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Wednesday, August 2, 2017
--- On commencing at 1:06 p.m.

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

Okay.  The Board sits today on a matter concerning the South Bruce expansion applications, and on PO -- in PO Number 6, issued on June 27th, the Board ordered that EPCOR South Bruce Gas Inc. and Union Gas shall participate in a joint session with OEB Staff to determine the technical parameters of the common infrastructure plan for the area covered by the South Bruce expansion applications on July 13th, 2017.  The Board also ordered that Staff submit a report showing the results of that meeting, and the Board has received that from Board Staff on July the 20th.

The Board issued PO Number 7 on July 26, setting up today's process to hear oral submissions from EPCOR South Bruce Gas and Union Gas regarding the areas of disagreement as listed in the report.  That's why we're here today.

I'll take appearances now, please.
Appearances:


MR. KEIZER:  Charles Keizer, on behalf -- legal counsel on behalf of Union Gas Limited.  With me is Mr. Mark Kitchen, director, regulatory affairs; Mr. Mark Isherwood, vice-president, in-franchise sales, marketing, and customer care; and Mr. Dave Hockin, senior advisor, planning and forecast.

MR. QUESNELLE:  Mr. Keizer.

MR. KING:  Good afternoon.  It's Richard King, legal counsel to EPCOR.  With me -- closest to me is Mr. Bruce Brandell, director of commercial services for EPCOR.  Then next to him is Mr. John Wolnik.  Next to him is Mr. John Todd.  Mr. Wolnik and Mr. Todd are both known to the Board.

MR. QUESNELLE:  Good afternoon, gentlemen.  Okay.

MR. RICHLER:  Good afternoon.  Ian Richler, counsel for OEB Staff.  I'm filling in today for Michael Millar, who is lead counsel for Staff on this matter.  With me from Staff are Azalyn Manzano and Nancy Marconi.  And if I might just say quickly at the outset we are here to assist the Panel in any way we can today, although we do not plan to make any substantive submissions, as we understood Procedural Order Number 7 today is really to allow the two proponents to speak to the common infrastructure plan and answer any questions the Panel may have.

MR. QUESNELLE:  Thank you, Mr. Richler.

Any preliminary matters to discuss, Mr. Keizer and Mr. King, or anything you may have discussed previously on process and how we'll deal with this today?  We did receive the note from Board Staff that -- the results of a conference call you had had and some agreements, so maybe you want to speak to that, or if there is anything new?

MR. KEIZER:  I don't think there is anything new.  We had agreed that we would alternate between the issues, and I think PowerPoints have been provided to Board Staff which are now loaded on the computer, so they can appear on your screen, but you also have hard copies.

MR. QUESNELLE:  Thank you.

MR. KEIZER:  I've had a discussion with my friend about the order in which we start.  I'm not sure if we've concluded that, but I think it's acceptable that Union would start with the first issue and then we would alternate between parties as we proceed through the issues down the list.

MR. QUESNELLE:  When you say "the list", are we just using the Board Staff report and following in that order, or have you prepared something --


MR. KEIZER:  No, it's the Board Staff report in terms of the issues that have not been agreed to or the aspects of it that are not agreed to.

MR. QUESNELLE:  So just for reference then on page 8 of the report we have midway through the page there the header "disagreements on CIP", and then following that there's subtitles that follow through the report.  Is that the order that we'll be following, Mr. Keizer?

MR. KEIZER:  Yes, it was in -- the ones in dispute, and so it would be starting with upstream reinforcement through to inflation costs, OM&A methodology.  Range of accuracy, estimates that we also talk about in terms of -- it's really, we look at it as a different title, but effectively deal with the same issue, and then the three issues under the other parameters, and I believe my friend also -- we also have another -- one other matter, which I think is -- appears in the procedural order with respect to rate adjustments through the period.

MR. KING:  That's right.  So we have -- I think our slide decks happen to match up pretty well on the first five substantive issues, beginning with upstream reinforcement costs, through to the other CIP parameters.  We have a couple other slides at the end of our deck, the second-last one being permissible rate adjustments, and then our final slide talking about potential next steps.

MR. KEIZER:  Okay.  And we're -- although we don't have those two slides in our deck, we're certainly prepared to speak to those two aspects.

MR. SMITH:  Members of the Board, sorry, if I may just briefly -- it's Crawford Smith, counsel to Union Gas in this context.  You may have been advised, but in the context of upstream reinforcement the first issue you're going to be hearing about, I suspect you'll be hearing as well that Union has in place an ethical wall to deal with third-party requests for service such as from EPCOR or another party.  We have made -- I am here along with some representatives of Union who are on the other side of the ethical wall in the event the Board has questions of those individuals, and they're Amrit Sidhu, who was until I guess Monday of this week the AGC of Union Gas Limited; Patti Piett, who is the vice-president -- or, sorry, director, S&T marketing and utilization; and Paolo Mastronardi, manager, business development.

We don't have any submissions and are simply here to assist the Board in the event there are any questions.

MR. QUESNELLE:  Thank you, Mr. Smith.

MR. SMITH:  And I believe that our involvement would be limited to that first issue, subject to any further direction from the Board.

MR. QUESNELLE:  Okay.  Well, if it comes out that we do have questions, then thank you very much for having these individuals available.  Thank you.

Mr. Keizer?

MR. KEIZER:  So with that, Mr. Chair, I assume that we can now get started and work our way through the list.

MR. QUESNELLE:  Why not.

MR. KEIZER:  So you'll be probably pleased to hear that I'll be turning much of the submissions and presentations over on the niceties of upstream reinforcement issues to Union's representatives, so again, so you're aware, Mr. Mark Kitchen, Mr. Mark Isherwood, and Mr. Dave Hockin, so maybe with that, I believe Mr. Isherwood is going to speak primarily to this issue, and I'll turn it over to him.

MR. QUESNELLE:  Thank you.
UPSTREAM REINFORCEMENT

Submissions by Mr. Isherwood:


MR. ISHERWOOD:  If I can ask you to turn to, please, slide 3.  Slide 2 is just the agenda of the disagreement issue.  We've already covered that with Mr. Keizer.  But upstream reinforcement, if I go back to the Board's decision on generic nuclear expansion issued in November of '16 -- that would be EB-2016-0004 -- the Board spoke to upstream reinforcement, really two different points.

The first point was that upstream cost for reinforcement should be included in each proponent's CIP revenue requirement, and Union Gas would agree with that.

And the second point that the Board made right after was that their view was that the costs should be identical to the two competing proponents for, in this case, South Bruce.

Union's position, and I guess my comment this afternoon in respect, is really the cost of reinforcement is going to be driven largely by the volume forecast each proponent is developing, and the volume forecast, because we agreed to back in July 13th when we had the meeting, joint meeting, with Board Staff, we agreed there that the volume forecast or the attachment forecast really would be a competitive point for both applications.  We will come to the Board with our application, the RCAP, and we will have different forecasts just by nature.  We will have different assumptions, in terms of customers being served, what year and what total volume each year.

So by definition that will translate into different upstream costs in different years.  It will depend upon each proponent's forecast, the load attachments that will drive the volume and therefore impact the upstream reinforcement costs.

So we do believe that upstream costs should be part of the proposed CIP, so we also believe that they will be different costs between the two proponents, and the issue of not allowing it to flow as two different numbers is that ultimately what would happen would be we would have one upstream transmission cost in the CIP, and then the winning proponent going forward with their leave to construct would have potentially a different number, and it would not be really reflective of the true cost if we landed on some common assumption on upstream costs.  So our strong preference and recommendation is that each proponent would have their own unique upstream reinforcement cost, and that would form part of the revenue requirement.


If I can turn to the next slide, and as noted in the OEB Staff progress report, we're aware of it and it was discussed actually on July 13th as well.  But EPCOR has indicated it would have concern about not being able to control or test the assumptions in the Union Gas number for the upstream reinforcement that would be given.


Said differently, both EPCOR and Union Gas in our individual proposals will be relying upon engineering estimates coming out of the Union Gas engineering department.  And Board Staff suggested that today we address that with the Board, in terms of allowing a chance to discuss that.


The basis behind our assertion that both numbers would be very -- treated very fairly.  They would be organically done through common modeling, common assumptions.  The engineering team is agnostic towards which proponent wins.  They're just there to provide a cost estimate based on their volume forecasts and timing that they've been given to ensure that we have implemented back in the winter an ethical wall, and we divided folks that are involved in this total project into three different teams; the Union Gas team that is involved in developing our proposal, represented by Dave, myself, Mark, and many others back in Chatham.  We have a service provider team as well, which Patti Piett behind me is on that team, and that team is involved in supporting EPCOR and providing them with the information and the numbers that they need, more from a commercial point of view.


And we have a third team which is, I guess I’d say, common to both and is the engineering team.  It’s the folks doing the actual costing of pipe and stations and that type of thing, and those are the folks that are implementing those cost estimates based on a very common framework.


The third point here really is that the same methodology would be applied to both.  And to the extent that we both in our CIPs make a submission in terms of upstream costs, the Board and others, including the counterparty the counter proponent, would be fully transparent in terms of Union Gas's upstream cost X, EPCOR’s upstream costs is Y.  One may be higher, one may be lower; we don’t know.  They would be different, but it would be fully transparent in terms of what the cost is, and the Board can certainly explore if there are any issues concerns around what those costs may be.


That’s not just a wall; it’s a legal document.  Each employee assigned to one of those three types has signed the agreement, and its consequences include up to dismissal if the terms of that agreement are broken.  So we treated it very seriously, have individually signed agreements, and at this point are working through a very common framework to deliver those two cost estimates to the two proponents.


And we do, as Mr. Smith had mentioned, we have Paolo and Patti here today to address any questions the Board may have.


MR. QUESNELLE:  Thank you very much.  Any questions at this point?

Submissions by Mr. Brandell:


MR. BRANDELL:  Our position is obviously the reinforcement costs should be excluded.  We commend Union for having the ethical wall.  We've been trying to get them to do that for 14 months when we started working with Union, and in advance of that, we shared a number of times confidential information and we're not sure of the status of that confidential information. But moving forward, we're generally happy with the set-up the way it is.


One of our concerns, and argument kind of builds on this, is that this is a major requirement for the revenue and the calculation is out of our hands and in the hands of the competitor.  Even in a standard methodology, there is going to be room for judgment and we think it's probably two different drivers of the cost.  Obviously volume is going to be one; the point of interconnection is going to be the other one.  And our understanding from what's available is that right now, we're looking at a single point interconnection where Union is looking at two points interconnection.  So to suggest the same assumptions are going to be used for a dual point of interconnection system versus a single point of interconnection, I'm not sure how that's going to work.


An example, our understanding is that assumptions are made about residential demand, what communities may or may not be coming online.  And if you’ve got two different points of interconnection versus one, you can be making different sets of assumptions for those two different points of interconnection.  So it’s not sure how you're going to have the common assumptions.


The other concern is one of the processes that EPCOR goes through on a project like this is what we call value engineering, where we work with our construction partners and we usually come up with a cost to construct and start working with them on how can we reduce that cost.  One of the things that goes into that is reinforcement cost, and if we had access to the engineering team at Union, we would run 50 or, 60 different scenarios and try to, say, change our volumes, change our interconnection points, just trying to find out which is the optimal interconnection point.  We tried to do that in the past and Union said they'll deal with us sequentially, and it will take about three months for each individual run.


This is obviously not something that's practical in the situation, and it’s not clear to us that in fact a Union team wouldn't be able to do that, go down there and work -- whoever is sitting next to them, they can go and talk to those people and say please run these scenarios for us and we'll feed it into the final interconnection cost.


The other thing is in our -- say in our discussions to date, Union appears to be treating us differently than they would other embedded utilities.  Again, we're not sure how they're going to be treating a Union expansion.  But as an example, there are tariffs -- Exhibit M9, tariff?


MR. WOLNIK:  Yes.


MR. BRANDELL:  There are tariffs, and they are approved by the Board for embedded utilities.  But Union has, for whatever reason they haven’t explained to us, refused to give us those rates, but have made up a new rate that has some combination of market and regulated costs, and putting costs on us that other embedded utilities don't have to pay.


We've already touched on the point -- or Union touched on the point that the Board had determined that all reinforcement costs should be the same for all utilities, so that's out there.


The other thing is that in our discussions, as a final point in our discussions with Union, they've indicated that these costs are preliminary costs.  They've ranged between minus 25 percent and plus 50 percent, so clearly they're going to change between now and when the LTC is -- so whoever wins, it's going to be a different amount in the CIP versus the LTC by the nature of these estimates we're getting.  So we would certainly be very motivated during the CIP process to challenge these costs and make sure we have an extremely crystal clear understanding of all the assumptions that have been made, both for ours versus theirs.


They have this combination engineering team.  Again, I'm not sure how indifferent they are to who wins the competition, but certainly we want to have a very firm understanding of how the inputs are being used and their respective models.


MR. QUESNELLE:  Thank you, Mr. Brandell.  Mr. Keizer, I understand that reply would be kept to clarifications and comments.  I don't know how that's different than any others, but that's what it says here.


MR. KEIZER:  I think it's to deal with matters that were raised in our friend's submissions that directly related to Union's position and Union in itself.  So maybe I'll turn it to Mr. Isherwood.  Can we have two seconds?


MR. QUESNELLE:  Sure.

Reply Submissions by Mr. Isherwood:

MR. ISHERWOOD:  If I could just make three counter points?


Union Gas has been looking at supplying the area through two takeoff points.  That would have become apparent at open houses we had in the Kincardine area over a year ago, so EPCOR would be aware of that.  They certainly have the ability to explore that with the Union Gas service team.


I wouldn't normally expect to have to run 50 or 60 scenarios.  Being a business development guy, engineering will never let me do 50 or 60 scenarios either.  So you have to find ways to look at it and kind of narrow in on it without doing 50 or 60 scenarios.


The discussion around the M9 tariff, that's really -- not really a CIP issue.  That's really a rate issue.  And the rates being proposed for EPCOR, I'm not even that close to it, I don't know anything about it, so it would -- but it is a rate issue.  It doesn't come into the CIP for its revenue requirement.  It's more of a rate issue for the winning proponent to discuss.


And the last point I guess is, in terms of the reinforcement upstream, those costs, I think, are pretty high-level for both proponents.  I don't think Union Gas ensuring team has gone into getting detailed estimates, so -- well, whatever the estimate is for -- the range of estimate is minus 25 plus 50 for EPCOR.  It would be similar for Union Gas.  We have no different range of estimate for that part of the project.


MR. QUESNELLE:  If I could just ask, Mr. Isherwood, just to hone down on the contention here, Union's contention, is it primarily because, as you say, the driver for this is going to be the upstream connections and the actual volumes that are required, so that's a design perspective, and you've already gotten past the point where you're thinking that, okay, that's a competitive design feature in the application, therefore there isn't a common understood, whether it be on demand day or number of connections, however you come up with the volumetric that's going to drive the upstream cost, and those two are connected, that if you were to have -- and you haven't, but if you were to have rested on a -- arrived at a common throughput requirement, a common demand day or a common number of connections, would this issue go away?


MR. ISHERWOOD:  It's driven largely by the volume or the attachment forecast, so -- and I do expect that both companies will have different forecasts, so it then drives different upstream costs.


MR. QUESNELLE:  Yeah, and I guess the -- what the Panel was hoping could be achieved -- obviously we're relying greatly on your -- EPCOR and Union's expertise in this area to help us out, but that we could eliminate the notion of it being a great concern about what is being priced for this comparison versus what is actually built subsequent, and it seems like that hasn't really -- there seems to be still a fair bit of concern.  You mentioned your community meetings and there has been dialogue and discussion with them and, you know, probably storyboards up and maps showing where the connections would be and what-have-you.


But for this purpose and for the Board's selection, is there still -- what's driving that concern that we need to get as close as possible as to what will actually be built for a comparison?  I just ask you, Mr. Isherwood, first, and then I'll ask Mr. Brandell the same question.


MR. ISHERWOOD:  One of the main three criteria that we're looking at in terms of how the Board would look at comparing the two proposals is really based off of revenue requirement, and revenue requirement is going to be driven off of -- largely driven off of the capital and the capital cost of the infrastructure going into the area, as well as the upstream infrastructure as well.  The other costs, obviously O&M, others, make up part of that, but the capital bill is a major part of the revenue requirement, and upstream reinforcement is a segment of that.


MR. QUESNELLE:  Okay.  But that doesn't -- if that's the largest driver for the costs, the build itself, the capital investment, and if we could have gotten to a common infrastructure plan that then the competing companies could have bid against that capital and installation of that capital, then what difference would it make what upstream costs would be if that was -- just the capital.  I recognize that obviously the upstream is not an insignificant amount, but if there was just a focus on the actual footprint of the distribution system and the folks on the capital, and what the revenue requirement that is driven by that, then is there still the same need to have the upstream included in that?


MR. ISHERWOOD:  Yes, at the July 13th meeting I think both companies agreed that we need to have the ability to compete and to be able to provide the lowest cost service to customers as possible.  And to do that we need some ability to compete on different parameters, and one of them was the actual attachment forecast.  And that drives metres cubed of consumption and therefore drives revenue requirement per metre cubed, which is one of the three criteria.


If it just became a common set of assets and we're looking at the cost installed and it's not really looking, we don't believe, across enough parameters to have a true competition, it's just really who can build it cheapest, and we think it should go beyond that.
Submissions by Mr. Kitchen:


MR. KITCHEN:  If I can just add, the attachment forecast itself will have timing differences for each of the proponents, and that will also drive differences in the costs.


The other thing that we agreed to as part of the CIP is that we would use -- for the mass market we would use a common average use, so that we didn't have different volumes, assumptions by class of customer.


We also said that for large customers, industrial customers, that that would be again competitive and each company would put in their own forecast for the larger industrial customers, which again, that volume forecast could drive a difference in the reinforcement cost.


MR. QUESNELLE:  Thank you.  Mr. Brandell, any comment on that?  The Board's focus -- or I guess the notion of -- was that Mr. Isherwood's comment that having multiple parameters to compete on and one of them that you've agreed to is the attachment forecast.  Do you see that as the driver for having the need for the upstream cost to also be part of the competitive process?  Or do you make that connection?
Further Submissions by Mr. Brandell:


MR. BRANDELL:  Yeah, I mean, first of all, we agree that we're competing on something, and part of that something is the capital cost, which is driven by the design.  So we agree that if we have, just going on with the kind of design build thing here where the Board says, Here is a plan and tell us how cheap you can build it, truncates a lot of the competitive innovativeness that I think both the teams can bring here.  So that's not, in our opinion, the way to go.


One of our concerns about having a CIP that has a lot of common assumptions and then the weighting proponent goes to an LDC that has a lot of different assumptions is that the winner isn't being held to the commitments or the assumptions they made in the competition, and to our mind that opens a door to an awful lot of re-examination of costs and things, and in the end maybe the ratepayer isn't getting the best deal here.


Our view is that the CIP should be a realistic design, build, operate submission and the proponent win should have to live with that without the ability to have gross changes, other than the ones we might agree to.


The resumption costs are not the largest driver of capital there.  They are a driver capital, but the actual construction costs are materially higher than that, just because I think you said you thought maybe they were the largest driver --


MR. QUESNELLE:  Sorry, not -- I said not insignificant, which is kind of --


MR. BRANDELL:  Oh, you're right then --


MR. QUESNELLE:  -- a funny way to not be nailed down to anything specific, but...


MR. BRANDELL:  Yes.


MR. QUESNELLE:  Okay.
Submissions by Mr. Wolnik:


MR. WOLNIK:  Maybe if I can just add to that.  Part of the upstream capital costs, these aren't costs that we incurred.  They're costs that Union incurs.  Mr. Isherwood, I think, indicated it's not a rate issue, but in fact it is, because we don't necessarily pay those capital costs.  Union recovers its upstream costs through a rate, so we actually have to pay a rate in order to get service.


The -- and the capital cost is -- or the rate's a function of two things.  Union does this economic test, as you can imagine, and there could be a contribution in aid of construction plus a rate depending upon the level of new facilities required.


We actually asked if we could pay that capital, incremental capital that was associated with serving us, and we were declined.  That wasn't an option for us.  So we're only -- we're really committed or Union is requiring us to pay the rate through time, and it's a new rate, even though Mr. Isherwood suggests it's not -- it's a rate issue.  That's the rate we have to pay.  We're not paying the capital cost.  So in order to share the revenue requirement with you we have to use a rate -- a rate that's not yet approved that's subject to, I think, Board approval.


MR. QUESNELLE:  Thank you, Mr. Wolnik.


MR. WOLNIK:  One more point.  We've been working with Union for quite a few months now since 2015.  And since that time, we've actually come up with our own forecast in terms of what we think our requirements will be over time.  Those are the numbers Union has been using in terms of providing capacity to meet our needs.  Now we're looking at dealing with the CIP based on common volumetric assumptions.  They might be different than what we used to actually design the system and request capacity from Union.  Now we're starting to talk design a system for competitive reasons on different terms under which Union has based its design on.  So that's another different between the two.


MR. QUESNELLE:  Thank you.  Mr. Keizer, anything to -- we'll move on to the next issue.  So I was thinking Union would have the final comment on this particular issue?


MR. KEIZER:  I think we're okay.


MR. QUESNELLE:  Thank you.  Mr. King?


MR. KING:  I think if you can bring up our slide on inflation, this is a pretty easy one.  Mr. Brandell, you're going to handle it?

INFLATION

Submissions by Mr. Brandell:


MR. BRANDELL:  Sure.  It's our understanding, absent Union saying otherwise, that there appears to be agreement on this.  I think we're both suggesting that inflation be included and that we use some kind of an index.  Our proposal is a basket of indexes, because we've used that in the past and it seems to allow the tracking of actual inflation better if you break out into labour and consumer goods and other elements, whereas Union, I think, is proposing to use a single index.


I think we’re aligned on that.  There may not be alignment on whether -- how inflation is reflected in rate adjustments going forward, but I don't think there's a disagreement in terms of how we're reflecting the CIP.


MR. QUESNELLE:  Mr. Keizer?

Submissions by Mr. Kitchen:


MR. KITCHEN:  I think generally we are in agreement with EPCOR that there should be an application of the inflation factor to both capital and OM&A.  I think where we differ is what index, and our proposal would be to simply use the GDP IPI FDD, which is the index used commonly by the Board in price cap mechanisms.  And we would just take the most recent four-quarter average of whatever point that is, and use that to inflate costs over the CIP.  It's been accepted by the Board in the past.  It's readily available.  It's more stable than inflation.  There’s a number of reasons the Board chose to use the GDP IPI FDD, and I think those reasons still exist, and that's what we recommend.


MR. QUESNELLE:  Just again, and this is going -- I think there is an attempt here to have a proxy which is going to closely resemble reality subsequently.  But if we just did this in today's dollars with no inflation, if that was the common assumption, would it matter from a comparison point of view if we weren't concerned about this replicating of --


MR. KITCHEN:  If you were just doing it for the purposes of comparison, then you could use FDD, you could use zero, you could use 2 percent, right.


MR. QUESNELLE:  All right.  I just wanted to make sure I understood the issue here, because we're not talking about the annual updates.  We're talking about the costing of the capital input, right?


MR. KITCHEN:  Right.


MR. QUESNELLE:  Thank you.  Mr. Brandell, anything further?

Reply Submissions by Mr. Brandell:


MR. BRANDELL:  Again, we would recommend you have inflation other than zero, because it will change the revenue requirement over the period of time, in particular on the capital cost buildouts.  And if you start delaying those, that's going to drive up the costs.

MR. QUESNELLE:  That's what we would expect to unfold.  But for a comparison purposes, do you agree that zero works?


MR. BRANDELL:  No, because if say we're comparing revenue requirement -- and I guess we're not 100 percent clear what it means to compare revenue requirement, whether we're taking the average other the ten -- the rate stability period, or how that might work.  But if, as an example, we start delaying capital costs out it's going to -- and then bring them back as a net present value, that's going to reduce your overall revenue requirements.

MR. QUESNELLE:  I understand that.  But don’t we have an issue around the time frame in which the capital would be installed and if there's a common envelope there does  the inflation then not -- the impact of inflation, isn’t it common if you have a common schedule?


MR. BRANDELL:  It's over a two or three-year period, so I'm not sure off the top of my head how much it might impact to say net present value of all the revenue over a ten-year period.

MR. QUESNELLE:  My point is would it be common if you agreed to a common schedule.


MR. BRANDELL:  It would.  Again, if the common schedule was say annual versus some other thing -- sorry, if the common schedule was we’ll have construction done by X period of time, that would be okay versus again trying to force fit the same build-out for each proponent over a multi-year period.


MR. QUESNELLE:  Okay.  I've been asking questions as we're going here, and I’m kind of messing up the order.  Is there anything Union wants to suggest, and again we'll have EPCOR have the final comments?  Anything based on my questions that you want add?


MR. KEIZER:  The only question was with respect to when you said the common capital or common schedule, are you talking about the entire build-out, or only the main lines, or the lateral lines and the main lines?

MR. QUESNELLE:  Perhaps you can remind me what has been agreed to as a schedule, or is that a competitive element to this as well?  I thought we had contained that somewhat.

MR. KEIZER:  I think, as I see it, it's open to competition on the customer connections based on the schedule to the report, and the gas mains are set as common for the CIP.


MR. QUESNELLE:  Common, okay.  Thank you.  Anything else on that issue?


MR. KITCHEN:  One final comment.  I think it's important that we have -- to the extent that we do have an inflation factor, it's important that they're the same.  I think that's the main point and that's why, from my perspective, it's to pick something that we commonly use.


MR. QUESNELLE:  Understood.  Thank you.  Okay.  Back over to you.


MR. SMITH:  Members of the Board, if I might just briefly -- I hate to return to an issue, but I just became aware of it.


During the discussion of the first issue relating to upstream reinforcement costs, Mr. Wolnik made a submission with respect to the discussions with Union that EPCOR had had.  I think it's important that the Board be aware that those would have been discussions that took place with the folks here and not with the folks in the front row.  So they're actually not in a position to respond to them.


I understand from Ms. Piett that Mr. Wolnik's submission with respect to Union declining the request to pay the aid-to-construct is not quite accurate, and I might ask her to just clarify so the record is clear on the point.


MR. QUESNELLE:  Thank you, Mr. Smith.

Submissions by Ms. Piett:


MS. PIETT:  Okay.  Over time, as we were providing information to EPCOR on various scenarios of service, we would calculate costs for which they would be responsible and a possible aid-to-construct.  In each case, there would be the total capital cost that would be required to meet the facilities they required and then, if the project was deemed to be unfeasible at that volume, then there might be an aid-to-construct.


An aid-to-construct, we would always take that payment up front or, in this case, we chose to offer it as a rate rider.  And that would be a service that would be up to EPCOR, which of those two they wished.


The total capital cost of the project was a number that EPCOR asked if it would be appropriate or an option to pay the total cap -- not just the aid up front, but the cost all the facilities and would that result in a lower rate.  My response at that time was not that they couldn't pay the total capital cost up front; we would take their money if they wished, but the rate would be the same.  So we didn't advise it.

 I gave them the advice that you probably don't want to pay the total capital cost up front, because the rate will be the same regardless.  It just means that you'll be that much more feasible.


So we will be proposing a rate down the road if EPCOR were to be the distributor in that area.  It will be called an M17 and that rate we're working on now, it will be the same rate whether the project is feasible or not.  It’s just whether there will be a rate rider.  They have the option to eliminate the rate rider by paying that up front.


MR. WOLNIK:  I generally agree with that.  I thought we should have clarified paying the up-front capital cost in consideration for a lower rate, just to clarify it for the Board.

MR. QUESNELLE:  We’re all on the same page now?  Thank you, Mr. Smith.

OM&A COSTING METHODOLOGY
Submissions by Mr. Kitchen:


MR. KITCHEN:  We'll start off talking about the OM&A costingand methodology.  I think as everyone's aware, it's Union's position that the OM&A costs should be treated as incremental costs, because that is what the new expansion customers will be paying.  The expansion customers are not making any contribution to the recovery of existing costs or overheads, and that position by Union is really driven in large part by our interpretation of the Board's decision in the generic proceeding where the Board said that -- or clearly indicated that ratepayers should not cross -- or the current ratepayers should not cross-subsidize the expansion customers, and that led us to the conclusion that we would be incrementally tolling.


And if we were to actually charge fully loaded cost then what we would have happen is the opposite case to what was found in the Board's decision, which is that new customers would be subsidizing existing customers.


We also were guided by the Board's decision around the requirement or the lack of requirement to modify any parameters or depart from the principles of EBO-188, which is the longstanding practice of the Board and is based on incremental costs.


So essentially what we're trying to do is to avoid cross-subsidization as best we can and to have customers of the CIP actually reflect the costs the customers will actually pay.


The final comment I want to make is that we link OM&A where there is incremental or fully loaded to how we treat cost of debt and ROE.  If the Board were to find that we should be using fully allocated costs, then it would be our view that we should also fix the cost of debt and the ROE such that there is no competitive advantage to either party as a result of not doing that.


MR. QUESNELLE:  Okay.  Thank you.


Mr. King, who will be speaking to this?

Submissions by Mr. Todd:

MR. TODD:  Good afternoon.  I'm responding on behalf of EPCOR, and the way I approach this issue is as a matter of principle, absolutely, that EBO-188 is irrelevant here.  EBO-188 is an issue of determining the economic feasibility of a system expansion where the ultimate rates are going to be rolled-in rates.  It's a completely different test than the standalone.  The standalone operation is in essence an affiliate.  And what are the principles for an affiliate?  An affiliate should be paying the full cost.


And so the approach here in principle should be that the standalone entity bears the fully allocated costs of the OM&A services being provided to it.  That should mean that there is a benefit to the, in essence, parent company, which as in any affiliate relationship becomes a revenue offset so that the customers of the parent company share in the benefits of the overall system in the standard affiliate relationship code aspect where transfer pricing is at the higher of fully allocated cost or market-based rate.


If the affiliate standalone utility is receiving incremental cost, in effect there are core costs which are being borne by the customers of the parent affiliate -- the parent of the affiliate.  That seems completely inappropriate here.  It's inconsistent with the concept of standalone.  We are not talking about -- or explicitly not talking about an EBO-188 type of expansion.


There is a second part to the slide, please.  So if the rates include only incremental costs when developing standalone rates, in effect, the existing customers would be subsidizing the new customers, not through an incremental cost to them, but because they are paying part of the base costs of those services that are being made available to the new system.


Affiliate costs include costs that are being recovered by existing customers.  Yes, that's a concern expressed by Union, but as I said, that is addressed by recognizing the margin, in effect, of providing that service to the affiliate as a benefit to the customers of the core utility.


Ultimately down the road this standalone entity, whoever is providing it, may have further system expansions.  That's when the EBO-188 rules would apply, when you're looking at that system expansion, and is a further expansion economically feasible given the rates that have been established for the new standalone utility.


And we're assuming that there is no -- should be no problem with Union being able to provide its fully allocated costs for these OM&A services.


MR. QUESNELLE:  Mr. Todd, can I just ask you to provide some further explanation as to what you see the benefit to the parent company with the application of fully allocated costs?  How does that benefit flow to the parent or where are the savings and efficiencies there?


MR. TODD:  If you have got core services and what you're doing is just -- is a relatively small incremental cost to add a few new customers to it, the incremental costs are probably below the average costs.  If the parent company charges fully allocated cost, it in effect is making a margin.  In the affiliate relationship structure, that margin becomes a revenue offset so that the customers, not the company, benefit from it.


MR. QUESNELLE:  Thank you.


MR. KING:  This was the only issue that I thought I would add on to maybe apart from the very last one, which is the process going forward, but I -- to me, when I -- I'm in the unfortunate position of having to make submissions on what I think the decision that you folks wrote means.  But it was crystal-clear to me when I went back to read that decision that the premise was that EBO-188, while it may have served Ontario well in terms of continuous expansions of the system, continuous expansions, it wasn't doing the job when it came to new rural or remote community expansions, and I think what your decision said very clearly was that EBO-188 remains relevant for those continuous expansions of the existing system, so development on the edge of the current service area, but not for these rural community expansions, and we didn't need to enter into discussions about EBO-188 in that context, so for the South Bruce context, because we were talking about standalone rates at any point, and even -- there is a point in your decision where you talk about, even in these rural community expansions there may come a point in time where EBO-188 becomes relevant again as you start to then build out the built community expansion system.


So for me it was sort of crystal-clear.  I don't know why we're sort of discussing EBO-188.


MR. QUESNELLE:  Mr. King?  Mr. Keizer?


MR. KEIZER:  Well, I'll allow Mr. Kitchen also to chime in.


With respect to the decision and commentary by EPCOR, I don't see anywhere in the decision any reference to affiliates or affiliate relationship codes or affiliate transfer pricing or calculations.  It doesn't appear.  And it's a construct which EPCOR is trying to erect here, which is not sustainable on the basis of that decision.


What the decision as I understand it -- and obviously I think, obviously, you know best, but as I read it, effectively is looking at the basis on which the costs borne by those parties that are going to be subject to the expansion be reflected in the comparative analysis, and ultimately being able to get a sense as you've indicated even earlier today about the capital costs and the other costs is those incremental costs directly related to serving the customers in this expanded community.


So then you start saying -- what my friends are trying to do then is bring in whole issues of allocated costs and other allocated costs, which means then, in terms of comparative ability of looking at those cost numbers, how do you actually carry out those comparative basis?  Suddenly now you've introduced all other kinds of variables into that comparative analysis, which doesn't get to the essence of what you're trying to accomplish here, which is your model to drive the costs such that the connection that -- getting these customers gas relative to some rate stability period and customer attachments, so that the bidding party has to balance those three things.

So it seems to me you're then left with, as you’ve indicated in your procedural order, a comparison of the revenue requirements, and it would seem to me the most readily comparable number relates to that of incremental costs.  This is what it's going to cost to get the pipe to these people to serve them and build it out, and for us to shelter that cost in respect of customer attachments.  That is, I think, the essence of the decision in which you try to accomplish not only in the decision in that circumstance, but as we've evolved in this process, of trying to come up with a means by which you can establish that clear comparative analysis.


MR. KITCHEN:  The only thing I would add -- and I think Mr. Keizer has actually covered it off -- is the only cost that we will be incurring are the incremental costs, and for that reason, those are the costs those customers should pay and those are the costs that should be included in the CIP.


MR. QUESNELLE:  I understand, Mr. Kitchen, you say the only costs you will be incurring.  But the costing and how your revenues flow don't necessarily have to line up.


I think Mr. Todd's point was that if you were to charge fully allocated, there would be -- you'd be creating a margin that would flow back to your existing customers. Specifically on that point, do you agree or disagree with that?

MR. KITCHEN:  That is true, because what would happen is if we actually charged fully allocated costs, we would be -- let’s say we’d be over-recovering our costs and that revenue would need to go somewhere, right.  So the revenue would flow back to customers.


MR. QUESNELLE:  To the existing?


MR. KITCHEN:  Existing customers.


MR. KEIZER:  I think to some extent that's a rate consideration, whereas I think -- again the certificate proceeding that we are here today and the comparative basis in which you're trying to get to where you can actually, in seeing two submissions, make some conclusion as to what you believe the costs to be, the cleanest indicia of that is the incremental costs, what it's going to cost to serve these customers.

MR. QUESNELLE:  I understand that, Mr. Keizer.  Maybe you can help me out a little bit further then.  If at this juncture the Board's focus is on selecting a proponent, and given Mr. Todd's comments on the costs on fully allocated basis, it's a matter of where they're flowing to.  Either they’re -- but the charge would be the same.  For our purposes here to select the winning proponent and having a basis on which to assure that the actual costs are what we're comparing, is it not going to a little askew when you say, well, the cost to those customers because we're charging incremental as opposed to what the cost to serve -- to actually put, you know, on a stand-alone basis, trucks on the streets and shovels in the ground in those communities.


Now there's incremental costs that the corporate structure is not going to break down, but it is an allocation exercise.  So I think we have to kind of get through that at this juncture to make a determination how we properly select.  It's not something we can put to a rate consideration at a later date, do you agree?


MR. KEIZER:  Can I have a moment?



MR. QUESNELLE:  Yes.


MR. KITCHEN:  I guess the -- I don't think directionally I disagree.  The challenge will be, though, again in determining are the costs fully allocated -- are they on the same basis, because in the same way that to do fully allocated cost for Union we would to allocate a portion of those currently being recovered from customers to the expansion customers.  I presume that EPCOR would have to allocate a portion of their corporate centre costs to their customers, and that would all be subject to the affiliate code as well.  It becomes complicated, so that's --


MR. KEIZER:  In other words, do you have an apples and apples comparison which you can actually assess, because people may use a different formulaic basis to reach the allocation.  So the question would be on what basis can you assume that allocation.

MR. QUESNELLE:  Yes, and I suppose to the extent -- I don’t want to double back on my own comments here, but if -- and I'm thinking of Mr. Todd's comments around the approach to this.  If at this juncture we had an ability to do an apples-to-apples comparison on the cost structures, where they get allocated subsequently I suppose is a matter of fairness and the Board's approach to corporate cost allocations.  It's not new to us, obviously.

But if we were to follow that approach, is it not just -- is it not preferable to come up with an apples-to-apples comparison at this juncture -- otherwise the whole exercise is fraught with issues -- and then determine, subsequent in a rates case, Union or EPCOR’s first rates case is, okay, what are the cost allocations, the corporate cost allocations, much like we do today.  But what the Board -- at this juncture, what we're wrestling with is an attempt to -- we don't want to get into a heavily adjudicated comparison.  We're trying to get as clean a set of inputs into this so it is as quantitative as possible, as opposed to being qualitative and blending in rates issues into a selection of issues which is basically -- and I take Mr. Kitchen’s point, the notion of we're trying to compete on many levels here.  But what the Board started out with here, and I think it falls under the generic decision, is a comparison of costs of putting the system in place, full stop.  We've gone to O&M, and now we're into the competition on approaches to connections and revenue forecasts, and what have you.  So it's expanded beyond what was envisioned in the generic decision and I think that's a matter of process of the parties agreeing to those things.  But it's left the Board in a bit of a situation where now we're trying to do work-arounds for issues that are agreed to be competitive, but we hadn't envisioned that, quite frankly, when we put the generic decision out.  It was a very simple, okay, who can put the system in place the cheapest should get the opportunity to do so.


MR. KEIZER:  And I think that's where we were coming from with respect to the incremental cost element.  But to the extent, and subject to Mr. Kitchen as well, in terms of having apples-to-apples comparisons with respect to the cost, the OM&A cost, let's say for example.  Depending on how you want to structure that apples-to-apples comparison, the incremental, I think, in our submission provides a cleaner way to do that.  If you get into fully allocated, I think then you get into assumptions and parameters.  But even if you decide to pick some other manner by which you establish the apples-to-apples of the OM&A, we do tie it back to the linkage cost of debt and return on equity, which I'll ask Mr. Kitchen to speak to.


MR. KITCHEN:  It goes back to what I said.  If we're going to try to move to fully allocated costs, then I think you need to fix some of the other parameters such as ROE and cost of debt.  Otherwise it’s -- so that way, everything is fixed.


Just one comment about the allocations.  And again, Union could go through a process of calculating costs.  We do have Board-approved allocators.  EPCOR doesn't.  So again, it comes down to how do we do that apples-to-apples comparison.


MR. QUESNELLE:  Thank you.


MS. SPOEL:  While we’re talking about cost and cost allocations, it just popped into my head.  The comment about the -- I think you referred to the M7 -- I wanted to go back to the question about the cost, or the way that the costs are recovered for the upstream reinforcement out of order, but whatever.  So I understand the way you would charge EPCOR is you'll charge them a rate and there may be an aid-to-construct in addition to that, and the rate will depend on the volumetric -- the timing and the volumes that go through.


How will Union charge the standalone communities the cost of the upstream reinforcement, will it be done through the same notional rate that you would be charging to EPCOR or will it be done on some other basis simply by recovery of cost of capital?  Or maybe -- yeah, maybe you can answer that question.

MR. KITCHEN:  It will be included -- it would be included in the rate that we would charge customers in the communities, so it would be part of --


MS. SPOEL:  But you will include it as a rolled-in rate or will you have it as a separate line item the way EPCOR --


MR. KITCHEN:  It would be -- it will be rolled in.

MS. SPOEL:  Thank you.

MR. QUESNELLE:  Okay.  All right.

MR. TODD:  [Microphone not activated]

MR. QUESNELLE:  Is your mic on, Mr. Todd?

MR. TODD:  [Microphone not activated]  It's on.

MR. QUESNELLE:  Yeah.  Okay.  Thank you.

MR. TODD:  [Microphone not activated]

MR. TODD:  The -- my comments are based, number one, this is about getting value for the customers of the new standalone entities.  Each of the two proposed standalone entities have a cost structure.  The cost structure is what will be going into rates.  The cost structure for the standalone entity would be fully allocated cost, not incremental cost, because it is a standalone, and on that basis, at least that's my expectation when it comes to rate-setting, the way when you get to the end point, which is value to the customer, is to make sure that we have a cost structure which is reflective of the application.  If you don't do that you don't have any accountability.  A company could come in with a very low marginal cost in their competitive structure and then turn around with a rate application that has a very different fully allocated cost, which would be justifiable and I would expect required by the Board when it comes to the next stage of the process.

MR. KING:  Can we move on to the next, treatment of capital costs?

MR. QUESNELLE:  I take it is that EPCOR's?  If it is EPCOR's, then I think Union has got the last word on the last one.  Do you have anything further to add after hearing from Mr. Todd?

MR. KEIZER:  Actually, I just want to take one second if I may.

MR. QUESNELLE:  Yes.

MR. KEIZER:  The only thing I can add is that Mr. Todd's submission relates to the evaluation based upon rates, and as I understand this process the evaluation is not being based upon a rate, it's being based on the actual cost, the revenue required to serve, so that's -- and we believe that's on the incremental basis.  That's all I have to add.

MR. QUESNELLE:  Thank you.

Okay.  So moving on to the treatment of capital costs.  Oh.  Yes, just one question before we move on.

MR. PASTIRIK:  Just one question, and it might provide a little bit more clarity on this incremental versus allocated cost, is just wondering if each could just comment on, you know, what kind of costs you're thinking, or where do you see that there would be a big difference if there were incremental costs versus allocated costs in serving a community like this?

MR. KITCHEN:  I guess in terms of -- first of all, I don't know the magnitude.

MR. PASTIRIK:  Not the magnitude, but just the kinds of cost.

MR. KITCHEN:  Well, so for example, you know, to the extent the we have -- my salary, for instance, right, the OEB costs, those are costs that are considered administrative and would form part of an allocation, but it's just costs like that, those general costs, costs of operating, the business that are shared by all.

So that's the type of costs:  Finance, treasury, corporate centre costs --


MR. PASTIRIK:  So corporate centre type costs?

MR. KITCHEN:  Yes, but there's different -- there's corporate centre costs and then there's also in-house costs, general overheads, that are shared as well.  There's two types of costs.

MR. TODD:  And again, if Union can't quantify it I'm not going to try to quantify it.  I agree -- yeah, I agree with -- I agree with that basic concept.  The difficulty there is that even if you're talking incremental costs, inherently it's going to require an allocation process.  As I understand Union's proposal -- you know, or not even understand it -- practically speaking, they will be utilizing a lot of existing services, you know, an hour here or an hour there, different staff time, things like that.  It's not -- in Union's case it's probably not going to be assigning -- hiring a bunch of new staff to be in location, but maybe some of that.

But unless what's put forward is a cost which they're prepared to live with, and EPCOR does the same thing, which would include corporate costs, and they bid a price or they bid a cost which then would carry through to the ultimate proposal, one of the things that the Staff report says, we want to avoid gaming.  How do we avoid a situation where our incremental costs are essentially zero?  And then come in with a rate proposal for fully allocated costs.  How is that getting customer service?

But what notionally is in there is servicing the area, servicing the customers, call-centre time, right up to executive time, overhead costs related to human resources, the president's office, right on down the line.

MR. PASTIRIK:  That's helpful.  Thank you.

MR. QUESNELLE:  A bit of a submission there as well.  So Mr. Kitchen, do you have anything, final words?

MR. KITCHEN:  We're just going to keep going back and forth all afternoon.

MR. QUESNELLE:  I think this will be -- you can move on after this is...

MR. KITCHEN:  I guess the one thing I noticed in -- we keep talking about standalone rates and standalone proponents.  Union is not setting up a separate company to -- if we are chosen as a proponent, would not be a separate company.  It would be Union Gas that would be providing service.  So it wouldn't be an affiliate.

MR. QUESNELLE:  Understood.  Thank you.

Okay.  Moving on, treatment of capital costs.  EPCOR?
TREATMENT OF CAPITAL COSTS

Submissions by Mr. Brandell:


MR. BRANDELL:  Our position here is that this is really almost a basis of the competition, that the parties are going out and saying, Here is a geographical area or series of geographical areas that we're going to serve, and we're going to serve it for X cost, and it just seems to us that the basis of the competition is us saying -- or the proponents saying we're going to serve this area for this capital cost.

If the proponents are allowed to win and then come back and say, well, the geo tech was worse than we thought or our pipe was delivered later than we thought it was going to or the total costs were higher, and then they put those costs in front of the Board, I think it could determine those are prudent costs, because those are all costs that are prudently incurred in developing a system.

But the basis of the competition is, we say here is a price, and we're going to live within that price.  We've done all the due diligence that we think is necessary to stick with the price, and we're going to commit to it.  And really that's the basis of it.

And so our view is that not only during the ten-year rate stability period should we live within the costs that are proposed by the CIP, but at the end of the period there shouldn't be an ability to take any of those cost overruns and stick them into the rate base going forward.

So proponents shouldn't be able to hold their breath for ten years and then all of a sudden flow a bunch of costs in that they incurred over and above the CIP.

Having said that -- and we'll get into permissible rate adjustments -- we think there are a couple of items that would be better handled on the flow-through, but certainly capital costs should be a fixed cost.

MR. QUESNELLE:  Thank you.  Mr. Keizer.

Submissions by Mr. Isherwood:

MR. ISHERWOOD:  Slide 7 of the Union Gas deck, please.

So there's really two risks in terms of the forecast.  One is on the volume risk, and we certainly agree that during the rate stability period that's a risk that Union will manage and will live to.  We do believe that actual capital cost should enter a rate base for the purpose of rate-making subject to Board approval, and that approval is always on a prudency review.  That is a framework we have in Ontario.  That’s quite a common framework, and I think it was alluded to a bit earlier as well.  And even though we apply for a change in rate base based on capital cost, it would be up to the Board to be allowed or not allowed.  And we should also point out prudently incurred cost could be positive or negative and whatever that is, we think the true capital cost should be reflected in rates.


The Board has established, in PO Number 6, that the rate stability period is 10 years.  The CIP analysis competitive analysis is over the first 10 years.  In some ways, this issue really is beyond the scope of that; it’s really for year 11 and beyond.  But our position is that prudently incurred costs, we would have the right to bring that to the Board and the Board would be able to decide based on our application.

MR. QUESNELLE:  Mr. Isherwood, you lost me there at the end.  The 10-year rate stability period the Board is speaking to, you say you're in agreement with that.  But within that 10-year period, the actual construction costs are ones that you could bring to the Board for inclusion in rate base?


MR. ISHERWOOD:  That's correct.


MR. QUESNELLE:  Thank you.  Response?

Submissions by Mr. Brandell:


MR. BRANDELL:  There is an effort for me to truncate my remarks.  The only additional point we would make is that fixed cost should be -- and again, our view is that fixed cost is driven by the competition, and in the end, the ratepayers are getting the best costs available given the level of risk the parties are starting to take.  So in fact, if there is a cost overrun or cost under-run, cost under-runs are much less likely, but of either one of those, it should in fact be the cost that is put into the CIP that should go into the rate base.

MR. QUESNELLE:  Understood.  Thank you.  Permissible rate adjustments, we don't have -- I'm sorry, did I skip over other CIP parameters?

ROYALTY PAYMENTS - INTEREST DURING CONSTRUCTION - OTHER CIP PARAMETERS

Submissions by Mr. Kitchen:


MR. KITCHEN:  There's three other issues that were referenced in the Board's update and we raised them.  The first one is -- we’ll deal with them together.  The first one is any royalty payments to municipalities as is proposed by EPCOR should be included in the revenue requirement.  Interest during construction; we currently have a process for dealing with that.  We use the OEB prescribed rate and eventually that's capitalized into rate base, and we feel we should continue to use the OEB prescribed rate.


And for purposes of the CIP, we think we should be excluding gas supply costs from the revenue requirement, as these are passed through quarterly to customers through the QREP.

MR. QUESNELLE:  Thank you.  Response, Mr. King?
Submissions by Mr. Brandell:


MR. BRANDELL:  I think we're in agreement on a lot of those.  The commodity cost, excluding it makes a lot of sense.  Using the FUDC, we think that's good, but we don't think it should be the OEB cost of debt.  I think the parties have agreed they're going to use their own whatever competitive cost of debt cost of equity they deem to be appropriate for this the level of risk they're taking.  So we think it should be the cost of debt that the parties are individually using for their CIP.


In terms of any kind of royalty or franchise fee, our view is that anything that’s going to be collected from the ratepayer should be in the revenue requirement, and we're not sure why we would particularly bring our franchise fee or royalty fee; anything the party is going to collect, it should be in the revenue requirement.  And then again, the parties have to live with that in their leave to construct and their 10-year rate stability period.


MR. QUESNELLE:  So if I understand then, the ability to collect revenue offsets in any form or fashion as part of the competitive process, and one which would be reflected in your bid per se?


MR. BRANDELL:  Yes.  Again by revenue offsets, I'm not sure if you mean --


MR. QUESNELLE:  Offset to you.  Your revenue requirement calculation, if you're receiving monies from elsewhere, it lowers your revenue requirement.

MR. BRANDELL:  I think we have, to a certain extent, dealt with some of those as in agreed with Union.  For example, grant payments aren't going to be included; tax holidays wouldn't be included.  I'm not sure about other revenue offsets we would get from the ratepayer, but if we're going to go and we have some innovative ideas how to lower costs, then that would absolutely be reflected in the CIP and then we’ll have to live with those.


MR. QUESNELLE:  Understood.  Thank you.  Mr. Keizer, response?
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MR. KEIZER:  A couple of points.  One -- I think just to be clear, though, on your question about revenue offsets.  If it's in the context of the royalty payment, the royalty payment is a payment EPCOR is making to the municipality.  So it’s actually a cost not a revenue coming back; it's a cost to them.

MR. QUESNELLE:  I think that's what threw me off.  It was put incorrectly into a category of other things.  It’s the exact opposite, so that’s a mistake on my part.


MR. KEIZER:  The other element of it was that my friend said we're in agreement with respect to charging their own cost of debt and that's a competitive element, and I think I’d ask you to harken back to the submissions that Mr. Kitchen made with respect to the OM&A and that if we're going to deal with the OM&A on some kind of apples-to-apples basis, if they’re fully allocated or some kind of specific basis, then the ROE and cost of debt should also be fixed.


MR. QUESNELLE:  Could I ask you to provide maybe on that point, because I did think the join was to my mind as well.  If the use of incremental OM&A on behalf of Union is akin to -- or sorry.  If Union is asked to use fully allocated OM&A costs, and that gets to us an apples-to-apples comparison because that's what EPCOR would be doing, if the ability to perform that work effectively and efficiently and all the things that arrive in an analysis of what constitute OM&A cost, how far are we going to go to the company's cost structure, depending on its credit level therefore lower debt, all those things are competitive.  But the delivery of it, doesn't it result in a lower OM&A cost to begin with?  Aren't all those things -- wouldn't we be trying to dissect that twice?  If you're able to supply an OM&A cost because of your company is a successful company that has a low cost of debt, doesn't that flow through to the actual -- what you have to charge for OM&A?


I'm asking a question and saying a no response.  Perhaps you can elaborate?


MR. HOCKIN:   Interest is not part of the OM&A sort of element as if we were to be looking at that element.  Interest is charged on rate base.  It's -- that's the manner in which we do our revenue requirement against the cost of equity and the cost of debt.  So it doesn't enter the OM&A type of methodology that I would normally typically look at for financial analysis.  I would look at what is the incremental cost to take on the customers.  If you asked me to include the embedded cost or the fully allocated cost, we could go to -- I'm just thinking in the context of a rate filing.  There’s several dozen different categories of items in there.  Interest is not one of those items.  Interest is kind of a whole separate element, not necessarily on the OM&A side of things.

MR. QUESNELLE:  If the company is enjoying success and has a lower interest rate, which in effect allows it do other things at a lower cost, does it not?  Is there no connection there between -- it may not show up in that direct line, but I'm just thinking as far as the health of the company, the credit rating of the company, the risk, the ROE the company is enjoying, aren't all those things somewhat connected to what you can then provide for a costing, knowing what revenues you're going to receive back?


I'm concerned that we're going to go into setting up
-- there is a line to be drawn here, I think, between finding common approaches to put your costs in and trying to isolate costs which are in my mind part of the competitive process to begin with.  If a company is enjoying a lower interest rate and therefore it has the ability to come to the table as a healthier company and make its bid.  If I'm not correct in that please explain to me how it is that you would not see it that way.
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MR. KITCHEN:  As Mr. Hockin said, the use of the interest rate is really applied to capital based on the debt equity ratio that's approved for the company.  So we've agreed on using Union's debt to equity ratio --


MR. QUESNELLE:  Okay.

MR. KITCHEN:  -- as part of the CIP, so 64-36.

MR. QUESNELLE:  All right.

MR. KITCHEN:  And then Union's ROE right now is fixed at 8.93 percent.

So I guess to your question, though, if a company is enjoying lower interest rates, does that flow through to other parts of O&M, I think is what you're asking.

MR. QUESNELLE:  Yes.

MR. KITCHEN:  I would say no, because really the interest is used -- is really used for the purposes of calculating the cost of capital.  You know, I suppose, you know, there -- no, I can't -- actually, I can't think of any way that can flow through to O&M, because if -- to the extent that there's interest charged on services or payments that Union makes, we would be doing everything we can to minimize those in the first place.

MR. QUESNELLE:  Right.  All I'm trying to do in this conversation here is somewhat delineate what items make sense to have a common -- strike them as common, and an approach would be fully allocated versus incremental, and where we have to -- you're taking that, Mr. Kitchen, into, but if we're going to worry about that, let's also worry about the ROE and the interest rates, and I was just attempting to see, is that a connection we need not worry about, that those things are competitive and allow you to come to the table with a better offer.  I did hear you say that the interest rate certainly does on the capital side, so I guess overall then what the Board was looking for was a total all-in revenue requirement, so to the extent that the interest rate does have an impact on your revenue requirement related to capital, then I think it's there, and not necessarily the OM&A cost, but it's -- I think we're finding a way here, you know, to distinguish between, okay, whether or not there's a necessity to strike a common front on ROE, interest rates, and other elements of the Board's -- or the company's financial status versus the things like -- I think we need a common approach on fully allocated or incremental, you know.

MR. KEIZER:  Can I just have a moment?

MR. QUESNELLE:  Yes.
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MR. KEIZER:  Sorry, Mr. Chair, I just comment on a couple things you raised.  One, I think although you can refer to something as being fully allocated and fully allocated, and is that somehow an apples-to-apples comparison.  I don't -- other than the fact that there is a similar name given to, you know, the calculation of cost, there may be all kinds of assumptions that go into what the allocations are.  So I don't necessarily agree that just because one person is doing it on a fully allocated, another person is doing fully allocated, that those costs necessarily are apples to apples unless you understand the basis upon which the allocations are established, which, as you know, within a -- in a typical rate case for revenue requirement, which is, you know, scrupulously considered by intervenors and Staff.

The other aspect --


MR. QUESNELLE:  Just on that point, Mr. Keizer, I think the Panel certainly accepts that.  Just to -- our objective is to have something which the parties are on the same ground as the proponents on the same ground from a defence perspective.  You're defending fully allocated and that is what the questions will be based on, as opposed to being incremental.

MR. KEIZER:  Right.  Right.

MR. QUESNELLE:  So we recognize your point, yeah.

MR. KEIZER:  The second element, I think, in terms of the cost-of-capital elements, obviously, it is typically attached to capital, but the other part of it is, is that at the end of the day these entities will be regulated, you know, it will be a regulated regime in which these entities will live, and to the extent that your objective is to establish a revenue-requirement number that you're looking at within the context of this proceeding, it would seem to me that you have to take into account the fact that, you know, rates of return on equity and cost of debt are subject to a regulatory process, subject to a guiding principle which the Board applies, and certainly are attached and related to debt to equity ratios in those levels.

So, I mean, I don't necessarily as much as parties may wish and hope and dream that they have certain returns and equities or costs of debt that may be different than the regulated regime, we have to live within that regulated regime, and I think there is a common basis upon which you can compare in there.

MR. QUESNELLE:  Thank you, Mr. Keizer.

Mr. King.
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MR. KING:  So I think -- so that's -- I think those are all the submissions on the CIP.  We had added a couple of slides, as I said at the outset.

Our next one is on permissible rate adjustments, so rate adjustments during the period, and then finally we have a final slide on next steps, and I understand that -- do you want us to proceed and you can respond to the rate adjustments?

MR. KEIZER:  Yes, given that we don't have a slide on the rate adjustments it probably would be preferable that you do.

MR. QUESNELLE:  I don't know how often we'll be doing this, but now we know how to...
RATE ADJUSTMENTS
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MR. BRANDELL:  Under the permissible rate adjustments you have two general categories.  I think the parties agreed that there should be some type of allowable rate adjustments to the rate stability period, and if you want to call them, like, a Z factor adjustment on the first case or first instance that's okay.

Our concern is that we want to make sure there's a well-understood framework upfront as to what kind of adjustments the Board would consider to be -- would consider to review, and again this goes to the risk allocation, and in the end kind of ROE and cost of debt, because obviously more risk that the proponent is taking on, then that's going to have a direct impact on what they think their return should be and what the cost of debt is going to be.  So what I'm saying is they want have it clear up front to the extent we can what is the Board going to accept, and I've been told that the Board has a rich history of challenging the Z application -- Z factor applications and reviewing them in a very thorough manner, and we of course applaud that.

Having said that, we think there's probably two general categories of costs that should be even brought up to the batter plate here.  And first of all, costs such as a change in law.  So if a change in law takes place, whether that's environmental law or a new TSSA requirement or something that increases the cost of the utility, we think that that should be ultimately brought forward as a Z factor adjustment.

The other things would be upstream costs and whether that upstream cost relates to, say, a change in Union's tariff that increases our costs or something, as an example, impact in the working capital, and just on the side of that, to our mind, that's really the only adjustment that we think should happen to the rate base is a change in working capital, as that may change as a result of, say, change in volumes or I guess change in timing of when the -- when our suppliers are asking for payment and when we pay our suppliers.

Sorry.  Okay.  Sorry.  And so then there is the kind of upstream cost, and then there is the change in law and there's the kind of typical force majeure events.  And if you're looking for this, we would be more than happy to think -- to give you a list of what we think are typical.  We include civil strife, potentially extreme weather events.  I'm not sure how they might affect a gas utility, or things like acts of terrorism or something that's outside of the --really very much outside the control of the utility.


The other element here in terms of this Z factor is in terms of rates, and how the rates might be adjusted during the 10-year stability period.  Our view is that the rate should be -- and as we talked about throughout these oral submissions, that the rate should be very much stand-alone and not subject to factors outside of the control of this stand-alone utility. 


Our concern here is that in the past, we understand Union has proposed that they have -- they bring in their existing rate, and then have a rate premium on top of that, and it's only the rate premium that's subject to the stability period.  The underlying rate will, despite its very nature, change as Union's underlying rate.  As they go through rate cases, that rate is going to change.


It's not clear to us even in that kind of structure how the Board will compare a Union rate then as an existing rate plus a stand-alone -- as a premium to our stand-alone rate, which we're saying is only going to be subject to very limited adjustments, such as inflation or these Z factor adjustments.


MR. QUESNELLE:  Thank you, Mr. Brandell.  On that last point, the Board did in its decision refer to that possibility of having a stand-alone.  But is that something that is giving you concern in the selection process now?  Or is that something you're suggesting that after this, we should set rates that are stand-alone and aren't subject to -- what I'm getting at is the parameters that we would put in place now are for this particular applications that are competitive.  I’ll distinguish that from other applications which are not competitive.  Do you see that distinction?


MR. BRANDELL:  I do.  And this goes to our concern about there being changes between whoever wins a CIP and the assumptions and commitments they’ve made, and then the final LTC.  If there are significant changes, as an example the rate structure, the cost to the customers over the 10 year rate stability period, I'm not sure how you can -- how you rank those.

MR. QUESNELLE:  Thank you.  That clears it up for me.  Thank you.  Mr. Keizer?
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MR. KEIZER:  If I can try to take these in order.  I guess with respect to the Z factor, the Board has certain parameters for a Z factor.  It's adjudicated on a number of different occasions and those thresholds have been established by the Board, and Union doesn't see any reason to deviate from those aspects.


EPCOR seems to be, I think, trying to put it into a contractual box to some extent, and impose upon the regulatory regime an element of contract which I think is a structure of establishing rates and organizing itself potentially, I guess, more along the lines of public- private partnership or otherwise absent from the regulatory regime, whether it's maintaining capital over a long period of time or looking for a certain definitive list which enable price adjustments, which are typically something you would see in a contract of that nature, whether it be force majeure or changes of law.  I'm not sure how that necessarily fits within the RRFE.  But in any event, I'm not sure how it fits within this proceeding itself recognizing that all of these things are post comparison purposes rate implementation issues which have to be taken into account and are not necessarily here for the comparative reasons.

 And I think in your most recent procedural order, either the procedural order or in your partial reasons for decision, you indicated that aspects such as this is establishing the rate, the nature of the rates, the structures and whatever else are something which the Board has considered many types over its due course and process and it wouldn't be something that would fall in the scope of this proceeding, which effectively is for purposes of comparison as to who best and who most economically can provide the service.


So I think in that circumstance -- and I believe actually it was in your partial reason for decisions at page three, which says that you actually dealt with the issues.  All other matters cost related to cost allocation, rate design and general management of the utility are ongoing concerns to the OEB, which has managed as a matter of course with all regulated utilities selection criteria, therefore they’re restricted to the comparison of revenues required for a specific identified service.


So I think to a large measure, the issues that have been raised by EPCOR in terms of permissible rate adjustments I think fall outside the scope of this proceeding, and really are just to provide comfort in respect of whatever kind of other regulatory regime it seems to intend but has not yet disclosed.


The other element of this is the issue of stand-alone rates, and I believe that still falls within that same basket, that that itself is also outside the scope of this proceeding and really is not going to the issue of the revenue required to provide that specific service.  And a revenue requirement analysis, it is more or less to try to establish some rate structure for purposes of a later issue.  It's not to the issues that we have been discussing today in our submission, and therefore you should not pursue that.


And I think with respect to the issue of the other costs of flow-throughs and whatever else, again I believe that also is a rate setting aspect not necessarily related to the revenue requirement.  It's a post comparison and post selection issue.


If I could just have a moment?  Those are our comments, Mr. Chair.


MR. QUESNELLE:  Thank you, Mr. Keizer.
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MR. KING:  I want to touch on a couple points.  One is what my friend said about the Z factor.  Just to explain, we're not proposing to alter the test that the Board uses, the materiality prudency, those principles that the Board is used to scrutinizing.

What we're saying is layering on top of that -- before you get to that, let's narrow the scope of items that can be brought to the Board to be put through that test, and narrow it to changes of law, narrow to upstream costs or  force majeure type events.  So those are the only types of items that we ought to be able to bring forward as Z factor application.  You still have all of the discretion according to the normal test you ought to use.


The second point is sort of tied to that.  I'm struggling a bit with the notion that what's in the CIP is in the CIP, and these other issues we ought not to be concerned about.  We have always through the course of our discussions been very cognizant of the fact that the breadth of latitude you have to make permissible rate adjustments during the rate stability period greatly informs how you're going to put forward your CIP.  The more latitude you have to come to you folks and seek adjustments to those, probably the more aggressive you're going to be in your CIP proposal.   So there is a direct connection, in our view.


If the basis upon which we can come to you and make adjustments during that rate stability period is very much circumscribed, you're going to think long and hard about the costs that you will ultimately get stuck with in your CIP proposal.  So we view them as part and parcel of the same, and we think that's why they're in the progress update.

MR. QUESNELLE:  Mr. King, on that point, and again the Board has a lot of -- I won’t say they’re competing objectives, but multiple objectives in this exercise.  And one of them is to make a comparison where people have gone in with a like notion of what the risks are.  To the extent that you would like to narrow the basket of goods which would be available for somebody in a Z factor application and actually narrow it, unless we go through a process now to adjudicate on what that looks like, what is the down side to just taking what is existing as far as the approach and the typical things that the Board has looked at, and if we are -- I don't think we've ever approved a Z factor adjustment based on something which was in the company's control, something which is outside of a forecast, and I think -- and we look at this CIP, it's going to be based on the forecast that the companies are putting forward.

So I don't think a Z factor would be available to somebody to say, well, we got it wrong, you know.  So I think to the extent that -- I'm just wondering what's the weakness with accepting what is there now and the Board's history.  I mentioned that we've been doing this for quite some time.  I wouldn't want that to be, you know, kind of a -- not be seen as a -- setting up an expectation for the future.

MR. BRANDELL:  I think to a large extent that goes to the risk-sharing between ourselves and the ratepayer, and when we're calculating the CIP or developing the CIP, that's reflected in our cost of capital and our cost of debt.  And to the extent that we have a -- and it's not science.  There is obviously some art involved in that, but to the extent that we can have the clearest possible understanding of what kind of things we can come to the Board to adjudicate on, we can be more precise, and the cost of equity would reflect that.  To the extent there's greater and greater uncertainty, then we have to reflect that, and that generally goes into the cost of debt and the cost of equity.

MR. QUESNELLE:  Understood, thank you.

If that's it for the list of items we want to discuss --
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MR. KEIZER:  Mr. Chair, I know that -- I will be very brief.  And the only question I have is -- and I guess maybe it relates -- it's confusion that I guess I just want to understand.

My friend talks about an ROE and a cost of debt.  Does that mean that they're proposing a regulatory regime that's different than the Board-approved mechanism to establish ROE and cost of debt?  And are they asking that these customers, because they're subject to a competitive process, be regulated differently than every other customer in the province?
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MR. BRANDELL:  It seems like the very nature of this competitive process means that there's going to be changes in the regulatory environment.  The -- and I think the parties have agreed that cost of debt and cost of equity is in fact going to be something that they bring as a competitive advantage or not.

So to the extent that we're bringing those forward, to the extent that we put them in our CIP, the parties have to live with those for the ten-year rate stability period.

MR. QUESNELLE:  Is that something you would be disclosing within your CIP?  I took it from your comments that that was going to be your internal analysis as to what your revenue requirement was going to be based on what your projections of your returns were going to be.  Now, those are not deemed returns, that's your company returns based on that revenue.

Is that something that you consider, or I'll ask Union at the same time, that you expect to bring forward to the Board in your proposal, that this is what we have based our -- this CIP lands us at an ROE of X?  Or is that your internal analysis?

MR. BRANDELL:  Yeah, I mean, that's absolutely internal analysis.  Our preference would be not to reveal that information.  Again, it builds up along with O&M, along with the construction costs, along with everything else, it builds up to a number which is the revenue requirement.  And we have to live with that number for the ten-year rate stability period.

If we choose -- and believe me, our executive and our Board are unhappy about not making money or making a reasonable return, so they're going to make sure that reasonable numbers go into these calculations, and then we are willing to live with those numbers.

MR. QUESNELLE:  Union, comment on the same point?
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MR. KEIZER:  Well, I think that it's -- my friend seems to be saying it's a boiled-up number, but I think there is an element of the regulatory compact with respect to establishing and balancing the interests between ratepayers and the cost to serve those ratepayers and the reasonable return to the shareholder, and so to the extent that we're developing a revenue requirement that reflects those principles, because I think given the fact we are regulated, it should be there, and so therefore it seems to me that it's not within that regime acceptable to say that somehow you can hide your ROE and not disclose it, given the fact that that would be normally the nature in which you would boil up to that revenue requirement to begin with, particularly if it's a competitive basis.

MR. QUESNELLE:  I'm speaking for the Panel.  It was the same panel that wrote the generic decision, so I understand what our thinking is here.

Your last comment, Mr. Keizer, particularly in a competitive process, the essence of the generic decision in that we would be relying on competition to take care of a lot of those things which we typically look under the hood for, in the rolling up of these numbers to come in with a revenue requirement, internal analysis gives you, the proponent, a comfort level that they are going to be able to satisfy their shareholder, it's whoever feels that they have the risk tolerance and the lowest price.  That's the competitive force of itself.  Isn't that a replacement for the scrutiny that the Board typically does in a rate application?  See where one is necessarily taking the -- without -- what's the essence of the competition, the basis of the competition, if it isn't to derive a lower number for the customer?

MR. KEIZER:  Well, I think the essence of the competition is to drive a lower number for the customer, which means your ability to structure your project and to, you know, marshal your capital and other things in a means by which you drive the revenue requirement down, recognizing you have to balance it relative, which I think you got to in one of your decisions, relative to the customer attachment forecast and how you want to actually balance that risk over a rate stability period.


But I think also, though, if you take the logic to the extent that says because we have injected competition in here, which would drive us with respect to O&M costs, let's say, or with respect to capital costs, then I guess one would assume that if I went out and got five bids to deliver me OM&A as a regulated utility, why should I come to the Board, because I've subjected my cost to competition.  And it's the same thing, is it not?

And so I would think that it still requires at some later date an assessment, which I think the Board always carries that ability to ensure whether during the time of an application and even post-application that the rates reflected are just and reasonable.

MR. QUESNELLE:  I guess what I'm drawing a distinction, Mr. Keizer, and asking to you comment on, that in this process we are not setting rates; we are selecting a proponent.

MR. KEIZER:  Right.

MR. QUESNELLE:  Subsequent to selection of that proponent, yes, and the structuring of rates and understanding exactly what the ratepayer is paying for, and given this ten-year rate stability period, it would be the expectation that the proponent would be living with the revenue requirement that it put forward.

So to the extent that it's a selection process and there's the ten-year freeze embedded in what -- the Board structure on this, so that there is a common understanding of how to put together that bid price, why is it important to the Board at this juncture as to what the embedded ROE is in the analysis that brings you to that revenue?

MR. KEIZER:  Could I just have one moment?

Sorry, Mr. Chair, to address your question, well, I think that it does, because even though you make a selection within this context and you select on the basis of a revenue requirement, and your consideration is that the party would be somehow limited to that cost with respect to its -- the C-I-P, or the CIP, at some point in time it still has to come back to the Board for purposes of establishing rates, and the Board in establishing those rates are going to have to accept some panel, whether it's this panel or some other panel, is going to have to accept that it has no choice in the matter but to accept the number which was proposed as part of comparisons.

And so the question would be, if that's the case, then any conclusion in this circumstance would be deciding that that's the appropriate balance for just and reasonable rates in some rate proceeding in the future.  And it would seem to me that if that's the case it would be more appropriate for purposes of this to actually work within the context of the regulatory regime or recognize the fact that it is going to be adjudicated by a subsequent panel.
Procedural Matters:


MR. QUESNELLE:  Thank you, Mr. Keizer.  If that concludes the conversation on the permissible rate adjustments and other items, we did indicate we wanted to talk about process, and I think that was spoken to at the beginning as well.  And we leave it open to any conversations you've had between yourselves, and if you want to report on those, or if you have individual comments and submissions on where you think the process -- and when I say process, I should be clear here.  I'm not talking about from here to the end of the final rate making process, but this selection process is what I'm talking to.  We will be issuing a determination on the items that are discussed today on the disagreements and we'll be doing that ASAP.  And once you have that in hand, let's start there, where would you suggest we go from there, Mr. Keizer?  We'll have a conversation back and forth with yourself, Mr. King, if you choose.


MR. KEIZER:  That's one item we have not discussed.  There is an element disagreement potentially with the process.  But I believe Mr. King does have a slide on this.


MR. QUESNELLE:  I forgot that slide trumps the process.  Let's look at the slide and we’ll go further.


MR. KING:  These are fairly high level points and there’s really just a few.  We will accept as minimal and compressed a process as I think you're willing to give.  We've been -- EPCOR has been at this for an awfully long time and to borrow the argument you just made, we are -- if regulation is a proxy for competition, it seems to me you've opted for this competitive process.  And on that basis, we don't need the full-blown regulatory regime from the point at which you issue your next document to when a winning bidder is ultimately selected.

MR. QUESNELLE:  I hadn't seen this slide when I gave my comments.


MR. KING:  We did have a discussion at the session about schedule, and I think we did have agreement on that.  Certainly we're prepared to live with the schedule, the rough dates we spoke about at the session earlier in July.  But we're pleased to not have any oral hearing, and we would be happy with no interrogatory process.  But if there is to be one, we would be encouraging the Board, I think, to restrict interrogatories to those coming from the Board or Board Staff, on the basis again that you're invoking a competitive process here.  There is no reason -- given the time period that's passed, there is no reason to open up the regulatory process.


MR. QUESNELLE:  Thank you, Mr. King.  Mr. Keizer?


MR. KEIZER:  With respect to the schedule, I think within the context of the schedule that was discussed with the Board Staff, I think we're okay with.

In terms of the process itself, just with respect to EPCOR's slides, I think there is an element of these slides that do go beyond the selection process and we've already dealt with those submissions in the last issue, so I don't need to repeat those here with respect to what it means with respect to the CIP and beyond the selection.


In terms of the interrogatory process and other elements, in our view, it's beneficial if we have an interrogatory process, and I think it's beneficial if the questions extend beyond Board Staff and the Board where either party would have the opportunity to ask each other questions.  I think who better knows what thinking has gone into this; who better would be able to focus the questions and look for issues that may arise that go to the merit of those submissions than the parties themselves.


I don't think it has to be a protracted interrogatory process.  I think the timing could be reasonably concise, given the fact that the documentation that would be filed and the matter at hand is reasonably focused.  So I don't think it would add a significant amount of time to the process to do that.  I think that at the end of the day, you would then benefit from that and have a full vetting with respect to what the issues are and the nature of the submissions made, and certain assumptions that were made.  So I don't think you'd be disadvantaged.  I think you would be advantaged by doing that.  But we recognize that timing is important, but we think that's aided by the concise nature of the matter before you and also the willingness of people to work with reasonable deadlines.


Just a moment.


And to the extent that there is any nature of a hearing or further inquiry subsequent to any kind of interrogatory process, we're in your hands as to how you wish to proceed in that regard.


MS. SPOEL:  Mr. Keizer, just may I ask -- I want to ask a question about the interrogatory thing.  I don't know if you were involved in the east-west tie process.


MR. KEIZER:  I was.

MS. SPOEL:  In that one, which was a much larger process with many more parties, we determined it was inappropriate for the various applicants to be allowed to ask each other questions directly because of the competitive nature of them, I think, and we had everything flow through the Board and we determined which interrogatories were appropriate.


But that took quite a bit of time, as you'll be aware.  I'm not sure I'm recommending a similar process here; I'm not sure.  But one of our concerns was we didn't want to get in a situation where parties were asking each other about how they came up with certain costs, that there were issues about -- potential issues about confidentiality and business -- not business secrets, but how the business was being done.  So I'm not sure.

Yes, you probably know more about each other than we do or than Board Staff does, but how would you propose getting -- in a timely fashion, getting around the possibility that there would be questions that might be --


MR. KEIZER:  First --


MS. SPOEL:  -- beyond the scope.


MR. KEIZER:  My apologies.  I was part of the east-west tie and certainly, given I think there were five or six competitors in that process asking each other questions would have been incredibly complicated.  It was complicated in its own right because of the magnitude of the project.  So you're quite correct; it was filed to the Board.  The Board did select the IRs it wanted to ask.


I think in this circumstance -- and also at the time, there were intervenors which were actively involved for purposes of interrogatories as well.  So not only did we have multiple proponents; we had many participants.  And we all lived it.


In this circumstance, I think we're in a much more refined circumstance.  There's only two parties.  It's a very focused project with respect to -- really not a very complicated project to some extent.  But given its size and magnitude, unlike going across northwest Ontario.

But there’s two parties.  Obviously, to date, we've been focused within this process as between us, as between EPCOR and Union.  So I think to the extent that that's one element which I think would limit the complexity of interrogatories, given the fact that there's limited parties and limited participants.


And the other element is that obviously it -- you know, we seek your guidance, but you have the ability to prescribe a scope of areas in which you perceive the need to have further inquiry or understanding.  And obviously for anything to be relevant, it has to be tied to the issue of the delivery of service and the revenue requirement applicable to that delivery.


So I think there's an element that enables this to be much different than the east-west tie and much more refined, which would I think would ultimately aid you at the end of the day.


MS. SPOEL:  Thanks.


MR. QUESNELLE:  Mr. King?


MR. KING:  Just a couple points.  EPCOR owns a number of utility businesses across North America and in other jurisdictions, they have entered the jurisdiction via competitive PPP processes.  And absolutely as part of that process, there is no scope for one bidder to examine or pose questions to another bidder.  It's just not done.  And I would be lying if I didn't say we're concerned about getting buried with IRs.  It's our experience that parties aren't great at exercising restraint and we don't want to get bogged down in motions about what ought to be answered and what ought not be answered.

So that’s a legitimate concern.   We don't think it's proper, and we think that it allows for things to spiral out of control.  For what is -- and this is my second point.  You know, to put it all in perspective, I've acted for NRG for a number of years.  EPCOR is in the process of acquiring them, subject to Board approval.  Now, this project is about half of NRG's size.  So there has to be some sort of scope and balance to the amount of time, effort, and regulatory process around this size of a system, I think.

MR. KEIZER:  Sorry, just to follow up with Mr. King's comments, when he mentioned about PPP projects, public-private partnership projects, I mean, I think that goes to the essence here of one of the issues, and that is that EPCOR is -- seems to be approaching this from the perspective of this being a 3P competitive bid, and in that process and in many processes such as that, there is one -- high levels of transparency with respect to the information that flows back and forth between the project owner and the project proponent, and there's extensive negotiation of project agreements that follow, all of which require significant amount of disclosure and other things to get to that point.  And we also have EPCOR saying today, Well, we're going to lock her in for a long period of time and, you know, your ability really to look at this at any time in the future is going to be limited to what's in the CIP.


So it would seem to me that if you're going to go down that road of precision and to try to fix as much as you can today, this is your opportunity to have an element of scrutiny, because no matter how small you think this project is, it's still going to be the ordinary ratepayer that's going to be paying for it, and so it would seem to me that it's appropriate so that notwithstanding the inconvenience that EPCOR may experience that we at least have the opportunity within certain issues to have a full vetting and understanding, recognizing that Union's time as well, you know, if they are successful would want to get on with serving the customer and recognizing we've been in this process for an extensive period of time as well.

So I just think that this -- the model of a 3P arrangement isn't the regulatory process, and we have the ratepayer here to serve, and I think it's worthwhile to consider the approach we've submitted.

MR. QUESNELLE:  Thank you, Mr. Keizer.

I think the last word to EPCOR on this issue.

MR. BRANDELL:  I guess it's not clear to us of what -- like, the parties are making binding commitments, so the CIP is going to be a binding commitment, say we'll do X.  I'm not sure what the Board would do with all these -- with a bunch of IRs from the competitor.  Are they going to suggest that we change our CIP or somehow disallow certain things in the CIP?  It's a package.  It's using competition to give the ratepayer the best deal possible under competition.

So again, I'm just not sure what the value is.  Obviously the Board and Board Staff may have questions, and there's clear value there, but in terms of the competitors asking each other questions about how they came up with numbers, we're making a commitment.  However we came up with that number, it's a number that we're willing to stand by.

MR. QUESNELLE:  Just, I say this on the final element of the process and whether or not there's IRs or not, and we haven't obviously deliberated on this.  But to the extent that the Board's objective, it's always been to have the comparison be as quantitative as possible, but we have -- we're not -- you know, if we're accepting that the parties have agreed to here, that's not totally possible, or it's not considered to be desirable, in that there are other elements of the competitive process which the parties have agreed to have aspects of, the connections, number of connections, which leads to throughput, which leads to upstream, you know, infrastructure requirements.

So to the extent that those are in, and they're going to form part of the CIP, I think everybody would agree there is a need for clarity for what the revenue is based on, not what the input requirements of that revenue, not how do you -- what's your -- for instance, What's your hourly rate, you know, versus, You've got a revenue requirement.  It doesn't seem clear that it's covering the footprint that we had anticipated.  Could you provide clarity?


Those are the types of things which I would imagine to the extent that we have to have a common understanding of what these revenue requirements will actually deliver to the customer, that's things that the Board would be interested in, and that's why we were attempting to get a CIP which was very simplistic, one which was asset-based, not necessarily throughput based, but we're not there.

And so I think it may lead to needs for points of clarification.  And I think if all parties are acceptable that we'll consider that, but if that sounds appropriate, Mr. Keizer.

MR. KEIZER:  Yes, it does, and I think, you know, again, that of all that issue of clarification the whole debate about fully allocated costs ties within that concept too.

MR. QUESNELLE:  Yes, it does.  If we end up with a -- you know, how far we can go with the back-and-forth on determining, how did you allocate your costs.  You know, a lot of it is semantics.  If you have incremental costs which are representative of all the costs that you've allocated, you know, like, really.  You know, we -- so we're going to have to -- I think we'll land on the points that were discussed today and then we'll put our minds to it.

We will determine that once we've seen the submissions are in, and the Board can take a look at them and then scope areas that we would allow interrogatories on once we see the nature of them and where we see what would assist us in making our selection as well and recognizing fairness to all.

Thank you.  All right.  Any other comments or -- comments?  Anything from you, Mr. Richler?

MR. RICHLER:  Yes, Mr. Chair, just two quick things.  First of all, just on the question of process, as Mr. Keizer noted, it does appear that EPCOR's last slide, which is up now, does speak to the broader process and not just the process in respect of the CIP, and as Mr. Keizer said, submissions have been made on the broader question by intervenors, many of whom are not -- none of whom are here.  So again, I just reiterate that comment made by Mr. Keizer and refer the Panel back to those submissions on the broader process.

Secondly, this is purely procedural, but I wonder whether we should mark the two presentations as exhibits so they can be placed on the record.

MR. QUESNELLE:  Certainly.

MR. RICHLER:  And perhaps we could call Union's presentation Exhibit KC1.1 and EPCOR's KC1.2, and I add the C just to denote that this is the hearing on the CIP and not some -- not some other hearing.

EXHIBIT NO. KC1.1:  UNION'S PRESENTATION.
EXHIBIT NO. KC1.2:  EPCOR'S PRESENTATION.

MR. QUESNELLE:  Thank you, Mr. Richler.

As I said, we'll make our determinations ASAP and get it out, and also fill in any blanks in the procedural steps going forward on the selection process.

Thank you very much.  Adjourned.
--- Whereupon the hearing adjourned at 3:15 p.m.
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