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Thursday, June 20, 2019
--- On commencing at 9:30 a.m.
PUC DISTRIBUTION - PANEL 1, resumed
Claudio Stefano,

Kevin Bell,

Rob Brewer,

Mark Faught,

Andrew Belsito

MS. VLAHOS:  Good morning, everybody.  This is day 2 of the technical conference for PUC Distribution's ICM proposal, EB-2018-0219.  Before we get into any questioning I just want to make sure, Ms. Grice, can you hear us over the phone?

MS. GRICE:  I can, thank you.

MS. VLAHOS:  Okay.  And are there any preliminary matters before we get into questions by Ms. Girvan?  No?  Okay.  Ms. Girvan, go ahead.
Examination by Ms. Girvan:

MS. GIRVAN:  Thank you, good morning, panel.

If you could turn up CCC number 1.  Can you hear me?  Can you hear me now?  Okay.

So we had asked in this question to provide all correspondence between NRCan and PUC Distribution, and you didn't do that.  All we have, I think, is the contribution agreement.

Do you have any other correspondence with -- the application and the contribution agreement, but is there any other correspondence between PUC and NRCan?

MR. VELLONE:  Help me with relevance, Julie.

MS. GIRVAN:  Well, just trying to understand sort of some of the issues potentially or, you know, how secure is this funding.

MR. VELLONE:  That is all in the agreement.

MS. GIRVAN:  But there wasn't anything else?  Any other correspondence?

MR. VELLONE:  There was lots.  I don't understand how it is relevant to this application.  They gave you the application.  They gave you the actual contract that secures the funding.

MS. GIRVAN:  Okay.  I guess I am just trying to look at really how secure the funding really is.

MR. VELLONE:  I think you have the contribution agreement, and I think you have an undertaking from yesterday to disclose information with relation to payments made to PUC Services as well.

MS. GIRVAN:  Okay.

MR. SHEPHERD:  So that's a refusal to provide any additional information?

MR. VELLONE:  Correct.  I am not hearing how it is relevant.

MR. SHEPHERD:  Okay.

MS. GIRVAN:  So if you could turn to CCC number 5.  I just want to be clear, yesterday we talked about council and council approvals.  And the evidence did say that the last time we had something before the council was in 2014, but then we saw the information filed yesterday in 2 -- relative to 2018, and I just want to understand, will anything else go before the council with respect to the project going forward?

MR. BREWER:  Sorry, I was just reading the -- our interrogatory --

MS. GIRVAN:  Yeah.

MR. BREWER:  -- if you could state your question again --

MS. GIRVAN:  Yes.  I just wondered, is there any intent to go before the council again with any other aspects of this project for approval?

MR. BREWER:  If there were material changes, then we would probably go back to them.  If we decided to do something that was significantly different we would go back to them, but with the current one that is before -- as part of this application, I don't think we have an intent to go back to them again.

MS. GIRVAN:  Okay.  Okay, thanks.

And I just want to confirm, if you would turn to CCC number 10.  So under all circumstances, if there are cost savings, so say the actual capital cost is less than 34 million, all of those savings go to the contractor; is that correct?

MR. BREWER:  So the project is a fixed-price contract.  So if there is savings on the Project Co side then Project Co would benefit from that.  If there were cost overruns on the Project Co side then they would cover that.  So that is the concept of the project.

MS. GIRVAN:  So the savings wouldn't go to the customers.

If you can turn to CCC number 11, please.  So these are the factors that could delay the in-service date.  And you have said in this interrogatory you are confident that the substantial portion of the expenditures will be in-service in December 31st, 2019.  But I also thought I heard yesterday, and it is also in a VECC interrogatory, that you have ten months of detailed engineering work to do.

So where we are today versus potentially having a decision, maybe September, maybe October, I am not really sure, it doesn't look like this is going to be in-service in 2019.

MR. BELL:  When you say it doesn't look like this will be in-service, I mean, the intent is that the project would start.  There will be assets in-service.  The engineering is continuous.  It is a parallel path.  So all the engineering doesn't have to be complete before construction can start.  So there will be some work starting very quickly and other engineering that basically will continue throughout in different phases of start to the project.

MS. GIRVAN:  But this says a substantial portion, and I guess that is not really -- that's not really correct any more, is it?

MR. BELL:  I guess it was a substantial portion of the application, which was the descriptive Phase 1.

MS. GIRVAN:  Okay.  So you are still saying a substantial portion?

MR. BELL:  Well, we're aiming for that.  We believe it is possible.  We have had occasions where we have installed poles all year.  So, I mean, it's somewhat seasonal.  It does depend.

MS. GIRVAN:  Okay.  So what happens to 2019 rates, then, if this doesn't go into service?

MR. BELL:  I believe my colleague, Mr. Faught, can talk about how the rates work better.

MR. FAUGHT:  So in terms of this application, we would come back with the amounts in our 2020 version of the ICM and adjustments would be made at that time to what the actual expenditures were that went into service.

MS. GIRVAN:  Relative to what you are forecasting to go in-service this year?

MR. FAUGHT:  Correct.  So a rate would be established from this proceeding now, but there's a process later with the ICM where that would be trued up.

MR. SHEPHERD:  Can I just jump in, Julie?  How are you proposing that the work -- because normally the true-up is at the end, so --

MR. FAUGHT:  That's what I'm saying, yes.

MR. SHEPHERD:  So not in 2020?

MR. FAUGHT:  So the descriptive Phase 2, if you will, when we come back in for our 2020 ICM, we see that as a potential opportunity to adjust at that point.

MR. SHEPHERD:  So if you have some expenditures that slip from '19 to '20, you won't include them in 2020 because you have already included them in 2019.  So your true-up at the end is only the one year on those slippage.  Is that -- do I have that right?

MR. FAUGHT:  Can you just repeat that again --

MR. SHEPHERD:  Sure.  If you have a million-dollar slip from '19 to '20 --

MR. FAUGHT:  Yeah.

MR. SHEPHERD:  -- and you have collected the first year for that million dollars, but --

MR. FAUGHT:  Right.

MR. SHEPHERD:  -- that is an overcollection.  You won't include that million dollars in 2020 expenditures because you have already got it in the 2019, with the result that you only had that one year of million-dollar slippage that you have to true-up at the end.  Do I have that right?

MR. FAUGHT:  I believe that's correct.

MR. SHEPHERD:  Okay, thanks.

MR. FAUGHT:  That's a potential way to manage the expenditures and what goes into service.

MR. SHEPHERD:  Okay, thanks.

MS. GIRVAN:  So when did do you intend on filing your 2020 application?  I mean, we are six months into '19.

[Witness panel confers]

MR. FAUGHT:  So we are going to need to wait until the conclusion of this proceeding now, and once we get through that, then we will begin the preparations for our 2020 IRM/ICM.  So it's --

MR. SHEPHERD:  How long will it take you to prepare it?

MR. FAUGHT:  A couple of months.

MR. SHEPHERD:  So we're talking about sometime in 2020 you're actually going to file the application, probably?

MR. FAUGHT:  No.  It would likely be sometime late fall --

MR. SHEPHERD:  Well, if you don't get a decision until October, which is likely, two months means the end of December.  Unless you are going to file it on Christmas Day, it's going to be January at the earliest.

MR. BREWER:  I think with the hearing scheduled for July 31st our hope was that a decision wouldn't take three months, but --

MR. SHEPHERD:  Remember, you have argument after that.  You're going to -- the Panel's not even going to get it until September 1st.

MR. FAUGHT:  I believe there is also some preliminary work that we can get started on.  The IRM is very mechanical, obviously, and so some of that stuff upfront can be done.

The numbers -- we've done a lot of analysis for the 100 percent scenario, if you will, of the entire project already.  So we know the split Phase 1, Phase 2, if you will.

So it's easy, once we have the models from Board Staff and we can begin to fill in, so from there just to finish it out shouldn't be that...

MR. SHEPHERD:  Thanks.

MS. GIRVAN:  SEC number 2, please.

MR. BREWER:  Which one was that?

MS. GIRVAN:  Number 2.

MR. BREWER:  SEC?

MS. GIRVAN:  Yes.  I am just trying to understand the benefits of this project for residential customers.  It seems like there aren't significant benefits.  And particularly on the low volume side of residential customers, I would say that this results in rate increases.

I am wondering how you would explain that, in terms of benefits to residential consumers.

MR. BREWER:  So first with respect to SEC 2, we're unable to confirm the 56.28 figure.  We haven't been able to recreate that.  We've got a different number obviously.

But to I think where you are going with the question, the lower end, because of the way the rates are done for residential customers and they're fixed, lower consumption customers would see less benefit and they would see the same fixed charge.  So you are correct that there would be a slight increase on a low end customer.

And on a higher consumption customer, there would be a benefit.  The Table 2, is it?

MR. FAUGHT:  Yes.

MR. BREWER:  If I turn you to Table 2 of the ICM, on page 12 of the ICM application, you can see, with respect to residential customers on a 750-kilowatt-hour customer, there's a total bill increase of 1.08.  If you look at a residential customer that uses 1130 kilowatt-hours, there's no bill increase, net bill increase.

And if you look at a residential customer in the 2,000 kilowatt range --


MS. GIRVAN:  I realize that.  I am just saying what is it in it for the low volume customers?

MR. BREWER:  The increase in reliability.  If you look at the benefits coming out of the project, and I take you to Table 1, there is an annual projected reliability benefit of over two and a half million dollars.  So all customers would benefit from the increased reliability.

MS. GIRVAN:  How is that benefit allocated, like in terms of the customer classes?  So what customers -- what's the majority of the customers that are getting that benefit?  Is it the large volume customers?

MR. BREWER:  I didn't catch all of your question.

MS. GIRVAN:  Sorry.  This must be a bad microphone.  I think I will switch.

I am just wondering.  So you’ve got this annual benefit to customers.  What particular customers in your service territory are getting the majority of that benefit?

MR. VELLONE:  Which benefit?  Energy reductions or reliability?

MS. GIRVAN:  Benefit to customers.

MR. VELLONE:  Energy reductions, okay.

MR. BREWER:  So from an energy reduction benefit, the customers who use more energy would see the reduction, because it is a percentage of consumption.

MS. GIRVAN:  Okay.  So I haven't -- I haven't seen it, but it might very well be in here.  Do we have a cost allocation of this project, in terms of how the costs of the project are allocated to customer classes?  There is a table in there, if you could just point that out to me.

MR. BREWER:  So there is -- I believe there is one in the ICM.  But there is also a simplified one that we can share with you and put on to the record.

With respect to residential customers --


MS. GIRVAN:  Is that an undertaking?

MR. VELLONE:  No, it is in the record.  If we have to do an undertaking, they created this in anticipation.

MS. GIRVAN:  Oh, okay.  I will have to have a look at it.

MR. SHEPHERD:  Is this the cost allocation using the cost allocation model, or using the ICM model?  Because they're different, right?

MR. FAUGHT:  I believe that is from the ICM model, which comes out of the 2018 cost of service numbers as the input.

MS. GIRVAN:  So --


MR. SHEPHERD:  Sorry, doesn't the ICM model allocate on a different basis than the individual assets when they're put into the CAM?  Or am I wrong there?

MR. FAUGHT:  I don't believe so.

MR. SHEPHERD:  You think it is the same?

MR. FAUGHT:  I believe it comes from the cost allocation inputs come out of your 2018 cost of service.

MR. SHEPHERD:  Okay.

MS. GIRVAN:  This is the allocation of benefits.  I guess I was also looking for the allocation of the costs.

MR. VELLONE:  So let's break this down.  This is not on the record yet.  Should we mark an undertaking so we can file it?

What I can do at the break is get photocopies for everyone in the room.

MS. VLAHOS:  So that is JTC1.19.

MR. SHEPHERD:  No, it is 2.1.

MS. VLAHOS:  Sorry, 2.1.

MS. VLAHOS:  Are we doing exhibit or undertaking?

MR. VELLONE:  JTC2.1.

MS. VLAHOS:  JTC2.1. 
UNDERTAKING NO. JTC2.1:  TO FILE A COMPARISON OF COSTS AND BENEFITS BY RATE CLASS

MR. BREWER:  The cost to the customer is the revenue line, so if you look at the first column...

MS. GIRVAN:  I have one.

MR. BREWER:  So for the rate class, which is the left column, and then you have the total revenue column, that's the revenue to the utility from the rate class.  So that's the cost borne by that rate class.

Then you've got both the benefit from -- you've got the benefit and system loss reduction benefit.  Then you have the total benefit column.

MS. GIRVAN:  I'm going to have to look at that later.  Thank you.

So $22.5 million is being added to your rate base, is that correct when you rebase, I guess?

MR. FAUGHT:  Can you repeat the number again that you had.

MS. GIRVAN:  Well, it is the $22 million.  Is that being added to rate base, or is it the total cost of the project including the contribution from...

MR. BREWER:  Sorry.  The NRCan is being utilized as contributed capital.  So the amount going this is net of...

MS. GIRVAN:  So it is 22 million?

MR. BREWER:  22 and change, yes.

MR. SHEPHERD:  Sorry, actually you are on IFRS, right?

MR. BREWER:  Yes.

MR. SHEPHERD:  So you add it in, then you deduct the contributions and grants separately, right?

MR. FAUGHT:  Correct.

MR. SHEPHERD:  Yes, okay.

MS. GIRVAN:  Okay, thank you.  I think you may have spoken to this yesterday, but you had the Leidos Engineering study and you had the Navigant studies.  How are those funded?

MR. BELL:  Sorry, I missed that.  Those works were funded by the developer.

MS. GIRVAN:  By the developer?  Okay.

MR. SHEPHERD:  Those weren't your studies, right? Those were actually the developer studies.  The developer retained those people, chose who to do it, retained them, instructed them.  You did not, right?

MR. BELL:  Correct.

MS. GIRVAN:  Okay.  What happens if after, say two years, you find out that the project costs don't reduce the total cost to customers, if the project doesn't reduce the total cost to customers?  So what happens if these benefits don't materialize?

MR. BREWER:  So to answer your question, which -- I mean, for there to be no benefit based on all of the studies that are on the record, that would be contrary to both the Ministry of Energy study that Navigant did for the minister of -- Ministry of Energy.  It would be contrary to all of the pilots.

I think the likelihood is there would be variability perhaps to the savings, but if there was absolutely no savings, then the customer would not benefit from the capital expenditure.

MS. GIRVAN:  Okay, thank you.  What happens if the NRCan funding doesn't materialize?  So you have an agreement, but we might have a change in government that may say, you know what?  We're not going to fund these things any more.

MR. BREWER:  Well, it is our understanding that once there is a contribution agreement, that the funding is locked.  But if there was no NRCan funding and if there was no reliability to the NRCan funding, we wouldn't have pursued the project.

MS. GIRVAN:  Okay.  So the project isn't economic in the absence of the NRCan funding?

MR. BREWER:  The project is economic with respect to, if you look at the reliability benefits, they far outweigh the cost absent the NRCan funding.

The issue for us was that that wasn't -- our threshold was that there would be no net bill increase across our customer base.

So we understand we can't make it no net bill for every customer because of the variability in the rates, but that on the whole that the savings from VVO would outweigh the costs of the project.  The NRCan money allowed us to meet that threshold.

MS. GIRVAN:  Okay, I am just going to pull up something.  Sorry.  If you could turn to -- just a clarification on your original -- the evidence.  And it is page 30 of 65, and that is in the [inaudible] ICM evidence.

So who put this table together?  Is this an internal table?

MR. FAUGHT:  It is an internal table.  PUC put that together.

MS. GIRVAN:  Okay.  Sorry, just bear with me.  I am just trying to knock things off, so...

Okay.  Those are my questions, thank you.

MR. SHEPHERD:  I can proceed?

MS. VLAHOS:  Yes, sorry.
Examination by Mr. Shepherd:

MR. SHEPHERD:  Hi.  So finally I get to ask some questions.

[Laughter]

MS. GIRVAN:  You have been asking questions for two days.

MR. SHEPHERD:  So I want to look at the attachment to KTC1.1.  This is the July 9th PowerPoint.  And I just have a couple of questions on this.  You are going to provide us with new numbers for this.  That is one of the undertakings, I think..


The -- but I want to ask you about a couple of things.  So let's talk about increased distributed energy resources.  This system allows you to have increased distributed energy resources...

MR. VELLONE:  What page are you on, sorry?

MR. SHEPHERD:  Sorry.  Well, they're not numbered, sadly.  But it is the fourth page, called "other smart grid benefits."

Do I understand correctly that the benefit that you are claiming here is that the variability in load that is caused by distributed energy resources is more manageable in a more automated system; is that right?

MR. BELL:  I think in general your question in terms of more manageable in automated, yes, I think I would more describe it as "controlled", a more controlled system that you can see what is happening, but...

MR. SHEPHERD:  But it's because of the -- well, but the visibility is not that helpful.  I mean, you have lots of visibility now, right?  But you get more visibility --


MR. BELL:  Sorry, we do not have a lot of visibility into what the distribution system is doing throughout the network.

MR. SHEPHERD:  Okay.

MR. BELL:  Our visibility is at the station, right?

MR. SHEPHERD:  Hmm-hmm.  Okay.

All right.  Now, the next thing on the next page is you have a time frame, start fall 2018, and construction starts spring 2019.  So this is basically pushed back a year or so, right?  Just roughly.

MR. BELL:  Well, pushed back a year, the construction of spring versus construction of fall.  That is really what we're...

MR. SHEPHERD:  When you say construction starts, you mean like putting in a few poles?  You are not talking about the main body of the project?

MR. BELL:  Construction starts.  I mean...

MR. SHEPHERD:  Okay.  You were asked yesterday about approvals by the city.  And I took your answer to be that as long as your government funding was at least 9 million you didn't need another approval.

So I take it that -- I mean, obviously you have reported to the city that you don't have the full 14-3, right?  Is that true?

MR. BREWER:  I don't know that we have, no.

MR. SHEPHERD:  All right.  So you were asked a little bit yesterday about the lease payments.  Now -- so let me just explore this lease payment structure for a second.

You're not proposing that the Board allow you to recover the lease payments from customers, right?

MR. BREWER:  So the project isn't currently structured where it is a lease payment.

MR. SHEPHERD:  Monthly payments though, right?

MR. BREWER:  It is a monthly payment based on -- we aren't asking for recovery of that, we're asking for recovery of what goes into rate base.

MR. SHEPHERD:  So if the cost of financing in this deal is higher than what the Board allows for rate base, you are not asking for that excess?

[Witness panel confers]

MR. FAUGHT:  Sorry, can you just repeat the question again for me?

MR. SHEPHERD:  Sure.  You said yesterday that the cost of financing is in the 8 percent range, built into these monthly payments.  And so the weighted average cost of capital is something below 7.  You are not asking for that difference from ratepayers, right?

MR. FAUGHT:  I think what we're asking for here is the additions that we're putting into rate base and how that flows through the ICM model.  And that is going to generate rates based on the --


MR. SHEPHERD:  Well, no, I am asking a different question.  If the built-in interest rate on this debt that you are paying through the monthly payment is 8 percent, you are not going to on your next rebasing come in and say, oh, by the way, we have this 8 percent money, 30 -- $20 million of it.  Right?

[Witness panel confers]

MR. FAUGHT:  No.

MR. SHEPHERD:  Okay.  So then how are you going to -- because that raises a different concern, which is there's going to be a $20 million -- I did the math -- $20 million difference over the course of this project between what you collect from ratepayers and what you have to pay in your monthly payments over 25 years.  How are you going to pay for that?

MR. BREWER:  I don't think we agree with your math on that one.

MR. SHEPHERD:  Well, you haven't seen my math.  I think --


MR. BREWER:  The 20 million.

MR. SHEPHERD:  There's a number, right?

MR. BREWER:  There would be a differential in the rate, you're correct, but it wouldn't be $20 million.

MR. SHEPHERD:  Okay.  Do you know what it is?

MR. BREWER:  No.  But 20 million isn't --


MR. SHEPHERD:  Okay.  So can you calculate that?

MR. BREWER:  What the difference is?

MR. SHEPHERD:  Yes.  You can do it by undertaking.

MR. VELLONE:  Yes.

MS. VLAHOS:  JTC2.2. 
UNDERTAKING NO. JTC2.2:  TO CALCULATE THE DIFFERENCE IN AMOUNT RECOVERABLE BY RATEPAYERS COMPARED TO MONTHLY PAYMENTS UNDER PAYMENT AGREEMENT

MR. VELLONE:  Can I just ask for a repetition of the question so I understand what the undertaking is?  I think the witness does, but I don't.

MR. SHEPHERD:  Okay.  Calculate the forecast differential between the amount recoverable from ratepayers for this rate base -- this amount added into rate base over the 25-year period compared to the monthly payments that you will be contractually obligated to make under the project agreement.

I exclude from that the component of the monthly payments that is not for capital, because you have it divided up, right?

And I am going to get to the non-capital component in a second, but the capital component really should be covering the cost of the capital, right?

MR. BREWER:  Understood.

MR. SHEPHERD:  Depreciation, cost of debt, et cetera, right?  Okay, good?

Now, the other part is the maintenance part, and you have already given an undertaking, I think, to tell us how much of that is going to PUC Services.  Am I right?

MR. BREWER:  I don’t recall if we did or didn't.

MR. SHEPHERD:  I think you did.  You're going to give us a new number for that because it is not 62,487, it’s some different number.

MR. BREWER:  I think we indicated yesterday these are early numbers.

MR. SHEPHERD:  Yes.  And so do I understand correctly that whatever this number ends up being, you are not asking for anything right now, but you will be asking on rebasing to include this in your OM&A.  Is that right?

[Witness panel confers]

MR. BREWER:  So I think it is a little bit more complicated than simply that.  But the gist of it is there's some efficiencies as well, and there's things that we have indicated with respect to reduced truck roles, deferred cap ex benefits.  So in terms of OM&A, which obviously deferred cap ex wouldn't affect -- but in terms of OM&A, there is going to be some savings as well.  So the net would be the ask that would go to the next cost of service.

MR. SHEPHERD:  Well, no.  I understand that.  I am asking a more basic question.

When you put in your OM&A budget, you are going to include whatever this number is, you are going to  include -- and that number is indexed, right?

MR. BREWER:  I just answered, I think, which is this may go in and there may be deductions as well, because of efficiencies.

So that number itself isn't the net that is going to get added.

MR. SHEPHERD:  I didn't ask for the net.  I asked whether that number is going to be included in your expenses, and the answer is yes, right?

MR. BREWER:  Well, the number, when we update it for you, would be, yes.

MR. SHEPHERD:  And it is indexed, right?  The maintenance component is indexed?

MR. BREWER:  Yes, it would be indexed.

MR. SHEPHERD:  And is it possible -- I mean, obviously you didn't pick this number out of the air.  This is a number that is a forecast of how much it costs to maintain the system, right?

MR. BREWER:  What number is that?

MR. SHEPHERD:  Whatever the new number is of the 62,487.

MR. BREWER:  So there is a cost of the system going forward and there is also, as I indicated, some savings because the system is implemented on a go-forward basis.  So there would be a net cost.

This is just the one, not the other.

MR. SHEPHERD:  I'm sorry, I am asking you a different question.  You got this number, or whatever the new number is, you got it by doing a forecast of how much it will actually cost to maintain the system, right?  You didn't just pick the number out of the air.  It’s not 6 percent of capital.  It is a real forecast number?

MR. BREWER:  No, no.  There was a build up into it and I think we have included some of that information in the IRs.

MR. SHEPHERD:  All right.  So can you -- when you give us the new number, can you also please give us the support?  It's going to be 800, 900,000 a year, something like that.  Whatever that number is, can you give us the forecast that supports it?  I don't just want the first year.  I want the forecast throughout, because some of these expenses go up and down over the 25-year period.

MR. VELLONE:  Can we get that marked as a new undertaking?

MR. SHEPHERD:  Yes.

MR. VELLONE:  Hold on a second.  I think it might be in the evidence.

MR. BREWER:  Yes, so the Table 1, customer benefits, shows the additional O&M expenses due to SSG implementation.

MR. SHEPHERD:  Yes.

MR. BREWER:  At 351,000.

MR. SHEPHERD:  Sorry?  You're going to have to help me with that, because this is -- this is eight or 900,000 a year, not $350,000.

MR. BREWER:  I think this is about 700 and --


MR. SHEPHERD:  This is 750, and then it’s changed.

MR. BREWER:  Yes.  Like I said, these are early numbers and there’s more refined numbers that we have included in the application.

MR. SHEPHERD:  And what we don't have is we don't have a 25-year forecast of what it costs to run this system, right?

[Witness panel confers]

MR. BREWER:  We will take that undertaking.

MS. VLAHOS:  JTC2.3. 
UNDERTAKING NO. JTC2.3:  TO CALCULATE FORECAST OF MAINTENANCE IN CITY COUNCIL PRESENTATION

MR. SHEPHERD:  So on the next page, the energy savings is the 2.7 percent, right?  That's the VVM amount, true?

MR. BREWER:  So I don't believe this is -- I think this was an estimate, and I don't believe this is a detailed accurate number.

MR. SHEPHERD:  So just ignore this number?

MR. BREWER:  No.  You asked me to update these.

MR. SHEPHERD:  Yes.

MR. BREWER:  Perhaps we could update them before we --


MR. SHEPHERD:  I thought these were not being updated.  I thought only the costs were being updated.

MR. BREWER:  I thought you asked us to update the entire presentation.

MR. SHEPHERD:  I did.  But I thought you said some of them are going to be the same.

MR. BREWER:  Some may be the same, but I didn't speak to which ones.  If we could go through that, I think it would be helpful here.

MR. SHEPHERD:  I will leave these.  I just wanted to know what category these were in.  I don't care what the numbers are.

MR. VELLONE:  Can we maybe do the questions in a categorical sense and ignore the quantum, so you can get to your questions?

MR. SHEPHERD:  I am really just asking to understand what each of these numbers is supposed to be about.  So the 129.5 is supposed to be the 2.7 percent VVM savings, right?

MR. BREWER:  That's the category, but the quantum would be --


MR. SHEPHERD:  It may be a different number.  I get it.  I just want to understand what they are.  When we get the new numbers, we will know how to understand them.

So this avoided cap ex, that is the 300-odd thousand of cap ex, that is the annual -- or the monthly costs, sorry, the 3.6 million of cap ex you are expecting to avoid along the way.  That's the net present value converted to a monthly number.

MR. BREWER:  That category is for the avoided cap ex, which you see in Table 1 as well, yes.

MR. SHEPHERD:  And the LDC efficiencies is basically those OM&A costs that you are talking about that will be reduced, right, the $30,000 a year or so?

MR. BREWER:  That's the reduced truck roles, yes.

MR. SHEPHERD:  What's the depreciation tax benefit?  Is that the timing difference between the CCA that you are able to take and the depreciation for accounting purposes?  
purposes?

MR. VELLONE:  If you don't know offhand you can take an undertaking to look it up.

MR. BREWER:  We will take an undertaking to look it up.

MR. SHEPHERD:  Okay.  So when you are giving us the new numbers can you give us the calculation of that and show us where it fits in?  Because I looked for it all over the place, and you know I am a tax nerd.  I couldn't find it.  All right.

MS. VLAHOS:  Mark that as JTC2.4. 
UNDERTAKING NO. JTC2.4:  TO REPORT THE DEPRECIATION TAX BENEFIT FOLLOWING OM&A REDUCTION AND CLARIFY THE TIMING DIFFERENCE BETWEEN THE CCA THAT YOU ARE ABLE TO TAKE AND THE DEPRECIATION FOR ACCOUNTING PURPOSES.  SHOW THE CALCULATION AND WHERE IT FITS IN.

MR. SHEPHERD:  And he tax saving, how do the -- how do the ratepayers get that?  Is that included in the ICM calculation?  Is that why you are including it there?

MR. FAUGHT:  Yes.  The ICM model allows for the difference between your depreciation and your CCA.

MR. SHEPHERD:  So we are already getting it.  That's not going to continue.  That's a timing difference, right?  So it's not going to continue forever.  It is not a 25-year savings, it is actually -- it nets out to zero eventually.  True?

MR. FAUGHT:  Yes.  More or less.

MR. SHEPHERD:  Okay.  So when you give us the details of that, will you tell us whether this is a net present value or, like, show us why it is included in this monthly savings amount?  Because without that, you don't have enough monthly savings to cover the cost.

MR. BREWER:  So help me understand it.  This is a presentation done that we said that the numbers have been updated from.

MR. SHEPHERD:  Yes.

MR. BREWER:  We're putting a whole bunch of work into this presentation in this format, and yet we've already supplied all of these numbers as part of the application in the correct format for this venue.  What is the value here?

MR. SHEPHERD:  Because you told the city that you had $186,500 of costs and you had 189,000, $500,000 -- or $500 (sic) of benefits each month.  That may not be correct.

MR. BREWER:  That was in a different project format at a different time when it was contemplated in a different way, and so now we are trying to put today's numbers into this model.  Do you see how I mean -- I am just trying to find the relevance and the value here.

MR. SHEPHERD:  Mr. Brewer, you told us before that -- and you told us yesterday, and I think you reiterated this morning, that this is substantially the same project as the one that the city approved, which is why you didn't have to go back to them to talk about it again.

And so if it turns out that the monthly benefits are not over the course of the project as high as you said they were and as a result it is not net positive, that is a problem.

MR. BREWER:  We can turn you to Table 1, where we have outlined the customer benefit summary in detail, and we can show you where it is.  So I am --


MR. SHEPHERD:  If that is the case, if it's true that it is all in the evidence, then it will take you five minutes to update these numbers, and we will see whether what you said to the city was true or not because I didn't see the depreciation tax benefit anywhere.

MR. BREWER:  Right.  But it was also a leasing model, which would have a different way of bringing in depreciation.

MR. SHEPHERD:  Okay.

MR. BREWER:  So you are asking us to go into a previous model that has a different financing structure of the same project and looking at it from a leasing perspective and trying to update into a financing model that we have already done on the record here.

MR. SHEPHERD:  Well, we don't actually know what  the -- your financing model is, and we are going to get to that.

MR. BREWER:  You asked for that, and we have undertaken to give you the financial model itself.

MR. SHEPHERD:  No.  Understood.  Except that we're at the technical conference now.  We shouldn't be finding out how you are going to finance this project now.

MR. BREWER:  Okay.  I think we were talking about this presentation from a year ago to city council over different -- the financing structure for this project.

MR. SHEPHERD:  Hmm-hmm.  Sorry.

MR. BREWER:  I think what I was trying to ask was the relevancy of updating a different financial model that we know isn't the one that is currently before this application.  We are not currently leasing.  The depreciation would be different with leasing versus -- a leasing model than it would be versus a financing model --


MR. SHEPHERD:  And how is the depreciation different?

MR. BREWER:  It depends on where the assets are held.

MR. SHEPHERD:  Well, if the assets are not held in the PUC, then there is no depreciation savings.  There is no tax savings.

MR. BREWER:  But in the previous model my point is it is different than the one that's currently before the Board that we've presented to you as to where the assets are going to reside.  In this it speaks to a lease, which is clearly a different model than the one that is before the Board.

MR. SHEPHERD:  You can't have --


MR. VELLONE:  I am going to make a suggestion.

MR. SHEPHERD:  -- a tax timing difference if you are actually leasing the asset.  So this -- you could only have this timing difference if you own the asset.

[Witness panel confers]

MR. VELLONE:  So I am going to make a suggestion here, which is, I have heard an undertaking that has already been given on updating these numbers.  It is possible to do.  And parties can argue the relevance of these updated numbers or not in the submission phase of the proceeding.  I don't think there is any sense in having an argument about it now.

MR. SHEPHERD:  Okay.  I want to go to the page that says "events to date".  And you talked about financial due diligence completed by Navigant.  That is the Navigant number 3 study, right?  The one that was done by the city?

[Witness panel confers]

MR. BREWER:  So I think the financial due diligence is likely the culmination of a number of reports, the last of which was done in 2016.

MR. SHEPHERD:  Oh, okay.  And then the PUC did its own financial due diligence, right?

MR. BREWER:  We certainly evaluated the financial model, yes.

MR. SHEPHERD:  Okay.  And is there a report on that?

MR. BREWER:  There is not a report on that.

MR. SHEPHERD:  So who evaluated the financial model then?

[Witness panel confers]

MR. BREWER:  So the senior team, executive team, looked at the numbers to determine if they were reasonable, went through an exercise.

MR. SHEPHERD:  Okay.  So it wasn't you personally that did this evaluation?  It was your team, right?

MR. BREWER:  The team did it, yes.

MR. SHEPHERD:  Okay.  So then they must have given you some sort of report.  Can we see that report?

MR. BREWER:  We did it together, and as I indicated earlier, we didn't generate a report out of it.

MR. SHEPHERD:  So you sat around and played with the spreadsheet?  That doesn't sound like how utilities work.

MR. BREWER:  No, there were certainly numbers that were generated on a page and gone through and validated and all the rest of it.  But what you would characterize as a report wasn't exactly what it was.

MR. SHEPHERD:  Did somebody in your organization do a written document to you or to your board of directors that says, this is what I found when I looked at this model?

MR. BREWER:  So there was a -- with respect to the project, there was a financial due diligence done internally, which would be like a spreadsheet-type document that was done that we looked at.  I wouldn't call it a report.

MR. SHEPHERD:  No verbiage, just the spreadsheet?

MR. BREWER:  There was verbiage on the spreadsheet that would indicate what things were.  But it was not meant to be a report, it was just looking at the numbers in terms of how they were calculated.

MR. SHEPHERD:  It sounds very loose, and so I am trying to understand how this was actually communicated internally, because normally you would expect to see at the very least a memorandum of some sort that says, here's what I found.  Here's the strengths.  Here's the weaknesses.  Here is what we have to fix.  All of that sort of stuff.  And it sounds like you're saying, no, there was nothing like that.  You basically sat around a room and talked about it.

MR. BREWER:  No.  I think that what you're speaking of in terms of the evaluation we had the third party do, which was Navigant.  I think the one we did was just for our own purposes to make sure that it was in fact on track.

MR. SHEPHERD:  Okay.  Then your board of directors -- and when it says "PUC board" here, is that the parent company board?  Or is that your board?  Or is that sort of a joint meeting of both of them?

MR. BREWER:  So PUC Inc., which is the parent company of Distribution, would have to approve a large capital expenditure.

MR. SHEPHERD:  So this approval that is being referred to here is PUC Inc.?

MR. BREWER:  I will take that as a check.

MR. VELLONE:  Undertaking.

MR. SHEPHERD:  Well, don't do the undertaking yet, because whoever it was that made the operative approval within the organization, which I assume is PUC Inc., because it is a big dollar amount, you did a presentation to them of some sort, whether it is a memo, whether it is a PowerPoint, probably a PowerPoint.  We would like to see that.

MR. VELLONE:  We will take the undertaking.

MR. SHEPHERD:  Thank you.

MS. VLAHOS:  JTC2.5. 
UNDERTAKING NO. JTC2.5:  TO PROVIDE THE POWERPOINT PRESENTATION.

MR. SHEPHERD:  That's all I have on that.  So now I am turning to the project agreement.

So the pages I am looking at are the pages at the top of the page on each -- so they're the agreement numbers.  So on page 2, many of the provisions of this agreement are not effective until the commencement date.  The commencement date is when certain conditions are met that basically allows the project to be operational, right?  It is basically like a substantial operations-type of date, right?  So a functioning system, true?

[Witness panel confers]

MR. BREWER:  Which section here are you referring to?  I see the page.

MR. SHEPHERD:  You use the term commencement date throughout the page.  If you want, you can go to the definitions.

These are the sort of -- what should I say?  The set up questions.  These are the easy ones.

MR. VELLONE:  Can I jump in, Jay, because I got confused by your question and this might be where it is coming from.  I think what I heard you say is the commencement date doesn't happen until it is built.

MR. SHEPHERD:  Yes.

MR. VELLONE:  I think I read this as saying the commencement date happens when conditions one and two are met.

MR. SHEPHERD:  I think you are right, actually.

MR. VELLONE:  It is not when it is built.  It is much earlier in the process than that.

MR. SHEPHERD:  Okay.  So when do you start making the monthly payments?

[Witness panel confers]

MR. BREWER:  Monthly payments?  I think that will be part of that financial document we have for you.  But without confirming in the agreement here, it is between 11 and 13 months after the date.  I think it’s a different date, not commencement.  I think it is financial.

MR. VELLONE:  There is a payment commencement date concept, which is different.

MR. BREWER:  Yes.

MR. SHEPHERD:  So the payments aren't conditional on it being operational?  They start at a fixed date?

MR. BREWER:  Just one sec.

MR. VELLONE:  It points to schedule A, which hasn't been filed yet.  So the definition is undefined.

MR. BREWER:  Just looking at the definitions, the payment commencement date has the meaning set out in schedule A, which is one of the schedules that we are still working on.

MR. SHEPHERD:  Yes.  But I am not really -- sorry.

MR. VELLONE:  Can we ask a broader question.  When do you think the payments will start?

MR. BREWER:  So it would be our understanding that it would start between 11 and 13 months after financial close,  which was preferable for us than a traditional financing model where we would have to pay from the moment we exercised the funds.

MS. GIRVAN:  Can I ask a question on that?  So when do you start collecting money from ratepayers?

MR. BREWER:  Depending on when the approvals are, it would -- whether it is -- I don't know what the effective date would be.  But it would be earlier, but it would be a smaller amount.

MR. SHEPHERD:  Have you at some point done --


MR. VELLONE:  Sorry, Jay, I am going to jump in again.  Eleven months after financial close, or after it is built, substantial completion?

MR. BREWER:  After financial close.

MR. SHEPHERD:  Have you at some point done the math on the timing of your collections from customers versus the timing of your payments out to the project company?  I mean, presumably you have done that cash flow analysis to make sure you are not going to get screwed.

MR. BREWER:  We have done that analysis, but of course it is dependent on when the rates become effective, when the financial close is.  There’s a lot of variables there.

MR. SHEPHERD:  Can we see the one you have?

MR. BREWER:  I will put something together for you.

MR. SHEPHERD:  Do you have one now?

MR. BREWER:  We can send one for you.

MS. GIRVAN:  What is your date proposal...

MR. SHEPHERD:  Let me just get the undertaking.

MS. GIRVAN:  Okay.

MS. VLAHOS:  JTC2.6. 
UNDERTAKING NO. JTC2.6:  TIMING OF COLLECTIONS FROM CUSTOMERS TO TIMING OF PAYMENT SCHEDULES 


MR. SHEPHERD:  Thank you.  Sorry, go ahead, Julie.

MS. GIRVAN:  When is your effective date proposal?  Is it January 1st, 2019?

MR. FAUGHT:  It is May 1st, 2019.

MR. SHEPHERD:  That's not effective date in the agreement.  That is effective date for regulatory purposes.

MR. FAUGHT:  For the ICM application.

MR. SHEPHERD:  Okay.  So then I want to go to page 4, section 2.7.  Each of Project Co and PUC have a design and construction representative.  Who are those people?

MR. BREWER:  Which section?

MR. SHEPHERD:  2.7.

MR. BREWER:  2.7?  Those haven't been defined yet.

MR. SHEPHERD:  Is that intended to be -- I wasn't really concerned with who the people are, although that was the question obviously.  But rather, who is that intended to be?  Is that intended to be a senior person with authority to make decisions, or an engineer that is able to deal with the technical stuff, or somebody else?

What is that intended to represent?

MR. BELL:  Without saying I have read all of the definitions and the roles and responsibilities, in my mind it is intended to be basically what you would call the project manager.

MR. SHEPHERD:  Okay, good.  So you have a project manager type of person, like an engineer or somebody like that, somebody who is used to big construction contracts.

MR. BELL:  That's the intent, yes.

MR. SHEPHERD:  And you have one on the PUC side and one on the project company side?

MR. BELL:  Correct.

MR. SHEPHERD:  On the project company's side, presumably it will be somebody from Black & Veatch?

MR. BELL:  That would be my assumption.

MR. SHEPHERD:  Thank you.  Now, there is a thing called "key individuals" that says, well, certain people have to stay in the project company at PUC in order for things to go ahead as planned, or else there has to be some changes.

And I am not asking you who the key individuals are.  I presume that that will be in schedule 17 when you provide it.  The question is what's the concept here?

MR. BELL:  Again, my understanding of the intent -- I am not sure whether that will align with the definitions of the agreement.

MR. SHEPHERD:  Lawyers often screw things up.

MR. BELL:  It really is -- from the project continuity perspective, we will have key individuals within PUC's operating sphere.  So like stations, system control, key individual.  They may overlap roles depending on how the project manager is.

So it really is that we want continuity so that this point of contact person doesn't change a lot.

MR. SHEPHERD:  Okay.  So then we've talked about the financial model, and we have talked about all of these schedules.

I've got all of these schedules circled with "get copy, get copy."

So then in the design, the major substantial change in the project, in terms of this component, is that the substation work is gone, right?  It was in the original plan that Leidos looked at and it is not any more.  I am looking at page 10.  4.2.  All I am trying to figure out is, are there material changes in this scope description, other than getting rid of the substations?

MR. BELL:  I think the list in 4.2 currently includes the major components that are in the proposed project.  The stations have already been edited out of this version.

MR. SHEPHERD:  But I guess my question is, the previous version that Leidos looked at and Navigant originally looked at was basically the same except for the substations, right?  Or are there other major changes --


MR. BELL:  The previous version of what?  Sorry.

MR. SHEPHERD:  Of the scope of the project.

[Witness panel confers]

MR. BELL:  The scope change to the project has been identified in, I believe it was Appendix K to the ICM where we sort of documented through the different changes and scope.  Is that where you would like to go to?

MR. SHEPHERD:  Yeah, I am not really looking at getting into the weeds on it.  I am still at 30,000 feet here looking at, is this project fundamentally different in any other way than, there is no more stations?

MR. BELL:  The other fundamental difference is the scope of the voltage management.

MR. SHEPHERD:  Has been expanded.

MR. BELL:  Right.  That is the other major fundamental change.

MR. SHEPHERD:  That raises a question.  So you -- a big part of that, of this, and certainly the only reason you can do it and have net no bill increase, is VVM.

Did you look at the possibility of implementing VVM on a feeder?  Like, maybe one that you have problems with?  Or you have, you know, particular concerns, you could get the most possible savings, just to test it out in your environment to see what it means?

[Witness panel confers]

MR. BELL:  Just to clarify the question, my understanding of the question that we're looking for:  Did we examine a single feeder option?  Or...

MR. SHEPHERD:  Like a pilot.  Let's get some experience with this and see what really happens in the real world.

MR. BELL:  We elected to not go through a pilot process.

MR. SHEPHERD:  Okay.  But you actually analyzed it and looked at whether a pilot would be a good idea.

MR. BELL:  The detail that was completed in the 30 percent design engineering by Leidos did look at it on a feeder basis.  So it's a feeder-up evaluation in their design process.  That is how they selected where equipment would go.  They selected where, from the voltage management perspective, if you recall the graphs where we basically showed the shape of the voltage drop on the feeder change, they designed where to add capacitors to flatten that voltage profile.  Then they looked at where, now that we have that flatter profile, they modelled the system.  They built a system model.  They went through that exercise.  They used all of our GIS data, built a circuit model in CYME, and they ran load flow scenario analysis on those feeders to select where equipment would go to calculate the benefits.

So we have it by feeder, but we didn't elect to implement a single-feeder solution.

MR. SHEPHERD:  Yeah, and the question I asked is, did you consider it?  Or are you simply telling us that you didn't look at it?  At whether to do it on a per feeder basis.

But here is where I am driving at, and you can answer in this context.  You've been looking at this for five years.  You knew it was going to be an uphill battle to get it approved.  And indeed, a number of times you rejected it yourself.

And I would have thought that one way to validate the value of this to your customers would be to spend half a million dollars and have one feeder that has particular problems, done.  And then you can, when you come later to the city council or to the OEB, you can say:  We did it on this feeder.  This is what happened.

Did you consider that?  That is all I am asking.

MR. BREWER:  So I think just the premise of your question being, did we do one feeder at a half million dollars, the thing to take into account is all of the things that are required to optimize regardless of whether there is one or ten or 100 feeders, which is the software and all of the different communication requirements.

And so to do one feeder and to optimize it you're going to incur the bulk of all of those expenses that is associated with one feeder to make it optimized, so that is non-economical.

The methodology we used was by looking outside of PUC at other jurisdictions that had done similar exercises and tried to learn from those and understand where they -- what they had done and what they had seen, rather than going to what was probably a 4 to 6 million dollar expense on our end to do a pilot because of all of those other costs.  That was the concern.

MR. SHEPHERD:  So other utilities have done pilots, though, right?

MR. BREWER:  Other utilities have done pilots and other utilities have done pilots that are the size of Sault Ste. Marie.

MR. SHEPHERD:  Of the size of the whole Sault Ste. Marie project?

MR. BREWER:  Correct.

MR. SHEPHERD:  Oh, okay.  So I am on page 11 now --


MS. GIRVAN:  Can you tell us who that is?

MR. SHEPHERD:  What?

MS. GIRVAN:  Who did the pilots?

MR. SHEPHERD:  Oh, of the utilities?

MS. GIRVAN:  Yeah.

MR. VELLONE:  I think it is it on the record.

MS. GIRVAN:  Okay.  Maybe you can just tell me later, if you want.

MR. BELL:  I was going to try to find the IR.  We referenced a couple of them in an IR speaking to the -- which one was it?  Actually, we filed some of the appendices, is probably my quickest way to find it.

MR. VELLONE:  Do you want us to get back to you after the break?

MS. GIRVAN:  Yeah, that's fine, just...

MR. SHEPHERD:  I am now on page 11, 4.7(c).

So this is a provision that says that material contract parties have to have a direct contractual relationship with the PUC.  So material contract parties are -- the project -- so like Black & Veatch and PUC Services.

MR. BREWER:  Could you help me with where you are looking?

MR. SHEPHERD:  Well, so material contracts party is any party to a material contract.  That is in the definitions.  And then material contracts are the project contracts, which are the main subs to Project Co.  And the agreement with -- and any agreement with any affiliate or former affiliate of Project Co or any partner of Project Co.

So basically it is all of the major contracts that Project Co has.  You have to have a direct contractual relationship with them.  So -- and I understand that that is quite normal in P3 contracts.

What I want to understand is, what is your understanding of what the obligations they will have directly to you and the obligations you will have directly to them under those agreements.

MR. BREWER:  Sorry, I am just trying to clarify the question.  Which section in the contract are you looking at?  Is it 4.8?

MR. VELLONE:  It goes 4.8, it goes up to 4.9.  On to 4.10 with regards to amendments.  I think that is it.  It's a -- okay.  That is a big chunk.

MR. SHEPHERD:  Well, I am asking about 4.7(c).

MR. VELLONE:  (c) in particular?

MR. SHEPHERD:  Yes.

MR. VELLONE:  Yeah, that's the obligation to enter into the collateral arrangement, which then gives the parties, PUC, a bunch of rights with regards to these material contracts to make sure they're not amended, to make sure if there is a breach PUC can step in and fix it.  It is really, if the SPV Co screws up, PUC can step in and fix it first.

MR. SHEPHERD:  They're basically flow-throughs of Project Company's rights under the material contracts.

MR. VELLONE:  Yes.  I am just not sure if he has gone through it with his lawyer and stuff like that.

MR. SHEPHERD:  See, the reason why I am asking, I'm not so much concerned with what you're getting in those contracts, because I sort of know what you're getting.  It is pretty standard.  You are protecting yourself.

But the hard part in contracts like that is, what are you giving up?  What rights are those people getting against you?  Because they will -- in the same way as you want to be protected if Project Company screws up, they want to be protected if the Project Company screws up, so Black & Veatch is going to want, as the most obvious example, is going to want -- as the most obvious example, is going to want you to say if Project Company doesn't pay, we will.  And you’ll say, no, no, we don't want to take that, and then you negotiate.

So I am asking where are you in that, and what obligations are you taking on in those agreements, as far as you know.  If you don't know, you can undertake to find out.

MR. VELLONE:  Have you seen a form of this collateral agreement with respect of -- well, okay so there are multiple materials contracts out there.

Let's start with Black & Veatch, PUC Services.  That one maybe isn't as important about what you are giving up.  So you haven't seen?

MR. BREWER:  The PUC Services one, I believe, is still being drafted.

MR. SHEPHERD:  It says schedule 11 has a standard form in the definitions.  Can you undertake to provide what you understand to be the obligations that PUC will take on under those agreements, the direct obligations to the people doing the work?

MR. VELLONE:  Assuming the agreement exists, so we have an undertaking to provide schedule 11.  What you are looking for now is commentary on top of that.  So that is a separate undertaking.

MR. SHEPHERD:  Yes.

MR. VELLONE:  Assuming there is an agreement that exists.

MR. SHEPHERD:  Yes.  Because what the Board is going to be concerned with is not reading the agreement, but rather what obligations are you taking on.

MR. VELLONE:  That's fine.

MR. BREWER:  That's fine.

MR. SHEPHERD:  Just to give you some context, obviously one of the issues in this proceeding is you've got Project Company in the middle here.  And at least the intervenors, and maybe Staff and perhaps the Board will be concerned with what value is it adding, or is it -- are you really doing this directly with the third parties because of all of the obligations that flow back and forth.

That is what we're going to be looking at.

MR. BREWER:  Understood.

MR. SHEPHERD:  Okay.

MS. VLAHOS:  That is JTC2.7.
UNDERTAKING NO. JTC2.7:  TO PROVIDE OBLIGATIONS THAT PUC WILL TAKE ON IN COLLATERAL MATERIAL PROJECT CONTRACTOR AGREEMENT

MR. SHEPHERD:  Now, this contemplates -- this is page 13, 4.12.  This contemplates the project company is a limited partnership.  Is that your understanding?  Because I had understood that it was a corporation.

MR. BREWER:  You're referring to 4.2?

MR. SHEPHERD:  4.12.

MR. BREWER:  My apologies.  And in A, I believe that is bolded and bracketed, which kind of indicates it is being drafted.

MR. VELLONE:  I would say the legal form probably isn't settled yet.  The project company has not been created yet.  And the structure will be driven by tax and investment considerations from the other side.

MR. SHEPHERD:  Because the funding entities may prefer a particular legal structure?

MR. VELLONE:  Yes.

MR. SHEPHERD:  Understood, okay.  So you have a long list -- I am now on page 23, 8.3.  I can go back to 8.2 if you like.

So you have these various types of events that allow the project company to either get out of doing the work, or change the schedule, or get additional money, right?  This whole category of supervening events, and they have different rules for each one.

MR. BREWER:  So, yes.  I think if you're looking at 8.3, it is Project Co's entitlements on the occurrence of a compensation event, which is a defined event.

MR. SHEPHERD:  No, understood.  So can you just walk us through conceptually what -- this type of clause in an agreement like this is your assignment of risk clause.  This says if these things happen, the risk goes there or there or there, right.  That is what it is all about.

So can you just sort of generally walk us through -- I am still trying to be as high level as possible, so it is conceptually easy to understand -- what are the risks that you are taking on and what are the consequences when those risks happen?  Because obviously the risks that you take on become our risks, right, probably.  Something bad happens to PUC, it ends up happening to the customers.

MR. BREWER:  Yes, if there was a catastrophic issue to PUC, there would be.  If there wasn't, it would be a reduced return to the shareholder.

MR. SHEPHERD:  Well, that is an interesting question.  So if you have to pay more money to the project company because there was a cost overrun that was your fault, or that somehow that risk was assigned to you -- it was a change of law, let's say -- then you're going to expect that that will go into rate base and recovered from us, right?

MR. BREWER:  Depending on what it is, you would be correct, yes.

MR. SHEPHERD:  So can you just walk us through how this risk assess -- how this risk assignment works.  What risks are you taking on, and what are the consequences of it?

I don't need you to go through all of the details.  I am thinking high level, just conceptually.

MR. VELLONE:  Are you able to do it conceptually?  I know you probably want to look at what a supervening event is, what a force majeure event is, what a compensation event is.

MR. SHEPHERD:  But it is not supposed to be a test.  It is supposed to be -- let's talk about it at a business level.  Forget what the lawyers wrote down.

MR. BREWER:  So conceptually, if PUC causes an issue that causes additional costs, you know, something to Project Co that was a direct relation and responsibility of PUC, then we would be on the hook for the costs incurred by Project Co by a compensation event.

If it was something that was Project Co's issue, then Project Co would be on the hook for it.

If it was the design builder's issue, then it would be the design builder who would be on the hook for it through the Project Co EPC agreement.

Conceptually, that is what the agreement is --


MR. SHEPHERD:  So there is two components that are -- that's generally a pretty conventional allocation of risks.

There is two components that are more contentious usually.  One is what about the risks that are nobody's fault?  The law changes, requiring some additional technical requirement.

MR. BREWER:  Yes.

MR. SHEPHERD:  There is a ice storm, you know, et cetera, et cetera.  Nobody's fault.  How are those assigned.

MR. BREWER:  I think now what you're doing is getting into the more specific rather than 30,000 foot view that we couched my involvement here at.

So I think to answer some of those questions, I would probably either want to do a detailed review of those particulars, or I would probably want to consult with our attorney.

MR. SHEPHERD:  I understand.  I am not meaning to go down the list and say, well, you know, what about an ice storm, et cetera.  I am talking about is it your understanding that the deal is if external events happen, that will cost you more money, or that it won't, or that it's somewhere in between?

MR. BREWER:  So depending on what the cause of the event is, I think they're defined in --


MR. VELLONE:  Maybe can I take you to 8.5 and 8.6, because that is where this is dealt with?

MR. SHEPHERD:  Sure.

MR. VELLONE:  So 8.5 gives financial relief to the project company in the event of a force majeure, provided they comply with the balance of that provision, which is all about continuing to do what you can do, despite the force majeure, trying to figure out a work-around around the force majeure, giving us notice on time.

MR. SHEPHERD:  This is the narrowed definition of force majeure. So in that narrow definition, that is allocated to the party that ultimately will benefit from the work, which is PUC.  That's normal.

MR. VELLONE:  Change of law is 8.6.  It is roughly the same.

MR. SHEPHERD:  Indeed.  But 8.4 is the expanded version of force majeure.  So it has things like strikes and stuff like that, that you normally don't -- right?

So that appears also to be assigned to the PUC.  That is what I am -- that's where I am sort of going.

MR. VELLONE:  Yes.

MR. SHEPHERD:  You see, every time I see project company's relief from any liability or consequence, I think, oh no, that means us.

MR. BREWER:  So again, from the 30,000 foot view, if there are things that are caused by us -- and I think you mentioned the term strike -- if PUC has a strike, which in this case we wouldn't because our collective agreement expires after when this project is conceptually finished.

MR. SHEPHERD:  Completely accidentally, right?

MR. BREWER:  Accidentally, yes.  Then, you know, in those situations where it is caused by us, then we would expect to have to compensate the other party, keeping in mind if this was traditional financing the bank wouldn't say you don't have to make your payment this month.  We would be making traditional bank payments as well, right, if we borrowed the money.  So that is the 30,000 foot view.

MR. SHEPHERD:  Okay.  I understand.

I am now on page 29.  I am trying very hard to get through this before the break, this particular agreement.

MR. BREWER:  Right.

MR. SHEPHERD:  Not all of my questions, just this agreement.

So 9.1 on page 29 is the project company's obligation to indemnify you for various things that could go wrong.

And I am not really as much interested in the details of the indemnity as the financial capability of Project Co to support that indemnity.  An indemnity is useless if a company doesn't have any money, right?

So what investigations have you taken on to determine whether this indemnity is going to be worth anything?

[Witness panel confers]

MR. BREWER:  With respect to this one, I think that is where the PUC right to set off gave us some comfort, was that we would obviously have to, if we have monies that we would be paying to Project Co, and if Project Co had defaulted in some way and had to indemnify us for something they have the right to set off.

MR. SHEPHERD:  Well, so it is interesting you say that, because of course if I am the senior debt guys, I'm not going to put up with you not paying us.  You can not pay Glen Martin as much as you like, I don't care, but if you got my money, then I'm going to make sure that my lender agreement is going to say:  You can't set off anything that is required to pay me.  Isn't that the deal?

MR. BREWER:  Understood that the senior debt -- the amount that is due to the senior debt of the portion of the payment wouldn't be what you would set off against.

MR. SHEPHERD:  Okay.

MR. BREWER:  But I think there is -- I know there's been a number of discussions on this agreement with respect to the level of indebtedness, if there is some, and our ability to have insight into what that looks like.

MR. SHEPHERD:  I am going to come back to financing in a minute.  But anyway, your general assumption is that whatever the payments are that have to go to the senior debt, you are not going to have a right to set off against that?

MR. BREWER:  Yes.  I was referring to section 9.11.

MR. SHEPHERD:  Sorry, 9.11?  Well, okay.  But that only deals with termination payments, right?

MR. VELLONE:  That is provided that -- it is an exception.

MR. SHEPHERD:  What I am saying is, it appears to say that you have an unlimited right of set-off along the way, but not with respect to termination payments.  Termination payments, you have to respect the senior debt-holder's rights.  Isn't that what it says?  So -- but your understanding it is that along the way if Project Company isn't delivering on something or other, that you can set off against your monthly payments.  But you can't set off any more than the amount that sticks to Project Co.  The amount that goes to senior debt you can't set off.

MR. BREWER:  I think I would leave it for a legal interpretation as to what we could and couldn't do based on this clause.  But I would say that conceptually setting off more than the amount that is accessed to senior debt would probably be not a good issue with respect to a business practice.

MR. SHEPHERD:  So -- yeah, of course you have given the security, right, so in the end you have got to pay that.  The senior debt has to be paid because you are giving security against your assets.

MR. BREWER:  I think that it would be an unwise thing to cause a ripple effect with a major debt-holder of the project.

MR. SHEPHERD:  Okay.  So -- and then -- now, the one thing that I see -- I don't see here is, the Project Company's obligation to indemnify doesn't include any reference to the benefits claimed, right?  So if it turns out that the project doesn't deliver the benefits that the Project Company has been saying all along -- or the promoter has been saying all along are going to be achieved, there's no obligation to pay you anything for failure to achieve the benefits, right?

[Witness panel confers]

MR. BREWER:  So I don't believe that is covered under the indemnify.  I think that was part of the as designed requirements.  It doesn't guarantee a specific benefit.  It guarantees that the project would work as designed, and I believe that is part of some of the schedules.

MR. SHEPHERD:  Okay.  So the reason I ask that is -- and I am going to come to the letters of intent after the break, I guess.  But I will just sort of put this idea in your mind.  The project was originally sold to PUC as a performance-based contract:  We will deliver these benefits, and if we don't, you don't have to pay.  And slowly over time it appears to have evolved so that that is no longer the case.

And I am right, am I not, that actual achieving outcomes is not a condition of the deal any more?

MR. BREWER:  Achieving the outcome was tweaked to "as designed" because it was easier to measure.  But understanding your point, I think the intent was for it to be performance-based.  It was more of a matter of how do you adequately measure the fact that that's been done, and the easier way to do it was the engineering would take into account what the benefit would be and the EPC contractor would be required to deliver it as designed, which would see that benefit.

But -- so I think it kind of gets there in a different way, but I understand your point.

MR. SHEPHERD:  So from the EPC's contractor's point of view, they're agreeing to deliver the stuff that is within their control, which is a system that does certain things, that is capable of doing certain things, but then after that, if it doesn't end up achieving those things, not their problem.  They delivered something that could.

Am I saying that right?

MR. BREWER:  That is the rough idea, yes.

MR. SHEPHERD:  Okay.  This may be a good time to break.
 MS. VLAHOS:  Okay.  Let's come back at 11:15.

MR. SHEPHERD:  Okay.

MS. VLAHOS:  Okay.  Thank you.
--- Recess taken at 10:55 a.m.
--- On resuming at 11:18 a.m.

MS. VLAHOS:  Okay, I think we are ready to continue.  Mr. Shepherd, if you would like to continue your line of questioning.

MR. VELLONE:  Just before we get going, we do have a response to undertaking JT2.1.  I can distribute it in the room and we will file it on RESS.

MS. VLAHOS:  Perfect.  Thank you.

[Mr. Vellone distributes document]

MR. VELLONE:  Before the break, Ms. Girvan asked a question about which studies were -- which other utility studies were being referenced.  Why don't we just deal with that right away?

MR. BELL:  Yes.  I located the reference.  I did an index -- appendix VECC's IRs.  So the response to VECC 42, we provided a copy in the appendix 6 of the study done in 2010 for the Department of Energy.  It was one of the ones where they did a modelling exercise of the US and they ended up with a 3.04 percent VVM potential.

The other one we also filed was with the Navigant study for the Ministry of Energy in Ontario.  They came up with an average of the 2.7 percent.

There's certainly some other ones out there that we could endeavour to give links to.  Smart Canada has some VVO presentations.

MS. GIRVAN:  That's fine, thank you.

MR. VELLONE:  And there are some specific US utilities that have done it as well.

MS. GIRVAN:  Thank you.

MR. BELL:  In general, basically that's between those ranges of over four percent on some pilots, a variety of them in the three-and-a-half range.  And that is part of the reason we felt the Ontario study with Navigant and Ontario was the one we picked and the 2.7 on an average system basis.

MR. SHEPHERD:  So both the Navigant and the DOE studies were paper studies, right?  They weren't in the field studies?

MR. BELL:  They were, I guess, modelling studies.  Maybe not paper.  I would have to ask what they would define it as.  They build a system model.

MR. VELLONE:  Can you please identify the in the field studies you looked at?

MR. BELL:  The in the field studies?  The one was the reference from Glendale that was filed at the 2015 smart grid Canada conference.  They had a pilot where they had 2.95 percent.

The other one we looked at was the report by Utilidata, a study they did with AEP in Ohio, again a pilot that is almost as many customers as we have with those large American utilities.  They ended up at 4.27 percent.

MR. SHEPHERD:  Were these both studies in which the primary impact of voltage management was during air-conditioning season?

MR. BELL:  Some of the studies were a longer season.  I mean the -- the pilot studies?

MR. SHEPHERD:  Yes.  The in-the-field studies.

MR. BELL:  In-the-field studies?  They tend to be like multiple season.  Whether it was air-conditioning or heating load, I mean, those were sort of the results overall of the period.  I don't recall exactly whether, you know, the differences reported seasonally.

MR. SHEPHERD:  I am just wondering whether, you know, a 3 percent result in Glendale with heavy air-conditioning load and therefore heavy impact on voltage variations because of air-conditioning would be replicable -- would be applicable in Sault Ste. Marie, which presumably has slightly less air-conditioning levels.

[Laughter]

MR. BELL:  Well, yes, although you might be surprised.

[Laughter]

MR. BELL:  I think the Ohio study where they were almost 4.3 percent, certainly more similar in climate, so...

MR. VELLONE:  Would it be helpful to file these if you want to test those type of questions?

MR. SHEPHERD:  We can look them up.  But if you want to file them, great.

MR. VELLONE:  Sure.  We will take an undertaking.

MR. SHEPHERD:  Okay.

MR. VELLONE:  Let's get it on the record.

MS. VLAHOS:  Can you just repeat the undertaking just for the record?

MR. VELLONE:  The undertaking would be to add, to file the additional studies that were considered by PUC distribution of, I guess, US-based pilot projects on VVM technology.

MS. VLAHOS:  That is JTC2.9. 
UNDERTAKING NO. JTC2.8:  TO FILE THE ADDITIONAL STUDIES THAT WERE CONSIDERED BY PUC DISTRIBUTION OF US-BASED PILOT PROJECTS ON VVM TECHNOLOGY


MR. SHEPHERD:  .9?

MS. VLAHOS:  My apologies, 2.8.

MR. SHEPHERD:  You're just seeing if we're checking, right?

So during the break, I got a phone call from one of my school board guys following up on the pilot project question.  He said that when they have something that they're considering rolling out to a bunch of schools, they will go to the provider -- it is often software, right -- they will go to the software provider or the system provider and say, look, we want to test it out in one school.  We don't want to pay for the whole system.  And so let us rent it for a year or whatever.  We will pay you for a year just to try it out.

And they found that it's common that those companies will do it because they want the big sale.  Did you make any attempt to go to Survalent and talk to them about whether you could pilot this without having to pay them $5 million?

MR. BREWER:  So the software cost would be a piece of that five, and we didn't explore that option.  But the other things you want to consider are the training required, the implementation.  Those usually outweigh the actual cost of the software in the project in terms of actually rolling it out and those you would still incur.

I think the theme is still the same, that a pilot would be a very expensive way to go with respect to PUC. And when we could draw on where other pilots had been and seen -- and to see what they had already achieved, it was easier for us to then look at that as the equivalent of doing our own.

MR. SHEPHERD:  Fair.  You just filed JTC2.1.  I just have two questions about this before I go back to the project agreement.

The first is, this is what you expect to be the actual result in 2021, right, after it is fully implemented?

MR. FAUGHT:  Yes, that's correct.

MR. SHEPHERD:  Okay.  The total revenue that you have here is the ICM revenue?  That is your forecast ICM revenue?

MR. FAUGHT:  So it's a total ICM revenues as a result of the entire project.  So it's a hundred percent model, if you will.

MR. SHEPHERD:  Yes.  But the point is, it is not -- you haven't gone back and said, okay, these assets are now in-service.  If we rebased, this is what the incremental impact is on our revenue from each class.

MR. FAUGHT:  That's right.  We took total project cost and put it through the 2019 ICM model.

MS. GIRVAN:  Can I just follow up on that?  So you have five million you want to put in-service in 2019, is that correct?  I find that on page 28 of 65 of the ICM application.

MR. FAUGHT:  Is it 5,026,000 and some change?

MS. GIRVAN:  Yes.  Okay.  So the revenue required impact of that is $510,000, which is just in below.  Right?

MR. FAUGHT:  Yes, that's correct, that's as per the application as filed.

MS. GIRVAN:  So the rate impacts that -- what we were discussing earlier for, say, residential customers when you pointed me to that chart, that is just for 2019.

MR. FAUGHT:  No.

MS. GIRVAN:  It's not?

MR. FAUGHT:  No.  So if I take you back there, it is page 12 of the application.  And actually I will take you to actually page 11, the bottom paragraph, line 11.

So this is the bill impacts of various consumption levels once the full SSG project is included in rates.  Then the Table 2 following that is those bill impacts from the full project.

MR. VELLONE:  We didn't think it was helpful to give you only phase one.  We were trying to give you everything.

MS. GIRVAN:  So I am just trying to get my head around this.

So in 2020, at that same page, page 28, you are going to put in -- it's the 26 million is Phase 2, minus the 9 million in NRCan funding for 2020.  Is that correct?  It looks like 15 million.

MR. FAUGHT:  Yeah.  So it's really one entire project, and what we're talking about is the in-service amounts in each of the years 2019 and 2020, right, as a split --


MS. GIRVAN:  So the revenue requirement impact of that is 1.5 million, approximately, let's just say, rule of thumb.

MR. FAUGHT:  So you are taking the difference between 1877 and the 500,000 that we have got in the application?

MS. GIRVAN:  I am taking the 15 million impact in 2020, and the revenue requirement impact is about 1.5 million.

[Witness panel confers]

MR. FAUGHT:  Yeah, I believe it is slightly less than that.

MS. GIRVAN:  Okay.  So all I'm saying is by the end of -- for 2020, the increase in the revenue requirement is about $2 million.  Right?

MR. FAUGHT:  I believe it is 1.877.

MS. GIRVAN:  Okay.  So you can't tell me for 2020 what the rate impacts are going to be on customers by rate class?

MR. FAUGHT:  I think that is Table 2 on page 12 of the application.

MR. VELLONE:  That's the 2020 impact, Julie.  That is the total impact.  Both years.

MS. GIRVAN:  Page 2?  Sorry?

MR. VELLONE:  Page 12.  Table 2.  It is on the screen.

MS. GIRVAN:  That's for 2020.

MR. VELLONE:  Yes.

MR. FAUGHT:  This is the rate impact --


THE REPORTER:  Microphone, please.

MR. SHEPHERD:  Those are not the rate impacts, those are the bill impacts.  That is assuming all of the savings.

MS. GIRVAN:  Yes.

MR. FAUGHT:  Correct.

MS. GIRVAN:  So I would just like to know the increase in rates.

MR. VELLONE:  Those are filed as a response to an interrogatory, which shows the breakdown of every line item, including the energy costs.  So if you are looking for distribution component only, there is an IR that has all of that.

MS. GIRVAN:  Okay.

MR. VELLONE:  Do you want --


MR. SHEPHERD:  I will point it out to you.  I saw it just a minute ago.

MR. FAUGHT:  Do you want us to --


MS. GIRVAN:  I am just trying to understand the impacts on your customers over the two years.

MR. FAUGHT:  Right.  And I think in our view it is really what is in Table 2, in terms of the total bill impact, because the benefits of this project are instrumental in us making a decision to go forward with it.

MR. SHEPHERD:  Well, yeah, except that the cost to the customer, how much more they're going to pay on their bill because of the assets and the operating costs, are 100 percent certain.  They could be more.  They won't be less. Whereas the benefits they don't know yet.  You hope to get them.  Right?  So the level of certainty of the two is not the same.

MR. BREWER:  Yes, one is guaranteed and one we're highly confident of, yes.

MR. SHEPHERD:  Okay.  So I want to go to section 9.15 of the project agreement.  It's on page 35.  I just have a simple question on this.  This is the cap on liability.

And do you have a number yet?  Or do you have a range that is under discussion?

MR. BREWER:  So I don't have a number that I can recall off the top of my head.  But I can see that this is one that is currently under note to draft.  So it means it is currently being negotiated.

MR. SHEPHERD:  Yeah, and I guess the question is, you know, there's a range within which you're negotiating.  And I am trying to get a sense of, you know, are we talking about $10,000 or $10 million?

MR. BREWER:  We would be talking more about the latter than we would the former.

MR. SHEPHERD:  $10 million.

MR. BREWER:  Well, it is not specifically 10, but you mentioned ranges, so I'm agreeing to that range --


MR. SHEPHERD:  It is going to be a high number.

MR. BREWER:  It's going to be a relatively high number, yes.

MR. SHEPHERD:  Okay.  Now I'm on page 40, which is 12.1, company project events of defaults.  And I am not actually looking at all of the events of default.  But I do want to look at (d).  The service commencement date is -- I am just looking at the definitions -- is the date on which all the criteria for service commencement are -- have been met, and that is listed under the definition of service commencement.  Basically it is a fully operational project, right?  Commissioning completed.

MR. BREWER:  So commencement date in the definitions refers to the date on which the last of the conditions set out in section 2.1(a), or that --


MR. SHEPHERD:  Yeah, no, I didn't ask about commencement date.  I asked about service commencement date.

MR. BREWER:  Service commencement date.

MR. SHEPHERD:  Different term, defined.

MR. BREWER:  Sorry, I missed that.

MR. VELLONE:  It is on the screen.

MR. SHEPHERD:  So you have completed commissioning.  It is fully operational.

MR. BREWER:  So the service commencement date would be the date when all the criteria listed under service commencement that haven't been waived have been satisfied by the independent certifier.

MR. SHEPHERD:  Yeah, no, I understand that, I can read that.  I am asking, does that mean fully operational project?

MR. BREWER:  It means that it's been commissioned at that point.  So it's operational --


MR. SHEPHERD:  Commissioned means fully operational.

MR. BREWER:  Yes.

MR. SHEPHERD:  Okay.  So then the reason I ask that is because service commencement, the fully operational, the project company is not in default as long as they get it done before the long-stop date.

And as I understand that, you have a target service commencement date, which isn't finalized yet, right?

MR. BREWER:  It would be dependent on this project.

MR. SHEPHERD:  Exactly.  So when you finalize the schedule you will have a target date when it has to be done, right?

But they're not actually in default unless they miss the long-stop date, which is a year later.  Is that right?  That's what it says in the definition of long-stop date.

MR. VELLONE:  That's correct.

MR. BREWER:  It is correct?

MR. VELLONE:  Yes.

MR. SHEPHERD:  So they can be a year late and they're not in default?  Right?

MR. BREWER:  But it wouldn't have been commissioned at that point by the independent certifier if they had completed it.

MR. SHEPHERD:  So the reason I am asking that is because normally you have to meet your schedule or else you are in default fault, and so if they're a year late and they're still not in default, what does that do to your NRCan money?

MR. VELLONE:  I think you have to pick the target date to account for that.

MR. SHEPHERD:  Well, yes, except there is all sorts of other requirements in the agreement, but they're supposed to meet the target date, so if you're saying, well, we will make a pretend target date that is earlier, that is not how these contracts work.

MR. VELLONE:  I don't think it is pretend if you are going to lose $12 million worth of federal funding to meet the target date, such as the long stop.  It is the long stop.  I don't think that is pretend at all.  I think that is a very relevant consideration.

MR. SHEPHERD:  Okay.  So you are saying that the Board can have confidence that the long-stop date, if they make the long-stop date that you won't lose your NRCan funding?

MR. VELLONE:  That is what PUC would be negotiating for, yes.

MR. SHEPHERD:  Yeah, no, I am asking the witnesses.

MR. BELL:  I would confirm basically at the end -- last NRCan date is the one that we're going to be pushing very hard for, because expenditures past that period won't be eligible.

MR. SHEPHERD:  Okay.  That's it with the project agreement, but I do want to ask about a couple of the definitions that we haven't talked about yet.

MR. BREWER:  I guess if I could just follow up on the last one.  The date that we have used as the project completion date with respect to our NRCan application is one year before things would become ineligible, so there is a year buffer between when the program itself has to be -- is done and when we're targeting being done this project.  So there is a 2021, and then there is the 2022 when the program fund actually stops.

MR. SHEPHERD:  I thought your agreement said that you had to be complete by March 2021; isn't that right?

MR. BREWER:  Kevin can speak to that.

MR. BELL:  You are correct; that is the date in the current agreement.

There is also provision in the agreement for adjusted schedule, which we would basically report on throughout the period.

The key date that NRCan has made very clear that we're very cognizant of is the end of program date, which is that one year past the current C.A. agreement.

MR. SHEPHERD:  So your schedule could slip, but if you go past March 2022, you are screwed.

MR. BELL:  That's correct.  That is our understanding basically is that past 2022, we have the funding risk.

MR. SHEPHERD:  Okay.

MR. BREWER:  But it is the funding that hasn't been completed.  So if you look at the schedule and the way it flows, it's only the amounts that would be left.  So you can see they're front-ended, so there's smaller amounts in the back end, in terms of the way they funded it.

MR. SHEPHERD:  Do we have the schedule of payments?  Maybe I just missed it.

MR. BREWER:  The contribution agreement, section 6.2, shows you the schedule.

MR. SHEPHERD:  The contribution agreement is appendix 1, is that right?  Appendix 2, maybe.

MR. BREWER:  Appendix 1.

MR. SHEPHERD:  There we go.

MR. VELLONE:  It's up on the screen.

MR. SHEPHERD:  Yes, I know.  What section did you say?

MR. BREWER:  6.2.

MR. SHEPHERD:  But this is not a schedule of payments.  This is their allocations.  Clearly, you are not going to have 6.653 million in the 2018-2019 federal government fiscal year, which ended March 31st, 2019.

MR. BELL:  That is what NRCan has allowed for the project.  That's what the contribution agreement is.

It's also subject to 7.4, which is they're not releasing it until we have OEB approval.

MR. SHEPHERD:  Well, no.  But also, you haven't spent the money.  You only get 25 percent of what you spend, right?  So until you spend $24 million or $25 million, you don't get that 6.6 million.

MR. BELL:  The ratio of the project is different on the front end.

MR. SHEPHERD:  And you have given us an undertaking yesterday to give us that detail, right, of what you are going to get and when.

MR. BELL:  Well, this is that detail.  This is that ratio that they're paying out on the project.

MR. SHEPHERD:  Maybe you are seeing something that I don't -- I don't see anything here except for a number for 2018/2019.  They didn't give you $6.6 million yet, did they?

MR. BELL:  They have not given us that money yet.  It is subject to the OEB approval.

MR. SHEPHERD:  Well, it is also subject to you spending money, right?

MR. VELLONE:  I think the part that is lacking in the communication here is that payments under the project agreement qualify as spending money under this agreement.  That is an eligible expenditure under this agreement.

MR. SHEPHERD:  Okay.

MR. VELLONE:  So you match this payment schedule to the payment schedule under the project agreement to know when you are going to get the contributions.

MR. SHEPHERD:  That actually can't be true.  The reason it can't be true is that you're paying, let's say, $200,000 a month starting sometime next year.  So they're going to give you $50,000 a month for the next 25 years, because that is not what it's going to be right?

They're fronting this as capital, even though you are paying for it along the way.

MR. BREWER:  So I think the mechanics of that would be in part of that undertaking we had yesterday.

But I think the gist of it is that on financial close, there would be funding from the financial party that would go into the SPV when it is created.  And part of the NRCan funding agreement is that their money goes in as contributed capital likewise.  And so --


MR. SHEPHERD:  At the same time?

MR. BREWER:  There would be some...

MS. DJURDJEVIC:  Can I ask a follow up to that?

MR. SHEPHERD:  Just let me finish first.  Because normally what happens is that when you get financing on a construction project, so financial close happens early 
on -- basically when the engineering is done, usually.

And so some money has already been spent.  That money is released by the debt holders, but the rest of it is not released until you spend money.  Right?

MR. BREWER:  So I think we had indicated yesterday we would come up with the detailed mechanics for you.  We don't have it in front of us today, so it is hard for me to give you any specific answers.

But the gist of it is there would be some expenditures early.  They agreed to have a different ratio at the front of the project than they did at the back of the project.

MR. SHEPHERD:  That will all be included in the undertaking response.

One of the things that I am concerned with some big chunk, something like -- it looks like probably $12 million, is for payments along the way.

And presumably, some component of the NRCan money is for that, right?  Because you had a $47 million project in which they're funding 25 percent.  But 12 million of those payments are not in the construction period.  They're afterwards.

MR. BREWER:  I think that was what we had intended to answer in the undertaking.

MR. SHEPHERD:  Okay, but it's true, isn't it, that some component of the NRCan money doesn't come until you spend that last 12 million?

MR. BREWER:  I think that would be part of the undertaking answer.

MR. SHEPHERD:  Do you not know the answer to this?

MR. BREWER:  I think it would be part of the undertaking, rather than trying to give you an answer that isn't exact.

MR. SHEPHERD:  I don't want detailed numbers, I just want a simple answer.  Is some of the NRCan money coming in when you spend the last 12 million?  It's a yes or no question.

MR. BREWER:  So the NRCan money would come in when PUC Distribution spent the last of the monies that are involved in the project.  The flow has been approved through NRCan, in terms of how that happens in this model, and this is a bit of a unique model because of the way it is structured.  So I think that is what we undertook to get you yesterday.

Rather than trying to give you an answer that I am not, you know, not confident in here, I think we would like to give you it to you as part of the undertaking.

MR. SHEPHERD:  I understand what you're saying.  Just keep in mind this is our last chance to ask you questions before the oral hearing.  So to the extent we don't have information on which we have to ask questions, we have to ask it at the oral hearing, which wastes the Board's time.

So I am trying to get as much as possible now, and one concern would be, if you have to spend the whole $47 million by March 2022 in order to collect the NRCan money, then presumably this application for $23 million from the customers is not enough.

MR. VELLONE:  We understand the question.  We have a commitment to give an undertaking to address the question.  I don't think there is much more to do here.

MR. SHEPHERD:  All right.

MS. DJURDJEVIC:  Can I just ask one follow-up, if I may?

MR. SHEPHERD:  Sure.

MS. DJURDJEVIC:  You may need to take it away and think about it, but section 7 in the contribution agreement seems to set out how payments are made, and it is for goods and services that are received -- or if they haven't been received yet, well, then they have to be supported by invoices and documents.

So it seems like, you know, there has to be some kind of backup documents that we spent $100,000 on this equipment, or paid this firm whatever amount for engineering.  Would that be your understanding?  Because it sounds --


MR. VELLONE:  That is exactly our understanding.  And I think what you will be seeing when we show you the information that was provided to NRCan with regards to the funding model and how that plays through on this part of the contract.  I think that is exactly correct.

MR. SHEPHERD:  Can I just clarify then that in answering that undertaking -- which was a little narrower, it was about the breakdown that you provided to NRCan -- will you also provide the details of what you have to provide to NRCan, and when you will get money from them at various stages along the way?

MR. VELLONE:  Let's throw that in as a new undertaking.  It will be easier to find it on the record.

MS. VLAHOS:  That is JTC2.9. 
UNDERTAKING NO. JTC2.9:  TO PROVIDE THE DETAILS OF WHAT YOU HAVE TO PROVIDE TO NRCAN AND WHEN YOU WILL GET MONEY FROM THEM AT VARIOUS STAGES ALONG THE WAY


MR. SHEPHERD:  Excellent.  Are you okay, Ljuba?

MS. DJURDJEVIC:  Yes.

MR. SHEPHERD:  So I want to make sure I have covered off all of these -- some of them have already been dealt with.  Okay.  So I am looking at page 20 of Appendix 12, which is the definitions, and the definition of personal information, and there is a note to draft that says:

"Parties to confirm relevance of personal information to this project, particularly given elimination of operational phase."

Could you help us understand that?  Because the project appears to still include maintenance and life cycle rehabilitation, which is the operational phase.

MR. BREWER:  I am still finding the reference.  Where was it?

MR. SHEPHERD:  The definition of personal information on page 20 of the definitions.

MR. VELLONE:  It is on the screen if that helps.

MR. BREWER:  I don't have that.  I didn't make this note, and I don't know what the reference refers to specifically.

MR. SHEPHERD:  As far as you know, there is no change to the operational phase.  The responsibility for the life cycle has continued.

MR. BREWER:  So my understanding is that PUC Services will do the operation maintenance post-construction and that will be done through Project Co.  So the flow would still happen through Project Co.  So there would still be an operational phase to the agreement.

So this may be talking about something different.  I don't know.  This isn't something that I was briefed on in terms of what that draft --

MR. SHEPHERD:  Okay.  Could --

MR. BREWER:  -- was about.  So whether that came from the other side or came from our side, I don't know.

MR. SHEPHERD:  So can you tell us -- can you undertake to tell us what that means?

MR. BREWER:  You want an undertaking on what the note to draft means?

MR. SHEPHERD:  Yes.

MR. BREWER:  I can tell you if that note to draft is going to cause any changes.  I mean, if there's a comment from McCarthy's, I don't know --

MR. SHEPHERD:  If McCarthy's gave you a comment then you can find out, this is because we changed X, and you can tell us:  We changed X and they thought it was the change to the operational --

MR. BREWER:  If that's the undertaking, that's fine.

MR. SHEPHERD:  Okay.

MS. VLAHOS:  So it is JTC2.10. 
UNDERTAKING NO. JTC2.10:  TO ADVISE WHAT THE NOTE TO DRAFT MEANS.

MR. SHEPHERD:  I am now at page 25.  This is the definition of "relevant change in law".  And there is a -- there's what appears to be a defined term, discriminatory change in tax law.  And I can't find -- it is used in other places as well.  I can't find a definition of it.  Can you tell us what that is about?  Because it's part of your events of default.

MR. VELLONE:  Mr. Shepherd is looking for you to hire him as your lawyer.

MR. SHEPHERD:  No, no, no, I'm not doing this stuff anymore.

[Laughter]

MR. SHEPHERD:  Been there,
 done that.  Got too many T-shirts.

So can you undertake to find out what that definition is going to be?  It may not have been written yet or it may be in a form of draft and has been taken out or -- there's all sort of explanations.  Just sometimes things like that end up being a lot of money.

MR. BREWER:  Seeing as it is capitalized, refers to a definition that isn't in here, we can certainly undertake to get that for you.

MR. SHEPHERD:  Thank you.

MS. VLAHOS:  That is JTC2.11.
UNDERTAKING NO. JTC2.11:  TO PROVIDE THE DEFINITION OF DISCRIMINATORY CHANGE IN TAX LAW.

MR. SHEPHERD:  I am assuming that where the definitions talk about, for example, a percentage IRR and that sort of thing, those are still being negotiated?  There's a base IRR and there is a threshold IRR.  There is a bunch of those.

MR. BREWER:  Where are you referring to?

MR. SHEPHERD:  So for example -- this is just one example.  The threshold equity IRR means -- bullet.  Bottom of page 30.

MR. BREWER:  As you can see from the bracket, obviously that hasn't been defined as a number yet.

MR. SHEPHERD:  And as far -- you don't know what these numbers are going to be yet.

MR. BREWER:  The entire agreement remains in draft because it is not yet completed, so there is a lot of things being negotiated within the agreement.

MR. SHEPHERD:  I understand.  What the lawyers have put in the agreement is not always what the business people already know.  So if you already know what that IRR is, I would like to know it.  If you don't know what it is because it is still being negotiated, that's fine.  I get that.

MR. BREWER:  So the term threshold equity IRR I am not familiar with.  So if there is something that you are referring to, in terms of, is there a return on equity expected, weighted average cost of capital, maybe I could answer those.  But the threshold equity IRR, despite the fact that it's -- it is being -- the equity IRR as set out in the financial model, so --

MR. VELLONE:  There is an undertaking to provide.

MR. SHEPHERD:  So all of these things, the assumed rates of return and everything, will all be in the financial model.  Right?

MR. BREWER:  The weighted average cost of capital is in the financial model.

MR. SHEPHERD:  Oh, is it not broken down?  Because this agreement says it is all broken down in the financial model.  In fact, it has equity, junior debt, senior debt.  It sets them all out separately and requires you to adjust them whenever you adjust the financial model.

MR. BREWER:  I don't recall seeing that in the financial model.  I --

MR. SHEPHERD:  Sorry.  I didn't ask a question on that.

MR. VELLONE:  Mr. Shepherd is reading his interpretation of what is in the financial model based on what definitions in the agreement rely on it, and typically if there's a definition in the agreement, like this one, that says "as set out in the financial model", you would have a separate line item in the model to populate that definition.  That is just typically...

MR. SHEPHERD:  No, no.  Actually, that's -- sorry, I was going much further than that, because on pages 36 and 37 -- I think this is the one, yes -- 36 and 37 of the project agreement, section 10.3 has a set of detailed adjustments, detailed rules about adjustments to the financial model.

So it refers, for example, to adjusting the equity IRR, adjusting the junior debt, and so on.  So I am assuming that if there is a set of detailed instructions like that, the financial model must have places to put all of those things.

MR. BREWER:  Where are you referring to?  Is it 10.3?  Just so that I can -- is that the section that you are referring to?

MR. SHEPHERD:  10.3, 36 and 37, adjustments to monthly payment.  So for example, in A):

"Such proposed adjustments will be ascertained by entering the relevant cost adjustments and losses into the financial model."

Things like the timing of liability for taxation, et cetera, the equity IRR.  I am assuming the financial model has to deal with all of these things, right?  It doesn't just have a, here is your overall cost of capital.  Tough luck, boys.

MR. VELLONE:  So there is an undertaking to file the financial model in Excel format to the extent it is available, and if the witnesses can't recollect all of the content of that financial model in the questioning, you will see it yourself when you get the model.

MR. SHEPHERD:  No, I am reacting to the suggestion that the financial model will not have granular information.  And it appears that it has to have granular information.  So if you give us something that doesn't we're going to say, well, wait a second.  This doesn't sound -- look like what the project agreement anticipates.

But if this is just a question of, your recollection of the model is not as detailed, that's fine.  We will see it.  Okay.

Let me go to Appendix 11.  And you've been asked a bunch of questions about this, so I am not going to -- so I don't have a lot to ask on it.

I want to be clear on a couple of definitions so that we get some continuity.

So I am looking at Exhibit A to appendix 11, which is the term sheet.  And so the EPC contractor is Black & Veatch and that's the design-build contractor in the project agreement, right?  Those things are identical; they just changed the name of it.

And the EPC guarantor is -- there isn't one because it is Black & Veatch, so you don't need one?

MR. BREWER:  I guess in the term sheet here they probably hadn't finality as to who the EPC contractor was.

MR. SHEPHERD:  They probably hadn't even done the procurement process yet.  The service provider now is PUC Services, right?

MR. BREWER:  That's correct.

MR. SHEPHERD:  And which it's interesting.  It is called an experienced maintainer of smart grids, but PUC Services isn't in fact that, right?  But they will learn.

MR. BREWER:  Yes.  And they're the only ones under the collective agreement that can actually do it.

MR. SHEPHERD:  Exactly.  Now, is your parent company guaranteeing the obligations of PUC Services?

MR. BREWER:  They are not.

MR. SHEPHERD:  And you're not either, right?

MR. BREWER:  The parent company of PUC Services is the city.

MR. SHEPHERD:  I thought the parent company was PUC Inc.

MR. BREWER:  PUC Inc. is the parent company of PUC Distribution.

MR. SHEPHERD:  Okay.  So the city is not guaranteeing PUC Services?

MR. BREWER:  No.

MR. SHEPHERD:  And you're not, and your parent company is not?

MR. BREWER:  Correct.

MR. SHEPHERD:  Okay.  So then on the next page, the summary, number 4 said that the monthly payments will escalate over time.

And now what's actually happening is that the capital component, the financing component is not escalating over time.  It is a straight amortization?

MR. BREWER:  So the payment, the monthly payment is part of that negotiation.  The payments are set out in the schedule and the payments themselves don't escalate with CPI, but the payments change over time.

MR. SHEPHERD:  Okay.  Let me just stop you.  I want to distinguish between the capital component, what used to be called the lease payment, but it is now basically the payments for the capital component, which did escalator before, and was an indexed item under the previous idea and now is not, right?

MR. BREWER:  So it's not indexed per se.  What it is is there's defined payments in the monthly payment schedule.

MR. SHEPHERD:  Yes.  So it does increase over time?

MR. BREWER:  There is increases to the monthly payment over the 25-year period.

MR. SHEPHERD:  Okay, so...

MR. BREWER:  It is not indexed to like a CNPI or something like that.

MR. SHEPHERD:  Step back.  You had two components to your payment, being the capital component basically to cover the capital costs, and the operational component, which some of it is going to go to PUC Services.

And you just said earlier today that that second component is indexed, right?

MR. BREWER:  That's my understanding.

MR. SHEPHERD:  But the first component, it also changes over time?

MR. BREWER:  The payment in the payment schedule is fixed, in terms of how it's -- how the payments are made over time.  And the payments do change with time, but they're not indexed to a CPI or anything like that.

MR. SHEPHERD:  Well, then why do they change?

MR. BREWER:  There's obviously some sort of adjustment with time and trying to smooth some rates.  But the gist of it was is that 25 years from now, the value of a dollar is probably a little different than it would be today.

So there is an inflationary type thing, but it is not indexed to inflation.  It is a defined increase.  It's not related to a variable number.

MR. SHEPHERD:  That's interesting, because I can understand why the operational component is indexed, because operating costs tend to go up over time with inflation.

But the capital component, since you are rate basing this, should actually go down over time as your rate base declines.

I am not sure I understand why it would go up.  Can you help me with that?

MR. BREWER:  It's the financial model that we created for the project.

MR. SHEPHERD:  But what you are collecting from customers on the capital side will go down over time, right?  It is just the math, right?

MR. BREWER:  Yes.

MR. VELLONE:  Isn't it just that the terms of the loan may back-end load some of the payments?  Is that what is happening here?

MR. SHEPHERD:  Don't look at me.  I don't know the answer to that.

MR. BREWER:  So the other part of it is of course the AM schedule.  So the schedule of payments is shorter than a lot in the life cycle of Ontario.  So while the payments go over 25 years, the assets are depreciated over a longer period of time in some cases.

So there are payments in terms of if you try to match just the payments in the loan to the payments coming out of the capital portion for rate base, they're not going to meet.

MR. SHEPHERD:  Do the -- does the capital component of the payments, does it reflect the cost of replacing certain assets at various points along the way?  Like not all the assets will last 25 years, right?

MR. BREWER:  Yes.  So there is some costs that are put into the model to allow for that.  But I can't recall the specifics on it, and that would be something that would be included in that model.

MR. SHEPHERD:  Okay.  So if the payments go up, the escalation of payments in the model, which is -- if you get a mortgage, your payments don't go up; they're flat.  It is one of the advantages of having a mortgage.

If you collect money from customers, the customers' amounts actually go down as rate base goes down.

And so I guess when you provide us with the financial model, can you also give us an explanation -- if it's not already in the model -- as to why payments are escalating, each component of the payments, why they're escalating, if it is not obvious in the model?

MR. BREWER:  Yes.

MR. SHEPHERD:  Thank you.  Do you need a separate undertaking for that?

MR. VELLONE:  Please, just to keep track.

MS. VLAHOS:  That's JTC2.12. 
UNDERTAKING NO. JTC2.12:  when you provide us with the financial model, can you also give us an explanation -- if it's not already in the model -- as to why payments are escalating, each component of the payments, why they're escalating, if it is not obvious in the MODEL

MR. SHEPHERD:  This talks about -- still in this old and very useful term sheet, in number 6 it talks about four agreements.

We know that one, two and three still exist, right?  And we have seen them in the project agreement itself and the EPC contract, which is now the design and build contract and the services agreement, right.  These are not changed; I mean the concepts are not changed.

The interface agreement, do you know whether you still have something like that?  Or is that gone now?

MR. BREWER:  Help me find what you are referring to.  I am looking at 6, there are four bullets there.

MR. SHEPHERD:  The last one is interface agreement.

MR. BREWER:  D?

MR. SHEPHERD:  Yes.

MR. BREWER:  Are we talking about something different?

MR. VELLONE:  He is on page 2 of Exhibit A of the term sheet.

MR. SHEPHERD:  Interface agreement.  It's on the screen.

MR. VELLONE:  Title "Summary of the project" on page 2?

MR. BREWER:  Got it.

MR. VELLONE:  Then item number 6.  The bottom has A, B, C, D.

MR. SHEPHERD:  All I want to do is make sure there is not another agreement that is out there that we've somehow missed.

[Witness panel confers]

MR. BREWER:  I don't believe there is an interface.

MR. SHEPHERD:  Okay, good.  So on the next page, page 3 of the term sheet, it says your application for rates, which would now be this year, include recovery of costs of the monthly payments.

I think we have clarified that you are not asking for recovery of the monthly payments, right?

MR. BREWER:  Correct.

MR. SHEPHERD:  Okay, and -- most of this stuff we have talked about.

And Schedule D to this term sheet is the - is basically the sort of -- how much project company has to pay to you, or how much you can set off if they don't deliver the results you have been -- that have been agreed, right?  Now, this is no longer operative, true?  It is all heavily redacted.  But these terms are no longer in effect in Schedule D.

MR. BREWER:  So the final project agreement will have items that resemble this, in terms of penalties for non-performance.

MR. SHEPHERD:  Yes.

MR. BREWER:  But I think those are some of the things that are still being finalized with respect to the system.  So I don't know that I could give you a final version of it.

MR. SHEPHERD:  It is actually a schedule to the project agreement, right?

MR. BREWER:  I believe so.

MR. SHEPHERD:  So we will get it anyway.  Okay.  The commissioning plant (sic) for this is not yet done, right?

[Witness panel confers]

MR. BELL:  Sorry, you said the commissioning plan?

MR. SHEPHERD:  Yes.

MR. BELL:  There is no commissioning plan, not yet.

MR. SHEPHERD:  That would be something at the end of your engineering phase, that is the last part of it, is this is how we build it.  This is how we commission it.

MR. BELL:  It will get developed, I think, you know, post-design, during construction, before we are complete.

MR. SHEPHERD:  And that is Black & Veatch's responsibility to -- primary responsibility to do the commissioning plan.  You are going to check it, but it is their job, right?

MR. BELL:  Yes.

MR. SHEPHERD:  Okay.  So the events of default in here -- I am on page 13 now -- we talked about the service commencement date and the long-stop date.  And so on page 13, which is item 30 of this term sheet, it has another concept, which is that the actual service commencement has to take place not only within one year of the target, but also they have another 18 months after the long-stop date to deliver before they're in default.

I take it that, from reading the project agreement, that that's no longer the case.  They don't have that other 18 months after the long-stop date?

MR. BREWER:  So the terms in the project agreement would supersede the terms in the --


MR. SHEPHERD:  Okay.  I assumed that.  I just wanted to make sure.

So -- by the way, this term sheet, just -- this term sheet wasn't binding at this time, right?  It says right in the agreement this is not binding.  It is just what we think the term sheet is going to look like.  Right?

MR. BREWER:  So the challenge I have in discussing a lot about the term sheet was that this was done years before I worked at PUC, and it --


MR. SHEPHERD:  No, I --


MR. BREWER:  -- was somebody else who executed it.  So when you are referring to specific things that are in there, I have got to go back and review it.  My understanding of the term sheet is that it was non-binding except with respect to the exclusivity, so at the time that it would have been signed the exclusivity was binding, but the remainder wouldn't have been.

MR. SHEPHERD:  Well, actually, structurally the amendment to the letter of intent has the exclusivity.  The exclusivity itself is binding.  But the term sheet -- the whole term sheet is not binding, is my understanding.

MR. BREWER:  Okay, I will take your word for it.

MR. SHEPHERD:  And the reason I ask that is because there is a lot of things in here that you can ask, well, did this happen yet?  Do you have evidence of this?  But if it was never binding it doesn't matter.

MR. BREWER:  No.  And I think as we indicated earlier, subsequent to this we turned the project down and moved on.

MR. SHEPHERD:  Okay.  And then the project agreement still has an independent certifier, right, somebody who says, yep, it is working the way it is supposed to.

MR. BELL:  The project agreement -- without looking at the section, I think the intent -- and I have not been involved in the most recent revisions on this -- was that there would be an independent certifier engaged for this.

MR. SHEPHERD:  Do you know who that will be?  Have you had any discussion about who that is going to be?

MR. BELL:  Not in any sense of trying to source a suitable candidate, no.

MR. SHEPHERD:  Okay.

MR. BELL:  There's parties that I could speculate on, but...

MR. SHEPHERD:  Yes, I understand.  Okay.

This will disappoint you, I'm sure, but I have no questions on the earlier letter of intent.

Now, let me go to the interrogatory responses.  We are actually making good progress.  At least from our point of view we are.

So -- you answered that.  I am looking at Staff 27.  So Staff 27(a) says you don't have any plans in your DSP for replacement of reclosures or distribution switches, and I thought I heard you say yesterday that you got a bunch of those that are pretty old.

And so I wondered, well, why wouldn't you have a plan to replace them?

MR. STEFANO:  The existing reclosures and sectionalizers in our system are all within ten years old.  So they're relatively new.

MR. SHEPHERD:  Oh, really?

MR. STEFANO:  Yes.

MR. SHEPHERD:  Okay.  So are you going to replace some of those in this -- you are, right?

MR. STEFANO:  The intent is not to replace those existing reclosures.  The detailed design will evaluate whether we could reutilize the reclosures.

MR. SHEPHERD:  Okay.  And then distribution switches as well?  I am pretending I actually understand the difference between the two.  Is that true for them as well?

MR. STEFANO:  We have minimal distribution switches in our system.  The new ones will be required to be load-break capability with motor operation as well.  So --


MR. SHEPHERD:  So you have a few that don't have that capability and are relatively new, but it is not a big cost to replace them?

MR. STEFANO:  We won't have any that could be reutilized for this purpose for the SSG project.

MR. SHEPHERD:  So do you have an estimate of distribution switches and reclosures that you will have to take out of service early for this project?  Just a rough idea.

MR. STEFANO:  Yeah, we are not anticipating having to remove any switches early as part of this project.

MR. SHEPHERD:  Oh, okay.  That's easy.

So now I am in Staff 31(a).  So I have several questions about this, and I am just using this as sort of a way to get at the financing questions.

So Stonepeak was actually quite a credible entity, and I am wondering why they are no longer involved in the project.

MR. BREWER:  So my understanding is that it's too small.

MR. SHEPHERD:  It's too small?  Okay.  Do you have any information on that, like documentation or anything like that, a letter that says:  You guys are too small, go away.  That sort of thing?

MR. BREWER:  No.  But we were on calls with them and they had indicated that given the length of time that had transpired since they started to be involved and that the project had gone from something that was, you know, closer to $100 million and was now down -- with the potential funding at the time, down around the $20 million range.

It was below a lot of their thresholds, and so it just wasn't -- I believe they still have an arrangement with IE on bigger projects, potentially.  But I think in this particular project, it was too small for them.

MR. SHEPHERD:  Well, yes.  You are getting at the reason I asked about it, is because Stonepeak no longer advertises their relationship with IE and I wondered whether there were some problems that arose with Stonepeak and IE that caused them to back out.

It sounds like what you're saying is, as far as you know --


MR. BREWER:  I am not aware of anything like that.  In fact, as they were going through the process of transitioning, there was multiple sort of calls in terms of what was going on and updates, and it was all quite friendly.

MR. SHEPHERD:  Okay.  So am I right that PUC Services is not providing any upfront funding for this project?

[Witness panel confers]

MR. BREWER:  I am not aware of any funding that Services is contemplating.  The stuff we mentioned with respect to the pre-engineering work would be coming from Distribution, but would be done by Services -- some of the work, potentially.

MR. SHEPHERD:  But it is your money?

MR. BREWER:  Yes.

MR. SHEPHERD:  Like, they're not providing you those people for free.  You are paying for it?

MR. BREWER:  Right.

MR. SHEPHERD:  And so the city, which owns Services, did the last Navigant study, paid for that.  But Services did not.  That was the city doing its own due diligence, right?

MR. BREWER:  The city was the one that paid for the final...

MR. SHEPHERD:  Yeah, okay.  And I understood from you yesterday that -- I am now on page 3 of that interrogatory response, Staff 31.

The funding provided by Infrastructure Energy, you don't have any information on how much that is, right?

MR. BREWER:  The funding into the project?

MR. SHEPHERD:  Yes.

MR. BREWER:  I don't.

MR. SHEPHERD:  You gave an undertaking yesterday to ask them to give you details?

MR. BREWER:  That is my recollection.

MR. SHEPHERD:  Yes, okay.  So then on the next page, page 4 of this five-page interrogatory response, there are -- there is a reference -- and this is dated May 31st, 2019.  If you see the second-last paragraph here, it says project payments will begin at initial operational capability, and at full operational capability, title of the assets will be transferred.

And I guess that doesn't -- number one, these are not defined terms in the project agreement?

And I thought I heard you say earlier that your project payments start at financial close.  Isn't that what you said -- oh, no, eleven to thirteen months after financial close.

MR. BREWER:  Between eleven and thirteen months after financial close.

MR. SHEPHERD:  So this answer then is not correct?

MR. BELL:  Perhaps for clarification, what the intent of the answer was.  The assets will come -- the equipment and assets will come in-service.  PUC is going to take what we call operational control.  Assets transfer at year end, as we talked about before.

So we've got this -- there will be initial operational capability, or essentially it's there, it is live.  It has to transfer to operating control to our operation staff that now the EPC contractor really can't touch it again without through us.

At the he had of the year...

MR. SHEPHERD:  When you say through us, you mean --


MR. BELL:  Through the operational control services.

MR. SHEPHERD:  Which is Services?

MR. BELL:  Which is basically through Services.  At full operational capability, basically the intent is now they're -- they're working, they have been commissioned at that year end, whatever meets that in-service definition for the regulatory and financial guys, that's where we get the full operational capability transfer.

That's why they're not really terms in the agreement.  It was trying to describe that step between operating control and, no, it is now in our assets.

MR. SHEPHERD:  So this timing, which is 11 to 13 months after financial close, you are assuming financial close like at the end of this year, right?  Or sometime late this year?

MR. BELL:  Financial close, this year, correct.  Hopefully, shortly after approval.

MR. SHEPHERD:  Yes.  And then sometime in the fall of 2020, when it is the -- when the system is operational, but they haven't yet transferred the assets, it is time for your guys to take over looking after it.  That is the initial on operational capability.

Then at the end of the year, those assets are transferred to your ownership.

MR. BELL:  We're trying to manage the operating role of the system is operational.  It is live.  It may not be functioning as VVM, but it is a live system.

Now we're basically, there would still be maintenance required.

MR. SHEPHERD:  Let me just stop you.  So it would be live, but without VVM?  Help me with -- what do you mean?

MR. BELL:  I will refer this to the engineer.

[Laughter]

MR. STEFANO:  Can I ask for clarification?  The example I would like to give is when we're installing poles as part of the smart grid project, they would be installed in a live, operating system.  So at that point in time, PUC would maintain operational control of the new poles, as an example.

MR. SHEPHERD:  Yes.  That wasn't the question though. The suggestion was that at initial operational capability when it's time for you to take over the system, you won't necessarily have VVM.

MR. VELLONE:  Does VVM work before it is done?

MR. BREWER:  Let me just walk you through the pole thing from a non-engineer's perspective.

If we put poles in in 2019, but we haven't yet hooked up all of the VVM gear to those poles, those poles would go into a live environment and would come into the asset base, but there wouldn't yet be VVM supplied to the system.

MR. SHEPHERD:  That wasn't what I was asking about.  I was asking about fall of next year, when you have additional operational capability, the system is all in place, it goes live, right?

At that point, are you going to have VVM?  Or is there something else that has to be done before you have VVM?

MR. BELL:  I guess it is that the project or the equipment will come into service in pieces.  So you are going to have a new switch, as an example, that once it is commissioned and talking, may be controlled by an operator.  That doesn't mean all of the switches are commissioned to open.

MR. VELLONE:  He is asking when you are done.

MR. BELL:  At the end of the project when we're complete and we have completed commissioning, everything will be fully done, yes.

MR. VELLONE:  Will you have VVM at that point?

MR. BELL:  We will have VVM.

MR. SHEPHERD:  Okay.  Are you contemplating that as things happen over the period from, let's say, October this year to December 2020, that as things are installed -- you know, you've got one feeder done.  You've got some stuff on it now and it's all cool -- that you are going to have a sort of rolling turnover to the people at Services?  Or is it going to be all the responsibility of Project Co until it gets to completion?

MR. BELL:  We expect it will come in in pieces.  For example, if we complete a complete DS area and it is working, then we would move that to VVM if it was working.

MR. SHEPHERD:  Okay.

MR. BELL:  I don't think we will wait and commission every DS at the end.  We will commission through; when it is working, we are going to turn it on and we will be learning while we're completing the next station area.

So it is a geographic solution.

MR. SHEPHERD:  So what that means is there will be some benefits in 2020 that as it gets rolled out, some of the benefits will start to...

MR. BELL:  There will be benefits, but we haven't quantified which order, which station.

MR. SHEPHERD:  Understood.  Now during the construction phase, it is the people at Services that are doing a lot of that stuff anyway, right, because the union guys have to do it?

MR. BELL:  With respect to the work on the overhead circuits, the live environment, it will be our line crew, yes.

MR. SHEPHERD:  And similarly in the stations, right?

MR. BELL:  Well, the stations fall under different precedents.

So there is a lot more stations that will basically be able to isolate half of the station and that would be contracted --


MR. SHEPHERD:  Because it won't be live?

MR. BELL:  Right.

MR. SHEPHERD:  Okay, I understand.  When are you proposing to have lunch?  I mean, I could just go on forever.

MS. VLAHOS:  Does it seem like a natural stop in your questioning?

MR. SHEPHERD:  Not really.  I mean, I can do a few more, if you want.

MS. VLAHOS:  What does the panel, the court reporter …

MR. VELLONE:  Why don't we take it now?  These things have a tendency to drag on if we keep going.

MR. SHEPHERD:  Are you sick of my questions?

MS. VLAHOS:  It's twelve thirty, so we'll come back at one thirty?  Thank you very much.
--- Luncheon recess taken at 12:30 p.m.

--- On resuming at 1:40 p.m.

MS. DJURDJEVIC:  Are we ready to resume?

MR. SHEPHERD:  Yes.  Is Shelley back on?

MS. VLAHOS:  Yes.  I think we are ready to resume.  Shelley, can you hear me?

MR. SHEPHERD:  Your mute button is on.

MS. VLAHOS:  Ms. Grice?  She just was on.  We will continue, and I am sure she will come in.  Mr. Shepherd, if you want to continue, or --


MR. SHEPHERD:  Yes.

MR. VELLONE:  Should we be on air?

MS. GRICE:  Sorry, I'm here.

MS. VLAHOS:  Yes, okay.  Everybody is here.  Mr. Shepherd, please continue.

MR. SHEPHERD:  Thank you.  My apologies for being late getting back.

So I am on Staff 32.  And so you say that you are not going to be repaying SSG Development Consortium, which I guess is really IE, right, for the initial capital contribution for the Leidos report.

I take it, though, that they will -- they do expect to get paid through the project payments, right?  They're not doing it as a charitable activity.

MR. BREWER:  No, I don't think they're doing it as a charitable activity.  I think that is probably incorporated into the fixed price.

MR. SHEPHERD:  Okay.  Then -- that one you answered yesterday.  Now, on Staff 35 -- and -- oh, and you have already given us an undertaking on the mismatch between rate recovery and payments, so we will see that later, I think.

So the next one is Staff 36.  And in 36(a) you talk about the project being turnkey and about how cost overruns would be borne by SSG, the project company.

And I -- we talked in detail about which ones are your responsibility and which ones are theirs.  I'm not going there.  What I am going to is, how is SSG, the project company, going to actually pay for any cost overruns unless they have independent sources of money?  Do you have any knowledge of where they're going to get the money to pay for any cost overruns?  Because at the end of the day if they can't pay for it, you have to, or you can't get your system.  Right?

MR. BREWER:  Yes.  So my understanding is they would pass some of that risk down to the contractors and get fixed-price contracts for various things.  So if there was cost overruns due to one of the contractors, then they would bear that responsibility.  And then I guess anything else would be borne by any margin that they had built into their project cost.

MR. SHEPHERD:  And from your point of view, your protection is that you will simply set off payments if they're not covering them.

MR. BREWER:  That's the idea.

MR. SHEPHERD:  Okay.  So I am now on Staff 38.  And in 38(c) you talked about the -- and then you talked a little bit about this yesterday about the feeders for upgrade, and I guess what I am looking for here is somebody looked at your feeders and said:  Here's what we can do.  Here's the ones that meet these criteria, here's the ones that don't.  Is there a document that we have that shows that?

MR. STEFANO:  To confirm, yes, there is a document that shows that.  If we look in the Leidos report, specifically the VVM portion of it -- sorry, in the DA portion.  My apologies.  C-2.  As an example, if we look at page 29 or 30 of the report, it will indicate which feeder and which feeder is going to be transferred to and also whether the conductor loading is adequate or not on a feeder-by-feeder basis.

MR. SHEPHERD:  Doesn't this only cover the feeders that they were assuming were going to be in the project?

MR. STEFANO:  That's correct, yes.

MR. SHEPHERD:  But then you have added some more, right?

MR. STEFANO:  The additional -- the 100 percent engineering will look at the rest; that's correct.

MR. SHEPHERD:  And so have you done a similar table for the ones you are adding?

MR. STEFANO:  No, we have not, and that will be accomplished during the 100 percent engineering design.

MR. SHEPHERD:  So although your current plan is to roll this out to all feeders, that is dependent on the technical capability to achieve any benefits, which is going to be done in engineering; is that right?

MR. STEFANO:  That's correct.  But we certainly operated on a manual system right now.  And we're certainly confident that the majority of the system should be able to accommodate it.  And if required we will do some reconductoring of circuits.

MR. SHEPHERD:  Well, so that's where I was going with this.  If you have feeders that don't have sufficient load transfer capability, can you reconfigure those feeders to add it?

MR. STEFANO:  Yes, we can reconfigure to add it, and that would be an extension of the analysis done to date, where some are being reconfigured or reconductored to make them capable as well.

MR. SHEPHERD:  Awesome.  Thank you.

So I am in Staff 39(c), and most of this is fine, but what I don't understand is, how do you keep track of your response times for faults?

Normally a utility has some sort of method of keeping the data as to what your response times are available so that you can manage it, so that you can look at:  Where do we have problems, you know, what can we do to make it better.  How do you do that?

MR. STEFANO:  It's currently not tracked in an automated fashion.  Certainly there's been discussions with the manager of the line operations in terms of projecting the times that were indicated as part of the response to Staff 39(c).  And we feel comfortable indicating the range that we have indicated from a minimum of 30 minutes to a maximum of several hours, and it depends on many factors, including whether it is during normal work hours, after work hours, underground system, overhead system.  So there is many factors that come into play.  But we do not record it currently.

MR. SHEPHERD:  So this is -- I would characterize this as sort of the old-school way of doing this, where your line manager is sufficiently close to the truck rolls that he knows or she knows whether they're going out fast enough and identifies immediately where there is a problem that needs to be fixed.  Am I stating that right?

MR. STEFANO:  That's correct, for the most part.  We also have a system control operator that dispatches crews as well, so they also have knowledge of when they're dispatched and when they arrive on site.

MR. SHEPHERD:  When you're a smaller utility you're closer to the action?

MR. STEFANO:  Absolutely, yes.  That's true.

MR. SHEPHERD:  All right.  Sorry, many of these have been asked already, so...

Okay.  Staff 53(a) talks about additional enhancements to the CIS.  And you have an upgraded CIS already, right?  You did this already, right?

MR. BELL:  I think we commented in our application that there was an upgrade just prior to our last cost of service.

MR. SHEPHERD:  Yes.  But you are adding some more enhancements in this project.  And is that mainly with respect to outage messaging and stuff like that?

MR. BELL:  I think the main enhancement integration, it would be integrated in that OMS, so bringing that more realtime information on outages to the CSRs through the CIS system.

So basically gives them that information.  Intended with that is that same visibility for the customer.  So it is both internal and external.  And that is sort of, that design, right now our CIS system doesn't really have, other than walking down the hall or calling the operation centre on the status of, you know, where outages are.

MR. SHEPHERD:  Now, is part of this going to be to automate the display of outage information, like on your website, for example?  Like, at the same time as you're giving this information to CSRs, are you also going to be making it available it the public on your website?

MR. BELL:  My understanding is that the desire was to make it available to the public.  The particular mechanism, I am not sure.  I am not sure whether they were thinking website or social media, which many utilities do.  But I think that is the intent, to get it to the customer faster.

MR. SHEPHERD:  On a real time basis?

MR. BELL:  On a faster basis.

MR. SHEPHERD:  Or as close as you can to real time?

MR. BELL:  Yes.

MR. SHEPHERD:  Okay.  Is part of the cost of running this system having somebody coordinating the outage information with the expected end of the outage, that sort of thing?  Because that's not automated, right?

MR. BELL:  Right now, that coordination, if you will, is generally through the operator and it's a manual process, radio dispatch and/or cell phone.

The intent of the OMS is to capture a lot of that data and while they're dispatching, they're basically recording that expected time of arrival.  So it is that same function.  It is just they're not writing it down, I guess.

MR. SHEPHERD:  Now, some utilities, when they've gone to an outage management system, have actually hired, for want of a better term, a Twitter person whose job is literally to be on Twitter all the time, making sure that customers know what's going on.

It is usually bigger utilities that always -- that have a problem.  Do you contemplate something like that.

MR. BELL:  We don't contemplate hiring, but whether we can improve the Twitter -- use of Twitter, or other social media, that would be a desirable enhancement.  I am not sure whether we can achieve it within existing staff.

MR. SHEPHERD:  Okay.  I am now at Staff 58(c).  You say that you want all of your customers to benefit from the zero net bill objective.

I take it from your comments yesterday that your target is all classes of customers will be -- and all geographic areas will have some benefit, but that the net zero bill is not something that everybody is going to get, right?

MR. BREWER:  Yes.  So benefits will vary within the actual customer.  But the idea is that on the whole, the system will generate a net benefit.

There is one class of customer, anybody connected to the 34.5 system, which we have netted out of the power, does not benefit from the voltage optimization.  So there would be some industrial customers or large commercial customers.

MR. SHEPHERD:  Didn't I read somewhere that you were looking at -- was it VVM, or was it DA?

MR. BREWER:  DA.

MR. SHEPHERD:  For 34.5.

MR. BREWER:  Yes.

MR. SHEPHERD:  So they will benefit with reliability if you go ahead with that, but not VVM.

MR. BREWER:  Correct.

MR. SHEPHERD:  And then the last question on the Staff interrogatories is Staff 68.  In your current model, am I right that some information relating to your customers will be in the hands of Project Co during the operational phase?

MR. VELLONE:  I think that might be the same note to draft that you brought him to in the agreement with regards to the definition of personal information.

MR. SHEPHERD:  Well, no.  It is, but this is an answer that says, oh, no, we will look after data privacy through the contract.

But there is a more fundamental question, and that is, does Project Co ever get any personal information of customers?  That's a technical question.

[Witness panel confers]

MR. BREWER:  So Project Co per se wouldn't.  But Project Co would have Services in that loop contracted.  Certainly Services will have it, but it will get it directly from Distribution the way it always has.

MR. SHEPHERD:  Which is fine, and you have protections in place for that.

MR. BREWER:  Yes.

MR. SHEPHERD:  But because you have Project Co in the middle, I would have assumed that technically Project Co has access to all of that data.  Some industrial customer has a load profile that says something about their production, they’ll have access to that?  Or is that -- will that be covered off in your agreements between Services and Project Co?

MR. BREWER:  There would certainly be some privacy arrangements with respect to that, but I don't know if that would be -- I don't think that is covered under PIPEDA.

MR. SHEPHERD:  I was wasn't just talking about PIPEDA.

MR. BREWER:  Certain customers, they would know, for instance, if there was an issue with their system and where it was and what customers property potentially and where the impacts were.  It would be things like that.  But it wouldn't be like this customer's name or customer number or roll number, or that type of thing.

MR. SHEPHERD:  I guess what I am concerned with and what I am asking how you are covering off is -- as an example an industrial customer is producing widgets and if you look at their power consumption, you know what their widget production is; it is not complicated, and there is only one big customer on the feeder.  So aren't they going to know what the production is of that customer?

MR. BREWER:  Yes.  So any information like that that would be transferred would be covered under confidentiality and non-disclosures.  So we wouldn't be giving information that would be of a personal nature that wouldn’t be covered under some agreements, either in the project agreement with respect to information flows.

MR. SHEPHERD:  Have you given any consideration to excluding Project Co from information that could be harmful to customers, or that could have value?

[Witness panel confers]

MR. BELL:  I think I just want to sort of back up a little bit to some of the efforts in the design phase, to sort of put it in context.

We were very careful on how we provided data, customer data, energy use data, even for the design phase of the project.

On the lower level, basically it was, you know, consolidated groups.  It wasn't individual consumption.  It was individual voltage.  We did do a lot of individual voltage mapping.

When we got to the large customers, the more identifiable by load shape, the 35, we put them altogether.  We basically gave an average.  So we basically did that through the design phase.

Going to the operating phase, the -- unless I am incorrect, I don't see a need for Project Co to see the operating information of the live feeder.

MR. SHEPHERD:  That is sort of what I was --


MR. BELL:  I think it will be necessary for the service provider to see feeder loading, but we know that is our operator.  So I mean...

MR. SHEPHERD:  They see that now.

MR. BELL:  Yes.  So, like I certainly would suggest that we would not make a single circuit to an industrial customer load available to Project Co.

MR. SHEPHERD:  Have you talked to your larger customers about their sensitivity to their load information, and access to it?

MR. BELL:  Not specifically, no.

MR. SHEPHERD:  Because we've seen in a couple of recent cases before the Board that some large customers are extremely sensitive to that, like to the point where they have a problem with affiliates looking at it.

And that may not be the case with you, but you do have some large customers, right?  And I guess I am wondering whether you've had any discussions with them about how they want their information protected.

MR. BELL:  I guess our system, our larger customers tend to be institutional.

MR. SHEPHERD:  Oh, yeah.

MR. BELL:  Like they're very large industrial are not on our system in Sault Ste. Marie; they're actually on the transmission network. So it hasn't come up directly through those customers.

We have talked to them a lot, in terms of the interest in the GA program, and that whole effort.  So we've been very clear in terms of what we're trying to do here.

They're interested.  They haven't mentioned the concern yet.

MR. SHEPHERD:  Okay.  Now I am going to the SEC interrogatories.  So let me start with SEC 6.  And my notation on the answer is "wow", because I don't understand how you could do such a thoroughly transformative project and not change any of your capital spending over the next five years.  And I wonder if you could just help understand -- I am sure I am not the only person that asked this question when they read this -- why wouldn't it affect anything?

[Witness panel confers]

MR. STEFANO:  Basically, our existing system, most of our needs as identified in the DSP are driven by asset renewal.  And to elaborate on that even further, we have minimal number of reclosures on our system.  I think I identified previously three.  Same thing with voltage regulators.  We have minimal.  And we also had a discussion yesterday concerning poles and replacement needs as well.

MR. SHEPHERD:  Yes.  I guess I would be talking about things like, you're going to go into some substations and you are going to put in new gear.  Right?

MR. STEFANO:  No.  I think the intent at substations is either we're going to put power transformers with integral online tap changers, or alternatively we're going to put line voltage regulators as part of the substation, but we're not focusing on substation rebuilds.

MR. SHEPHERD:  So you are not going to have to do anything to the substations in order to do the work around them?

MR. STEFANO:  We'll have to -- we will have to do coordination to make sure that we're taking substations offline in order to integrate voltage regulation.  But the voltage regulation will be either stand-alone as line regulators, or alternatively we'll replace the power transformers with integral online tap changers.  That will be the extent of it.

MR. SHEPHERD:  Okay.

MR. BREWER:  So yesterday we did identify that sub 16, which is in the DSP, may have two transformers that would be -- have OLTC put on them.

MR. SHEPHERD:  Yes.

MR. BREWER:  That would be an add to an existing substation still being replaced --


MR. SHEPHERD:  But it doesn't displace DSP spending?

MR. BREWER:  No.  I am just clarifying the answer here, because you said no projects would change.  That would certainly be a small change to that particular substation, to the tune of adding a different component to the transformers.

MR. STEFANO:  So I stand corrected.  There is an incremental add at sub 16 in the event that we proceed with this project.

MR. SHEPHERD:  What the question was intending to get at is, is there stuff that you were going to spend in the DSP that you don't have to do any more because of this?  And the answer is no?  Okay.

So now I am on SEC 8.  And you will agree that the product suite that you are getting in this project is -- you're not the first ones trying it.  This is stuff that is in place elsewhere in North America.  I mean, it is an off-the-shelf project of Survalent.  Right?

MR. BELL:  That's correct.  It is the Survalent suite.

MR. SHEPHERD:  So we asked you, well, so what did you look at, in terms of who else is doing this and what their result is and what they're paying for it and stuff like that, and you said you didn't look at anything.  And I was surprised at that, because I would have thought if you're buying an off-the-shelf product the first thing you do is look at, well, what discounts did my friends down the road get on this product?  Sharing information is critical to getting good pricing.

MR. BELL:  I guess all we can say is we didn't get pricing of the components for this design.

MR. SHEPHERD:  So instead of doing your own due diligence about prices, you've relied on Navigant -- Navigant, right?  Saying in general that the prices -- costs look reasonable, as opposed to doing it yourself?

MR. BREWER:  Yes.  That's why we did the -- or had the Navigant report.  Yes.

MR. SHEPHERD:  Right.  section C in SEC 8 talks about how much is innovative.  And you basically said, well, it is innovative because we put it all together and as a result we can do it without the customers having a net cost.

Am I right in understanding that what you end up with, once you do this, is a distribution infrastructure that is relatively leading-edge compared to your peers?  That you've gone a step beyond what most of your peers have done, in terms of the combination of things you have on your system.  Is that fair?

MR. BELL:  I believe that's fair.  We're not aware of any utility that supplied VVM across all of its feeders and the DA to the extent we're proposing in this project --


MR. SHEPHERD:  And --


MR. BELL:  -- I know that there are DA solutions in utilities.  There are some VVM areas, but none that have been as comprehensive.

MR. SHEPHERD:  Does that mean that -- and this is sort of a future-planning question, I suppose -- if you do something that puts you at the leading edge, then you can sort of sit on that for a while and be leading edge for a little while and not have to be moving forward.  Or you can say, that's our new operating standard.  We're going to continue to be leading edge in the future.  As new products come out we're going to find where we can deploy them, et cetera.

It is an attitude question I am asking.

[Witness panel confers]

MR. BREWER:  I think what it does is, one of the things that we have as an issue is a lot of aging infrastructure. And so this particular project gives us a lot of insight into our system that I think others wouldn't have and in our case benefits us greatly in knowing -- being able to predict maintenance and predict failure a little better than we currently do.

So I think in terms of being innovative, I think that is one of the things that this allows us to do.  It also -- I think in terms of innovation there aren't very many -- there's not much of a history of 34, $35 million cap ex projects being done with no net bill increase to customers.

MR. SHEPHERD:  No, really?

[Laughter]

MR. BREWER:  So I think we look at that one as being a fairly innovative solution to this particular problem.  And of course that is due to the fact that NRCan has come in with their funding based on them looking at this project as being an innovative project as well.

MR. SHEPHERD:  Yeah, I guess where I was going with it, though, is sort of a different thing.  I was trying to ask, was this intended to be a step-change and then you are done with it?  Or is it intended to be a change in your approach to the system that is going to continue in the future?  That is, you're going to do things differently and try to maintain your leadership, as it were.

MR. BREWER:  Yes.  I think where it would make sort of fiscal and economic sense to us and to our customers, we would continue to try to be innovative and stay out front.  That being said, though, I think one of the things that PUC has a history of is trying to be sensitive to our major concern of our customers, which has been cost.

One of the reasons we're currently the third-lowest cost provider for residential service in Ontario is because of that sensitivity, I think.

So we'll continue to try to stay there.  But one of the things that would be in the back of our minds is always trying to keep that cost perspective and understanding what it is that our customers want us to do.

MR. SHEPHERD:  You bring up your customers' views, and of course you do surveys and stuff like that.  But do I take it correctly that because you're a relatively smaller utility -- not that small, but small enough -- that you're simply closer to what your customers want?  You're talking to them on a more regular, informal basis, as opposed to a formal basis; is that right?

MR. BREWER:  We do a little bit of both, I think.  We do a lot of just general outreach.  You know, speaking at Rotary, taking questions, Kiwanis, having town halls with contractors.  You know, even just social events in town, you get a lot of informal feedback.

So we've done both the formal and the informal, and the general trends from the customers are that they would like to have increased reliability, they would like to have better communication, and they don't want to pay much more for it.

MR. SHEPHERD:  All right.  So I am looking at SEC 12.  This is sort of a how far advanced are you type of question.  And there's a system of identifying the level of reliability of an estimate that engineers use.  I don't know what it is called, but it has levels of -- do you know the one I am talking about?

MR. STEFANO:  Yes, I am familiar with what you are referring to.

MR. SHEPHERD:  Okay.  What level of estimate are you putting to the Board right now?

[Witness panel confers]

MR. BELL:  I think the answer to your question is basically we've got a fixed price contract.  So it's a pretty firm level of estimate for the project cost, with the one caveat of the direct costs from PUC, which was the 1.6 million approximately, which we added a 10 percent contingency on.  But there is no contingency on the fixed price contract.

MR. SHEPHERD:  But the fixed price contract is based on a engineering which has -- 30 percent engineering, an estimate of actual costs based on 30 percent engineering, right?

So that estimate of actual costs, what level of estimate is it?

[Witness panel confers]

Typically, if you have 30 percent engineering done, it would be a level two estimate.

MR. BELL:  I am not aware that Leidos actually divulged that type of description, at least I don't recall reading it in their report.

MR. SHEPHERD:  Okay.  If you don't know, that's fine.  SEC 18; you are going to get some operational and capital program efficiencies, and this seems to be saying you're not going to use them to reduce rates, but you are going to spend them on other things that you otherwise wouldn't be able to afford.

Am I reading that right?  Because that sounds like we pay the costs, but we don't get any of the benefits.

MR. BREWER:  I don't think that is what it says.

[Laughter]

MR. BREWER:  I think what it is intending to say is that any of the increases in OM&A will be offset by some of the savings that we're expecting.

So applicant intends to use savings from operational capital program efficiencies for additional OM&A spending.

So I think that is what the -- what it is really saying is that we think there won't be a big increase in total OM&A because we're going to see some savings coming out of it as well.

MR. SHEPHERD:  So in the end, you are saying that, we will get the benefit of those savings directly?  They're not expanding your budget to do other things?

MR. BREWER:  That's correct.

MR. SHEPHERD:  Okay.  SEC 19 talks about customer growth, and you've given an undertaking yesterday, I think, to provide any study that was done by the Economic Development Corporation on this.

I take it from this answer that you do expect that there will be customer load that is enabled by the system.  Is that right?

MR. BELL:  Partly, I guess, from the LDCs perspective, we hope so.

From a community perspective, I think it will enable  -- I'm not sure customer load, but customer choice, in terms of the level of DER, electric vehicles.

But in terms of a new opportunity or a new net new load, we haven't made that kind of determination.

MR. SHEPHERD:  So you haven't identified, for example, industrial customers that might be attracted to the city because you have a better system than -- a better electrical system?

MR. BELL:  We haven't identified customers per se, but we have provided the information in the discussions with the EDC, who are really the marketing group for the city for new customers.

They bring various parties and looking for locations to start new plants, that kind of thing.  So we have tried to describe that for their sales pitch, to try and basically market the community, market our utility.

MR. SHEPHERD:  That is sort of where I was going with that.  If the Board approves this and allows you to go ahead with this project, is it fair to assume that the city -- or the Economic Development Corporation, I guess, whoever does it -- will be marketing to the outside world the fact that you are this leading-edge provider of electrical services sort of thing?  Is that expected?

MR. BELL:  Well, I believe we hope they will.  We don't direct them.

At the same time, we know that the communication around the project in general has generated quite a bit of interest in -- I would call it the vendor market, who would like us to see and test their products.

We're not looking to buy them.  But if they believe they have a device that would, you know, give good information to them or to our utility, we can share that knowledge, better, smarter, something.

I mean, we see the control system that is basically going to be managing DA, and VVM having the potential to grow to, you know, the Internet-of-things world is real and I think that is where we hope to go.

MR. SHEPHERD:  What I am trying to understand here is the -- you don't see this in the city of Toronto or Hamilton or places like that -- in a community like Sault Ste. Marie, you are more likely to be influenced by the fact that what you can do will help your community directly.

That doesn't mean you make imprudent decisions.  It is just one of your motivations and one of the reasons why the city owns the utility in the first place.

MR. BREWER:  I think that is probably the motivation for the city in retaining ownership of the utility.

I can tell you, though, that any of the correspondence and conversations we have had with leadership with the city, whether it is from the mayor through council down to even the senior staff, has always been that they want the utility run like a business, and to make decisions like a business.

So if that happens to be things that are in line with where the city is going, that's great.  But they don't want the utility to make imprudent decisions.

MR. SHEPHERD:  They don't want you to do the social improvement stuff.  They will do that.

MR. BREWER:  Not at the cost on the ratepayers.  If there is things we can team up on things, they would be happy to do that.

MR. SHEPHERD:  Okay.  I want to ask you about -- I am on SEC 23, the information for Infrastructure Energy.  And you may not know the answers to these questions, but I am going to ask anyway and we'll see.

Jim Ross is not an employee of Infrastructure Energy, right?  He's a consultant that works with them?

MR. BELL:  I believe he is an employee of IE.

MR. SHEPHERD:  Okay.  And do you know how many employees IE has?

MR. BREWER:  We don't know the specific number.  I can tell you how many we've dealt with, if that helps.

MR. SHEPHERD:  Okay.

MR. BREWER:  We've dealt with roughly half a dozen people representing IE.

MR. SHEPHERD:  These are not Black & Veatch people, those sorts of things.  These are actually employees of IE?

MR. BREWER:  Yes.  They're employment relationship with IE, whether they're consultant that is hired that works there full time or whether they're employed directly by, we are not privy to those details.

MR. SHEPHERD:  No, I understand.  What I am trying to drill down on is this comment that Infrastructure Energy has multiple project management teams and that doesn't -- from the publicly available information, it looks like they're more of a one-man shop than that.

So you have dealt with half a dozen people?

MR. BREWER:  Yes.

MR. SHEPHERD:  Okay.  So SEC 26 talks about the scope.  And what we read into this -- and tell me whether this is right -- is that within the goals of the project Black & Veatch will determine how much they're willing to do for the fixed price after the final engineering.

And they will still deliver the whole project, but there may be more or less bells and whistles and it may be pretty or not so pretty, depending on what they can get in under the budget.  Is that right?

MR. BELL:  I think this relates back to the conversation earlier with my colleague, Mr. Stefano, on the completion of that design level on the feeders we haven't looked at.

So to the extent that they will be doing the design for all, they will deliver voltage management for all, but the transfer trip potential for overloaded conductors we may find an uneconomic -- in order to make this work you're going to have to reconductor.

So, I mean, that is the type of balance we're going to have to do.  If it's going to fit within the expected unit cost averages of the first section, but if it requires a reconductoring section, then we know we will have to potentially pull back on DA.

MR. SHEPHERD:  So if you have -- I think I understand that.  So if you have $34 million to spend, let's say, and it turns out that within that $34 million you can do the reconductoring that you would like to do, then great, you will do it.  If you can't, then you will either do it and cut out something else or not do it?

MR. BREWER:  I think sort of the 30,000-foot view on it is that the VVM is the priority because that is where the savings is.  So the expectation is that there will be system-wide VVM.

The coverage and sophistication of the DA will be the budget adjustment, the push-pull.  So there may be areas where because of a large capital upgrade requirement, like a reconductoring issue, that DA might not be appropriate for that particular feeder until such time as the conductor is upgraded, which may be, you know, five or ten years down the road.

MR. SHEPHERD:  Okay.  And so if you think about it in simplistic terms for non-engineers, the VVM produces the reduction in the benefits associated with reduction in volumes, and DA delivers the reliability.

MR. BREWER:  Yes.

MR. SHEPHERD:  And so as between the two -- because your customers have said we don't want to pay a whole lot more for reliability, but we will take it if it's free.  And so you want to deliver the savings and the volumes because you know that that doesn't cost them anything and you will get them as much reliability as you can?

MR. BREWER:  That's it exactly.

MR. SHEPHERD:  Okay.  So I want to ask about SEC 28.  And we talked about this a little bit yesterday so I will try not to go over the same ground, but basically operationally you're going to be doing things differently.

You have manual switches right now that you are not going to have to use anymore, right?  And that means the people who you would send out or cause to switch a manual switch, you don't need those people, or you need them for something else.  Right?  As an example.

MR. BREWER:  You're right.  And it creates another issue, which is if you have automated switches then your system control becomes more complex, so you may actually need less people to do manual switching and you may need more people on the system control aspect.

MR. SHEPHERD:  That's exactly right.  It changes the nature of your organization.  In effect, you have a more high-tech system, so you have a more high-tech organization, right?

So similarly, when you are talking about, you know, how you manage truck rolls, you know, that's going to become under this new system much more data-driven.  Right?

MR. BREWER:  Yeah, that's exactly it, yes.

MR. SHEPHERD:  So what we were asking about is, at what point are you going to do a plan that looks at what this new PUC Distribution looks like?  You know, which additional skills do you need?  Which skills do you need less of?  What are your cost implications, all of that sort of stuff.

MR. BREWER:  We did the pre-detailed engineering, where the full solution is there.  We did that look, which was, you know, we think that we've identified an additional component of three individuals, one being a supervisor, which would probably [audio dropout]... but really, until the system is itself defined I don't know how you would build the transition to it plan.

So I think some of those things go hand in hand with the detail that comes.

MR. SHEPHERD:  So in parallel with the -- or maybe after the detailed engineering but before -- during the implementation phase you are also doing an organizational look?

MR. BREWER:  Absolutely.

MR. SHEPHERD:  Okay.  And will the Board see that at some point?  Like, for example, when you do your 2020 application, will you have something to show the Board about, how is this going to change our company?

MR. BREWER:  Yes.  We may have it ready at that point.  I guess it depends on how this process plays out and when we actually have to submit for 2020, which may be close to when this is going through a decision, right?

MR. SHEPHERD:  Now, how involved is your board of directors or -- I guess really your parent company board of directors in -- or the city in this sort of reimagining of what the utility looks like?

MR. BREWER:  So the Board of course helps to direct the utility with respect to a strategic plan.

MR. SHEPHERD:  That's sort of where I was going.

MR. BREWER:  Yes.  And our strategic plan, two of the main components are being innovative and being entrepreneurial.  And I think part of that is reimagining a new utility, a new way to do business with respect to whether it is the way we run the utility, the way we interact with customers, the way we simply do business.

I think that is from the Board's perspective some of the things they want us to be mindful of.

MR. SHEPHERD:  You have a rolling strategic plan?  You update it each year?  Or do you have one that you do every three years or every five years or something like that?

MR. BREWER:  So we have a five-year plan and then we do -- we operationalize it on a smaller time frame.  So we do things like strategic initiatives in support of those strategic plan goals.

And so we do that once a year as we redevelop the strategic initiatives.

MR. SHEPHERD:  But the actual strategic plan itself is sort of done for five years and then you go and do it again five years later?

MR. BREWER:  Yes.  Generally you do one for five years, but generally before the five years is up you have figured out a need to tweak it.  So I think we're in fact intending towards the end of 2019 doing a revamp on the one that was done in 2017.

MR. SHEPHERD:  Okay.  I am at SEC 29, and there's a table, and some of these costs are actually costs that are being paid to Services, right?  These amounts in this list.

MR. BELL:  If that's a question, yes.  That is the one column that was added to it.

MR. SHEPHERD:  Yes, yes.  And so my question is, because what we're trying to get at is how much of this is incremental.  So if it is your same people doing it that were doing everything before, then you are not spending an additional $1.6 million.  You are simply reallocating those people to do other things.

But if you are adding new people, then it is an incremental cost.  So we know you are going to add three operational people, but in the actual project itself, are you hiring additional people to do stuff?

MR. VELLONE:  This answer, I think, is going to be complicated by the shared services structure where services does work for more than just PUC Distribution but also for water and wastewater and other utilities.  So it's -- I think the answer is going to relate to allocation of time to the utility versus other --


MR. SHEPHERD:  Except the utility is the vast bulk of their work.

MR. VELLONE:  I think water is big.

MR. STEFANO:  We certainly intend to maintain our DSP, and we will contemplate additional staff if required to maintain critical aspects of our DSP in conjunction with rolling out the SSG project.

MR. SHEPHERD:  All right.

MR. BREWER:  So I think from a project perspective, we may add incremental adds to get the capital work done, but it is not -- they're not permanent adds.  So it may be additional people working for Services for a 2-year period.

MR. SHEPHERD:  Okay.  So SEC 32 is sort of following along that same theme.  And there was information on what PUC was going to spend, which I assume was through Services, but it is your spending directly on the project.

You said that these components are in addition to the contract.  I am not sure I understand that.

How does that work?  The contract price is going to be the same as what you are asking the customers to pay, right?

[Witness panel confers]

MR. BELL:  Again, this goes back to the chart with SEC 29.

MR. SHEPHERD:  Yes.

MR. BELL:  So there is the fixed price contract, and then there is what we would call the direct cost of PUC Distribution to the project as well, which is how we got to the $34 million.  And the $34 million, I think, is the total ICM over the 2-year project.  So it's the capital project.

MR. SHEPHERD:  All right.  I am looking at CCC 5.  And the information you provided appears to be the 2014 information.  I guess I am just wondering -- you had the 2018 information at that time.  Why wasn't it provided?  Or was that just an oversight?

MR. BREWER:  It was something that we identified as an oversight, which is why we tried to correct it yesterday morning.

MR. SHEPHERD:  Okay.  So now I am looking at VECC 5, and this is talking about the data that you analyzed.

I have two questions about this.  One is, in 5(b) you say that the energy analysis and load forecast data were benchmarked to industry reports.

Can you explain that, because I don't understand.

[Witness panel confers]

MR. BELL:  This is speaking to basically the results from the preliminary design of Leidos, when they ran the data through their model, their methodology, the data collection that goes into the model network to generate the results.

Those results now become something we wanted to compare to are they real.  So this is where we went to industry reports; are these efficiencies real?  Are the reliabilities real?  So I think some of the numbers were 37 percent SAIFI or SAIDI, I am not sure which one, is that a realistic number.

So we went looking for other sources to help verify them, to find they made sense in terms of their design results saying we will see that.  Looking to that, that was the benchmarking exercise we did in parallel to the stuff Navigant was doing.  A lot of it was done by Navigant.

MR. SHEPHERD:  Aside from the Navigant report, is there some sort of internal document, or report, or memo that talks about this benchmarking?

MR. BELL:  There was no internal report generated for it.

MR. SHEPHERD:  Some of it was done internally, right?

MR. BELL:  Yes.  But there was no internal report generated.

MR. SHEPHERD:  You talk about data quality issues, and of course data quality issues is a big main concern in smart grid projects.

You were asked how the project responds to them, and you just said they have been reasonably addressed. But that didn't really tell us anything about how you are responding to the potential for data quality issues.

[Witness panel confers]

MR. BELL:  So what we did with the data collection effort when we got the lengthy data request from Leidos, we went through a quality check exercise on the reliability data.  I think we have talked about this previously, where we had this one year in their average data set where we had some anomalies and very high outage stats.

So we did not want to overstate the reliability benefit, so we basically removed 2011 from the data set and said let's look at the average from 2008 to 2012.  We took out 2011.

MR. SHEPHERD:  Just because a professional looked at it and says this is anomalous, we can't use this?

MR. BELL:  No, it was more an operational look at it.  We knew in that year we had some very constrained connections with all of the solar connections.

The system was configured in sort of unusual manners. All of our load on to fewer and fewer feeders to allow the connection of the large solar farms.

They had the 610-megawatt solar connections on to our subtransmission during that period.  So when we did have an outage event, it affected a lot more people.

MR. SHEPHERD:  It's not that you looked at the data and said this looks like wonky data.  But rather, we looked at 2011 data we know how crazy that year was, and the data is not going to be reflective of how we normally operate.  Is that right?

MR. BELL:  The reliability stats were higher than it should have been.  As a result, we excluded it.  Having the operational knowledge that, as Kevin explained, that there were few feeders that were in operation as a result of integrating the solar system.

MR. SHEPHERD:  All right.  My next question is on VECC 25.  This table is actually from the NRCan application, but they don't -- it doesn't look as much like metrics to me as -- like a metric normally is we're going to measure this thing and it's going to be within this range.

So your scorecard has a bunch of metrics on it that you test an actual measurable -- an empirically measurable item against some sort of standard or benchmark.

And this doesn't look like metrics to me.  I guess I am wondering, have you started to think about how you are going to report both internally and externally on the performance of this project from a measurement point of view?  What are you going to measure?  What are you going to -- why are you going to measure it?  And what conclusions are you going to be able to draw from those measurements? 

MR. BREWER:  So I think what you are asking is, how do we intend to measure it, rather, because these identify what we want to measure, right?

MR. SHEPHERD:  Yeah, yeah.

MR. BREWER:  And I think part of that is, is the deliverable from the EPC contractor would include the metrics and the methodology for actually finding out what these things are, these measurements are.

And so this, I believe, came from the NRCan -- so this was part of the deliverable to NRCan.  And so we will be figuring out exactly the methodology to do this as part of the project.

MR. SHEPHERD:  If the OEB were to say to you as a condition of approval, we want you to measure product performance in a rigorous way and report regularly on it to the OEB or publicly or whatever, have you -- are you yet at the point where you can say how you would do that?  Or is what you're saying, no, we need more engineering before we can do that?

MR. BREWER:  We could focus on that and get you an answer or we could do it probably the most efficient way, which is as we were doing the engineering for the project itself.  I think we have taken the second approach at this point, but if there was a priority to doing it the first way, we could make it happen.

So in terms of developing those metrics, we could turn our attention to that and probably deal with that relatively quickly.  It is just, we didn't -- that wasn't a thing that we were focused on.  We focused on, we wanted to be able to measure GHG reduction.  We want to be able to measure cyber-security, because we're introducing a whole bunch of new IOT devices, and so as part of the project we will develop how we want to measure and report on those things.

MR. SHEPHERD:  Just along those lines, is there an expectation that you will have a communications program after this program is implemented?  A communications program for your own customers, for your own community, saying, this is what we've done.  Here's what is happening.  Here is what the results are of our big initiative, because, I mean, it is talked about in Sault Ste. Marie, right?

MR. BREWER:  I think that is a great idea.  I don't know that that is something that we have finalized along, but certainly communication is one of the things our customers have told us they want to know more about.  How we're doing is certainly part of that.  And I think since we are going to be collecting this as part of the NRCan reportables it just makes sense that a lot of these people would want to know that we would make available publicly.

MR. SHEPHERD:  Good.  Why didn't you go back to Leidos when you changed the CVR from 1.5 to 2.7?

MR. BELL:  One of the main reasons was the branch of the company that was doing smart grid, they basically got out of that area of business.

So Leidos was no longer in that field, and all of their staff sort of dispersed to other places.

MR. SHEPHERD:  Well, yes, except for the key people that were working on your project went to -- formed a new company called Energrid, which is actually included in your NRCan application, so you could have gone to them.

MR. BELL:  They didn't have necessarily access to proprietary models of work of Leidos.

MR. SHEPHERD:  Okay.  I am looking at the Navigant report, the last one, the Sault Ste. Marie report.

MR. BREWER:  97?

MR. SHEPHERD:  I guess, yes.  I have lost track.  And you were asked some questions about this yesterday, so most of my questions have been asked already.  I just have a couple.

So on the first page this talks about whether the financing and implementation approach is the most cost-effective approach.  This -- the P3 model.  And suggests that you could take a more conventional approach, just build it yourself, still -- presumably still use the same contractors, just do it yourself without the P3 model, but that one of the problems is that that would require that your shareholder invest some equity, because you need equity to support debt.

Have you looked at that possibility?

[Witness panel confers]

MR. BREWER:  Sorry, is the question if we looked at the shareholders as to whether they're willing to invest or just whether we have looked at a traditional model?

MR. SHEPHERD:  Yes, have you looked at a traditional model?  Whether they invest new money or they simply don't give dividends for a while to build up their equity.

MR. BREWER:  Yeah, so we did a look at a traditional model.  The concern we had was some of the risk transfer looked beneficial with the P3 model.  So I think there was a comparison of the two, you know, you probably have some savings with respect to financing costs by doing it one way, but you also, you bear more risk and your customers potentially, if the program doesn't deliver, bear some of that risk as well.  So the P3 model allowed us to transfer some risk through that vehicle.

MR. SHEPHERD:  Well, your operating risk was being transferred to PUC Services in any case, right?  So that's sort of you.

MR. BREWER:  The operating.  The design, of course, was remaining with the EPC contractor, right.

MR. SHEPHERD:  So what are the risks that you avoid using the P3 model if the design and construction is something -- in your normal conventional project you would offload a bunch of your design and construction risk.  And your operating risk is mostly in your affiliate.

What is it you get?

MR. BREWER:  Yeah, one of the things you get, of course, is you've got payments that you are making into that same Project Co that, if there is no delivery, that you end up not -- there is penalties and you aren't delivering the funds to it.  So there is a mechanism by which you can have penalties embedded into that system.  It's a little bit more difficult with a traditional contract, where they have already been paid, and now you are basically going after them in a legal sense for anything that is a deficiency --


MR. SHEPHERD:  It is true, though, that --


MR. BREWER:  -- the mechanism is a little more straightforward.

MR. SHEPHERD:  -- if you have a reputable contractor, a Black & Veatch or something like that, that is less of a risk, because they generally stand behind their work?

MR. BREWER:  That's true.

MR. SHEPHERD:  So Navigant says on page 6 of their report that -- if you see in 2.2, the second bullet, that they couldn't accurately break out the risk premium from the financing costs.  And they talk about that later as well.

I take it from what you've said yesterday and today and the financial model that you now have that you have a much better visibility on those things today?

MR. BREWER:  We do.

MR. SHEPHERD:  Okay.  Then the third is -- my third question on this is on page 8.  Navigant looked at the project options and -- now, this was -- they were doing this business case for the city, right?

MR. BREWER:  They were contracted by the city to do it, yes.

MR. SHEPHERD:  Okay.  Because normally when you do a business case review, one of your options is the do-nothing option.  It is sort of a standard thing.  In B school they tell you you have to include "do nothing".  And this doesn't include that.  Were they instructed not to do that?  To assume that the project is going ahead, the only question is how?

MR. BREWER:  I am not -- I don't have any knowledge about what their instructions were with respect to that.

MR. SHEPHERD:  Okay.  Under section 4.1, I think, I am looking for where the footnote -- anyway, at the bottom of the page on page 9, there is a reference to a 2016 projection for distribution, capital engineering.

Oh, yeah, that is your long range plan.  Is that filed somewhere?  Or is that included in your DSP that you have already filed?

[Witness panel confers]

MR. STEFANO:  I don't specifically recall that reference.  But to the best of my knowledge, there is not a long range plan encompassing the time frame of 2017 to 2041.

MR. SHEPHERD:  Well, what were they relying on then?  They said they in fact cite a document called -- with a number, which is called "2016 projection for Distribution Capital Engineering", dated March 15th, 2016.

MR. STEFANO:  I suspect they may have been referencing the fact that in general terms, we're planning on rebuilding approximately two DSs on a go-forward basis in each 5-year time frame of our cost of service, and contemplating TS rebuilds as well.

MR. SHEPHERD:  So this document that they say is an Excel spreadsheet doesn't exist?

MR. BREWER:  I don't think we can tell you for sure that it does, but I am reading it the same way you do. I suspect this is a document that would have come from us.

MR. SHEPHERD:  Okay.  Can you undertake to see if you can find that document and file it?

MR. BREWER:  Yes.

MS. VLAHOS:  JTC2.13.
UNDERTAKING NO. JTC2.13:  TO LOOK FOR AND IF POSSIBLE FILE THE DOCUMENT REFERRED TO AS "2016 PROJECTION FOR DISTRIBUTION CAPITAL ENGINEERING", DATED MARCH 15TH, 2016

MR. SHEPHERD:  2.13?

MS. VLAHOS:  2.13, yes.

MR. SHEPHERD:  Yes, okay.

MR. VELLONE:  How are we going to reconcile that with the DSP that was filed last year?

MR. SHEPHERD:  Well, no.  This is only because it is the base line that Navigant used.  It doesn't have to be same as your DSP, because your plans change.  I am not going to use it to beat you over the head for changes in the DSP.

MS. VLAHOS:  Can we just clarify for the record?  So that is to verify whether the long range DS plan, whether there is an Excel spreadsheet associated with that?

MR. SHEPHERD:  No.  I am asking for the document in note 3.

MS. VLAHOS:  Of appendix 7, right?

MR. SHEPHERD:  Yes.

MR. BREWER:  We have undertook to look for it and if we have it, then we will supply it.

MS. VLAHOS:  Perfect.  Thank you.

MR. SHEPHERD:  So my next question is on page 10.  And their assumption is that software assets have a useful life of 20 years.  I was sort of like, really?

That's not the number you use for software, is it, generally?  Most utilities use 5 years or 8 years.

MR. FAUGHT:  No.  For which purpose, I guess?  For internal depreciation purposes, it’s 5 years.

MR. SHEPHERD:  So this assumption of twenty years, do you know anything about why they use that assumption?  That department come from you, right?

[Witness panel confers many]

MR. BREWER:  So I think it is hard to give you an answer, depending on what type of software it is and I will give you the examples here.  But we just replaced SCADA software on our water system that was a little over 20 years old.

MR. SHEPHERD:  Okay.

MR. BREWER:  So it still had mimic boards, you know, that type of thing.

So depending on what it is used for.  Certainly your computer software you, 5 years is probably a stretch at that time times.  IOT devices, generally it is a lot longer than that.

So without knowing exactly which software they're referring to, it is hard for me to give you the exact time frame.  20 years seem like the outside, though.

MR. VELLONE:  Is it not answered not in the sentence, a couple of sentences above?

The ECo proposal includes 20 years of service fee payments.  So you can correct me if I am wrong, but wasn't it the case at that time that they were proposing to do the upfront installation of the software, but also to provide maintenance and support services including upgrades for the duration of the term of the contract?

MR. BREWER:  That's correct.  When I read it, though, it...

MR. SHEPHERD:  Okay.

MR. FAUGHT:  Mr. Shepherd, if I can interrupt for a second?  Account 1920, which is computer software, is the typical five years, and that would be your general software.

Account 1980, which is your system supervisory equipment and associated software, is actually depreciated over 20 years.

MR. SHEPHERD:  Really?

MR. FAUGHT:  Yes.

MR. VELLONE:  So this is your SCADA system?

MR. FAUGHT:  Basically SCADA.

MR. SHEPHERD:  Hmm, all right.  I don't know how a software company even survives if their stuff lasts 20 years.

Page 13; at the bottom, you talk about the socio-economic benefits and I just have one question about that.  It refers to an Energy Centre of Excellence.  Do you know anything about that?

MR. BREWER:  I do.  One of the things that city of Sault Ste. Marie is looking to do, because of the uniqueness of the energy sector in the Sault Ste. Marie area, is looking to get some funding, through likely FedNor, to potentially put an Energy Centre of Excellence in place.

As you are probably aware, Sault Ste. Marie has -- the term they use is the alternative energy capital of North America based on types of energy that are produced in the area.  I think the city is looking to try to highlight some of that.

Early on, this was something that I think PUC was probably going to be involved in.  At this point, we've decided that we're not an active partner, but we will certainly assist if there is anything we can do, in terms of...

MR. SHEPHERD:  But that is a city project that the city is still doing, and it’s nice, but not your problem.

MR. BREWER:  It's not our problem.  It is not our cost.  And it is not borne by our ratepayers.

MR. SHEPHERD:  Okay.  All right.  So your conclusion after seeing this -- and maybe the city's conclusion,  too -- was it was not a good idea to proceed with this project right after seeing the Navigant report and the various other things that you saw at the time.

MR. BREWER:  Yes.  I can't speak to the city's position on it.

I can tell you that my review of what PUC did at that point was that the additional cost to the ratepayer was something we didn't feel was appropriate.  So we decided we wouldn't push it forward.

MR. SHEPHERD:  But you would assume that the city didn't commission this study unless they thought they were going to be asked to approve a capital expenditure, right?  That’s why you do it.

MR. BREWER:  You know, the motivation for why they did it isn't something that I think is as simple as that.

I think -- you know, again we talked a little bit about their strategy with respect to the area and all the rest of it, and I think they were sort of looking to see if this project did in fact have a benefits outside of just the utility-type thing.

And I think the perspective we took on it was that we would make a decision based on what was in the interests of our ratepayers and of our utility.  So that is the decision that we made.

But I can't tell you that the city at this point rejected the project.  I can't speak to it.

MR. SHEPHERD:  What I am trying to drive at is, did the city do a review and say we have a problem with this, because it doesn't look like a good idea unless you can deliver it at no cost to the customers?  Or did you independently reach that conclusion?

MR. BREWER:  My understanding -- before I was --


MR. SHEPHERD:  I don't mean you personally.

MR. BREWER:  Yes, but my understanding is that the utility came to the conclusion that they weren't comfortable with it and didn't recommend to the Board that it go forward with it.

MR. SHEPHERD:  Okay.  And that's all of my questions.

MS. VLAHOS:  Thank you, Mr. Shepherd.  Ms. Grice, do you have any questions for the panel?

MS. GRICE:  I do.  And I expect to be under half an hour.

MR. SHEPHERD:  Do you want to just go ahead.  Is the panel okay to go ahead?  The court reporter?

Okay, please proceed, Ms. Grice.
Examination by Ms. Grice:


MS. GRICE:  Okay, thank you.  My first question is just a follow-up to a conversation you had with Ms. Vlahos yesterday regarding the -- sorry, I am just going to read from it.  It was regarding the communication and customer engagement and whether or not you had done any specific engagement on the smart grid project.

And my understanding is that the response was that you had not.  And I just wanted to take you to a reference in your DSP -- I just want to understand a bit more about why you haven't gone out to customers.

So can we please go to page 103 of your DSP.

MR. VELLONE:  Section 4.2.2.3, system service?

MS. GRICE:  Yes.  That is what I am looking at.  So halfway through the first paragraph, it says:

"PUC Distribution has implemented a number of smart grid features during the previous years, such as smart meters, digital protection relays, voltage regulators, reclosures, and remote-controlled substation switch gear to facilitate automation.  A number of investments planned under system renewal was served to further expand the smart grid features typically provided by system service investments.  During customer engagement sessions customers have indicated preference for lower retail rates as opposed to additional smart grid features, e.g., providing greater access to customers to manage and control their electricity use."

So I guess I just want to further understand, the last word from your customers was not a preference for additional smart grid features, and now you have this significant project coming forward that's going to add smart grid features, and I just want to better understand why you haven't gone out to customers at this point to let them know what you are planning, like in a formal way.

MR. BREWER:  Okay.  So the information that we did get back from customers -- and I think it is in that second paragraph, sort of highlighted, is that they have a preference for the rates to be kept as low as possible.  And we've taken that approach with respect to this project.

And we've tried to, for some of the other feedback that we have gotten on the numerous engagement activities that we did do that weren't specific to smart grid, we heard three things.  We wanted -- customers wanted to have their bills kept low, they wanted to have increased reliability, and they wanted to have better communication.

So what this project has done has tried to highlight those three areas.  So with the NRCan funding, we were able to not increase their rates, the net rates, as a result of the project, because of the savings from VVO and the contribution from NRCan.  We were able to transform the reliability in a very significant way.  And we were able to provide better customer communication.

So we think that we did listen to the engagement activities that we have done, and the three highlights that have come back to us out of those engagement activities are really the foundation of why we're moving forward with the project.

MS. GRICE:  Okay, okay.  Thank you.

I am going to move on.  You have included a project benefit estimate at Appendix H.  And I want to ask, has PUC assigned a confidence level to that project estimate?

MR. VELLONE:  Just to make sure we're all looking at the same thing, we have Appendix H from the ICM application open.  Table 1.  Reduced total system purchase power by large customer loads.  There is a table with a cost of power savings, projected customer savings, system loss reductions.  Is that where you are looking, Ms. Grice?

MS. GRICE:  I'm sorry, I must have the wrong reference.

Could we look at then SEC 29.  It is the table there that shows the cost of the smart grid project.

MR. VELLONE:  We have that open.  It is on the page following the response to SEC 29.  It is titled "2019/'20 smart grid project".  The first line item is "DS with new LTCs incremental".  There is two of them.  Is that what you are looking at?

MS. GRICE:  Well, I am looking at the -- page 141 of the IR responses, and it is the 2019/'20 smart grid project estimate, and it totals 34.389 million.

MR. VELLONE:  I think we have the same thing.  Go ahead with your questions.

MS. GRICE:  Okay, okay, okay, thank you.

So just in terms of this project estimate, did PUC assign a confidence level to this estimate?  Is that part of the project management that has been done?

MR. BELL:  I think there was a similar question just a bit earlier.  We don't actually have a confidence level per se, other than more generically we feel it is a high confidence estimate, given that $32.8 million of it is a fixed-price contract.

MS. GRICE:  Okay.  Then in terms of the unit costs that are shown in the table, did PUC -- did you look at what your unit costs are for installing similar equipment and do a comparison?  Did you look at, say, you know, your last five years of data for installing a pole and just do a check to see if the unit cost here per pole is in line with what you have previously been spending?

MR. STEFANO:  We did analyze information with respect to historical pole costs, covering several years, and they're certainly in line with the projections that have been included as part of the smart grid project, specifically as referenced in response to SEC 29.

MS. GRICE:  And you did that as well for other assets?

MR. BELL:  I guess in terms of the other assets we do not have the quantities, I guess, to do a back historical average cost of these type of installations.

So the cost estimates were really worked from the work of the engineering estimate done by Leidos, then with their subsequent review by Navigant, commenting on those unit costs is really where we worked from.

MS. GRICE:  Okay.  So, sorry, I just missed the front end of that.  You said you don't have these historical unit quantities?

MR. BELL:  Well, we do not have these -- we do not have any overhead FCIs, we don't have any underground FCIs.  Like, we're not -- the -- the reclosures, I think we have installed three in the last ten years.  So we don't have the quantities to do a unit cost estimate.

MS. GRICE:  Okay.  I understand, because it is new equipment that you are putting in?

MR. BELL:  It is not usual to our system.

MS. GRICE:  Okay, okay.  I get it.  Thank you very much.

Is it possible to get a Excel version of this table?  Is that something you could provide?

MR. BELL:  Yes.  We can undertake to provide that.

MS. GRICE:  Thank you.

MS. VLAHOS:  That is JTC2.14. 
UNDERTAKING NO. JTC2.14:  TO PROVIDE AN EXCEL VERSION OF THE TABLE ATTACHED TO THE RESPONSE TO SEC 29.

MR. VELLONE:  And just to be specific, it is going to be to provide an Excel version of the table attached to the response to SEC 29.

MS. GRICE:  Yes, thank you.

Okay.  My next question is regarding VECC 1.

MR. VELLONE:  Go ahead.

MS. GRICE:  Thank you.  Part (d) you show what the forecast reductions are going to be in SAIFI, SAIDI, and CAIDI.  And earlier today you mentioned that those were based on data from 2018 -- or, sorry, 2008 to 2012, and that the data from 2011 was removed.  I believe it was considered an outlier.

So will these reliability savings projections, will they be updated as part of the detailed design?  Is that a plan?  Is that part of the plan?

MR. BELL:  There was not a plan to update these projected frequency numbers, no.

MS. GRICE:  And so the base line data that was used, 2008 to 2012, now there's more recent data for the last five years, 2014 to 2018.  Do the initial estimates -- do they have a shelf life?  Are they still current?

Would it be better to do a more recent update using the most recent reliability data?  Can you just comment on that, please?

MR. STEFANO:  We certainly filed with the OEB our reliability stats from 2010 through to 2018, and they certainly are quite variable from one year to the next.

As an example, if we look at 2015 reliability, specifically SAIDI, it was 3.34.  And it is certainly higher than the figures for 2010, 2012 and 2013, as well as 2014 actually.

So they're quite variable from 1 year to the next, and we generally feel that they certainly continue to be representative of our system.

MS. GRICE:  Okay.  Just in terms of the underlying data that was used, were major event days and loss of supply, were they removed from the data?  Do you know?

[Witness panel confers]

MR. STEFANO:  Just give us a moment.  We're referencing the Leidos report.

MR. VELLONE:  Is this easier to do by way of undertaking?

MR. STEFANO:  I don't recall specifically whether excluded losses apply and major events.  But I can certainly say that at that time frame, major events were not included in the reliability stats forwarded to the OEB.

So major events would certainly not have been included at that time as a minimum.

MS. GRICE:  Okay, that's fine.  Thank you.  Can we please go to VECC 9?

MR. VELLONE:  We have it up.

MS. GRICE:  Okay, thank you.  There is a table there that shows total capital investment for renewal from 2018-2022, and when you turn over the page, it shows the capital investments that are attributable to smart grid for 2018-2022.

When you look -- yesterday you handed out an update, I believe, to CCC 16 that showed -- it provides the capital projects table for 2011-2018.

I just wanted to just check in, because there's a response at part (b) that says prior to 2018, PUC does not have a separate breakdown of smart grid investments.

If you can please go to the capital table, 2AA, that shows the investments for 2011 to 2018.  It shows under SCADA on the second page some investments that were done.

I just wanted to check if that relates to smart grid, or not.

MR. STEFANO:  Sorry, just for clarification, what year did you say those costs were included in?

MS. GRICE:  It's the capital table, 2AA covers 2011 Board-approved, which shows 256,000, then it goes all the way to 2018 that shows 52,000.  And I am just trying to read the numbers.

So 522; is that SCADA work, is that related to smart grid?

MR. STEFANO:  Sorry, I am just trying to find a reference.  Bear with me a second.

MS. GRICE:  Sure.

MR. STEFANO:  To the best of my recollection, that was an upgrade to our SCADA system, our electric SCADA system in those years, and it was primarily an upgrade and renewal of an existing SCADA system.  It did not at that time consider smart grid aspects to it.

MS. GRICE:  Okay, that's great.  Thank you.  I just wanted to clarify that.  VECC 13, please?

MR. VELLONE:  We are there.

MS. GRICE:  Okay, thank you.  In part (a), we asked for you to provide the calculation of the $93,378 in system loss reduction.  And the response provides 11.8 cents as the -- that is used in the calculation.

But I just wondered, can you please confirm what the estimated system losses are in kilowatt-hours?

[Witness panel confers]

MR. BELL:  I would refer you to appendix 4 of the IR responses, where we have the spreadsheet that was requested.  You were looking for the kilowatt-hours?

MS. GRICE:  Yes, please.

MR. BELL:  They're not there.  So basically we calculate -- the calculation that spreadsheet uses the total purchased energy in the test year, so that would be the top table labelled bill impact analysis, the seventh column over.  There’s 659 gigawatt hours, give or take.

Then we reduce that by the loss factor to take us back to the test year energy, which is at 628 gigawatt hours, which is three columns to the left of that.

I actually didn’t do the math.  It is around 31 gigawatt hours.

MR. BREWER:  Yes.

MR. BELL:  I wrote the formula down with the whole calculation.  I just didn't calculate the losses in between.

MS. GRICE:  Okay, thank you.  VECC 24, please.  In part (h) we asked for the key milestones for the project.  And in the response, we were referred to appendix F, which provided the history and timeline, and appendix J, which was the project specification and scope documents.

I should have been more specific.  What I was more looking for was a project schedule that showed what the key milestones are.  Is there a draft schedule for this project at this point?  

MR. BELL:  Yes, there is a draft schedule.  I don't recall that it's been filed.

MR. SHEPHERD:  Oh, great.

MR. VELLONE:  Is it Appendix 2?  Is it in that Schedule 2 of your contract?  No, is it in the contract?  Is it a schedule to the contract that you are going to file?

[Witness panel confers]

MR. BELL:  In Appendix J of the ICM application.  Unfortunately we don't have the pages right.

Is that that schedule you are showing me right there?

MR. SHEPHERD:  No.

[Witness panel confers]

MR. BELL:  Sorry, all we could find in that appendix was the overall tasks.  I don't have the time Gantt schedule.

MR. SHEPHERD:  Can you file it?

MR. VELLONE:  To the extent it is not already covered in Appendix 2D, initial project schedule, which would be one of the schedules that are being filed in request to a prior undertaking, because I think that is a commitment already, a schedule to the project hearing.

MR. SHEPHERD:  Let's make it an undertaking just in case it is not in there.

MS. VLAHOS:  Sorry, can we just clarify for the record in one sentence?  It is the project schedule --


MR. VELLONE:  Project schedule going forward.

MS. VLAHOS:  -- going forward?  Okay.  That is JTC2.15. 
UNDERTAKING NO. JTC2.15:  TO PROVIDE THE PROJECT SCHEDULE GOING FORWARD.

MS. GRICE:  Okay, thank you.  VECC 26, please.

MR. VELLONE:  Go ahead.

MS. GRICE:  Okay.  We have talked about this a little bit already today, that Leidos is no longer -- no longer has a role in the project.  And when I look at the Leidos report, it looked like there was some suggestion that they would continue on with the final design and some implementation.  Do I have that right?  Would you agree that the Leidos report laid out sort the task for -- that Leidos would do moving forward?

[Witness panel confers]

MR. BELL:  I am not going to disagree with your opinion if that is what is in those reports.  They may have made that assumption, if that's what you're saying, in the report itself?

MS. GRICE:  Yes.  So I guess my follow-up question is, are they out of the project because of the reason that you explained earlier, that they're no longer involved in smart grid?  Or were they one of the three proponents that bid on the EPC contract and they just didn't get it?

MR. BELL:  Our understanding is that their firm no longer does this type of smart grid engineering work.

MS. GRICE:  Okay.  Thank you.  VECC 28, please.

MR. VELLONE:  We have it in front of us.

MS. GRICE:  Okay.  In the preamble it -- if you look partway down it says:

"We note the proposed feeder coverage for DA and VVM, 84 percent and 68 percent, is higher than many other systems Navigant has encountered."

Do you have an estimate of what your coverage now is for those components, for DA and VVM?  Just so -- you know, relative to the 84 and 68, what it looks like now?

MR. BELL:  Our current working target is the 100 percent on VVM.  The DA that is currently at 84, I don't know if I've got a percentage.  It's -- we're going to design them all and then install to a budget amount fitting in the project, I guess is how to best describe it.

MS. GRICE:  Okay.  So the coverage then that I quoted, the 84 and 68, that is what it looks like now.  That is not what your target is.

MR. BELL:  Our system does not have any of this, I guess.  So these are the levels in that design work commented on and reviewed.

MS. GRICE:  Okay.  So now it would be zero and zero?  Do I have that right?

MR. BELL:  Yes.  If we were to look at it in that description, our current would be, we have zero distribution automation at the 12 kV feeder level and zero voltage control -- no.  We do have -- and zero VVM.

We have added a couple of regulators, but they're not in a VVM mode.

MS. GRICE:  Okay, thank you, that is helpful.  Okay.  VECC 29.

MR. VELLONE:  Go ahead.

MS. GRICE:  Okay.  We asked if the contractual agreements for the SSG project includes financial penalties for failing to meet performance standards, and the response is:

"The draft contract agreement includes performance standards, metrics, and potential financial penalty for non-performance."

So I went back to the contract, and I tried to look up the section that included performance standard metrics, and I couldn't find it.

Could you help me?  Is there a page reference for where those are?

MR. BELL:  I believe the draft is including those in Schedule 8, if that's the correct reference for the payment schedule.

MS. GRICE:  Okay.  So that's why when I did a search I couldn't find it, because the schedule hasn't been filed, right?

MR. BELL:  That's correct.

MS. GRICE:  Okay.  But it will be as part of that undertaking?

MR. BELL:  That is also correct.

MS. GRICE:  Okay.

MR. VELLONE:  I think there is also a pretty useful summary in Appendix 11, which is the letter of intent and term sheet.  There is a schedule to that that is filed in confidence that has a lot of this type of information, to the extent that you are looking for it.

MS. GRICE:  Okay, great.  Thank you.  Okay.  I just have one more question, and it is on Appendix 7, the Navigant study.

MR. VELLONE:  What page?

MS. GRICE:  Page 6.

MR. VELLONE:  Information GAAP analysis?

MS. GRICE:  Yes.  I was just actually looking just above that on the sources reviewed.  I just had a couple of questions on what this information contained.

So if you look at number 8, cost allocation and evaluating value of risk transfer for UDM project.  What exactly was the evaluating value of risk transfer?  Can you summarize that for me?

MR. BREWER:  Just from looking at it, it looks like a document that Energizing Co., so the predecessor to IE, would have supplied to Navigant, to try to justify some of the value with respect to transferring risk into a P3 model.

It's not something that PUC has from our recollection, but it looks like something that ECo supplied to Navigant.

MR. SHEPHERD:  I wonder if you can use your best efforts to find that document and file it?

MR. VELLONE:  Okay.

MS. VLAHOS:  That is JTC2.16. 
UNDERTAKING NO. JTC2.16:  TO FIND AND FILE THE DOCUMENT ECO SUPPLIED TO NAVIGANT.

MS. GRICE:  A similar question on ECo, the PUC board brief.  Do you know what that -- if that document has been filed?

MR. VELLONE:  Number 10?

MS. GRICE:  Number 10, sorry.

[Witness panel confers]

MR. BREWER:  To the extent that we can find it, we will certainly submit it.

MS. GRICE:  Then I had the same question with number 11.

MS. VLAHOS:  I will mark that as JTC2.17.
UNDERTAKING NO. JTC2.17:  TO FILE THE PUC BOARD BRIEF ON ECO, NO. 10


MS. GRICE:  And then similarly with number 11, ECo UDM project financial analysis.  Same thing; if you could provide that?

MR. BREWER:  Again, it is a document that ECo would have supplied to Navigant.  So it is not one that we have on hand, but we can make best efforts.

MS. GRICE:  Okay, thank you.

MS. VLAHOS:  JTC2.18. 
UNDERTAKING NO. JTC2.18:  TO MAKE BEST EFFORTS TO FIND AND FILE DOCUMENT 11, ECO UDM PROJECT FINANCIAL ANALYSIS


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


MS. VLAHOS:  Great.  Thank you.  So as set out in Procedural Order No. 3, PUC is to respond to any undertakings by June 28th.

That’s it.  Is there anything else?

MR. VELLONE:  No.

MS. VLAHOS:  Everybody is good?  Thank you very much everybody.  Thank you.

MR. SHEPHERD:  Thank you.

MS. GRICE:  Thank you.
--- Whereupon the conference concluded at 3:30 p.m. 
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