PAGE  

[image: image1.jpg]) SIC PERMANET

| _rocus | 4
Ontario

VT INCEPIT

2\




ONTARIO

ENERGY

BOARD

	FILE NO.:


	EB-2007-0900

	

	VOLUME:

DATE:


	Technical Conference
July 9, 2008

	

	
	
	


EB-2007-0900
THE ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board, 1998, S.O. 1998, c.15, Schedule B of the Energy Competition Act, 1998;

AND IN THE MATTER OF an Application by Cambridge and North Dumfries Hydro Inc. for an Order or Orders approving or fixing just and reasonable rates and other charges for
2008 Electricity Distribution Rates.
Hearing held at 2300 Yonge Street,

25th Floor, Toronto, Ontario,

on Wednesday, July 9, 2008,
commencing at 9:00 a.m.
--------------------------------------
Technical Conference
---------------------------------------

MAUREEN HELT
Board Counsel

KEITH RITCHIE
Board Staff
SILVAN CHEUNG

MARK Abramovitz
BRUCE BACON
Cambridge and North Dumfries Hydro
JOHN GROTHEER
Inc.
MICHAEL ENGELBERG
Hydro One Networks Inc.

MIKE ROGER
CHRIS AMOS
Waterloo North Hydro

GERRY HILHORST (via
telephone)
1--- Upon commencing at 9:00 a.m.


41--- Recess taken at 10:20 a.m.


41--- Upon resuming at 10:29 a.m.


54--- Whereupon the conference concluded at 10:50 a.m.




5EXHIBIT NO. KT1.1:  ORIGINAL SCHEDULE 10-7 EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR WATERLOO NORTH.


5EXHIBIT NO. KT1.2:  ORIGINAL SCHEDULE 10-7 EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR HYDRO ONE.


6EXHIBIT NO. KT1.3:  APPLIED-FOR EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR WATERLOO NORTH HYDRO.


6EXHIBIT NO. KT1.4:  APPLIED-FOR EMBEDDED DISTRIBUTION LOW-VOLTAGE CHARGES FOR HYDRO ONE


6EXHIBIT NO. KT1.5:  PROPOSED EMBEDDED DISTRIBUTION VOLTAGE CHARGES FOR WATERLOO NORTH HYDRO


7EXHIBIT NO. KT1.6:  PROPOSED EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR HYDRO ONE


20EXHIBIT NO. KT1.7:  WATERLOO NORTH HYDRO ASSUMPTION PAGE FOR THE PROPOSED EMBEDDED DISTRIBUTION LOW-VOLTAGE CHARGES INPUTS


20EXHIBIT NO. KT1.8:  ASSUMPTIONS PAGE, PROPOSED EMBEDDED DISTRIBUTION LOW-VOLTAGE CHARGES INPUT, HYDRO ONE NETWORKS INC.




Error! No table of figures entries found.
NO UNDERTAKINGS WERE FILED DURING THIS PROCEEDING

Wednesday, July 9, 2008

--- Upon commencing at 9:00 a.m.


MS. HELT:  Just a moment.  We'll just go on air.  Good morning, everyone.  I would like to welcome you to this technical conference.  My name is Maureen Helt.  I am counsel for Board Staff.


With me I have Keith Ritchie, who is also on Board Staff.


Perhaps we could go through appearances at this time so we have everyone's attendance on record.


MR. ENGELBERG:  I'm Michael Engelberg.  I'm counsel for Hydro One Networks Inc.  I have with me Mike Roger, Hydro One's manager of distribution pricing, and we will be joined later by Lou Fortini, counsel for Hydro One Networks, who will be here because I have to leave at 12:15 and he will be taking over for me if this goes past 12:15.


MS. HELT:  All right.  Thank you.


MR. GROTHEER:  My name is John Grotheer, and I'm the president of Cambridge and North Dumfries Hydro.


MR. BACON:  My name is Bruce Bacon.  I'm a senior utility rate consultant with Borden Ladner Gervais, and I am here representing Cambridge.


MS. AMOS:  I am Chris Amos.  I am here representing Waterloo North Hydro.


MS. HELT:  And on the teleconference we have Gerry --


MR. HILHORST:  Yes.  Gerry Hilhorst, representing Waterloo North Hydro.


MS. HELT:  Thank you.  We also have two other Board Staff in the room just observing at the technical conference today, Silvan Cheung and Mark Abramovitz.


This is a transcribed technical conference.  I am sure everyone has participated in these proceedings before.  However, just to go over a few points, as we are Board Staff, we are not a panel.  We don't make rulings.


If there are objections to particular questions or what have you, those are matters that would have to be brought to the Panel's attention for the Panel's determination, as we cannot ourselves make particular rulings.


You will note that there is a system of green lights in front of everyone with respect to the recording of this proceeding.  It ensures that your microphone is on.  So if you are answering a question, please ensure that the green light is actually pressed in and is on so that your answer or your question can be recorded.


In accordance with Procedural Order No. 1, the Panel directed that the parties participate in this technical conference, which involves not only the applicant, Cambridge North Dumfries, but also the embedded distributors and Board Staff.


The purpose of today's conference is to allow parties and the Board to better understand the issues and Cambridge North Dumfries' proposal.


The Board has indicated in the procedural order that it expects participants of the technical conference to address the issues on the issue list which was attached to Procedural Order No. 1.  It is also the Board's expectation that this conference will result in an agreed-upon statement of facts or similar agreement on the technical aspects and agreed-upon issues list, which shall be presented to the Board and serve as the basis for a subsequent hearing before the Board on this matter.


Both yesterday and this morning, I have had some discussions with Michael Engelberg and Mike Roger, and this morning I believe the other parties were participants in a conference call that we had.  It is my understanding that Cambridge North Dumfries, Waterloo North and Hydro One have had some discussions and have prepared a further form 10-7 dealing with the calculation of the embedded distributor rates and that Cambridge North Dumfries is prepared to take us through that revised form.


It perhaps may be useful to mark that form as an exhibit so that we all know what we're talking about when we go through the presentation.


There were two other forms that were filed.  One -- well, I suppose there were four, but they were schedule 10-7s for the low voltage charges for both Waterloo North Hydro, as well as Hydro One for the -- that were filed for the 2006 EDR.


Then with respect to this application, there were two additional schedule 10-7 low volt charge submissions filed for Waterloo North and Hydro One, and then there is now the new revised form.


So if all parties are in agreement, perhaps we can mark those forms as exhibits unless there is any objection to that.


Then I would suggest that we proceed by having the new proposed schedule 10-7 presented by Cambridge North Dumfries and we can go through that.  If any questions arise with respect to the new revised numbers on the proposed document, we can ask questions.


MR. BACON:  Just to comment on that.


MS. HELT:  Yes.


MR. BACON:  That's fine.  Our thinking was we would take you through the chronological order of each of the schedules and take you through each of the schedules, starting literally back at the original filing for 2006 EDR.


MS. HELT:  Right.


MR. BACON:  And then take you through the applied-for through the -- through the recent proceeding, and then take you to the proposal.  We could jump to the proposal right away, if you wish.


MS. HELT:  Actually, I think that makes more sense, because then there is less likelihood of having to go back and ask questions with respect to the prior applications, if we start with the first original submission.


MR. BACON:  Okay.


MS. HELT:  That's fine.


MR. BACON:  Good.


MS. HELT:  So perhaps, then, we could mark the original submission.


MR. BACON:  Okay.  We have copies here for all participants, so...


MS. HELT:  All right.  I actually made copies, as well.


MR. BACON:  We have colours.


MS. HELT:  So we're both on the same page.  You have colours?  We will take yours, then.


Thank you.  We will mark, then, as Exhibit KT1.1 the schedule 10-7 embedded distribution low voltage charges for Waterloo North, the original.

EXHIBIT NO. KT1.1:  ORIGINAL SCHEDULE 10-7 EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR WATERLOO NORTH.


MR. BACON:  Sorry, what is that number again?


MS. HELT:  KT1.1.


MR. BACON:  Okay.


MS. HELT:  And the -- I am just seeing if we have the one for Toronto Hydro -- Hydro One.  Yes, we will mark the schedule 10-7 for the embedded distribution low voltage charges, Hydro One, as KT1.2.

EXHIBIT NO. KT1.2:  ORIGINAL SCHEDULE 10-7 EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR HYDRO ONE.


MR. BACON:  That's the original copy?


MS. HELT:  The original, yes.


MR. BACON:  Okay.  All right.  Do you have the applied-for yet?


MS. HELT:  Do you have the...


MR. RITCHIE:  I am just trying to see what they have given us.


MS. HELT:  Just give us a moment.  We're marking these.  Getting sorted out.


MR. GROTHEER:  Just from a colour coding point of view, you have Waterloo North.  There's a package of
three --


MS. HELT:  Yes.


MR. GROTHEER:  -- which has an orange original, orange applied, and then a red proposed.


MS. HELT:  Right.


MR. GROTHEER:  Then you have another set of three, which are the Hydro One ones, which are the same, the original, applied for and proposed.


MS. HELT:  All right.  So let's mark them all as exhibits.  We will mark the applied-for embedded distribution low voltage charges for Waterloo North Hydro as KT1.3.

EXHIBIT NO. KT1.3:  APPLIED-FOR EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR WATERLOO NORTH HYDRO.


MS. HELT:  And the applied-for embedded distribution low-voltage charges for Hydro One as KT1.4.

EXHIBIT NO. KT1.4:  APPLIED-FOR EMBEDDED DISTRIBUTION LOW-VOLTAGE CHARGES FOR HYDRO ONE

MS. HELT:  Finally, we will have the proposed embedded distribution voltage charges, Waterloo North Hydro, as KT1.5.

EXHIBIT NO. KT1.5:  PROPOSED EMBEDDED DISTRIBUTION VOLTAGE CHARGES FOR WATERLOO NORTH HYDRO


MS. HELT:  And the proposed embedded distribution low voltage charges for Hydro One as KT1.6.

EXHIBIT NO. KT1.6:  PROPOSED EMBEDDED DISTRIBUTION LOW VOLTAGE CHARGES FOR HYDRO ONE


MS. HELT:  All right.  So whenever you are ready to take us through the documents.


MR. BACON:  Do you want to say anything?


MR. GROTHEER:  I guess I would just like to say, in advance, that when we originally applied -- the individual that originally did the 2006 and the 2008 rate application is no longer with our organization.  So it took us a bit of time, because of this technical conference, to go through and we did uncover some other things that needed to be amended, and then the discussions between the three parties brought to light some other issues that we have also felt appropriate to put into the proposed documents.  So I just wanted to give that bit of preamble before Bruce will take you through the documents.

MR. BACON:  Okay?

MS. HELT:  All right.  Certainly.

MR. BACON:  Any preliminary questions you have before we get going?

MS. HELT:  No.  I think -- I don't have any unless any of the other parties do?

MR. BACON:  Okay.  We will just...

What I am actually going to do is, I am going to take you through Exhibit KT1.1, KT1.3 and KT1.5 basically focussing on Waterloo North Hydro as an example, the same principles and the same discussion would happen to Hydro One as well and I think Hydro One's okay with that.

MR. ENGELBERG:  Yes.

MR. BACON:  Correct.

MR. ROGER:  That's fine, yes.

MR. BACON:  So if that's okay with you, that's what we will plan on doing.

MS. HELT:  Certainly.

MR. BACON:  Okay.  So let's just start off with Exhibit KT1.1, which is the original filed for Waterloo North back in the 2006 EDR process.

I am just going to take you through each of the cells and please stop me when you have any questions, okay.

MS. HELT:  Yes.

MR. BACON:  Because I want to -- is it open to everybody or just you guys?

MS. HELT:  No, if there are questions from any of the parties or Board Staff.


MR. BACON:  I just want to -- this is a technical conference, so I am trying to understand the formality of it.  It's a little different than an oral hearing so I am just trying to make sure we do it properly.

MS. HELT:  Sure.

MR. BACON:  Okay?

All right.  I am looking at Exhibit KT1.1.  And specifically I want to start with box 2 where it says,   Total annual OM&A costs of assets providing LV service.

Now, the number there is 1,893,724.  That is the OM&A associated with providing, associated with providing LV services but it is the OM&A associated with all lines, conductors and poles that Cambridge North Dumfries has on their distribution system.  So that's the OM&A expense associated with those assets, which in our view is the assets that provide LV service to everyone.  Is that correct?

Sorry, it only overhead lines only.  There is no underground conductor in there.

Okay, is that clear?  That's the OM&A associated with it.  The number 3 is the assets that are associated with that same level of service, so that would be the overhead lines, the assets associated with the overhead lines and the poles, for a total of $43,132,918.  So those are the gross assets.

The box 4 is the accumulated depreciation that has been accumulated up to the point of the analysis for those assets of $17,508,524.  This brings to mind what we're actually dealing with here.

We have to recognize that this was done, the original was done in 2006 EDR which was based on 2004 data.  So the whole analysis we are looking at today, so far, unless we have a discussion about how to move forward, is looking at 2004 data, reason being that's the 2006 -- that's how the 2006 information was done for the application at that time.

And until a rebased application is done and a cost allocation study is completed, it's our view that should be the numbers that we take, do the analysis on.

Anyway, if you have any questions on that, we can talk about it.

So that's number 4 is the cumulative amortization and depreciation associated with those assets.

Number 5, the box 5 is the amortization or depreciation on those assets for the 2004 year.  And then number 6 is simply the difference between 3 minus 4, which then is the net book value on those assets.  I will stop there.  Any questions at that point?

MS. HELT:  No.  Go ahead.

MR. BACON:  Okay.  Moving down to number 7.

First of all, things come to mind as I work through this.  In is, as you mentioned in the opening, this is actually consistent with schedule 10.7 in the 2006 Rate Handbook, this was taken right out of there.  And Cambridge North Dumfries tried to follow the instructions that were given, which I must say were limited, in actually filling out this sheet.  So they did the best they could at the time.

Number 7 shows the full total line length of all of the lines that we have been talking about previously.  So in other words, I look at that and there is 727 kilometres of lines that came North Dumfries has in their distribution system, overhead lines.  Is that correct?  Right.

Now, of those lines, cell 8, there is 8.4 kilometres of those lines associated with providing embedded distribution or low-voltage service to Waterloo North Dumfries.  That's what that 8.4 is.

And then, so we have the kilometres of line that is being associated with providing the service.

Now we want to look at the kilowatts, or the amount of power, that's actually being put through those lines.  So we look at the total power that's being put through all of the lines -- oh, no, sorry.  This is the number 9 is the kilowatts that are going through the shared line that Waterloo North shares with other customers of Cambridge North Dumfries.  Of that there is 132,868 kilowatts that are going through the line that is being shared with Waterloo North and other customers, as well.

Then of that amount, in this particular schedule, it says that 27,005 kilowatts are associated with the Waterloo North service, which we'll get to, in the next version, is actually incorrect.  At this point that is what that is.

MS. HELT:  Can I just have a moment?

MR. BACON:  Sure.  If anybody has a better way of explaining what I just said, please speak up.

MR. RITCHIE:  So, Bruce, what you're really saying on this is that, in fact, that 8.4 kilometre of line, in fact, is really -- it's a shared line, in terms of, that there are both Cambridge North and North Dumfries Hydro direct customers direct retail customers, as well as sort of like a delivery of energy to Waterloo North Hydro?

MR. GROTHEER:  That's right.  It is a shared line.  It's not a dedicated line.

MR. RITCHIE:  Okay, yes.

MR. BACON:  Okay?

MS. HELT:  Thank you.

MR. BACON:  Now, at this point in table -- in cell 11, I will explain to you what the calculation is to get the 1.16 percent.  This is what it was at the time, okay, and this is something that we are looking at -- we're going to be proposing a change on.  But at the time, it was simply the amount in cell 8 divided by the amount in cell 7 or 8.4 kilometres divided by 727 kilometres.

Now, the question obviously is:  Why didn't you take into consideration kilowatts?  Well, we're going to.  That was one of the mistakes that we are correcting.  But at this point the 1.16 is simply 8.4 divided by 727 kilometres.

Okay.  Now we get down into actually determining the costs associated with providing a service, and what we do here is we determine the return on assets used to provide the LV service, and actually what you go up is -- you go up and essentially grab the information in cell 6 and you would apply a cost of capital rate to that.  In this particular example, which is going to be corrected going forward, they only -- Cambridge North Dumfries used just the return on equity, full.


So, in other words, specifically it is the $25,624,394, times 7.5 percent, which was what their return on equity assumption was.


MS. HELT:  Yes.


MR. BACON:  And I know that is another thing we need to correct, but I am just trying to make you understand what we did here.


MS. HELT:  No.  That's helpful.


MR. RITCHIE:  I guess I will maybe just ask a question here on this one.


MR. BACON:  Sorry?


MR. RITCHIE:  Bruce, I was just going to ask a question here.


MR. BACON:  Yes.


MR. RITCHIE:  My understanding is that 7.5, in fact, was Cambridge North Dumfries' approved weighted average cost of capital and that, I guess, Board Staff's understanding is that really the box 12, in fact, is really to get a return -- is really a proxy for the return on the -- on that 8.4 kilometres, rather than sort of like their return on equity of the 8.4.


And that this -- again, I guess it is a bit of a mixup in the spreadsheet formulae.


MR. BACON:  Oh, yes.  Just let me confer.  The 7.5 is the number it uses, and then it applies the 1.6 percent to it.


MS. AMOS:  Yes, exactly.


MR. BACON:  So what you're saying is that it is your understanding - and I guess I would ask John - 7.5, although it says return on equity here, is actually the cost of capital, return on rate base?


MR. RITCHIE:  That's correct.


MR. BACON:  Which would make the correct calculation, but it -- it just isn't labelled correctly.


MR. RITCHIE:  It would make it correct, I guess, subject to I guess what I have sort of noted as one possible, I guess, omission from the formula is that there's no account taken of the tax impacts --


MR. BACON:  Right.


MR. RITCHIE:  -- of this approach, you know.


MR. BACON:  Right.  Right.  And that -- we kicked that around, and I suppose we would actually build it into the proposal, if you thought that would be -- but the taxes, I will tell you it's a little difficult to get to sometimes, but we can actually estimate it, if we have to.


MR. RITCHIE:  Yes.  And I think that as we go through, work from the history and do the new proposal, we can talk about how this can potentially be done, because, again, I think, you know, we and the industry have learned, even from what was documented in the 2006 handbook.


MR. BACON:  Right, okay.


So it appears what we're saying is that the 7.5 is -- was consistent with the cost of capital approved in the 2006 EDR, okay.  It is a good point as we move forward.  We made sure that in the proposal we actually do use the cost of capital, the full cost of capital.  So we reflected that there.


Okay, assume that 7.5 is the cost of capital approved.  What the calculation is would be the amount in cell 6 times the 7.5 percent, and then you want to determine how much of that is attributable to the LV service.


So we apply the amount in cell 11, 1.16 percent, to that amount to come up with the $22,205.  Does that make sense?  All right, good.


Then the -- that's cell 12.  Cell 13 is simply the amount in cell 5 times the amount in cell 11, which is the $1,726,547 times the 1.16 percent, gives you the $19,949.


Then the OM&A component is simply the amount in cell 2, again, times the amount in cell 11.


Then the total shown in cell 15 is simply the amount shown in cell 12, plus 13, plus 14.


At this point, in this particular example, we have the estimate of the cost of providing LV services to Waterloo North Hydro.


MR. RITCHIE:  I guess another way of really paraphrasing it is, if you take this almost as being a mini cost of service, this is really the revenue requirement that you are basically saying needs to be recovered in the LV rates --


MR. BACON:  Yes, exactly.


MR. RITCHIE:  -- for...


MR. BACON:  Exactly.  That essentially is -- that's what this spreadsheet was intended to do.  It's a mini cost of service study for the LV service.


So, in this particular example, we have come up with a total of $64,034.72 annual cost of service to provide the LV service to Waterloo North.


Now we need to design rates, and this is where things got a little confused.


At this point, what happened was they took -- cell 15 was divided by 12 and came up with the total monthly charge of $5,336.23, what you see there in -- I guess that cell is not labelled, but it says "total monthly charge".

Then that amount was divided by the total annual kilowatts, to come up with the 20 cents shown in cell 16.  And that is where one of the errors occurred.  It should have actually been cell 15 divided by cell 10.  So it should have been the annual cost divided by the annual kilowatts.


I will stop there.  That is essentially the original filing.


MS. HELT:  If you can just give us a moment?


MR. BACON:  Sure.


MS. HELT:  We are going to use our calculator.


MR. BACON:  That's helpful.  If you can't figure it out on your kitchen table, then it shouldn't work.  You should be able to.


MS. HELT:  All right.  We are ready to proceed.  We don't have any questions.


MR. BACON:  I'm just going to check with everyone else.  Does anybody else have any questions they want to get to before I go on to the next one?


MR. ROGER:  No, we're fine.  Hydro One is fine.


MS. AMOS:  Waterloo North Hydro is fine.  Thank you.


MR. BACON:  All right.  Then let's move on to what we classify as...

Are we on now?  Okay.  Now we will turn to the applied-for embedded distributor low voltage calculations, which is classified as KT1.3, Exhibit KT1.3.


We will go through this, again.  And the good thing about it is there are similar things, which hopefully we don't have to necessarily go through each cell, but if you have any questions, then do please stop me as we go through.


Cell 2 is exactly the same as the previous version.  Actually, cell 2 to cell 6 are consistent with the previous version.  We will just skip through that.  Is that all right?  We will just skip through that?  That's fine.


And everything is actually -- the cell 7 and 8, they're the same.  Cell 9 is the same.  Now, there is a correction in cell 9 and this was one of the elements that Cambridge North Dumfries brought forward as one of the reasons for changing the number for this service, is that in reviewing it, they found out that they thought the kilowatts associated with Waterloo North Hydro were 76,261 compared to the 27,005 in the original.


MS. HELT:  If I can just clarify.  You're referring to cell 10?

MR. BACON:  Cell 10, yes, sorry.

MS. HELT:  All right.  Thank you.

MR. BACON:  Cell 10, that was a change that they made  in the applied-for version.  That didn’t change anything in cell 11.

Moving down to cell 12.  The difference between cell 12 in the applied-for compared to the original is the return -- this is where they actually did use the return on equity of 9 percent, which, as we talked about previously, that probably, that needs to be corrected again.  So that's why the number has moved up from 22,205 to 22, 647, because you're using a 9 percent return as opposed to a 7.5 percent return.

The annual amortization is the same as the original.  The applied-for is the same as the original amount.

Box 14.  The OM&A component for the applied-for is consistent with the original.

So now we have a total of $68,476.72 as the total cost of providing low-voltage service to Waterloo North Hydro.  And at this point the only change that has been made, as a result of that 9 percent rate-of-return being applied to the net book value or impacting the amount of -- in cell 12.  So that's why there is actually a difference in the cost of providing service to them.

So what Cambridge North Dumfries did at this point is, they made the correction for the information in 10 and also, at the same time, made the correction for I guess the error that was made in developing the rate using the monthly charge amount, and dividing it through by the annual in the original.

Now, in cell 16 in the applied-for version, it's the amount in cell 15 of $68,476.72 divided by the amount in cell 10, of 76,261 kilowatts and coming up with a rate of 90 cents per kilowatt, which is -- this is the rate they went forward with in their application for the change.

Any questions?

MS. HELT:  Just to clarify then.  So in other words, in the original, box 16 was the result of dividing cell 15 by cell 12; and you're saying, now, in the applied-for, they corrected that and actually came up with the value in box 16 by -- or cell 16 by dividing cell 15 by cell 10?

MR. BACON:  That's right.

MS. HELT:  I think that makes sense.  If I could have a moment.  No questions.

MR. BACON:  Okay.  Any questions from any other parties?

MR. ROGER:  No.  We're fine.  Thank you.

MS. AMOS:  Waterloo is fine also.

MR. BACON:  All right.  Moving right along.  We will move to Exhibit KT1.5.

So what we have done here, this is the proposal – now, there is an assumption.  Do you know, I think it might be helpful to hand out the assumptions.

There is an assumptions page that goes along with each of these.

MS. HELT:  Yes.

MR. BACON:  We should hand those out, as well.  I don't know if you want to put an exhibit -- like, is it part of this exhibit?  Or as a new exhibit?

MS. HELT:  I think we will mark it as a new exhibit.

MR. BACON:  All right.

MS. HELT:  All right.  Then if we could have the assumption page for the proposed embedded distribution low-voltage charges inputs, Waterloo North Hydro, marked as KT1.7.
EXHIBIT NO. KT1.7:  WATERLOO NORTH HYDRO ASSUMPTION PAGE FOR THE PROPOSED EMBEDDED DISTRIBUTION LOW-VOLTAGE CHARGES INPUTS

MS. HELT:  And the assumptions page, proposed embedded distribution low-voltage charges input, Hydro One Networks Inc. as KT1.8.
EXHIBIT NO. KT1.8:  ASSUMPTIONS PAGE, PROPOSED EMBEDDED DISTRIBUTION LOW-VOLTAGE CHARGES INPUT, HYDRO ONE NETWORKS INC.

MR. BACON:  All right.  I will be referring to KT1.5 and KT1.7 in the explanation.

It is our view that the parties, Waterloo North, Hydro One and Cambridge North Dumfries, has worked on this proposal.  We believe that it specifically works for this specific situation, but we also believe it could be used industrial-wide.  That's why we tried to develop a spreadsheet with inputs, and to make it hopefully as user- friendly as possible.  It's not going to -- you can't walk off the street and do it, but if you have some understanding of the industry, you should be able to use this spreadsheet and come up with your low-voltage charges.

MS. HELT:  And the information in the assumptions page is very helpful, thank you for that.

MR. BACON:  So thank you.

Just as a point which I want to make now because I might forget if I don't, the cost allocation -- like, the purpose of this is actually to use for the industry.  I hope people will use it.

The current situation would be in the cost allocation study where people may use the information in the cost allocation study to design rates for LV services, is not consistent with this.  So we want to make that clear:   That if you are -- if we get down to the point where this is acceptable, which we believe three parties here, who are -- have a lot of experience in industry -- have accepted it, there will be a need to give instruction to the industry about how to use this specifically and how to adjust their cost allocation model to reflect this, as well.  I just want to make that clear.

Questions, Keith?

MR. RITCHIE:  No, no.

MR. BACON:  You're looking like you're thinking.  All right.

So let's try and go through this.  If I need to refer to the assumptions page, I will -- in KT1.7, Exhibit KT1.7.

Now, in this particular case, I am looking at cell 2.  The amount of OM&A costs are - has not changed.  It's been exactly the same through all of the scenarios that we have looked at so far.  We have -- that number is the same.

Did you want to comment on the fact that it actually includes -- through our evaluation in putting this together we found something about that specific number.

MR. GROTHEER:  Just the one issue is that in our -- in the document that you've got in front of you that shows what would go into OM&A costs, providing LV services, it basically goes through the US of A and shows overhead-type functions.

There's still a question, in our mind, is that if there's some transformer costs in overhead facilities, should they be included in that number?

And in our original document -- in our original calculation in 2006, we also included an administrative overhead factor of 12 percent.


That isn't shown in this draft document of inputs, but we're just opening the thoughts of the Board to say, in order to deliver those low voltage services, there probably should be some type of administrative overhead costs included in that number and not just what, from an accounting point of view, I would call direct costs.


MS. AMOS:  Then if I could add further, we had this discussion this morning about some potential accounts that aren't listed under here under US of A for consideration.  We are trying to keep in mind that -- what could be sort of province wide in trying to make it generic.


The accounts that we were putting up for consideration, one is US of A 1980, which is system supervisory equipment, a lot of times referred to as SCADA; US of A 5160, which is maintenance of line transformers; US of A 5035, which is overhead distribution transformers operation; US of A 5055, which is underground distribution transformers; and US of A 1850, which is line transformers.


MS. HELT:  Sorry, what was that number?


MS. AMOS:  1850.  So basically it's your SCADA systems, and then your transformers, which are sort of two areas that we have subsequently addressed that, are not reflected in the exhibit.


MR. RITCHIE:  Sorry, the description of 5055?


MS. AMOS:  Is "underground distribution transformers - operation".  I apologize.  There is an "operation" there.


MR. BACON:  I am just going to ask a few questions for my clarification, as well.


Chris, the 1980 SCADA, is that a capital or is that OM&A?


MR. ADAMS:  It's a capital account.


MR. BACON:  So that would go into the cap -- when we get to capital, that would go into there.  Account 1850, what is that again?


MS. AMOS:  Line transformers.  That is also a capital account.


MR. BACON:  So what we're talking about here, specifically for OM&A, would be 5160, 5035 and 5055 would be looked at -- added here --


MS. AMOS:  That's correct.


MR. BACON:  -- if we thought that would be an improvement.


So I guess, in summary, those are -- John, did you want to say something?


MR. GROTHER:  I just wanted to step back.


Within the framework of the original schedule, it really just talked about primary feeders, distribution stations and low voltage lines.


With this new document -- and for us that was fine, because the two stations were where those feeders came out of are Hydro One stations, so it wasn't relevant to us.


But when we're coming today, we were trying to say:  What other things should be considered by the Board?  And that's why we have now put a section that is not in use in this draft, but it shows transformer stations.


If a utility that was providing low voltage services was using one of their transformer stations as the source of the feeder, then we think it should also be included in the future calculations.  It shouldn't be ignored, and we wanted to open the door to that thought process and that discussion process.


MS. HELT:  All right, thank you.


MR. BACON:  So any questions from all of that discussion that you would have before we move on?


MR. RITCHIE:  No.


MR. BACON:  Okay.  All right.  So the OM&A amount that's in cell 2 is consistent with what we had before, and, based on the discussion, it has some overhead in it, but it doesn't necessarily have all of the accounts that we think we may want to be in there.


Okay, cell 3 is exactly the same as has been in the last two other versions, in the original and the applied for.  Cell 4, the same can be applied.


Cell 5, the amortization amount is consistent with all of the other schedules we have looked at up to this point.


Then the net book value is also consistent.


Cell 7 and 8 are -- have not changed through the whole process, so they're the same.

Now this is where it gets a little interesting.  Through the process of putting this schedule together, we found out that the kilowatts that -- the total kilowatts that are going through the lines that are shared with Waterloo North are now 121,536 as opposed to 132,868, which actually got confused with the amount that was in Hydro One, but that's the right number now, okay.


So that's the total amount power that's going through this feeder.  And of that amount, the 76,261, which was shown in the applied for, is still the amount that is consistent with the Waterloo North load.


Now -- yes?


MR. GROTHEER:  I should also point out that in the descriptions for the box 9 and 10, there was this issue where it was called line capacity provided, and we've changed that to say what actual load went through the feeder.  We didn't feel that capacity was a variable that was important in this particular case.


MS. HELT:  All right, thank you.


MR. BACON:  Thank you.  Now, we have actually calculated -- this is where the -- I guess the principle of cost allocation comes in for this particular service.


What we have done at this point is we have calculated a utilization factor that not only takes in the amount of kilometres of line the service is using, but also the load that's being shared.


So the calculation is there for you.  It's simply 8 divided by 7, which was previously 1.16 percent, and then we take that percentage and apply the percentage of 10 over 9 and come up with a new utilization factor of 0.73 percent, which is taking into consideration the kilometres of line which is used for this service, as well as the kilowatts that are used for this service.


So that's the change, but that -- we all, Waterloo North, Hydro One and Cambridge North Dumfries, believes that is the correct utilization factor that should be used.


MR. RITCHIE:  I guess just on that, because you're also talking about the idea of extending it possibly if there was primary feeders or distribution stations, would sort of a similar principle apply?


MR. BACON:  Let me just take you through that one.


MR. RITCHIE:  Thank you.


MR. BACON:  Thank you for the question, Keith.


Specifically for primary feeders and distribution stations, we don't believe there is a kilometre component to that.  There's only a load component.


So in that particular situation, you will see that the column that's just to the right of column 10 shows a calculation of -- that the utilization factor for primary feeders would be the amount in column 9 divided by column  -- sorry, the amount in column 10 divided by column 9, which is the ratio of kilowatts used by Waterloo North compared to the total amount going through the line.


So what we're saying is that distribution -- and this does not apply to this particular case, because Cambridge North Dumfries does not have primary feeders and distribution stations that are providing LV service to Waterloo North.  But if you have that situation for other situations across the province, the utilization factor would be based on kilowatts and would not take into consideration the kilometres of line.


MR. RITCHIE:  But the kilowatts would be, I guess, the kilowatts of the station as opposed to sort of like of the line going...


MR. BACON:  Well, it's actually the kilowatts build to Waterloo North Dumfries compared to the total build on that line.  Is that right?  It's not the station.  Is that the station build?


MS. AMOS:  I think he's asking --


MR. ROGER:  What Keith is addressing is if it would have a distribution station, which is not the case for Cambridge, but if it would have a distribution station, how would the utilization factor be derived?


MR. BACON:  You might want to just address that.


MR. ROGER:  I think in that particular case it should be the amount of load that is being served to the embedded distributor through that station, over the total load of the station.  That would determine the utilization factor for the station.


MR. RITCHIE:  Right.


MR. ROGER:  Okay?


MR. RITCHIE:  Yes.  That sounds logical to me, at least.

MR. BACON:  Good.  It's always nice to have Mike here to keep me on the straight and narrow.  Good.  All right.

So we're in box 11.  At this point we have a 0.73 percent utilization factor for this particular case.  I will just continue on.

Now, I want to refer you to the input sheet, because this gets a little more complicated.

If you go to the second page of KT1.7 and look at the calculation of rate base for low-voltage lines.  There is a LL, MM, and NN highlighted there.  Are we all on the same page?

MS. HELT:  Got it.

MR. BACON:  Okay.  What we actually do here is, we've determined a "rate base" for these assets.  And we have now the net book value which is consistent with the amount in cell 6 of $25,624,394.  And we have calculated a working capital allowance which is 15 percent -- and that's an input.  You can have that as whatever input you want but for this particular example, it is 15 percent on the OM&A amount.  So that would be 15 percent on the amount that's in box 2.  Then we come up with the total sort of – well, it's a rate base for these assets that we would classify as $25,908,452 of rate base.

The reason we did that is, in looking at that, you want to -- we wanted to get that working capital allowance in there for this analysis.

MR. RITCHIE:  Now, I guess stopping you there.  Now, that's the OM&A cost, but that doesn't take into account a cost of power?

MR. BACON:  No, it doesn't take into consideration cost of power.  Anybody want to talk about that one?

MR. HILHORST:  Gerry Hilhorst at Waterloo.  The cost of power in most cases is build through the wholesale market.  So there is no requirement to include rates at the retail level for energy.

MR. BACON:  Yes, okay.  The concept, is actually, there is no need for – conceptually, there probably is no need for working capital allowance for cost of power because the embedded distributor doesn't have cost of power.

MR. ROGER:  Actually, Bruce, I think that is not quite the case.  Because the distributor still has to buy and settle with the IESO for the commodity that they buy on behalf of the embedded distributor, not only for that but also for the transmission services.

MR. BACON:  Transmission services, right.

MR. ROGER:  So I think the working capital allowance is to allow the distributor to have enough funds to operate; right?

MR. BACON:  Right.

MR. ROGER:  The distributor has to settle with the IESO for commodity and transmission before they recover the money from their customers.

So I believe the working capital is supposed to allow the utility to have enough funds to operate.  So from that perspective, I think Keith is right, that the working capital allowance should be based not only on OM&A cost, but should also include an estimate of the purchase power, the commodity cost, and the transmission cost, because the distributor incurs those costs.

MR. BACON:  Yes.  We're going to have a little -- in is a technical conference, right, so we ask questions and we're going to work it through.

MR. RITCHIE:  Yes.

MR. BACON:  If it's a market participant, if that embedded distributor is a market participant, there is no commodity risk, right, because doesn't the --

MR. ROGER:  That's correct.

MR. BACON:  So the only risk is on the transmission component.

MR. ROGER:  If it's a market participant, the distributor buys the transmission services from the IESO, correct.

MR. BACON:  Right.  So I guess -- I was thinking actually that it was a market participant.  So there is no commodity cost of power, working capital allowance.  Because there is no risk associated with that.

MR. ROGER:  I think theoretically you are correct.  But just looking at what Hydro One does, right, we determine the working capital for the whole system.

MR. BACON:  Right.

MR. ROGER:  We don't have a different sort of way of charging customers that are market participants for working capital, different than the other ones.

MR. BACON:  Right.

MR. ROGER:  So what would happen is the utility doesn't buy commodity for all its customers.  So it determines only for those customers it buys commodity.

MR. BACON:  Right.

MR. ROGER:  But in the end, everybody ends up paying for that working capital even though some customers may really not be rightfully -- should be charged for that.

MR. BACON:  I see what you're saying.  So the distribution rates, there could be market participants in the distribution system that are getting distribution service.  And they don't have any break in their cost of power, working capital allowance?

MR. ROGER:  That's correct.  We don't have different rates for them.

MR. BACON:  Okay.

MR. RITCHIE:  And again, at the end in the long run this might not matter too much because of sort of, I guess, the LV is subject, I guess, to the variance?

MR. ROGER:  The variance charges are trued up.  They're carried in the variance account.  I think from Bruce's perspective, theoretically customers that aren't market participants could argue that their distribution rates should be slightly lower because the working capital should be slightly lower, but we haven't done that type of refinement.

MR. RITCHIE:  Yes.

MR. BACON:  Just on that point.  Now, correct me here if I am wrong, because I think we're all learning to a certain degree.

This is the LV service that Cambridge North Dumfries Hydro is providing to Waterloo North.

Waterloo North puts those LV charges in their variance account.  But I don't think this goes in the Cambridge North Dumfries variance account.  This is their service.

MR. RITCHIE:  Right?

MR. BACON:  Right.

MR. ROGER:  It should not go in Cambridge North Dumfries’ variance account.  From their perspective, for Hydro One, it's a distribution service they provide.  So Cambridge North Dumfries, this is not in a variance account, but it would be for Waterloo North and it would be for Hydro One as embedded distributors in Cambridge North Dumfries.

MS. AMOS:  That's correct.

MR. BACON:  All right.  So I just want to make it clear that the variance account mechanism doesn't clear it up for Cambridge North Dumfries because they don't put this into variance accounts.  It's a real cost of service they're providing.  But it does for the other two.

MR. RITCHIE:  All right.

MR. BACON:  Where are we?

MR. ROGER:  Working capital.

MR. BACON:  Okay, working capital.  Okay, thank you.

So we have the rate base amount, which may be needed to be updated for another estimate of working capital for the cost of power, which is a good point.  So we would certainly be willing to do that.

So now we have the rate base which is classified as NN.  What we do is, we move back to the main summary spreadsheet and we take the rate base, times the return, distribution rate-of-return before taxes of -- that's shown on the first page of the input.  I should have taken you there first.  It's actually labelled "S" of 7.51 percent.

Lo and behold, Keith, you're right, that is bang on what we did in the very beginning.  Okay.  Good.  There is a good check.  Good.

So 7.5 percent or 7.51 percent is the rate-of-return on rate base for Cambridge North Dumfries Hydro and so we take that amount and apply it to the rate base amount which is NN, then we apply the utilization factor of 0.73 percent to that amount and come up with $14,097.  That's significantly lower than what we had in the applied for of $26,647.  Almost half.

So that's how that number is determined.

Thirteen.  Cell 13 is the annual amortization amount in cell 5, and the difference between the applied-for in this proposal is the utilization factor being applied.  0.73 compared to 1.16 percent.

So you take the amount in, what are we on, amortization in cell 5 times the 0.73 percent utilization factor in cell 11, and you come up with $12,518 for amortization shown in cell 13.

The OM&A, similar calculation.  You take the amount in cell 2 and multiply it by the amount in cell 11, and you come up with an amount of $13,730.

Then we have a total cost of $40,344, and you divide that through -- by the annual kilowatts showing in cell 10 of 76,261, and now we're proposing, in this proposal -- I guess subject to maybe some discussions and changes, but at this point we would be saying the low voltage charge for Waterloo North would be 53 cents per kilowatt.


The interesting thing about -- well, what makes me feel good about it, when you do it for Hydro One you get 50 cents, which is -- mathematically is the way it should work.  So they should be very close.  They don't necessarily have to be bang on, but they should be close, and they are both close now.  So that's sort of an internal check, in my mind.


MS. HELT:  Could I make one note?


MR. BACON:  Any questions?


MS. HELT:  Go ahead.


MS. AMOS:  The column on box 11, the utilization factor, the column just to the left of that should read:  Column 8 divided by column 7, instead of column -- it should be 8 divided by 7, times column 10, divided by 9.


MR. BACON:  Thank you.  It's a work in progress.


MS. AMOS:  Yes.


[Board Staff confer]


MS. HELT:  Board Staff is quite comfortable with the methodology used.


Perhaps at this time you can just confirm that the methodology used for Waterloo North Hydro was also used in the proposed chart for Hydro One, as well, and, if there is anything significant that's perhaps different in the Hydro One schedule 10-7 that you think you ought to point out?


MR. BACON:  No.  Just to confirm, it is exactly the same methodology and Hydro One has looked at it, and, as far as I understand, they are happy with it.


MR. ROGER:  That's correct, yes.  We are happy with it, yes.


MS. HELT:  All right, then.  It may then be helpful to discuss the methodology that was used in box or cell 12.  I think Keith might have a couple of issues that he just wants to then clarify or put to the parties, and we will just see where we go from there.


MR. BACON:  Okay.


MR. RITCHIE:  I guess I will just start off that really the way I have almost characterized it earlier is that I have been viewing this almost as if it is a mini cost of service.  It is sort of a simple -- simplification.


In reality, just as you would do for your overall -- when you do come in for your cost of service application, then you would do overall for all of your customer classes.  What you're almost trying to do here is proxy, really, what is the revenue requirement that is really specific for this embedded customer class or, in this case, a specific embedded customer line.


I guess the point really on this cell 12, and as we discussed in the earlier one, was that it really doesn't take into account, I guess, the tax aspect on the return on the assets.


I am just wondering if there, in fact, is a way, again, of proxying, really, the -- like, calculating the debt interest or the deemed debt interest, the deemed ROE, and then sort of also figuring out the -- an estimate of the grossed-up PILs or -- based on the return on these -- on this allocated assets.


MR. BACON:  Yes.  I would suggest that we actually do that, and in doing that, I would assume that we would use -- like, I think it would be the equity component grossed up to -- grossed up with the tax rate, and a small adjustment for maybe an estimate of capital cost allowance and depreciation.


MR. RITCHIE:  Okay.  I guess I am sort of maybe taking as a bit of guidance the idea of sort of the tax factor -- or the K factor, or even the tax type of adjustment that had been used in the Board's model for the 2008 IRM applications, and that will be, again, continuing for some of the 2009 applications, as well.


You know -- and I am raising the possibility of if there's some way of proxying this in a relatively simple manner.  You know, it is not going to be exact, but that, again, it would be a fair -- it would more representative and really a fairer way of actually figuring out what is the revenue requirement that's basically recovered from the direct retail customers of the distributor, as well as those of the embedded distributor.


MR. BACON:  Yes.


MS. AMOS:  I guess just one question at this point.  On the assumption that this is not a revenue offset, this is additional revenue, if that's the case, then, yes, there may well be PILs treatment.


One easy way to do it maybe is to take the return that's calculated, then multiply it by the tax rate.  And, at this point, box R is showing 38 percent, but we may well want to adjust it to the current tax rate of 33.5 percent that's being used in current rate applications.


You could multiply the return times the tax rate in order to determine the tax that may be payable on it, divided by one minus the tax rate, which is just how we gross it up in the tax model.


You could do that.  That would be a very simplistic one.  I just sort of did it on the back of the envelope here.

Whether there is a difference between depreciation and cost of capital cost allowance would be something you may say that it may or may not be material and you may just wish to just use the equity at this point as the starting point.


MR. BACON:  I guess on that, I would caution moving to any assumptions other than 2004, because what you're doing is you're sort of -- in a small vacuum, you're actually moving a piece of your services to 2008 when you haven't moved everybody else.  I would be a little concerned with that, but that's up for --

MS. AMOS:  Is that on the tax rate, the concern is?

MR. BACON:  Tax rate, as well as Keith mentioned the K factor.  He sort of threw that in.

MS. AMOS:  Well, yes, okay.  There's the two issues, certainly.

MR. BACON:  Right.

MS. AMOS:  In terms of the tax rate, my concern would be leaving the old one, would be that it may trigger, then, what they call Cap 1592 which is a tax difference so you would have to put it into a deferral account.

MR. BACON:  Okay.


MS. AMOS:  But in terms of the K factor, I think at this point it was left where it was in 2004, because the rest of the data, cost and load data was 2004.

MR. BACON:  All right.  Anyway we're willing to do what the Board...

MR. RITCHIE:  I guess we will talk about, you know, I would like to discuss the idea of the sort of the 2006 based on 2004 versus, again, more current information, because, again, it's my understanding of -- well, the proposal that Cambridge North Dumfries brought forward is part of their 2008 IRM application.

In fact, there really have been adjustments to their other distribution rates, even, you know, through the IRM mechanism.  And I guess I will point out that, in fact, the Board in some other recent applications, particularly Welland Hydro, EnWin and PUC last year, actually did take into account, you know, corrections to the 2006, but then sort of made sure that there were updates to reflect the IRM adjustments.

There's I guess a possibility here as to whether we would use more recent information to get a better proxy of really what would be the 2008 as if it was a mini cost of service, or the alternative would be to basically calculate pro forma 2006 LV rates by this methodology.  And then to overlay the kind of price cap adjustments that were done in the 2007 and 2008 IRM to, again, get a current, really a current rate that would match with Cambridge and North Dumfries' other Board-approved rates.

MR. BACON:  Okay.  That would seem fair.

MR. RITCHIE:  Which?

MR. BACON:  Oh, sorry.  Just off the top of my head.  I think it would be probably more consistent to actually calculate the rates as they are here, and then make the adjustments, like send them through the IRM adjustments because that is exactly what happened with all of the rest of them.  But that would be -- if anybody else has any other feelings one way or the other, they're both essentially doing the same thing, okay.


MR. RITCHIE:  Yes.

MR. BACON:  If people feel more comfortable with one or the other, then I would say that you pick the one that you feel comfortable with.

But that one in my mind seems to be completely consistent with the way it happened with the other rates, so in keeping that consistency.

MR. RITCHIE:  I guess it would also be a matter that if this methodology, you know, again we're looking at it in the Cambridge and North Dumfries case right here, but, again, if it sort of did become more acceptable, you know, in another situation, a distributor that had recently rebased could possibly use more current information.  Or, again, if there was really more current information that really, you know, would result in, I guess, a better representation of the rates than sort of just trying to go back and in one sense almost rewrite history.

MR. BACON:  Okay.  What I sense you're saying is, you probably would prefer to update as close as possible with this current information as possible.  Is that what you're saying or ...

MR. RITCHIE:  I think it's a matter really as to just how much -- which is the easiest way of doing it, which is the fairest way of doing it.  Particularly if, with the one way, you're actually saying we would have to calculate the new rates and then apply two consecutive IRM adjustments as opposed to just filling in a form with new information.
  And you know, we -- I really don't have any preference.  Again, we are not speaking on behalf of the Board here.  It's more a matter of just trying to, I guess, explore the possibility as to what is really a good way of doing this.

MR. BACON:  Chris and Mike, do you have any questions?

MR. ROGER:  From Hydro One's perspective, I believe the second way you described it would be the more appropriate way, meaning it would also be done on a consistent basis using 2006 EDR information.

Then increasing the, the rate that falls out of that methodology by the approved IRM increases in 2007 and 2008.  At least then all customers will be paying -- the rates would be derived based on the same costs, the same year and they all would be subject to the same increases.

MS. AMOS:  I agree with Mike on that, keep it consistent and work it into say the IRM model so it flows consistently also.

MR. RITCHIE:  Yes.

[Board Staff confer]


MS. HELT:  If we can just take a short break for perhaps five minutes, or so.

MR. BACON:  Just before we go.  I just want to acknowledge Chris Amos for putting this together.  Thank you very much.  I thought it was done really well.  Thank you.

MS. HELT:  Yes, thank you very much.

--- Recess taken at 10:20 a.m.

--- Upon resuming at 10:29 a.m.


MS. HELT:  We are just about to start up again, as soon as everyone is here, and I will let you know.


MR. HILHORST:  Okay, thank you.


MS. HELT:  It will just be a minute or two.


MR. HILHORST:  All right.


MS. HELT:  All right.  Then I think everybody is back in the room and we can resume.


I believe that, due to the thorough presentation and the helpful documents that were prepared and put forward today by Cambridge North Dumfries and the parties, and the questions that we have asked, all of my questions that I had that were developed prior to today, have been answered throughout the course of the morning.


So with respect to any specific questions for Cambridge North Dumfries, Board Staff has satisfied itself with its questions.


I don't know if any of the other parties have questions that they would like to ask with respect to the proposed schedule.


We do have -- Board Staff does have some general questions for Hydro One, but first we will deal with any questions specifically relating to the proposed embedded distributor rates.


MR. ROGER:  Hydro One has no questions of Cambridge North Dumfries.


MS. AMOS:  Waterloo North Hydro has no questions.


MS. HELT:  Thank you, then.


With respect to Hydro One, as I have indicated, we just have some general questions.  Acknowledging Hydro One is a host distributor to a large number of embedded distributors, perhaps it would be helpful if Hydro One describes the methodology it uses to determine its LV rates for embedded distributors.


MR. ROGER:  Yes, I can do that.


I think the principles that Hydro One is using, actually, in its current application in front of this Board, is similar to what we are proposing to use for Cambridge North Dumfries, which means that what we're trying to do is, first, isolate the assets that are used by an embedded distributor, and then also applying the share of load that is being used by the embedded distributors as a proportion of the total load supplied to those assets.

We do that through the cost allocation study.  First we try to isolate the assets related to providing embedded distributor services by dividing the assets between what we called bulk, primary and secondary assets.


And we also use distance and unit cost to be able to separate those assets, and this is something similar to what Cambridge is doing here by using distance to separate those assets.


Once we have identified in the case of Hydro One what we call the bulk assets, in the case of Cambridge the shared assets or LV assets used to supply power to the embedded distributors, Hydro One also uses a proportion of energy to determine the costs that need to be recovered from embedded customers.


So from that perspective, the principles are the same as being used by Cambridge North Dumfries.


MS. HELT:  Thank you.


I take it, then, from your description of how the methodology is determined, is it correct, then, that Hydro One establishes a form of postage stamp rates for LV distributors, as opposed to a specific rate form by distributors?


MR. ROGER:  That's correct.  In the case of Hydro One, the same, also, what we call right now low voltage rates applied to what we call direct customers.  So it's a group of customers that includes all embedded distributors and all of the larger customers.  We derive a postage stamp rate for all of them.


We have additional rates only for those embedded distributors that require additional transformation facilities, but the common rate, the common line rate or the LV rate that we have right now - Hydro One has - applies to all embedded distributors.


MS. HELT:  All right, then.  How does Hydro One deal with its shared LV lines in establishing rates or revenue requirements applicable to an embedded distributor that is served by that shared line?


MR. ROGER:  We determine the revenue requirement for the -- what we call the low-voltage type customers, which includes embedded distributors and direct, through the cost allocation process.  Once we have the revenue requirement, we divide by the billing quantity to determine the postage stamp rate that they would pay.


But it is -- for Hydro One it is like -- it's a distribution service that's provided to customers.  Instead of distribution rates that are applied to all of the other end use customers, it is called low voltage rates.  That applies to the embedded customers.  So it's another distribution-type rate that is being approved by the Board and applied to recover the portion of revenue requirement that has been determined that needs to be recovered from those customers.


MR. RITCHIE:  So just as a way of clarification, really you're taking into account the sharing of the line through the cost allocation methodology, as opposed to the type of -- well, what is termed here as a utilization, or I would almost use the term an allocation factor?


MR. ROGER:  That's correct.  Let me give you a simple example.


Let's assume that we have $100 worth of assets in total in Hydro One and we determine, through separating the costs between bulk, primary and secondary, that $10 are associated with those assets that are providing services to the embedded customers, so 10 percent of the cost.


But let's say 50 percent of the load that flows through those assets are for the embedded customers.  So we multiply the 10 percent of allocated revenue requirement by 50 percent of the load to determine the revenue requirement that we need to recover from embedded customers.


MS. HELT:  Okay, thank you.


We have no further questions.  I don't know if the other parties would like to raise any other questions or issues at this time.


MR. BACON:  We would just sort of like to know what next steps are.  If you're getting to that or that's part of where you're going, that's fine.


MS. HELT:  I was going there, yes.  I just wanted to make sure that we have concluded this part of this morning's technical conference.


MR. HILHORST:  Gerry Hilhorst, Waterloo.


MS. HELT:  Yes, Gerry.


MR. HILHORST:  There was an issues list attached to the original procedural order.  Is Board Staff satisfied that the applicant and the other parties have addressed the issues list appropriately?


MS. HELT:  Board Staff actually discussed this during the short recess, and we are satisfied that the issues in the issues list have been addressed.  Some of them have not perhaps been resolved, but we have obtained the information that we were seeking.


In terms of next steps, what -- and I was going to refer back to the procedural order.  We're all aware that the Board has the expectation that the parties prepare some form of agreed statement of facts or agreement with respect to technical issues document, and we were going to address in that document itself the issues on the issues list, specifically as they're outlined and separated there, one being the issue concerning the errors that were in the 2006 EDR application, the costs of providing low voltage services, the rate design, and we have had quite a bit of discussion with respect to the methodology for determining an appropriate rate design for low voltage charges.


Then the implementation issues is really what we were discussing within the last half an hour concerning cell 12 and the return on assets used to provide LV services.  So that would be something that we would address in the document, as well.


I don't know if that answers your question.


MR. HILHORST:  It helps to frame it.  Thank you.


MS. HELT:  You're welcome.


Does anyone else have anything to say with respect to the issues list?


MR. BACON:  What I heard you say, you are expecting the participants to provide a technical paper?


MS. HELT:  Well, what we will do, I think we can actually complete the technical conference aspect of the proceeding, and then I would hope that perhaps the parties can get together still and discuss how we are going to prepare a paper or a document that the Board is hoping to have at its disposal for the purpose of moving forward and serving as a basis for the oral hearing.


MR. BACON:  Oh, okay.  So that's -- all right.  So that's interesting.


So you're expecting the technical paper to come from the parties?


MS. HELT:  Well, we haven't really --


MR. BACON:  I am just trying to understand what you're saying.


MS. HELT:  I appreciate that.  That's a fair enough question, because this isn't something that is often -- you know, it's been done in past proceedings where the actual parties have put forward something and drafted something.


Certainly Board Staff can draft something and have the parties' input with respect to really what it is a summary of the agreements that have been reached with respect to, perhaps, the new form of or the proposal set forth in your proposed schedule 10-7, in terms of some of the methodology issues.

But the purpose of the document is to assist the Board when making their decision for the hearing.

MR. BACON:  Right, I understand.

MS. HELT:  The drafting of the document, that's really up in the air, because, as I said, it's not been done in the past that often.  I am only aware of one or two other situations where it has been done, and the parties have actually drafted the document.

How we go about that, I am really open to suggestions.  If it seems that it would probably be the most efficient way for Board Staff to draft something up and then have input from the parties, just to ensure there's obviously there’s an agreed statement of facts, there has to be agreement amongst everybody before it goes to the Board we can proceed that way.

Or if Cambridge North Dumfries wants to draft something and then have the other parties put something -- put their input into it, that is also fine.

MR. ROGER:  I think from Hydro One's perspective, I think what we would recommend is Board staff could take a first crack at drafting the document, because it would also not only apply to Cambridge North Dumfries eventually, it would apply to other utilities, right.

MS. HELT:  Correct.

MR. ROGER:  It also would help to somebody that is just getting to understand what the concepts are to put it together as opposed to people that have been working on it for longer --

MR. BACON:  Two years.

MR. ROGER:  Longer period of time that may make assumptions that something that people may know they really don't know.  So it is easier the document can be put together by Board Staff and then would be happy to review it and get agreement if it reflects what we are proposing, or not.

MS. HELT:  I think that makes sense, although, you know, the agreed statement will apply specifically to this application.

But as you quite rightly point out, it may have implications for other proceedings, and so I don't see a problem with proceeding in that manner.

Let me just ask Keith if he has any comments.

[Board Staff confer]

MS. HELT:  Just to clarify, and as Keith and I have just discussed, it would be helpful, as we're drafting, to get input from the parties, because we are dealing with the proposed methodology in this particular application.

So we will, in the drafting, we will be seeking some input and then we would circulate it after that.

MR. BACON:  I think it would be probably helpful for you to have a copy, an electronic version of the spreadsheets.

MS. HELT:  Yes, absolutely.

MR. BACON:  It sounds kind of funny but in actual fact that would help you develop it because you just sort of follow the cells and make it all work, so we will undertake to send at that to you.

MR. RITCHIE:  Yes.  But I also think that even in drafting it or working through it, you have developed this methodology.  We have been talking about some possible refinements on it.

MR. BACON:  Right.

MR. RITCHIE:  And certainly I think that Staff would benefit from being able to call on, particularly yourself or Chris or again, people from Hydro One, to ensure that what we are drafting is right to make the review process efficient.

MR. BACON:  Oh, absolutely.

MR. ROGER:  Absolutely.

MS. AMOS:  Absolutely.

MS. HELT:  I think that makes the most sense.  It is really the most logical way of moving forward with this.

MR. BACON:  Now, just on that.  We would undertake to send Keith the electronic version of the spreadsheets.

We have discussed amongst the three of us that we would probably add the PILs component and another working capital component, as per your suggestion.

So we were thinking of updating the spreadsheet to include that, as well.

MS. HELT:  That would be very helpful.

MS. AMOS:  You would like that?  Okay.

MR. BACON:  We will do that, and that should address those two issues you raised and we're on the same page with that.

MR. RITCHIE:  And again, I think on some of these issues that we have discussed like the PILs, what we're probably looking for is the idea of a simple way of proxying what is, in fact, the PILs component.

MR. BACON:  Sure.

MR. BACON:  We need to clarify something.  Can we just clarify one issue.

MS. HELT:  Certainly.

MR. GROTHEER:  I guess in the describer of what the annual OM&A costs include – currently, in this document, we have only shown direct costs.  And we had alluded to the fact that we felt that some administrative mark-up should be included in the number.

MS. HELT:  You're referring to the assumptions page?

MR. GROTHEER:  Yes.  On the assumptions page we had only included direct US of A accounts and we had implied that we felt that it was appropriate that a factor of 12 percent or whatever for administrative costs, relating to delivering those LV services should be included.

We just didn't know what the Board's appetite for changing the model to include that, also?

MR. BACON:  I think what we're saying, we would probably put it in.  If you don't have a problem with that, that's what we would do.

MR. RITCHIE:  Board Staff, this is a statement of facts of the participants.

MR. BACON:  I understand.

MR. RITCHIE:  I think, again, this is something that is really a statement of facts that includes a proposal that would go before the Board.

MS. HELT:  Right.

MR. RITCHIE:  At this point in time, certainly I am not an expert on all of the ins and outs of the Accounting Procedures Handbook, and I think that the discussion we have had has been reasonable.

MR. BACON:  I would suggest we put it in, because it is easier to take it out than to forget it.

MS. HELT:  I agree.  Then as Keith pointed out, it will be something that the Board will then be able to consider and determine what --

MR. BACON:  It will bring the issue up.

MS. HELT:  That's right.

Does anyone have anything further they would like to raise at this time?

MR. BACON:  We're working through the process.  So we have this -- we have, I understand Keith sort of -- is sort of taking the lead on preparing the technical paper.

MS. HELT:  Correct.

MR. BACON:  We will provide input and we would be glad to do that.  You mentioned the word "oral hearing."

MS. HELT:  That's because that is the language that is used in the Procedural Order.

Once we do have something that is -- let me just make sure of that, that I didn't misstate.  They say, “Before a subsequent hearing before the Board on this matter.”  So that's correct.  Thank you for pointing that out.

MR. BACON:  Those things just scare us.  Sorry.

MS. HELT:  As someone who likes to litigate, I like the oral hearing, but, no, you are quite correct it says before a subsequent hearing before the Board on this, so it will be -- this agreed statement of facts or whatever you want to call it will be presented to the Board.  Then they will determine how they want to proceed.

MR. BACON:  All right.  Thank you.  That's very helpful.

MS. HELT:  So at this time, I don't think there is anything further.  We are finished well before 12:15, Mr. Engelberg, so that gives you lots of time.

What I propose, then, is that we conclude the technical conference.  If any of the parties wish to discuss with Board Staff the drafting of the agreed statement of facts if you have thoughts in terms of structure or organization, please, you know, we're here and please feel free to let us know.

Otherwise, as we have indicated, we will draft a document.  We will address the issues that have been raised in the technical conference.

We will start that once we receive the revised updated Form 10.7 that you have undertaken to provide to us, in electronic form.  And we will just try and do this in a timely manner.

MR. BACON:  Okay.  Anything else?  Anybody else have anything?

MR. ROGER:  No.  Nothing from our side.

MS. AMOS:  Waterloo does not have any further issues.

MS. HELT:  All right then, we are completed for today.  Thank you very much.

MR. BACON:  Thank you.

MS. AMOS:  Thank you.

MR. ROGER:  Thank you.

--- Whereupon the conference concluded at 10:50 a.m.
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