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Monday, September 26, 2016
--- On commencing at 9:33 a.m.

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


MR. CASS:  Good morning, sir.


MR. QUESNELLE:  I just want to start off and thank the Board Staff and the applicants for finding a way to make this work.  I think the process they came up with is going to serve our purpose that we identified last day we were together, so the P.O. went out -- good morning, panel -- and the idea being this morning to have a presentation on how the -- or walk us through the proposed distribution licence and any highlights that you feel worth mentioning.  We'll open the floor for any questions that come out of that.


We would also like to discuss the mechanics to the extent that you have it worked out at this point, on the ESM and how that would work out, given what has come to light, I suppose, in the management of the rate zones, and so this Panel will have some questions on that, but depending on an overview of that, that may answer our questions, but that was one thing we had a particular interest in, how that will work, and if it's been dealt with in advance we'd like to know about it.  Okay?


All right.  With that, Mr. Cass -- and these witnesses have been before us through cross-examination prior, so if you have anything you'd like to lead with, please feel free.


MR. CASS:  I think you actually took my lead away from me, Mr. Chair.  I was going to point out our understanding of the three purposes of today, which you have done, so I won't repeat that, and in order to meet those three purposes we have two witnesses back.  They have both been affirmed, and as the Board can see there, Ms. Butany-DeSouza and Mr. MacDonald.


If it meets with the Board's approval I think we're ready to go with the presentation of the overview of the licence application.


MR. QUESNELLE:  Okay.  Thank you.

Presentation of the Licence Application by Mr. MacDonald:

MR. MacDONALD:  Thank you, Mr. Cass.


Panel, we have prepared a brief slide presentation which is on the screen now, and perhaps just to help us get started I'll just briefly go over what's happened.


Mr. Chair, as you mentioned, over the last week and a day or two --


MR. QUESNELLE:  We're having difficulty with one of the monitors up here, Ms. Helt.  Well, it is not on, for one thing.  I don't know if --


MS. SPOEL:  [Speaking off-mic]  It's not on.  I was trying to turn it on, and -- never try to do these things...


[Technical interruption]


MR. QUESNELLE:  Go ahead, Mr. MacDonald.


MR. MacDONALD:  Thank you.  So just to give a little context of what's happened over the last number of days, so when we were last here on September 16th, that afternoon we amended our MAADs application to include an application for distribution licence, so that was filed on September 16th.


Last week on Wednesday, September 21st, at a suggestion from Mr. Shepherd, we filed what's -- we've been calling a form of a licence, which is essentially a combination of the four existing licences, putting them all together to see how that would look.


And then on Friday we went a step further, in that we took the licence -- the combined licence from Wednesday and we just did some tidying up.  Upon review we found some things that were rather stale, some exemptions that were really not current,  so we didn't remove them, but we marked them up.  We just thought that would be helpful.


So I just wanted to clarify that, because that put a number of files on the record.  I just wanted to explain what those three things are.


So we have this brief presentation which Ms. Butany and I will share.  I will start, and if we could go to the agenda slide.  This -- I'll touch upon what we did in terms of the MAADs application, do a bit of an overview of the application, and Ms. Butany will talk about some of the exclusions that are key and also go over the requested exemptions, and that really was the highlight from the last day of the hearing on September 16th, what would that look like, what are some of those things that we would put in the licence and the conditions, and then of course we'll answer any questions that may arise.


So in the MAADs application there is a reference here, Exhibit B, tab 2, Schedule 1 at page 9.  I don't know if we can put that up or not, but the reference from the original application, so it's the same as pretty much as what's on the slide.


So we said a couple of things in our requested relief, including leave for Enersource, Horizon Utilities, PowerStream, and HOBNI to transfer their licences and rate orders to the LDC Co. pursuant to section 18 of the Act, and then we talked about the issuance of a new electricity distribution licence for LDC Co. under section 60, and we amended our application on the 16th to say that the licence would be filed separately.  We amended that to say "is included in the application".


So a couple updated pages were filed, as well as that complete licence application, so that's on the record.


So in terms of what that application looks like, we used the template that's on the Board's website, which is 18-20 pages of form and fairly straightforward.  What was missing -- and the reason we didn't file earlier -- and is actually still missing is a section on key individuals.


So as we've talked about on previous days in the hearing, the announcements to date are the CO and the two presidents.  Further positions have yet to be announced for LDC Co., so what we did in order to complete the application was we put in the current key individuals for each of the four utilities, so I believe we named four individuals, the lead operations person, the lead customer service person, et cetera, but we used the existing names and positions in the four existing utilities.


We did discuss four rate zones, Brampton, Enersource, Horizon, and PowerStream, and we did note that those existing licences were most -- actually, they were -- licences were updated for all distributors in January of this year.  That was to include the wording on wireless attachments and the ability of distributors to charge market price.


So when you look at all of that, the licences are very consistent, save and except a few exemptions for each of the predecessor utilities, and of course there is language in each licence for CDM targets, and they would naturally vary depending on the distributor of those individual targets, so with that context I'm going to pass it on to Ms. Butany to talk about some exclusions and some of the conditions that we had come up with.


Thank you.

Presentation by Ms. Butany-DeSouza:

MS. BUTANY-DeSOUZA:  Thank you, Mr. MacDonald, and good morning, panel.


As Mr. MacDonald indicated, the distribution licence application includes some exclusions.  I'll start there and then move on to the exemptions and the conditions.


We have included in this distribution licence application an exclusion for the Enersource rate zone, and that's presented in the application in Schedule 1.  Currently before the Board is an application by Oakville Hydro Electricity Distribution Inc. and Enersource for the elimination of long-term load transfers.


As you know, the Board has required that distributors can complete those long-term load transfer eliminations by June 21st, 2007, so before the Board is that joint application.  If successful, that application and the related lands to which it pertains would now move over to Oakville Hydro, and so that's indicated in this form of distribution licence.


Further, as Mr. MacDonald had suggested, we've also included a proposal for the elimination of some of the existing code exemptions that were part of the predecessor or the four predecessor utilities in Schedule 3 for code exemptions and Schedule 4 for triple-R exemptions, and there are existing exemptions for Hydro One Brampton, Enersource, and PowerStream.  There are no exemptions in the predecessor licence for Horizon Utilities.


We had discussed at some length during the hearing, or earlier days within our hearing, one exemption that LDC Co. would need to make and that exemption pertains to monthly billing.


When we had the discussion, it was in the context of the migration and the integration of IT systems, and we indicated that the four utilities, as they come together, are going to migrate on to the PowerStream CIS and ERP system.  So that's CCNB for the CIS system and J.D. Edwards for the ERP.


The CIS system in that integration is necessary for the delivery of monthly billing.  So as not to strand assets or to make unnecessary investments in the predecessor companies existing CIS systems, Enersource rate zone and Horizon Utilities rate zone will not be migrated to monthly billing for December 31st, 2016, but rather that monthly billing transition will follow the integration and migration over to the PowerStream CIS.


So, the related exemptions as presented in the distribution licence application is a request for an exemption for Enersource until December 31st, 2018, as we expect that midway through 2018, Enersource would be migrated to the PowerStream CIS and similarly, by December 31st, 2019 the existing -- an exemption for Horizon Utilities rate zone for the completion of that CIS migration.


At the conclusion – well, frankly, throughout the hearing, we have had some discussion of reporting and tracking, and that obviously came to the fore towards the end our time together on the last hearing day.  And as such, the Applicants have included schedule 5, which incorporates three specific licence conditions.


The first condition is that LDC Co. will track its operations according to four separate rate zones, and those are the four zones that we've discussed at length related to the four predecessor companies, until the end of the third year following the completion of the consolidation.


So that would be, assuming that 2017, January 1 is the beginning of LDC Co., that would be until the end, or December 31st of 2019.


The second condition is that LDC Co. will report to the OEB --


MS. SPOEL:  We don't have schedule 5 in the copies of the draft licence that was filed with the Board.  There is no schedule 5, at least not in my copy.


You know on the schedule 4, the old schedule 4 was disappeared.


MS. BUTANY-DeSOUZA:  Schedule 4?  Excuse me, I misspoke.


MR. QUESNELLE:  Okay.


MS. SPOEL:  Thank you.


MS. BUTANY-DeSOUZA:  So it is now the new schedule 4.


MS. SPOEL:  It is the new schedule 4.


MS. BUTANY-DeSOUZA:  Okay, thank you for that.


Condition 2 would be that LDC Co. will report to the OEB, the SQRs, and triple Rs separately for the four rate zones to the extent possible for that same three-year period concluding December 31st, 2019.


And the final condition is that LDC Co. may, at its option, report to the Board Triple-Rs on a consolidated basis as opposed to separately after 2019.


With that, that's the extent of the distribution licence application.  It follows the Board's form and we would suggest that it's complete to that end.  It includes a clean up or a tidy up, effectively some housekeeping of exceptions that are currently expired and so have been presented as of Friday in a tracked changes version of that same licence application -- sorry, form of licence to the Board. But we haven't, as such, eliminated them in their entirety.  We've obviously presented that to the Board as a proposal for elimination as they are  not necessary in the future distribution licence application.


And with that, we are open to questions.


MR. QUESNELLE:  Why don't we address any questions that may have arisen on the proposed form of agreement -- form of licence rather, and then we'll ask for any presentation or any comments you want to make on the ESM and how that would work notice future.


MR. MacDONALD:  Sure.


MR. QUESNELLE:  Why don't we open it up to Ms. Girvan.

Questions by Ms. Girvan:


MS. GIRVAN:  Thank you, I just have a few brief questions.


You mentioned, I think it was on maybe thee second slide, on the CDM targets and how you've incorporated those into the new licence -- maybe it's the third -- I just saw a reference to CDM targets.  Maybe it's the fourth page.  I can't remember.


MR. QUESNELLE:  The last bullet.


MS. GIRVAN:  Yes, the last bullet.  So my question is: I know you've a had targets for 11-14, but you have new targets now that go beyond 14?


MS. BUTANY-DeSOUZA:  That's correct.


MS. GIRVAN:  And have those been Incorporated?


MR. MacDONALD:  They’re incorporated for the existing utility.  We didn't take the step of adding them all together.


MS. GIRVAN:  Okay, but you have included the new targets?


MR. MacDONALD:  Correct, for each of the four predecessor utilities.


MS. GIRVAN:  Okay.  And how do you plan to track your CDM results as a consolidated entity?


MR. MacDONALD:  We have had some initial discussions with the IESO, not yet complete, that the targets would be combined, and we would report on that new target for the new company.


MS. GIRVAN:  Immediately, or after year 19?


MS. BUTANY-DeSOUZA:  It would be a joint application that we would have to file -- once we're one company, so let's call it -- for the sake of this discussion, let's call it December 31st, 2016. Immediately thereafter, we'll need to file an application with the IESO to join -- to create a joint application for CDM targets.


MS. GIRVAN:  Okay, thank you.  If you could turn to the page where you've discussed your conditions, please.


MS. BUTANY-DeSOUZA:  We have it.


MS. GIRVAN:  Okay.  So can you explain to me what the first sentence means?

"Track its operations in four separate zones."


MS. BUTANY-DeSOUZA:  As parties and the Board is aware, Horizon Utilities has its existing settlement proposal -- my God, I lost the word for a second -- as its existing settlement proposal and requirements to which we need to comply, and we have said throughout the hearing that we're going to continue to comply with those settlements arrangements.


In order to report those elements to capital investment variance account, the ESM for Horizon Utilities rate zone, and efficiency adjustment, we need to continue to track Horizon separately.  So the intention on this first condition was that we intend to track individually to the extent possible, and be able to report on a per rate zone basis for those first three years.


Those first three years not only align to the Horizon Utilities settlement agreement, but also to the end -- or the completion of the consolidation of IT systems, and they also relate to the timeline in which we're going to file a consolidated distribution system plan.


MS. GIRVAN:  So I'm still unclear what it means, track its operation.  Does that mean separate accounting books for each rate zone for all aspects of the business?


MS. BUTANY-DeSOUZA:  When we say that we would be tracking the operations, as I've outlined, we have a specific objective to which we need to comply and report, and we'd be tracking necessary data in order to fulfill those allegations.


MS. GIRVAN:  So would you be prepared to set out what data you are going to track?

MS. BUTANY-DeSOUZA:  Our thinking is continuing to evolve and develop, as I think we've described at some length.  For instance, we know that we won't have an individual rate zone trial balance.  We'll have a consolidated trial balance.


But I believe that Mr. Pastoric had indicated, for instance, that -- and this is unrelated to Horizon ESM, but for instance, that we will have separate SAIDI and SAIFI in these early years by rate zone.  We will have opening and closing net fixed assets for Horizon and therefore for the rest of the companies.


It's those sorts of items.  Gross capital additions are necessary for the cohort ranking, accumulated depreciation, those --


MS. GIRVAN:  Yeah, I guess my --


MS. BUTANY-DeSOUZA:  -- those kinds of elements.


MS. GIRVAN:  And I understand you're still working through that.  I guess my concern is, is that in order to assess whether you are in compliance with condition 1 it has to be very clear about -- and I go back to the words track its operation in four separate zones.  That's my concern.


MR. MacDONALD:  So, as Ms. Butany said, we haven't determined item by item what will be reported and what won't be.  Reliability is a good example where you can easily track it on a zone or area or even feeder level, but as panel 1 talked about at some length when they discussed the financing for the transaction, after the deal is structured and closed we will have, you know, new debt, so it would be difficult to report financial metrics by zone when you have, you know, new debt for the new company, so it will need to be some sort of a hybrid.  Some things will be difficult to report and some things will need to be reported.


MS. GIRVAN:  Okay.  And in terms of that last point you made about debt, I guess that might make it difficult to be able to establish ESM within the context of Horizon alone.


MS. BUTANY-DeSOUZA:  No, we don't believe that it will be.


MS. GIRVAN:  Okay, anyway, we'll get to that discussion, I think, later.


And my last question is as part of your condition 3, if you could turn that up, please.  So the LDC Co. may at its option report to the OEB under Triple R on a consolidated basis after the end of the third year.


So my first question is:  What will you be doing in the first three years in terms of your Triple R reporting?


MS. BUTANY-DeSOUZA:  We've looked through the scorecard measures and we believe that particularly for the first three years -- and I think it's a fair point to remind everyone that over those first three years is when the consolidation of systems, et cetera, needs to come together, so despite the fact that we are one company, as of day one, call it Jan. 1, 2017, the systems take time and follow thereafter.


So scorecard reporting, as we have assessed it, is possible, likely for almost all of the scorecard metrics, at least for the first three years, as the systems are still separate and being my migrated, save for the debt to equity ratio which Mr. MacDonald spoke about, in terms of separate debt, the current ratio, that's current assets to liabilities, and then we do need to work with -- we believe we need to work with ESA on the new safety metrics, the three of them, that are related to electrical safety, because that would -- like, we don't -- we simply don't have a sense, as yet, of how ESA would assess us and determine that metric, and some of that information comes from ESA, part of it is reported by the utility, but many of the others -- renewable generation connection completed on time, residential services connected on time -- are tied to -- are necessarily tied to geography and therefore easily trackable and reportable for Triple-R and scorecard purposes on a rate zone basis for those first couple of years -- first three years.


MS. LONG:  Sorry, Ms. Girvan, can I just jump in here?  I'm going to go back a little bit here on condition 3.


So what this condition asks is that you can at your option report on a consolidated basis, so you have the option of either doing it by way of consolidated or separate rate zone.  Is that what that says to me?


MS. BUTANY-DeSOUZA:  That is what our intention was, correct.


MS. LONG:  Okay.  And then, if you'll indulge me for another minute here --


MS. BUTANY-DeSOUZA:  Of course.


MS. LONG:  -- what happens at year 4?  Because this condition to me is not clear what happens after three years.


MS. BUTANY-DeSOUZA:  Condition 3 was intended to suggest that at year 4, LDC Co. could, at its option, no longer report the four rate zones and could report all metrics on a consolidated basis.


MS. LONG:  At its option.


MS. BUTANY-DeSOUZA:  Correct.


MS. LONG:  Do you think that says that?


MS. BUTANY-DeSOUZA:  I'm sorry?


MS. LONG:  Do you think that's clear from that reading of that?  I'm not so sure that that condition actually tells me that.


MR. MacDONALD:  Well, it was intended to be all the years thereafter.  Perhaps that's...


MS. BUTANY-DeSOUZA:  From year 4.


MS. LONG:  Commencing from year 4 you would still have the option.  Maybe first tell me what your plan is and then I can tell you if I get that from reading the actual condition.


MS. BUTANY-DeSOUZA:  The idea -- and maybe the reason for that third condition -- was that by the time we get to year 4, some of the -- some of the specific metrics, as the phone system is merged, for instance, will become very difficult to report on an individual rate zone basis, so a good one that comes to mind -- and this is highly operational -- is call abandonment rates, so we need to report call abandonment, but unless you've actually spoken to a customer, you can't tell -- we would not be able to tell any longer where that call actually originated from.


So in order to satisfy the call abandonment rate, Triple-R reporting, we are suggesting that we wouldn't likely, by that time, need to report a consolidated abandonment rate because we wouldn't have connected with the customer to know that it was a Horizon rate zone customers who -- customer whose call was abandoned.  One example.


MS. LONG:  Okay, so the distinction between year 1 -- let's go back.


MS. BUTANY-DeSOUZA:  Sure.


MS. LONG:  Year 1 to year 3 you have at your option consolidated or by separate rate zone.  How is that different year 4 going forward?


MS. BUTANY-DeSOUZA:  No.  Maybe we misportrayed it, and perhaps allow me to clarify.


The intention in years 1 to 3 is that, to the extent possible, save for, as I've mentioned in the Triple-R and score -- in the scorecard-related Triple-Rs, many of them, save for, I think it's five, are able to be reported individually.


By the time we get to year 4, it becomes far more difficult, as the systems are now integrated, to be able to report individually, so we would, therefore, at our option -- and it's a question of how far along in the consolidation of systems we are -- at our option report on a consolidated basis, as opposed to on an individual basis any longer.


We would maintain the separate reporting years 1 to 3, save for the items that I identified and a trial balance, because we won't have individual rate zone trial balances, but after year 4 the systems have now come along as well, and that's why the distinction between what's in years 1 to 3 and what is in year 4 and beyond.


MS. LONG:  Is there some reason that you didn't do a separate condition setting out what would happen from year 4, or you think this is clear?


MS. BUTANY-DeSOUZA:  I'd like to say that we thought it was clear, but clearly, given that we've talked about it for a few minutes, perhaps it's not.  Of course, the conditions, as set out in the form of distribution licence, were the proposal from the applicants, and this discussion hopefully assists in what we intended by that condition.


Certainly we could revise it, whether -- or refine it, let's say, whether in argument-in-chief -- maybe that's the best place for it.


MS. LONG:  Ms. Girvan, I'll let you go back to your questions.


MS. GIRVAN:  Yeah, I was just trying to understand, I think, what Ms. Long was saying too, is, what happens in the first three years in terms of your Triple-R reporting, and what happens as of year 4.


MR. MacDONALD:  So I -- perhaps I can help.  I think just going back to the sort of the almost like guiding principles, for those first three years there's three main things happening.  One is we need to honour the Horizon custom IR rate plan; second is we are integrating systems, the most complex of which is the CIS systems migrating to the PowerStream system.


That's going to take, you know, 24 to 30 months.  And then also we will be creating a new DSP for the new company, which we talked about on Panel 2, for 2019.


So there are things happening, the company is forming over those years.  So we will be able to report certain data in those first three years and not other, as Ms. Butany as described.  And I think what we're envisioning in provision 3, notwithstanding its wording, is that once you have those three hurdles reached or those areas addressed, you start to really form one company and you will start to do reporting more on a consolidated basis as a merged company.


MS. GIRVAN:  Okay.  I had one further question, you mentioned the DSP, a consolidated DSP.  When exactly do you expect to have that completed?


MS. BUTANY-DeSOUZA:  We expect to file it in early 2019, likely the April/May, timeframe,  somewhere in April, May, June, certainly within the first half of the year, in order to put it before the Board for its consideration because it needs to pertain then to the next five years, which is 2020 to 2025.


MS. GIRVAN:  Okay, and would you be prepared to have that as a condition with your licence?


[Witness panel confers]

MS. BUTANY-DeSOUZA:  It's an existing filing requirement that utilities have DSPs that pertain to five-year increments, and so we think it's already covered in existing OEB filing requirements. 


We're subject to the filing requirements; we're subject to code requirements as well, so we think it's covered already.


MS. GIRVAN:  Okay.


MS. BUTANY-DeSOUZA:  So we didn't set it out.  I mean, if we were to set out all the things that we need to do that are encapsulated in filing requirements, we wouldn't be able to file a twenty page licence; it would be far longer.


MS. GIRVAN:  That sort of goes to my final question.  I'm sorry for taking some time to try to understand this, but there are electricity service quality requirements; there are other things incorporated into the triple-R that you are required to file.


There’s other filing requirements, sort of broadly, as you've just said, with respect to codes and everything else.


It is not clear to me exactly how you will comply with all of those filing requirements through the term of this.  So is it going to be all of the filing requirements will be done separately until year 4? 


MS. BUTANY-DeSOUZA:  I can appreciate the complexity, the myriad of items that we're subject to and that we file in accordance with requirements, codes, is lengthy.  But I think that it's fair to say that this is going to continue to evolve.


Our expectation, we've said at the Outset -- I think we said it at the beginning of the Hearing.  I know that panel 1 addressed it, I might have said it myself in testimony that we're all compliant entities currently.  We expect to continue to be compliant. 


And so while it's an evolution as any merger, consolidation of businesses is, we'll continue to meet our respective filing requirement, or all of the filing requirements as best we can.


MS. GIRVAN:  Those are my questions.


MR. QUESNELLE:  Ms. Grice, do you have any questions?


MS. GRICE:  I don't have anything additional to what Julie asked.  Thank you.


MR. QUESNELLE:  Thank you. Mr. Janigan?

Questions by Mr. Janigan:


MR. JANIGAN:  Yes, thank you.  I have the benefit of some questions that Mr. Shepherd has forwarded to me from wherever he is in the next continent.


If we're looking out over the entire course of the ten-year period, is it your proposal that you are going to do cost allocation and rate design for four separate sets of rates during that period of time?


MS. BUTANY-DeSOUZA:  So Horizon Utilities is currently on its custom IR rate plan term, so it has a plan that's updating each year.  PowerStream, for next year, 2017 rates, is on a cost of service year.


After that, at the end of Horizon's rate plan term, so end of 2019, and for the other three rate zones from 2018 onwards, all will be on price cap IR.  So I don't think that it's relevant until the rebasing, at which time we'll bring forward cost allocation and rate design as part of the rebasing application.


MR. JANIGAN:  Okay.  How will you calculate the ICM on a separate rate zone basis for ten years?


MR. MacDONALD:  Mr. Janigan, it gets back to the earlier discussion about tracking certain data. So we will track the data necessary to prepare and submit ICM applications for each of the four rate zones.


MR. JANIGAN:  So, for example, in this case, at year 4, there still would be some kind of mechanism to continue to track the financial metrics separately?


MR. MacDONALD:  I would just -- yes, but clarify that it will be the metrics that are needed.


MR. JANIGAN:  For the ICM?


MS. BUTANY-DeSOUZA:  Correct.


MR. JANIGAN:  Okay.  And there will be no necessity to track metrics for the purpose of cost allocation or rate design after the expiry of the -- of the rate design that you've associated with those two, I think, Horizon and Enersource?


MR. MacDONALD:  As Ms. Butany just indicated, once we complete the current rate plans, Horizon custom IR, PowerStream, cost of service 2017, all the entities will be on price cap, which doesn't require, you know -- it's a price cap, so it doesn't require rate design, cost applications.  It’s a fairly formulaic adjustment, or it is a formulaic adjustment.


MR. JANIGAN:  Okay, thanks.  I take it the questions for this particular realm pertain to the changes in the licence conditions, not the general application.  Is that correct?


MR. QUESNELLE:  That's right, Mr. Janigan.  We will get in a little deeper on the ESM and the mechanics of that, and if any questions arise from that presentation, we'll come back around.


MR. JANIGAN:  Thank you.


MR. QUESNELLE:  Thank you.  Mr. Brett?


MR. BRETT:  Thank you.  I just have a couple of questions.

Questions by Mr. Brett:


In one of your slides a while ago, you talked about you would be reporting on a -- against the Triple-R for -- on a individual basis, individual company basis for the first three years.


I think that was basically what your slide said.  But then you added -- when you spoke about it, you added the phrase "to the extent possible."  What did you mean by "to the extent possible"?


MS. BUTANY-DeSOUZA:  So once we're consolidated as a company, once we come together as a company, we won't have an individual trial balance.  So, for instance, that’s a Triple-R filing that we would do on a consolidated basis.


Then I stepped through the scorecard Measures, of which there are probably almost two Dozen, and items like the debt to equity ratio are difficult, if not impossible, except for doing a lot of math that might not be relevant to report on an individual basis.


LDC Co. will have debt.  The four predecessor companies, now four rate zones, will no longer have individual debt.  So a debt to equity ratio, while you -- I suppose you could compute it and do some allocations to try and make it something that was individual rate zone-related, I'm not sure, save for the fact that it would satisfy a tick box of yes, did you file that, that it would necessarily offer the Board any indication or clarity on what the actual debt to equity ratio of the company was.


So that's a "for instance" of where it would be difficult to do on a per rate zone basis, because that's a more company-centric metric as opposed to -- especially because it is a financial metric, which pertains to the financial organization, as opposed to many of the other Triple-R reporting requirements on the scorecard that are operational in nature, tied -- as I think I said earlier, tied back to geography, and therefore -- and geography and customer, and therefore easily -- more easily reportable on a rate zone basis.


The only other one that I had made a distinction on -- and it is because we haven't had a discussion or further dialogue as yet with the Electrical Safety Authority -- are the three ESA-related reporting requirements that are also on the scorecard, and some those metrics come from the company and some of them come from ESA itself, so that combination hasn't been worked out as yet and how that would actually come together as a reporting.


MR. BRETT:  Just -- I can understand your -- I think what you're saying on the debt side is you're going to consolidate that debt into the one debt for the parent company, for the new company; right?


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


MR. BRETT:  And the -- the question of operational reporting -- or, sorry, just before that, just a quick question.  Now, by the trial balance, is that -- are you referring to the revenue-requirement trial balance?  What are you -- is that the -- that's the -- or is that the regulated company's financial-statement trial balance?


MR. MacDONALD:  It is essentially, Mr. Brett, the latter.  The trial balance is the income statement cash flow and balance sheet for the LDC, and it's filed with the April Triple-R filings.


MR. BRETT:  And your comment on that was what?  That you would not have that or...


MR. MacDONALD:  We would not intend to sustain that in the new company.  We are merging.  We need to have one view of the new company.


MR. BRETT:  Right, right, so in other words, you would show amalgamated, merged operating costs, capital costs, so and so forth, all of the elements of the financial statement?


MR. MacDONALD:  Correct.


MR. BRETT:  But then are you also going to report on, in the first several years, for each of the four divisions -- I think -- will you be reporting, for example, the key operating financial things, like operating costs --


MR. MacDONALD:  Only to the extent that it is needed for items such as the Horizon rate plan, for example.  So it wouldn't be a full trial balance.  But we would track the data necessary to fulfill the promises made in the Horizon custom IR case, rate settlement.


MR. BRETT:  And for those entities that are still on custom IR -- well, that's Horizon and --


MS. BUTANY-DeSOUZA:  That's only Horizon.


MR. MacDONALD:  It would only be Horizon, and Power --


MR. BRETT:  And the cost-of-service filing for PowerStream.


MR. MacDONALD:  In the '17.


MR. BRETT:  And that would show all of the detail for PowerStream.  The PowerStream -- the cost-of-service filing for PowerStream, would it -- it's on a -- it would be on an old PowerStream basis; is that correct?


MR. MacDONALD:  Just to clarify, you know, that's -- we -- decision, and the rate orders -- draft rate orders and rate orders for that case have just been done in the last number of weeks, so what's actually happening is the Board has said that for the Power -- for PowerStream, 2017 is a cost-of-service year.  However, we are establishing those rates this year as soon as we have the cost-of-capital parameters available from the Board, so we won't be submitting an application, but we will be establishing rates on a cost-of-service basis for 2017.


MR. BRETT:  I see.  All right.  Thank you.


MR. QUESNELLE:  Thank you, Mr. Brett.


Ms. Helt, any questions?

Questions by Ms. Helt:


MS. HELT:  Thank you, Mr. Chair, just for really one or two questions, I think.  Most of the questions with respect to the conditions have been asked.


Just a general question:  When do you expect your licence to take effect?


MS. BUTANY-DeSOUZA:  We would anticipate that it would take effect on closing, so...


MS. HELT:  So what would that be?


MS. BUTANY-DeSOUZA:  Well --


MS. HELT:  You're expecting December 31st of this year, or...


MS. BUTANY-DeSOUZA:  That is our going -- that's our working assumption right now, yes.


MS. HELT:  All right, because the only reason I ask is just with respect to the conditions and saying that the Triple-R reporting will be done on each of the four rate zones pending consolidation, which is anticipated to be in year 4, generally speaking the Triple-R reporting goes with the -- it's per licensee, so then this condition then would exempt you from that?


MS. BUTANY-DeSOUZA:  That's why we set it out as a separate condition.


MS. HELT:  All right.  I just wanted to clarify that.


Thank you.  I have no other questions.

Questions by the Board:


MS. LONG:  Just -- I don't want to flog a dead horse here, but just to let Mr. Cass know my concern on condition 3.  My concern is, I just think the way this is drafted, even though you are working toward consolidated reporting, I'm not so sure that this conveys that.


So in year 7 I think what your goal is is to get to consolidated reporting, but I think because you have at its option in here -- one could read this to say it's at your option that you could have consolidated reporting even further on down the road, so maybe that's something you could address in your submissions to me, Mr. Cass, and help me explain that, the thinking behind the way that this is drafted.


And the only other question I had, in your presentation you noted that one of the effects of this merger would be that Enersource and Horizon customers that are GS under 50 would not have monthly billing until, in the case of Enersource, it would be December of 2018 and Horizon, December 2019.


Have you had any conversations with those customers and are they aware that monthly billing will be that much further down the Horizon for them?


MR. MacDONALD:  We have not done customer communication as yet.


MS. LONG:  Okay.  Do you have any sense that that might be a difficulty for them, given the push toward monthly billing?


MR. MacDONALD:  We don't have a sense of that now.


MS. BUTANY-DeSOUZA:  It might be helpful to know, however, that -- so this is for residential and GS less than 50 -- we do survey our customers, so we communicate with our customers on a regular basis, we survey our customers.  In those surveys there is opportunity for customers to identify concerns that they have, questions that they have, the topic of monthly billing.  I can certainly speak for the Horizon Utilities' rate zone, the topic has not come up in our customer surveys.


MS. LONG:  And this is for residential and GS under 50?


MS. BUTANY-DeSOUZA:  Correct.


MS. LONG:  And I guess, is there any timing with respect to, would residential go to monthly billing first or GS under 50 or it's both at the same time?


MS. BUTANY-DeSOUZA:  It is both at the same time.


MR. MacDONALD:  Yeah, PowerStream is rolling this out in beginning of the new year, so it's concurrent for the two classes.


MS. LONG:  Those are my questions.  Thank you.


MR. QUESNELLE:  Thank you.


I just want to -- and it may be in your -- as far as the actual accountability, I suppose, if we put it that way.  We are talking a lot about the reporting.  But from a licence condition point of view in the first three years, is it considered to be, from a compliance point of view, if it's an operational issue, we've got reporting on a rate zone basis, from a licence condition point of view, is the accountability on the metric for that licence, for that -- you have one licence, but to stay in compliance you would have to meet the metric for each of the four zones and if you don't would that -- would you be out of compliance, or can you report one way and aggregate for -- as a company?


Like, what I'm getting at is the accountability is also at the rate zone level as long as you're reporting at that level?


MS. BUTANY-DeSOUZA:  The accountability, I guess, ties back to the licence itself, and so the licence pertains to the entity.


MR. QUESNELLE:  So we'll see where the problem may be, but it is not a problem if an aggregate -- your metric is measured a different way.  What I'm getting at is, does that require two reports then, one at the rate zone level and an aggregate for a compliance point of view?  Because I'm not seeing that condition.  Because I would like to understand what the accountability is.


MR. CASS:  And Mr. Chair, if I might, just to clarify your question, I think accountability could be looked at in two ways.  There is only one licensee, there would only be one licensee, so there would only be one accountable party.


But that's not your question, as I understand it.  You're asking is that one accountable party accountable for performance in each of the rate zones.  Is that your question, as I understand it?


MR. QUESNELLE:  Thank you, Mr. Cass, that is the question.


MS. BUTANY-DeSOUZA:  So the answer then to the clarifying question is yes.


So to reiterate, Mr. Cass had articulated that the goal would be to be compliant in the four rate zones.


MR. QUESNELLE:  And if one of them didn't meet a metric, then there is a compliance issue which the licensee is accountable for.


MS. BUTANY-DeSOUZA:  That’s correct.


MR. MacDONALD:  LDC is accountable for what's happening in all four rate zones.


MR. QUESNELLE:  And I understand that you haven't worked through them all, you don't have a listing.  But you did make a comment that to the extent that it's a financial metric, it’s a company-wide metric, and then that's how you would report it, even in the early years.  And if it's operational, then when you can report on a consolidated basis is when you will report on a consolidated basis, but you expect that that will be after the first three years.


MS. BUTANY-DeSOUZA:  It stands to Reason, given our timeline for integration of the underlying systems, that that won't be a pre-year-3 event, which is why year 3 was the distinction.  As I mentioned earlier, there was some magic to year 3 because Horizon's -- Horizon's settlement agreement, that term, the custom IR term would end in 2019, which is at the end of year 3, for filing the DSP for the merged entity.  So LDC Co. for 2020 and beyond, the systems come together by year 3, which is at least the target certainly for now.


So that's -- that's the reason -- the -- there are several reasons are the magic around it.


MR. QUESNELLE:  Okay.  We talked about accountability, and I guess what I'm trying to get at is what's the philosophy here as to what's magic about the Board's expectation for the company that's tied to the underpinning capacity to report differently?


Reliability, in the first four years, you will be reporting on a rate zone basis.  But that need not be done to satisfy the issues around the rate-setting and ESM for Enersource -- for Horizon, rather.


So what's the philosophy tied to that from a reporting perspective and accountability perspective.  Nothing magic happens in year 4, other than that you will be consolidated on a system-wide basis.  So what is it that would drive that in your proposal?


MR. MacDONALD:  So LDC Co., the licence holder, which has four rate zones under it for rate-making, would be held to account for all of those metrics in all of those areas.  So, in the PowerStream area, if reliability is an issue, LDC Co. would be held to account for that.


Notwithstanding that, I think there are a number of metrics that LDC Co. would want to track on a rate zone, or even more granular -- I think reliability is a perfect example.  Would you want to know how your reliability stats are in each of the four rate zones for the ten-year term before rebasing.  So I think there's a combination.


MR. QUESNELLE:  But in year 7, if you're fully consolidated and you are reporting on the four rate zones, back to my earlier question, is LDC Co. accountable for them separately or are -- at that point, are we looking at an accountability to a aggregated metric in reliability?


MR. MacDONALD:  I would think by -- I would hope by year 7, it would be aggregated.


MR. QUESNELLE:  So it is again tied to your capacity to aggregate them, and yet we just talked about the -- with reliability, you can do it both ways from the start.  It’s just math.


MR. MacDONALD:  Yes.  The driving Distinction, though, is accountability versus -- maybe I'm getting more into operations, but setting aside accountability and meeting certain standards, we may well want to track certain metrics in different areas in different ways.


MR. QUESNELLE:  I understand the distinction, Mr. MacDonald.  But from the Board's point of view, we have to know, when we're approving a licence condition, what's the -- what significance it has and whether or not it is being met.


I mean, we are straying into an area, Mr. Cass, that you can assist on.  But it is just that.  From an operational perspective, I understand that you want to manage the system and know where your issues are. 


But from an accountability point of view, I think the Board has to understand what's the philosophy of migrating from the individual accountability on the rate zones to an aggregate, corporate-wide basis, because I don't see anything magic -- and I am using reliability as an example because it doesn't require any systems to be integrated to be able to report differently; you can do that now.


MR. MacDONALD:  So we are doing a merger of four entities and bringing them together and as a by-product, things are going to happen.  So it will be difficult for each year, say years 1 through 10, to say exactly which metric would be individual or on a consolidated basis.  I think that would be difficult to do.


MR. QUESNELLE:  I think we need a philosophical approach to this, and this is why -- and this goes right to what we discovered through examination last week, was there is a direct linkage year here, I think, when we’re – because this is relatively new.  Now and we have the four entities coming together, and it goes right back to the shareholder agreement of having rates stand alone and separate as long as the underpinning costs are separate, and until there is no material difference.  So that drives a whole management of the rate zones.


But from the Board's perspective, I think we have to have a clear understanding of what you're being accountable for going in.  This is a no harms test and if one of the rate zone is now going to be left aside because the others have to catch up from a reliability point of view, I think that has to be understood.  In aggregate, everybody might be better off, but I think that has to be understood.  And that's why it's important, Mr. Cass, that we have the Applicants’  philosophical approach to this and what is intended because at this point from the answers, we don't know whether or not in year 1 there is an aggregate, or potential for aggregate.


There is the potential for it; we can do the math today.  So there is nothing that's driving it from a systems integration point of view, and I think the ratepayers need to know, okay, what is going to be the driver for reliability going forward.  Is it by rate zone, or in aggregate -- and if not in aggregate, why not, and if – you know, what's the philosophy, I suppose. 


That's all I had on the -- any Questions?


Given all that, I think we have some questions on the functionality, or how you intend to function and derive calculations for the management of the ESM post year 5.  And I'm wondering if you could help us out with that, any overview that you can provide us.  And if any questions come from that, we'll address those.


MS. BUTANY-DeSOUZA:  So, in conjunction with, and in support of the Board's policy on MAADs applications and LDC consolidation, LDC Co. is proposing an ESM that would come into effect after year 5, so for years 6 to 10 of the deferred rebasing period. 


That ESM is consistent with the Board's report, both the handbook and the 2015 March report, in that it sets out a 300 basis points dead band, after which we would share any earnings above the 300 basis points, 50-50 with ratepayers.


Our expectation is that the Board has a process for the assessment of that ESM.  We would take advantage of and utilize the Board's own framework; that is that we would bring forward that ESM, or the assessment of the ESM in a future IRM application.


That ESM pertains to year 6.  So year 6, if we're assuming consolidation as of January 1, 2017, is 2022 actuals, therefore filed in 2023 for rates effective January 1, 2024.


We believe that we would set out the performance of LDC Co. in an IRM application, as all of the four rate zones will be on price cap IR by that time, and that then the ESM would be evaluated or adjudicated by -- adjudicated by the Board and evaluated by parties -- the evidence tested by parties and the Board during that process.


MR. QUESNELLE:  Just off the top, and the sharing back to ratepayers would be on what basis?


MS. BUTANY-DeSOUZA:  So given the time line that I've just identified, that we're talking about 20 -- and it's not meant to be cute or trite, but given the timeline, that we're talking about 2022 for a filing in 2023 for rates in 2024, we are still thinking it through, in terms of how that mechanism would work, but fully expect that there's an opportunity, given that that's a rates issue, that that would be fully discussed -- full discovery, et cetera, during the related rate application at that time.


We haven't finalized or concluded on what that ESM sharing will specifically look like across the four rate zones.  We have some evolving or developing thoughts, but nothing final.


MR. QUESNELLE:  Have you put your mind to what methods of accounting in the first five years -- or, sorry, in year 6, year -- the sixth year would have to be in place to provide you with the options that may be of interest to the parties that may be intervening?


MR. MacDONALD:  Yes, certainly.  That's why we would need to have financial reporting for LDC Co. on a consolidated basis.


MR. QUESNELLE:  Uh-hmm.


MR. MacDONALD:  And to your earlier question, you know, Ms. Butany is right, we haven't thought this through, but certainly, you know, going back to principles it would be, you know, fair, equitable, we'd find a way to customers -- if there was -- that was triggered between our basis point threshold that any sharing would be done equitably across different customer classes and rate zones.


MR. QUESNELLE:  The considerations you'd be putting into the design of that and the proposal -- and I'm thinking that the connection and the nexus with the shareholders agreement that the rates be kept separate and distinct, do you feel that there's anything driving you from that perspective that would require a -- a -- asymmetrical distribution of the earnings?


MS. BUTANY-DeSOUZA:  The principle is fair, and certainly it's grounded in the U.S.A., as you quite astutely pointed out.  However, as Mr. MacDonald said, we're continuing to develop the thinking on it.


There's a number of different approaches, perhaps likely several, that we haven't contemplated at this time, but continuing to bear in mind how we meet both that guiding principle that's within the unanimous shareholders agreement and the other principle, which is that the sharing will be equitable, recognizing that from a no-harm perspective the sharings -- any sharing above the 300 basis points is a benefit to all customers.


MR. QUESNELLE:  Okay.  Thank you.


Any other questions on ESM?  Mr. Brett, Ms. Helt, do you have anything?  Oh, Mr. Janigan.

Continued Questions by Mr. Janigan:


MR. JANIGAN:  Thank you.


I'd just like to return to a question I asked earlier in the proceeding concerning the expectations associated with whether the utility would exceed 300 basis points for ROE, and then given the Enersource decision in EB-2015-0065 it might not be eligible for an ICM, and I believe the answer that was given at the time by Ms. Butany was they didn't expect to be earning 300 basis -- over 300 basis points at that time.


I wonder how that squares with the whole ESM program and whether or not I'm mixing apples and oranges here?


MS. BUTANY-DeSOUZA:  Well, I would hate to suggest that you are mixing apples and oranges, but I think that the concepts are slightly different, and it's -- perhaps simply put it's this, that the ESM as set out in the Board's policy and to which LDC Co. in its application has aligned similarly or used a compliant ESM, the idea is that consolidating entities need time to come together, there's costs associated with it, and so I think once you get over the 300 basis points, that there is the opportunity to share  50/50, but I don't think -- I mean, the -- I don't think that it's incongruent with the other concept of the ICM.


If we go over the 300 basis points threshold we are cognizant of the related policy on ICM that you can't, from a means perspective, you wouldn't satisfy the means test, and so therefore you are not eligible for the ICM.



MR. JANIGAN:  So what's the --


MS. BUTANY-DeSOUZA:  I think they're separate.


MR. JANIGAN:  What's the hierarchy of applications?  Is it the means test for the ICM first and then the rate sharing afterwards -- or the ECM (sic) sharing afterwards?


MS. BUTANY-DeSOUZA:  I don't think that there is a hierarchy.


MR. JANIGAN:  Okay.


MS. BUTANY-DeSOUZA:  And maybe I'm -- perhaps I'm missing what you are trying to convey --


MR. JANIGAN:  Well --


MS. BUTANY-DeSOUZA:  -- but it seems to me that you -- as an entity, we will be reporting whether we've triggered the ESM.  If we've triggered the ESM then we are not ICM-eligible.


MR. JANIGAN:  Okay.


MS. BUTANY-DeSOUZA:  And frankly, ICM applications will likely come in in IRM applications, which will also contain the ESM reporting, so I think the assessment is --


MR. MacDONALD:  Together.


MS. BUTANY-DeSOUZA:  -- together, contained together.


MR. JANIGAN:  Okay.  Thanks very much.


MR. QUESNELLE:  Thank you, Mr. Janigan.


Panel?  Do you have anything?

Continued Questions by the Board:


MS. SPOEL:  So I just want to go back to the questions that Mr. Quesnelle was asking about the sharing, and I appreciate that you haven't fully developed it, but I'm trying to think ahead what we would do if we were sitting here, whichever panel is sitting here in 2024 or 2023, I guess --


MS. BUTANY-DeSOUZA:  2023.


MS. SPOEL:  -- 2023, and you've got a propose -- you know, one proposal might be, I assume, that there is an amount to be shared and it gets shared amongst all the ratepayers, you know, according to their relative rates and sort of equally shared amongst all the rate zones.  And that's one proposal.


You may then, I suppose, have a group of -- let's say the people in the Horizon rate zone might say, Well, wait a minute, our rate zone is a rate zone that actually created all these savings and we want it all, and we don't want the people in the PowerStream rate zone to get any of it, and whatever proposal you put forward, you might have those discussions happening.


And what I'm wondering is, who's going -- since it's one company, but LDC Co. making the application, who is going to be speaking for the interests of the people in the Horizon rate zone or the Brampton rate zone or whatever, as you have this discussion about how that money should be shared?


It's one thing to have cost allocation or issues as between rate classes, which we deal with regularly with cost allocation and rate design, but once you're starting, you have got the residential ratepayers in one rate zone and the residential ratepayers in another rate zone, and one -- they are going to get a dollar back and they are going to get two or whatever it is, whatever the sort of formula works out to --


MS. BUTANY-DeSOUZA:  Right.


MS. SPOEL:  -- I'd be happy not to be a Board member having to try -- or part of the panel having to try to sort that one out.


So I think -- and I recognize you haven't worked it all out, but you might give some thought to those -- the difficulties inherent in not having a plan now that -- and saying, Well, we'll come forward with a proposal, because I don't know how you are going to sort that proposal out.


MR. MacDONALD:  So I guess my immediate reaction is --


MS. SPOEL:  It's not really a question, but anyway, it's a comment.  But I'm happy for you to respond to it.


MR. MacDONALD:  If I may, Ms. Spoel, thank you.  You know, I envision this company having, after closing, a board.  We talked about our transitional committee moving over to being a board.  And just having left some corporate governance sessions here at the Board last week, you know, the Board has to -- is required to take the company view, the LDC view, and I really think that goes above and beyond squabbling in rate zones about where the -- any over-earnings goes.


I think it is definitely a corporate view.  It will have to be principled, equitable.  You know, we all -- we have experts in the four utilities on cost allocation, things that we've done based on kilowatt hours or customers, et cetera, but I think, you know, it seems that with a board in place looking over the high-level over this, it is going to -- it is going to be done on a company basis, notwithstanding the fact that there are rate zones.


I really -- I would hope there wouldn't be squabbling about who gets this over earning, but you may be right.


MR. QUESNELLE:  Okay, any other questions?  Anything you want to close with, Mr. Cass?


MR. CASS:  Nothing from me, Mr. Chair, thank you.


MR. QUESNELLE:  Thank you very much to the panel.


The intent was to have argument-in-chief orally today after a sufficient amount of time.  Mr. Cass, what works for you?


MR. CASS:  Yes.  So, Mr. Chair, I was ready to go with argument-in-chief.  I do think we just need some time to discuss the questions the Board panel has raised. 


I would hope that half an hour would be enough time to discuss those questions and be able to come back, if that suits the Board.


MR. QUESNELLE:  It certainly does. Okay, why don't we resume at 11:15 then.

--- Recess taken at 10:45 a.m.

--- On resuming at 11:33 a.m.

MR. QUESNELLE:  Okay, Mr. Cass, whenever you're ready.

Argument-In-Chief by Mr. Cass:


MR. CASS:  Thank you, Mr. Chair.


In argument-in-chief, what I hope to do is bring this case back to what the application is all about.  In order to do that, I will address a number of areas.


I will start first by briefly talking about the nature of the application.  Second, I will make some comments about the Board's guidance for consolidation applications.  Third, I will address the applicant's proposal and how it is in accordance with the Board's guidelines.  Fourth, I will talk about the Board's test for consolidation applications.  Fifth, I will make submissions about how the application meets and, indeed, exceeds the Board's test.  And then as well, I will have some concluding remarks, and I will address as best I can the Board's Panel's questions somewhere there towards the end of my submissions, if that meets with the Board's approval.


MR. QUESNELLE:  Certainly.


MR. CASS:  So to start first with the nature of the application, as we are all aware the applicants seek approval of the Board in order to proceed with an amalgamation of Enersource, Horizon Utilities, and PowerStream, and the purchase and subsequent amalgamation of Hydro One Brampton.  The resulting distributor has not yet been formally named but is referred to as LDC Co. in the application.


If approved the consolidation will result in the creation of a primarily municipally owned distributor, serving approximately 950,000 customers across the Golden Horseshoe, as far as north as Barrie and Penetanguishene, and southwest to St. Catharines.  It will have a rate base of approximately $2.5-billion and a service territory of approximately 1,800 square kilometres.


LDC Co. will continue to provide reliable electricity service to its customers.  The weighted average SAIDI of the four utilities involved in the consolidation is 1.16, compared to an LDC sector average of 1.49 in 2014.


I won't go through the specific approvals sought by the applicants.  They are set out in the application at section 3.0.  In summary, these are primarily approvals under section 86 of the Ontario Energy Board Act 1998, but also include other relief, such as the leave for the four merging entities to transfer their licences and rate orders to the merged entity, LDC Co., pursuant to section 18 of the statute.  And as the Board is aware, there is, as part of the application now, the licence application for LDC Co.


This request for approvals has been made by the applicants in a manner that brings into play the guidance that the Board has provided for consolidation applications.


I will then turn, as I said I would do, as my second area to the guidance that the Board has, in fact, provided for applications such as this.  The Board has on a number of occasions provided this guidance regarding consolidation applications.  It can be found, for example, in the EB-2014-0138 report on rate-making associated with distributor consolidation that was issued in March of 2015 and in the handbook to electricity distributor and transmitter consolidations that was issued in January of this year.


The guidance provided by the Board has recognized the recommendations in favour of electricity distributor consolidation that have been made by review and advisory bodies, and in so doing the Board has specifically accepted the benefits associated with consolidation of electricity distributors.


This can be seen just as an example at page 1 of the handbook to which I have referred.  And indeed, at page 13 the handbook says, and I'm quoting here:

"The OEB considers that consolidations can provide for greater efficiencies and benefits to customers and is committed to reducing regulatory barriers to consolidations."

The handbook goes on to address how the Board's policies are intended to encourage consolidation.  In particular at page 12 the handbook indicates that consolidating distributors are permitted to defer rebasing for up to ten years from the closing of the transaction.


The rebasing deferral period of up to ten years, of course, is an extension of the five-year deferral referred to in the Board's 2007 report on rate-making policies associated with distributor consolidation.  That report was in EB-2007-0028.


And according to the handbook the longer rebasing -- I'm sorry, deferred rebasing period is appropriate to incent consolidation.


At page 12 the handbook says that:

"Distributors must select a definitive time frame for the deferred rebasing period."

It also says that:

"No supporting evidence is required to justify the selection of the deferred rebasing period subject to the minimum requirements set out below in the handbook."

With respect to those minimum requirements, the handbook says that consolidating distributors must identify in their consolidation application the specific number of years for which they choose to defer rebasing and they cannot select a deferred rebasing period that is shorter than the remaining term of one of the consolidating distributors.


Then at page 16 the handbook talks about how consolidating entities that propose to defer rebasing beyond five years must implement an earnings sharing mechanism for that period beyond five years.


In the 2015 report, the Board said that under the ESM excess earnings are shared with customers on a 50/50 basis for all earnings that are more than 300 basis points above the consolidated entities' annual ROE.


At page 16 the handbook says, and I'm quoting here:

"No evidence is required in support of an ESM that follows the form set out in the 2015 report."

That's the end of the quote.


The handbook also addresses rate-setting during the deferred rebasing period.  This is at pages 13 to 14 of the handbook.  It says a distributor on price cap IR whose plan expires would continue to have its rates based on the price cap IR adjustment mechanism during the remainder of the deferred rebasing period, and a distributor on custom IR whose plan expires would move to having rates based on the price cap IR adjustment mechanism during the remainder of the deferred rebasing period.


So that's some background of the guidance that the Board has provided with respect to consolidation applications, and with that background I'll go on to address how the applicant's proposal is very much in accordance with that guidance.


So indeed, in accordance with the Board's guidance the applicants have selected the specific number of years for which they wish to defer rebasing -- that is, ten years -- and they have identified that specific number of years in their consolidation application.  That can be found in the application at section 3.0, Part 2, "deferred rebasing", paragraph (a).


The deferred rebasing period in accordance with the guidance is longer than the shortest remaining termed (sic) to rebasing of any of the consolidating distributors and, as I've already stated, no supporting evidence according to the handbook is required to justify the selection of the deferred rebasing period.


Further, the applicants have proposed an ESM that "follows the form" set out in the 2015 report.  The ESM will be implemented if the consolidated entities' ROE is greater than 300 basis points above the allowed ROE, as set out under the incentive regulation policy, and will be based on 50/50 sharing of excess earnings with customers.


That can be found in the applications again, section 3.0, again, Part 2, under "deferred rebasing", paragraph (c).


And as I've already stated, the guidance is that no evidence is required in support of an ESM that follows the form set out in the 2015 report.


As for rate-setting during the deferred rebasing period, the applicants have again followed the guidance provided by the Board. 

The Enersource and Hydro One Brampton rate zones will remain on price cap IR until the end of the ten-year rebasing period.

The Horizon Utilities rate zone will remain on custom IR until the end of that custom IR term in 2019, at which point Horizon Utilities will maintain price cap IR until the end of the ten-year rebasing period. 

The PowerStream rate zone will remain on rates determined in accordance with the Board's recent decision in the PowerStream custom IR application -- that's under docket EB-2015-003 -- through 2017, at which point PowerStream will then maintain price cap IR until the end of the ten-year rebasing period.

The Board's policies provide for the filing of incremental capital module applications, that include both non-discretionary projects and normal and expected amount investments during the rebasing deferral period for those rate zones in which price cap IR is in effect, and the applicants have indicated that ICM applications in accordance with applicable Board policies will also be made as part of annual rate adjustment applications under price cap IR.

I'll then turn to the Board's test for consolidation applications.  The Board has confirmed that in reviewing applications for approval of consolidation transactions, it has applied and will continue to apply the no harm test.  Among other places, that can be found in page 3 of the handbook.  And carrying on with some of the guidance from the handbook:
“The no harm test considers whether the proposed transaction will have an adverse effect on the attainment of the Board's statutory objectives for electricity as they are set out in section 1 of the OEB Act.” 


That's perhaps self-evident, but it can be found at page 4 of the handbook.
“If the proposed transaction has a positive or neutral effect on the attainment of the statutory objectives, the Board's guidance indicate that the transaction will be approved.”


Also confirmed in the handbook is that the question for the Board is neither the why nor the how of the proposed transaction.  I think we had some discussion about this during the oral hearing.  The application of the no harm test, according to the handbook, is limited to the effect of the proposed transaction before the Board when considered in light of the board's statutory objectives. 

The guidance indicates that it's not the Board's role to determine whether another transaction, whether real or potential, can have a more positive effect than the transaction that has been placed before the Board.  I will have a little bit more to say about that later.  Accordingly, the Board will not consider whether a purchasing or selling utility could have achieved a better transaction than that being put forward for approval in the application. 

The Board will not consider issues relating to the overall merits or rationale for applicants' consolidation plans, nor the negotiating strategies or positions of the parties to the transaction.  And finally, the Board will not consider issues relating to the extent of the due diligence, the degree of public consultation or public disclosure by the parties leading up to the filing of the transaction with the Board.

This is all guidance from the handbook and indeed is well-established guidance, I believe, from the Board. 

I will just briefly run through the Board's statutory objectives for electricity.  I know that we're all aware of them, but because of the no harm test being applied in relation to the statutory objectives, I think that it's important just to confirm them for the record as part of this argument-in-chief. 

The first of course is to protect the interest of consumers with respect to prices.  Another is to protect the interest of consumers with respect to the adequacy, reliability and quality of electricity service, also to promote the education of customers -- consumers, I'm sorry, to promote economic efficiency cost effectiveness, to facilitate the maintenance of a financially-viable electricity industry, to promote electricity conservation and demand management in a manner consistent with provincial government policies and having regard to the economic circumstances of consumers, to facilitate the implementation of a Smart Grid and finally, to promote use and generation of electricity from renewable energy sources in a manner consistent with government policies. 

Now, the handbook differentiates amongst these objectives for the purposes of a consolidation application.  At page 6, the handbook indicates that while the Board has broad statutory objectives, in applying the no harm test it is primarily focused its review on impacts of the proposed transaction on price and quality of service to customers, and the cost effectiveness, economic efficiency and economic efficiency and financial viability of the of electricity distribution sector.  Again, that's at page 6 of the handbook.

It also stated given the tools already available to the Board and its ongoing performance monitoring, the Board is satisfied that the attainment of the statutory objectives relating to conservation and demand management, implementation of a smart grid, and the use and generation of electricity from renewable resources will not be adversely effected by a consolidation, thus the handbook says there is no need or merit in further detailed review of these last-mentioned objectives as part of the Board's consideration of a consolidation transaction.

So this is the guidance that the applicants have followed in putting together their application for the Board and, in my submission, based on the evidence in this proceeding, there can no doubt that the applicant's proposal meets and exceeds the no harm test in relation to all of the Board's statutory objectives, and particularly in relation to the areas of primary focus for the Board.

That then brings me to my submissions about how the application indeed does meet or exceeds the Board's no harm test.  I will start first by addressing the no harm test in relation to the statutory objective regarding price.

The evidence is clear, in my submission, that the no harm test has been met in this case.  Insofar as the protection of the interests of consumers with respect to price is concerned, indeed not only will there be no harm with respect to price, but distribution costs to customers of LDC Co. are expected to be considerably lower than what would be the case if the proposed consolidation does not occur.

The reduction and distribution costs is a material amount through the rebasing deferral period, and it grows even larger after the end of the rebasing deferral period.  There's evidence to be found on this at Exhibit B, tab 6, schedule 1, page 4, and in particular figure 26.  There the applicants have showed distribution revenue trends over a 25 year forecast period.

The chart there and the accompanying narrative illustrate that the consolidation creates significant benefits to customers in the area of distribution service costs.

The applicants have projected that over the entire forecast period, the benefit to customers of consolidation when measured against the status quo averages almost $49 million per year.

Through the rebasing deferral period alone, the projected benefit averages almost $20 million per year, or over 3 percent per year less than costs to customers under status quo.

One of the key areas in which the applicants intend to pursue greater efficiencies and savings through consolidation is in the area of OM&A expenses, and the discussion of this can be found at Exhibit B, tab 5, schedule 5 of the application, where the applicants have estimated the sustained OM&A savings, net of transition costs, will be approximately $42.5 million in year 5 and beyond.

The OM&A savings will be achieved through $200 million, net of transition costs, in savings over the first ten years post consolidation -- sorry, I misspoke.  I meant to say that the savings will be achieved through $270 million, net of transition costs, in savings over the first ten years post consolidation from payroll reduction, and $42 million net of transition costs for payroll -- non-payroll cost reductions.

The OM&A budget for LDC Co. is therefore anticipated to be approximately 15 percent lower than the sum of the OM&A budgets for the parties three to five years following completion of the consolidation.  This is another clear illustration that the proposed consolidation not only meets the no harm test, but exceeds it, creating significant and lasting benefits for customers.

I'll then talk about the no harm test in relation to quality, reliability, and adequacy of service.


In their application and throughout this proceeding the applicants have confirmed their commitment to maintaining the quality, reliability, and adequacy of electricity service for LDC Co.'s customers.


The four consolidating distributors currently have a total of six service centres across their four service areas.  These are in St. Catharines, Hamilton, Mississauga, Brampton, Markham, and Barrie, and these will be continued to be used for construction and maintenance, trouble response, logistics, fleet services, and metering.


As a result, the adequacy, quality, and reliability of electricity service will be maintained.  The operation staff that currently respond to outages and power-quality issues will continue to serve the communities that they serve at present.


Because these staffing levels will not be changing the applicants anticipate that response times will not degrade.  In fact, during large-scale outages, LDC Co. will have the ability to draw upon a much larger number of operations staff for restoration efforts; as an example, storm restoration efforts.


While the test is one of no harm, the applicants also believe that the proposed consolidation provides opportunities to improve service levels to their customers through initiatives such as the implementation of new technologies and the adoption of best work practices.


The applicants' intention is that LDC Co. will harmonize the engineering standards of its predecessor utilities and this will enable more efficient and effective inventory management and ensure sufficient spare equipment across the entire LDC Co. service area.  This can contribute to higher reliability and reduced restoration time.


Customers in all affected service areas will benefit from being served by a larger utility that will have an expanded ability to monitor, report on, and improve system reliability and power quality, given its greater resources.


The applicants believe that the proposed consolidation will also be beneficial to customers seeking new connections and/or the expansion of existing distribution services.


The parties' policies and practices for expansion of the distribution system will be standardized across the LDC Co. service territory.  Developers and prospective customers will receive standard offers to connect and will need to deal with only one distributor across a large part of the Golden Horseshoe and the Barrie and Penetanguishene area.


Next I'll turn to the no-harm test in relation to cost-effectiveness and economic efficiency.  I think I've touched on some of this already, but I'll elaborate a little more.


The evidence explains how the proposed transaction will have a positive effect on economic efficiency and the cost-effective distribution of electricity, in particular at Exhibit B, tab 6, Schedule 1.


As I've already discussed, the applicants anticipate significant cost savings for customers, compared to the status quo of four separate distributors, and this includes significant and ongoing reductions in OM&A costs.


At Exhibit B, tab 6, Schedule 1, the applicants discuss the synergies anticipated from the consolidation.  These include aggregate gross, pre-tax, OM&A savings of $355 million in LDC Co. over the first ten years following consolidation, or approximately 14 percent of total OM&A expenditures, and continuing thereafter at a savings rate of approximately 15 percent annually, an aggregate gross capital expenditure savings of $168 million in LDC Co. over the first ten years following consolidation, thereafter continuing at a sustained level of $8 million annually.  This amounts to total operating and capital synergies of approximately $522 million as a result of the consolidation.


Key measures to accomplish this improvement in economic efficiency for LDC Co. involve the elimination of redundant positions within the organization and the reduction in the numbers of control rooms and call centres.  These represent opportunities for improved economic efficiency and cost savings that would not have existed in the absence of the proposed consolidation.


Next, on the no-harm test with respect to financial viability -- this is discussed at Exhibit B, tab 6, Schedule 4.  There the applicants indicate the effect of the Hydro One Brampton purchase price on the financial viability of the purchasers, and in short, the evidence is that financial viability will not be adversely affected by the purchase.


To provide a bit more detail, subject to purchase price adjustments, as discussed in the application, the $607 million of consideration payable for Hydro One Brampton is $202 million above its projected 2015 Board-approved rate base of $405 million.


Subject to ongoing rate applications and OEB reviews, LDC Co. may recover on the rate base portion of the consideration, but of course not the premium.


The applicants have modelled the proposed consolidation, including the sources and amount of acquisition financing, to target a long-term A-range rating.  And again, in this regard I'm referring to the evidence at Exhibit B, tab 6, Schedule 4.  This long-term A-range rating is consistent with the Canadian utility practice for rate-regulated utilities.


In determining the amount of debt and equity financing that was appropriate to support an A-range rating, the applicants prioritized the maintenance and growth of regulated long-term capital and operating programs for each of the four consolidating utilities consistent with their individual long-term plans and considered the forecast synergies, savings, and implementation costs and Hydro One Brampton acquisition financing.


The applicants determined the targeted amount of debt financing for the transaction to be $424.9 million, with the remaining $182.1 million to be financed by shareholder contributions.


The details of the approach to acquisition financing for Hydro One Brampton and the financing -- Hydro One Brampton and the financing plan are discussed at Exhibit B, tab 6, Schedule 5, and in attachment 3 to the application.  Attachment 3 is, in fact, called the summary of the financing plan for the transaction.


To summarize this evidence, the applicants have arranged a commitment from two financial institutions, $625 million non-revolving term loan, to provide a source of short-term financing for the Hydro One Brampton acquisition.


The applicants will then cause LDC Co. to work diligently to establish a new HoldCo trust indenture to provide for a long-term debt issuance to take out the acquisition facility as soon as is practical following the acquisition of Hydro One Brampton.


The applicants have concluded, and the evidence is, that the financial ratios and indicators for LDC Co. will continue to be consistent with an A-range rating.  Therefore, the applicants submit that the purchase of Hydro One Brampton will not have an adverse effect on the financial viability of LDC Co.


So just before I come to my conclusion with respect to this argument-in-chief, I am going to do my best to address questions that came from the Board Panel earlier in the morning today, and in line with the way the questions were posed I will try to do this as a matter of philosophy or principle rather than specific wording of conditions to see if that might be helpful.


First, the Board is aware of -- from the proposed licence conditions that condition 1 talks about tracking of operations in four separate rate zones for a three-year period following the completion of the consolidation.


The philosophy of this is essentially that during this three-year period the applicants are looking as much as possible to continue to report separately for the four rate zones.


The applicants' perception is that the Board would see that to be useful, and the applicants are looking to provide the information that the Board would like to see on a rate zone basis for that three-year period. 


Again, this is to the extent that it's possible.  There was discussion in the evidence this morning of some areas in the financial area where it might not be possible or of very little value to try to do absolutely everything on a zone basis during that three-year period.


Then the second principle that was underpinning these conditions is that after this three-year period, applicants expect that they will be in a much better position to assess the situation around continued reporting to the Board. 


The applicants will have information then about how the integration has progressed, and where it stands, and the outcomes of the integration.


The applicants will have information about its success and continuing to report during that three-year period.  So the intent of the conditions was that after that three-year period, the applicants would be able to do an assessment with this greater availability of information as to how the reporting should carry on beyond the three-year period.


so that's where the concept of the words "at its option" came from in condition 3.  It’s just simply that the applicants expect to have a much better base of information then to form a judgment, assess the situation, and make some determinations about the best way to continue with reporting going forward from that point. 


So flowing from that, the third principle was that the applicants would make an election, and I think I do need to bring some clarity to the nature of that election.  It would happen after the three-year period.  It would only happen once, so it's not as if there would be an election each year or the applicants would elect and then re-elect.  At the point after the three year period when the applicants have sufficient experience and knowledge to decide whether, going-forward, it's appropriate to report on a consolidated basis.  The principle or the philosophy is that they would make that decision at that time, some time after the end of the three-year period, and it would be a decision that would be made as a one time decision.  There would not be more decisions to be made through the continuation of the deferred rebasing period, once that decision was made.  So, that was the philosophy behind that. 


Sorry, Ms. Long?


MS. LONG:  So implicit in that, that is in year four they are making that determination?


MR. CASS:  It is expected to be year 4.


Now again, I think there is some flexibility.  That's why it was worded “after the end of the third year".  I mean, if at the end of year 4, it appears to be the case that it still seems to be appropriate to continue to report on the zones as they exist and in the same manner -- that's not the expectation, but I think the idea was that it would happen after year 3, at the point in time when the best information is available to make the decision.


So I think the expectation is it would be year 4, but I don't want to sit here and say categorically it will be year 4.  I mean, there is an integration, a consolidation to occur.  If things go according to plan, that's the expectation.  But we are looking ahead a few years into the future to try to predict what the situation is going to look like, in terms of this integration and consolidation, several years down the road.


MR. QUESNELLE:  So your clarification, Mr. Cass, is that it's one decision.  When it happens will be determined at a later date.


MR. CASS:  Indeed.


MR. QUESNELLE:  But it will be going  back and forth.


MR. CASS:  Most certainly not going back and forth.  And it is expected to be, you know, following year 3.  But to pin it down precisely when that would be, I am just hesitating to say that categorically today, given there are uncertainties going forwards.


MR. QUESNELLE:  Thank you.


MR. CASS:  Then the final principle or philosophy is with respect to reliability.  At the point in time that this election is made, that reporting is most appropriate to carry forward on a consolidation basis, reliability would continue to be reported, both with respect to the individual rate zones and on a consolidated basis from that time forward.  So that's -- again, I'm just stating a principle or a philosophy here, but that is the philosophy with respect to reliability.


So at the time when a decision is made that it's appropriate for reporting going forward to be on a consolidated basis with respect to reliability reporting, there would still be reporting on a zone basis to the end of the deferred rebasing period.


MR. QUESNELLE:  I know there was some discussion with your client, obviously, Mr. Cass, and you may be limited as to what you can respond to this.  But when I asked for a philosophy, it was basically what underpinning principle would drive that, you know, implementation plan, because I think what you've provided us with an implementation plan as to how it would work, but it was more the question of why.


MR. CASS:  Yes, I was trying to explain that, Mr. Chair, and obviously I didn't do exceedingly well. But the philosophy again was during this initial three-year period, to continue the reporting on a zone basis, to proceed with the integration and consolidation, and then at a point in time to have a much better base of information and it's expected that that would be at the end of the three-year period.  In addition to the things that were mentioned today, you know, with the DSP, the consolidated DSP being done and so on, but in addition to that, it would just be a much better base of information at that point in time to decide how to carry on with the reporting going forward.  That was really the philosophy of it.


MR. QUESNELLE:  My apologies, you did mention that your client felt what this is what the Board would be interested in seeing in the initial Stages.  I take that as  the philosophy and that's the driver for the implementation as to a suggestion that the Board would be interested in viewing what was going on in the individual rate zones in the early years.


MR. CASS:  Absolutely, fir sure in the first three years.  And then looking beyond those years, again it’s an assessment to be made with the three years of experience, and what then appears to be the best thing to do going forward. 


MR. QUESNELLE:  Thank you.


MR. CASS:  That then brings me to my conclusion, Mr. Chair; I won't be long, just a few comments.


As I've already touched on in my Submissions, and I did say I would come back to this, the Board has indicated that its role on a MAADs application is not to determine whether another transaction, whether real or potential, could have a more positive effect than the transaction that's been placed before the Board. 


In fact, the applicants have developed and presented to the Board a consolidation proposal that has been very carefully developed and balanced to meet or exceed the policy goals of consolidation.  Just for this purpose, I'll go back to something that Mr. Basilio said in his oral testimony -- this is from volume 1 of the transcript at page -- volume 1 of the hearing transcript at page 18.


Mr. Basilio said that the applicants have presented, and I quote:

"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."


So, more particularly, in order to achieve this outcome, it was necessary for the applicants to balance a number of important aspects of the transaction.  I won't attempt to list what all of them are, but certainly some of them are the following.


Number one is the achievement of sustainable efficiencies and savings for the benefit of customers.
Number two is the risks to be taken on by utilities and their shareholders, so that the sustainable efficiencies and savings can be realized, including risks associated with transition cost and successful completion of the consolidation.


Number three is the payment of a negotiated price for the purchase of Hydro One Brampton and the reality that a regulated return will not be earned on the premium included in the negotiated price.  And number four of the elements that go into this balancing is the need to develop a transaction that will not in any way harm the financial viability of the applicants or LDC Co.


So in my submission, the applicants have achieved this balancing with, as Mr. Basilio described it, a well-constructed transaction.


And I come back to the Board's policy which makes clear that no determination is to be made about whether another real or potential transaction could have a more positive impact than the applicant's proposal.


In this case, in my submission, any effort to consider some other real or potential transaction would jeopardize that careful balancing that I've just described to the Board that underpins this proposal.


Now, as for the sustainable efficiencies and savings that will benefit customers, that's one of the balancing elements I described, these are addressed in the evidence at Exhibit B, tab 6, schedule 1.


On page 4 of that evidence, there is a summary of the customer benefits.  These are expected to be $19.5 million per year through the rebasing deferral period, and $69.3 million per year after rebasing.  You heard testimony from Mr. Basilio about that as well.


So for all of these reasons that I've given, the applicants submit that the proposed consolidation not only meets the Board's no-harm test but exceeds it.  It will provide lasting and ongoing benefits to the close to one million distribution customers of LDC Co. with respect to price, quality of service, cost-effectiveness, and economic efficiency, with no adverse impact on the economic viability of the applicants or LDC Co., and the applicants respectfully request that the Board approve the application as filed for all of these reasons.


Thank you.


MR. QUESNELLE:  Thank you, Mr. Cass.


Any questions for the -- any questions...


Okay.  No further questions from the Panel, Mr. Cass.  I will -- not to put an undue highlight on a certain area that we do want to make sure that parties covered.  It is the conversations that we have had today, I think around the reporting and accountability, the rate zones versus in aggregate and the timing of that.  We are very keen to have everybody's understanding of what would be their preference, and submissions on that would be certainly welcomed, along with everything else.


We've put out the procedural order, I think mid last week.  We have OEB Staff and intervenors who will file written submissions by October the 7th, and then a reply from the applicants no later than October the 14th.  So I trust that's all in order.


And with that, thank you very much.


MR. CASS:  Thank you.


MR. QUESNELLE:  A very interesting hearing.  Thank you.

--- Whereupon the hearing concluded at 12:14 p.m.
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