond to felt needs in those companies' franchises, and they're based on long-term considerations. So it would be highly unlikely -- and I'm paraphrasing you -- that we would change those plans in our own distribution sys – in the Mergeco distribution plan.  Is that a reasonable paraphrase?


MS. LERETTE:  Yes.  I think initially we said that we were shoot to have a new DSP by 2019, and from now until 2019 we would continue on with our plans as-is on the distribution systems.  And when we merge the plans together we are going to keep, as I said, four rate zones.  And I wouldn't expect at this time that our distribution plans on the distribution plant side would change when we merged the plan together.


MR. BRETT:  So it's on the distribution systems side.


MS. LERETTE:  So on the general plant side, IT systems and so forth.  There will be some consolidation, of course.


MR. BRETT:  My question then is -- my next question based on that -- I had it reasonably accurately, which is good.  Is part of your rationale for that position the fact that your view is that if you were to change substantially the distribution plan portion from what is now in the existing distribution system plans of the utilities, that you would be harming one or more of those utilities?


In other words, you would be not meeting their felt expressed needs and you would be harming them; is that fair?


MS. LERETTE:  I would probably answer your question as, you know, there's four distinct utilities.  We all have different types of systems, and we all have specific needs, so that's kind of why I keep repeating that we will have -- I don't see any main changes to the distribution-plant plans as they sit now, and as you've said, we have very long-term views on what our needs are for each area, and we are -- all are very different.  We have different needs in each community that we serve now, so that's why I am saying that I don't see much change happening.


MR. BRETT:  Okay, thank you, those are my questions.  Thank you.


MR. QUESNELLE:  Thank you, Mr. Brett.


Mr. Stevens?

Cross-Examination by Mr. Stevens:


MR. STEVENS:  Thank you, Mr. Chairman.


Good morning, panel, my name is Richard Stevens, and I am counsel for the Power Workers' Union.


Firstly, I just want to start with -- about talking about the no-harm test and the ambit of that within the context of this amalgamation.


Am I right that from your perspective the no-harm test would -- includes things that we've talked about or you've talked about already, such as customer service and reliability, so that if the consequence of the amalgamation were to degrade those sorts of things, that would not meet the no-harm test; is that fair?


MR. MacDONALD:  So we've been guided by the -- a number of things, but certainly the Board's handbook, January consolidation handbook, so it -- and the Board's issues list for this proceeding, so certainly no harm includes things:  adequacy of supply, reliability of supply, quality of electricity service.  Those are all things that are part of that.


MR. STEVENS:  Right, but -- and that's perfectly fair.  Let me just take one step further.  In -- there -- there has been discussion already about the nexus between capital spend, asset condition, and reliability of service.  You recall about that -- that kind of discussion.


Leaving aside capital spend for a moment, but -- and we know there's -- all of the constituent utilities have got asset condition assessments -- in -- if a consequence of the amalgamation was that there was a degradation in asset condition relative to what may have occurred as standalones, would you view that as being within the ambit of the no-harm test?


MR. MacDONALD:  Well, as Mr. Pastoric just mentioned, as mentioned several times, our view is that we will at least maintain reliability, and we are going to strive through a number of different means, such as best practices, to improve reliability.


MR. STEVENS:  I get you on reliability, and I'm -- we're -- no issue there, but one step back from reliability, one of the factors that affects reliability, I think everybody agrees, is asset condition; right?  Is that fair?


MR. MacDONALD:  That would -- yes, it would affect your reliability statistics.


MR. STEVENS:  Right, and I appreciate it is not linear, but it is -- there is a causal relationship between the two; correct?


MR. MacDONALD:  Yes.


MR. STEVENS:  And so my question then becomes:  

Does -- if there is a degradation in asset condition relative to pre-amalgamation projections, would that be harm for the purposes of the no-harm test?


MS. LERETTE:  I think the four utilities now are far enough along in their asset management plans and strategies.  We know the health of our assets, and we're confident that we understand the health of our assets and the issues that need renewal and attention on our systems, and our long-term plans address that.


Now, if it was ten years ago, we didn't know as much as we know today about our assets, but all four of us are quite far along in that asset management journey, and we do understand our assets very well.


MR. STEVENS:  I get that, and I hear that, but I'm not sure that answers my question.  My question really was this:  Pre-amalgamation you have an asset condition assessment, and you have a plan to manage that issue going forward in each of the four separate utilities, and either the condition is going to get better or stay the same or worse, depending upon asset categories and so forth.


My question is this:  Is there an implicit or explicit commitment that your asset condition trajectory, for lack of a better word, is going to be no worse than it was pre-amalgamation?


[Witness panel confers]

MS. LERETTE:  I mean, I don't think there is an iron-clad guarantee.  I mean, there's always -- we know what we know today, and we are very confident with that information, but, you know, if a tornado runs through the city that may change our asset plans and the condition of our asset.  So, you know, all I can say is -- you know, I'm not sure I've answered your question, but I think that we're confident in our understanding of what our capital needs are and the health of our assets, and we plan on continuing on with these long-term plans, so we -- I wouldn't expect a degradation.


MR. STEVENS:  Is it fair to say that at least for planning purposes you -- that is your intention?


MS. LERETTE:  Yes.


MR. STEVENS:  Okay, just moving to a slightly different area.  So obviously a big part of this application is all about synergies.  And I just want to confirm something which may be self-evident, and that is that there is a causal connection between the amalgamation that you plan to undertake and the synergies that you've identified.


In other words, that these synergies that you've identified that you plan on -- that you are relying on are synergies that are available to you as a result of the amalgamation, and they are not something that are efficiencies that the four standalones might have been able to achieve on their own.


MR. PASTORIC:  Absolutely.  When looking at the customer information system, the ERP system, the control-room software, it only comes about by coming together.


When we look at the FTEs, there is only one way to do that.  It is by the consolidation.  Process improvements, we can see incremental process improvements in each utility, but that is a process that we are using and will use.  That would be generic to any utility.  But when it comes to the consolidation, absolutely, the numbers that we show are because of the consolidation.


MR. STEVENS:  And to put it another way, the synergy savings are incremental to any efficiency improvements that the four standalones would be achieving; fair?


MR. PASTORIC:  That's correct.


MR. STEVENS:  And so am I right then that in terms of your -- the synergies, you -- they don't include, for example, some forecast savings by, you know, outsourcing work that you are currently doing in-house?  I mean, that's something that, frankly, the standalones could do, or at least potentially.  Is that -- that's not part of your identified synergies?  You are not changing those kinds of things.


MS. LERETTE:  No, the synergy savings are based on the current level of contracting out that we do now.


MR. STEVENS:  Let me ask you about -- a bit about operations.  In your evidence-in-chief on -- from last week, one of the things that you indicated then, and I think you've said it subsequently, is that operational staffing levels will not change; right?


MS. LERETTE:  That's correct.


MR. STEVENS:  Okay.  And maybe this is all just a nomenclature issue, but I want to try to see if I can sort it out.


If you've still got with you Mr. Brett's compendium, in that document he has got, starting at page 21 -- I think this has been referred to as the dashboard, if I'm not mistaken -- and there are obviously various tables here indicating, within various areas of your business, the forecast savings and so forth.


And if I could just take you through the document, the table I want to look at is on hand-numbered page 24, and you will see there there's a box that's called "Operations" and in there you've got, at the very top line, a series of labour savings.


And so I am assuming that when this heading "Operations" on this sheet doesn't -- isn't the same thing as when you talk about operational staff, correct?


MR. PASTORIC:  In our evidence-in-chief, we talked about maintaining our front line individuals, who deal with power quantity and power outages.  In those cases, we are maintaining those resources.


There are other view resources, administration, control room, that will have some impact.  But as we've analyzed through our subject matter experts, we've looked at the historical and the current and expected activities, and we don't believe that will have any impact upon the customer at all.


MS. LERETTE:  So the control room is included in the operations box.


MR. STEVENS:  Right.


MS. LERETTE:  And that's where the savings are coming from.


MR. STEVENS:  I suspected that was the case.  And in terms of another piece of terminology you've used is "front line staff" that's another -- that not being -- those numbers not going down.  Have you identified in your  evidence, or can you identify, when you use that term or client facing – there’s a variety of expressions you've used -- what job categories you considered to fall within those categories?


I mean, we can guess.  But I just don’t know.  Maybe you’ve already actually identified that, or you can identify that.


If you want to do this by way of undertaking, I'm happy to do it that way.  Or if it’s easier, you can tell me now.


MR. PASTORIC:  I think the key thing is when we talk about front line staff, it is the actual employees that are going out to deal with the outages, the ones who are on the phones and so forth.  So if you're talking about call centre staff, you're talking about the line staff, those are be maintained.  Does that answer your question?


MR. STEVENS:  Yeah, but I assume there are other categories.  You know, there are people that work in your service centres that are not powerline maintainers, for example.


MR. PASTORIC:  Correct.


MR. STEVENS:  And so those categories would also fall into the ones that are --


MR. PASTORIC:  I would say that there could be minor changes there, so it is not universal, and I couldn't categorically say that it is universal.  But when we're coming to our power line maintainers and station people, when we’re talking about our call centre people, I can be categorical on that.


MR. STEVENS:  Just before I leave this table on page 24 of Mr. Brett's compendium, I do notice that you've got -- there is another line, "Total synergy savings other", the second line on the chart.


I see that starting in 2018, you've got a -- I guess it's a negative synergy.  There is an additional cost there.  I take it that's what it means.  What is that?  Do  you know?


MR. PASTORIC:  We're just checking.


MS. LERETTE:  I believe that's cost increases for some third-party spend, like locating and services like that.


MR. STEVENS:  Okay.  I've heard that in the evidence about that you are going to have these four rate zones and that, for the foreseeable future, you anticipate that the rates are going to be different in the four rate zones.


I've also heard how you're maintaining your service centres, and I just want to make sure I understand the degree to which the rate zones are going to be operationally separate.


I mean, I appreciate that there is obviously going to be lots of back office that's going to be shared service; I've got that.


But obviously your service centres are physically situate within wherever they are, and are they going to operate more or less the same as they do now, in the sense that the service centres that are within this rate zone are all the work that's done in that rate zone is going to be done out of that service centre, or are they going to cross-pollinate across the lines of the rate zones, depending upon, for example, physical proximity to the service centre?


MR. PASTORIC:  I think what we will try to do is keep things simple, and keep them as close as possible, but look for process improvements.  And if there could be work that one service centre can do for another where it's cost effective, we will.


But in the case of emergency situations, we will transfer staff wherever required.  But we will look for efficiencies.


MR. STEVENS:  Now, another issue about these rate zones that I heard earlier in the evidence was that at some point there was going to be some form of -- you were going have do some kind of cost allocation, at least for shared services, for the purposes of figuring out what the rates are going to be.  And that's easy enough to understand in terms of your pure shared services. 


But what about, for example, the costs associated with a service centre that is physically situated within one of the rate zones?


How are you going to -- are you going to literally track the sort of hourly work that comes in from a cross-border service centre?


MR. PASTORIC:  Yes, time sheets.  We have electronic time sheets in one of our utilities now, and we'll continue looking at monitoring those costs.


MR. STEVENS:  Okay.  Now, another item is -- obviously you've got compensation differentials as between the existing utilities, both between the unionized staff and for the non-unionized staff, I assume.  You have people doing more or less similar jobs, maybe not exactly the same job title outside the -- in the non-unionized staff that are being paid different amounts, fair?  I mean, surely that's got to be right.


MS. SCHACHT:  Yes, that's correct.


MR. STEVENS:  Is there an intention to harmonize comp -- let me just deal with non-unionized.  That's simpler.  Is there an intention to harmonize those compensations for people doing the same job?


MS. SCHACHT:  I think ultimately our intention is to have a compensation program that is harmonized for Mergeco., yes.


MR. STEVENS:  And you don't know when that's going to happen.  It's downstream at some point, fair?


MS. SCHACHT:  We're working on that currently.


MR. STEVENS:  Let me just hen deal with this.  For the purposes of this cost allocation if you've got to do it, let's assume for the time being that you've got non-harmonized compensation, you haven't got there yet. Are you going to use the actual comp of the people actually working in a particular rate zone, or are you going to use, in effect, your average cost for people doing that job, because what difference does it make?


MR. WOLFF:  So for the purposes of the cost allocations, the way that we were planning on building our ERP, or enterprise resource planning system, it will take whatever cost we put into the system, which at first I suspect will be an actual cost.


We normally don't get into average costing in the context of, well, if we take this average and that average it doesn't seem to make sense, because one rate zone could get more of a benefit than another rate zone or be charged inappropriate cost levels.


MR. STEVENS:  So they really are, you know, absent the pure shared services, they're sort of being treated as standalones in this sense.


MR. WOLFF:  For the purposes of operational, generally, yes.


MR. STEVENS:  Those are my questions.  Thank you very much, panel.


MR. QUESNELLE:  Thank you very much, Mr. Stevens.


Are you prepared to go at this point, Ms. Helt?


MS. HELT:  I am, and I think I can take us to a good time for the morning break, which will be the end of cross-exams but for your Panel questions.


MR. QUESNELLE:  Perfect.  Let's do that.

Cross-Examination by Ms. Helt:


MS. HELT:  Good morning, members of the panel.  I think we're well-acquainted, but for the purpose of the record my name is Maureen Helt.  I'm counsel with the Board.


Board Staff has prepared a compendium that we will provide to the members of the panel, and if we can mark this compendium as K4.1.

EXHIBIT NO. K4.1:  BOARD STAFF CROSS-EXAMINATION COMPENDIUM FOR PANEL 2.


MS. HELT:  Panel, I'd like to ask you a couple of questions first that don't relate to matters in my compendium, but rather to the Undertaking J3.1, which you provided this morning.


And I just want to clarify.  I believe the testimony yesterday -- and I may be incorrect -- but that Mr. Bentz is the CEO of HoldCo; is that correct?


MS. SCHACHT:  Yes, that's correct.  That's correct.


MS. HELT:  And the governance structure is that there will only be one CEO.


MS. SCHACHT:  That's correct.


MS. HELT:  So I believe also yesterday it was indicated that Mr. Bentz then would be signing certificates of compliance or other documents that are filed with the Board on behalf of LDC Co.; is that correct?


MR. WOLFF:  We made those statements yesterday.


MS. HELT:  Right.  And --


MR. WOLFF:  That's correct.


MS. HELT:  However, on the undertaking response, if we look at the first page of this, at the last paragraph it states:

"Mr. Cananzi in his role as president of LDC Co. will be responsible for the certification of all OEB RRR and electricity distribution rate applications."


So I'm a little confused as to who does have that accountability and authority.


MR. WOLFF:  So to clarify, the president of LDC Co. now has the authority to certify those filings, and yesterday we had erroneous information.


MS. HELT:  All right, so it would be then Mr. Cananzi who is accountable for the compliance matters and various regulations, and Mr. Cananzi is accountable to the LDC Co. board of directors.


MR. WOLFF:  That's correct.


MS. HELT:  And what is Mr. Cananzi's accountability to Mr. Bentz as the CEO of HoldCo?


MS. SCHACHT:  So Mr. Cananzi as president of LDC is really accountable to the CEO to ensure alignment with the corporate strategy.


MS. HELT:  But the -- thank you for that.  So then you're confirming the accountability then is with the board of directors?


MS. SCHACHT:  That's correct.


MS. HELT:  Of LDC Co.


MS. SCHACHT:  Yes.


MS. HELT:  Thank you.  With respect to the RRR reporting, my understanding from the RRR is that the reporting requirements relate to the licensee itself, and as part of your application you have asked for the issuance of a new electricity distribution licence for LDC Co.; is that correct?


MR. MacDONALD:  That's correct.


MS. HELT:  So you will have one licence for LDC Co.


MR. MacDONALD:  That's correct.


MS. HELT:  And your RRR requirements will be with respect to LDC Co.


MR. MacDONALD:  That's correct.


MS. HELT:  And you have also indicated that you will be operating as distinct entities up until the time of consolidation; is that correct?


MR. MacDONALD:  Well, we've referred to them as rate zones, four rate zones.


MS. HELT:  Four rate zones.  So I am just not clear.  How will you be doing the RRR reporting for LDC Co. with respect to all of the various requirements under the RRRs if you are not yet consolidated?


MR. MacDONALD:  Well, as we discussed yesterday, we will need to make sure that we have data to support the Horizon custom IR rate plan, which runs to 2019.  I really can't answer today how exactly things will look after that, how -- the extent to which reporting will be done separately or as a combined entity.  We haven't made those determinations yet, and we may need help from Board Staff on that.


MS. HELT:  So it's still something that's not clear to you in terms of how you'll do the RRR reporting?


MR. MacDONALD:  Correct.


MS. HELT:  All right.  Thank --


MR. QUESNELLE:  Ms. Helt, can --


MS. HELT:  Yes.


MR. QUESNELLE:  -- we just spend a minute on that?


MS. HELT:  Yeah.


MR. QUESNELLE:  Part of this application is the cancellation of the existing -- the transfer and then cancellation of the existing licences; is that correct?  And that's before this Panel at this juncture.


Is the new licence application also before this Panel?  Like, the application says that it isn't.


MR. MacDONALD:  We have not filed the licence application; it's being worked on now.


MR. QUESNELLE:  So how does this Panel approve the cancellation of a licence without knowing what the licence conditions are going to be for the new LDC?


MR. CASS:  Mr. Chair, I think the licence application for the new entity, LDC Co., will be filed imminently, within ten days --


MR. QUESNELLE:  That's --


MR. CASS:  -- but the Board will have that.


MR. QUESNELLE:  Well, the Board will have it, but this Panel won't, necessarily, unless we join it.


My concern -- and it's all around the setting of rates and how this entity, new entity, will be held accountable.  I'll just wait and...


MR. CASS:  And for clarity, Mr. Chair, there is not a request for cancellation of the licences; it is for transfer of them, I believe.


MR. QUESNELLE:  Well, the OEB approval sought says -- I'm just looking for it here.  I just read it a minute ago.  That says that the licence won't be cancelled upon the -- section 18 --


MS. HELT:  Mr. Chair, if I can assist.


MR. QUESNELLE:  Please.


MS. HELT:  It is found at Exhibit B, tab 2, schedule 1.


MR. QUESNELLE:  Yes.


MS. HELT:  Page 9 of 16 of the application, and at Part H -- I'll just read you what it says:  "The issuance", and this is for -- under approvals sought:

"The issuance of a new electricity distribution licence for LDC Co. under section 60 of the OEB Act that will come in into existence on the completion of the transfers of the distribution-related assets of the former Enersource, Horizon, PowerStream, and HOBNI to LDC Co., to be followed immediately by the cancellation of the distribution licences of Enersource, Horizon, PowerStream, and HOBNI.  The licence application is being filed separately from the current application."


MR. QUESNELLE:  Yeah.  That's what I've got circled right in front of me here.  I couldn't find it.


MS. HELT:  Oh.


MR. CASS:  And then it does say:

"At this time the applicants intend to maintain all distribution activities, including applicable licences and rate orders in the LDC Co."


MR. QUESNELLE:  Well --


MR. CASS:  So it is only upon the issuance of the new licence that the cancellation you referred to would occur.


MR. QUESNELLE:  Well, that was my question --


MR. CASS:  Right.


MR. QUESNELLE:  -- but that is something that may be implied, but it certainly doesn't say that or -- yeah.


So it's -- all right.  So the relief sought at this juncture, though, if we were to provide approval of all the relief sought, there isn't a trigger for the -- what I'm getting at is, you have to have some form of licence, and we haven't joined these together.  And I know it's late in the day, but I don't know how we would approve this without having a condition that these licences cannot be cancelled until there is a new licence in place.


And I think this Panel needs to know what the new licence conditions are, because we're asking questions about what the reporting is going to be.  That's part of it.  No-harm test, like, you know, the reporting and ongoing monitoring, you know, is typically part and parcel of a MAADs application, so that we understand what the ongoing operation is going to be and how it reports.  The only way to ensure that is with a new licence.

MR. CASS:  Yes, and again, Mr. Chair, the intent is to file that imminently, in terms of getting it in front of this Panel. I appreciate the proposition you are putting there.

We can certainly take that away and think about what we can do to be sure it's in front of this Panel.

MR. QUESNELLE:  Yes.  Before we leave this subject matter, I think I will be having a break and we will discuss it amongst ourselves as well.  I think it's a bit of just an administrative legal issue here.

MR. CASS:  Yes.

MR. QUESNELLE:  So, anyway, we'll -- Ms. Helt, that's all I had at this juncture anyway.

MS. HELT:  That’s all I have with respect to that matter as well. 

If we can now go to OEB Staff compendium, K4.1, and I don't have too many questions for you.

If you turn to page 1 of the compendium, the question from Board Staff asked the applicants to identify any risk that may impact the anticipated synergies and savings, and I appreciate we've had lots of discussion with respect to synergies and savings. 

My question is really with respect to part (c) of that interrogatory where it asked you to refer -- or where it asks you to identify any risks that may anticipate the anticipated synergies.

And if you go page 2 of the compendium, this is the response that the applicants provided.  And in my review, my understanding is that this really looks at financial risks.  And I was wondering if you can comment on what operational risks that may impact the anticipated synergies and savings.

[Witness panel confers]


MR. PASTORIC:  Just a point of clarification:  Are you talking field operations, or are you talking computer systems?

MS. HELT:  Really both.

MR. PASTORIC:  Okay.  In the case of computer systems, we are migrating to existing systems.  So we see minor risk on that.

We are using a project management process that is well-tested, and we're not migrating to a new system.  We're migrating to one of the four systems that currently exists.  So from an IT point of view, I would say it's minimal.

When it goes to front line staff, we've already indicated that we will be maintaining our front line staff. So we don't see any operational risks from dealing with customers and, as we've indicated also, our subject matter experts have looked at our historical, as well as current and our future expectation of activities, and believe that we can deal with it with the plant FTE counts.

MS. HELT:  Okay, thank you.  Then turning to page 5 of the compendium, this relates to Board Staff 4 and we're talking about IT objectives here. 

In this answer to the interrogatory, you provide information with respect to the proposed consolidation of your information technology infrastructure, and the various assumptions being made by the individual distributors.

Board Staff 5 also relates to the call centres and the migration of going from four call centres to two call centres.  And the interrogatory with respect to that is found on page 7.

My question really is this, because I know we've talked a lot about the control rooms and the call centres and the reduction in the number of both of those.  But how are the plans for consolidation of your IT going to, in essence, dovetail with your plans for consolidation of your call centres, to ensure that there's no impacts on your service reliability and quality?

MR. PASTORIC:  I believe in our evidence previously we've indicated that the CIS system will take approximately 30 months, and we're migrating to an existing system.

We don't plan to have any situations where we may risk customer performance.

Moving from 4 to 2, we will still have the same number of individuals.  But by grouping them in two locations, it provides us with the opportunity to do better workforce optimization, as well as other techniques, especially in the case of a call centre, which we cannot afford as one individual utility, but as we bring it together, we can have forecasting software that allows us to -- so there will be ways to manage those individuals better and train those individuals better.

MS. HELT:  So there is nothing that you can see that would adversely impact having the reduction of both the call centres and the control rooms proceed on a similar time schedule?

MR. PASTORIC:  That's correct, we don't see any risk with the timing.  And again, we're looking at -- in the case of the call centres, we are not reducing staff at the call centres; what we're doing is reducing the number of call centres.

MS. HELT:  All right.  Thank you.  If we turn to page 10 of Board Staff's compendium, table 1, which has been reviewed quite extensively already in this proceeding, I just wanted to ask a question which I think is somewhat different from what the other parties have asked.

But in table 1, you were asked to identify the various specific operational areas, functions where planned payroll and non-payroll reductions will occur.

Can you indicate to me whether or not there are any factors, such as labour contracts, union agreements, that present a risk to the proposed payroll reductions?  And if there are any steps that you've taken to address these issues, can you just advise?

[Witness panel confers]


MS. SCHACHT:  Yes.  So in terms of any roles that fall under the collective agreement provisions, we have reviewed all of the various collective agreement provisions and while there are some differences in -- in some of the provisions relating to this, we will work closely with our union partners to work through the process of reductions in the context of those collective agreements. 

But we don't see anything that would put this at risk in terms of achieving the reductions.

MS. HELT:  All right.  Thank you.  And if we're looking at the non-payroll savings, and I believe you stated this in your evidence as well, that they're dependent on the anticipated convergence of your systems and any delay in the systems might result in a deferral of the anticipated savings.

Can you just indicate to me what sort of evidence you have, that you've done -- if you've done any assessments on the various systems, and what you may be able to do to address the risk if there is a delay in the convergence of your systems?

MR. WOLFF:  So with respect to the assessment of the systems, we've taken a number -- actually a significant number of steps towards identifying the capability of each of the individual utility systems and understanding what the best way to migrate them into one and do it effectively and efficiency, and ensure that our service to the customers continue as they've become accustomed to.

I don't want for a moment to put together the picture that we have all the answers with respect to those incredibly complex systems.  They are extensive, they are large, and they are complex.  But we believe that the approach that we've taken -- we've heard about some of the project management approaches, the technical analysis that we've done to be able to help us understand some of the technical challenges that we face. 

We're comfortable with that analysis, but we did have some third party review of these individual systems, not to the extent where -- you know, they've come back and said you should do this, you should do that, you should do something else.  But we have had third party assistance to help us develop the planning and the ultimate solution that we are going to implement that.

So we're comfortable with that, but I don't want anyone to think this there is no risks associated with those implementations, considering the complexity and the wide-ranging implications on our operations and our billing and that sort of thing.

So I just wanted to be clear about that, and we are -- where we continue to get third party support, we will continue to have third party support as we implement, but we spent a significant amount of time on that.

MS. HELT:  All right.  Thank you.  If we can now go to the compendium, page 11.  This is Board Staff 7(c) and again this is something that we've talked about, and my questions are somewhat different than what's been asked previously with respect to the customer information systems, but you have stated that the legacy customer information systems are going to be migrated to a single consolidated Oracle customer care and billing system.

Are all the individual distributor systems going to be migrated or only some of them?

MR. MacDONALD:  All of the utilities will migrate to the PowerStream Oracle system that was installed in 2015.

MS. HELT:  All right.  Thank you.  And what about with the legacy geographic information systems and outage management systems?  Are all of them going to be migrated into one system?

MR. PASTORIC:  That's correct; it will be moving to the Enersource system.

MS. HELT:  And the ERP system?

MR. MacDONALD:  Again, migrating to one system, in this case the PowerStream system.

MS. HELT:  Okay.  Thank you.  Page 13 of Board Staff's compendium refers to Board Staff 8, and this interrogatory asks you to identify risks that could, again, negatively impact your projected savings and what would your risk be if -- or what your savings would be if those risks would materialize.

At page 14 of the compendium, under Part B, you've identified various risks that could negatively impact your projected savings, and these include IT, union agreements, and the OEB decision timing.

The last line on that page is:

"The applicants cannot estimate the impact on projected savings should these risks materialize."


Can you just explain why you can't provide an estimate of the impact?

MR. WOLFF:  So with respect to these risks, I mean, the information technology and the union agreements on OEB decision timing, they do generally relate to timing, so without a full understanding of whether it's one month, three months, six months, 12 months, it's difficult to come up with a quantification of the risk exposure, simply due to the fact that it -- it's a function of time.

MS. HELT:  And will -- thank you -- and will any of these have a greater impact should the -- should the risk materialize?  Like, would the IT have a bigger impact on projected savings versus union agreement or decision timing?

MR. WOLFF:  Again, to put it into, we'll call it relative context of each other, the information technology, that would have an implication, and I think it was touched on just a few moments ago, with respect to timing of the synergies, with respect to the ERP, with the CIS and that sort of thing, so it could have -- I don't want to guess, you know, an amount per month, because it depends on the system as well.

On the OEB decision timing, that one could have millions of dollars of impact as a risk simply because of the timing and the way that we've structured the purchase price of Hydro One Brampton.

Every day that ticks by, the price of Hydro One Brampton goes up, and it's based on certain adjustments, price adjustments after the fact that's been agreed to in the share purchase agreement.

And just for clarity, these risks that we put here are at the expense of the shareholders.  We still expect that the synergies, regardless of timing, the synergies coming out the back end will still be achieved as we've planned.  We believe that's going to happen, but any timing issues, any, we'll call it reductions in synergies due to timing, remain at the risk of the shareholders as part of the full business analysis, so at the time that the decision was made by shareholders, it was fundamentally premised on that business case analysis and all these synergies that we've provided in evidence.

So if there is any type of material adverse effect, and I believe that is in the material -- or, sorry, in the merger participation agreement, that does give the opportunity -- each shareholder to take a step back and understand what that means for their business case and what it means for the overall deal.

So when we look at these risks we do need to be cognizant of the fact that any material adverse effect could put the transaction, at least in my opinion, put it somewhat at risk.

MS. LONG:  Mr. Wolff, I'd like to ask you a question about that.

MR. WOLFF:  Sure.

MS. LONG:  Can you tell me what you used as your baseline for the OEB decision timing?  You said every day I guess causes you costs, and I'm wondering, we're here sitting listening to oral evidence today.  What is your baseline for when you're going to get an OEB decision on this?

MR. WOLFF:  So to be absolutely frank, I think that baseline has changed I don't know how many times now.  We originally had aspirations of closing the agreement sometime in, you know, early summer, mid-summer.

At this time, and the way that we've currently put together our planning, we -- we're anticipating an opportunity to close the transaction following an OEB decision sometime in December, and if that is -- whether that be the middle or the end of December, we're hoping to do it sooner rather than later within that month.

MS. LONG:  And that's what this is based on, your...

MR. WOLFF:  Sorry...

MS. LONG:  When you say there is a risk to OEB timing, is that based on the decision coming out and you being able to close by the end of this year?

MR. WOLFF:  Absolutely.  That is our planning at this point.  Any day that goes by enhances that purchase price risk.  So just to be clear -- but right now we still believe that -- we're hoping to close the transaction -- the merger and the transaction by December.

MS. SCHACHT:  If I could just clarify as well, I think when we originally looked at some of the risks I think we were really basing it on, from our application date, to be able to close in and around the six-month mark.

MS. LONG:  Thank you.

MR. QUESNELLE:  Just clarification on the notion of the price going up on a daily basis due to capital spending, is what I -- the addition of capital.  Does that -- can I read from that that the value goes up commensurate with the price?

MR. WOLFF:  Are you referring to the value of Hydro One Brampton?

MR. QUESNELLE:  Yes.

MR. WOLFF:  Essentially the approach to value for the transaction was predicated on the rate base, so the rate base increases as they continue to capitalize their assets, and that's what the fundamental is there.

MR. QUESNELLE:  So it's a moving target, but when you say that the price goes up, there is a commensurate value that goes up, does it not, if it's on rate base?

MR. WOLFF:  Yes.

MR. QUESNELLE:  Thank you.

MS. HELT:  I have no further questions.  Thank you.

Procedural Matters:


MS. LONG:  Just before we go to the break and have a discussion, Mr. Cass, Mr. Sidlofsky, maybe you want to answer this question, but there must be some reason that you haven't filed the application for -- the licence application for Mergeco, and I'm wondering if you are able to share with us the reason that we don't have this as part of this application.


MR. SIDLOFSKY:  Perhaps I could speak to that, Ms. Long.  One of the main elements of the licence application is the identification of the key individuals in the -- for the applicant.

At this point, as the Board knows, the president of LDC Co. has been appointed.  We still don't have the identity of other key individuals in LDC Co.  We certainly know who the key individuals are in each of the four utilities.

So for the purposes of filing an application, the -- sorry, the MAADs application -- we have asked essentially for the existing licences to be transferred to LDC Co.

We are also filing, and that filing is -- will be imminent, as Mr. Cass indicated, will -- we plan to file that within the next ten days, but our request, in the context of the MAADs application, is fundamentally for the transfer of the four existing licences to LDC Co.

So there shouldn't be a problem in operating LDC Co., because it will be licensed for all the areas in which it operates.

MS. LONG:  But are you going to know who the key individuals are in the next ten days?

MR. SIDLOFSKY:  I don't believe we will.  I may not be the best person to speak to that, but I --


MS. LONG:  I guess I am just wondering, how are you going to file an application within the next ten days if you don't know who the key individuals are?

MR. SIDLOFSKY:  I'm told by Ms. DeSouza that -- Ms. Butany-DeSouza that we will be in a position to file within the next ten days.  We may still have some gaps, though, in terms of those key individuals.  I had discussed this with -- not Ms. Helt, but one of her colleagues as Board counsel, and the sense seemed to be that an application without key individuals wouldn't be hugely helpful to the Board, given that that is such a key element to the licence application.

Just to perhaps speak to the question that was put to Mr. Cass earlier by Mr. Quesnelle, I don't think that the applicants would have any problem at all with this Board seizing itself of the licence application when it's made.  But our view on that is that the lack of a distributor licence for LDC Co. shouldn't hold up the consolidation because the company can't operate with the four transferred licences.

We will clearly try to file as complete an application for an LDC Co. distribution licence as we can.  We may not be able to provide all the names of all of the key individuals, but that's really the only -- that's really the only gap that we would -- that we would have in that.

We can provide them as soon as they're available.  It will take a little bit of time for the Board to process that application, so we can provide those names as they -- as they're appointed.  I'm hoping that answers your question.

MS. LONG:  It does answer my question.  I don't know that it makes our decision any easier, but we'll have a talk about it.
Questions by the Board:


MR. QUESNELLE:  Just a couple of questions, and the Panel intends to caucus on this before asking you to provide argument-in-chief, because we may not want argument-in-chief today, Mr. Cass.  That is one of the things we'll be talking about, and we'll ask for your comments on that.

But if we were to approve this application and the relief sought and the transfer of existing licences, so -- and I mentioned earlier that something was implied.  In re-reading it, it is more explicit than what I had originally -- a first glance at it.  But recognizing that, that there is a connection between the new application—a new licence and the removal of the other ones.  I see the sequencing now more clearly.

But to the extent that we would have to consider this application as continuing with the existing applications in the context of a no harm test, a couple of questions -- and this goes to the whole notion of having rate zones without licences around those zones.

And it goes to the -- and I think it's for this Panel, the prioritizations.  If we have one licence and we're anticipating and working on reliability things as an ongoing work of the Board, and if a licence condition became, for reliability, a worse feeder requirement in the new entity with one licence, which worse feeder are we going to be looking at?  One worse feeder within LDC Co. or one feeder per rate zone?

And maybe I'll ask one question first then for a little more context, and this goes back to some of the questions to panel 2 -- or panel 1, rather.  It's anticipated that there won't be any rate harmonization until the rates are relatively close or the differences are immaterial.

And I think what came out of that conversation that we had with panel 1 was that that could only occur if the cost structures in the accounting were to be altered.

But from what I'm understanding, what's anticipated is that the accounting will remain the same to keep the rate zones somewhat pure, other than the back office staff.  So spending in those zones will be by time sheets and there will be tracking of that, and disposition of certain accounts will remain within the rate zones as per the orders that exist, and the rates orders are being transferred in and being, I suppose, honoured, to put it in a fashion. 

But does that -- and I asked the question to panel 1, does that create a barrier to continuous improvement in finding efficiencies and the answer was no, it doesn't, that you could still mine for those.  But does it handcuff you from the point of view of prioritizing your spending on a system-wide basis, because if you were to find that, and unless all -- everybody's reliability is exactly in sync today, someone's got a higher priority on a global sense than one else.

So how do you go about making priorities on an enterprise-wide basis on your worse feeder, to use my example, if you're bound to maintain the existing cost structures.  And it strikes me that in your response to what the distribution system plan is going to look like, it is a continuation of the existing -- it strikes me that you are honouring that no one will be any worse off than they would have been had you remained separate.  Are you handcuffed on prioritizing?

MR. PASTORIC:  I wouldn't say we would be handcuffed.  I would say that in the case of maintaining the four rate zones, maintaining the four DSPs, we would most likely come back with four worse feeders.  With the aging system, I think we could find four worst feeders.

So from that point of view, I don't see a cross contamination, if that's the right way to look at it, for priorities.  I think we would be able to, in each zone, find what is the worst case and put our capital towards capital within those zones.

MR. QUESNELLE:  That's the type of thing that we have to review in a licence application, and it goes directly to what we're deciding here, Mr. Cass, I think.

I'm just asking those questions to illustrate the point that you would -- if that was determined to be the appropriate way to have the future LDC conduct itself, then that would have to be a condition of the new licence of that LDC.

You see, what I'm tying together here is the RRR reporting is that -- you know, it follows licence conditions.  We don't have the licence here to set those in place, to ensure that the long term in the no harm test is met in a fashion.

Some could argue that perhaps we shouldn't be looking for four worse feeders.

It's a submission; it's an argument.  You can go both ways with that and we haven't heard that.  We haven't heard from that from any of the parties as to what they see is in line with the no harm test, and how does that line up with the handbook. 

And a going back to the handbook, the handbook was designed on the premise that we have two entities coming together, which is a lot simpler than what we have here.  So there’s a lot of complexities here and I'm recognizing that, but due to the complexities.  We are going to have a panel discussion on this, but I'll ask for any comment from either one of you now before we take a break and have our discussion, Mr. Cass.

MR. CASS:  Mr. Chair, I certainly understand what you're saying and I think at this point, its best if we take this away, at least while you're considering it, and then we would take it away as well and have a discussion about this.

MR. QUESNELLE:  Why don't we take a break, unless we have other questions from the panel.

I don't think – well, I had one other.  Why don't we do this while we still have the panel here.  We may not and we haven't had redirect either, Mr. Cass.  But I'll ask my question and then provide you an opportunity for redirect unless -- do you have any other questions for this panel?

Yes, I'll go first here, and this is following on a line that Ms. Helt opened up and I just would like some clarity, because I'm reading this response to J3.1 and I still see a little bit of a -- well, I'm looking for alignment, but what I'm seeing is conflict here.  This is on the response page itself, lines 12 and 13, and it says:
"The president of LDC Co. will be accountable for compliance with all OEB codes and related regulations to the OEB, and accountable to the LDC Co. board of directors."


Which is typical governance; that’s how it would work.  If has a board of directors, the board of directors would oversee the president of that company.

And then we turn to the job description for the president of LDC and the -- just under the position purpose, it's "Reporting directly to the CEO, the president LDC has direct responsibility for the operations."

So, if the president is not conducting themselves in a fashion that is responding to its direct responsibilities for the operation of an electricity distribution system, my question is:  Who raises the alarm bell, the board of directors or the CEO of Mergeco?  And it just seems to be a bit of a conflict here. 

I don't know if the panel has a response to that.  There was a response earlier that it was -- the reporting to the CEO of Mergeco is for the purpose of alignment of the corporate, you know -- I forget what the term was.

MS. SCHACHT:  Strategy.

MR. QUESNELLE:  The corporate strategy.

So is that a line item sorts of thing?  It reports to Mr. Bentz for the strategy, but the responsibility for -- because it strikes me that it goes beyond that in the job description.

MS. SCHACHT:  Yes, so really I guess our response is in fact meant to clarify that.

There is -- there certainly is a reporting relationship of the LDC president to the CEO.  However, oversight of the LDC operations is really by the LDC president and, you know, over to the LDC board as well.  So I suppose it could be both that could raise the alarm bells, if there was -- it could be the CEO, or it could be the board.

MR. QUESNELLE:  That's the only question I had on that under governance.

The – no, everything else was related to the priority setting in the conversation I just had with the panel, thank you.  Ms. Long?

MS. LONG:  I just had one question of clarification for you, Ms. Schacht.  You had a discussion yesterday afternoon late in the day with Mr. Brett, and it had to do with the amount that you've budgeted for voluntary and involuntary packages, and I think the amount was $34 million.

MS. SCHACHT:  Yes, approximately that, yes.

MS. LONG:  And you had said to him that that was an estimate based on, I think, 272 FTE positions?

MS. SCHACHT:  That's correct, yes.

MS. LONG:  I just want to clarify, because I'm just unclear on the evidence here.  You also spoke about the fact that you thought about half the vacancies, around 40 to 45 people, I guess, would be figured into that amount, that you wouldn't need to provide packages to those people, because -- and I guess I'm just trying to understand if the number that you based the $34 million on was actually the 272 or whether it was 232, so 272 minus 40 dealing with vacancies, and I'm just wondering if can you help me out with understanding those numbers.  I haven't explained the question very clearly, but I was very confused when I read the transcript this morning, so can you help me out with that?

MS. SCHACHT:  Sure, so our estimate of the severance that we did is based on the 272.  What we are doing now is we do have some vacancies, and we need to map those to actual FTE reductions of the 272 that that was based on and understand where we are with that.

MS. LONG:  So could the 272 be high?  Could that be a high estimate based on the fact --


MS. SCHACHT:  It could be, given that we have some vacancies now, and what we're going to need to do is really map -- we are in the process of trying to map those back and understand the impact, so it could be a little bit on the high side.

MR. QUESNELLE:  Okay.  With that, Mr. Cass, do you need -- I'll ask you.  Do you have to speak with your client?  Is there a time frame that you'd like to have us take as far as a break, half an hour or just 15 minutes?  I don't know what you have to accomplish.

MR. CASS:  I think 20 minutes, Mr. Chair.

MR. QUESNELLE:  Great.  Well --


MR. CASS:   I did have a question or two in re-examination --


MR. QUESNELLE:  Oh, I'm sorry, yes, of course.

MS. CASS:  -- should I do that now?

MR. QUESNELLE:  Yes, certainly.  Yes, please.

MR. CASS:  Thank you, sir.

MR. QUESNELLE:  Yeah, sorry about that.
Re-Examination by Mr. Cass:

MR. CASS:  Panel, I'm going to take you back to some of the earlier cross-examinations of this panel.  There were questions about potential additional synergies, if you recall.

I think there were a number of parties asked those type of questions.  I have two questions for you about that, and I'll give them both to you at once.

First, in those questions that were put to you, were there any ideas or suggestions about synergies that you had not considered previously, and what's your assessment and what you presented to the Board, and second, those ideas and suggestions about potential additional synergies, do they change in any way your assessment of synergies that you've provided to the Board here?  Can you help with that?

MR. PASTORIC:  No, I would say that the subject-matter experts created the forecast of synergies, and we hold to those forecasts.

I believe we've indicated that there is approximately $522 million worth of synergy savings, and that will take about $96 million to accomplish that in transition, which will net out to about $425.9 million of net synergies, which makes this deal very attractive.

As I believe Mr. Basilio said in panel 1, that we have a benefit to customer ratio of about two to one, so I think that speaks well to what we've accomplished so far, and we've maximized our synergies at this time.

Also, I believe I might have misquoted on our ESM proposal.  I believe in that -- it starts in year six, and I think I used the phrase "five to six", but in the case of our ESM proposal was year six, so I just wanted to make sure that was on the record also.

MR. CASS:  So then just for clarity, my question was whether these other ideas for potential additional synergies have been considered, and I just wanted to be sure I have your response on that.

MR. PASTORIC:  If you are referring to process improvements, we will be looking at it, and our quest for more synergies will be ongoing.  All of the synergies that has been addressed so far, we've incorporated.

MR. CASS:  Excuse me, Mr. Chair, I'm sorry.

Mr. Wolff, you had some discussion about the effect of time delay in relation to the purchase price to be paid for Hydro One Brampton.

Can you just walk us through, again, the relationship between the cost effect and the rate base?

MR. WOLFF:  So in the share purchase agreement it provides for adjustments relating to, I guess, certain events that happened between the date that we struck the deal or signed that share purchase agreement and the close of the transaction.

The significant adjustment mechanism that's included within that share purchase agreement is a fixed asset adjustment.  So for every dollar of fixed asset value above the approved rate base amount of $340 million or so, there is a $1.50 adjustment in the purchase price.

So as Hydro One Brampton continues to capitalize assets and that value of capitalized asset exceeds $340 million, the purchase price goes up by 50 cents -- an additional $1.50 for every dollar of fixed asset value.

MR. CASS:  Thank you, Mr. Wolff.

That's the re-examination of the panel, Mr. Chair.  Thank you.

MR. QUESNELLE:  Thank you.

All right.  Why don't we break until a quarter to 12:00, and the Panel will be discussing next steps, and if you can get some guidance, Mr. Cass, that will be helpful, and we'll discuss it then.  Thank you.
--- Recess taken at 11:24 a.m.

--- On resuming at 12:03 p.m.


MR. QUESNELLE:  Please be seated.  Okay, Mr. Cass, you first.  We've all been talking, but you first.


MR. CASS:  I was afraid you'd say that.


Well, perhaps I could take this in two steps, Mr. Chair, if I may.


Initially coming back into the room, my suggestion to you was going to be that given that the Board had already scheduled Monday and Tuesday of next week for this proceeding, that instead of attempting to tackle argument-in-chief today, we would address that Tuesday morning. 


At that time, we would address the questions that the Board has been putting to the applicants.  That would give us the opportunity to come forward with our best possible responses to those questions.


Now, we did have a discussion, after coming back to the room, with Ms. Helt about the licence application.  As a result of that, a different proposition, that I would put out for the Board's consideration, is the licence application could be filed on Monday without the names of the key individuals that are -- that have not been decided upon.  To the extent that there is an issue in this proceeding about what should be in the licence or issues around the licence that relate to what the Board needs to decide in this proceeding, the licence application could go in in some manner as part of this proceeding, or to be joined into this proceeding on Monday.


We could still proceed with our argument-in-chief on Tuesday morning, and we could address again the implications of the licence in relation to the applications that are before the Board.


Others could also, in their arguments, address the implications of the licence, what they consider should or should not be in the licence in relation to what the Board is considering in this proceeding.


Anyway, that just came up rather suddenly after we were back in the room.  But those are two different propositions that we've been thinking about.


MR. QUESNELLE:  I appreciate that, Mr. Cass.


I guess part of -- the reality of it is this Panel doesn't determine what happens with other applications.  This Panel doesn't join applications.  So it is a Board decision, and a Board corporate and others decide and appoints panels.


So isn't for this -- it is not within our authority to determine what next step is.


What this Panel has determined is that it cannot render a decision on the MAADs application with the matter of the application not being dealt with by the Board.


The Board may determine that -- how the application for the licence will be dealt with in such a way that causes us to change our mind.  But at this juncture, not knowing how the Board is going to accept and deal with that application, it doesn't make any sense for us to hear argument today, full stop.


So I suggest that the applicant make its application for the licence, and there -- with whatever kind of suggestions you want to make to the Board.  The Board will deal with that and then if joins it, it does, and if it doesn't, it doesn't.


So anyway, we can't go beyond what may happen with that application.  The only thing this Panel gets to determine today is it doesn't make sense for us to hear argument-in-chief with that hanging out there.


If you have anything else to add that, Ms. Long or Ms. Helt?


So what we would do is suspend the rest of this application for the time being, and I think your client applies, as you suggested.  Our concerns are with the ongoing operation elements within the licence, not necessarily identity.  But that's something that you can work out with Board Staff as to how you would craft this application to advance it as soon as practical, given what our concerns are.


MR. CASS:  Thank you, Mr. Chair, that's very helpful.  It is just the second part that you just added there, I was just about to ask about it and you added it.  It is suspending the rest of this application with the schedule we have set for argument, is -- I was just hoping that there was a path that we could take where we don't necessarily lose that schedule.


MR. QUESNELLE:  Well, we may not, but I think we have to wait and see what the Board determines it wants to do with that licence application, because there will be elements of notice, whether or not new notice is required or the notice that -- if it's going to be joined, is the notice for this application adequate.  That's not for this Panel to decide.


MR. CASS:  I understand completely that, Mr. Chair.


Just speaking off the top of my head, it struck me that an application could go in with the same docket number as this and it could be like a sub-application in this proceeding.


And again, I realize the issues you've talked about would still arise, but it would not necessarily be a new proceeding.  So I was just hoping that we could at least maintain the schedule until these things have been sorted out.


MR. QUESNELLE:  Well, let's put it this way.  When I say suspend, the next thing that has to happen is the receipt of that application.  The Board will determine what, and then we'll revisit and see if that schedule makes sense for us.


So don't everybody take things out of their calendar at this point, I suppose.  But again, this Panel can't make that determination, and same with notice and it will, you know, just require what have we done in this notice, what did we lay out as far as expectations.  Those types of things will have to be worked out with Board counsel, and the registrar's office, and what have you.


MR. CASS:  I understand those issues, Mr. Chair, thank you very much.


MR. QUESNELLE:  Okay, for the matter -- for the matters that we've dealt with to date, think we're satisfied that we no longer need this panel.  And so the next thing will be again the application for the licence and we'll take it from there.  Okay. 


And with that, we're adjourned.  Thank you.

--- Whereupon the hearing concluded at 12:09 p.m.
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