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Thursday, October 3, 2019
--- On commencing at 9:40 a.m.

MR. MILLAR:  Okay, good morning, everyone.  I think we will get started.

Welcome to a rare joint technical conference for two applications from Hydro One, one MAADs application related to Orillia, EB-2018-0270, the other related to Peterborough, EB-2018-0242.

We do have a bit of a tight room this morning, so I thank you for your patience.  We're going to do our best to book the larger room tomorrow to the extent that we're still going, but we're going to have to make do in here today.

My name is Michael Millar.  I am counsel for Board Staff.  I will essentially be acting as the emcee today, but of course I am not able to provide anything like rulings or anything related to disputes about the evidence or what is in or out of scope, so we will do our best to resolve any issues that arise, but if we can't resolve them here, then you may have to take your concerns elsewhere to the next level.

I think what I propose to do is, why don't we go around the room and take appearances, and then I will ask counsel for Hydro One to -- or -- and Peterborough and the many counsel who are in the room to introduce the witness panels.  I am not aware of any preliminary matters, but people can raise those if they like.

So let's just go around the room.  If you are not going to be speaking you don't have to introduce yourself, but I will start here.  Michael Millar, counsel for Board Staff.
Appearances:


MR. PIETREWICZ:  Andrew Pietrewicz, Board Staff.

MS. SCOTT:  Jane Scott, Board Staff.

MR. BISHOP:  Andrew Bishop, Board Staff.

MR. LADANYI:  Tom Ladanyi, consultant to Energy Probe.  The light is on.

MR. SHEPHERD:  Your light is on, but yours doesn't work.  My light is off, but mine does work.  Jay Shepherd, School Energy Coalition.

MR. KING:  Richard King, counsel to Hydro One in respect to the Peterborough application.

MR. KEIZER:  Charles Keizer, counsel to Hydro One with respect to the Orillia application.

MR. RODGER:  Mark Rodger, counsel to Orillia Power Distribution Corporation and Peterborough Distribution Inc.

MS. GIRVAN:  Julie Girvan, consultant to the Consumers' Council of Canada.

MR. HARPER:  Bill Harper, consultant for VECC.

MR. RICHARD STEPHENSON:  Richard Stephenson.  I am counsel for the Power Workers' Union.

MR. MILLAR:  Mr. Kehoe, did you want to go next?

MR. KEHOE:  Yes.  Frank Kehoe.  City of Orillia.  Former 19-year chairman and commissioner of the former Orillia Water Light and Power, and elected by the electorate to represent the power consumers of Orillia.

MR. MILLAR:  Thank you.  Anyone else going to be speaking today?

MR. ROZIC:  Mark Rozic, Board Staff.

MR. MILLAR:  Mark Rozic for OEB Staff.

Okay.  I am not aware that there are any preliminary matters.  Mr. Keizer, Mr. King, Mr. Rodger?  Are you prepared to introduce our panel?

MR. KEIZER:  Maybe what we will do with respect to the Hydro One panel -- we were actually thinking of maybe doing this in three-part harmony, but we decided not to -- is that we will ask the witness that is closest to the counsel table to introduce, starting with that witness to introduce their name and title for Hydro One.

Mr. Rodger can deal with Orillia and Peterborough.
HYDRO ONE NETWORKS INC. - PANEL 1

Andrew Flannery

Joanne Richardson

Henry Andre

Peter Faltous


MR. FLANNERY:  Andrew Flannery, senior regulatory advisor at Hydro One.

MS. RICHARDSON:  Joanne Richardson, director of major projects and partnerships and regulatory affairs, Hydro One.

MR. ANDRE:  Henry Andre, director of pricing and load forecasting at Hydro One.

MR. FALTOUS:  Peter Faltous, acting director of distribution asset management, Hydro One.

MR. RODGER:  We will also have the Orillia and Peterborough reps introduce themselves, perhaps starting with you, Mr. Hipgrave.
ORILLIA POWER DISTRIBUTION CORP. - PANEL 1

Grant Hipgrave

Pat Hurley


MR. HIPGRAVE:  Grant Hipgrave, president and CEO of Orillia Power Distribution Corporation.

MR. HURLEY:  And I am Pat Hurley, CFO of Orillia Power Distribution.
PETERBOROUGH DISTRIBUTION INC. - PANEL 1

John Stephenson

David Whitehouse


MR. JOHN STEPHENSON:  I'm John Stephenson, president and CEO of Peterborough Distribution Inc.

MR. WHITEHOUSE:  David Whitehouse, VP of corporate services.

MR. MILLAR:  Okay.  Are we ready to proceed, then?
Preliminary Matters:


MR. KEIZER:  Actually, just one minor matter.

Mr. Andre has three corrections to make.

MR. MILLAR:  Thank you.

MR. KEIZER:  Maybe he can take us through that before the questions begin.

MR. ANDRE:  Okay.  Yes.  So there are three corrections to our IR responses that I wanted to put on the record.  The first one is in OPDC Exhibit 1, tab 2, schedule 7, and down on line 29 we show a forecast savings value of 9.3 million, which is actually the PDI savings.  So the correct value for OPDC is 6.5 million, so the 9.3 should be 6.5.

The second correction applies -- it is the same correction in both PDI Exhibit I, tab 2, schedule 35, and if -- we don't need to turn to it, but in OPDC Exhibit I, tab 2, schedule 29 you will see the exact same table.

So in both of these responses the values shown under US of A 1850, which is the third column from the end, should actually be in -- under the column 1855, and the totals that are shown under US of A 1845 should actually be split between 1845 and 1850.

And if necessary I could provide that split, how the 1845 number that is currently there gets split between the two.  I could provide it in an undertaking response, if required.

Then the last correction is in OPDC Exhibit I, tab 5, schedule 11, attachment 1, and at the very bottom of the page you will see a calculation of OM&A per residential customer.  We noted an error in the formula that calculates that number, and so, in fact, for 2017 instead of 208 the correct value is 234.   And for 2018 instead of 212 the correct value is 238.

Those are the corrections.

MR. SHEPHERD:  Can I just ask, are you going to file corrected versions?

MR. KEIZER:  Yes.  That's fine, we can undertake to do that.

MR. SHEPHERD:  And when are you going to do that?  Because I am wondering why we didn't have them yesterday.

MR. KEIZER:  Well, because we found the corrections and now we have put them on the record.  So to the extent most of them are just a change in number on two schedules, so, I mean, we figured we would be able to do it on the record.  Unfortunately we don't have it available for you today.

MR. SHEPHERD:  So I still ask the question:  When are you going to file the corrected versions?

MR. KEIZER:  Well, I haven't had an opportunity to consult with people, so we will determine that at the break, and we will advise you at that time.

MS. GIRVAN:  Could I just ask a question?  What was the last reference, the one that is up now?

MR. ANDRE:  That is OPDC Exhibit I, tab 5, schedule 11.  It is in attachment 1.

MR. KEIZER:  If we've gone through those too quickly, we are happy to step back and go through them a bit slower so that they can make notes on whatever documents they have as well.

MR. SHEPHERD:  Yeah, counsel must be aware that when we prepare for these things, we don't just look at stuff and then throw it aside.  We compare things to other documents.  And if we don't have the right numbers, we can't prepare properly.

MR. KEIZER:  Well, you now have the right numbers.

MR. SHEPHERD:  Yeah, well, the technical conference is starting now.

MR. MILLAR:  Okay, gentlemen, it is going to be refiled, so I would like to get us moving into the questions.  I do have a preliminary matter which I forgot.  We have Navigant on hold and available from Amsterdam, I believe.  But our understanding is people may not have any questions for him.  So if that is the case we would like to release him, but Mr. Shepherd, can you confirm you have no questions?

MR. SHEPHERD:  I have no questions.

MR. MILLAR  Okay.  Does anyone have questions for Navigant?  Okay.  So whoever is in touch with him can let him know that he will not be needed today.

With that can we proceed to the questions?  Very good.  Mr. Shepherd.

MR. SHEPHERD:  Thank you.
Examination by Mr. Shepherd:

MR. SHEPHERD:  I am going to start with Exhibit I, tab 4, schedule 4, attachment 1, which is the Orillia Power financial statements for December 31st, 2018.

So I guess these questions are to you, Mr. Hurley, or maybe to --


MS. GIRVAN:  Can I -- sorry, Jay, can I make a request?  When you are referring to the tab, can you just list the intervenor that you are referring to?  I think that is VECC, isn't it?

MR. SHEPHERD:  I don't know.  All I have is the financial statement.

UNIDENTIFIED FEMALE SPEAKER:  It is PWU.

MS. GIRVAN:  Oh, PWU.  Okay.  Because it's helpful, because I think they're different for the different cities, the tab.  So if you can just say PWU number 4, that would be helpful.

MR. SHEPHERD:  So I am starting on page 5 of 40, which is page 1 of the financial statements.  And I note that your cash position had dropped substantially from 2017 to 2018.  Is there any particular reason for this, or is this just normal variations?

MR. HURLEY:  It's normal variation.  We have had high capital expenditures that we do deplete our cash for those, but we also have lines of credit that we use to...

MR. SHEPHERD:  Sorry, you had lower capital expenditures...


MR. HURLEY:  Pardon me?


MR. SHEPHERD:  You had lower capital expenditures in 2018, so it can't be capital expenditures that caused your cash that go down, could it?

MR. HURLEY:  There are a lot of factors that go into how the ending cash number arises.

MR. SHEPHERD:  That affects the purchase price, right?


MR. HURLEY:  Pardon me?

MR. SHEPHERD:  Does that affect the purchase price?


MR. HURLEY:  The cash number does not.

MR. SHEPHERD:  It does not?  Okay.  Sorry, I thought it did.

MR. RODGER:  Mr. Hurley, can you move the microphone a little bit closer, please?  We're having a little trouble hearing you.

MR. SHEPHERD:  During 2018, did Hydro One have any involvement in managing Orillia's cash?

MR. HURLEY:  Absolutely not.

MR. SHEPHERD:  Okay, thank you.  My next one is on page 3, and you have a provision for PILs.  Now, I thought I read in the evidence that starting in 2016, you were subject to federal taxes.  Isn't that right?

MR. HURLEY:  So, yes, that is correct.  The fact of the signing of the SPA date, we payment subject to federal income taxes.  We are still calling it PILs on our statement, I guess.

MR. SHEPHERD:  But that's not correct.  This is audited, right?  Isn't this an audited statement?

MR. HURLEY:  Yes, it is.

MR. SHEPHERD:  And your auditor gave you a clean audit that you said you were going to owe PILs?  I don't understand.  Can you help me with this?  Is it just a mistake?  Or is it something more than that?

MR. HURLEY:  It's -- I mean, it's different wording than we would probably use, yes.  But there's no difference in the calculation; it is just wording.

MR. SHEPHERD:  It's not wording, Mr. Hurley, sorry.  PILs -- you are not subject to PILs, right?

MR. HURLEY:  OPDC is no longer subject to PILs.

MR. SHEPHERD:  Okay.  So then your audited statement is incorrect.  Is that right?

MR. HURLEY:  Those words could have been changed, yes.

MR. SHEPHERD:  The next one is on page 4.  It shows that in 2018, you paid a dividend.  You paid one in 2017, too, $480,000 to the city of Orillia.

Does that affect the purchase price?

MR. HURLEY:  So those dividends are actually paid to Orillia Power Corporation.

MR. SHEPHERD:  Yes.

MR. HURLEY:  Those dividends would reduce the amount of cash, and cash is not part of the purchase price calculation.

MR. SHEPHERD:  Okay.  So those dividends don't affect the purchase price?  I thought they did, and that is why I am asking the question.  Do you want to undertake to take a look at it?

MR. HIPGRAVE:  Cash is not included in the purchase price adjustment.  So if a dividend reduced the amount of cash, the cash impact does not go through to the purchase price adjustment.

MR. SHEPHERD:  And the fact that you paid a dividend doesn't reduce the purchase price?

MR. HURLEY:  No.

MR. SHEPHERD:  Okay, good, thanks.  Now I am on page 5, and I have two questions on page 5 of your financial statements.

The first is security deposits go up almost double.  Why did that happen?

MR. HURLEY:  We've had...

[Mr. Hipgrave and Mr. Hurley confer.]

MR. HURLEY:  We have had an increase in development over the last few years, and there would be deposits obtained from some of the developers that would be included in those numbers.

MR. SHEPHERD:  Okay.  And then my second question is a couple a few lines down, where it talks about your PP&E expenditures, and they're substantially down from 2017 to 2018.

Can you explain this?  Can you explain what happened?  Because this seems to be lower than your capital plan.

[Mr. Hipgrave and Mr. Hurley confer.]

MR. HURLEY:  So the 2377 you're referring to?

MR. SHEPHERD:  Yes, that's right.

MR. HURLEY:  It's lower than what we had in our capital plan, yes.

MR. SHEPHERD:  Yes.  Why?

MR. HURLEY:  Well, there were some activities that were not -- just not completed by year end.  I don't have the...

MR. SHEPHERD:  Well, here's what I'm driving at.  You're in limbo, right, between an independently operated utility and part of Hydro One, and it might be a good tactic or strategy to reduce your capital spending where it might end up being duplicative of Hydro One spending.  Have you done some of that?

MR. HIPGRAVE:  With the pending Hydro One deal that's been pushed off now -- I think it is close to or just over 1100 days since the original MAAD application was filed --we've had to make a lot of decisions on how we run this business.

Bottom line, we have to maintain the assets and run the business, so investments are going to be made because we have to maintain reliability within the system and serve our customers.

MR. SHEPHERD:  I understand that.  What I am trying to get at is not a transformer that has failed.  I get that.  You have to replace it.

What I am trying to get at is things like if you have an old bucket truck you may have decided, well, we shouldn't replace that because Hydro One has lots of bucket trucks.

Did any of that happen in 2017 and 2018?

MR. HIPGRAVE:  Through all our capital planning, our senior management team, our front line staff, and then up to the level of the board of directors, we review all of the expenditures and what is good utility practice, assets that should be replaced, expenditures that we could defer, we review all of that and we make the appropriate decisions paced on how we feel we need to run the utility.

MR. SHEPHERD:  That didn't really answer my question. Did you consider in specific capital expenditures whether they might end up being duplicative of Hydro One assets?

MR. HIPGRAVE:  Quite frankly, until the deal closes, we're running the utility.  So we're making the decisions that are best for the utility and best for the customers of Orillia Power Distribution.

MR. SHEPHERD:  I'm sorry, that still doesn't answer my question.  My question is a pretty simple question.  Either you considered the fact that you might end up being part of Hydro One or you did not.

Good practice, it would seem to me that you would consider that, but I am asking you.

MR. HIPGRAVE:  To refer to your example, if there were an opportunity with respect to a bucket truck perhaps that, you know, we could do additional maintenance and keep it running for another year, hopefully not another three years, if we could keep the utility or the bucket truck running for another year by putting some additional maintenance into it, we may consider that.  It is on a case-by-case, asset by asset basis.

MR. SHEPHERD:  Okay.  So I am going to ask you to undertake to provide a list of all capital expenditures that were deferred in 2017 and 2018 because of the pending -- because of the pending sale.  You can do it by undertaking.

MR. HIPGRAVE:  Sure.

MR. SHEPHERD:  Thank you.

MR. MILLAR:  We will call that TJ 1.1.

MR. SHEPHERD:  TJ?  Or JT?

MR. MILLAR:  JT, I'm sorry.
UNDERTAKING NO. JT1.1:  TO PROVIDE A LIST OF ALL CAPITAL EXPENDITURES THAT WERE DEFERRED IN 2017 AND 2018 BECAUSE OF THE PENDING SALE

MR. SHEPHERD:  My next question is on page 7, where you describe -- or where the financial statements describe the potential sale and its impacts.

I want to sort of -- and this may be a question for Hydro One; you may actually know the answer to this better than Orillia or Peterborough.  In 2016, OPDC ceased to be exempt under the federal Income Tax Act.

However, it is a conditional sale, because it needs approval.  If it doesn't get approval what happens then?  Does it go back to being exempt, and what happens to the interim period when it was never controlled by Hydro One?  Does anybody know the answer to that?

MR. HURLEY:  I don't think anybody does know the answer to that.  We're on very uncharted territory.  It is a very -- it is the first time that this has happened.  Even the Ministry of Finance, in discussions with them, is a bit confused about it.

So what will happen should the deal not be approved is very much up in the air at this point, and we will have to cross that bridge if we have to when we get there.

MR. SHEPHERD:  Has anybody, Hydro One or Orillia, sought to get a ruling from either the feds or the province on this?  Because you can get a tax ruling, right, on what happens?

MR. HURLEY:  So we are caught between two tax regimes right now.

MR. SHEPHERD:  Yes.

MR. HURLEY:  Who would you suggest we get the ruling from?

MR. SHEPHERD:  Well, it would be the feds if you're talking about the exemption.

MR. HURLEY:  So, no, we have not done that.

MS. RICHARDSON:  Hydro One has also not done that.

MR. SHEPHERD:  Sorry, I can't hear you.

MS. RICHARDSON:  Hydro One has also not done that.

MR. SHEPHERD:  All right.  So I am now on page 15, and it is a description of your DVAs, and particularly 1575 and 1576.  Can somebody give me a short explanation as to what the status of those is right now?

MR. HURLEY:  Which page are you referring to?

MR. SHEPHERD:  Page 15.  It's page 19 of 40 but page 15 of the financials.  You see the top, it describes 1575 and 1576?

MR. HURLEY:  So you will see that there is a balance in one of the notes --


MR. SHEPHERD:  Yes.

MR. HURLEY:  -- related to that.  That balance will grow more for the end of 2019, likely by a similar amount, 6- to $700,000.  We are not attempting to pay it down.

MR. SHEPHERD:  So basically the amount on page 12 -- on page 11, the 693, for useful lives, that is just one year?

MR. HIPGRAVE:  Jay, just to be clear, when you're referring to page numbers, are you referring to the "of 40" page numbers or the --


MR. SHEPHERD:  No, I am referring to page numbers of your financial statements.  Sorry.

MR. HIPGRAVE:  No, but just to be clear, so there's page -- it says page 15 of 40, and then over to the right it says page 11.  Which of those numbers are you referring to, just so --


MR. SHEPHERD:  The pages of the financial statements, page 11.

MR. HURLEY:  This one.

MR. HIPGRAVE:  Okay.

MR. SHEPHERD:  So that 693 is one year?

MR. HURLEY:  Yes.

MR. SHEPHERD:  And so then -- so the 2017 has been cleared already?

MR. HURLEY:  When you say "cleared" I am not sure what you mean.

MR. SHEPHERD:  It has been refunded to customers.

MR. HURLEY:  No, it has not.

MR. SHEPHERD:  Well, so then why didn't it increase from 2017 to 2018?

If it's easier, you can undertake to just reconcile this.

MR. HURLEY:  Can I just point you to page 13?

MR. SHEPHERD:  Sure.

MR. HURLEY:  The continuity schedule at the bottom section there, the change in PP&E useful lives estimate.  We went from 1900 as a liability in 2017 increased by 693 to the end of 2018.

MR. SHEPHERD:  Oh, I see.  So this is the -- sorry, on page 11 is the net movement?  Ah.

MR. HURLEY:  Yes.

MR. SHEPHERD:  Okay.  So you're getting net movement of 694 or something each year?

MR. HURLEY:  In that range.

MR. SHEPHERD:  Give or take.  Which means that you already now owe the customers 2.6 million, and by the time this case is over it will be another -- it will be like 3.3 or more?  Is that right?

MR. HURLEY:  That's correct.

MR. SHEPHERD:  Okay.  You haven't applied to have that cleared, have you?

MR. HURLEY:  No.  We did one such application a few years ago, and we did reduce the liability by about 1.3 million.  However, we haven't done one since.

MR. SHEPHERD:  Are you planning to do another one?

MR. HURLEY:  Not at this time, no.  We are awaiting the decision --


MR. SHEPHERD:  Okay.  So I will ask Hydro One.  If the sale is approved are you planning to clear this?  And if so, when?

MS. RICHARDSON:  My understanding from a conversation I had yesterday -- and I did mean to check that last night, so I'm sorry -- is that the addendum to the share purchase agreement requires us to clear this account at the time that the purchase is completed.  So it will be refunded to the ratepayers of Orillia at that point in time, once the OEB approves it, of course.

MR. SHEPHERD:  But it will then continue to accrue, right, for the deferred rebasing period?

MS. RICHARDSON:  No.  So once -- so this is the difference between the CGAAP and the modified IFRS, I believe.

MR. SHEPHERD:  Yes.

MS. RICHARDSON:  Right.  So once Hydro One takes over the assets and Orillia is fully integrated into us, we will be transitioning them to U.S. GAAP.

MR. SHEPHERD:  Yes.

MS. RICHARDSON:  So U.S. GAAP standards and CGAAP are very similar.  So at that point our financial statements will be in U.S. GAAP.  We don't see there would be any major differences between the two accounting standards.  So we would no longer populate that account.  But we would refund the balance that is there at the time the acquisition closes.

MR. SHEPHERD:  Sorry, you're saying there is no difference in the useful lives under CGAAP and U.S. GAAP?  Because I think your evidence is the opposite.

MR. FLANNERY:  So what Hydro One have done in looking at the useful lives of each system, so we did a high-level assessment of the average system life of Orillia, and at a high level, on average, those -- the system lives are on average similar.

So what will happen when Orillia's assets move into Hydro One's depreciation pools, they will be approximately equal, and they will then use Hydro One's depreciation rates under the Board-approved methodology going forward.

MR. SHEPHERD:  I'm recalling now -- and we will probably get to it later in my questions, but I am recalling that Hydro One has taken the position that once the deal is complete, any differences in useful lives and therefore depreciation are part of the synergies of the deal and you get to keep it.  Is that right?

MR. FLANNERY:  That's correct.  The depreciation rate -- so for example, what is on the record -- and if I could turn you to -- we are talking OPDC, but if I could turn you to PDI-VECC 19, table 1, I think it is -- it is just for reference.  Table 1 there.

So what we can see is that for forecasting purposes we have done a high-level blend of the depreciation rates and the comparisons between Peterborough and Hydro One.

And you can see there that the categories themselves are not materially different.  And the same will hold true for Orillia.

So there are small differences, but they really won't drive a material change or material difference.  For example --


MR. SHEPHERD:  Whatever the difference is, you are going to keep it?

MR. FLANNERY:  That's correct.  So the difference will be immaterial, and once Hydro One moves those assets
into -- Orillia's or Peterborough's assets into Hydro One's categories, there won't be a material change.

So we will be using those depreciation rates going forward for those assets.


And when we're bringing across rate base for Orillia of 35 million and for Peterborough approximately 75 million the addition to those categories in Hydro One's $7.5 billion worth of rate base, for example, this won't have any impact to the next time that Hydro One would perform a depreciation study.

So it won't -- those smaller amounts of rate base won't move the categories, the rate pools, or the depreciation rates materially, and that won't have an impact on either the acquired customers or the legacy customers.

So there won't be any harm to either acquireds or legacies.

MR. SHEPHERD:  If you have $5 million a year in rates at current depreciation rates and you started depreciating at four million, you're getting a million dollars a year which is going to be in rate base at the end of the next time you do cost of service, right -- which is why we have 1575 and 1576 in the first place.

MR. KEIZER:  The numbers, Mr. Shepherd, that you are indicating, the four and the five million, can you identify where -- is that just an example?

MR. SHEPHERD:  It is an example.  It is a couple of million each.

MR. KEIZER:  I see.

MR. FLANNERY:  The assets that we're bringing across from Orillia and Peterborough will be operated differently, managed, operated and maintained under a different -- whether or not it is material will be a different thesis compared to how they're managed at the moment.

So as I said, we undertook that high-level assessment of those useful lives and the system on average are approximately equal.

MR. SHEPHERD:  Okay.  I will come back to that.

On page 23 of your financial statements, the OPDC financial statements, you have a $10.5 million operating loan, pending approval of the sale.

Do I understand this to be a very short term loan just so that prior to closing, you can pay off the city and Infrastructure Ontario and have a clean balance sheet at the moment of sale?

MR. HURLEY:  Actually, Infrastructure Ontario has been paid off.  But, yes, you are correct.  That is the idea of it.  It is a very short-term facility.

MR. SHEPHERD:  Sort of like a daylight loan?

MR. HURLEY:  Yes.

MR. SHEPHERD:  Yes, okay, then it is nothing.

My next question is on page 24.  This shows that OPDC is quite highly under-leveraged.  Fair?

MR. HURLEY:  Relative to what?

MR. SHEPHERD:  Well, for example, the sixty-forty split that the Board allows.

MR. HURLEY:  I will agree with that, it is under-leveraged.

MR. SHEPHERD:  Okay.  And the result, I guess, is that your profits are somewhat lower, right?  No, your profits are -- actually no, sorry.  Your ROE is lower because of your under-leveraging, correct?

MR. HURLEY:  Are we talking regulatory ROE?

MR. SHEPHERD:  Yes.

MR. HURLEY:  It may be immaterially a bit lower.  I mean...

MR. SHEPHERD:  Well, you're doing $15 million of shareholders' equity, and the Board's ratio is ten.  That would be a big difference, right?

MR. HURLEY:  I'm not going to do those calculations in my head, but there would be a difference, yes.

MR. SHEPHERD:  All right.

MR. MILLAR:  We're hoping the witnesses can speak a little more loudly and clearly into the mics.  Some people at the back are having difficulty hearing.

MR. SHEPHERD:  Yes.  The microphones on the dais are not as loud as the microphones for the witnesses.

MR. HURLEY:  This is as close as I can get to it, so...

MR. SHEPHERD:  Okay.  So my next question is on page 26 of your financial statements.  So in note 11.2, you have the same error referring to PILs.  And indeed at 11.1, you have the same thing.

But here's what I don't understand.  For federal tax purposes, you get a fair market value bump, right?

MR. HURLEY:  At the date of the transition, the signing of the SPA.

MR. SHEPHERD:  Okay.  So that is not included in these calculations, is it?  I don't see the fair market value bump in there.

MR. HURLEY:  In what calculation are you talking about?

MR. SHEPHERD:  On page 26, it shows what your taxes are for 2018.  So even though it says PILs, it is not actually PILs, right?  It's federal and provincial taxes, and it doesn't look to me like you've included the fair market value bump.

MR. HURLEY:  So that calculation occurred in 2016.  The ripple effects of that are carried forward into 2018.  I am not sure what you mean.

MR. SHEPHERD:  Here's what I would like you to do.  Can you give us the T2 S1 calculation for 2017 and 2018 for OPDC?

MR. HURLEY:  And why would you need those?

MR. SHEPHERD:  Because then I can see that you have included the fair market value bump.

MR. HURLEY:  Well, I can tell you that it has been included.  The tax returns were prepared by our tax people, our auditing firm.

MR. SHEPHERD:  Hmm-hmm.

MR. HURLEY:  It was included in 2016 and it goes forward in 2017 and '18, but again I am not sure...

MR. SHEPHERD:  Most of your tax should have been gone because of that.

MR. HURLEY:  We have been able to -- because we
have -- because we did get the bump and we're able to write off the goodwill, we do have a larger write-off going forward in the end of 2016, 2017 and 2018.  So I would agree with that.

MR. SHEPHERD:  Well, yes, except that your provision for PILs in 2017, for example, is higher than the statutory rate.  How could that be if you've got a shelter?  That is just not possible.  That is why I want to see the calculations.

MR. HURLEY:  So these financial statements have been audited.  They have been reviewed by our auditors and tax specialists.

MR. SHEPHERD:  So this is the same auditors that think you are still paying PILs?

MR. HURLEY:  It's a very reputable C.A. firm that has audited these statements.

MR. SHEPHERD:  I am asking you to provide the T2 S1s for 2017 and 2018 for OPDC.  You can undertake to provide them or you can refuse.

MR. HURLEY:  We will do that.

MR. MILLAR:  That is JT1.2.
UNDERTAKING NO. JT1.2:  TO PROVIDE THE T2 S1S FOR 2017 AND 2018 FOR OPDC

MR. SHEPHERD:  So on page 31 of your financial statements, it shows a significant drop in what you are paying your board of directors.  I mean, obviously it seems unusual.  Can you tell us what happened?

MR. HURLEY:  Do you want to take that one?

MR. HIPGRAVE:  Sure.  There's recently been some changes in our board of directors and we've reviewed that with our shareholder.  And as a result of some of those changes, the costs were lower year over year and there was less committee work in the year 2018.  So some of those also impacted the total costs for board expenses.

MR. SHEPHERD:  Okay.  So why did that happen?

MR. HIPGRAVE:  Well, there would be a number of reasons.  There was a fair bit more work going on right after the transaction was announced.  And as I mentioned earlier, this has been an almost three-year experience -- in excess of a three-year experience now.

So when the transaction was initially entered into, there was quite a bit more work at our board level, at the committee levels in preparation.  But now we are on hold, so some of that committee work has slowed down.

MR. SHEPHERD:  So the 122 in 2017 is unusually high as opposed to the 36 in 2018, which is not unusually low.  Is that fair?

MR. HIPGRAVE:  I would say that 2017 is a little higher than normal, and 2018 is probably a little lower than normal.

MR. SHEPHERD:  Okay.  What involvement, if any, does Hydro One have in assisting in managing the utility?

MR. HIPGRAVE:  At this point, the deal is not closed.  Orillia Power is still running this utility, and that includes the senior management.  We have our own independent board of directors, and we are running the utility.

MR. SHEPHERD:  Did you change the composition of your Board to add more politicians and less independent people?

MR. HIPGRAVE:  We have no politicians on our board.

MR. SHEPHERD:  So it is all independents?


MR. HIPGRAVE:  Independent.

MR. SHEPHERD:  And so then why would the independents that you have now be getting paid a lot less than the ones you had a year ago?  I don't understand that.  It looks like it has something to do with the transaction, and that is why I am asking.

MR. HIPGRAVE:  Lower amount of board activity essentially in 2018.  As this regulatory process has dragged on we've ceased some of the pre-integration activities, and as a result of that those costs are lower.

MR. SHEPHERD:  So have you reduced things like -- what's a good example?  Things like strategic planning, long-term strategic planning, things like long-term reviews of compensation structures, those sort of things that might not matter in the end?

MR. HIPGRAVE:  No.  Because, quite frankly, as I keep coming back to, with this extended regulatory process that we're going through we need to look forward as if we're running this utility.  We're in the process of putting -- finishing our 2019 long-term capital planning.  We're following our regular process, which is a five-year outlook.  So we need to continue to run this as if we're running it forever, despite what might happen if this eventually gets approved by the regulator.

MR. SHEPHERD:  So you filed an affidavit in 2017, I am going to say --


MR. HIPGRAVE:  That's correct.

MR. SHEPHERD:  -- that basically said, lookit, we're losing a bunch of people and we're on hold waiting for this to get approved and it's difficult for us to run the utility.  Has that changed now?

MR. HIPGRAVE:  No.  It is still a challenging environment to run a utility where you've got this transaction hanging out there and waiting what seems like indefinitely, and we continue to run the business and make the decisions that we need to make to keep it running effectively and serve our customers.

Whether that means hiring people on a temporary or contract basis, you know, making those types of decisions from a staffing point of view, that's a day-to-day process.  But in the background we still have to take that long-term strategic view.

MR. SHEPHERD:  You were losing people in 2017, right?

MR. HIPGRAVE:  We're all losing people.  It is attrition.  I mean, and it is also a -- the circumstance that we're in, there is more uncertainty than there would be in a regular utility situation.  But we deal with it, and that is our job.

MR. SHEPHERD:  So you said a few minutes ago that you are on hold.  What do you mean by that?

MR. HIPGRAVE:  I don't know if I used the words "on hold".

MR. SHEPHERD:  I actually wrote it down at the time.

MR. HIPGRAVE:  What's that?

MR. SHEPHERD:  I said I wrote it down at the time as "I gotcha", sorry.

MR. HIPGRAVE:  Well, I may have used those words, but, yes, we are on hold in some respects because there is this uncertainty hanging over us.  But in spite of that it doesn't mean that you stop running the utility.  It doesn't mean that we stop investing in our assets.  It doesn't mean that we stop strategic planning, looking five years out and beyond even.

MR. SHEPHERD:  So when you say "on hold" it doesn't mean you are not doing stuff.  It means sort of in limbo and uncertain but still running the utility?

MR. HIPGRAVE:  We have to, of course.

MR. SHEPHERD:  So now you have an updated capital plan, right?  Five-year capital plan?

MR. HIPGRAVE:  Of course.

MR. SHEPHERD:  Okay.  Can you provide it, please?

MR. HIPGRAVE:  The figures that are behind those capital plans, they are in the filing.  So, I mean, I don't see the necessity to do that.  It shows -- and you can look at the consistency in the capital numbers from, you know, going back several years and then rolling forward in the next five to ten, and you can see that there's a consistency there that shows that we're continuing to invest in the assets of this company.

MR. SHEPHERD:  Mr. Hipgrave, one of the issues in this proceeding is the lack of a distribution system plan for the company.

MR. HIPGRAVE:  Hmm-hmm.

MR. SHEPHERD:  And if you have a capital plan, it will show that you are still doing the five-year planning that the Board wants to see.  So it is important that the Board see that you are still doing that and that you've done it in a thorough and thoughtful way.  That is why I am asking for it.

I assume you don't have a full-scale distribution system plan, but whatever you have will be helpful to the Board and to the parties.

MR. RODGER:  Now, Jay, as you will recall from the last procedural order, the purpose of this technical conference was very limited to clarifying interrogatories only.  I guess I am struggling with how does this request for additional information, how does it clarify an interrogatory?

MR. SHEPHERD:  Well, do you want me to wait until I get to the interrogatory that says we don't have a distribution plan and then ask that question?

MR. RODGER:  I think we have already established that, if that is your question.  There is no distribution system plan at the moment.

MR. SHEPHERD:  Okay.  So they have something that is almost like a distribution system plan or some ways there.

MR. RODGER:  How does that clarify -- which interrogatory are you pointing to of yours?

MR. SHEPHERD:  I am happy to wait to -- until we get to it.

MR. RODGER:  Well, let's wait for it then.

MR. SHEPHERD:  Okay, good.  If you guys are going to continue to stonewall on the information we're going to have a problem here.

MR. RODGER:  The issue isn't having a problem.  The issue is to focus on the procedural order, and we will take a look at it.  The Board was very clear, the purpose of this technical conference was to clarify interrogatories only.  That is the scope, and that is what we will be insisting upon.

MR. SHEPHERD:  Okay.  I am on page 32 now of your financial statements.  Now, in your related-party transactions you don't include Hydro One as a related party.  Right?

MR. HURLEY:  That's correct.

MR. SHEPHERD:  So even though from a federal tax point of view you are related, in fact, right?

MR. HURLEY:  That's also -- that's a fair point.

MR. SHEPHERD:  But from an accounting point of view, you're not?  Which is what this is.  Right?

MR. HURLEY:  Right.

MR. SHEPHERD:  Okay.  So I am going to ask you to prepare something similar to note 15 but with Hydro One obligations both ways.

MR. HURLEY:  Note 15?

MR. SHEPHERD:  So note 15 is your related-parties transactions.  So instead of the related parties, Hydro One.

MR. HURLEY:  I believe that there was an interrogatory where we responded to that.

MR. SHEPHERD:  Oh, yeah?  Okay.  Well, I didn't see it, but if you can --


MR. HURLEY:  Like, what you are looking for is transactions between Hydro One?

MR. SHEPHERD:  And OPDC.

MR. HURLEY:  I know there is an interrogatory that we responded to that issue.

MR. SHEPHERD:  Can I suggest -- I will defer that, and --


MR. HURLEY:  I will try to find it.

MR. SHEPHERD:  -- maybe at the break you can find out where it is, or maybe I will find out where it is.

MR. HURLEY:  Yeah.

MR. SHEPHERD:  Okay, thanks.  And that is it for those financial statements.

Now, next is the Peterborough financial statements.  And that would be you, Mr. Stephenson?

MR. JOHN STEPHENSON:  Yes.  That would be me.

MR. SHEPHERD:  Okay.  I have many less questions on your financial statements.  So on page 3 of your financials you show a substantial increase in your net income.  It is actually -- your income before the deferral accounts is a big jump, but it is still a substantial increase.

Do you have any particular idea why that happened?

MR. JOHN STEPHENSON:  First, if I could see it.  I don't have it in front of me.  Do we have the income statement up?

MR. SHEPHERD:  It's the Peterborough 20 --


MR. JOHN STEPHENSON:  I know what it is.  I just need to see it.

MR. KEIZER:  What IR is that in?

MR. SHEPHERD:  It was sent to me by Mr. Rodger yesterday.  So I am on page 3 of those financial statements.

MR. JOHN STEPHENSON:  Page 3.

MS. GIRVAN:  Just so we know going forward, which IR is this?

MR. SHEPHERD:  It isn't a IR.  It was sent to me by Mr. Rodger.

MS. GIRVAN:  Do we need to mark it as an exhibit, then?

MR. SHEPHERD:  Probably.

MR. MILLAR:  This is not filed on the record?

MR. SHEPHERD:  Not yet.

MR. MILLAR:  Well, it is now, because it is.  KT1.1, and it is the -- sorry, it's the Peterborough financial statements?

MR. SHEPHERD:  For 2018.

MR. MILLAR:  Thank you.
EXHIBIT NO. KT1.1:  PETERBOROUGH DISTRIBUTION INC. FINANCIAL STATEMENTS.

MR. JOHN STEPHENSON:  I am just waiting for it.

MR. MILLAR:  Do you have it?

MR. JOHN STEPHENSON:  I am just waiting for it.  I am seeing the audit report, I think.  Are we on -- I have got a different thing up here.  Keep going, please.

MR. SHEPHERD:  So you see the net income increases from 1263 to 2121?

MR. JOHN STEPHENSON:  Yes.

MR. SHEPHERD:  Can you just sort of generally explain why that happened?  Is it anything unusual?

MR. JOHN STEPHENSON:  Not that comes to mind.  Obviously the distribution tariff is up by, it looks like, 650,000 with the OM&A looking fairly flat.  So I would think that there's no real reason for that that's apparent from the financial statements.

I will say that I think in 2018, in my recollection, was a good year for the avoidance of unusual circumstances, for instance storm response.

So if it's an unusual season where we have to spend a lot of time addressing circumstances, storm response, emergency, that type of matter, that can fluctuate the results quite a bit.  And I think my recollection is 2018 was probably a softer year in that regard, which probably would have helped with the numbers.

MR. SHEPHERD:  Thank you.  My next question is page 16, and this is the note on income taxes.

MR. JOHN STEPHENSON:  Yes.

MR. SHEPHERD:  It correctly says that you are still liable for PILs, and the reason is because you have an asset sale, right?

MR. JOHN STEPHENSON:  Well, the real reason is there hasn't been a change in our tax status.  So we're still under the PILs regime because we have not fallen out of section 149 of the Income Tax Act.

MR. SHEPHERD:  Understood.  But the reason for that is because your transaction is not a share sale.  So when you signed the agreement, you didn't change tax status, right?

MR. JOHN STEPHENSON:  Well, just to be clear, you are comparing me to this circumstance of Orillia's, which I have no knowledge of.  So I can only speak to the absolute of what we are about, and I can tell you that an asset sale, or the way that this was constructed, would not have changed our identity under 149 of the Income Tax Act.  Therefore, we would still be under PILs.

MR. SHEPHERD:  Now, at the time the transaction closes and the assets are sold, right, there is still a fair market value bump, isn't there?

MR. JOHN STEPHENSON:  In what context are you asking that?  From a tax perspective or from a purchase price perspective?

MR. SHEPHERD:  From a tax perspective.

MR. JOHN STEPHENSON:  From a tax perspective, the asset sale is a sale of assets in the business of PDI proper.

So for our purposes, there is obviously an allocation of that consideration across the net assets that are being acquired, and that consideration will reflect the transaction price, obviously.

MR. SHEPHERD:  So if there is a premium, which there is, then the result is that that could cause recapture and a capital gains, and a goodwill sale, all of which would be taxable under the Electricity Act, right?

MR. JOHN STEPHENSON:  Correct.

MR. SHEPHERD:  And similarly, Hydro One would then get those assets at a higher value, whatever the value was that you paid tax on?

MR. JOHN STEPHENSON:  Well, that's a question for Hydro One as the receiver of it.  But I can only speak to what the implications are for the exit of the assets out of our company, right?

MR. SHEPHERD:  So you don't pay a departure tax in the normal sense, but the tax you end up paying on the premium is sort of the same, right, similar?

MR. JOHN STEPHENSON:  I wouldn't characterize it that way.  Obviously there is the mechanics that you have to follow under the PILs legislation, whether it is transfer tax or other taxes that are exigible on the disposition of those net assets, period.

So whether one resembles the other or how that actually works is not really of that much consideration for us.  We're actually calculating what the net impact is for the disposition of the net assets.

MR. SHEPHERD:  So when you did this deal, presumably somebody talked about how are we going to structure it, is it going to be a share sale or asset sale.  This is the first one that Hydro One has done which is an asset sale instead of a share sale.

I assume that you were involved in that, were you not?

MR. JOHN STEPHENSON:  Well, clearly we wouldn't -- we agreed to it being an asset sale.  So yes, there were discussions on both sides individually, I think more so as a potential purchaser and a potential vendor about what the implications of that versus shares would be.  And there might have been commercial considerations as well, and I can't speak for, obviously, Hydro One.

MR. SHEPHERD:  Well, no I am only asking about the Orillia side.  I am going to get to Hydro One in a second.

MR. JOHN STEPHENSON:  PDI's side.  I'm with you.

MR. SHEPHERD:  Sorry, I am confused.  So when you looked at the asset sale versus share sale, I would think that you would do the math to see which has a higher tax consequence to us, and would have found they're roughly the same.  Didn't you do that?

MR. JOHN STEPHENSON:  We would have obviously done the analysis to see what would put us in the best position as the potential vendor to have the best return for the proposed transaction, period, okay.  And that would have been done on, under any offering that would occur.

So whether that was better than one form or the other, or whether there was a comparison there under, I can't necessarily point to.

Obviously, we would have looked at what is in the best interests of the corporation selling the assets and obviously net proceeds, net of tax would be a consideration.

MR. SHEPHERD:  So you concluded that an asset sale has lower tax costs than a share sale?

MR. JOHN STEPHENSON:  No, I didn't conclude that.  In fact, what we did is we looked at the full package of what the offer was.  I mean, it is not just about tax.

Tax is a consideration.  It's also about the actual price that's being offered and the other elements of the overall proposal, and you obviously look at tax as one element of that when you are evaluating whether that is a good proposal for the company.

MR. SHEPHERD:  So are you telling me that you never looked at whether the same deal structured as a share deal would be more or less expensive from a tax point of view?  Are you an accountant?

MR. JOHN STEPHENSON:  I am a CPA, yes, I am.

MR. SHEPHERD:  I would have thought it would sort of be a natural thing, is this the best way to do it from a tax point of view.  Did you not do that?

MR. RODGER:  I was just going to say -- sorry to interrupt, but I am struggling with the questions because as the Board has made very clear, what other transactions could have been -- share sale, asset sale, whatever -- are completely irrelevant to the no-harm test.

The Board has made it very clear that all that is relevant is the actual transaction that was brought before the Board.  So I am not sure where this is going, Mr. Shepherd.

MR. SHEPHERD:  I am trying to get the witness, who is a CPA, to get on the record something that the Board will want to know, which is that the tax payable by PDI is roughly the same as a departure tax payable if it's done as a share sale.

That's all the Board needs to know.  I am struggling with why it is so difficult to get you to say that.  It's true.  It's obvious.

MR. JOHN STEPHENSON:  Well, may I say, I don't agree that it has any relevance to the Board.  This was a consideration that was made by ultimately our shareholder and our counsel as to what the best form was, period.  And the net proceeds are in the domain of those that had the authority to make the decision to actually sell the assets.  So I don't see the relevance of it.

MR. SHEPHERD:  Okay.  Then let me turn to Hydro One.  Who answers the tax questions?

MS. RICHARDSON:  Between Mr. Flannery and myself, we will struggle to answer the tax questions.

MR. SHEPHERD:  Neither of you is a CPA?

MS. RICHARDSON:  We both have accounting designations, but not of the CA, CPA.

MR. SHEPHERD:  All right.  So my question is, on an asset sale, you get a fair market value bump, right?

MR. FLANNERY:  Hydro One Inc. will receive the benefits of the fair market value bump.

MR. SHEPHERD:  Is Hydro One Inc. buying the assets?

MR. FLANNERY:  I believe -- I'd have to check.

MR. SHEPHERD:  I thought it was Networks that was buying the assets.  Maybe I am wrong.

MR. FLANNERY:  It is a numbered company.  So from what I am reading in Staff 16 part D, the purchase price paid by this numbered company, 1937680, will be purchasing the company.  It's not actually Hydro One Distribution or Hydro One Networks Inc.

MR. SHEPHERD:  And the numbered company is owned by Inc.?

MR. FLANNERY:  I believe so, yes.

MR. SHEPHERD:  And so the assets will go in at their higher tax carrying values to the numbered company, and then you will do a wind-up under section 88 to pass those higher tax costs on to Inc., is that right?

MR. FLANNERY:  Could you just repeat that for me, please?

MR. SHEPHERD:  In order to pass the tax costs up to your parent company, you have to wind-up into the parent company and then the parent company gets them at the higher tax cost.

MR. FLANNERY:  I don't want to speak out of turn on what I believe will happen.  I believe that one course of action will be to wind up the numbered company and to move those -- the premium or the advantage of that premium into Inc.

What I think it is important to clarify is that any -- there will be no change to the rate base of the regulated entity, Peterborough Distribution Inc., when it comes over and sits those assets in Hydro One Networks Inc.

MR. SHEPHERD:  The rate base will be the same?

MR. FLANNERY:  The rate base will be the same.

MR. SHEPHERD:  The tax values will be higher?

MR. FLANNERY:  But however, those tax values I don't believe will come into Inc., or if they do they will be differentiated between the regulatory construct going forward and the tax consequences of whoever holds that -- those --

MR. SHEPHERD:  See, what happens in a share sale is that there is a fair market value bump and there is a tax shelter for a relatively long period of time because of the premium.  And Hydro One Networks enjoys the tax shelter.  There is a court case going on about it right now.

So what I am trying to get you to agree to, because I don't want to have to do this in a hearing, is that the same result applies when you do it by way of an asset sale.  If you don't know the answer to that, that's fine.  Then I can get you to undertake to provide the answer.

MS. RICHARDSON:  Neither of us are tax experts, so...

MR. SHEPHERD:  Can you undertake to provide an answer as to, is there a future tax shelter and is it similar to the tax shelter that arises on the fair market value bump in a share sale?

MS. RICHARDSON:  Yes, we can.  I think, though, what we have written in evidence is that if the parent company is the one who is incurring the cost, we're following the "benefits follow costs" principles.

MR. SHEPHERD:  Yeah, until the court decides what they believe about it, because right now the Board says no.  Right?

MR. MILLAR:  I think we have the undertaking.  It is JT1.3.
UNDERTAKING NO. JT1.3:  TO PROVIDE AN ANSWER AS TO, IS THERE A FUTURE TAX SHELTER AND IS IT SIMILAR TO THE TAX SHELTER THAT ARISES ON THE FAIR MARKET VALUE BUMP IN A SHARE SALE.

MR. SHEPHERD:  So back to you, Mr. Stephenson, I think.  I am looking at page 19 of your financial statements.  And as with OPDC, also in the case of Peterborough, PDI, your capital additions appear to have dropped from 2017 to 2018.

So can you just look through that breakdown and tell me, was there some aspect of what you were doing in 2018 that was deferring expenditures that might be duplicative of Hydro One assets?

MR. JOHN STEPHENSON:  Could I ask that we go to the statement of changes for a second, please.  Third statement, please.  I don't want to look at this note.  It doesn't help me.

MR. SHEPHERD:  Statement of changes?

MR. JOHN STEPHENSON:  Statement of changes in financial position.

MR. SHEPHERD:  Not changes in equity?  Changes in --

MR. JOHN STEPHENSON:  No.  Changes in financial position, please --

MR. SHEPHERD:  Page 6?  Used to be called statement of changes in financial position.  Now it is called statement of cash flows, right?

MR. JOHN STEPHENSON:  Correct.  Perfect.  So when I look at this year on year, if you look at purchase of property plant and equipment at 5.8 million versus 5.1 gross, and then you take into account the deferred contributions which are above, the receipt of $600,000 in 2018 and the receipt of 1.7 in 2017, the net of those would be approximately 4.1 million net capital in 2017 versus about 4.5, if my calculation is right, on a net basis between the years.

I don't see a substantial difference between the two.  I would point out that obviously when you have a high level of deferred contributions coming in, it is indicative of, you are probably doing a lot of work that is being externally driven, as opposed to infrastructure or what you would call system renewal type expenditures.  And any fluctuation between the years is very much dictated by the level of activity and the timing of activity from an external or system access activities.  So I don't see a large change there.

Having said that, I think the second part of your question was, was there any avoidance of -- could you play that back to me so I can just do the second part.

MR. SHEPHERD:  Capital expenditures that might be duplicative of Hydro One assets, like you have an old bucket truck and you don't need to replace it, they have lots.

MR. JOHN STEPHENSON:  Right.  There has been no avoidance of any expenditures because of the knowledge of it being or the expectation that it would be duplicated at all.

We continue to run the business the best that we can with the people that we have to try to provide the service, the best service that we can do.

You are aware, and I am sure in the APA you know that there is a certain level of expenditure that requires in this waiting period a check-off for approval from the potential purchaser, and I can say that we haven't done much of that at all or had need to do that.  So it's been pretty much business as usual.  That also to me is sort of indicative that there hasn't been any avoidance or any deferral of duplicative type of activity.

MR. SHEPHERD:  So your WIP is also down by a million, and so that is why the combination of that plus the reduced additions made me think that looks like you are trying to be careful.

MR. JOHN STEPHENSON:  Yes.  I would say to that, I would never look at the flux of WIP as necessarily being indicative of much.  A lot of that can sometimes be just to cut off at the year end depending on whether a job is actually closed or not.  If it is closed out it meets the activity requirements of recognizing it as an asset, it is.

There could be a lot of things at the end of the year that are still in flight, and that is not necessarily a great marker for activity levels.  It is some, but I wouldn't put a lot of credence in it.

MR. SHEPHERD:  Okay.  The other question I have on page 19 of your financial statements is the line "transfers".  Maybe you can just describe what that is.

MR. JOHN STEPHENSON:  It would look to be like it is obviously pertaining to WIP.  So back to my earlier comment, to the extent that there are items that are closed off, they're being pulled out of WIP and put into the regular additions.  That would be my view of that note.

MR. SHEPHERD:  Hmm, all right.  Thank you.

So I have just one more question on your financials.  It is on page 27.  You will see that your miscellaneous revenue in note 16 went from 67,000 to 510,000.  Do you know what that is?

MR. JOHN STEPHENSON:  No, I don't.  Not without looking at it.

MR. SHEPHERD:  So it wasn't one big transaction that you can say, oh, yeah, okay, we had a special thing happen.

MR. JOHN STEPHENSON:  Not that comes to mind.  I think it would be -- I don't know without looking at it.

MR. SHEPHERD:  All right.  That's all of my questions on the financial statements.  I don't have any questions on the Hydro One financial statements.

Should I continue or do you want to take a break?

MR. MILLAR:  I think we can go for another ten or 15 minutes.

MR. SHEPHERD:  Sure.  So I am going to start with OPDC-SEC interrogatories.  And I am just going to go through them one by one.

So the first one asks about -- this is SEC 1.  So 1-2-1 in 18270.  And on the second page you say that your departure taxes were 1141 and you have accrued 942.  And I looked at the bottom calculation and I don't understand what's going on there.

MR. SHEPHERD:  Can you just sort of give me a high-level explanation?  I was a tax lawyer, so I should be able to figure this out, but I couldn't.

MR. HURLEY:  So 1141 was the total taxes paid for the year; 942 was the amount relating to the actual departure.  So I tried to kind of split them apart.

MR. SHEPHERD:  Oh, I see.  So the impact of the deemed disposition is not 1141.  That is the total taxes?

MR. HURLEY:  Yeah.

MR. SHEPHERD:  All right.  That explains it quite well.  Now, you haven't paid the departure tax yet, right?


MR. HURLEY:  No, we have not.

MR. SHEPHERD:  Why not -- aside from the fact that it is a million dollars?

MR. HURLEY:  Well, that is actually a factor.  But no, we haven't paid them because we feel like we're in this uncertain limbo.  We also have to -- part of the share purchase agreement is that we must agree with Hydro One at the end of the day on the allocation to the asset classes. We haven't done that yet.

We don't want to refile this.  We just want to do it once.  We put the Ministry of Finance on notice.  We've let them know where we're at and they're fine with that.  They know it is out there.

MR. SHEPHERD:  They haven't seized your bank account yet?

MR. HURLEY:  Pardon me?

MR. SHEPHERD:  They haven't seized your bank account yet.

MR. HURLEY:  No, they have not.  And we're basically waiting resolution of this transaction.  At that point, we will finalize.

MR. SHEPHERD:  As I understand how the SPA works, OPDC has to pay the departure tax.

MR. HURLEY:  That's correct.

MR. SHEPHERD:  But it does then adjust the purchase price, right?  That payment adjusts the purchase price because it changes the working capital.

MR. HURLEY:  If we left it as a payable, say we didn't pay it by close, that would reduce the purchase price because it is a working capital adjustment.

MR. SHEPHERD:  Oh, so whether you pay it or not, you still -- it still reduces the purchase price, or reduces your cash?

MR. HURLEY:  OPDC is paying, one way or another, for the departure tax.

MR. SHEPHERD:  All right.  Then below that, you have a discussion of the deferred tax asset.

Now, that 2214, that is not because of the departure tax, right?

MR. HURLEY:  That's basically the amount of goodwill that was -- not all of it.  I mean, there's other changes between CCA and depreciation for PP&E, but most of it is related to the goodwill that was recognized at departure.

MR. SHEPHERD:  Okay.  And as I understand it, and I guess this is a question for Hydro One, the premium or the -- yeah, the premium is being treated as a purchase of goodwill rather than a bump in the asset values, right?

MR. FLANNERY:  That's correct.

MR. SHEPHERD:  So I don't understand why you're not going through the assets and figuring out what their fair market value is.  Isn't that what you are supposed to do?

MR. FLANNERY:  That is what we're doing.  We will be recognizing at day one of acquisition the fair market value of the assets, and the fair market value of the assets for regulatory purposes are akin to net book value.

MR. SHEPHERD:  So that seems unusual, right?  It hasn't been true in any other acquisition you have done, so I don't understand why it is in this one.

MR. FLANNERY:  I don't believe that's the case.  I believe that for regulatory purposes, the acquisition of the vendors' rate base and assets are brought over at net book value, which is, for regulatory purposes, akin to the fair market value.

MR. SHEPHERD:  Yes.  So -- the first part I agree with.  The regulator requires that you transfer it over at book value.

But from a tax point of view, you have to treat it as fair market value, right?

MR. FLANNERY:  And I am not a tax expert by any means, but from a tax point of view, that may be correct.

MR. SHEPHERD:  But you're saying the fair market value and the book value are the same?

MR. FLANNERY:  I'm telling you that the net book value and fair market value, for regulatory purposes in terms of a calculation of the regulatory construct, are the same.

MR. SHEPHERD:  I have never seen that, so it is a little bit surprising.

The reason I am asking that is because if you go to page 5 of SEC number 2, what you will see is the calculation of how you are going to charge the deferred tax asset against taxes, and it's a 7 percent rate class because it is ECE.

But that is much less than it would be if you had bumps in the assets, the hard assets themselves, typically.  So I am wondering why you would do that.

MR. FLANNERY:  My limit ends there in terms of tax knowledge.

MR. SHEPHERD:  Okay, I will leave that for now.  So I want to ask about, in SEC number 3, a couple of things.

Your OPDC status quo forecast -- first of all, who did it?  Did OPDC do it, or did Hydro One do it?

MR. HURLEY:  What are we talking about?  The OPDC status quo?

MR. SHEPHERD:  Yes.

MR. HURLEY:  Yes, we did that.

MR. SHEPHERD:  You did that.  Okay.  So what's the assumed long-term debt rate in your status quo?

MR. HURLEY:  We used the latest available Board-approved rates that we had at the time, and I believe it was 4.16.

MR. SHEPHERD:  So you did not use the 6.25 on the note?

MR. HURLEY:  No, we did not.

MR. SHEPHERD:  But that's --


MR. HURLEY:  That is looking out to 2030.  We went all the way out using 4.16.

MR. SHEPHERD:  But Hydro One, when you did the ESM calculation, you used 6.25, right?

MR. FLANNERY:  That's correct, for the ESM it uses the rates embedded in Orillia's last approved cost of service.

MR. SHEPHERD:  So if we looked at the difference between the interest in the status quo calculation and the ESM calculation, that's that difference of 6.25 to 4.16?  You didn't make any other adjustments?

MR. FLANNERY:  No.

MR. SHEPHERD:  Okay.  And Hydro One's long-term debt rate, is it lower than 4.16 or higher?

MR. FLANNERY:  The recently approved Hydro One Distribution debt grade in its last application was higher than the Board's 2019 approved cost of capital, I believe.

MR. SHEPHERD:  It is like 4.3 or 4.25 or something, right?

MR. FLANNERY:  It is higher.  I think it is in, it is in A-3-1 and I can -- let's check.  It may not be in A-03-01.  It may be in attachment 20 to either application.  I believe the number is -- so this is attachment 20,
page 2 -- 4.47.

MR. SHEPHERD:  All right.  And then also on number 3, SEC number 3, you talk about the increase in capital expenditures for the new OPDC operation centre.

Now, first I want to ask the question of OPDC.  You have a plan that if you are not acquired, you are going to have to build a new op centre, right?

MR. HIPGRAVE:  That's correct.

MR. SHEPHERD:  And that's in roughly 2027, 2028?

MR. HIPGRAVE:  I believe in the schedules it falls in 2028, assuming that year one is 2020.

MR. SHEPHERD:  Now, you actually have a sort of a fairly urgent need for that, don't you?

MR. HIPGRAVE:  Urgent is a relative term.  We began a process in 2013 of having a full-scale building assessment done by professionals.  And as a result of that, there was obviously, you know, options to repair, refurbish or replace.

And at that time the decision was that we would begin the process of looking to design a new building, as that was the most -- the best fit really going forward for the organization, the best business decision.

We engaged an architect in 2014 to, you know, study our needs current and looking forward.  We were in the process of essentially designing a building when the discussions began with Hydro One in 2015, four years ago.  And we -- at that point we put the plans for a new building on hold in order to await the outcome of the acquisition by Hydro One.

So in the event that the transaction doesn't go ahead, we're looking to bring that back online, and we've pushed it out a few years because there will be other priorities and...

MR. SHEPHERD:  So the -- if there was no transaction, if Hydro One hadn't come along and, you know, sort of changed the direction, you would have that ops centre by now, roughly, right?  That was your original plan?

MR. HIPGRAVE:  One would hope that it would be done by now.

MR. SHEPHERD:  So you are going to have it, assuming this is not approved, you are going to have it nine years later.  Is that a problem?

MR. HIPGRAVE:  When you look at these things, I mean, we've got to look at what are our priorities going to be in the event that this transaction isn't approved?

Clearly our number-one priority, which is a fairly all-consuming process, is filing a cost-of-service application, because we haven't done one since 2010.

So, you know, whether that building ultimately gets built in 2028 or through our strategic planning and our long-term capital planning, it shifts a couple of years or a year or two either way.  That may be the case.  But at this point we know we need a new building if we're running this utility long-term.

And in the interim, you know, we will continue as we've done to manage with a 65-, 70-year-old facility, do the repairs that are required, and when the new building is online we will be in it.

MR. SHEPHERD:  And that leads to Hydro One because, as I understand it, one of the things in your most recent distribution case was a regional operation centre, wasn't it?  In Orillia?

MR. FALTOUS:  I believe you're talking about our integrated system operation centre?

MR. SHEPHERD:  No.  I am talking about the regional operation centre, different things.

MR. FALTOUS:  Correct.  So to clarify, we have identified a need to build a new ops centre.

MR. SHEPHERD:  Okay.  So then that ops centre is going to replace the $8 million ops centre for OPDC, right?

MR. FALTOUS:  So the need for the ops centre is there irrespective of this transaction.  If the transaction proceeds, then we may have a location for that new ops centre, but the need is there irrespective.

MR. SHEPHERD:  I guess my point is that you wouldn't necessarily put it in Orillia if you weren't buying Orillia Power, right?

MR. FALTOUS:  Correct.  Now, ultimately we are looking at facilities within the vicinity and we're trying to consolidate those facilities and that is what is driving the need for the new ops centre, so if we were also to acquire Orillia then it would make sense to have it somewhere that could serve the needs of all of the areas that would ultimately be served by this ops centre.

MR. SHEPHERD:  Now, the -- in the rate case -- and I am just doing this from memory.  I don't have the cite.  In the rate case I think you said you already have the land for that regional ops centre, and it is in Orillia; isn't that right?

MR. FALTOUS:  I can't confirm.  I don't believe anything has been finalized as of yet.

MR. SHEPHERD:  So you don't know where it is going to go yet?

MR. FALTOUS:  So we have a -- this is something that, you know, I think I would need to double-check, but I believe we have a planned location, but it has not been finalized.  We do not have firm plans in place.

MR. SHEPHERD:  Okay.  Can you undertake to provide the status of the regional operation centre?

MR. FALTOUS:  Sure.

MR. SHEPHERD:  You know, has the land been acquired, has the location been finalized, all of those sort of things, where exactly you are.  I am trying to see whether the ops centre for Orillia is really incremental or not.

MR. FALTOUS:  Hmm-hmm.

MR. MILLAR:  The undertaking is JT1.4.
UNDERTAKING NO. JT1.4:  TO PROVIDE THE STATUS OF THE REGIONAL OPERATION CENTRE.

MR. SHEPHERD:  And is this a good time for a break now?

MR. MILLAR:  Yes, it is.  So let's come back in 15 minutes.  That is about twenty after.  Thank you.
--- Recess taken at 11:05 a.m.
--- On resuming at 11:25 a.m.

MR. MILLAR:  Okay.  Welcome back everyone.  Mr. Shepherd, are you prepared to continue?

MR. SHEPHERD:  I am.  My next questions are on SEC number 5 for Orillia, or for the Orillia transaction, and this is a question for Hydro One.

You say that the total cost in 2019 to serve UR customers is 389, and the total cost to serve residential customers in Orillia is 440.

So does that mean that the UR rates in 2019 for Hydro One are lower than the residential rates for OPDC for 2019?

MR. ANDRE:  So the UR number is from our 2019 -- or from our recent application, where we ran a cost allocation model in 2018 and then this is the 2019 extrapolation of that.  And that is the cost to serve.

So the 2019 is the number that would be, if they -- I assume that is the status.  Just bear with me.

Yes, that would be assuming the status quo rates were actually -- or the status quo revenue requirement was actually reflected in rates.  That is the status quo revenue requirement for OPDC in 2019, which is not reflected in the rates because the rates are, you know, last rebased in 2010 and they have had some IRM adjustments since then.  But it wouldn't reflect the status quo revenue requirement.

MR. SHEPHERD:  So the revenue requirement for 2019, in your status quo calculation, is 9.88 million, right?  That is what this says.

MR. ANDRE:  That's correct.

MR. SHEPHERD:  And their financial statements says that in 2018, it was 8.9.  So you're saying that difference, a million dollars -- and it would be a little more this year because obviously with growth, but that million dollars reduces that 440 down to some other number, because that is what is collected in rates, right?

MR. ANDRE:  Sorry.  What is collected in rates?

MR. SHEPHERD:  The 8.9, or 8.9 plus whatever the increase is from 2018 to 2019.  The 8.9 is from their financial statements, their operating revenue from the 2018 financial statements, 8909.

MR. ANDRE:  As I say, the reference for those numbers is attachment 18 to Exhibit A-5-1, I guess.  And there is a status quo.  The status quo cost in 2018 is not the number that you are referencing in their -- from their financial statements, which is why I am confused.

I am going by what OPDC has provided as their 2019 status quo revenue requirement.

MR. SHEPHERD:  But the 2019 -- so your 2019 status quo revenue requirement assumes rebasing, right?

MR. HURLEY:  Yes, it does.

MR. SHEPHERD:  All right.  And so you're assuming that there's going to be a million dollar increase in your revenue requirement if you rebase?

MR. HURLEY:  For 2019, yes.

MR. SHEPHERD:  But you are already making lots of money.  We saw that your ROE, even with your low leverage, is still quite high.

MR. HURLEY:  So I am not sure what difference that makes.  Like if we're just trying to calculate ultimately what our revenue requirement would be in 2030...

MR. SHEPHERD:  No, this is 2019.

MR. HURLEY:  No, I know.  But I used the same methodology across the board just to calculate a -- if we were rebasing in that year, this is what we would need.  So I used our current -- like at the end of 2019, I used our projected rate base, you know, projected rates, that's what we would need if we were rebasing in 2019 based on our balance sheet status right now and our OM&A.

MR. SHEPHERD:  Do you have the calculation for that 9 million 880?

MR. HURLEY:  Pardon me?

MR. SHEPHERD:  Do you have the calculation for that
9-million-880, and what all of the assumptions were and everything?

MR. HURLEY:  Yes, I do.

MR. SHEPHERD:  Is it something different from what is in attachment 18, or is that everything?

MR. HURLEY:  No, those are my numbers as well.

MR. SHEPHERD:  No, that's your resulting numbers.  But presumably to get to those numbers, you built up to them with a bunch of assumptions, what should go into this line, what should go into this line, right?

MR. HURLEY:  Correct.

MR. SHEPHERD:  And you have that, right?

MR. HURLEY:  Yes, I do.

MR. SHEPHERD:  Will you undertake to provide it?

MR. HURLEY:  That would be part of my fall model.  You're basically asking for my long-term planning model.

MR. SHEPHERD:  Good, I'll take it.

MR. HURLEY:  I am not willing to provide it,
unless I...

MR. SHEPHERD:  Why?  Is it not relevant?  You filed numbers.  I am asking you to show how you got those numbers.

MR. RODGER:  Mr. Hurley, could you provide Mr. Shepherd with a list of your assumptions?

MR. HURLEY:  I mean, those assumptions were, I believe, provided in schedule --


MR. SHEPHERD:  The assumptions are in the evidence.  The calculations are not.

MR. HURLEY:  It's a very detailed model.

MR. SHEPHERD:  It's Excel?

MR. HIPGRAVE:  Attachment number 20 had all of the detailed assumptions that are behind the numbers.

MR. SHEPHERD:  Yes, I just said that.  So you are not willing to show us how you calculated that 9-million-880?

MR. HURLEY:  It's a very big model.  I mean, it is not that I am -- I am not trying to be uncooperative.
I just don't understand why you need it.

MR. SHEPHERD:  Okay, so I will explain.  So your existing rates have in them a ROE which is about 100 basis points higher than the current rate, right?

MR. HURLEY:  A hundred basis points -- we're at 9.85, yes.

MR. SHEPHERD:  Right.  Your existing rates have a working capital allowance of 15 percent, right?

MR. HURLEY:  Correct.

MR. SHEPHERD:  Your existing rates have your old depreciation rates, right?

MR. HURLEY:  Sorry?

MR. SHEPHERD:  They have your old depreciation rates.

MR. HURLEY:  Yes.

MR. SHEPHERD:  Not the new ones.

MR. HURLEY:  Correct.

MR. SHEPHERD:  There's a bunch of changes like that that are quite significant.  Is that true?

MR. HURLEY:  Yes.  To go forward, yes, there are.

MR. SHEPHERD:  And so what I would like to see is how did you take those into account to get to an increase in revenue requirement when you are already making lots of money.

We can see -- you have reported already what you're making.

MR. HURLEY:  So just intuitively, wouldn't you think that the revenue requirement would go up quite dramatically if we're adding a substantial amount of capital to our rate base?  If OM&A costs are increasing, if depreciation expense is increasing, would you not think that intuitively, the revenue requirement would go up?

MR. SHEPHERD:  No.  Actually, it should be fairly straightforward.  If your ROE calculated on a regulatory basis for 2018 is in the ballpark to current allowed ROE, and you have a bunch of adjustments that will reduce your revenue requirement that we know of, then unless you're going to have a big spending bulge in 2019, you're not going to have an increase in rates.  It is just math.

MR. HURLEY:  Why are we talking about 2019?

MR. SHEPHERD:  Because that is what is here.

MR. ANDRE:  Mr. Shepherd, if I could add -- you've pointed to a number of things that changed.

I think another significant element that changes is if you go to attachment 18, you can see that the current rate base built into their rates back from 2010 is 20.8 million.  And their 2019 rate base that would be used to derive the current revenue requirement is 37.7.

I haven't done the math but that is well over 70 percent increase in the rate base.  So that is another significant change to the calculation of revenue requirement.

MR. SHEPHERD:  No.  But, Mr. Andre, that is already built into the calculation of ROE for 2018.  The increase in rate base is already in there.

So if you're still making your ROE in 2018 with that increased rate base, and you have a bunch of adjustments to make in addition to that, you should not be getting a rate increase in 2019.  Your revenue requirement should not be going up.  The math does not work that way.

MR. MILLAR:  I think where we are is we have a request for the model, and there are three things that can happen.  One is an outright refusal, one is to provide it, the third is -- I don't want to get too bogged down on this.  If the parties, over the lunch break or something -- maybe there's something in the middle that could be offered up, I don't know.  I think the reluctance to provide it is a fear maybe too detailed and unhelpful or something like that, so I would like to keep us moving.  So Mr. Rodger, which of those three would you like to look at?

MR. RODGER:  Well, I think what I would like to do is take this under advisement with Mr. Hurley and Mr. Hipgrave over the break, and if we decide not to produce it, then I will explain why, give the reasons.  But I want a chance to talk to my client about it first --


MR. MILLAR:  Okay.  Is that okay, Mr. --

MR. RODGER:  -- seems to go well beyond the clarification of an interrogatory, but let me speak to them about it at the lunch break.

MR. MILLAR:  Okay.  Thank you very much.  Mr. Shepherd, please proceed.

MR. SHEPHERD:  Yeah, I just want to be clear that the only reason I am asking for it is because Mr. Andre said the 9-million-880 is -- assumes a -- or, no, I guess Mr. Hurley said it -- assumes a rebasing, and so here's my problem, Mr. Andre.  The UR rates are not in fact lower than the Orillia rates right now.  Are they?  For residential.

MR. ANDRE:  No.  They're not.  The UR rates, though, aren't based on 389 per customer.  That is the allocated cost.

If you factor in that the revenue-to-cost ratio for the UR class is 1.09, the UR cost per customer is actually $424 per customer.

So revenue-to-cost ratios can have a significant impact on that cost per customer.

MR. SHEPHERD:  But it is also true, isn't it, that the -- that even if you set the rates in UR at one to one, those rates would still be higher than the Orillia rates for residential today.

MR. ANDRE:  The rates today, as I said, the rates today that OPDC pays is not reflective of their current status quo revenue requirement.

MR. SHEPHERD:  The easier way to do this is answer the question, the UR rates are in fact higher than the OPDC rates, and then explain why you think it doesn't matter.  So it is true that they're higher?

MR. ANDRE:  Than the current rates that would be charged by OPDC in 2019, yes.

MR. SHEPHERD:  Okay, thank you.

So I want to move to SEC number 7.  This is the one you corrected.  The 9.3 million at the bottom is really 6.5 million, right?

MS. RICHARDSON:  Correct.

MR. SHEPHERD:  Okay.  So in the period from the time of the closing of the transaction for five years, the first five years, Hydro One will be providing services to OPDC customers, right?

MS. RICHARDSON:  Yes.  We anticipate that Orillia will be fully integrated into Hydro One's distributions activities operationally within a year.

MR. SHEPHERD:  Within a year.  So then -- so those services, then, Hydro One has to be paid for those, right?

MS. RICHARDSON:  So part of the Board's policies on MAADs is that during the deferral period the shareholder is allowed to recover his cost.

So that basically means is that the acquired companies -- in any acquired companies, not just ones that Hydro One purchases -- maintain their existing rates, and they may be adjusted by a price cap adjustment depending upon the deal that is sought by different utilities and different acquisitions.

It also means that the legacy customers will continue to get paid their -- continue to pay their rates.  So in that period of time there is synergy savings.  That is why there is acquisitions in the utilities.  That is the whole purpose of acquisitions, to get the synergy savings.

The Board policies have made it very clear that those synergy savings -- and that's why they extended the policy to ten years -- is for the shareholders to recover their acquisition cost.

We have said many times that there will be no increase in any -- in the incremental check costs that are currently being picked up by Hydro One's legacy customers.  Those are not going to increase.  Our legacy customers will continue to pay the rates that they would have paid regardless of this transaction.

So, yes, there may be some costs going backwards and forwards, but those are part of the MAAD policies where you are allowed to keep those synergy savings.

MR. SHEPHERD:  Okay.  So where I am going with this is not synergy savings.  I get that.

Right now legacy customers are paying for a bunch of people in finance and HR and other corporate areas, right?

MS. RICHARDSON:  Correct.

MR. SHEPHERD:  Those people aren't doing any work for OPDC right now, they're doing work for the legacy customers.

MS. RICHARDSON:  That is correct, but --


MR. SHEPHERD:  Let me get to the question.  So when the deal closes, those people will be doing work for OPDC customers, but the OPDC customers won't be paying for that, will they?  The legacy customers will still be paying for those people.

MS. RICHARDSON:  So let me go back.  The work that will be being done by the shared service are something like an audit, a financial-statement creation.  Those activities continue regardless of if we have the new customers in there.  So those costs haven't increased.  So the legacy customers are going to pay for those regardless, right?

MR. SHEPHERD:  Yeah, yeah, I understand.

MS. RICHARDSON:  So you can't say they're not incurring any extra costs of legacy customers --


MR. SHEPHERD:  I didn't ask that question.  I asked the question, are the OPDC customers paying for any of those shared services, and the answer is no, right?

MS. RICHARDSON:  Yes, they are, because they're paying their current rates.  So it is basically a synergy savings that both customers are paying for, so legacy customers, yes, in essence they could be paying some and the Orillia customers will be paying more than they need to, because that is the synergy savings.

So you can allocate them to whoever, what costs you want to charge them to.  You can say that some of the synergy savings is they're overpaying because they're really cost of service down 65 or 70 percent, depending if it is Orillia or Peterborough.  So then you could say, yes, they are paying some of those shared costs, and we can allocate them back and forwards, but they're still the same cost.

MR. SHEPHERD:  So if the legacy customers are paying the shared costs that are serving OPDC -- and they are, right?

MS. RICHARDSON:  Yes.

MR. SHEPHERD:  Because what they're paying doesn't change.  So they're still paying those people, and those people are now providing services to OPDC.

So the legacy customers are paying for those people to provide services to OPDC, right?

MS. RICHARDSON:  They are paying their full share of their cost, the legacy customers.

MR. SHEPHERD:  Well, no, they're actually paying more than their share, right, because now those people are spending 95 percent of their time on the legacy customers, but the legacy customers are paying 100 percent of the costs, right?

MS. RICHARDSON:  So we go back to the Board's policies.  The Board's policies say that the synergy savings, which those being incurred, are to offset the transaction costs for the utilities.

The same thing can go through with -- you can say that Orillia's customers, they're now 65 percent less.  They're still paying their full rates.

MR. SHEPHERD:  Hmm-hmm.

MS. RICHARDSON:  It is no different.

MR. SHEPHERD:  Okay.  So what you're saying is that to the extent that the legacy customers are still paying their old rates, even though those people are not actually working for them as much any more, that difference is actually a savings that is going to the shareholders.  It is not actually a subsidy of OPDC, it is a saving for the shareholders.

MS. RICHARDSON:  It is for the shareholders to cover their acquisition premium costs as per the Board's policies.

After the deferral period, then all customers, as we show in evidence, both legacy and acquired customers, will benefit from the transaction.

MR. SHEPHERD:  Now, in SEC number 8 -- I am specifically looking at B, so B, we said, do you have any studies showing that on all of these other acquisitions the costs to serve those acquired customers went down because of your acquisition?

And in B you have refused to answer the question.  So -- because you say the past acquisitions are not relevant.  And the reason I am saying it is relevant is because you have claimed that there is going to be savings.  If you never had savings before, then your claim is probably wrong.

MS. RICHARDSON:  So...

[Witness panel confers]

MS. RICHARDSON:  So you're talking about the transactions that occurred ten, 20 years ago, and those costs weren't tracked.  But what we have tracked is the costs for our recently-acquired utilities, Norfolk, Woodstock, and Haldimand, and the evidence in the rate filing, the distribution rate filing, which you are familiar with, Mr. Shepherd -- was that in 2021, we had planned to increase the revenue requirement for Hydro One Networks by 10.7 million, which was the incremental cost to serve those customers.

Our legacies' revenue requirement would still only be increased by the inflation factor which was allowed for Hydro One.

Our evidence is also that the status quo of those utilities would have been, on a OM&A basis, 20.2 million and we have reduced it to 10.7.

So we do have evidence of our recent acquisitions.  We just did not track it back in 2010.

MR. SHEPHERD:  So my question was going to be -- you've refused because my question was irrelevant.  And that is what it says.

And my question is:  Do you have any studies about -- of the costs to serve previous acquisitions, prior to Norfolk.  Do you have any studies like that?

MS. RICHARDSON:  No, we do not.

MR. SHEPHERD:  Why not?

MR. KEIZER:  Well, first of all, it continues to be irrelevant.  Given the fact that the Board in considering the no-harm test should be considering it in the context of the evidence related to the particular transaction, and a review of previous transactions isn't relevant to this transaction.  And that's Hydro One's position.

MR. SHEPHERD:  Well, of course, what the Board has said in the distribution case is you told us there would be no harm and now we find out that these guys have rate increases, that's not okay.  Isn't that what the Board said?

MR. KEIZER:  Well, I am not going to interpret the Board's decision here today for that purpose.

But I think certainly a distinguishing factor is that was at the end of a deferral period -- and I don't want to get into a debate or submissions as to what the Board said or didn't say in that case.

What the Board is to do in this case is to consider what it believes to be the consequence of the transaction going forward for this particular transaction, based upon these particular forecasts of status quo and otherwise.

MR. SHEPHERD:  And so, Mr. Keizer, I am inviting you to provide whatever evidence you have that your past acquisitions have resulted in lower costs to serve those customers.

If you have no evidence of that, that's great, but I am inviting you to file it.

MR. KEIZER:  And my response to it is whether there is or there isn't is irrelevant, and that is the position of Hydro One.

MR. SHEPHERD:  All right.  Remember where the onus is.  Okay.  My next question is on SEC 10.

I am not sure I understand why in the ESM model Hydro One used a 6.25 debt rate, when clearly that isn't what would normally happen and it isn't what you are going to in fact pay in debt costs, and it isn't what would happen if there was no transaction.

It's not one of the possible futures.  So I am not sure I understand why 6.25 makes sense.

MR. FLANNERY:  If there was no transaction, I guess there wouldn't be any ESM.

However, in terms of the reason why we've used the 6.25 rather than another number is, first of all, we looked to the OEB's consolidation handbook and what it said there was that for -- when an entity is proposing an ESM and the circumstances were such that you have a large LDC versus a much lower LDC being acquired, that the Board's proposed form of the ESM may not be the most appropriate and may not be the best way of protecting customers.  And it invited the LDCs to propose an ESM that better protected those customers.

And given that example, it said that the better protection of those customers may be demonstrated by the acquirer by only proposing to share the earnings, excessive earnings in years six to ten, to only those acquired ratepayers.

So it kind of gave some clarity as to who gets the payment.

And then in determining what we would measure against,  we looked at the OEB's handbook for utility rate applications and in terms of calculating these thresholds, and in particular the 300 basis points in which the ESM requires you to share after you hit that point, the handbook for utility rate applications then directed us that when you are trying to calculate these thresholds, that the distributors' approved ROE should be used.

So the distributor in this case is Orillia or Peterborough.  And in terms of that, it makes sense.  So to Hydro One, the ESM will be calculated on the amounts that ratepayers are actually paying.  So therefore we have assumed and used the assumptions embedded within the rates that they're paying, and equally those rates are effectively the revenues that Hydro One has purchased through the acquisitions.

MR. SHEPHERD:  So --


MR. FLANNERY:  Sorry, so in terms of the assumptions or the rates used, we have anchored it to the rates that are in both utilities' last cost of service.

MR. SHEPHERD:  Okay.  So during that period, the ESM period, Hydro One won't in fact be paying 6.25 percent for debt, right?

MR. FLANNERY:  No.  That debt will effectively be retired, I believe.

MR. SHEPHERD:  Hydro One will be paying 4.47 percent and that difference, that 2.03 -- sorry, that whatever, 1.8 percent difference, that's extra earnings that Hydro One gets to keep that is not shared.  Is that right?

MR. FLANNERY:  No, I don't believe that's correct.  Effectively, the handbook says that the earnings sharing mechanism should calculate excessive earnings based on the indicative approved ROE of the LDC.

It's irrelevant as to --


MR. SHEPHERD:  I am not talking about ROE.

MR. FLANNERY:  It is irrelevant as to what is being paid and what the rates are.  The mechanism is to reflect over earnings based on the utility's -- what rates those customers are paying, and that is underpinned by their last cost of service.

MR. SHEPHERD:  We're not talking about ROE.  We're talking about long term debt rate.

MR. FLANNERY:  Right.  But the ESM uses ROE, long term debt rate, short-term debt rate, working capital from the last cost of service.  Why should we use their ROE from -- we're directed to use the distributor's approved ROE.  Why would it be different to --


MR. SHEPHERD:  Why do you keep coming back to ROE.  I didn't ask you about ROE.

MR. FLANNERY:  I am using ROE as an analogy to get us to the equivalent assumptions underpinning the cost of service under which the ratepayers are currently paying for their rates.  It is underpinned by the 2010 approved rates.

MR. SHEPHERD:  You propose to pretend that your interest rate is 6.25 percent, when it will in fact be 4.47 percent, right?

MR. FLANNERY:  No, I don't think we're pretending that it is 6.25.  We are calculating it on that basis, because we have interpreted the direction to be such that way.

MR. SHEPHERD:  So you can show me in the handbook where it says pretend the costs, or use costs that are not correct because they're the costs that were in the last cost of service.  Can you show me that?

MR. KEIZER:  I don't think the handbook would use that wording.  But if you are asking for clarification as to what the handbook says or our position, I mean, that is something we can obviously set out in an undertaking as to the references in the handbook and which we are relying on.

MR. SHEPHERD:  I will ask for the undertaking in a second, because I have a bunch more questions about this.

So let me just go to -- I am not going to go to attachment 1, because it is a little more complicated.  But let's go to SEC 14.

This shows the ESM calculation for the first five years.  I know you are not proposing to do it, but it's the same calculation, right?

MR. FLANNERY:  Up until, yes, 9.9 yes.

MR. SHEPHERD:  You have six to ten where the actual ESM kicks in, right.

MR. FLANNERY:  That's correct.

MR. SHEPHERD:  So in rate base, what is the working capital allowance percentage that you are using?

MR. FLANNERY:  Fifteen percent.

MR. SHEPHERD:  And what's Hydro One's working capital allowance percentage?

MR. FLANNERY:  Fifteen percent was the last rate underpinned by OPDC.  And the current rate approved for Hydro One in their last distribution cost of service, I believe, is 7.7.

MR. SHEPHERD:  We will take that.  So the working capital amount in rate base is then almost twice as much as what your actual working capital requirement is.  Right?

MR. FLANNERY:  It's greater.

MR. SHEPHERD:  Almost twice, right?

MR. FLANNERY:  Hmm-hmm.  Sure.  Let's go with that.

MR. SHEPHERD:  Then your OM&A includes a 20 percent bump, right?

MR. FLANNERY:  For the purposes of the calculation of the ESM, yes, it does.

MR. SHEPHERD:  And your depreciation is your lowered depreciation, right?  The Hydro One --


MR. FLANNERY:  In reference to, lower, you mean...

MR. SHEPHERD:  Lower than OPDC.

MR. FLANNERY:  It would be lower than the status quo; that's correct.

MR. SHEPHERD:  Okay.  Your tax here -- and the interest, of course, that you have here is 6.25, even though you are going to pay 4.47.  The tax here doesn't include any shelter for fair market value bump, right?

MR. FLANNERY:  It does not.

MR. SHEPHERD:  So I am going to ask you -- I know you are going to refuse, but I am going to ask you anyway -- to redo your calculation for all ten years, this table 1, plus the other -- years six to ten that you already had filed in the evidence.  I am going to ask you to redo that with the following corrections:  Working capital at your current approved rate.  OM&A without the 20 percent.  Depreciation at OPDC numbers.  Interest at Hydro One's interest costs. And building in the tax shelter.

MS. RICHARDSON:  No.

MR. FLANNERY:  I think it is irrelevant.  The Board asked us to propose an ESM that better protected ratepayers, and under the circumstances that we find ourselves in, a larger distributor acquiring a smaller distributor, and under that context, and my previous words, submission, just adjacent to this, we have proposed that, and the ESM that is proposed is within the evidence before us.

MR. SHEPHERD:  So you are not prepared to show the impacts of it?

MS. RICHARDSON:  No, Mr. Shepherd.  Also, if all of those parameters have changed and if Orillia and/or Peterborough had been required to do those two, three, four years ago, they would have been in for a cost of service quite a long time ago.

The reason that they were able to defer going into cost of service is because they did have the advantage of those higher rates.  It goes back to the point that their rates are not -- if you use all of those, those revenues would be considerably lower and that would impact the whole transaction.  And both of those utilities would have rebased their rates many years ago.

MR. SHEPHERD:  That's fine.  Look, we're going to do the calculation.  We're just offering to let you do it.  But if you don't want to do it, it's just math.  We can do it too.

MR. KEIZER:  That's fine.  You go ahead and do the calculation.

MR. SHEPHERD:  All right.  So next is SEC 15.  So you did an interesting comparison here on the second page.  You said Hydro One will have 1.1 million of depreciation in rates or in -- calculated for 2020 and over the ten years it will be 12.8 because of course it goes up each year, right, with rate base.

But then you said the depreciation in OPDC's current rates is 1.4 million and 14.1 million over the ten years.  So OPDC's depreciation will not go up.  Is that right?

MS. RICHARDSON:  The amount for Orillia is the amount that was in their rates, so it is not the financial statements.  It is what is being collected in rates.  So there would be a slight variance of how much is collected depending upon the volume and the customer numbers for each utility, but we did not do that calculation.

MR. SHEPHERD:  So you said here's the comparison, and by the way, we will compare Hydro One calculated one way to OPDC calculated a different way.

MR. FLANNERY:  I think what the interrogatory is trying to respond to is to provide an indication of the amount of depreciation collected in rates from customers during the ten-year period and what Hydro One will recognize in terms of depreciation in its financial statements over the same period, that ten-year deferral period.

And over that ten-year period, the delta is $1.3 million --


MR. SHEPHERD:  That is exactly the point, sir.  It is not, and you know it is not.  That's why I am asking the question.  Because depreciation is not going to stay the same over ten years.

MS. RICHARDSON:  Yes.  But the rates that are underlying the approved rates of both utilities will remain the same, and within those rates for Orillia it is an approved depreciation rate of 1.4 million.

We are not comparing the financial statements of Orillia with the financial statements of Hydro One.  We are comparing what is collected in rates with the financial statements of Hydro One.

MR. SHEPHERD:  All right.  So I am going to ask you to calculate how much more will the rate base for the Orillia assets be at the end of year ten because of the depreciation rates you use compared to the OPDC rates.

MR. FLANNERY:  Sorry, can you just help me get to what you are asking for?

MR. SHEPHERD:  Rate base will be higher because you are using a lower depreciation rate.  At the end of the ten years when you rebase, rate base will be higher.  I get $11 million, not 1.3.

MR. FLANNERY:  Rate base will be slightly higher --


MR. SHEPHERD:  Thank you.  So I would like you to do that calculation.  You can use -- the Board's 1576 model does that calculation correctly, so please do that calculation and tell us what the difference is at the end of year ten.

MR. FLANNERY:  I think it -- so in attachment 18 we have the residual number.  I know it is 2030 is the number, but the answer you're talking -- I think you asked for the end of year ten, was it?

MR. SHEPHERD:  Yes.  The end of year --


MR. FLANNERY:  It's not going to be materially different from the column where it is residual -- sorry...  We already have that number.  We already have that number.  2029 is effectively year ten of the deferral period, and in attachment 18 we do have a depreciation number right there, 1404.

MR. SHEPHERD:  [Coughing]  Sorry.  Where does this isolate the impact of the different depreciation rate?

MR. FLANNERY:  Sorry, isolate the...

MR. SHEPHERD:  Where does this isolate the impact of the different depreciation rate?  I don't see it.

MR. KEIZER:  He is trying to show the difference between the depreciation rate under Hydro One and the depreciation rate for OPDC in terms of what is the differential that would arise at rate base in year ten if you were depreciating at the lower rate, which is Hydro One.

MR. FLANNERY:  Oh, right.  You want the status quo numbers?

MR. SHEPHERD:  No.

MS. RICHARDSON:  With Hydro One's....

[Mr. Flannery and Ms. Richardson confer.]

MS. RICHARDSON:  I just want to make sure that we're understanding.  So what you are asking for is what we're saying will be the rate base or the asset values in year ten with Orillia's depreciation rates?  Is that correct?

MR. SHEPHERD:  Yes.  Roughly, yes.  When you change the depreciation rates, you change...  [Coughing]

MR. MILLAR:  Should we take a few minutes?
--- Recess taken at 12:05 p.m.
--- On resuming at 12:07 p.m.

MR. MILLAR:  We will keep going.  Let's continue.

MR. SHEPHERD:  For those of you who haven't met me before, this is not the first time.  After a certain length of examination, my throat just tells me stop.

All right.  So what I am looking for is the 1575 or 1576 calculation, which basically compares two accounting assumptions for the same underlying data.

MR. FLANNERY:  So I am trying to wrap my head around it, and I don't mean to be standoffish here.

So what I can tell you, in terms of the depreciation differences that will -- that exist between Hydro One and Orillia, for example, so let's take a category.  So this forecasting that we have used is done at not that US of A detailed level.  I*t's done at sort of a blended rate.  So it is a high level.

And what we have been able to see, and I have already sort of moved over to VECC 19 of PDI and shown you that for the blended rates, the two organizations are not materially different.  And this also holds true for Orillia.

So for example, the distribution plant, the average rate of depreciation there for Hydro One is 2.3 percent. And for OPDC, it is 2.9 percent.  And PDI sits in the middle at 2.56.

So what I am saying is that the depreciation rates for each organization are not materially different.

MR. SHEPHERD:  Well, yes, except if you actually run it out the full ten years for OPDC, what you find is that your rate base -- on the same capital spend, your rate base is 11 million higher at the end of the ten years.

MR. FLANNERY:  That eleven million higher that you see in front of you there is not a result of...

MR. SHEPHERD:  I calculated it.  It is not from there.

MR. FLANNERY:  Right.  So whatever the number is from the delta between -- even if we took the 2030s as an example and looked at the delta of those rate bases, it is not a product of different depreciation rates.  Those depreciation rates are very close.

MR. SHEPHERD:  The eleven million I got by calculating it.  It has nothing to do with the different amounts, the different capital spends.  It is the same capital spend; different depreciation rates.

MR. FLANNERY:  I am not sure where you are getting eleven million from, though.

MR. SHEPHERD:  I calculated it.  And I am asking you to do that calculation.  It is a standard calculation that the Board does all the time.  They have a form for it.

MR. FLANNERY:  I think what the form is not going to provide...

MR. KEIZER:  Maybe what we can do is have a look at the form which you are advising that you have done the calculation on.  If we can do it and if we think it is appropriate to do it, we will do that calculation and advise on it.

If we look at it and feel it is not appropriate, then we will respond in the undertaking as to why we believe it is not.

MR. SHEPHERD:  Okay.

MR. MILLAR:  Let me mark that as JT1.5, which I understand the answer may be that you are not giving the answer, but a reason will be provided.

MR. KEIZER:  Yes.
UNDERTAKING NO. JT1.5: TO PROVIDE A 1575 OR 1576 CALCULATION; IF REFUSED, TO PROVIDE A REASON


MR. SHEPHERD:  So you understand what I am looking for?

MR. KEIZER:  I think what you are looking for is for us to look at the form that the Board typically uses for 1576.

MR. SHEPHERD:  Yes.

MR. KEIZER:  You want us to look at the implications on rate base over the 10-year period using the different depreciations.

MR. SHEPHERD:  Just populate the form for ten years.

MR. KEIZER:  And to do a comparison and we will look at whether we believe that to be appropriate.  If we do, we will advise what the answer is.  And otherwise, we will explain why it is not.

MS. RICHARDSON:  If possible it would be helpful if we could see how you calculated --


MR. SHEPHERD:  I am not going to give you my calculations.

[Laughter]

MS. RICHARDSON:  So that's a refusal?

MR. SHEPHERD:  I am not a witness.

[Laughter]

MR. SHEPHERD:  In this same interrogatory response, you say that whatever the difference is you get to keep it as part of the deferral period synergies, right?  You see that there?

Now, are you aware that recently, after this, the Board made a decision in the Alectra case saying very clearly:  No, changes in accounting are not synergies that go to the acquirer.  Are you aware of that?

MS. RICHARDSON:  We are aware of what was said in the Alectra case.  We are also aware that both of these acquisitions were done prior to any mentioning of that decision, and also we have not seen it in any of our other past acquisitions.

But we have been saying, and what Mr. Flannery has been trying to say is that the change from U.S. GAAP to modified IFRS is not driving these changes.  That's not the driver of them.

There is a blended depreciation rate that Hydro One uses and that Orillia uses, and those are just the functions of how we utilize the asset.  So both Orillia and Peterborough both use the Board's recommended depreciation rates.  But when you blend them together, they're not necessarily the same because much the asset mix.

So what our take is is that there is no differential between the U.S. GAAP and modified IFRS, no significant difference.

MR. SHEPHERD:  That wasn't the issue in Alectra either.  All I am asking is, are you changing this position after the Alectra decision.  I take it your answer is no.

MR. KEIZER:  Our position is as it was identified in the interrogatory.  To the extent you take a different view, I guess we can argue about it in submissions.

MR. SHEPHERD:  All right.  So now I am on SEC 17.  I guess this is for you, Mr. Hurley.

In the OPDC status quo scenario, how is the working capital calculated, at 15 percent or seven and a half?

MR. HURLEY:  In 2030, it is calculated at seven-and-a-half percent -- in fact, throughout the years that you see
in the exhibit.

MR. SHEPHERD:  Okay.  And the depreciation is your current depreciation rates, right?

MR. HURLEY:  Yeah, yes, they are.

MR. SHEPHERD:  You didn't apply the Hydro One depreciation rates?

MR. HURLEY:  No.

MR. SHEPHERD:  Okay.  So my next question is on SEC 19.  Actually, you know what?  Instead of that, let's go to 27.

So this is about cost allocation after the deferred rebasing period.  And the Board in EB-2017-0049 says that you are required to apply the same cost causation analysis to both legacy or acquired customers, right?  That's what it says?

MR. ANDRE:  Yes, they set an expectation in terms of distinguishable cost causation analysis, yes.

MR. SHEPHERD:  You are not proposing to do that in the case of OPDC or PDI, right?

MR. ANDRE:  No, I disagree.  I think what we are proposing does have -- does recognize the distinguished cost causation associated with both OPDC and PDI, in that for those two service areas, we know specifically the amount of assets, local assets required to serve those utilities.

So we have that piece of information.  Our proposal with respect to the adjustment factors is akin to a direct allocation of those fixed asset costs to those -- to the acquired classes, which is certainly permitted by the Board.  Navigant had indicated that that is an appropriate way to allocate costs.

And then every other cost, so all of the OM&A including shared OM&A is then allocated you know, using the Board's model which follows the cost allocation cost causation principles embedded in the cost allocation model.

MR. SHEPHERD:  So what you are attempting to do, your allocation of principle for PDI and for Orillia is local assets serving that area are directly allocated, right?

MR. ANDRE:  Correct.

MR. SHEPHERD:  And then everything else that flows from that allocation is also adjusted, right?

MR. ANDRE:  No.  So once you identify the local assets, then everything else -- so the allocation of, you know, all of the A&M costs and all of the costs that are outside the 1850 to 1820, so all of the OM&A costs, including shared costs -- would then be allocated per the Board's cost causation principles --


MR. SHEPHERD:  Yes, aren't some of those costs allocated based on rate base?

MR. ANDRE:  Yes.  And so rate base would have been -- to the extent that rate base would have been impacted by the adjustments you make to the allocation of assets required to serve that area, then, yes, that -- so identifying the assets required to serve an area has an impact on gross fixed assets, it has an impact on net fixed assets, it has an impact on depreciation.

So those factors are there.  But then A&G costs and net income costs and interest costs, all of those are driven by either the gross book value of assets or the net book value of assets, and that's done using the Board's cost allocation principles.

MR. SHEPHERD:  But they will be lower if your direct allocation is lower than your standard allocation, right?

MR. ANDRE:  I think we've been very clear to say the standard allocation in this case, what it would do is it would allocate to those service areas Hydro One's average costs based on the relative peak of that service area, relative to the rest of Hydro One.

MR. SHEPHERD:  Yes.

MR. ANDRE:  And it would allocate Hydro One's average costs, and Hydro One is a largely rural utility, so the allocation of Hydro One's average costs without any adjustment is -- wouldn't result in the appropriate or -- it wouldn't accurately reflect -- which the Board tell us they want us to do -- it wouldn't accurately reflect the costs to serve those specific service areas.

MR. SHEPHERD:  Right.  So where I am going with this is the Board was very clear if you are going to apply it to the acquireds you have to apply the same rules to the legacy, so why are you not directly allocating the capital costs to serve the people in Brockville and in Smiths Falls and in Ancaster?

MR. ANDRE:  Because for those areas, Mr. Shepherd, we don't know the specific amount of fixed assets associated with serving just those areas.

MR. SHEPHERD:  And why don't you know that?

MR. ANDRE:  Because we track all assets.  Our financial system tracks all poles used within the distribution system, all transformers used within the distribution system.  It doesn't have a geographic breakout, you know, for a particular community.

MR. SHEPHERD:  You have a GIS, right?

MR. ANDRE:  We do.

MR. SHEPHERD:  And your GIS will tell you how many poles and what wires and what transformers and everything, even in some cases the vintage of those things, right?

MR. ANDRE:  It will tell us numbers, but it won't tell us how much of the costs that are associated with -- you know, that are from our financial database are actually associated with those specific assets.

MR. SHEPHERD:  So then when the Board said you have to apply the same rules to legacy as to acquired, you are basically saying, we can't, so we are not going to.  Is that right?  Because we just don't have the information.

MR. ANDRE:  I think I have been very clear that we are applying the same rules.  So the Board permits direct allocation where that is possible, and all of the allocation of OM&A costs and shared costs follow the exact principles that are underlying the Board's cost allocation model.

So I think we are following the cost causation principles.

MR. SHEPHERD:  But you are not directly allocating to legacy customers.  You are only directly allocating to acquired customers, right?

MR. ANDRE:  Because we have the information that will let us accurately identify the costs of serving that service area within which the acquired customers are located.

MR. SHEPHERD:  I am not saying that you are ignoring what the Board is telling you.  What I am saying is the Board told you to do something and you're saying, we won't do that because we can't.  Isn't that right?

MR. ANDRE:  No.  I disagree.  I think the cost causation principle that we're applying for the acquired classes is not applicable to those specific communities that you referenced.

MR. SHEPHERD:  All right.  If you are willing to take an early lunch, I think that might be helpful.

MR. MILLAR:  Okay.  Why don't we do that.  Let's come back in one hour.

MR. SHEPHERD:  Yes.
--- Luncheon recess taken at 12:22 p.m.
--- On resuming at 1:29 p.m.

MR. MILLAR:  Good afternoon, everyone.  I would like to get us started again.


Mr. Keizer, has there been any progress with respect to the issues you were going to have a look at over lunch?  These were with relation to some of the undertakings Mr. Shepherd was encouraging.


MR. KEIZER:  I don't believe that I had specific ones that I was considering over lunch.  Mr. Rodger may have --


MR. MILLAR:  I'm sorry, I think that's right.  It was Mr. Rodger.


MR. KEIZER:  We did with respect to the update we did orally this morning -- sorry, with respect to the update that I did this morning, we did do a paper update.  So we have distributed that to parties as well.  But I don't think I had any particular...

MR. MILLAR:  You're right.  Mr. Rodger, were there any discussions?


MR. RODGER:  Yes, Mike.  So I had a chance to talk with Mr. Hurley.


So Mr. Shepherd was asking about the calculations that he had used to revise the components of the revenue requirements from 2017 to 2030, and we will provide those calculations in an Excel spreadsheet.


MR. MILLAR:  Okay, thank you.


MR. RODGER:  Do you want to make that an undertaking?


MR. MILLAR:  Yes, JT1.6.
UNDERTAKING NO. JT1.6:  TO PROVIDE THE CALCULATIONS USED TO REVISE THE COMPONENTS OF THE REVENUE REQUIREMENTS FROM 2017 TO 2030


MR. RODGER:  Sorry, what was that?


MR. MILLAR:  JT1.6.


MR. RODGER:  Thank you.


MR. MILLAR:  If there is nothing further, Mr. Shepherd, are you prepared to continue?


MR. SHEPHERD:  I am indeed -- and the light is back, too.  Awesome.


Mr. Andre, I want to follow up on this direct allocation thing.  So you are proposing to directly allocate to certain costs to the OPDC service territory and the PDI service territory, right?


MR. ANDRE:  Yes, the fixed assets in accounts 1815 to 1860.


MR. SHEPHERD:  Now, you've already proposed something similar to Norfolk, Haldeman, and Woodstock, right?


MR. ANDRE:  We did.  We made a couple of refinements to what was proposed for them, one being the commitment to track capital in-service additions beyond the 10-year period so that we're able to refine, or see if there is any adjustment required to the adjustment factors in the next application.


Then the other adjustment we made is a recognition that not all of the PDC and OPDC's load is actually served by upstream assets.  Before would he were just allocating upstream assets in relation to their total primary assets and saying, okay, as a percentage of those primary assets, how much upstream assets do you need to use?


What that was missing was that their local assets are used by their local stations to deliver power to their customers.  There is only a certain percentage that actually comes from upstream distribution assets.  So we made that refinement to only allocate upstream assets to the extent that they're using those upstream assets.


MR. SHEPHERD:  Now, you have multiple adjustment factors, right, for different US of A accounts.


MR. ANDRE:  No.  We have an adjustment factor for each rate class.  We don't do it by --


MR. SHEPHERD:  Each rate class?


MR. ANDRE:  Yes.


MR. SHEPHERD:  And it is roughly 65 percent?


MR. ANDRE:  It varies.  It varies, depending on the utility.  The details on the adjustment factors are provided in -- just bear with me -- so for Orillia, the numbers are like in the 30 -- you know, 20 to 30 percent range.


And then for PDI, I think they're higher.  So this is -- so for PDI, the adjustment factor details, Mr. Shepherd, are in I-1-48.  And for Orillia, they're in I-1-9.


So for PDI -- so for PDI again, the same.  It is quite low for -- it is 11 percent for the general service demand class, and 32 percent for the residential class.  So it varies depending on the class and depending on the utility.


It is specific to the identified assets shown to be required to serve that particular utility and that particular class.


MR. SHEPHERD:  Now, these adjustment factors -- and basically they reduce the allocation, right, so the actual amount allocated.  If the adjustment factor is 32 percent, then the amount allocated is 68 percent.


MR. ANDRE:  No.  No, the amount allocated is 32 percent.


MR. SHEPHERD:  Okay.  So you also have similar calculations for the other three, Norfolk, Haldeman, and Woodstock, right?


MR. ANDRE:  In our previous distribution application, we did.


MR. SHEPHERD:  Well, but you've also been updating that because you have to file another application on those, right?


MR. ANDRE:  We haven't revisited those numbers for the Norfolk.


MR. SHEPHERD:  See here's where I'm going and the reason why I ask the question.  The Board said apply the same rules to everybody.


And you can understand that from a ratepayer point of view, a ratepayer says wait a second, they get direct allocation and we don't.  Why is that fair?  Our rates are higher.


I am wondering whether it is possible -- and you can tell me whether this would make any sense -- for you to take the adjustment factors you have calculated for the two -- and I guess for five really examples -- and say, we're going to apply those to every area that has similar characteristics.


So Peterborough and Orillia are similar to, as I said Smith Falls, Brockville, and Ancaster and other places like that, they all get that same adjustment factor because they're similar places.  Could you do that?  And would it be okay from a ratemaking point of view?


MR. KEIZER:  With respect to whether we should or shouldn't do that, the problem I have with the question is that it is addressing general ratemaking within the context of Hydro One's system outside of these communities which are subject to this transaction and the no-harm test in this proceeding.


And that is more akin to a question that would be considered within the context of a broader or rate application, as opposed to something that is focussed on just Orillia and just Peterborough.


MR. SHEPHERD:  Mr. Keizer, I am actually trying to be helpful here.  The biggest weakness in your case is that the Board told you to treat everybody the same.  And you can't, because you don't have the information, as Mr. Andre said.


And I get that.  That's a problem.  But I am asking is there a work-around that would allow you to treat everybody the same and get around that problem, because otherwise you might get a denial of your approval.


MR. ANDRE:  No.  The problem -- I understand what you are asking, Mr. Shepherd.  The problem is that those adjustment factors are specific to the assets required to serve the PDI and Orillia separately.


We don't have the information that would let us calculate what would those adjustments look like for those communities, those individual communities, not to
mention -- and I agree with Mr. Keizer.  I think that would have much broader implications on the rate structure for Hydro One Distribution in general.  What would that do to all of the other communities that aren't specifically identified?


Right now there is an averaging -- even though we have like an urban class, even the density factors that are built into that urban class have a certain element of averaging in it.


MR. SHEPHERD:  Sure.


MR. ANDRE:  So the minute you start breaking out other communities, what's the impact on all of your other rate classes?


I agree that is something that we would need to understand the impact on all of the other rate classes as part of a distribution application, if you even wanted to consider doing something like that.


MR. SHEPHERD:  Well, what you're planning to do, what you are proposing to this Board that you're going to do at the end of the deferred rebasing period is a cost allocation following certain rules, right?


MR. ANDRE:  Following the Board's rules for cost allocation.


MR. SHEPHERD:  Well, no, because you are going to directly allocate to certain areas, but not to others.


So you're following the Board rules with an exception for the acquireds, right?


MR. ANDRE:  If you look at our current model, I mean the allocation, we currently have -- we call them density factors, but I could have easily called them adjustment factors that shift costs between the urban, R1 and R2 class.  Shift costs between the general service urban and regular general service.


So we have those types of adjustment factors within the model now for our existing classes.


So I don't think that what we're proposing for the acquireds is, one, very different from what we do for some of our other classes.  But more importantly, the principles underlying what we're proposing to do for the acquireds, the cost allocation principles are very consistent with both what the Board says and what Navigant has found to be common practice in other jurisdictions.


MR. SHEPHERD:  Where I am trying to get to is -- because honestly, we don't want to keep fighting all of these acquisitions forever; I am getting old.


[Laughter]


MR. SHEPHERD:  Who laughed?


MR. ANDRE:  You and me both.


[Laughter]


MR. SHEPHERD:  And what you are proposing is going to have impacts on legacy customers as well, right?  The adjustment factors have an effect that legacy customers end up paying more than the acquired customers in similar circumstances.  It is not your fault, it is just the way it is, right?

MR. ANDRE:  No, no.  That is where I think we disagree, Mr. Shepherd.  What we're proposing to do with the adjustment factors -- which effectively directly allocate costs -- is ensure that the costs that get allocated to those acquired customers fairly reflect their costs to pay.

So whatever -- and that includes an allocation of shared costs.  So, you know, in the IR response for Orillia that I mentioned at 1.9, the numbers are there in terms of how much the residual costs -- how much incremental revenue requirement did you add to Hydro One's total revenue requirement, and how much over and above that is now being paid by the acquired classes.

So there is a benefit to the acquired classes as a result of doing that.  So I absolutely don't think there is any harm to legacy customers, and our goalpost approach ensures that.

As long as you allocate more to those acquired classes than the incremental revenue requirement, then you are protecting the legacy customers, and as long as you allocate less than that upper goalpost, which defines what they would have paid -- what acquired customers would have paid had they not been acquired, then you're protecting and no harm acquired customers.  So those goalposts ensure that you are protecting both of them.

And I think what is different is, you know -- and it is good that the Board asked for that cost allocation
run -- we now have a cost allocation run that shows that our best estimate of what that will look like in year 11 achieves that goal.  It achieves an allocation of cost that falls between those two goalposts.

MR. SHEPHERD:  And so -- and the difficulty is that you are focusing on the no-harm test as if it is the only test, but isn't one of the principles of ratemaking fairness?

MR. ANDRE:  I agree, and ensuring that the cost that those acquired customers pay fairly reflects the assets that are being used to serve them, I think is a fair result.

MR. SHEPHERD:  But isn't fairness to the people in Smiths Falls also a principle?  You understand the problem, right?

MR. ANDRE:  Well, I mean, whenever you have any utility, particularly one as large as Hydro One whose service territory extends over a wide range of low-density, high-density areas, very rural areas, whenever you create a rate class that covers that broad territory you will
have -- I mean, you will have that cross-subsidization within the class.

I mean, that is inevitable in a utility like Hydro One that serves such a large area.

MR. SHEPHERD:  But you tried to fix that by having an urban class, right?

MR. ANDRE:  An urban and medium-density.  We tried to make it better, but I would argue it is still not perfect.  Like, those allocation -- those density factors tried to do that shifting of costs to try to get better alignment, but it is not as good as being able to identify a service territory like the acquireds has, and saying, I know the amount of poles, the amount of wires, the amount of transformers, and I am going to build that into the model and then let the model, using the same principles that apply for all of the other classes, say, okay, how much OM&A should go -- knowing how much assets are being used, how much OM&A should go there?  How much, you know, customer-service costs should go there?  How much, you know, building costs, how much of those operation-centres costs should go there?

All of that is done per the cost allocation principles built into the model.

MR. SHEPHERD:  Now, you could actually -- I am not suggesting you do this, but you could actually go to Smiths Falls and actually do an inventory of what is serving those customers and how much it costs you to put all of that stuff in.  It wouldn't be easy, I'm not saying it is easy, but you could do it, and apply the same rule to Smiths Falls, right, in theory?

MR. ANDRE:  I think the -- as you mentioned, we have a GIS system, so you could certainly count the number of poles, count the length of wires, count the number of transformers.  But there is no line of sight to within your, you know, gross book value and your rate base, how much of that is actually associated with those poles and transformers and wires that you counted.

MR. SHEPHERD:  Well, but you have vintage data that is also geographic.  Right?

MR. ANDRE:  I'm not sure the extent to which -- and the accuracy and the ability to tie that vintage data to actual assets on the ground.

MR. SHEPHERD:  So some of the details would make this very hard, right?  But it is not impossible, is it?

MR. ANDRE:  If some of those details are not available, then, yes, it would be impossible.

MR. SHEPHERD:  Okay.  So -- I asked that one already.  In SEC number 20 you are talking about the various things that might be adjusted in the status quo forecast in year 11 to figure out where the goalposts should actually be, right?

MS. RICHARDSON:  Yes, that is correct.

MR. SHEPHERD:  And on the second page here, it says if there is a change in union wage rates or if there's minor changes in interest or inflation rates, those would not be adjusted.  Right?

MS. RICHARDSON:  Correct.

MR. SHEPHERD:  Major changes in interest rates or inflation rates would be adjusted, right?

MS. RICHARDSON:  What we've said, if it is changes that would have occurred or impacted Orillia as a status quo forecast, they would be included in the adjustments.

MR. SHEPHERD:  So all of these things like union wage rates and interest and inflation rates, no matter how big or small they are, you are going to treat them as a wash because they apply to status quo and to Hydro One?

MS. RICHARDSON:  So the purpose here is to try to find out what the rates for Orillia would have been after the rebasing period in year 11, right?

MR. SHEPHERD:  Hmm-hmm.

MS. RICHARDSON:  So we've put -- Orillia has provided a forecast of what their costs will be.  At this point in time we would expect those to be the costs of what will occur.

When it comes to setting rates in year 11, if we need to change the goalpost because of some unforeseen cost changes, we would bring that forward in evidence and request approval for that change of the goalpost.  And what we anticipate that would be is ones that would have occurred to Orillia if they had been a status quo or to their customers if they're operating under Hydro One.

MR. SHEPHERD:  Sorry, if the same change applied to Hydro One and Orillia, then you wouldn't adjust or you would adjust?  I don't understand.

MS. RICHARDSON:  So for example, if there is a change in the Board's return on equity, we will adjust it for that. If there is a storm that goes through Orillia and all of their poles are torn down, they would have had to incur the costs to replace all of those assets regardless if we purchase or not.  So those are the types of things that would impact the goalposts in year 11.

MR. SHEPHERD:  Okay, I understand.

Can you go to number 26.  What we were trying to get at is whether Hydro One replaces assets at higher costs than OPDC.  And the same question applies to PDI as well.

And I am wondering if you can help the Board to understand what are the Hydro One replacement costs for particular categories of assets -- you certainly have that data -- and how does that compare to the current replacement costs for OPDC and PDI for similar assets?  Again, this is data that you all have, right?

[Hydro One witness panel confer]

MS. RICHARDSON:  So we would expect that information may be available for Hydro One for rates applications, but none of us here have that information, or some of the assets, not all of them.  We don't have that information.

MR. SHEPHERD:  Okay.  But -- and you would not have that for -- or I will ask OPDC.  Do you have information on what it costs to replace assets?  Unit costs, for example.

MR. HIPGRAVE:  For certain assets, of course, I mean, a bucket truck it's -- you know, you go out to tender, you get a quote, that type of thing.

As far as, you know, what it costs us inventory-wise to buy, you know, a 45-foot cedar pole, of course we have those unit costs.

As far as the installation, it goes on a project-by-project basis, whether you are drilling, you are setting it at rock, setting it in sand.  So it depends on a project-by-project basis.

MR. SHEPHERD:  So most LDCs actually -- pole replacement is a good example.  They actually keep track of their average pole replacement costs, fully installed costs on a regular basis because that is a trend they want to follow.  They want to see, you know, are they getting those costs down.

You don't do that?  You don't keep track of that sort of cost?

MR. HIPGRAVE:  We track project costs on every project on a project-by-project basis, as I've said.  You might be doing a pole line where you are drilling rock or setting them in sand, so it will vary depending on each situation and where you are working.

MR. SHEPHERD:  Are your capital costs generally lower than Hydro One's for the same type of replacement?

MR. HIPGRAVE:  I can comment on our capital costs, but not on theirs.

MR. SHEPHERD:  If you knew theirs, could you say whether yours are lower or higher?

MR. HIPGRAVE:  If you put two numbers in front of me, an eight and a nine, and you asked me if one is bigger than the other, then certainly I can.

[Laughter]

MR. SHEPHERD:  No, no, Hydro One said they have unit cost information available for certain types of assets.  If we get that, can you tell us whether your costs are higher than those numbers, or lower?

MR. HIPGRAVE:  I would have to look at the data to ensure that I am comparing apples to apples.  But if it's two numbers that are put in front of me essentially, yes, I can do that.

MR. SHEPHERD:  And I will ask the same question of PDI.  If you had -- you don't track unit costs for particular types of assets?

MR. JOHN STEPHENSON:  If I could just make a general comment on what I think you're looking at in terms of a comparison, what I struggle with is it really depends on the nature of the activity, doesn't it.  It is not just cost for cost, but it might be -- if it's as simple as putting a pole in and another pole, you would still have some particular nuances depending on where you are putting it.

But as you expand what that asset activity is, whether it is, let's say, for a substation, or let's say it is for a transformer for a customer, there are unique characteristics of every one of those activities that certainly will drive the different cost parameters of it and the unit cost of it.

So I think even if you could do that, I would suggest you're not really getting much out of that because of the differences that under lie the comparison, in my opinion.

MR. SHEPHERD:  So here's where I am trying to go with this, and then you can help me out.  Your rate base per customer is significantly lower today than Hydro One's.  Some of that is rural and everything, but even if you split it up by density areas, their rate base per customer is significantly higher than yours -- and that's the reason why they needed adjustment factors in fact, because otherwise they can't serve your customers at a lower cost.

I am trying to figure out -- and one of the things the ratepayers are concerned with is once this company is owned by Hydro One, they will replace assets at their costs and they are significantly higher than yours.  How do we find out what that difference is?

MR. JOHN STEPHENSON:  And why do we need to find that out?  I mean, isn't the regulatory process at the rate level when it comes to application and the actual rate base and the adjudication of it and how the money is being spent.  Isn't that sufficient to tell whether it is sufficient or not?

MR. SHEPHERD:  No, because the Board is applying the no-harm test in this case.

And if replacement assets under Hydro One will be significantly more expensive than replacement assets owned by -- if it is still owned by PDI, then that is a potential harm to customers, similarly with Orillia.

MR. JOHN STEPHENSON:  Right.

MR. SHEPHERD:  I am trying to figure out whether there is a number there we can look at and say, oh yeah, it is small enough that it doesn't matter, or whatever.

MR. JOHN STEPHENSON:  Yeah.  Again, I think that -- and I can't speak for what Hydro One has or how you would do that.  I would reflect that your first struggle, as you've characterized it, is carving up the unique differences within their own cost structure and who they serve.

That's been traditional issue throughout time, isn't it, in terms of being able to compare to our specific cost of putting a pole in in PDI, for instance.

So I think that that is a difficulty that we've always had.

Having said that, if you want to boil it down to simple, simple activities where the complexity of it is such that it's not affecting what the unit cost is in terms of putting something in -- and I would think if you really followed that script, you would probably come up with a very limited number of comparable activities and comparable costs, let's just say because of all of those distinct differences --


MR. SHEPHERD:  Yes.

MR. JOHN STEPHENSON:  -- I am not sure it is going to give you of much of a sight line in totality because of that, because there's differences.  There is underlying activities in the activities that are going to be very hard judgmentally to normalize by just looking at unit costs.

So again, I will go back to putting a pole in.  Simple.  Putting any other activity in, in my view, not so simple in terms of comparatives.  So I think it is difficult.

MR. SHEPHERD:  You have no idea -- like your rates are lower than Hydro One's.  So presumably, you are able to serve your customers at a lower cost and mostly it is capital, right?  That is what is fact what is happening right now.

MR. JOHN STEPHENSON:  Well, I know what we do, and I struggle with the comparison that I know that you are trying to make, because I don't know all of those details that Hydro One has to deal with.

I know what we do.  I know what our rates are of delivery and I know, you know, how we deal with that.

But to answer your question more specifically, I don't think that we go into infinite detail to break down unit cost for all of the activities that I think that you are looking for to provide a comparison, because of all of the complexities in the comparison and the interpretation of it.  And I think that is where we're going to have some issues.

MR. SHEPHERD:  I will go back to you, Mr. Hipgrave, with the same question.  Do you have any ideas on how we can nail down whether, when owned by Hydro One, replacement costs for assets will be higher?  And if so, by how much?

MR. HURLEY:  Jay, could I just ask a clarifying question?  Are we talking about potential revenue requirements beyond year eleven?

MR. SHEPHERD:  Yes.

MR. HURLEY:  So our focus -- so we used to worry about just the first five years and now we have gone to year eleven.

So how far did you want to take this out?

MR. SHEPHERD:  Well, you could ask the people in Smith Falls.

MR. HURLEY:  Do you have a cottage there or...

[Laughter]

MR. SHEPHERD:  I will use Brockville because they're the ones who actually -- the school board that complained the most vigorously to me.

The people in Brockville in 2000 were told everything's going to be fine.  How much do you think their rates are higher than yours right now?

MR. HURLEY:  I can't answer that.

MR. SHEPHERD:  So you're asking the question why do we care?  Well, the answer is we care because eventually, if Hydro One's underlying costs are higher, then the customers that are acquired are going to be hurt.  And the Board has said if they're going to be hurt in the long run, we need to know.

MR. HIPGRAVE:  I think -- our answer is similar to that given by PDI, and what I spoke of earlier is that, you know, we know what our system costs are and we work on things on a project-by-project basis and deal with the circumstances of every asset installation, and we go from there.

MR. SHEPHERD:  Thanks.  So I am going to turn to Hydro One and basically ask the same question.  Can you help us understand whether -- or to what extent, if it's true -- your replacement costs for assets in a similar situation are higher than in Orillia or in Peterborough?

If you don't have the information, you don't have it.  I just -- it seems like the sort of thing that Hydro One would want to know.

[Mr. Andre and Mr. Faltous confer.]

MR. FALTOUS:  So regarding unit costs or comparisons, I would agree with what both Orillia and Peterborough have said, that it would be very situation-specific.  Hydro One covers quite a vast area of territory.

Obviously, we have a lot of rural service territory.  You couldn't take the unit cost of replacing an asset that is averaged across our system and compare it directly to the costs that Peterborough or Orillia would have.

I think the other thing to note is that in our last distribution rate application, you know, there has been identified that productivity and efficiency gains are improving.

And so right now we're talking about year eleven, and Hydro One has been on a trajectory to improve their productivity over the past few years, and that effort is certainly continuing.  There is a lot of effort looking at how we can reduce our costs over time.

So at this point in time, I think to say in year eleven, we will be higher, even if we were today -- which I am not saying that we are.  But even if we were, I think is very speculative at this point.

MR. SHEPHERD:  So you have no ideas as to how we could nail down this differential?

MR. FALTOUS:  No.  I think, you know, it is very different, and I don't think you could just take two numbers and compare them and say therefore Hydro One is more expensive.

MR. SHEPHERD:  We know you are more expensive because your rates are higher.  That is not the question.

MR. FALTOUS:  We also have a very different service territory.

MR. SHEPHERD:  All right.  I am going to SEC 32...  They're attached, so...

MS. RICHARDSON:  So I just wanted to add.  Hydro One's capital forecast, which is shown in Exhibit A, tab 2, schedule 1, table 1, is that for both Orillia and for Peterborough our capital forecast is lower than the status quo.

MR. SHEPHERD:  But that is not because your unit costs are lower.  It is because there would be redundancies and you're not going to need to spend as much in capital because you already have assets.

MS. RICHARDSON:  It is more efficient planning and we're able to lower the cost.  It really, if it is a unit cost or if it's lower cost overall, what really matters is that the cost to create the rates and to do the revenue requirement will be lower in the absence -- with Hydro One purchasing these utilities.  All customers will have lower rates.  That is our evidence.

MR. SHEPHERD:  I am going to SEC 32.  And what we asked is the current shared costs and how the current shared costs are allocated.

And I -- and then what you said is, well, no, we can't give you shared costs, but we will give you this other stuff instead.  Why can't you give us shared costs?

MR. ANDRE:  So certainly a lot of the items that you see there, customer billing, collections, meter reading are -- community relations are shared items.  So those items there in the A&G bucket are shared.

But shared costs also include upstream distribution facilities, include things like operating centres, buildings, et cetera.

So if you went to the total thing that makes up revenue requirement, if you looked at net income, interest expense, depreciation, there would be elements of shared costs within those buckets.  Even within OM&A, you know, if you have upstream distribution facilities that are being used by these acquired utilities, there's OM&A associated with those upstream distribution facilities, and they're just part of the distribution lines, OM&A bucket.  They're not specifically called out as shared.  So, you know, those are two examples of how shared costs really are found throughout the US of A categorization of costs.

MR. SHEPHERD:  Surely this is really simple.  Surely you can run the CAM with all of the shared costs allocated to everybody, including OPDC and PDI, and run the CAM, only allocating residual costs to them.  The difference is your shared cost.  Is that not right?

MR. ANDRE:  And that's effectively what we've done in I-1-48, or I-1-9 in the case of Orillia.

MR. SHEPHERD:  So that is the result in I-1-48?

MR. ANDRE:  For Orillia.  And for -- so if I could take you to --


MR. SHEPHERD:  That's with the adjustment factors, right?

MR. ANDRE:  Hmm?

MR. SHEPHERD:  That has the adjustment factors in it?

MR. ANDRE:  Correct.  Because as I said, the adjustment factors are essential to identifying what assets you are actually using to serve those acquired customers.

MR. SHEPHERD:  That's not what we were asking.  We were asking the total of the shared costs, and the total of the shared costs would be without all of that direct allocation, because that's not shared costs, right?

MR. ANDRE:  Right.  And that's what you have there, the total currently allocated for, you know, for these rate classes that you identified per our last application, and again, those aren't total because, you know, there are shared costs associated with our sub-transmission system which helps -- you know, which feeds in -- you know, they're shared costs in the sense that -- I mean, when you are looking at an individual utility, Mr. Shepherd, I would argue that all costs are shared costs, right?

I think this concept of shared costs comes in because we're talking about acquired.  But, you know, a customer is sharing even local lines with his neighbours and then those local neighbours are sharing costs of the higher voltage feeders upstream and the stations upstream.

So there is no -- there is no easy breakout or even definition of shared costs.

MR. SHEPHERD:  I agree with you 100 percent, but if we start getting into philosophy somebody is going to hit me, so we have to stick to more practical, and the practical side of it is, you can identify precisely what the shared costs are by running your CAM two different ways, right?  And without the adjustment factor.

MR. ANDRE:  Well, so the IR asked for 2000 -- you know, from our last distribution application for these rate classes, so adjustment factors really don't factor into this calculation.

The only thing that comes out of the cost allocation model that is most closely related to adjustment factors are the administration and customer-related costs, which are clearly shared.  But as the point I have made is that there is a lot of OM&A costs associated with upstream distribution facilities that would also be shared and, you know, across these rate classes you have it here.

I am not sure what you're saying, running without the adjustment factors.  That doesn't apply to our last distribution application.

MR. SHEPHERD:  This list says that the allocated costs -- the allocated "shared costs" for UR 27 million.  Isn't there somewhere else where you say it is 32 million if you actually add them all up?  Isn't that right?

MR. ANDRE:  For UR?

MR. SHEPHERD:  Yes.

MR. ANDRE:  Can you point me -- no, I see the 27, but Mr. Shepherd referenced a 32 figure, and --


MR. SHEPHERD:  I will see if I can find it.  Just give me a sec.  You broke it out between direct costs and shared.  And it was early on.

All right.  I will come back to it.  That $27 million for UR is not the shared costs for UR, right?

MR. ANDRE:  Again, within the UR class, you know, within all of these classes that are shown here the construct of shared costs doesn't really -- I mean, we defined shared cost for the purpose of these MAADs applications because there's certain costs that are -- you know, they were the different from incremental costs, so you had your residual or incremental costs, and then everything else is shared.

So that construct works in the context of the MAAD application, but when you are looking at all of a utility's rate classes, like I said, there isn't -- the concept of shared doesn't really apply.

What you see here is 27 million associated with those specific US of A activities.

MR. SHEPHERD:  All right.  And you're saying you can't -- I guess you've given us a live C.A. model that has the adjustment factors in it, right?

MR. ANDRE:  Yes, we have.

MR. SHEPHERD:  So we can just take the adjustment factors out and we'll know what the allocation is, right?

MR. ANDRE:  You will get an allocation that says, okay, one customer -- a customer in PDI is going to attract the same cost, average cost, as a customer within Hydro One.  That is what doing what you suggest will give you.  It will give you -- if you charge the average cost for serving Hydro One's, you know, 500 square kilometre -- 500,000-square-kilometre service territory, if you took that average cost and said, okay, that one customer in PDI is the same as the average customer in Hydro One, then, yes, that is the number that you get.

But as we've said, I think that would be completely inappropriate to say that that average cost is a fair representation of what it costs to serve either PDI or Orillia service territory.

MR. SHEPHERD:  Wouldn't it be the average cost to serve a UR customer?

MR. ANDRE:  If you took -- if you took out the adjustment factors, no.  If that -- those residential customers had been built into the UR rate class, you would be getting closer, but as I've said before, you would still have -- you know, UR itself even still has some averaging.

But the way the model is structured now, no, you wouldn't be getting the UR.  You would be getting it sort of like the allocation without any density factors which apply to the UR.

MR. SHEPHERD:  So you would have to build in the density factor, which is something that is in the model anyway, right?

MR. ANDRE:  It is in the model for the residential classes.  The way the density factors work is the model allocates the way it normally would allocate to the residential classes, and then within the residential class it shifts costs from, you know, from UR to the R2.

But as they are structured within the model they couldn't be directly applied to the acquired classes.

MR. SHEPHERD:  Thank you.  That sounds like it is going to be fun.

All right.  So I am at SEC 35.  And just time check for everybody.  I am going to stop at 2:30 whether I am finished or not, just because I am sick of asking questions.

MR. MILLAR:  I will allow it.

MR. SHEPHERD:  And I probably won't get through everything, but other people will ask questions, and I may jump in from time to time.

In SEC 35, we asked you what percentage allocation of shared costs to OPDC customers will result in total costs to serve being greater than status quo.

You didn't answer that.  You calculated the percentage of shared costs to residual.  You calculated the percentage of shared costs to status quo.  But you didn't calculate what percentage of shared costs, total shared costs did you end up allocating to the acquireds in order to get to break even, to that goalpost.  Do you see the difference?

MR. ANDRE:  I think the way that we've defined shared costs wouldn't allow that calculation that you are asking for.

We could go to -- and I think it is important that we all have a look at this paragraph, just to see if that gives you what you need, and it is in I-1-9.

MR. SHEPHERD:  I-1-9.  That's the big one, okay.

MR. ANDRE:  Part D which is on page 10, page 10 of 11.

MR. SHEPHERD:  Okay.

MR. ANDRE:  So in part D, you will see that the total revenue that we're proposing to collect from OPDC customers is $9.6 million.

MR. SHEPHERD:  Yes.

MR. ANDRE:  And given that the residual cost is 7.9 and the status quo cost is 14.4, what you can draw from those numbers is that if you compare 9.6 that's going to be allocated relative to the 7.9 in residual, you are getting an allocation of 1.7 million.  That is the amount.

So you are getting 1.7 million in shared costs, getting -- you know, being collected from OPDC customers.

MR. SHEPHERD:  That's around 10 or 15 percent of the shared costs.

MR. ANDRE:  Well, see, yes, it's like we could tell you what that is in terms of the revenue requirement.  In terms of the total shared costs, you know, it comes back to the same problem with that IR that we were just talking about.

There's customer costs and A&G costs, but there's shared costs, as we have defined it for the purpose of this application, in other US of A accounts.  So there isn't a shared cost number.

MR. SHEPHERD:  So your proposal to the Board is that you will allocate the shared costs in a manner that ends up being between the goalposts, right?

MR. ANDRE:  Close.  What our proposal is, is we will use the cost allocation model to allocate all costs, OM&A costs, you know, the core OM&A costs for doing line and transformer maintenance, plus any shared costs.

So we will allocate all OM&A costs using the Board's cost allocation model, and then compare that total allocated cost relative to the incremental revenue requirement that was actually required to incorporate the acquired utility, as well as what the revenue requirement would have been for that acquired utility had it not been acquired.

So we are not allocating shared costs.  I think VECC had asked this in one of their IRs to clarify, and they were correct.  We're allocating all costs based on the assets required and the number of customers.  That's obviously a factor as well for a number of the US of As.

But the asset-related costs will be tied to the specific assets required to serve it.

MR. SHEPHERD:  And part of the reason why you are doing that is because you can't actually allocate the shared costs because in order to allocate the shared costs, you'd have to know what they were.

MR. ANDRE:  I mean, we know that they are everything over and above the incremental costs, that's how we've...

MR. SHEPHERD:  But you don't know what the total cost is to serve the OPDC or PDI customers without any adjustment factors.  You don't know that number.

MR. ANDRE:  It's a cost -- I mean, you can't know that number.  I mean, we certainly know the incremental costs that are required, OM&A and capital.  We know the incremental costs that are required to serve the acquired utilities.

But in terms of the total costs, the only way to get that is to go through the cost allocation process.

MR. SHEPHERD:  Okay.  So can you provide for the Board -- you have already provided the CAM for 2030 with the adjustment factors, right.

Can you provide the CAM for 2030 without the adjustment factors, treating those customers in PDI and OPDC just as if they were the same as any other customers in any other city; density, everything else.  Can you do that run?

MR. ANDRE:  No.  I mean, the density factor we don't have.  We haven't run a study to look at what that density -- you know, what that density factor should be for each of those communities, like PDI and Orillia.

MR. SHEPHERD:  I am pretty sure you answered that question already.  I am pretty sure you told us they're both in the urban class.

MR. ANDRE:  They're in the urban class, but the specific -- that density factor construct that we use for some of our other classes couldn't easily be applied.  I don't know how I would apply that to the -- right now, how I would apply that to the acquired utilities.

MR. SHEPHERD:  I thought it was binary.  You either met the test or you don't.

MR. ANDRE:  What is binary?

MR. SHEPHERD:  The density factor.  You are either in the class that has the higher density or you are not.  Right?

MR. ANDRE:  Yes.  But what you were saying is run it without the adjustment factors, and you're saying put them into your urban classes?

MR. SHEPHERD:  Yes.

MR. ANDRE:  So that will get you closer to what the Board had asked us to do, which was make sure that you charge them their costs to serve.

MR. SHEPHERD:  Yes.

MR. ANDRE:  But as I said, even the urban and general service energy and demand classes, there is still an element of averaging.  But something that I haven't mentioned which is even more important is the whole minimum system and PLCC adjustment.

For Hydro One, that drives a very different allocation of costs to the residential versus the general service demand class.

MR. SHEPHERD:  I understand.

MR. ANDRE:  And right now, by keeping them as separate classes with the adjustment factor applied to assets, we're able to maintain that split so that the existing customers don't see a big jump.

If we were to bring them into the Hydro One classes, you would see that big disparity in the general service because we would be applying Hydro One's minimum system and PLCC adjustment.

MR. SHEPHERD:  Well, you would also be increasing the percentage of your customers that were in the urban classes, which would fundamentally affect your other classes, right?

MR. ANDRE:  Yes.  If you group them together, yeah, you would be changing the complete results of the model.

And it's not -- you know, the Board -- something that just sort of dawned on me is that the Board in their consolidation handbook, Mr. Shepherd, makes it very clear.  On page 18 of that book, they say a utility has the ability -- when you have an acquisition, you can either put them this into one of your existing classes or create a new rate class to put your acquired customers into.

And I think the goal is whatever best reflects the costs to serve.

So our view is that creating a new rate class where you accurately identify the assets required to serve them is the best way to achieve that.

MR. SHEPHERD:  So are you refusing to provide a copy of the -- or a run of the cost allocation model that treats the customers of OPDC and PDI the same as legacy customers with similar characteristics?  Are you refusing to provide that?

MR. ANDRE:  Yes.

MR. SHEPHERD:  We know you can do it.  The question is will you.

MR. ANDRE:  Yes.  They would be similar and they would not accurately reflect the costs to serve those acquired customers as our proposal does.

MR. SHEPHERD:  So are you refusing to provide it, yes or no?

MR. KEIZER:  Yes, we are refusing to provide it.

MR. SHEPHERD:  Okay.  And so then I am on SEC 40.  page 4, and this is, I think, for OPDC.

So in 2018, you paid a million dollars to -- more than a million dollars to Hydro One or its affiliates for operations and maintenance services.  Can you tell us about that?

MR. HURLEY:  I can speak to that.  That's a bit misleading.  That is actually our total operations and maintenance costs that we incurred in 2018.

You will see it in the note.  I think it is -- that was there for a reference.  I think the question asked for a reference.  What we paid to Hydro One are the numbers you see below.

MR. SHEPHERD:  I see.

MR. HURLEY:  So that...

MR. SHEPHERD:  Okay.  I have no further questions on that.

All right.  I want to -- okay.  So actually here's the reference that I was trying to find earlier.  Staff 4.

MR. KEIZER:  In Orillia?

MR. SHEPHERD:  Yes, in Orillia.  In fact -- so in section B you say direct costs for UR are 12.5 and shared are 27.4, which actually is the same as the table you gave us earlier, right?  They're in the SEC response.

But you have told us that that's not actually shared costs.  So when this says these are shared OM&A costs, that is not correct, right?

MR. ANDRE:  The table -- were you in part B or C or D?

MR. SHEPHERD:  B.

MR. ANDRE:  Yes.  So the direct and shared in quotes are the numbers -- are categorized the same way.  So shared would be the customer and A&G costs and direct would be the distribution costs.

So it is our best attempt to identify, you know, what those costs would be.  Sorry, wasn't 27 the number that we had in the other IR?

MR. SHEPHERD:  Yes, it was the same.  The same number.

MR. ANDRE:  Yes.

MR. SHEPHERD:  So that is not actually shared cost.  That is actually certain categories which is a proxy for shared costs, but it is not exact.

MR. ANDRE:  Yes.  Not exactly as defined here; that's correct.

MR. SHEPHERD:  Okay.  Then the next page you talk about the allocation to -- now, this is only OM&A -- to OPDC customers in 2030.  And you say, well, there's direct costs and then there is these other categories, which I guess is the same sort of proxy, right?

MR. ANDRE:  Right.

MR. SHEPHERD:  So can you do the same breakdown for OPDC for capital?

MR. ANDRE:  You mean like rate base?  Or you mean capital expenditures or --


MR. SHEPHERD:  No, no.  I am talking about the components of the cost allocation model that are driven by capital.  So it includes, you know, depreciation and interest and all of that stuff.

MR. ANDRE:  Right.

MR. SHEPHERD:  Just break that down between direct and "shared".

MR. ANDRE:  Yes.  So what I would do is effectively take the split that you see here, right, in terms of how much of the total allocated OM&A is split between direct and shared, and would apply that same percentage to those, you know, net income interest costs.

There is no granularity that would let me go into the model and pull out the shared asset-related costs.

MR. SHEPHERD:  Now, the shared costs in this example that you have given us, those shared costs are after your adjustment factors, right?

MR. ANDRE:  Yes.  Those are the shared costs that would be allocated based on, you know, fixed assets associated with serving the acquireds, so that you have made that adjustment to ensure that you only have the fixed assets required to serve the acquireds.  And then the model would follow its normal process on the fixed-asset side.

There is also a number of costs, obviously, they're allocated, based on customers, pure customer numbers, so that wouldn't have any adjustment at all, but anything that is related to fixed assets, yes, the adjustment applies to fixed assets, and then the model carries through its normal process like it does for all other classes to determine the shared OM&A.

MR. SHEPHERD:  All right.  So all of the cost allocation information you have for 2030 includes the adjustment factors.  The Board might -- you will agree the Board might be concerned about the adjustment factors, might not like them.

How do we -- how do you provide the Board with information on what the allocation would be without the adjustment factors?  Is there some way to do that that at least will get them a ballpark figure?

MR. ANDRE:  So, you know, I really can't stress this enough.  Any allocation without the adjustment factors would simply be a number that has -- that first off doesn't achieve the Board's goal of ensuring that you charge them their costs to serve and would be a number that would absolutely not be reflective of Hydro One's costs to serve that specific service territory.

I mean, so, you know, mathematically you can do the number.  We have the cost allocation model, you know, it is attachment 3 to I-1-1-9, you know, and you can see the adjustment factors are there.  I think we need to do -- and clearly I think it was probably a failure on my part, on Hydro One's part, to not have adequately explained the role of the adjustment factors and adequately explained exactly how they work, what the principles are behind it, that maybe led to the Board's, you know, concern around the adjustment factors.

I know they had concerns about how those would be changed going forward.  Our proposal and these applications addressed that going-forward concern, and I think their concern around what the adjustment factors are doing really is going to be addressed by Hydro One at its rebasing application, where we will do a much better and thorough job in terms of explaining that it is critical to correctly identify the assets that are being used to serve and that allocating assets based on the average of Hydro One's large service territories absolutely will get you the wrong result.  It will not be fair to --


MR. SHEPHERD:  So I understand --


MR. ANDRE:  -- to Orillia and PDI customers.

MR. SHEPHERD:  -- I do understand that.  What I am trying to get to, I guess, is you've done a cost allocation model and a proposal based on the principle of no harm.  And there is another ratemaking principle, the principle of fairness.  And you could do a cost allocation model driven by fairness in which like customers pay like rates.  They have costs allocated to them in the same way.

And I am asking -- well, I have already asked you to do that and you said no.  I am asking, is there some way the Board can understand what's the result if you are driven only by fairness and then compare that to what's the result if you are driven only by no harm?

MR. KEIZER:  Sorry.  I just have to -- the presumption of the question is that what Hydro One is proposing is not fair, and I don't think the witness has said that.

MR. SHEPHERD:  No.  I --


MR. ANDRE:  Yeah.  If I could respond.  I mean, Mr. Keizer sort of stole my thunder a little bit.  I was going to say, absolutely, that what we have proposed is both fair and ends up with a result that does not cause harm to either legacy or the acquired customers.

So, yes, I would disagree with your characterization that it is not fair.

MR. SHEPHERD:  But the customers in Brockville will still pay more than the customers in Peterborough.

MR. ANDRE:  The customers just outside Brockville who are in an R1 area pay more than the ones that are, you know, 10 kilometres outside of Brockville, you know, and they're in an R1 area -- or, sorry, in an R2 area.

So R2, as you know, is a really wide range.  There is R2 customers in northern Ontario that are paying the same as an R2 customer in southern Ontario, and you could argue that those are very different, but they're paying the same rate.  I think that is a function of the postage stamp rate construct that we have, that Hydro One has and all utilities have in Ontario.

MR. SHEPHERD:  Well, you don't actually have postage stamps rates, you're actually proposing not to have postage stamps rates in this case, right?  That is exactly what you are proposing.

MR. ANDRE:  In order to ensure that those customers in Orillia and Peterborough are accurately and fairly allocated their costs to serve as we have been asked to do by the Board.

MR. SHEPHERD:  Awesome.  Okay.  So I have -- this is Staff 9, so -- and I am on page 7.  So this CAM that you filed -- you filed the whole CAM, right?  You didn't just file part of it.

MR. ANDRE:  No.  Yes.  The whole CAM is filed electronically.

MR. SHEPHERD:  The revenue you use for the revenue-to-cost ratios, what's that revenue based on?

MR. ANDRE:  You mean what's shown there as allocated costs?

MR. SHEPHERD:  Yes.  Well, the revenue-to-cost ratio is -- the allocated costs are one part of it.  Then you have to make an assumption about revenue.

MR. ANDRE:  Right.  There are -- they are the estimated revenue in year ten -- sorry, the estimated rates in year ten multiplied by the year eleven forecast.  And the estimated rates in year ten, the assumptions around that are described on pages 8 and 9.

MR. SHEPHERD:  Yes.  All right, here we go.  This is another question for OPDC, and it may be the last one.  I am on attachment 2 of Staff 19.  I am looking at, I think this is page -- it is the page after page 5 of 5.  It is
actually -- oh, no, it is attachment 3, sorry.  These are your numbers, Mr. Hurley?

MR. HURLEY:  They're Orillia Power's numbers, yes.

MR. SHEPHERD:  Am I right that basically all you did for each of these lines is just add 2 percent each year?

MR. HURLEY:  You're talking about the OM&A?

MR. SHEPHERD:  Yes.

MR. HURLEY:  You're looking at the OM&A part of the schedule?

MR. SHEPHERD:  Yes, I am looking at the OM&A part.

MR. HURLEY:  Yes.

MR. SHEPHERD:  Is your microphone on?

MR. HURLEY:  Sorry, yes, that's correct.  There was an assumption OM&A would go up 2 percent a year.

MR. SHEPHERD:  And is that consistent with your past OM&A increases?

MR. HURLEY:  It's pretty -- I mean, there is no one particular consistent number, percentage.  I mean, but you know, we have been experiencing roughly 2 percent rate increases over the last few years.  So I would say it is a pretty good proxy for going forward.

MR. SHEPHERD:  And the 2020 numbers, are those a bottom-up forecast?  Or are they an increase from 2018 or 2019 or 2017, or something?

MR. HURLEY:  So it's adjustments from 2018, 2019 going forward into 2020.  I wouldn't describe it as a completely bottom-up.  But our budgets are completely bottom-up.

So we do have some -- if we have to rebase on our own, if we have to continue forward on our own, there will be some increased costs going forward into 2020 that don't exist right now.

So that might be -- that's also reflected in the 2020 numbers.

MR. SHEPHERD:  Oh, yeah?  Oh, okay.  So you did -- you increased your actuals to reflect a higher number for 2020?

MR. HURLEY:  That's correct.  I mean, we know that there are going to be some costs that we currently aren't incurring right now that we will be incurring if we are a stand-alone utility going forward, if this deal is not approved.

MR. SHEPHERD:  You're running the utility the same way as you would otherwise.  Why wouldn't be the costs in 2018 and 2019 be a full set of costs?

MR. HIPGRAVE:  What I said was that we're keeping the utility running.  We are making some decisions with respect to staffing where we might have part-time or contract or temporary workers that are allowing us, in this period of uncertainty, to keep the utility running as we should run it.

However, if the regulatory decision is to decline this approval, we've got to look at it as if -- essentially regroup.  We're doing a distribution system plan.  We're filing a cost of service.  There's a couple of years' worth of work there, as you well know.

But we've got to essentially reset the utility going forward and say, you know, okay we brought back a retiree on a part time contract basis to help us out in this time of uncertainty.  Going forward, if we're running this utility, we would probably make a different decision.  We would go out and hire a full time person.  They would be on, you know, our pension and benefits plan.

So those costs are essentially worked into these numbers going forward and then from 2020 to 2030, as Mr. Hurley said, we'd essentially use an inflationary factor of 2 percent a year.

MR. SHEPHERD:  So, Mr. Hurley, how much is -- that five million 542 for 2020, how much is that more than 2018 actual?

MR. HURLEY:  It is about $500,000 more.

MR. SHEPHERD:  So your status quo is about five million more over the ten years than what you're spending right now?

MR. HURLEY:  How much did you say?

MR. SHEPHERD:  Five million, $500,000 a year for ten years.

MR. HURLEY:  Oh, okay.  That's fair.  Inflated by 2 percent.

MR. SHEPHERD:  I am going to stop there.  Thank you very much.

MR. MILLAR:  Thank you, Mr. Shepherd.  I would like to go a few minutes more before our break.

Mr. Kehoe, I know you travelled here from out of town and would probably prefer to get done today.  Are you prepared to ask your questions?

MR. KEHOE:  Yes.

MR. MILLAR:  Are you prepared to go?

MR. KEHOE:  I've got it here.
Examination by Mr. Kehoe:


MR. KEHOE:  Now, in the discussion, we're in a scenario that Ontario Power, at least Orillia Power Distribution here is under pressure from the municipality not to sell at any cost to supplement their agenda.

There isn't a situation anywhere that you could say would run a comparison between the debt that Hydro One has to assume and the record refurbishing of Darlington and the power lines that were built in the 1950s, that they could even remotely compete with Orillia's distribution.

Orillia's distribution has held a long-time record as being in the lowest 5 percent of all the collective municipal utilities.  And they did so with the work ethic that their employees had, and a goal to work totally in the favour of their consumers.

Now, I speak in an opposite direction to the people represented, Grant Hurley -- Pat Hurley and Pat Hipgrave, who are hired by the so-called stockholder, the City of Orillia.  That was a situation that was wrong, wrong, wrong from the beginning.

So from that regard, there isn't a single way that Hydro One could competitively compete using honesty here and putting those things that are on the books and face things in the future.

Now, I asked a couple of questions and I am going to be brief in this regard, and I am going to roll the clock back somewhat.

Anyways, I have been a long time Orillian and my family goes back over 200 years in Orillia, and I have been dedicated totally to the Orillia consumers.

But when I attempt to get something of any information whatsoever, be it minutes from the meetings that I served on the board of directors, it is next to impossible.

Now, I attempt to get information from the distribution corporation on two major matters.  One is, I think there was Ontario Hydro people in the old corporation that must have got their training from a fellow by the name of Trump in the -- south of the border, because there were promises made that they knew there wasn't a hope in hell that they would ever keep.

And one of the factors alone was the out-and-out lies that they told the then Orillia Water Light and Power Commission that if we were able to cooperate with the former Ontario Hydro and save them the millions of dollars in routing their power situation through Orillia lines, then we in turn from the two of the three power plants that we owned, we could take that money as a credit at the Orillia hub.

And the hub was on the 230-volt line that existed from Da Swisha into the power corporation to the south, and we had lines that went to -- we had lines that went to an existing plant, and just taking the Swift plant, for example, about 18 miles of double -- 44 kVa lines that were practically new and well-maintained.

And they looked at the cost of environmental assessments, the costs of building their own lines to be able to service the massive growth that was taking place in Gravenhurst, Bracebridge, and Huntsville.

So they made a deal, if they could use our lines, and they followed it up by saying if they could buy our lines we could take credit for that energy at the Orillia TS, and that was a contract that we made and signed with Ontario Hydro.

And it worked fine for probably about four years, and then Ontario split up into their multiple corporations and we ended up with one of those corporations called the independent systems operator, and the independent systems operator said, no more, they had bought the lines from Orillia Water Light and Power, and they said they're hydro lines, and we want things to be equal, so we're going to set one price, so to hell with that contract that Ontario Hydro signed.  It doesn't apply in this situation.  We're a separate corporation and that is our ruling.

Now, I have been trying now for three years to get those specific contracts that are on file in our Orillia office, and to no luck.  I can't even get the minutes for the 19 years that I served on the board of directors, because they refuse to cooperate in that regard.

So I am a bit of a historian on electricity, particularly on the Orillia Power.  And in that regard, I had asked for the -- from the secretary the minutes of the last general meeting, the last year that I served on the commission.

And lo and behold I found the minutes of the last -- the last meeting of the commission to include outright lies.  A paragraph that was in that regard didn't happen at all.  It was a paragraph that was added to the minutes that reads:

"Moved by K. McLachlan (ph), be it resolved that signing officers of the Orillia Water Light and Power Commission be authorized to sign and execute the general conveyance assignment and bill of sale attached."

That was the sale from Orillia Water Light and Power to the Orillia Power Distribution Corporation that was --


MR. MILLAR:  Mr. Kehoe, I don't mind --


MR. KEHOE:  -- incorporated on October 26, year 2000.

MR. MILLAR:  Mr. Kehoe, I'm hoping we can --


MR. KEHOE:  Yeah.

MR. MILLAR:  The purpose of today is to actually ask questions of Orillia and --


MR. KEHOE:  Okay.  What -- okay.  Well --


MR. MILLAR:  -- this sounds to be what your final argument is --


MR. KEHOE:  -- those are questions that -- I'm sorry, the question is that this didn't exist, and --


MR. RODGER:  Excuse me.

MR. KEHOE:  -- to one thing I place before the Energy Board at this hearing, this sworn affidavit of the commission.  Now, I have --


MR. MILLAR:  That was filed.

MR. KEHOE:  -- endeavoured to work in this regard here.  Now -- and I asked both Pat Hurley and Grant Hipgrave if they will open up the files for portions that I served on the board of directors that I can access information here now, in the presence of an employee.

MR. MILLAR:  Is there a response --


MR. KEHOE:  Probably at the most three hours, and I ask that as a question, and if I can get a yes or a no on that -- in that respect.

MR. RODGER:  I can tell you, Mr. Kehoe, the answer is no.  As you know you filed a letter on September 15th, 2019 --


MR. KEHOE:  Who is speaking?

MR. MILLAR:  It's Mark Rodger.

MR. RODGER:  Mark Rodger speaking.

MR. MILLAR:  He can't face you, unfortunately, because he needs to speak into his mic.

MR. KEHOE:  [Microphone not activated]

MR. RODGER:  And the matters in your letter, as you have outlined in your speech this morning, they all have to do with things that have absolutely no relevance to the matters before the Board.

In your letter you talk about the transfer by-law that originally created Orillia Power Distribution from the Commission.  You ask for transfer documents.  You ask for old contracts into the '70s and '80s, among other things.

And that is why I reached out to you by telephone as a courtesy to try to explain this, that these would be all objected to, because they're not anything to do with the no-harm test or the transaction before the Board.

You had mentioned to me that you planned to take your case to the Attorney General about what you consider to be illegal transfers back in 1999 and the illegal Energy Competition Act, and you are welcome to do so if that is how you intend to spend your time, sir, but really, this really is a waste of all of our time today.  At the end of the day all of our time here is being funded by ratepayers, and I know you wouldn't want to exacerbate the costs of this proceeding which has already gone on for 1,100 days since Orillia filed the application, so we won't be providing any of this material, and with all due respect, we really would like to move on.

MR. MILLAR:  So Mr. Kehoe, that is a refusal to the question.  I can speak with you on break about what you may or may not do with that.  Did you have other questions for this panel?

MR. KEHOE:  No.  The matter is -- and I have copied the Energy Board on that segment that went to the -- and that dealt more with the government things and breaching our Canadian democracy rather than an argument that I have with this utility.

But the answer is no to that question, and I would say that in our situation, if Adam Beck was alive to see the situation as it exists in 2019, I am sure that he would shoot himself.

We have got to work collectively here now for the consumer, and not go in six different directions.  And that is really the substance that I have.  And you can see where things have gone downhill when there's no freedom of information here now that exists any longer in corporations here now relating to hydro.

MR. MILLAR:  Well, thank you very much.

MR. KEHOE:  That is all that I have to say.

MR. MILLAR:  Okay, thank you very much, sir.  I think we will take our afternoon break and come back in fifteen minutes.  Thank you.
--- Recess taken at 2:50 p.m.
--- On resuming at 3:07 p.m.

MR. MILLAR:  Okay.  Welcome back, everyone.  Let's get started again.  We are now on to Board Staff, and we have a number of people who will be asking questions.  To start off we have Mark Rozic, who is way at the back.  He just has one or two questions, I think.  So he will begin.

MR. ROZIC:  Good afternoon.
Examination by Mr. Rozic:

MR. ROZIC:  I do have one other follow-up question.  Jay actually covered off a lot of what I wanted to cover in my line of questioning, but there is one lingering item I would like to address.  If we could turn to SEC IR 29.  This is for the PDI.  So it's the table in particular at the bottom of the IR, yes.

So essentially you are presenting the PDI status quo revenue requirement for year 11 compared to what it would look like after the transaction or if the transaction were to go through.

I was wondering if you are able to -- so you present the savings here.  Are you able to quantify what portion of the savings are achieved by virtue of PDI just adopting Hydro One's accounting policies?  And if you could do that by line item.

MS. RICHARDSON:  I have the information as a total revenue requirement, and I am not sure if PDI --


MR. ROZIC:  Sorry, I can't hear you.

MS. RICHARDSON:  Sorry, I have the information for PDI as a total revenue requirement line item.  I am not sure if PDI has it in total, but what we had done was asked -- I think this is what you're asking, is to do with the overhead capitalizations --


MR. ROZIC:  And depreciation.

MS. RICHARDSON:  -- and change in depreciation.

MR. ROZIC:  Yes.

MS. RICHARDSON:  Okay.  So regarding the overhead capitalization rates, as you know, Hydro One is on U.S. GAAP.  So we capitalize both indirect and direct overheads, where PDI only capitalizes direct.

So when PDI -- we asked them if they could run their numbers is if they had capitalized indirect also.  And that resulted in the 400,000 change to their status quo number.  So it would be $24.5 million on that line.

MR. ROZIC:  Oh, sorry, on the total line?

MS. RICHARDSON:  Yes.  On the revenue, so the 24 point -- 24913 -- I am using without the LD charges.  The 24913 would go to 24500.

MR. ROZIC:  So it would -- okay.  And that's just the overhead capitalization component, correct?

MS. RICHARDSON:  Correct.

MR. ROZIC:  Then there would also be them transitioning to Hydro One's accounting policy for depreciation for the assets that are being acquired?  Is there an impact associated with that?

MR. FLANNERY:  So I think as I mentioned before, if we have a look at PDI I-2-49, which is VECC -- sorry.  Is it I-2-49?  I think it is VECC -- VECC 19 is the one that I wanted to turn to.

So it is I-4-19, and on page 3, table 1 there is a comparison there at a high level which is the level in which Peterborough and Hydro One undertook their forecasting from depreciation category and asset categorization level.

You can see there that the depreciation categories and the rates that they used there are pretty much the same.

So to -- I guess --


MR. ROZIC:  Can you quantify that into numbers, though?

MR. FLANNERY:  What's that, sorry?

MR. ROZIC:  Can you actually quantify that into numbers based on what is presented here?

MR. FLANNERY:  Well, I don't think the quantification of the numbers is -- I mean, you could take one away from the other and multiply it by, like, a rate base, but I don't think the quantification of the numbers is perhaps the real issue.

I think from how the question was asked it is whether or not there was an accounting policy change.  And I don't think it's -- the delta of these, it is important for us to understand the delta between these two numbers is not driven by an accounting policy change per se.  This is a product of their blended rates for distribution plan being slightly different because they're different utilities.

And that could be different for -- slightly different for Orillia or Peterborough simply because of asset mix.

So when I want to say asset mix I mean the type of assets that that individual utility invested in, in such that they blended up to a rate of the distribution plant.

So it is not a difference due to the adoption of a different accounting policy.  And if we were to look at the depreciation rates in those categories for both Orillia and PDI, who are under the same Board-mandated depreciation rates per the Kinectrics study that they were mandated to implement in 2013, their depreciation rates at this blended rate, at this blended category, are slightly different as well, but it is not an accounting policy difference.

MR. ROZIC:  So can you quantify the impact on this table with respect to the change in the blended rate?

MR. FLANNERY:  Sorry, what am I quantifying?  For a particular year?

MR. ROZIC:  This is year 11.

MR. FLANNERY:  Year 11?  Okay.

MS. RICHARDSON:  So I just want to give a little reference to the value of this.

The majority of the assets for Orillia are under distribution plant, or PDI, sorry, or for both are under distribution plant, which -- both utilities have just over 92 percent of their assets that fall under distribution plant.

So if we look under PDI, the difference in depreciation, it is 2.3, Hydro One's blended rate is 2.3 versus 2.56.  So we can do a calculation of that .26 differential, but we don't really think it is a material change.

MR. FLANNERY:  But I think what is important for us to understand is that once the acquisition takes place, the assets that we will acquire will be operated and maintained under our stewardship, potentially different to what Orillia or Peterborough were doing at a status quo level.

And so given that we are depreciating those rates under our Board-approved depreciation methodology and study, the delta is something that's kind of fictitious, if you will.  It's not really, in our mind, relevant, because when we move them over to ours we're using what our management believes on average is the assets, the system's useful average lives, and that's reflected in Hydro One's depreciation rates.

MR. SHEPHERD:  Mark, can I just jump in?  Are you saying there that Hydro One manages its assets better and so they last longer?

MR. FLANNERY:  No.  That's not what I'm saying at all --


MR. SHEPHERD:  That's what it seemed to be.

MR. FLANNERY:  No.  I'm just saying that every LDC will manage under their own philosophy or their own way.  They will do things slightly different.  Both PDI and Orillia, we heard from them earlier saying that to put a pole in the ground in different areas won't necessarily give you a meaningful unit cost if you calculated every single pole that went in in different territories.

So what I'm saying is that there will be slightly different philosophies, and that when we -- and as I said earlier in the day, when we take that rate base and add it to Hydro One's rate base and the -- under the premise that the useful life of the system is approximately equal to the useful life of the distribution Hydro One system, those rates are appropriate, and for the way that we'll use, operate, and maintain.

MR. SHEPHERD:  The rates that are built into PDI's current rates to customers are the 1.96, 2.56, et cetera?  Right?  Those are the rates --


MR. FLANNERY:  That's the blend; that's correct.

MR. SHEPHERD:  Okay, all right.

MR. FLANNERY:  So if you were to get -- and this is based on their asset mix, the type of assets that they have invested in over time up to that rate base.  And so what I'm saying is that for Orillia those mixes -- those same categories are very similar, but they're not exactly the same because of asset mix.

MR. SHEPHERD:  Why is that relevant?  I'm not sure --


MR. FLANNERY:  Well, the gentleman has asked me to calculate the delta in, for example, 2.3 minus 2.56.

What I'm saying is that that is not a product of a different depreciation rate at a componentized level, at the level that the Board approved Hydro One's depreciation study and approved the Kinectrics' depreciation study.

These are a product of those rates multiplied by the asset mix of those categories that blend up to a particular asset category here.

MR. SHEPHERD:  But you know the rates for each line item, right?

MR. FLANNERY:  We do.  But this is -- we're talking this is a forecast.  So we haven't forecast and no entity has forecast down to sixty-odd lines, or however many lines are in by US of A by those categories.  We've taken our blended rates and we forecast out using these rates for -- you know, to get us out to 2030.

MR. SHEPHERD:  And that blended rate is a weighted average?

MR. FLANNERY:  Yes, that's what I'm saying.  Yes, it is based on that asset mix.

So some got a somewhat invest -- if there is two categories there where a pole is 60 years and a pole top transformer is 80 years, and you have a different weighting of amount of poles to transformers, you get a slightly different mix.  And that is what you see here; it is that weighted average, if you like.

MR. SHEPHERD:  So this difference in weighted averages is not reflective simply of the different depreciation rates, it is also the different asset mix?

MR. FLANNERY:  Correct.

MR. SHEPHERD:  And you could correct that by recalculating the weighted averages using the other companies breakdown of assets, right?

MR. FLANNERY:  But it wouldn't be relevant.  That's what I'm saying.  You can't swap the one over to the other because it is a fictitious event.  Hydro One doesn't invest in the same asset mix as the two acquired entities.

MR. SHEPHERD:  Okay.  Sorry about that.

MR. MILLAR:  Mark, did you have more?

MR. ROZIC:  No, I think that is it.  Thank you.

MR. MILLAR:  Okay, thank you.  I think we will move to Mr. Pietrewicz.
Examination by Mr. Pietrewicz:


MR. PIETREWICZ:  Hello, panel.  If I could invite you to turn to SEC 44.  That's on the PDI.  So that is at Exhibit I, tab 2, schedule 14.  This is a bit of an update of a Board Staff table that was asked some time ago.

So SEC 44, that's the one.  Okay.

And starting kind of generally, what I want to -- there are six columns in the table on page 1.  Do you see that?  And I want to focus on the second and the sixth columns for now with respect to PDI.

I will just wait for the witness to...

MR. ANDRE:  Yes, I'm there.

MR. PIETREWICZ:  What we see here is, I guess, a revenue requirement in so-called today or 2019 of $17.2 million, approximately.  Is that accurate?  That's akin to a revenue requirement?

MR. ANDRE:  It is.  It's also the revenue -- because they're a stand-alone utility, it is also the revenue that would be collected from customers in 2019, yes.

MR. PIETREWICZ:  Sure, sure.  Good.  And then we see in year 11, or 2030, that number grows to 26.32 million or thereabouts.

And, you know, that's an increase of about $9.16 million or about 53 percent.  So you are seeing an increase in PDI revenue requirement of about 53 percent between today and year 11.

My basic question to PDI and to -- I guess it is to PDI, is what's going on there?  Can you just explain that for us, what the drivers of that increase are?

MR. JOHN STEPHENSON:  I don't know if I am on here or not.  Am I on?

MR. PIETREWICZ:  Yes.

MR. JOHN STEPHENSON:  When we looked at column 6, which I would say I think has some other adjustments to it for low voltage and other things, I would defer to Hydro One, I think, but -- so I am not sure of the exact percentage increase.

But obviously, I think the general question is why the increase over eleven years.

I think that if you look at the pro forma that we supplied, I think to OEB 17, obviously we have been without adjustments to our rates for some time, since 2013.

So when you look over the period of eleven years starting in 2020, you certainly would have three rebase cycles in 2020, 2025, 2030, that would obviously push the revenue requirement up to that degree that you are seeing here.

MR. PIETREWICZ:  Just to clarify, because you addressed the question I was about to ask which was when was your last rebasing.  You mentioned 2013?

MR. JOHN STEPHENSON:  2013.

MR. PIETREWICZ:  That was a rebasing cost of service?

MR. JOHN STEPHENSON:  Right.  So obviously if you went in in 2020, you would have a fair bit of catch up there.

And then the rest of the anticipated capital and OM&A increase would -- particularly as you know arithmetically on the rate base side, as we spend over eleven years, definitely when you get to 2030 you're going to have an increase reflective of that increase in capital and OM&A.

MS. GIRVAN:  Could I just jump in to clarify?  Is there anywhere you have set out the assumptions about this?  Because you're sort of saying --


MR. JOHN STEPHENSON:  The assumptions are in the page of the pro forma in -- I believe it is OEB IRR 17.

MS. GIRVAN:  Is that correct?

MR. JOHN STEPHENSON:  So in the pro formas that were provided, there is an assumption page that speaks to the increases and even shows the underlying assumptions to it.

MR. PIETREWICZ:  So if I recall from the evidence, you mentioned that by year eleven or so, it will have been 17 years between -- since your last rebasing, is that more or less --


MR. JOHN STEPHENSON:  That would be correct, yes.

MR. PIETREWICZ:  And you mentioned a couple of things going on in the period between today and year eleven.  And you mentioned some usual suspects, like I think you hinted at inflation, cost of service increases.

But are there specific -- you also mentioned the term capital.  Can you tell me what specifically you envision that would lead to such an increase of approximately 9.16 million on a current revenue requirement of about 17?

MR. JOHN STEPHENSON:  Right.  So if you start to look at the capital side of the house in particular, you know, the state of our infrastructure is getting very old.  Let's take for instance -- which is one of the drives in terms of increased cost as we look out going forward on the status quo.

If we look at substations in particular, we have 16 substations in our jurisdiction, six breaker stations.  The majority of them are -- 64 percent-ish of them are at the typical end of life per the Kinectrics EUL.

MR. PIETREWICZ:  These are substations?

MR. JOHN STEPHENSON:  Yes.  And probably 27, 28 percent of those substations have reached their maximum UL, if you use Kinectrics as a reference point.

We haven't built or added to any of those existing substations in the last 15 years -- or since '79 actually.  If you look at the average age of our substations, they're about 49 years old with the eldest being 70.

In terms of our approach to a lot of that, you know, if you go back to 2013 from an asset management perspective, we were looking to replace some of those aging substations with 27.6 substations, as the opportunity and as growth and as other things drove the ability to optimally put those in place and replace aging assets in terms of the overall infrastructure plan.

MR. PIETREWICZ:  So you have a large proportion of your assets reaching or at end of life?

MR. JOHN STEPHENSON:  I mean, they are definitely quite old.  And in 2013, instead of just going to replace them one for one we were looking at a different strategy that would enable, as we grew, to get off of our 4 kV aging substations to 27.6.

MR. PIETREWICZ:  So are you saying that --


MR. JOHN STEPHENSON:  And as we look back on that we have found that the opportunity for that -- and that's being really driven by growth of jurisdiction and other commercial applications -- has not afforded us the ability to actually get off of that aging infrastructure.

So if we look at it now we're saying if we were to run this thing going forward we have a big component of our infrastructure that is very old, if not wobbly.  Yes, it is being well-maintained, yes, it is being well-inspected, yes, our practices, I think, are very much in tune with what the requirements for OEB, et cetera are.  But nonetheless they are getting old.

So if we were to run this going forward we would definitely need a program where we are looking at replacing those distribution stations on an annual-type basis going forward.

MS. GIRVAN:  But --


MR. PIETREWICZ:  Can I just follow up?

MR. SHEPHERD:  Go ahead.

MR. PIETREWICZ:  Thank you.  And so that replacement is reflected in this increase in revenue requirement?

MR. JOHN STEPHENSON:  Yes.  And in fact, if you look at the capital history and capital forecast I think that we have provided to SEC 23, you will see the run rate that I am describing in terms of what we think needs to be done going forward for the service territory and the increase in some of the cap ex.

So, I mean, clearly that's an important part to getting the utility in better condition if we're running at status quo, and I think, to just add to that, I think our performance metrics and some other things are actually supporting some of that requirement.

MR. PIETREWICZ:  Thank you.  And to be clear, this replacement, who would be doing that between now and year 11?  Would it be PDI that is doing that replacement?  Who would be paying for that?  Which company would be performing that work?

MR. JOHN STEPHENSON:  Oh, well, I mean, all of the work would be in PDI proper, but of course we would probably -- it would be a mix of sub-out, a third-party supplier, right, because of the size of our work force.

So that is not unusual.  We had a -- despite what I have described over the last probably 30 years we have built one substation, a 27.6 substation, in 2015.

MR. PIETREWICZ:  Yes.

MR. JOHN STEPHENSON:  And that was obviously project-managed and overseen by our existing complement of staff, but obviously subbed out to those that are capable to provide that installation.

MR. PIETREWICZ:  Thank you.  And you mentioned earlier that you know your costs of replacement.  You know PDI's costs of replacement.  You know what it takes to -- costs to replace a pole in Peterborough.  You know what it costs to build a station in Peterborough.

Would these investments that you are talking about here between now and year 11, would those be at those costs that you referenced earlier; that is --


MR. JOHN STEPHENSON:  Yes.  I think in the context of it, it is a forecast.  If we look back at 2015 in particular, where we just completed that substation, so we have recent experience on that, the build of that substation was at $2.1 million, and so we know that not necessarily a brand new substation is going to all be at that price, but that is a good recent proxy of our experience of what it takes to either buy or do a total refurb of a substation.

And with that in mind, we're also forecasting out sort of in that bandwidth that that would be the costs that would be associated with us starting to replenish this fleet of infrastructure.

MR. PIETREWICZ:  Thank you.

MR. SHEPHERD:  The same replacements, they have to be done by Hydro One if it acquires, right?

MR. JOHN STEPHENSON:  Well, I wouldn't speak for Hydro One.  I think that they might have a different plan, because they might have some ability, through their regional contiguous service territory, to do something that we were not able to do.  I'm not sure.  I don't know.

What I do know is in the service territory proper, unmistakably those substations that we've been continuing to well-manage are getting very, very old and there has to be a program to replace them.

So if it is Hydro One or some other purchaser, I would suspect they would be looking at it through the same lens and saying that there needs to be work done.

MR. SHEPHERD:  So Hydro One, tell me whether all those same replacements are in your capital plan?

MR. FALTOUS:  So our plan is built independently from the Peterborough plan, so I can't say whether or not the specific replacements that they're referring to are exactly in our plan.

But I can say that, you know, as we were sort of gathering information and building our forecast we definitely acknowledged the fact that a number of their substations need to be addressed, and there is provision for that in our capital plan to address a number of their substations.

MR. SHEPHERD:  And so my other question -- my other follow-up is, Mr. Stephenson, in the last seven years why haven't you been replacing any of these stations?  If they're falling apart don't you have to start replacing them?

MR. JOHN STEPHENSON:  Well, as I mentioned earlier, I think that our plan was to look at moving to 27.6, and we thought that a more optimal strategy would be, yes, these things are aging, but in the last six or seven years if the service territory is going to grow and the opportunity is to migrate off of 4 kV to 27.6 we should well take advantage of that, because there's very good reasons for doing that.

However, the plan obviously hasn't really and the opportunity hasn't really produced itself that way, and in the sense that we haven't seen the growth.  We haven't had the opportunity to move technically to 27.6 as quickly.

So here we are looking back now six years, five years, four years, and we're saying, you know, this stuff is getting very, very old.  So it is not a question of, you know, if.  It is not a question of when.  It has got to be done.  And I think a clearer strategy would be to start looking at these things and fixing them in situ as they are, right?

MR. SHEPHERD:  And have you started working on the replacement of any of them this year?

MR. JOHN STEPHENSON:  No.  But I think that we have sized definitely early planning of what we would attack first to do this.

I mean, to be clear, we would not push that planning incredibly hard if, for instance -- I think it is kind of back to your earlier question, which is, we're not totally -- we are running the utility, but we have to be mindful that we wouldn't want to waste money that was maybe looked at or spent in a different light from a purchaser, right?

So you have to be cognizant of that.

MR. SHEPHERD:  Do you have a current five-year capital plan?

MR. JOHN STEPHENSON:  We have an outlook that is incorporated into the forecast.  I don't think that we have broken that down as acutely to a five-year plan, given the circumstances that we are under, but we definitely would know what we're doing next year this year, next year, for instance.

MR. SHEPHERD:  Can you file that?

MR. JOHN STEPHENSON:  I certainly can look to see what we have in terms of that.

MR. SHEPHERD:  Awesome.

MR. MILLAR:  So that is an undertaking to at least look and see what, if anything, can be provided.

MR. JOHN STEPHENSON:  Beyond what we have provided in terms of the capital forecast, absolutely.

MS. GIRVAN:  I just have a follow-up --


MR. MILLAR:  JT1.7.
UNDERTAKING NO. JT1.7:  TO PROVIDE SUPPLEMENTAL INFORMATION ON THE CAPITAL FORECAST.

MS. GIRVAN:  Can you explain why you haven't rebased since 2013?

MR. JOHN STEPHENSON:  I think we were due to be rebasing in 2017.  This process obviously has come in between that.  We went through the public consultation of this transaction in 2016, which was obviously preceded by, you know, whatever work that needed to be done in late 2015 --


MS. GIRVAN:  You are awaiting the outcome of this process --


MR. JOHN STEPHENSON:  -- so, you know, it didn't make sense, or nor would it seem appropriate to, I think, our customers that we would be rebasing when we were in the middle of this.

MS. GIRVAN:  Just another follow-up.  I am just unclear when you were talking about how you do have some capital plans for the Peterborough area in the Hydro One Distribution system plan?

MR. FALTOUS:  No.  I think, to clarify, I am referring to the Hydro One forecast in table 1.

So under Exhibit A, tab 2, schedule 1, table 1, the Hydro One forecast to address -- sorry, if Hydro One were to acquire Peterborough, the Hydro One forecast is what I am referring to.

MS. GIRVAN:  So you have had discussions with Peterborough about what their capital needs are within that time frame?

MR. FALTOUS:  So we would have received information regarding their assets, as well as collected some of our own information, to ultimately determine what the appropriate forecast would look like --


MS. GIRVAN:  So you didn't arrive at that forecast number together?

MR. FALTOUS:  I'm sorry, could you repeat that --


MS. GIRVAN:  You didn't arrive at the forecast number together in conjunction with --


MR. FALTOUS:  No, we didn't.

MR. JOHN STEPHENSON:  I can definitely state for the record our work has been independent.  I think what has been referred to is obviously in the due diligence process there is information that is provided regarding the state of the system and other things that they have obviously taken and dealt with as a potential purchaser.

But our plan has been our plan, so --


MS. GIRVAN:  Okay, thank you.

MR. PIETREWICZ:  Okay.  So I will move --


MR. SHEPHERD:  Just one more.  The original question was, why a 53 percent increase over a ten-year period?  And I am right, am I not, that you have assumed rebasing every four years, not every five years, right, in your --


MR. JOHN STEPHENSON:  In the projection that we did, we assumed that we would be rebasing every four.

However, obviously if we were to rebase every five, you would probably end up in the same result pointing to 2030.  You would still end up with three rebase periods.

So to break that down, we had originally done 2020, 2024 and 2028 on a four-year cycle.  If we were to adjust it, it would be 2020, 2025, 2030.

So when you get to 2030, irrespective of what we had done for our own pro forma, whether the cycles are four or five, you're getting a look, I think, in all of this evidence that this is the way it would be rebased on a stand-alone and this is the way it would be rebased under whatever Hydro One is proposing.

MR. SHEPHERD:  Thanks.

MR. JOHN STEPHENSON:  I mean, the years have shifted a little bit, as you can understand, in between.  But the end result is the same, I would suggest.

MR. PIETREWICZ:  Thank you.  This was going to be a two-part question, so I would like to effectively ask the same thing of Orillia.

In OEB 12, for the OPDC, that's Exhibit I, tab 1, schedule 12, we see an increase from about $8.86 million today to about 14.45 million in year eleven.

That is about a 5.6 million increase, or a 63 percent increase.  That is Exhibit I --


MR. HURLEY:  Excuse me, could you speak up a little bit?

MR. PIETREWICZ:  Exhibit I, Tab 1, schedule 12, please.

MR. HURLEY:  Which interrogatory?

MR. PIETREWICZ:  Interrogatory OEB Staff 12.  OEB Staff 12.  It is the table on page 2 of 3.

It is the analogous tables, the parallel table to the one that we have just been discussing for Peterborough, but this one is for Orillia.  What it shows is approximately a 63 percent increase between today and in the year eleven.

The question to you, gentlemen, is the same one.  Can you please help us understand what is driving this?

MR. HURLEY:  Okay.  So it's a similar story to Peterborough.  There is about a million dollars of that 14 million that would be Hydro One's low voltage, so we're really about 13.4 million at the end of 2030.

I mean, the components of that number are built up through the increases in capital that we've outlined in our plan.

The 2 percent a year increase in OM&A, the depreciation expense has increased obviously.

Those are the major components that go into coming up with the 13 three, plus the million dollars of low voltage.

MR. PIETREWICZ:  Can you describe a little bit more, please, for our benefit, the nature of the capital work?

MR. HIPGRAVE:  I will take that part.  Not to sound like a broken record, but the story is somewhat similar to what you just heard from Mr. Stephenson from PDI.

If you look at our system, we've got nine substations in the Orillia jurisdiction.  One of them will be coming into service this year.  Going backwards, we put one in-service in 2016, 2017.

And then if you look at the remaining seven, they're all of a 1970s vintage.

So, you know, at this stage they're forty to 50 years old and, you know, looking at the 10-year horizon, we would be making a significant investment in replacing our stock of substations.

MR. PIETREWICZ:  Thank you.  Can you remind us when was OPDC's last re basing?

MR. HIPGRAVE:  2010.

MR. PIETREWICZ:  2010.  Did that include a distribution system plan?

MR. HIPGRAVE:  It did not, no.

MR. PIETREWICZ:  Okay.  So we've been talking about the status quo increase in costs.  And then if we can flip back to on the PDI front, SEC 29.

There is a table on page 1 of 1 of SEC 29 and what it shows is that -- you will recall that $26.32 million number we have just been discussing in the column called "PDI", that is the cost to serve.

And then that is contrasted or compared to the column entitled "Hydro One" cost to serve, which says $15.6 million, right?  So to Hydro One, that's what you call the incremental cost to serve, is that correct?

MS. RICHARDSON:  That's correct.

MR. PIETREWICZ:  Sure.  And what I am getting at -- what I am going to get at is if you can please explain to us kind of what this is.  There's a difference between the 26 million and this $15.6 million and you attribute -- you call that a savings, yeah, as a result of this consolidation.

Can you please describe to us the sources of those savings in basic terms?

MS. RICHARDSON:  So first of all, we've looked over this table a couple of times.

The last two lines where we have the LV charge and cost to serve, I think they're more confusing than not.  So I am just going to disregard those, if that's okay.  And I will talk about the 15.6 versus the 24.9 million which is the revenue requirement.

MR. PIETREWICZ:  Sure.

MS. RICHARDSON:  So the revenue requirement, you can see where the savings are.  If we go back to our Exhibit
A-2–1, the majority of those savings are from OM&A savings, that's reducing -- this is Peterborough, and Peterborough's OM&A I think is by 65 percent.

So that is majority of where the savings are.  That is from getting rid of functions that -- I hate to use the words shared services, because it seems to cause a lot of angst but like a finance department, a board of directors, their executive, their HR department and the costs that are truly they're an indirect nature and we already have people doing the same functions here.  So that is where the majority of those costs come in.

The remainder is a change in the depreciation of -- once they're assets -- this is based upon the lower assets that will be coming in, we'll have a lower amount of rate base that we're including into the depreciation and a function of the different rates.  And the rest is just functions that would come out of the rate base change.

MR. PIETREWICZ:  And so if I recall correctly, most of the savings are from O&M savings. I think it was something like $9.3 million in savings from O&M, if I recall correctly.

MS. RICHARDSON:  So under this table, it is like 8 million is from OM&A over the total revenue requirement saved of 9.3.

MR. PIETREWICZ:  There we go, yes.

MR. BISHOP:  Sorry to interject.  Can I ask one quick thing?  On the depreciation line here, there is a drop of about $2 million or so.

Is the drop a result of the change in accounting policy?  Is that what is driving that decrease?

MR. FLANNERY:  No, it's not.

MR. BISHOP:  What's driving the decrease?

MR. FLANNERY:  The depreciation reduction is a result of any accounting policy.  It's not an accounting policy change.  It's the requirement that an acquirer at day one of acquisition is required to recognize the fair market value of the assets that it acquires from the vendor.

When those fair market values are determined -- which for regulatory purposes, I think as I've said before, is akin to net book value  Hydro One will then move those assets into its asset categories and depreciate rates as approved by its depreciation.

MR. PIETREWICZ:  Can you help us kind of understand?  We have just been talking about fairly significant or rather significant increases in revenue requirements for PDI over the next ten, eleven years, right?  We talked about an increase of 50-odd percent include including the LV charges.  Here you are projecting a savings, mostly on the O&M side.

Can you help us understand how you reconcile the idea that there are these capital investments that will be required to replace this plant that is reaching end of life and meanwhile the bulk of the savings are from O&M.

MS. RICHARDSON:  So I think if I go back to Exhibit A, tab 2, schedule 1, that outlines the OM&A savings that we're forecasting.  And I believe -- and I can't tell you where they actually are, but there are a couple of interrogatories where we have outlined where we expect those OM&A costs.  If you need that, I think Mr. Faltous can speak to that.

But a lot of it is out of just our general overhead or head-office type functions that would no longer be needed for Orillia.

Then the capital forecast, again, is the capital forecast that Hydro One is forecast that will need to serve, to acquire their services, maintain the reliability and safety of their assets on that, and then we would be taking the depreciation from there.

So the relation of the OM&A savings to depreciation, to the capital aren't really related.  It is just a function of -- it is mostly overhead-type people like us three -- not Peter --


MR. PIETREWICZ:  Is it a misleading conclusion, then, to draw from this table that you are showing that it affects -- let me try something out on you, and maybe I can ask you to comment on what I am missing or if I am missing anything, which is, what this table suggests is that Hydro One -- you mentioned that you have accounted for some of these capital additions in your outlook.

Does this table suggest that you are replacing or you are conducting that work, you are replacing that equipment, less expensively than PDI would have?

MS. RICHARDSON:  Do you want to take it?

MR. FALTOUS:  Yes.  So Hydro One, we basically would have looked at this and said, okay, based on all of the information that we have and based on our sort of investment philosophy, what is the forecast of capital that is needed, and we also looked at the additional -- so the additional costs that would be needed both for capital as well as OM&A in order to accomplish that work.

Now, the reason that there is a significant amount of OM&A savings is because there's a lot of functions currently within Hydro One that would not need to increase in order to accommodate the integration of OPDC or PDI.

And so ultimately the OM&A savings that you are seeing here, it's Hydro One still doing the work that it deems prudent and needs to be done, but at a much lower cost, because there's a lot of savings with not having to, you know, duplicate our regulatory department or finance department or all of these other things.

MR. PIETREWICZ:  Sure.  And you have been pretty clear on that, thank you.  But on the capital side, though --


MR. FALTOUS:  Yup.

MR. PIETREWICZ:  -- I am struggling to understand to what extent these increasing needs for capital spend in PDI are reflected here or not.

MR. FALTOUS:  So I would say that they are appropriately reflected, and again, it is Hydro One applying, you know, our investment philosophy to their demographics, to their assets, essentially, to determine what capital we need to spend over the next ten years.

And so any needs that were sort of identified -- for example, I mentioned earlier the need to invest heavily in their stations to do -- you know, to address end-of-life stations or, you know, degrading transformers and so on, that is incorporated in our capital forecast.

MR. PIETREWICZ:  So there is this 64 percent of the stations in PDI reaching end of life in -- imminently.  Are you saying those have been accounted for --


MR. FALTOUS:  So what I'm saying is we would have looked at all of the information that we had on their station's assets and, if necessary, we would have adjusted our investment plan.

So we have a philosophy and Hydro One has a, you know, demographics or demographic of their stations, and we have, you know, a certain number of stations that need to be addressed.  In the cases where there is not alignment between -- or there is differences in characteristics between PDI's system and Hydro One's system, such as for stations where they have a much larger proportion of stations that need to be addressed that Hydro One does, we would have adjusted for that to include the fact that additional stations need to be addressed over the ten years.

In fact, some of the lumpiness that you see here, so for example, in year 2, capital spend in year 6, the Hydro One forecast, I'm talking about the Hydro One forecast capital under table 1, those sort of spikes are to address specific stations.

MR. PIETREWICZ:  Do you have something that you can show to us that demonstrates what you're saying, which is that here is PDI's investment plan -- you mentioned you have a five-year capital plan.  Here's the investments assumed or understood -- as understood by Hydro One in developing this deal --


MR. FALTOUS:  So the one thing I'd like --


MR. PIETREWICZ:  -- to the extent they match up or not.

MR. FALTOUS:  The one thing I would like to clarify is we did not identify a bottom-up plan where we identified every individual investment.  We basically took the Hydro One investment plan and investment philosophy.  We applied it to the assets of PDI, and then we made adjustments based on information that we had that said there is a difference between their system and our system.

So in the case of stations, there was a significant difference because a large proportion of their stations needed to be addressed in the near-term, and so we made an adjustment for that.

MR. PIETREWICZ:  Maybe I can simplify this.

MR. FALTOUS:  Yup.

MR. PIETREWICZ:  For PDI you mentioned a finite number of stations in your service territory.

What is that number?  How many of them are there?

MR. JOHN STEPHENSON:  There's 16 substations, six breakers in the territory.

MR. PIETREWICZ:  Okay.

MR. JOHN STEPHENSON:  And I would say other than the one we recently built they're all -- the rest of them are in that pool of the age demographic that I provided earlier in my comments.

MR. PIETREWICZ:  Okay.  Thank you.

MR. JOHN STEPHENSON:  And the detail of them, because it's only been six years ago, you can find in our 2013 cost of service.  We have a lot of detail even then where we talked about our initial strategy a little bit on the 27.6 and some of the stuff I talked about, and you can see the aging there as well.

MR. PIETREWICZ:  So -- thank you.  So did you compare, did you -- how did you consider these 16 stations and six breakers in your capital plan?

MR. FALTOUS:  So we would have received information on the condition of the assets and their stations.  We would have looked at that and said, is there a material difference here relative to Hydro One's population of stations?  And do we need to make an adjustment to our forecast plan in order to address that?

MR. PIETREWICZ:  What do you mean by, is there a difference between those and yours --


MR. FALTOUS:  So very simply, right, if Hydro One had 5 percent of our substations that need to be addressed --


MR. PIETREWICZ:  Yes.

MR. FALTOUS:  -- let's say over the next ten years and we looked at Peterborough and for them it is 40 percent of their substations need to be addressed over the next ten years, we would have adjusted our forecast to reflect the fact that there is additional investment needed to address those stations that is not, you know, it's not the same as within the Hydro One plan.

MR. PIETREWICZ:  So you are not naming specific substations, but you have some factor that you account for --


MR. FALTOUS:  Correct.

MR. PIETREWICZ:  -- that is an approximation.

MR. FALTOUS:  Correct, yes.

MR. PIETREWICZ:  Are you able to share with us so that we can compare your outlook for capital spend for the PDI territory with PDI's own outlook for the territory?  What we would like to see is that -- the extent to which that appropriately matches what is reflected here.

MR. FALTOUS:  I mean, I think perhaps one thing that could help is if you look at the ten years, if you actually sum up the ten years of capital spend in the status quo scenario, it's actually around 65-and-a-half-million dollars.  Now, I know that we're just straight adding here, right, but if you sum up the Hydro One forecast it is about $60 million.

So, you know, in terms of level of investment it is actually very close.  In terms of exactly what those dollars get spent on, that -- if Hydro One is looking after their territory, we would be applying our investment philosophies based on our own asset risk assessments and what we deem to be prudent in order to mitigate safety and reliability risks.

MR. PIETREWICZ:  Thank you.  Maybe I'm -- I know I am not being clear enough.  But maybe what I am getting at, I think what I am getting at is how can be we be confident that your investment plan, Hydro One's investment plan, accounts for all of the investments that will have to be made over the next ten years in PDI?  Particularly as we're talking about assets that are reaching their end of life.  How do we make sure that you're not understating the level of capital spend that will be required in PDI over the next ten years?

MR. FALTOUS:  Yeah, and I think --


MR. PIETREWICZ:  If you could provide us -- give us that knowledge.

MR. FALTOUS:  So my answer to that is that, you know, we ultimately plan to -- so we have -- the Hydro One investment plan is developed in order to maintain a safe, reliable system, maintain reliability, in some cases maybe improve reliability.

It's that same investment philosophy which is based on our asset risk assessment process that we're essentially taking and applying to the assets of Peterborough.  We didn't build the plan bottom-up.

It is, you know, it is essentially an average level of capital spend needed over the next few years.  However, there are some adjustments where we've determined that it is prudent to do so, such as --


MR. PIETREWICZ:  I get it.  You have a process.  Right?  You've said you have a --


MR. FALTOUS:  Yes, no, we have calculations, yeah.

MR. PIETREWICZ:  -- process, you have some methods.

MR. FALTOUS:  Yes.

MR. PIETREWICZ:  And just, how do we know that the process and the methods line up more or less with what will be required?

MR. FALTOUS:  Well, and I think, you know, the one thing I would like to stress is, you know, we did not look at Peterborough's plan.  Like, we developed our plan independently based on our asset risk assessment process.

So it is not, you know, we didn't take Peterborough's line-by-line and say, should this be in, should this be out.

It was taking -- developing a plan based on Hydro One's approach to investment, which ultimately is to mitigate safety and reliability, and we have, you know, certain risk tolerances that we need to ensure are mitigated.

MR. SHEPHERD:  Can I ask a follow-up here?  Mr. Stephenson, in this status quo forecast how many substations are replaced?

MR. JOHN STEPHENSON:  I'm not sure that I have an answer from this.  If we could go to SEC 20.  I think it is your interrogatory 23, where we have a sense of the actual capital spend.  I could give you an approximate number.  I think we gave you a capital schedule in one of the IRs there.

Right.  So if you look at the distribution line here, line 2, the one thing I would point out is you can see in the historical, just out of interest, 2015 is where we actually did the one substation that I referred to.  Not all of the cost is in that distribution station line.  I referred to it being 2.1, but you can also see the run rate on the actual capital spend and distribution stations has been by band-aid.  There hasn't been any money spent.

And then forecasting going forward, I think that we're looking probably at one a year over the next nine years.

MR. SHEPHERD:  So then I want to ask the same --


MR. JOHN STEPHENSON:  I could get more detail for you for -- roughly.

MR. SHEPHERD:  That's good.  So how many distribution stations, substations are in the Hydro One plan?

MR. FALTOUS:  So this plan has been developed to be able to address the risks associated with six substations for Peterborough over the ten years.

MR. SHEPHERD:  So whereas they were going to replace nine, based on their very close knowledge of the situation, you are only going to replace six?

MR. FALTOUS:  I think, to clarify -- so the approach that we take to asset investments is based on condition.  It may not be based on age and it may be a little bit different than Peterborough's.

So, you know, what we deemed was a prudent number to address over the ten years was six in this particular case.

MR. SHEPHERD:  Thank you.

MS. GIRVAN:  Can I just follow up?  Is there any way for Hydro One to provide more detailed assumptions regarding how they derived their forecast?  Because we have two numbers that are significantly different based on the same service territory, and I think what everybody is trying to understand is how do we test -- how do we test that evidence?

How do we look at what Peterborough says they are required to do, which we see in front of us on the screen, versus what Hydro One is saying that's required, which is considerably less than this?


MR. SHEPHERD:  Could you prepare something like attachment 1 to SEC 23?

[Hydro One witness panel confers]

MR. FALTOUS:  Yes, so I would like to clarify that the investment is actually not materially different.

As I mentioned, if you look at the total numbers over the ten years, Hydro One's numbers are $60 million, and Peterborough's are 65.

So I would not say that is a significant difference.  It is less than 10 percent of a difference in terms of investment.

MR. SHEPHERD:  Let me just stop you there.  If your unit costs are much higher and clearly your rate base is much higher, so they probably are, then you are actually doing a lot less work for the same money.

MR. FALTOUS:  No, that is not the case.  Don't forget that Hydro One has -- there are savings as a result of the economic efficiencies that we have talked about that are also being accounted for.

All the dollars here are the additional dollars that are needed in order to manage Peterborough's territory.

So it is not -- like, these are additional dollars, meaning that efficiencies are already being captured in these dollar as well.  So you may actually be doing a significant amount of work for these dollars because of the efficiencies.

Now, the majority of the savings, and that is where you see it, are in the OM&A bucket.  And this is where we're accounting for things like, you know, a number of groups like our overhead groups not having to be duplicated.  These are things that we can absorb essentially without any incremental cost.

MR. SHEPHERD:  We're talking about capital.  And I asked you the question.  Can you do something similar to attachment 1 of SEC 23 based on your plan?

[Hydro One witness panel confers.]

MR. FALTOUS:  So, yes, this would be a lower level of detail.  As I mentioned, our plan is not built bottom-up.

MR. SHEPHERD:  So you don't have a forecast at this level of granularity?

MR. FALTOUS:  No, we do not.

MR. SHEPHERD:  And you can't make one, based on what you have already?

[Hydro One witness panel confers.]

MR. KING::  Maybe just to save time, maybe we could undertake to take this away and see if we can come up with something more granular, and get back to the Board.

MR. MILLAR:  Yes, why don't we do that?  JT1.8.

UNDERTAKING NO. JT1.8:  TO PROVIDE MORE granularity FOR THE CAPITAL PLAN, SIMILAR TO ATTACHMENT AT SEC 23

MR. SHEPHERD:  You thought you were only going to take an hour, but you forgot about the interruptions.

MR. PIETREWICZ:  And again I would like to parallel that basic question to Orillia, and ask -- I believe it is shown in OEB Staff 3 and Orillia interrogatory responses.

Can you just describe to us very briefly what the nature of the savings are as they relate to this consolidation with Hydro One?

MR. HIPGRAVE:  The savings with respect to OM&A, or capital?

MR. PIETREWICZ:  In total.  We first addressed the status quo today and into the future, and then there is a number that says there will be savings.

In OEB Staff interrogatory 3, there are savings that are related to O&M and capital.  I will wait for you to get there.

Maybe it's better addressed to Hydro One.  Can you just describe to us the nature of the savings beyond the level that is shown here?

MR. FALTOUS:  I think it is very similar to the discussion we just had.  So it's really looking at the additional costs that it would take, from an OM&A as well as a capital perspective, in order to serve the OPDC service territory and the difference between our forecast and the status quo forecast would be identified as a savings.

MR. PIETREWICZ:  Good.  And just for clarity, that number that jumps out in the projected savings, that 8.2 million in year nine, can you just clarify that for us?

MR. HIPGRAVE:  I spoke to that earlier today and that $8 million is with respect to building a new service centre in the Orillia territory, in the event that the acquisition does not proceed.

MR. PIETREWICZ:  Sure, got it.  And in terms of the discussion we have just been having about Orillia has capital needs into the future over the next ten years or so, is Hydro One's response more or less the same in terms of how you address those needs in your capital plans?

MR. FALTOUS:  Yes, and I will also add that if you remove the OPDC service centre, which is included as an $8 million expenditure in year nine, and you look at the total status quo capital forecast, it is around 28.6 million and the Hydro One is around 27.7 million.  So it is very, very comparable.

MR. PIETREWICZ:  But we just don't know why because we don't know the basis of that.

MR. FALTOUS:  So the basis for the Hydro One forecast would have been again taking Hydro One's investment philosophy, applying it to the assets of Orillia, and then adjusting as needed for any unique characteristics or differences between the systems.

MR. PIETREWICZ:  Okay, thank you.

MR. BISHOP:  Sorry, Andrew, can I just clarify something?  I am trying to find the table here.  It is the one that shows the capital cost.

I think you said in response to the last question that That number is not developed using a bottom-up approach.

MR. FALTOUS:  Right.

MR. BISHOP:  So obviously it has to be developed using a top-down, right?

MR. FALTOUS:  Hmm-hmm.

MR. BISHOP:  Can you provide a general explanation of how you do a top-down to determine what investment is reasonable?

MR. FALTOUS:  So we essentially take the Hydro One level of investment.  So we have a plan, Hydro One would have a plan.

We take sort of our investment plan and we scale it to the size of Orillia's assets, and then we adjust as needed for unique characteristics.

So I will give you an example.  I already talked about PDI, but I will give you another example.  We have dollars that we need to spend to address storm damage.  When major storms come through, there's dollars that are needed to spend in order to restore that -- any, you know, lines that have come down and so on.

Hydro One system is primarily an overhead system.
Orillia has a large proportion of their system which is underground, about 30 percent.  And so when we would have done our plan, we would have adjusted for the fact that, you know, 70 percent of their system is overhead but 30 percent is underground, and therefore we expect they would require less storm damage dollars in order to look after their system.

And so we would have adjusted that accordingly.

MR. BISHOP:  Okay.  Just one quick follow up on that.  So to what degree is your assumption of capital-cost requirements premised on actual data provided to you by, sorry, either OPDC or PDI?

MR. FALTOUS:  So the main difference would have been, we assume a Hydro One investment philosophy and we adjust, again, where there are differences, so we would have looked at it.  And anywhere that there was a significant difference in terms of characteristics between our systems, we would have made that adjustment.

MR. PIETREWICZ:  To be clear, to be clear, does Hydro One's philosophy that you are referring to, does that account for the significant requirement for capital spend over the next ten years in PDI?  Or is the philosophy more of a steady state type of investment regime?

MR. FALTOUS:  So, I mean, I think, you know, the vast majority of distributors and utilities in general I would say are probably in similar boats, where we all have pretty significant renewal needs, capital renewal needs.  We have a lot of aging assets that are degrading.

And so the Hydro One plan would be reflective of Hydro One's needs, and where the needs are disproportionate for either Orillia or Peterborough, we would have accounted for that as well through that adjustment.

MR. SHEPHERD:  Can I follow up?  So for the Hydro One forecast for each of PDI and OPDC, you started with a number which is -- for each year you started with a number that is based on what Hydro One spends in a similar situation, right?  And then you made an adjustment.  Or maybe more than one adjustment in each year, right?

MR. FALTOUS:  Yes.

MR. SHEPHERD:  Okay.  Can you give us those calculations?  What did you start with, how did you get to the base number, and what formula did you use, what adjustments did you make?  What's the final number?

MR. FALTOUS:  So maybe what we can do is commit to going away and again looking at what we can provide in terms of the adjustments that we would have done and come back with that.

MR. SHEPHERD:  I don't want just the adjustments.  I want the whole calculation.  You got 3.4 million in year 1 for Hydro One for OPDC.  And that 3.4 million came from somewhere.  It came from a top-level number that you then said, okay, Orillia should be 1.2 percent of this top-level number.  And then you made adjustments.  I would like all of those lines.

MR. FALTOUS:  So the $3.4 million number that you see was provided as part of OEB Staff 19.  So the makeup of that number is in Exhibit I, tab 1, schedule 19.  And that is provided in attachment -- it is in attachment 2.

MR. SHEPHERD:  So you're saying, so we have that for every year?  Right?

MR. FALTOUS:  So you have the makeup of that number of the 3.4 in attachment 2 under OEB Staff 19.

MR. SHEPHERD:  Okay.  So I am looking at OEB Staff 19, and it says 3.4.  It doesn't break it down.  Go to page 3 of 5 of that attachment.  All right?  Page 3 of 5, which is your Hydro One forecast broken down.

So look at year 2021.  You have a number for capital, 2 million 368.

MR. FALTOUS:  Yes.

MR. SHEPHERD:  You got that number with a calculation.  We would like to see the whole calculation, each line of it.

MR. FALTOUS:  Well, so I think some of this is proprietary, and --


MR. KEIZER:  Why don't we go --


MR. SHEPHERD:  Proprietary is not an answer.

MR. KEIZER:  Rather than trying to do it on the fly sitting here, let's go away and see what we actually can provide that will give some greater explanation as to how the breakdown of the number arose relating to --


MR. SHEPHERD:  Sorry, I am asking for the whole spreadsheet that got to this number.

MR. KEIZER:  I know you are asking for it.

MR. SHEPHERD:  Either you are going to give it or you're not.

MR. KEIZER:  Well, I may give you something, but I may not give you the spreadsheet, so I think that is why we're going to undertake to take it away and see what we can provide.

MR. MILLAR:  Okay.  I think that is as far as we can get with this discussion right now, so let's mark it, and then --


MR. PIETREWICZ:  Can we confirm that that is for both Peterborough and Orillia?

MR. SHEPHERD:  Yes.

MR. KEIZER:  Confirmed.

MR. MILLAR:  Okay.  Thank you.  JT1.9.
UNDERTAKING NO. JT1.9:  TO PROVIDE THE CALCULATIONS FOR CAPITAL SPEND FOR OPDC AND FOR PDI.

MR. PIETREWICZ:  Okay.  I will move on now, please.  Back to my first exhibit that I referenced, which is SEC 44 in PDI.  That is Exhibit I, tab 2, schedule 44.  It is back to that table on page 1 of 2.

So we have walked through the today number, the 17.16 million.  We have fast-forwarded to 26.32, status quo. We've come back to the 15.6 residual cost to serve -- the 15.6 residual cost to serve, but we of course know that is prior to the allocation of shared costs, whereas I guess you can confirm, Hydro One, that what we have here in column 5 of 6 on this table on page 1 is this number of 20,550,232.  That is with the allocation of shared costs?

MR. ANDRE:  Yes.  That includes the shared costs that would be part of the rates that would collect -- that would be collected from PDI customers.

MR. PIETREWICZ:  Sure.  And so the significance of that is, if I understand correctly, that we're now comparing columns 5 and 6, yes?  This is -- column 6 shows what the PDI revenue requirement would be absent a consolidation. Column 5 shows what it would be with a consolidation, including the appropriate allocation of shared costs.

MR. ANDRE:  Essentially, yes.  I would word it slightly differently.  So both of those columns -- so the last column shows what would be collected from PDI customers by PDI if it was not to be acquired, not consolidated.  And then the fifth column shows what Hydro One would propose to collect from PDI customers, you know, including the recovery, so it includes the residual costs plus additional recovery of shared costs.

MR. PIETREWICZ:  Okay.  And I won't go so far into this, because I think we discussed it quite a bit this morning, but indulge me.

Can you describe to me high level what are these shared costs?  Who shares them?  How much -- what kind of quantities are we talking about?  Can you just describe the nature of these shared costs that PDI ratepayers would be paying?

MR. ANDRE:  So in terms of the quantity, I think that IR identifies the quantity, right?  The quantity is the difference between residual costs versus the number that is there.

And in terms of the description, I think we did -- we described it in some detail in our pre-filed evidence.  So in Exhibit A-4-1, page 6, you know, lines 5 to 12 has a very detailed description of what those shared costs are, and I think there is a number of IR responses that we could probably point to as well.

So I think the record is quite clear in terms of what those shared costs would be.  Peter was speaking to some of those shared costs, Joanna's spoken to them, but they're there.  They're the shared facilities used to provide operations and maintenance services, things like billing and IT system costs and other miscellaneous general plant.  They are the OM&A costs associated with shared services, such as planning, finance, regulatory, HR, information technology, and then there are the asset and related OM&A costs associated with upstream distribution facilities used by former PDI customers, which is sort of similar to what was formerly captured under their LV charges.

MR. PIETREWICZ:  Thank you.  And these are distinct from the costs reflected in the residual costs to serve, which are more, what, direct costs?

MR. ANDRE:  Right.  Do you want to answer?

MR. PIETREWICZ:  Is that fair?

MS. RICHARDSON:  So, yes, the residual costs represent our incremental costs.  So those are costs that Hydro One would incur if we purchased the utilities, and if we didn't purchase the utilities those costs would not be incurred.

MR. PIETREWICZ:  Yes.  Okay.

MR. BISHOP:  Sorry, just a quick question on the shared costs.  So I totally understand what they are.  What I have difficulty appreciating, though, is why -- not necessarily why you can't track them, but why you are unable to assign with a reasonable level of accuracy the amount of shared costs attributable to the acquired entities.  You know what I mean by that?

MR. ANDRE:  I'm not sure I do, because the interrogatory that we started with has a very specific amount of shared costs that are being allocated to the PDI acquired classes.

MR. BISHOP:  Fair enough.  So what I am talking about is during the deferred rebasing period.  So during the deferred rebasing period, you are suggesting that you are unable to track or assign with reasonable accuracy an amount of shared costs that the acquireds are responsible for.

So I just -- if you could explain the difficulty.

[Hydro One panel confers.]

MS. RICHARDSON:  We've been trying this for a while now.  So I think when we look at Peterborough and Orillia once we've acquired them, they're going to be treated the very same as any of our other rate classes, the same as our general service, our band -- our rural rate classes.

They're just -- they're a group of customers who are in a rate class, right.  So for any of our rate classes, we don't track costs to a specific rate class.  They're all bundled up, like they're kept at a corporate level at our financial statements and our business planning process.  It is just a bunch of costs almost like the assessment costs of the OEB.

It is a big pile of costs, but you don't, you allocate to the utilities, but you don't allocate it to the rate classes from those utilities.

What happens once you get your costs and we get your costs and all of our shared costs, it is not until we set the rates for the customers during the cost allocation stage, this year it will be in year ten or year eleven, is that residential cost allocation model which allocates the cost out.

That is what (inaudible) is going to be using.  She is going to be using that same model to allocate the costs out, as we do for all of the other rate classes.  This is sort of a standard process that all utilities, natural gas and electricity, use.  It is an allocation process of costs.

But they're not tracked because they're not separated.  The whole function here is one group of costs.

Does that answer?

MR. BISHOP:  I suppose.  So I get why you can't track with absolute accuracy the amount of shared costs that these acquireds are responsible for.  I get it, right.

What I don't quite get, though, is why you can't come up with a reasonable methodology for assigning costs.

Like just a very simple example would be PDI's customers now represent 2 percent of Hydro One's customer base, we're therefore going to assign 2 percent of shared costs to the PDI customer base.  That's not a good example, but it is just a very simple methodological approach to assignment.

MS. RICHARDSON:  I think anybody can come up with an allocation of any methodology you want for any costs that are anywhere in the world really.

But what we don't understand is the purpose of it is.  During the deferral period, those costs -- everybody has their rates set.  Excluding any allocation of costs, legacy customers will keep the rates they have and the acquired customers will keep their rates, and they will be inflated accordingly, or our legacy customers will have the cost of service which will exclude any acquired customers in there.

So I think what we're trying to understand is -- we don't understand what the purpose of why do you need those costs allocated to Peterborough and Orillia during the deferral period when it doesn't impact their rates.  They're not directly charged because we said there are not incremental costs, so they're allocating any costs so I can allocate zero to them, and I can allocate fifty percent of zero, but it's still going to be zero because there is no incremental cost.

So we're just trying to -- we are struggling.

MR. SHEPHERD:  You could run the cost allocation model each year, based on your expected costs or even your actual costs at the end of the year, to see who was actually responsible for what given the assumptions in the cost allocation model.

What you are saying is why?  Why would you do that?

MS. RICHARDSON:  Exactly because the Board policy is very clear.

MR. SHEPHERD:  Sorry, because the only reason you run the cost allocation model is to set rates?

MS. RICHARDSON:  Correct.

MR. SHEPHERD:  And if you are not setting rates, then you don't need to allocate costs?  But you could.

MS. RICHARDSON:  Yes.  So our shared costs are all Board-approved in a rate application.

They're approved costs.  They're set.  We have already determined rates for those customers with them.

Any deviations because of -- in the deferred rate period is, per all Board policies an per other board decisions, is for recovery of the transaction costs be the shareholder.

MR. SHEPHERD:  If the Board wanted you to run the cost allocation model each year to see how it played out each year, just for its own information, you could do that, right?

MR. ANDRE:  Assuming we could get all of the inputs into the cost allocation model, I would say yes.

MR. SHEPHERD:  Okay, thanks.

MR. PIETREWICZ:  So just to follow up with my next question.  It is Hydro One's evidence that you won't collect or allocate shared costs from PDI during the deferred rebasing period, but only when you come in for -- once the two utilities are integrated in year eleven, right?

MS. RICHARDSON:  Right.

MR. BISHOP:  I just want to address your question as to why it might be important.  So rightly or wrongly, this is some of my thinking.

I think what the Board would like to know at the end of the day, at the end of the deferred rebasing period is the total cost -- sorry, the total amount it actually costs to serve the customers of either PDI or Orillia.  That would be inclusive of both the shared and the incremental cost, right.  And the shared costs are likely going to be a pretty big component, so they want to understand that.

I also think it would likely be preferable to the Board that the -- given what has happened in other proceedings, that it would be preferable to establish the method that will be used before going into a merger.

So to me, that's some of the rationale for why it might make sense to do, but that's --


MR. KEIZER:  Are you speaking for the Board?

MR. BISHOP:  I am not speaking for the Board, no.  I am saying this is my opinion.

MR. KEIZER:  That they would want to know what before the merger?

MR. BISHOP:  Not necessarily that they would want to know the cost, but they would want to understand the methodology that would be used to assess total costs to serve the customers before -- just as part of the process.  I think it would be helpful for them.

MR. ANDRE:  And I believe that is what the -- you know, in both PDI and Orillia, that's what that cost allocation -- that year thirty cost allocation run gives you is what is the cost to serve at that time when we actually now need to identify the separate costs.

Up to that point in time, it is what Ms. Richardson was saying in terms of the synergy savings going to the shareholder.

MS. GIRVAN:  Can I interject?  Just quickly, in year eleven, what is the residual cost to serve?  What does that mean?

MR. ANDRE:  So it's the incremental cost.

MS. GIRVAN:  Yes, directly attributable to serving Peterborough say for example.

MR. ANDRE:  So it is Hydro One's revenue requirement up till that point in time, which has been completely exclusive of the acquireds, and in that year how much more revenue requirement do we need in order to be able to serve both Hydro One and the acquired customers.

MS. GIRVAN:  Okay.  So let's say, for example with Peterborough, you have the residual cost to serve in year eleven.

You are going to add to that, using some kind of allocator, the shared services of Hydro One to Peterborough to come up with the total cost to serve --


MR. ANDRE:  No.

MS. GIRVAN:  -- and how their rates are derived?

MR. ANDRE:  In year eleven, that residual cost will get added to Hydro One's own legacy customer revenue requirement, so what we would have required to serve our customers independent of the acquireds, to that revenue requirement we add the residual, period.

Then that defines the total revenue requirement that now needs to be collected from both legacy and acquired --


MS. GIRVAN:  I thought you were having a separate rate class for Peterborough in year eleven.

MR. ANDRE:  Right.  So as I said, so you add the residual.  Now you have the total bucket of revenue requirement that needs to be collected from both Hydro One and the acquireds, and you create the acquireds and you use a cost allocation to say, okay, how much of Hydro One's total revenue requirement now needs to be collected from those acquired classes.

And that's where you get, you know, a number that represents, you know, all of the OM&A costs associated with maintaining the assets, plus all of the shared costs -- you know, it represents the total costs to serve those acquired classes.  But you do that -- the starting point for that is Hydro One's total revenue requirement plus the residual, and then allocated to all of your classes.

MS. GIRVAN:  So the residual isn't going to be separated out?

MR. ANDRE:  No.  No, the residual is going to be added to Hydro One's revenue requirement as an input to the model.

MR. PIETREWICZ:  And this is perhaps a beautiful segue to my next question.

MR. SHEPHERD:  Sorry, can I just follow up on that?

MR. PIETREWICZ:  Yes.

MR. SHEPHERD:  Residual and directly allocable are not the same, right?  Just because something is a residual cost doesn't mean it can't also be a shared cost, right?

So for example, if adding these customers means you have to add a person in your HR department, that's part of your shared costs, but that is also an incremental cost, right?

MS. RICHARDSON:  Okay.  So in this case, if we needed an extra person or an extra activity in our shared cost that was included in our table 2 of exit A-2-1.

So for example our customer care facility.  So customer care we generally consider is a shared services.  But there's certain aspects of customer care that are on a per unit basis, like an extra postage stamp, an extra envelope, a bill presentment.  All of those incremental costs are included in our table 2 costs within --


MR. SHEPHERD:  The residual costs.

MS. RICHARDSON:  Yes, residual.

MR. SHEPHERD:  That's what I'm saying --


MR. ANDRE:  Customer billing is a good example.  Like, customer-care type costs are a good example.  They're both incremental and they go into the shared bucket of costs that then get shared across all classes.

MR. SHEPHERD:  So am I right that we should not assume that residual -- incremental -- and directly attributable are the same?  Because you've contrasted direct and shared, but some of the residual will be shared.

MR. ANDRE:  Yes, that is correct.

MR. SHEPHERD:  I just wanted to be clear on that, thanks.

MR. PIETREWICZ:  Thank you.  So we've been discussing the revenue requirements or the revenues collected.  We have been talking about, you know, now and in the future with and without mergers, and we have these numbers.

And I think now we're getting into the discussion of who will pay for these amounts.  And to that end I would like to turn our attention to OEB Staff interrogatory 47, again focusing on PDI for the sake of convenience right now.  That's Exhibit I, tab 1, schedule 47.

And this exhibit -- this interrogatory response part A on page 2, and it describes Hydro One's approach to the rate classes, right, that Hydro One proposes for PDI customers.

And my simple question to Hydro One is, can you please just walk us through some of your thinking that went into your proposal here for rate classes for PDI?  Just explain, describe, please.

MR. ANDRE:  All right.  So the proposal, you know, Hydro One's view is that in order to accurately reflect the cost to serve the specific PDI service area, our view is that, you know -- well, okay, let me step back.

This is, you know -- our view, as we said in Exhibit A-4-1, was that we would either at the time of the harmonization, rate harmonization, if we had existing rate classes, for example, if we eventually get approval to create rate classes for Norfolk, Haldimand, and Woodstock, if we have an existing urban acquired rate class, then we will look at whether putting the PDI customers into that existing acquired rate class will result in rates that, you know, are not impactive (sic), so reasonable impact on the PDI customers by merging with an existing acquired rate class.

If merging with an existing acquired rate class does not result in the kind of impacts that we believe are appropriate, then we would create new acquired classes specifically to hold -- specifically to serve the PDI service area, and we would create new classes for the residential, the general service less than 50, and the general service greater than 50 set of customers.

There are a small number of customers in streetlight, sentinel light, USL, and there's a large customer as well, there's two large customers.  They would be -- our proposal for those would be to move them into -- merge them with Hydro One's existing rate classes just because of the relatively small number, makes it difficult to allocate costs appropriately to such a small class with such small numbers, and administratively, I mean, we are always looking to cut our costs to reduce costs, because ultimately those costs have to be paid by ratepayers.

So in terms of trying to keep to a manageable number of rate classes, that would be our proposal for those small number of classes, but for the residential, general, and the two general service classes, that's our proposal.

MR. PIETREWICZ:  So you will play it by year.  In year 11 you will determine whether these belong to an existing class --


MR. ANDRE:  Existing acquired class.

MR. PIETREWICZ:  -- or they require something new.

MR. ANDRE:  Yes.

MR. PIETREWICZ:  And the idea there is what?  Why do we even -- why do we have these rate classes in the first place?  I mean, Hydro One already has an urban residential -- high-density residential rate class.

What is your thinking in terms of just not placing these customers into that rate class?

MR. ANDRE:  Right.  We do have an urban class.  The density factor -- and we use density factors to try to achieve a better alignment of what it costs to serve an urban class as compared to a medium-density or low-density class.

But there are certain elements, if you go back to how the density factors were derived, there's some elements of averaging costs.

So it is an urban class that reflects all of our areas, some less urban, others more urban.

So in terms of trying to align as much as possible with the cost to serve, we think it is better to create these new classes where we can specifically identify the assets required to serve.  That is on the residential side.

But, you know, there's bigger differences if we try to merge it -- PDI into our general service energy and general service classes.  As I mentioned when I was speaking with Mr. Shepherd before, we also have the minimum system and the PLCC adjustments in the model, which generate quite large differences in terms of how the costs are allocated between residential and general service classes for Hydro One service territory versus what has historically been done for PDI's service territory.

So I think you would see a larger differential in terms of costs shifting between those classes if we attempted to merge them with Hydro One's urban classes.  I think you get a much better alignment with the cost to serve if you are able to keep them separate.

And, you know, the rate handbook, as I quoted earlier, specifically contemplates that, by saying, have a look at what makes the most sense to do.  Does it make sense to, you know -- the Board says, does it make sense to merge it with an acquired -- with an existing class, or does it make sense to create new acquired classes?

MR. PIETREWICZ:  Thank you.  That seems to be an underlying principle, yes, of what you are doing, which is, would you say that you are trying to align the rate class and the cost of serving that rate class?

MR. ANDRE:  Yes.  That is exactly right.  I think -- our proposal is -- we think achieves the best alignment between the Board's goal of accurately reflecting the costs to serve for these new acquired territories.

MR. PIETREWICZ:  With respect to the Orillia, there's an interrogatory -- I think it is Staff 8, OEB Staff 8.  It gets at some of the same things.  I just wanted to ask a very brief, brief question on that one.  It is at Exhibit I, tab 1, schedule 8, page 3.

And I don't want to get caught up on semantics, but I would like to ask you.  Response part A basically says that Hydro One will transition Orillia customers to an acquired rate class that might exist right at the time, or, you know, develop a new type of rate class depending on what is more appropriate, provided that this aligns well with the costs of serving that, or doesn't result in significant rate impacts for Orillia customers.

So just for clarity, can you explain that?  Is it that you are trying to go seek for not raising the rates of Orillia ratepayers?  Or are you trying to align the costs of serving those ratepayers with the appropriate rate class?  I suspect that there's some contradiction in this answer that you might want to address.

MR. ANDRE:  Okay.  I see your point.  I mean, if they have a reasonably similar cost to serve, then it shouldn't result in a different -- in significant rate impacts.  So I take your point.

I guess what we're trying to say was at the time that we look at our proposal in year 11, we would look at everything.  We would look at what the proposal does with respect to allocation of costs, we would look at what the proposal does in terms of the impacts that customers see, and we would take all of that into account.

But I agree that if the classes have a reasonably similar cost to serve, then there shouldn't be significant rate impacts.

MR. PIETREWICZ:  Okay.

MR. SHEPHERD:  You have no acquired -- approved acquired classes right now?

MR. ANDRE:  No.  At this point we don't.

MR. SHEPHERD:  Thank you.

MR. PIETREWICZ:  I am just going to skip forward really far just in the interests of time --


MS. GIRVAN:  Can I just jump in?  So with respect to your last answer, you are going to assess it in year 11.  So how do we know today that those customers are going to be better off or not harmed under your proposal, because you don't really have a proposal yet for year 11.

MR. ANDRE:  Well, that's not correct, Julie.  We do have a proposal, which we have included in the IR response.  In the case of Orillia it's in I-1-9 and I-1-10, where we provide an estimate of what those -- what the cost allocation could look like and what the rate impacts could look like.

So we have provided that proposal.  But more fundamentally, it is our commitment with respect to ensuring that the costs that are ultimately collected post-cost allocation, post-rate design process, that the costs that are ultimately collected from the acquired customers falls in those goalposts.

We have to make sure that we at least collect the residual costs, because that was the additional revenue requirement that was incurred as a result of bringing them in.  So we have to, at a minimum, cover that.  And if we cover that, then legacy customers are not harmed.

On the other end, the higher goalpost is what the acquired customers would have paid had they not been acquired.  So we have to make sure we don't charge them more than that in order to ensure we don't harm the acquired customers.

So those goalposts, and our commitment to stay within those goalposts, is what ultimately should give the Board confidence that that's going to achieve that.

And as I've said, we do have IR responses that show that, at least on an estimated basis, that's what we're forecasting will happen.

MR. SHEPHERD:  So we've asked you what principles do you use to decide where between the goalposts the resulting numbers should be?

It can't be just random, right?  You have to use some principled approach.  Should it be an equal split?  Should it be a per capita split?  How do you do that, because it is not like normal cost allocation, right?

MR. ANDRE:  You are absolutely right, Mr. Shepherd.  And the principle that we're using is the output of the cost allocation model and the rate design process.

So we will follow the normal cost allocation process, you know, with the adjustment factors.  We will follow the normal rate design process and see where that split lands.  As long as that split is in between those goalposts, that's going to be what we say is a fair allocation.

It might be more to legacy customers; it might be more to the acquired customers.  But it's the output of the cost allocation and rate design process.

MR. SHEPHERD:  And you don't have a plan for what happens if it's not within the goalposts, right?

MR. ANDRE:  No, we do.  There's a number of IR responses that have dealt with what would happen if you fall outside those goalposts.

Like if the results of the model would say collect more from the acquired customers than their status quo costs would have been, our proposal is we back off the revenue-to-cost ratios to ensure that only the maximum savings that was generated by the acquisition flows to legacy customers.

We are not going to allocate more than the savings generated by the acquisition to legacy customers.  We are going to cap it at that value.

Then at the other end, we do the same.  If we -- you know, if we were proposing to actually allocate less than the residual costs --


MR. SHEPHERD:  Which would be surprising.

MR. ANDRE:  -- which would be surprising, but in that case we would bump up the revenue-to-cost ratios to make sure we had at a minimum collect that residual cost.

MR. SHEPHERD:  Isn't that exactly the same methodology you put to the Board in 2017-0049, the allocation with adjusting factors and play with the revenue-to-cost ratios?

MR. ANDRE:  Yeah, we didn't -- as I said earlier, I don't think we did as good a job as we could have in terms of explaining those goalposts.  That was our argument, that those costs fell in between.

But I don't know that we did a good enough job.  Obviously, we didn't do a good enough job explaining it to the Board so they understood that principle and understood the inherent fairness in that principle.

MR. SHEPHERD:  So aside from refinements to the adjustment factors -- because I understand you have improved the adjustment factors, right, in that process?

MR. ANDRE:  Yes.

MR. SHEPHERD:  But aside from that, you are basically saying to the Board we want you to approve what you refused to approve in 0049, but this time we're giving you better information so that you will understand it better.

MR. ANDRE:  I think we've done a much better job of explaining our proposals around the goalposts in the evidence that is part of this application.

MR. SHEPHERD:  Thank you.

MR. PIETREWICZ:  I will leave it with one more question from me, and leave it to others to determine where we go next.

I would like to turn our attention to on PDI again, SEC 43.  That's Exhibit I, tab 2, schedule 11 -- I'm sorry,  schedule 43, page 1 of 1 of SEC 43.

And what this table shows is some estimates of monthly rates.

MR. ANDRE:  I am in the same binder so -- sorry, PDI, SEC?

MR. PIETREWICZ:  43.  Again, I am referencing this one.  It is an update to a Board Staff IR we asked in the first round.

MR. ANDRE:  Okay, yes, I am there.

MR. PIETREWICZ:  I would just like to ask your perspective on this issue, which is what it shows that today -- it compares PDI's base monthly distribution charge, and you see there -- let's focus on the residential, which says $23.37.

That compares it to Hydro One's residential urban residential base monthly distribution charge, and the figure cited there is $34.26.  So it's a difference of $10.89.  It says that Hydro One's base monthly distribution charge is something like 47 percent higher than Peterborough's right now.

I think the discussion of this morning kind of addressed much of what I am getting at, but I would like to invite you, in your own words, to sort of describe to us how we can reconcile this significant difference between Hydro One urban residential and Peterborough urban residential base monthly distribution charges.  How we reconcile that with that fact with the argument or notion or projection of no harm to Peterborough customers following the amalgamation with Hydro One.

MR. ANDRE:  I think -- so a couple of things that I would mention.  So first off, the today 2019 charge that you are seeing for PDI is essentially based on a 2013 rebasing, with some IRM adjustments for some of the years.

I know in the last couple of years, I don't think there's been IRM adjustments, but there's been some IRM adjustments.

So what you are seeing for PDI is not, I would say, an accurate reflection of what the base distribution charge would be in 2019 if they had rebased, you know, since 2013.

In terms of demonstrating the savings, I would take you to the last two columns that show what is our expectation with respect to what that same residential customer in PDI would pay as a base monthly distribution charge with the consolidation.

What you can see there in the column fourth from the end is $27.16 versus what we anticipate they would pay without consolidation.  So without consolidation at that status quo revenue we have been discussing, we would anticipate their charge would be $37.67.

So that is what I would point to in terms of demonstrating that, you know, we anticipate that at the time of rebasing, we will be able to charge less for -- you know, charge PDI customers less than they would otherwise pay without the acquisition.

MR. PIETREWICZ:  Thank you.  And is that, as you mentioned earlier, in large part a function of the fact that you are assigning PDI into its own rate class rather than including it in this more average Hydro One urban residential rate class?

MR. ANDRE:  Yes.  I think including it in its own rate class allows us to more accurately identify the costs to serve just those customers.

MR. PIETREWICZ:  Thank you.  And is it the same case with Orillia?  I note their rates aren't as dramatically different from Hydro One's.  They're about -- Hydro One's are about eleven percent higher than Orillia's rates at this time.  But is the answer effectively the same one?

MR. ANDRE:  Yes.

MR. PIETREWICZ:  Thank you.  Those are my questions.

MR. MILLAR:  We are getting past 4:45 now and I think maybe we should -- we are obviously not going to finish today, so maybe we should call it a day and come back at 9:30 tomorrow morning.

MR. RODGER:  Yes.

MR. MILLAR:  All right.

MR. SHEPHERD:  Do we have estimates from people?

MR. MILLAR:  Why don't we do that off line.
--- Whereupon the conference adjourned at 4:47 p.m.
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