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Tuesday, July 15, 2008

--- Upon commencing at 9:42 a.m.


MR. KAISER:  Please be seated.


Mr. Millar, any preliminary matters?  Mr. Millar?


MR. MILLAR:  I think Mr. Thompson had something, Mr. Chair.


MR. KAISER:  Oh, all right.

Preliminary matters:


MR. THOMPSON:  Thanks, Mr. Chairman.


I wanted to introduce Mr. John Vickers of the Hopper Foundry.  He is here today and I understand there has been some discussion of his story on the record, and what I said we would do -- what CME's counsel said we would do for Mr. Vickers is file some documents that outline the story, so that when he does appear to testify, people will have had some material to explain what his company's concern is.


So if I might just describe these documents on the record, and then have a number for them.  The first one is a letter that Mr. Vickers wrote to the Board.  It is dated March 14th, 2008, and attached to that is a document entitled "A Review of Hopper Foundry Position re Proposed Hydro One Rate Increase."


My understanding is that that was something Mr. Vickers prepared to explain his situation to representatives of CME.


The second is a slide presentation that Mark Boucher of Hydro One presented to the Hopper Foundry in March of 2008. 

Then the third is a copy of Mr. Hopper's CV. 

I am in your hands as to whether they should be three numbers or one, but I have packages here.


MR. KAISER:  All right.  Let's mark those.  Any objection to that, Mr. Rogers?


MR. ROGERS:  No, sir.


MR. MILLAR:  Why don't we mark them separately for convenience, Mr. Chair?


MR. KAISER:  All right.


MR. MILLAR:  The letter dated March 14th will be Exhibit K4.1.

EXHIBIT NO. K4.1:  LETTER DATED MARCH 14, 2008 FROM MR. VICKERS.


MR. MILLAR:  The Hydro One slide presentation dated March of 2008 will be K4.2.

EXHIBIT NO. K4.2:  HYDRO ONE SLIDE PRESENTATION DATED MARCH OF 2008


MR. MILLAR:  And Mr. Vickers' CV will be K4.3.

EXHIBIT NO. K4.3:  MR. VICKERS' CV.


MR. KAISER:  When was Mr. Hopper going to testify, or have we made those arrangements?


MR. MILLAR:  I think, Mr. Chair, what we were looking at is after panel 4 is finished, there are two delegations, if I can call them that, and one witness panel.  There is the Milton witness panel.  There is a representative from the Municipality of West Grey who wishes to address the panel, and Mr. Vickers.


So presumably that will probably -- hopefully will happen on Friday, I would hope.


MR. KAISER:  Is that satisfactory, Mr. Thompson, or Mr. Vickers, Friday?  Let's proceeds on that basis.  Is that all right, Mr. Rogers?


MR. ROGERS:  Yes, it is, Mr. Kaiser.


MR. THOMPSON:  Thank you.


MR. KAISER:  Thank you.  Anything else?


MR. ROGERS:  Well, I can advise the Board that I hope to have a number of the undertakings ready for filing after the break this morning, not all of them, but a good many of them.


MR. KAISER:  All right.


MR. ROGERS:  With that, I am ready to call my panel 4.


MR. KAISER:  Okay.


MR. ROGERS:  Sir, before I call panel 4, there is one item perhaps we could deal with.  I propose to have -- to lead these witnesses through some very brief direct examination to explain the rate proposal to you, first of all, number one; and, secondly, to deal with some of these other issues, the Owen Sound issue, the Hopper issue, and so on.  I have put together a brief of documents which I will use in the examination-in-chief dealing with the Owen Sound issue, and I have given copies to my friend.  So can we have a number for that?  It is a set of exhibits related to Owen Sound, West Grey and Grey Highlands.


MR. MILLAR:  Exhibit K4.4.

EXHIBIT NO. K4.4:  SET OF DOCUMENTS RELATING TO OWEN SOUND, WEST GREY AND GREY HIGHLANDS


MR. ROGERS:  Thank you very much.  I will be referring to that during the examination.  With that, can I ask that this panel now be sworn or, in the case of Mr. Roger, affirmed?  Mr. Ian Innis to the left there, sir, he has been sworn before and is still under oath.


MR. KAISER:  Yes.  Are we distributing those documents, Mr. Millar, The ones you just marked?


MR. MILLAR:  Yes, Mr. Chair.  I am wondering if there is a spare -- I'm sorry, it appears you already have them.  My mistake.


MR. ROGERS:  I have extra copies if you need them.

HYDRO ONE NETWORKS INC. - PANEL 4


Ian Innis, Previously Sworn


Michael Roger, Affirmed


Stanley But, Sworn
Examination by Mr. Rogers:


MR. ROGERS:  Thank you.  Mr. Innis, just starting with you, sir, you have already been sworn in this proceeding on a previous panel?


MR. INNIS:  Yes, that's correct.


MR. ROGERS:  Tell us, if you would, what areas of the evidence will you be responding to this morning?


MR. INNIS:  I will be responding to evidence related to regulatory assets, and also the CDM questions, as well.


MR. ROGERS:  Thank you very much.  To your right is Mr. Michael Roger.  Mr. Roger, I understand, sir, that you presently hold the position of manager of distribution pricing with the applicant?


MR. ROGER:  Yes.


MR. ROGERS:  Your education is you have a master of business administration specialized in management science, data processing and finance?


MR. ROGER:  Yes, that's correct.


MR. ROGERS:  And you have a bachelor of science in industrial and management engineering from the Israel Institute of Technology; is that correct, sir?


MR. ROGER:  That's correct.


MR. ROGERS:  You have worked with, I believe, the old Ontario Hydro and its successors for many years?


MR. ROGER:  Thirty years.


MR. ROGERS:  Thirty years.  And during that time, I believe most of your experience has been in the area of rate design -- cost allocation and rate design in the electricity industry?


MR. ROGER:  Twenty-eight years out of the 30 years were in the cost allocation and rate design area.


MR. ROGERS:  Very good.  I understand, Mr. Roger, that you had oversight and supervision over the cost allocation and the rate design which is presently before the Board for approval?


MR. ROGER:  That's correct.


MR. ROGERS:  Is the information which has been filed in that area, so far as you are aware, accurate and complete?


MR. ROGER:  There are two items that I -- reviewing the evidence yesterday, that I noticed two typos I would like to correct, if I may.


MR. ROGERS:  Yes.  I don't think you need to turn this up, sir.  They are very minor, but they may be a little confusing.  Can you just tell us where those are, Mr. Roger?


MR. ROGER:  In Exhibit G1, tab 2, schedule 3, page 5 on line 3, it says -- it reads there "The proposed urban general service energy build".  That should be "demand build".


MR. ROGERS:  Thank you.


MR. ROGER:  There is another one, if I may.  On the same exhibit, G1, tab 2, schedule 3, page 6, on line 11, it reads, "The proposed general service energy build", and it should also be "demand build" there.


MR. ROGERS:  Thank you very much, Mr. Roger.  You will see, Mr. Chairman, when you look at the exhibits, there are tables there that are correctly labelled, but the description in the paragraph above got "energy" and "demand" reversed in the two paragraphs.


Thank you.  I will come back to you in a moment, Mr. Roger.


Mr. But?


MR. BUT:  Yes, sir.


MR. ROGERS:  I understand, sir, that you hold a master of business administration from York University?


MR. BUT:  Yes, I do.


MR. ROGERS:  And you have been involved with Ontario Hydro and its successor companies for many years in the area of load forecasting?


MR. BUT:  Yes, that's correct.


MR. ROGERS:  Your curriculum vitae is filed here as Exhibit A, tab 19, schedule 2.  Is it an accurate reflection of your qualifications and experience?


MR. BUT:  Yes, that's correct.  It is accurate.


MR. ROGERS:  Mr. Roger, yours is also filed in these proceedings and I assume it is an accurate reflection of your experience?


MR. ROGER:  Yes, it is.


MR. ROGERS:  Now, Mr. But, you presently hold the position of manager, economics and load forecasting with the applicant; is that correct, sir?


MR. BUT:  Yes.


MR. ROGERS:  In that capacity, what are your responsibilities, generally?


MR. BUT:  I am responsible for preparing the load forecast for the company, and I am also providing load research, as well as CDM analysis for the company.


MR. ROGERS:  I understand you have testified before this Board on a number of other occasions?


MR. BUT:  Yes, I have.


MR. ROGERS:  On the area of load forecasting.


MR. BUT:  Yes, I do.


MR. ROGERS:  You have also participated in load forecasting work with Board Staff, and so on, over the past few years?


MR. BUT:  Yes, I have.


MR. ROGERS:  Thank you, Mr. But.  I assume, therefore, that you will be responding to questions about load forecasting?


MR. BUT:  Yes.


MR. ROGERS:  And demand management, too, is that part of your responsibility this morning?


MR. BUT:  Yes, that's correct.


MR. ROGERS:  Thank you very much.


Now, sir, I do propose, with your permission, just to lead a little bit of direct evidence here.  I think I will start with Mr. But, if I could.


Mr. But, you will be aware that in the Board's distribution decision issued April 12th, 2006, the Board said that it expected Hydro One to present future CDM load reduction forecasts with a bottom-up analysis estimating the expected results of their CDM activities and those of others that affect their load.


You are aware of that direction by the Board, Mr. But?


MR. BUT:  Yes, I am.


MR. ROGERS:  Have you been able to do that bottom-up analysis for the test year, 2008?

MR. BUT:  No, sir.  We have not done the detailed analysis, bottom-up CDM analysis for 2008.

MR. ROGERS:  Why not?

MR. BUT:  We have not done it because at the time of preparing our rate application in 2007, and even to date, the information required to prepare that analysis for 2008 was not available.

We have, however, prepared detailed bottom-up CDM impact analysis for 2005, 2006, and 2007 using the best information available for programs initiated by the OPA, Hydro One, federal and provincial governments, as well as conservation actions undertaken by our customers that are not captured by either OPA programs, nor OPA programs or by natural conservations.  We have provided that detailed bottom-up analysis in our response to Board Staff question in H1-105.  That analysis shows that for 2005, Hydro One, in fact, delivered more CDM than was anticipated.

MR. ROGERS:  So you said in 2005, did you mean 2007?

MR. BUT:  2007, yes, sir.

MR. ROGERS:  So that the analysis for 2007 based on the actuals show that Hydro One achieved more CDM than you had forecast?

MR. BUT:  This is correct.

MR. ROGERS:  All right.  Now, Mr. But, I would also like to ask you about another direction this that same decision from the Board dealing with an LRAM.

The Board, in its decision, said that it expected Hydro One's next CDM load reduction forecast to include a proposal for an LRAM.

Have you been able to do that?

MR. BUT:  No, sir.  We have not provided an LRAM proposal in this rate application.  We are not considered an LRAM because critical EM&V information, which stands
for --

MR. ROGERS:  What does that mean, EV&M?

MR. BUT:  Evaluation, measurement and verification is not yet available from the OPA.

MR. ROGERS:  Evaluation, measurement and evaluation?  Is that --

MR. BUT:  Evaluation, measurement and verification.

MR. ROGERS:  Verification.  Thank you.  Another acronym.

All right.  Tell us where the OPA is now as you understand it, in this regard?

MR. BUT:  At the present time the OPA is only now beginning to set up an EMV program and, to date, we have not seen any utility-specific reports from the OPA.

If Hydro One was to propose a LRAM in addition to EMV results for OPA-initiated programs, we could -- we would also need EMV results pertaining to non-OPA initiated programs such as federal and provincial government CDM programs, as well as conservation efforts under taken by our distribution customer that are not captured in any OPA, or non-OPA programs, and that are incremental to natural conservations.

To date, the OPA has not made any commitments to provide EMV results for the non-OPA CDM programs.

We certainly agree with the Board's recent decision in Toronto-Hydro rate case, and I quote from page 33 from that decision:
"The effects of CDM activities that are not attributable to the specific utility’s actions must also be definitively accounted for.  Given that major gaps in critical information require a LRAM still exists at the present time, we believe it is more appropriate not to include a LRAM in our rate applications."


MR. ROGERS:  All right.  Of course in the forecast underlying the rate proposal there is a forecast of CDM to be achieved in the test year.

MR. BUT:  Yes, we have.

MR. ROGERS:  All right.  Thank you very much.  I am sure my friends will have some questions for you about that.

Now, Mr. Roger, can I direct some questions to you, please.

MR. ROGER:  Yes.

MR. ROGERS:  As you have told us you are the manager of distribution pricing with Hydro One?

MR. ROGER:  That's correct.

MR. ROGERS:  And you have done that job for 30 years or more, have you?

MR. ROGER:  Yeah, around, 30 years, right.

MR. ROGERS:  You have told us that you are responsible for the cost allocation which will be covered in Exhibits G1 and G2.

MR. ROGER:  That's correct.

MR. ROGERS:  What I would like you to do, please, is to summarize for the Board what Hydro One's proposals are with respect to customer classification and cost allocation.  Just a nice simple explanation, if you could.

MR. ROGER:  Yes.  I would like to start off by saying that cost allocation is a zero-sum game.

Hydro One has followed the OEB's cost-allocation methodology to allocate cost and design rates that are fair, reflect cost causality, take into account bill impacts, and treat similar customers in the same way.

We are proposing to reduce the over 280 existing customer classes to 12 new classes by 2011.

These 12 new customer classes are more in line with what other LDCs use in Ontario.  And will allow us to make things simpler for our customers, this Board, and our staff when dealing with customers on rate issues.

Originally we proposed ten customer classes but based on feedback received at the stakeholder session, we added two more classes, urban general service energy, and demand build.

One of the new customer classes proposed groups all of distributive generators in a separate customer class as per a previous Board direction.

We have around 100 of these customers and currently they are in the T class, three-phase general service, or acquired general service customer classes.

Another customer class we are proposing is the sub-transmission class that will include all embedded distributors, all direct customers, all large users in acquired LDCs, and all customers that are above 500 kW, own their own transformation facilities, and are supplied between 13.8 kV and 44 kV.



All of these customers use similar distribution assets from Hydro One.

Hydro One has used the OEB cost-allocation methodology which we have modified to take into account Hydro One's customer classes.  For instance, we added subaccounts and the related cost allocators to accommodate the sub-transmission system currently referred to as the low voltage system or LV system.

Of the modifications that we did to the OEB cost allocation model, maintain the intent of the model, that is to reflect cost causality, when allocating costs to the various customer classes.

MR. ROGERS:  Thank you, now of course when you proposed changes such as you are proposing to this Board, there are impacts on your customers.

Have you taken those impacts into account in your proposals, and if so, how?

MR. ROGER:  Yes, we have taken the impact into account.

The Hydro One proposal results in 81 percent, or over 900,000 customers, having total bill impacts below 5 percent over the four year phase-in period when compared with the current 2007 rates.

Most of the 16 percent of customers experiencing higher impacts are customers in acquired LDCs whose current rates are lower than the rates that result from the application of the OEB cost-allocation methodology.

Hydro One proposes to harmonize the rates of the acquired and legacy customers with a target rates in the new 12 customer classes over a four-year period.

A four-year phase-in approach will result in all customers, within a class, paying the same rates by 2011.

Our proposal limits the impact on total bill for average customers to a maximum of 10 percent in 2008, 8 percent in 2009, and 7 percent in 2010.  The maximum impacts take into consideration the proposed revenue requirement, the proposed elimination of rider number 1 and additional rider number 3, the proposed retro transmission service rates, and the proposed new loss factor for some classes.

The maximum impacts are also consistent with the Board guidelines included in the 2006 Distribution Rate Handbook of limiting impacts to 10 percent or less on total bill, based on average consumption.

Hydro One's proposal achieves the target revenue-to- cost ratio for each individual customer class as a whole, starting in 2008.

What this means is that while cost subsidies will continue for a few years, the cost subsidization is contained within each of the 12 new customer classes.

MR. ROGERS:  So that means if I understand this, Mr. Roger, that there will be still be some cross-subsidization over the four-year phase-in period, but it will be confined to the class.

MR. ROGER:  That's correct.

MR. ROGERS:  What -- the members of the individual class will be the ones cross-subsidizing the other members of that class.

MR. ROGER:  And it is usually the legacy customers subsidizing the acquired customer.

MR. ROGERS:  All right.  Very well.  Carry on please.

MR. ROGER:  The four-year phase in approach is for residential and general service customer classes.

Street lights.  Sentinel lights, distributed generation and sub-transmission customer classes are not proposed to be phased in.

The customers in these classes can be moved to the target rates in 2008 without significant bill impact.  In fact, the majority of the customers in these classes would see bill reductions.


MR. ROGERS:  Thank you very much.  I know that is a very brief description of a very complex process which has taken I guess several years to develop, has it?


MR. ROGER:  That's correct.


MR. ROGERS:  And I know there will be a lot of questions about it, but could we just move on now, after that very brief summary of what the proposal is, to deal with a few of the intervenors' concerns in this case?


First of all, are you aware that Milton Hydro has a complaint or a concern about your proposals?


MR. ROGER:  That's right.


MR. ROGERS:  Could you just -- I think we will be hearing from them, but I thought it might be useful if you could set out for the Board your understanding of the issue and what it entails.  Can you do that for us?


MR. ROGER:  Yes, I can.


There is one issue that was raised by Milton Hydro, and it deals with how Hydro One bills customers that use certain low voltages assets owned by Hydro One.


In the particular situation raised by Milton, it involves assets currently being used by Milton by located -- but located outside Milton's service territory.  In situations like this, the Board, as part of proceeding RP-2003, approved the application of the shared LV line charge, which is kW based.


These types of assets can be used by Hydro One to supply other customers.  Therefore, the asset would be used by more than one customer.


Milton would like the charges in situations similar to the ones they describe to be based on a per kilometre basis instead.


MR. ROGERS:  If I could just stop you there.  The issue, then, as you understand it, is:  What is the fairest way to allocate these costs on a consumption basis or on a distance basis; is that right?


MR. ROGER:  What the proper billing parameter is to recover those costs, that's correct.


MR. ROGERS:  All right.  Tell us, explain to us what would happen if the approach were changed?


MR. ROGER:  Every time there is a pooling approach to determine rates, there are winners and losers.


In this particular case, customers supplied by long feeders with little load would want to be billed based on load, while customers with short feeders and heavy loads, like Milton, would like to be billed based on distance.


Changing the billing parameters from a per kW basis as it is now to a per kilometre basis as suggested by Milton would benefit Milton by roughly $97,000 a year, but other customers would see an increase, including, for example, one LDC that could see its total bill go up by about $400,000.


MR. ROGERS:  So the issue is how you allocate these costs among the customers?


MR. ROGER:  How to recover the revenue requirements about similar type customers, yes.


MR. ROGERS:  A utility should be indifferent financially to this decision.  As long as your revenue requirement is met, it's a matter of fairness between customers as to who pays it; is that the point?


MR. ROGER:  That's correct.  From Hydro One's perspective, the main issue is to recover its revenue requirement.


MR. ROGERS:  Mr. Roger, based on your experience, can you help us?  Do you believe the present -- your proposal is the fairest way to deal with it, or what is the reason for the basis on which those costs should be allocated?


MR. ROGER:  In the case of Milton, it is one asset that is currently being used by one customer that sits outside their service territory.  So Hydro One has the right to connect another customer to that feeder becoming one asset supplying two customers.


If you have situations like that, you cannot bill the customers on a per distance, because how will we split the distance between two customers?  So a fairer way of doing it, which we are doing right now, is to do it on a consumption basis, on a per kW basis


MR. ROGERS:  Thank you, Mr. Roger.  I am sure we will hear more about this from Milton they come.


We heard this morning, actually, that a gentleman is here -- Mr. Vickers is here from Hopper Foundry, and I would like to ask you about his concern.


MR. ROGER:  Okay.


MR. ROGERS:  This deals with Hydro One's proposal with respect to the interim time-of-use pilot project that you have been running; is that right?


MR. ROGER:  That's correct.


MR. ROGERS:  Can you explain what you are proposing and how it impacts the Hopper Foundry?


MR. ROGER:  Hydro One is proposing to wait for the Board's direction on time-of-use distribution rates.  Rate design for distribution costs are being studied as part of proceeding EB-2007-0031.


In the meantime, we propose to end our time-of-use pilot consistent with OEB approval that terminated the funding for the pilot coincident with the end of the conservation and demand management funding on April 30th, 2008.


Two of the three customers participating in this pilot will be moved to the new sub-transmission class, which will result in a reduction in their bill, and the third will be moved to the general service demand build class, which will result in an annual increase of approximately $70,000.


MR. ROGERS:  That would be the Hopper Foundry?


MR. ROGER:  That's correct.


MR. ROGERS:  Just so I understand this, then, this pilot project previously was funded out of -- was not funded in rates.  It was funded outside of rates?


MR. ROGER:  It was funded out of the conservation and demand management funds, yes.


MR. ROGERS:  Right.  And your present rate proposal has the assumption of the rate design which you are proposing built into it?


MR. ROGER:  Eliminating the interim time-of-use rates, yes.


MR. ROGERS:  If the Board were to conclude that it ought not to be terminated but extended, would that mean that other customers would be asked to contribute that $70,000 a year to meet the revenue requirement?


MR. ROGER:  That's correct.  We would need to know where we recover that shortfall in revenues.


MR. ROGERS:  Thank you very much.  Once again, I am sure we will hear more about this.  Thank you for that clarification.


One last area I would like to deal with with this panel and that has to deal with the Owen Sound issue.  I put together a package of documents, K4.4, which I hope will be a convenient way of reviewing this.


The Board will see that in this material there is a copy of the letter from the municipalities involved dated July 4th, 2008, and then there are documents attached to it, which I will lead the witness through, which I hope will explain to the Board what the issue is and what the applicant's proposal is founded on.


MR. ROGER:  Does the Board have the package?


MR. KAISER:  Yes, we have it, thank you.


MR. ROGERS:  Yes, yes.


I have extra copies if you need.


MR. SOMMERVILLE:  I would like a copy, please.  Thanks very much.


MR. ROGERS:  What we have done here is this, sir.  On the front page, you will see there is sort of an index here, because we have to -- the municipalities are not the same as the utilities involved.  So this provides sort of a key to tell you which utilities supply to which municipality.


So the first document shows the acquired LDC cross-reference to municipality on page 2 of 17.  That tells you which municipality deals with which utility. 

Behind that is the letter of July 4th, 2008 which sets out the complaint of these municipalities.


Behind that, at page 7 of 17 in the top right-hand corner, you will see some excerpts from -- I believe these are excerpts from a filing at the last rate case, Mr. Roger.


MR. ROGER:  Yes.  This is part of our response to an interrogatory at the last distribution rate hearing, and there was an Exhibit H, tab 4, schedule 59.  It was 33 pages long.  And the question was what promises with respect to rates had been made to all of the acquired LDCs.


So this was filed in support of the 2006 distribution rates.


MR. ROGERS:  Behind that -- I am going to lead the witness through that for you, but behind that you will see, and we will come to this, too, there are some e-mails to the various municipalities involved from my client, as well as special advertisements which were placed in local newspapers in the areas we are concerned with; is that right, Mr. Roger?


MR. ROGER:  That's correct.


MR. ROGERS:  Now, if we can just briefly go through this set of documents to explain to the Board what has happened here?


The letter of complaint, I will call it, of July 4th, 2008 makes a number of concerns apparent.  First, it is said there that -- at the bottom of page 4 of 17 in the letter from the municipalities, it says that:

"When our locally owned utilities were sold to Hydro One, one of the agreements did not..."


Sorry, let me start over:

"When our locally owned utilities were sold to Hydro One, the agreements did not contemplate rate increases for the purpose of harmonization.  Rather, the agreements provided for different treatment that reflected our lower income levels and the potentially drastic impact of sharp rate increases on industry, commerce and jobs.  Hydro One assured us the rates would be kept low and the spirit of that assurance would continue."


Now it goes on to say a lot more, but let's just deal with that issue.

Each of these acquisitions, I take it, were done by formal agreement back some years ago?

MR. ROGER:  Yes.

MR. ROGERS:  And when did those acquisitions take place, generally?

MR. ROGER:  Between the years 2001 and 2002.

MR. ROGERS:  Were the acquisitions approved by the Ontario Energy Board subsequently?

MR. ROGER:  Yes, they were.

MR. ROGERS:  Now, have you -- in this exhibit I take it you have excerpted excerpts from the various agreements in response to an interrogatory request at the last distribution rate case?

MR. ROGER:  The excerpts deal with the rates issues, whatever promises might have been made with respect to rates.

MR. ROGERS:  I would like to just look at the ones that deal with the municipalities we are concerned with.

Now the first is Artemesia, and Artemesia, I believe, is in the Grey Highlands political area based on the key that you have given us?

MR. ROGER:  That's right.

MR. ROGERS:  Now, at page 7 of 17 of this document, there is a heading, Artemesia.  Is this an excerpt from the agreement that applied to Artemesia?

MR. ROGER:  Yes, it is.

MR. ROGERS:  I see, I mean the Board can read this for themselves, but what is your understanding as to what this says, Mr. Roger?

MR. ROGER:  In general, what it says is that the rates will be kept the same as long as the first generation PBR was in effect which was from market opening until the rates were rebased.

So that usually would have applied 2002 when market opening, 2002, 2003.

MR. ROGERS:  Was that commitment kept by your utility?  By Hydro One?

MR. ROGER:  Yes, it was.

MR. ROGERS:  To your knowledge, did Hydro One ever promise that rates for these municipalities or these utilities would never go up, or be harmonized?

MR. ROGER:  Not that I am aware of.

MR. ROGERS:  Now, the next one I would like to direct your attention to is found at page 9 of that document.  Actually, page 8.

That's Durham.  And Durham is in West Grey, I believe, according to the key.

MR. ROGER:  That's correct.

MR. ROGERS:  Once again, this is the - so far as you are aware - this is the excerpt from the agreement that deals with this issue about rate stability or rate increases?

MR. ROGER:  That's right.

MR. ROGERS:  Is the –- the wording, it looks to be a little different, but is the essence of it the same as you just described to us, so far as you understand it?

MR. ROGER:  Yes, it is.

MR. ROGERS:  On the next page, page 9 of 17, we have the excerpt for Markdale, and Markdale is also in Grey Highlands, I believe, Mr. Roger.

MR. ROGER:  That's right.

MR. ROGERS:  Once again, very similar wording about the rate being maintained until the first rate order after open access.

MR. ROGER:  That's right.

MR. ROGERS:  Is there any promise there to maintain the rates beyond the first rate order after open access, so as far as you are aware.

MR. ROGER:  As far as I’m aware, no.  In fact, we changed the rate for the acquired LDCs in 2004, 2005, 2006 and 2007 and the Board reviewed and approved those rates.

MR. ROGERS:  All right, thank you very much.

Next on page 10 is the excerpt for the Georgian Bay acquisition.  Georgian Bay is in the Owen Sound Chatsworth political area, I believe.

MR. ROGER:  That's correct.

MR. ROGERS:  Once again, the same intent, with this provision as you explained to us already?

MR. ROGER:  That's correct.

MR. ROGERS:  All right.  Thank you very much, then, Mr. Roger.

The letter also complains about notice and about lack of notice.  And it says, at the bottom of paragraph of the letter of July 4th, 2008, at page 3 of this exhibit, the municipalities of Grey Highlands and the City of Owen Sound were at no time directly served with a notice, despite being elected representatives for the affected residents.

Have you, at my request, gone back to see what communications were made with these municipalities?

MR. ROGER:  Yes, I have done that.

MR. ROGERS:  Could we go to page 11 of this exhibit, please.

MR. ROGER:  I have that.

MR. ROGERS:  What is this document?

MR. ROGER:  This is a communication of our corporate communication people with the acquired LDCs, advising them that we have applied to this Board for changing the rates and harmonizing the rates for the acquired LDCs, and including there, the newspaper ad that we published in the newspaper.

This is a separate ad from the letter of direction and notice of application that the Board directs us to do.  This dealt exclusively with the harmonization of the acquired LDCs.

And the ad -- actually, we filed a sample of the ad in interrogatory Exhibit H10-45 and we also reproduced here similar ads for this particular municipality.

MR. ROGERS:  All right.  Thank you very much.  You complied, of course, with the Board's order or direction with respect to publication?

MR. ROGER:  Yes we did.

MR. ROGERS:  In addition to that, published additionally, in municipalities or in areas where the acquired utilities were going to be harmonized, is that what you did?

MR. ROGER:  That's correct.  Because we were very concerned about the impact of the proposal and wanted to make sure customers are aware and have an opportunity to comment on what we're doing.

MR. ROGERS:  All right.  Thank you very much.  I see in the communication, which, by the way, is dated January 23rd, 2008, page 11 of this document, that Ms. Ognibene from Hydro One says in her communication, the last paragraph:  
"I'd appreciate if you would pass this information on to the mayor and council and municipal department heads.  If customers call your municipal office with questions, please direct them to Hydro One's website or to the customer communication centre telephone number noted in the advertisement.  Please don't hesitate to call if you have any questions."


Do you see that?

MR. ROGER:  Yes, I do.

MR. ROGERS:  I note, as well, that Owen Sound -- no, I guess West Grey, municipality of West Grey, is actually is an intervenor in this proceeding and intervened in February of 2008 so it appears they were aware of the application, Mr. Roger.

MR. ROGER:  That's right.

MR. ROGERS:  Now, on the next page, page 12, what is this?  It's a communication of January 29th, 2008, once again, from Hydro One to a Mr. Moore at Chatsworth.

MR. ROGER:  That's correct.

MR. ROGERS:  What is this?  Do you know?

MR. ROGER:  It's the same idea.  It is -- the Georgian Bay areas covers both Owen Sound and Chatsworth, I believe, based on the translation we provided up front, and this again informs them that we have applied to the Board and attached the newspaper ad that you can see on the next page, on page 14 I believe it would be.  It's not marked up, page 14.  But there you see the ad that we published that shows up the impact of the rates in the -- from the first year around the end of the four-year phase-in period, for the customers served by the then -- by the acquired LDC called Chatsworth, Durham and Owen Sound.

MR. ROGERS:  So you actually showed in these ads what the impacts would be on the individual municipalities separated from all of the other data in this case?

MR. ROGER:  That's right.

MR. ROGERS:  And I see as well in this communication of January 29th, 2008 there is a practical example given in the communication.

MR. ROGER:  Yes.  This has a bit more detail.

MR. ROGERS:  All right.  Thank you.  Finally, just turn over to page 15 of 17 where we see a similar communication dated January 23rd, 2008.  This time to Grey Highlands.

MR. ROGER:  That's correct.

MR. ROGERS:  It's a similar attempt on the part of your company to be sure that these local municipalities were aware of the application and what the impacts might be on their constituents?

MR. ROGER:  That's correct.

MR. ROGERS:  Thank you very much.

MR. ROGER:  If I might add, the person we send this message is Ms. Coulter who is the same person that signed the letter of July 4th, the third signature there.

MR. ROGERS:  So Ms. Coulter, who signed the letter, complaining about lack of notice was sent this communication on January 23rd, 2008?

MR. ROGER:  That's correct.


MR. ROGERS:  All right.  Thank you very much.  Those are my questions.


Thank you, sir.  They're available for examination.


MR. KAISER:  Thank you.


Mr. Poch -- sorry, Mr. Klippenstein, excuse me.


MR. KLIPPENSTEIN:  Sir, I think --


MR. THOMPSON:  I think Mr. Sidlofsky wanted to --


MR. KAISER:  Mr. Sidlofsky, did you want to go first?

Cross-examination by Mr. Sidlofsky:


MR. SIDLOFSKY:  Thank you, sir.  Just for the record, the name is S-I-D-L-O-F-S-K-Y, initial J.  I am appearing this morning for AMPCO.


Good morning, panel.


I would like to, first of all, introduce a couple of items that I have provided to my friends and to Board Staff.  I am not sure if it has been handed up to the panel yet, but there are two items that I would ask be entered as exhibits.


One is a document brief with excerpts from a number of documents that I will be referring to the panel.


MR. MILLAR:  The AMPCO document brief will be Exhibit K4.5.

EXHIBIT NO. K4.5:  AMPCO DOCUMENT BRIEF.


MR. SIDLOFSKY:  And, sir, the second item is a copy of Board's November 28th, 2007 report on the application of cost allocation for electricity distributors in proceeding EB-2007-0667.


MR. MILLAR:  Exhibit K4.6.

EXHIBIT NO. K4.6:  COPY OF BOARD'S NOVEMBER 28TH, 2007 REPORT ON THE APPLICATION OF COST ALLOCATION FOR ELECTRICITY DISTRIBUTORS IN PROCEEDING EB-2007-0667.


MR. SIDLOFSKY:  Thank you, Mr. Millar.


Now, I expect that most of my questions will be directed to you, Mr. Roger, but certainly if any of the other panel members want to jump in, that would be great, too.


I would like to start by clarifying Hydro One's responses or trying to clarify Hydro One's response to an interrogatory that was filed by Board Staff.  We have included an excerpt of the interrogatory and your response to that on page 2 of Exhibit K4.5, the document brief.


MR. ROGER:  Can you give me the number of the interrogatory, please?


MR. SIDLOFSKY:  Yes, I could.  It is exhibit H, tab 1, schedule 133.  That is one page, I believe.


MR. ROGER:  H-1-133?


MR. SIDLOFSKY:  That's correct.


MR. ROGER:  I have that.


MR. SIDLOFSKY:  You will also find that at page 2 of the document brief.  Panel, that interrogatory deals with Hydro One's proposed sub-transmission or ST class of customers.  It suggests that -- the interrogatory itself suggests that there may be a reason why embedded distributors should be treated separately from the remainder of the proposed ST class.


And just before I ask my question, I would also refer you to the next page in the AMPCO document brief.  That's page 3.


MR. ROGER:  What -- is that an interrogatory?


MR. SIDLOFSKY:  It's actually from an interrogatory response, Exhibit H -- do you have a copy of the brief?


MR. ROGER:  Now I do.


MR. SIDLOFSKY:  Thank you.  Sorry, I had given a number of copies to your counsel.


It is an excerpt from Exhibit H, tab 1, schedule 137, attachment A.  I take it you have that diagram now?


MR. ROGER:  Yes, I do.


MR. SIDLOFSKY:  That's a diagram titled "Distribution System and Customers ST Basis"; correct?


MR. ROGER:  That's right.


MR. SIDLOFSKY:  Okay.  I will refer to that diagram periodically during our questions this morning.  Now, AMPCO understands one of the primary objectives of Hydro One's application is to simplify the structure of Hydro One's current -- Hydro One distribution's current distribution rate classes to better reflect utilization of assets and services which affect cost causality.


Would that be an accurate description?


MR. ROGER:  Yes, it is.


MR. SIDLOFSKY:  And we understand that the 12 proposed new rate classes are intended to satisfy a number of objectives.  Would it be fair to characterize those as simplifying rates, improving administrative efficiency, and better reflecting asset utilization and cost causality?


MR. ROGER:  Yes.


MR. SIDLOFSKY:  In your opinion, Mr. Roger - I assume it will be you giving the answer - does the proposed -- do the proposed 12 customer classes provide the best balance in meeting those objectives, in Hydro One's view?


MR. ROGER:  Yes, they do.


MR. SIDLOFSKY:  Okay.  And I would like to ask you, from an asset utilization or cost allocation perspective, are there any reasons why Hydro One would want to distinguish between embedded distributors and the remainder of the ST customer class?


MR. ROGER:  No.


MR. SIDLOFSKY:  And perhaps you could tell me -- I've mentioned the distribution system and customers diagram at page 3 of AMPCO's document brief.  Could you just briefly explain what the purpose of that diagram is?


MR. ROGER:  Yes.  What we're trying to illustrate there, in a simplified form, is the different type of customers that Hydro One supplies and the different systems.  From the top, we are showing there that the transmission system covers all the assets from 50 kV and above.


Then we have what we call the ST system, which is also similar to what we could call a bulk system or the low voltage system that has been approved by this Board currently.  That supplies customers between 44 kV and 13.8 kV.  It supplies ST customers and it could supply, also, end use or retail customers.


Then we have below that something called the primary distribution system, which covers voltages between 12-1/2 and 4.16 kV, and then the secondary distribution system, which covers customers supplied at 750 volts or below.  So this is a simplified diagram of our system.


MR. SIDLOFSKY:  And do the customers, in what you're referring to as the ST system or the ST class, use essentially the same assets as other customers connected to the ST system?  Is that the idea with this chart?


MR. ROGER:  That's correct.


MR. SIDLOFSKY:  So I take it, then, that from a cost allocation perspective there is no good reason to distinguish between sub-groups among those customers in the ST class or your proposed ST class; is that right?


MR. ROGER:  That's correct.  All those customers use a similar asset.


MR. SIDLOFSKY:  And would a distinction between embedded distributors and other ST class customers help Hydro One improve, let's say, its internal administrative efficiency in any way?


MR. ROGER:  Could you please repeat the question?


MR. SIDLOFSKY:  Yes.  Would a -- would creating a distinction between embedded distributors and other ST class customers help Hydro One improve in its internal administrative efficiency in any way?


MR. ROGER:  No, it would not.


MR. SIDLOFSKY:  And this probably goes without saying, but would adding a distinction between those types of ST customers help Hydro One simplify rates at all?


MR. ROGER:  No, it would not.  We would be adding another customer class.


MR. SIDLOFSKY:  And, finally, in this area, would it be correct to conclude, then, that there are no material reasons why Hydro One would distinguish between industrial consumers and embedded distributors as separate classes?


MR. ROGER:  That's correct, and we don't do it right now.  The low voltage rates apply to both embedded distributors and direct customers.


MR. SIDLOFSKY:  Thank you.  Now, I would like to move on to another area of questions, if you don't mind.


I would like to ask you a bit about the quality of the sub-transmission customer data used in Hydro One's cost allocation study.


As you will likely be aware - and I can refer you to the Board's report on cost allocation for electricity distributors that's now Exhibit K4.6 - the Board had comments at page 5 of its report about influencing factors.


You are familiar with those comments, I expect?


MR. ROGER:  Yes, I am.


MR. SIDLOFSKY:  One of those influencing factors would have been quality of data; correct?


MR. ROGER:  Correct.


MR. SIDLOFSKY:  And perhaps I could just ask you to confirm that Hydro One's cost allocation study complied with the Board's directions on cost-allocation methodology.  I think you indicated to my friend, Mr. Rogers, that there were a couple of modifications to the Board's methodology.  Is that right? 

MR. ROGER:  As I mentioned in my direct evidence, yes, we complied with the methodology and any modifications that we did maintained the intent of the OEB cost-allocation methodology. 

MR. SIDLOFSKY:  And in making the modifications, was your intent to improve the quality of data in the cost allocation study? 

MR. ROGER:  No.  It was to improve the cost responsibility, the allocation of the cost to the various customer classes. 

MR. SIDLOFSKY:  Would one of the effects of those modifications been to have improve the quality of data?   Sorry, you could answer that -- I can put the question a different way if you would like, as well. 

MR. ROGER:  The data is still the same, but what we're trying to do in the modifications, to allow us to better reflect cost causality, but the data is still the same. 

MR. SIDLOFSKY:  Did your – sorry, if I could just ask you for just a moment, Mr. Chair. 

I'm sorry.  The cost allocation study incorporated data from Hydro One's load forecasts; correct? 

MR. ROGER:  That's correct. 

MR. SIDLOFSKY:  And would it be fair to say that the load forecast for ST customers would be more reliable than, for example, residential load forecasts?  And I expect it would be -- before you answer, I expect it would be, because ST forecasts are compiled using -- and just to be fair, I am telling you that I am taking this from one of your exhibits, Exhibit A, tab 14. 

Do you have that available?  Do you have that, Mr. Roger? 

MR. ROGER:  A being tab 14.

MR. SIDLOFSKY:  A, tab 14.  And perhaps I could take you to schedule 3. 

MR. ROGER:  Page? 

MR. SIDLOFSKY:  Page 16 of 37. 

MR. ROGER:  Yes, we have that. 

MR. SIDLOFSKY:  And I note that starting at line 17 of that page, Hydro One indicates:
"For embedded distribution utility customers, econometric analysis is used to prepare the load forecast as a group.  For industrial customers, several information sources are used to prepare the forecast, these include:  Historical load profile of the customer, knowledge of the customer through industry monitoring, forecast provided by customers through the survey, company information through Hydro One distribution account executives, industry and company forecasts from industry forecasts from industry associations and government agencies, and production and industry forecasts provided in the economic forecast." 

I am reading that correctly, am I? 

MR. ROGER:  Yes, you are. 

MR. SIDLOFSKY:  So given those characteristics of the load forecasts for ST customers, would it be fair to say that the load forecast for ST customers would be more reliable than load forecasting for other customer classes? 

MR. BUT:  Perhaps I can help out.  Not necessarily true, because the ST customers by definition are prone to industrial activities.  So therefore embedded in the data series, there are a lot of ups and downs according to the business cycles and that is different from the, for example, other classes such as residential classes which are very stable.  And not as much affected by economic cycles.  Therefore it would not be true to make a statement saying that the forecast for the ST classes would necessarily be more accurate than other classes. 

MR. SIDLOFSKY:  Is there more data available to you in the ST class members? 

MR. BUT:  For ST classes, we have the data as we described in A14-3, as you just described for the Board.  We have very accurate interval meter for each of the customers. 

What I am trying to say is although we have more accurate data for each of the customer, but the fluctuation within each data series is far more -- greater than other customer classes, because of economic cycles. 

MR. SIDLOFSKY:  Now, panel, AMPCO understands that the 2008 proposed rates for ST customers were developed using data from Hydro One's cost allocation study; correct? 

MR. ROGER:  That's correct. 

MR. SIDLOFSKY:  And Hydro One is proposing what seems to be a sophisticated ST rate structure with a fixed monthly charge and various volumetric charges applied based on the type of assets used; is that right? 

MR. ROGER:  The rate structure is similar to the rate structure right now used for the low voltage system customers, with an addition of a fixed charge. 

MR. SIDLOFSKY:  If I look at page 4 of AMPCO's document brief, I can see that the different types of assets that incur volumetric charges are shared ST lines, high voltage distribution stations, low voltage distribution stations, specific ST lines, and specific distribution lines.  Correct? 

MR. ROGER:  Correct.  

MR. SIDLOFSKY:  And at the next page of the document brief, you will see an excerpt from Exhibit H, tab 1, schedule 137, page 1 of 2.  That's at Page 5 of the document brief. 

I am particularly interested in Hydro One's response to question E in that interrogatory and that was one of the Board Staff interrogatories. 

You have been asked to describe the cost basis for the ST monthly service charge, ST common line and two specific line charges. 

MR. ROGER:  Yes. 

MR. SIDLOFSKY:  And in looking at your answer, is it fair for me to conclude from that that Hydro One has tried to carefully design its proposed ST rate around -- or rates around the physical characteristics of the system and not by simply applying a generic model? 

MR. ROGER:  Sorry, could you rephrase the question?  I am not sure I follow. 

MR. SIDLOFSKY:  Sorry.  Would it be safe to conclude, from your answer to question (e), that Hydro One has tried to carefully design its proposed rates for ST customers around the physical characteristics of its system? 

MR. ROGER:  We tried to reflect asset utilization to the extent we could do it. 

MR. SIDLOFSKY:  And do you think that has led Hydro One to achieve a better cost allocation for your ST class customers? 

MR. ROGER:  Yes. 

MR. SIDLOFSKY:  It seems by applying the volumetric rate to different system assets, Hydro One is presumably enabling a ST customer to choose the types of assets they need for their purposes, while fully compensating Hydro One for your cost in providing those assets; correct? 

MR. ROGER:  Correct. 

MR. SIDLOFSKY:  Now, I would like to ask a few questions specifically about the revenue-to-cost ratio proposed for the ST class. 

And if I could take you to page 7 of the AMPCO document brief, I think you will see table 2 there.  And it is excerpted from Exhibit G1, tab 3, schedule 1, page 4.  It is a table of proposed revenue-to-cost ratios by customer class.  Do you have that, panel?


MR. ROGER:  Yes, I do.


MR. SIDLOFSKY:  Thank you.


AMPCO understands that all of these proposed revenue-to-cost ratios are within the Board's ranges that are set out in the Board's November 28th report on cost allocation for electricity distributors.  That's Exhibit K4.6?


MR. ROGER:  That's correct.


MR. SIDLOFSKY:  If you need a quick reference, that is included at page 8 of the AMPCO document brief.


Now, you've proposed a revenue-to-cost ratio of 1.15 for ST customers; correct?


MR. ROGER:  That's correct.


MR. SIDLOFSKY:  That puts those customers at the high end of the ratio -- of the range of ratios proposed by the Board?


MR. ROGER:  For the large user class identified by the Board, yes.


MR. SIDLOFSKY:  So that suggests that around half of the ST customers will be something above the 1.15 ratio, correct, if you are dealing with an average?


MR. ROGER:  I don't think so.


MR. SIDLOFSKY:  Well, is the ratio of 1.15 an average value across ST customers?


MR. ROGER:  The ratio of 1.15 is a ratio of the revenues collected from all ST customers compared to the costs allocated to them following the OEB methodology.


MR. SIDLOFSKY:  Each customer won't be at 1.15, though, will it?


MR. ROGER:  We don't do cost allocation by customer.  We do cost allocation by customer class.


MR. SIDLOFSKY:  So it's based on total revenues?


MR. ROGER:  Correct.


MR. SIDLOFSKY:  Could you tell me why Hydro One chose the top end or the high end of the range proposed or the range set out in the Board's report?


MR. ROGER:  What we did, we looked at the current revenue-to-cost ratio that you are showing actually in your table number 1 on page 7, and we looked at the customer classes that were outside the range proposed by this Board.  The first thing we did, we moved all of the customer classes to within the range.  So the customer classes, for example, street lights and sentinel lights, that were below the proposed ratio by this Board, we raised them to the minimum. 

The customer classes that were above the proposed ratios by this Board, like the ST class, we brought them down to the maximum of the range.


Then we had to make sure that we still recovered our revenue requirement, and what we did is, for the customer classes that were below 1 of revenue-to-cost ratio, we raised them to 1 to achieve the revenue requirement for Hydro One, with the exception of the R1 class, where we kept the revenue-to-cost ratio -- we raised it only 0.88, because of the impact of certain customer classes.


All of the other customer classes that are revenue-to-cost ratios within the band suggested by the Board above 1 were left at those ratios.  For example, the R2 class was left at the same revenue-to-cost ratio of 1.04.  The DSE class was also left at their current revenue-to-cost ratio, because they are within the band.


MR. SIDLOFSKY:  Could I turn you to page 10 of Exhibit K4.6, the Board's report on application of cost application?


MR. ROGER:  I have that.


MR. SIDLOFSKY:  Specifically section 3.5 on page 10 deals with the large user class.  If I could just draw your attention to the third paragraph of that section, specifically, I see that the Board notes that customers within this class - that's the large user class - have been interval metered for many years, which results in better load data.  The relative size of customers in this class means that better operating and cost data are available.


And I understand that the Board actually changed the range proposed by Board Staff, which had been a higher range of 0.8 to 1.8 for the large user class, and the Board changed that and brought the high end of that down to 1.15.


My question, in light of the Board's adoption of a narrower range of revenue-to-cost ratios for that class is whether, with what seems to be acknowledged as higher quality data for that class of customer, it wouldn't have been more appropriate to move that customer class closer to the ratio of 1 in this application?


MR. ROGER:  I don't think so.  Another consideration that the Board mentions is the impact to other customers.  If we reduce the revenue-to-cost ratio for this particular class to something less than 1.15 and closer to 1, it means we would have to recover that amount of revenue now from other customer classes.


So we took into account also the impact to the other customer classes, and I believe the Board intention, when deciding on a range of appropriate revenue-to-cost ratios, is also taking into account the potential impact to those customers whose rates have to go up.


MR. SIDLOFSKY:  So I take it, then, that that's a fundamental reason for proposing to leave the ST class at 1.15 at this time.  It's your concern for impacts on other customer classes; is that a fair statement?


MR. ROGER:  That is one of the reasons.


Another reason is that this is the first time that distributors are doing a cost allocation study.  We have to get experience using the methodology.  The Board has to gain experience interpreting the methodology, and this is the first time to use the methodology. 

Moving right away to a revenue-to-cost ratio of 1 may not be quite appropriate, because we don't have a history of doing cost allocation study and we don't have a history of consistent results.


MR. SIDLOFSKY:  But the effect of this step is to reduce rate increases on some other classes of customers that would otherwise experience higher increases; is that right?


MR. ROGER:  That's correct.


MR. SIDLOFSKY:  And I would like to review some of the changes to the revenue-to-cost ratios of some other customer classes, and the easiest thing, I think, would be to refer you back to the page 7 of the AMPCO document brief.  You still have that out, I take it?


MR. ROGER:  I have that.


MR. SIDLOFSKY:  And it looks like for every customer class Hydro One has tried to either keep the ratio the same or shift it closer to the revenue-to-cost ratio of 1; is that correct?


MR. ROGER:  That's correct.


MR. SIDLOFSKY:  And from your perspective, are there benefits to shifting that to -- shifting those ratios to 1?


MR. ROGER:  The benefit of shifting the revenue-to-cost ratios closer to what the Board is proposing -- the range the Board is proposing is to try to reduce the amount of cross-subsidies that exist between customer classes.


MR. SIDLOFSKY:  And I expect that you would be aware of the Board's view that establishing cost causality through cost allocation is a fundamental rate-making principle?  I can take you to the Board's report on that.  It is in section 1.3, page 2 of the report, in the first paragraph.


MR. ROGER:  I have that.


MR. SIDLOFSKY:  So you are familiar with that, with the notion that -- excuse me, that establishment of cost causality through cost allocation is a fundamental rate-making principle?


MR. ROGER:  That's correct.


MR. SIDLOFSKY:  And you are also aware, then, that -- of the Board's comment that cost-allocation policies reasonably allocate costs of providing service to various classes of customers, and as such, provide an important reference for establishing rates that are just and reasonable?

MR. ROGER:  That's correct.  But the Board also says in the bottom of the second paragraph that better quality data, greater experience with cost-allocation modelling, and further developments in relation to other rate design issues, the policies will be refined as required.

MR. SIDLOFSKY:  And it is actually, could be a bit of a follow-up to that comment.  At page 4 of the report, the Board notes -- it's in the third paragraph on that page, section 2.1:
"The Board notes that as the influencing factors are addressed over time, the Board expects that these bands will narrow and move closer to one."

Correct?

MR. ROGER:  Correct.

MR. SIDLOFSKY:  So is Hydro One's longer term goal, in terms of cost allocation, consistent with the Board's views on movement to a revenue-to-cost ratio of one?

MR. ROGER:  In the future, we will follow Board guidelines with respect to what the appropriate revenue-to-cost ratios are for setting distribution rates.

MR. SIDLOFSKY:  Do you have any policy -- does Hydro One have any policy on moving those ratios closer to one, over time?

MR. ROGER:  Not that I am aware of.

MR. SIDLOFSKY:  Now, since Hydro One filed its application, the Board has released a staff discussion paper providing options for third generation incentive regulation.  Are you aware of that?

MR. ROGER:  I am somewhat familiar with the paper, yes.

MR. SIDLOFSKY:  And unfortunately I don't have a copy of that, but I am making a very brief reference to that and I don't think you need to find that.

That paper was dated February 28th of 2008.  And the only thing I am going to mention from that, is that in that staff report, in the staff discussion paper, staff recommended that the new IR mechanism, the incentive regulation mechanism which will be used to adjust electricity distribution rates starting in 2009, should have a term of up to five years.  So that would be a term of between three and five years.

And my question to you is whether Hydro One has considered the implication on future rates or future movement toward revenue-to-cost ratios of one, given that revenue-to-cost ratios applied this year could potentially be locked in until 2013?

MR. ROGER:  I think at this stage we're trying to move rates towards -- that are more cost reflective.  So we are comfortable with the range of revenue-to-cost ratios suggested by the Board, and this is the plan that we have right now.

What will happen after the third generation IRM concludes, we have not looked into it.  We have not decided and will follow Board guidelines.  So we are comfortable with what we are doing here, and it is consistent with the Board guidelines.

MR. SIDLOFSKY:  Finally, panel, I have a few questions about the deferral account that Hydro One is proposing to set up to cover the shortfall in its rate harmonization proposal.

And I understand that Hydro One has proposed a bill impact mitigation variance account to mitigate against cost increases arising from rate harmonization from your proposed rate harmonization, and the application of the cost-allocation report; is that correct?

MR. ROGER:  That's correct.

MR. SIDLOFSKY:  And that is -- excuse me.  Just for your reference -- that's discussed I understand in Exhibit F1, tab 3, schedule 1; correct?

MR. ROGER:  We have that.

MR. SIDLOFSKY:  That's in -- that's one of a number of variance accounts that Hydro One is requesting in this application; correct?

MR. ROGER:  Correct.

MR. SIDLOFSKY:  And my understanding is that Hydro One intends to use this account to limit the rate increase arising from its application, excuse me, the bill -- total bill increase arising from the application to no more than 10 percent for average customers in each class; correct?  And -- excuse me, sorry, I should have finished my question -- and to account for the resulting revenue shortfall.

MR. ROGER:  That's right.  The 10 percent is a yearly increase, not the total increase over the four years.

MR. SIDLOFSKY:  And so again my understanding -- and I would ask you to confirm it or correct it if I am wrong -- the revenue shortfall that would be tracked in this account, I understand is the direct result of Hydro One mitigating bill impacts on customers whose revenue-to-cost ratio would otherwise be raised closer to the ratio of one.  Is that accurate?

MR. ROGER:  That's accurate.  It is the R1 class that we are concerned.

MR. SIDLOFSKY:  And we're looking at roughly 2.5 million that you anticipate would be your shortfall.

MR. ROGER:  That's the difference between the revenue requirement that we have applied for and the rates that where setting based on the revenue-to-cost ratios that we are proposing, yes.

MR. SIDLOFSKY:  And the issue there seems to arise because of the R1 customer class.

MR. ROGER:  It arises because of a small group of acquired LDC customers that are being mapped to the R1 class that would have a very high bill impact.

MR. SIDLOFSKY:  Now, I understand that as you have proposed it, that variance accounts would be recovered from all of your customers.  Is that right?  The balance in that variance account would be recovered from all of your customer classes.

MR. ROGER:  Against the methodology of how to recover those, that variance will be determined once the Board -- if the Board approves the clearance of the variance account.

At this stage, we are suggesting that one way of recovering that shortfall would be from all customers but we have not made any decision.  We will follow Board guidelines with respect to that.

MR. SIDLOFSKY:  But that is what you have proposed in Exhibit G1, tab 3, schedule 1 at page 4?

MR. ROGER:  What we say there that it would be recovered at a future date, and we're suggesting from all customers.  But we are not there yet.  We are going to recover those funds.  This deals with 2008.

At this stage, we're just asking to be able to create that variance account.  We have not made any decisions on how it will be recovered.  This is just one way that it could be recovered and a suggestion of how it could be done.

MR. SIDLOFSKY:  So Hydro One isn't binding itself to that approach?

MR. ROGER:  Not at this stage.

MR. SIDLOFSKY:  And I think we agree the ST customer class as a revenue-to-cost ratio of 1.15 will still be over-contributing in relation to its -- in relation to your costs of providing service to that customer class; is that correct?

MR. ROGER:  That's correct.  But there are other customer classes also whose revenue-to-cost ratios are above one.

MR. SIDLOFSKY:  Oh, I don't disagree with you.  But my question is really:  Why a customer class whose revenue-to-cost ratio is above one, and of course I am here for AMPCO, so the ST customer class is of particular concern -- but can you suggest why a customer class that's already over-contributing in relation to costs of providing service to it, should be compensating other classes that are under-contributing for measured design to mitigate impacts on those customer classes that are under-contributing?

MR. ROGER:  Hydro One needs to recover its full revenue requirement.

One way of recovering this shortfall would be from all customers.  If this Board suggests that it should be done otherwise, we will follow the Board's instructions.  But at this stage, we're just asking to create the variance account.  We are not asking to clear the variance account.  When we ask to clear the variance account, we could have the conversation about who should be paying.

At this stage, we're just saying that probably all customers should pay for the shortfall in revenue.  But we would, again, follow Board guidelines with respect to that.

MR. SIDLOFSKY:  So then the Board shouldn't take your proposal in G1, tab 3, schedule 1 as a firm statement of Hydro One's proposed treatment of the variance account at this time?


MR. ROGER:  At this time, we think it should be recovered from all customers, but this Board will determine that once, in the future, the variance account would be cleared, how it should be recovered.


MR. SIDLOFSKY:  All right, thank you.


Mr. Chair, those are my questions.  However, we may have some questions in relation to the Hopper Foundry issue, but the time to do that may be a little bit later in this panel.


MR. KAISER:  All right, thank you.  We will take the morning break at this point and come back in 20 minutes.


--- Recess taken at 11:03 a.m.


--- On resuming at 11:30 a.m.

MR. KAISER:  Please be seated.

Who is next?  Mr. Buonaguro?  Or...


MR. MILLAR:  Mr. Chair, I believe Mr. Bateman had a single question, and rather than have him wait around all day, I thought we would get him done.  Then I believe Mr. Thompson.
Procedural matters:

MR. ROGERS:  Before I do that, sir, could I advise the Board I am in a position to file a number of undertakings now.  They are as follows:  J1.5, J1.8, J1.9, J1.10, J1.11 -- I'm sorry, J1.12, forgive me.  J2.3, J2.4, J2.6, J3.8, J3.9, J3.14.

I have given a number of copies to Board counsel and these will be -- will be distributed electronically today.  Thank you.

MR. KAISER:  Thank you, Mr. Millar.

MR. SOMMERVILLE:  We already had a number of those. J1.11, for example, we already had.  We got last week, this is a very inclusive list?  Previously filed?

MR. ROGERS:  These should be new ones.  I don't think I said J1.11.  If I did, I made a mistake.  J-10 and J-12.  I think J-11 was filed, sir.

MR. SOMMERVILLE:  Thank you.

MR. ROGERS:  Thank you.

MR. KAISER:  Mr. Bateman.
Cross-examination by Mr. Bateman:


MR. BATEMAN:  Good morning, thank you.  I just have one question for the panel I think it will be for Mr. Roger, on customer classification for energy, for ECMI.  The reference is Exhibit G1, tab 4, schedule 4, page 4.

MR. ROGER:  I believe I have that.

MR. BATEMAN:  You have that?  On line 6, there is a statement:

"Most of the customers in the ST group provide their own metering facilities."


So my question is:  Would that statement still be valid if the LDC wholesale market participating delivery points were removed from the proposed ST class?

MR. ROGER:  Could you please repeat the second part of the question?

MR. BATEMAN:  Would the statement here, in the evidence, would it still be a valid statement?  Would it still be the case if the LDC wholesale market participating delivery points were removed from the proposed ST class?

MR. ROGER:  If the delivery point would be removed?

MR. BATEMAN:  Yes.

MR. ROGER:  And the LDC still owned the meter, they would not be charged the meter charge.

MR. BATEMAN:  My question is one of count or number of delivery points.  I understand some of the LDCs in that proposed class have –- or wholesale market WMP delivery points and others don't.

So I am trying to get a handle on the effect of removing those delivery -- LDC delivery points from the proposed class.

MR. ROGER:  The delivery points in the ST class include both wholesale market participants and non-wholesale market participants so that the customer has a delivery point that is a market participant, or not, they still use the ST facilities to get power to them.

MR. BATEMAN:  I understand that.  My question stands, though.  The statement here says: 
"Most of the customers in the group provide their own metering facilities."


And I am attempting to establish if that statement remains the case, if the LDC wholesale market participating delivery points are taken out of that class.

MR. ROGER:  If the delivery point is a wholesale market participant, my understanding is the utility -- or the customer provides the meter.

If the delivery point is deregistered now, and the delivery point is not a market participant, it would attract the charge, if now the meter belongs to Hydro One.

If the meter continues to be from the customer, they would not attract the meter charge.

MR. BATEMAN:  I still don't seem to be getting to the bottom of the question here about the -- with respect to most of the customers.

If you, if we're looking at the LDCs within that proposed group, who are wholesale -- who have wholesale market participating delivery points, those delivery points are part of the total of the delivery points within the proposed ST class, are they not, in the count?

MR. ROGER:  The delivery points within the ST class include both, market participants and non-market participants.

MR. BATEMAN:  Yes.  And am I correct in saying that some the LDCs within that proposed class are -- they have a wholesale market participants with delivery points, are they not?

MR. ROGER:  Yes, they do.

MR. BATEMAN:  Right.  My question is, then, if we take out that group, the LDCs with market delivery points, is it still the says that most of the customers in the class would provide their own metering points?  Or would it not be "most" any more?

MR. ROGER:  If the LDCs now deregister the meter, and they don't own their meters any longer, then maybe the statement is to modify it.  But at this stage, most of the customers in the ST group provide their own metering facilities, regardless if they are wholesale market participants or non-wholesale market participants.

MR. BATEMAN:  Okay, thank you.

MR. KAISER:  Thank you.

MR. SOMMERVILLE:  I'm not sure that I got your point here.  Is what you're suggesting is that the non-LDC component of this class, what is their status with respect to whether they own metering or not?  Is that the core of your question?

MR. BATEMAN:  The core of my question is:  Is the LDCs that are within this proposed group -–

MR. SOMMERVILLE:  Right.

MR. BATEMAN:  And the issue is the provision of metering facilities, if they are, the LDC delivery points are a wholesale market participants, there seems to be -- it seems to be the case that most of the metering within the group is coming from the LDC group.  And I am trying to get some sense of what happens if you pull out the LDC group.

MR. SOMMERVILLE:  So the non-LDC category, within this group, do they typically own their own metering facility?

MR. ROGER:  Some of them do, if they are wholesale market participants, yes.

MR. SOMMERVILLE:  I think Mr. Bateman's question was:   Is it a majority or minority?  If you take the LDCs out of the class, notionally, and you are just left with the remaining participants in that class, are most of them -- do most of them own their own metering facilities or not?

MR. ROGER:  I don't have that information with me.

MR. BATEMAN:  Well, thank you for helping to clarify that.  Maybe we could get that as an undertaking.

MR. KAISER:  Could you provide that on the basis of an undertaking?  Mr. Rogers?

MR. ROGER:  We provided for the embedded LDCs as part of Exhibit H, tab 4, schedule 3, there are 289 delivery points out of 358 embedded LDC delivery points that are wholesale market participants.

I could try to provide something similar for the non-LDCs.

MR. KAISER:  If you could, thank you.

MR. ROGERS:  Yes, we will try to do that.

MR. MILLAR:  Undertaking J4.1.
UNDERTAKING NO. J4.1:  TO PROVIDE NON-LDC DELIVERY POINTS THAT ARE WHOLESALE MARKET PARTICIPANTS

MR. BATEMAN:  Thank you.

MR. KAISER:  Thank you.  Mr. Thompson.
Cross-examination by Mr. Thompson:


MR. THOMPSON:  Thank you, Mr. Chairman.

Panel, I am here today for the Canadian Manufacturers & Exporters.  Ms. Effendi will be back Thursday, I am grateful to say, to carry on with this case.  My focus here is the section 7 issues and if there are any questions, I don't know whether we have any or not on the other topics that are within the purview of panel 4, Ms. Effendi will ask them if she has an opportunity on Thursday.

I would like to begin if I could just with a few questions arising out of the examination in-chief with respect to the Hopper Foundry situation, Mr. Vickers.  This is just to get an understanding of the facts.


It might be helpful if you turned up what I think you were discussing in your evidence-in-chief, which is Exhibit G1, tab 9 schedule 1, which is a document entitled "Review of Pilot Time Of Use Rates."


MR. ROGER:  I have that.


MR. THOMPSON:  And you mentioned in chief that the foundry was operating under the auspices of the time-of-use rate that I gather was approved by this interim order that is referred to in the footnote in this text.  It's an order dated November of 2004; is that right?


MR. ROGER:  That's right.


MR. THOMPSON:  Has the foundry been on that time-of-use rate since 2004, more or less?


MR. ROGER:  Yes.


MR. THOMPSON:  And you indicated in-chief, and it's also indicated in this evidence, that three customers, three general service customers, arranged their affairs to take advantage of these time-of-use rates; is that right?


MR. ROGER:  Three customers, but they're not all general service customers.  One is what we called the T class customer, another one is a general service, and the third one is an acquired general service customer.


MR. THOMPSON:  Okay.  So is the foundry the acquired general service customer?


MR. ROGER:  That's correct.


MR. THOMPSON:  The proposal you indicated this morning with respect to these interim time-of-use rates, as I understand it, is to discontinue them; is that right?


MR. ROGER:  Is to discontinue the interim time-of-use rates because the funding has ended, yes.


MR. THOMPSON:  All right.  Well, is that the reason, the funding has ended, or is it some other reason?


MR. ROGER:  That's one of the reasons.  The other reason is that the Board is looking at the issue of how distribution rates should be set and if time-of-use rates is appropriate for distribution rates.


MR. THOMPSON:  But why wouldn't you continue the rate until the Board decided the direction it was going to take in connection with time of use, rather than discontinue and push this customer off the time-of-use rates that, in my understanding, everybody is trying to prompt people to use?


It seems to me to be counter to everything that the government and everybody else is trying to achieve.  Was any consideration given to continuing it until the government -- until the Board reported?


MR. ROGER:  If the Board allows us to recover the shortfall in revenue from other customers, we would continue the time-of-use rates for this particular customer.


MR. THOMPSON:  All right.  Well, then let me understand.  Let's just -- to understand the impact of this on the foundry, if you could -- if you have it there, it's the slide presentation that Hydro One made to the foundry.  It's Exhibit K4.2.


Do you have a copy of that, Mr. Roger?


MR. ROGER:  No, I don't right now.


MR. THOMPSON:  I have some extras.


MR. ROGERS:  Do you have a copy, Mr. Roger?


MR. ROGER:  No, I don't.


MR. THOMPSON:  Here are some extras.


--- Document is passed to Mr. Roger.


MR. ROGER:  I have it now.


MR. THOMPSON:  My understanding is that the foundry arranges its affairs so that it operates between 7:00 p.m. and 7:00 a.m., and it takes most of its electricity in that time frame.  It operates at night?


MR. ROGER:  That's correct.


MR. THOMPSON:  Okay.  And for that, it qualifies for this time-of-use interim rate and the parameters that were established for that; is that correct?


MR. ROGER:  That's correct.


MR. THOMPSON:  So if you go to page 21 of this document, that's the fax page up in the top right-hand corner, you will see what I understand is a copy of the foundry's current bill, monthly bill, which totals about $3,300 per month.


Do you see that at the bottom?


MR. ROGER:  Yes, I see that.


MR. THOMPSON:  If you go up in the delivery charges, you will see there is the volumetric charge of $197.58 under this time-of-use rate; correct?


MR. ROGER:  Sorry, I don't see that last figure.


MR. THOMPSON:  Under delivery charges, the second line item, volumetric charge.


MR. ROGER:  I see that now, $197.58, yes.


MR. THOMPSON:  And what you folks are proposing, if you go over to the next page, is to push this customer on to a rate where that charge increases to $6,000 a month.


MR. ROGER:  That's correct.


MR. THOMPSON:  Now, how does the 10 percent rule fit in with that proposition?


MR. ROGER:  For this particular customer, the 10 percent is exceeded, yes.


MR. THOMPSON:  No kidding.  The total bill goes from $3,000 a month to $9,000 a month.  Most of it is in that volumetric charge line item; right?


MR. ROGER:  That's correct.


MR. THOMPSON:  And so now is this a rate harmonization proposal?  Can this customer claim the benefit of the 10 percent impact rule in some way?


MR. ROGER:  We are not mitigating the impact to all customers at every level of consumption to 10 percent.


Consistent with the Board guidelines, we are mitigating the impact to the average customer based on average consumption.  For this particular customer, there are two main reasons why the impact is so high.  The first one is that they are currently paying an acquired LDC rate for general service, and those are being harmonized over four years to the general service demand rate under the proposed new class.


The second reason is that the maximum billing demand during the peak period is one-tenth or 10 percent of the maximum demand on the 24-hour clock.


So under the interim time-of-use rate, the customer is being billed the distribution rates of the acquired LDC, but only to the demand it establishes during the 7:00 to 7:00 on weekdays.  And that's a time-of-use aspect of the interim time-of-use rate.


MR. THOMPSON:  And that's what is showing up in this volumetric charge line item; correct?


MR. ROGER:  That's correct.


MR. THOMPSON:  So that's a feature of the interim time-of-use rates that this Board approved?


MR. ROGER:  That's a feature that the corresponding distribution charge is applied to the demand established during the peak period.


MR. THOMPSON:  Well, how does Hydro One feel about a line item increase that goes from $200 to $6,000 and a total bill that goes from $3,000 to $9,000 a month?  Does it cause you any concern?


MR. ROGER:  We are very concerned, and that's the reason, also, that our account exec met with the customers and explaining personally what our proposal was.  Again, the reason is the funding is ending.


If the Board suggests and allows Hydro to recover the shortfall in funding from other customers to allow this customer to continue on the time-of-use rates, we would follow those instructions.


MR. THOMPSON:  Now -- well, just explain the funding to me.  Funding for what?  This customer must have been served on a rate before the time-of-use initiative came out and took up the bait went on time of use.  What's the funning for?  How is that derived for this customer?


MR. ROGER:  My understanding is the company did not change operations as a result of the interim time-of-use rate.  It was operating like this at least since market opening, with a heavy consumption in the off-peak period and very little during the peak period.  So they qualified for the rate.


MR. THOMPSON:  Maybe I got that wrong, sorry.


MR. ROGER:  The shortfall results from, we're trying to move towards rates that are most reflective of the cost of providing services to the customer.  In this particular case, the customer would belong to the general service demand class and the rates that are applied to all of those customers is based on the maximum demand they established and the 24-hour clock, not only on the time-of-use period.

So from the perspective of fairness, we're trying to move customers to pay rates that are more cost reflective.

MR. THOMPSON:  That wasn't my question.  You talked about funding.  My understanding is that, from what you're saying, is that you got some funding because this customer went on a time-of-use rate.  Am I right or am I wrong?

MR. ROGER:  From the three customers that went on the time-of-use rates, we are collecting less revenues, because they're being billed based on the maximum demand they establish on the peak period in comparison to the revenues we collect from other customers.  That's the revenue shortfall funding that I am talking about and that is being funded until April 30th, 2008 out of the conservation and demand management funds.

MR. THOMPSON:  Okay.  So, well, what did you get for these three customers?  How much money are we talking about?  Is this money provided by the OPA?

MR. ROGERS:  Can I try to help?

MR. THOMPSON:  Yes.

MR. ROGERS:  Mr. Chairman, my understanding is that there were more amounts that were allocated, that the company was allowed to recover providing it used it for CDM purposes.  One of the things this company did with that CDM money was to put in place this time-of-use rate experiment which three customers qualified for.

Mr. Hopper's company, I understand, prior to this was on another -- I'm not sure which rate it was, but perhaps the one they're proposing they go back to.  So since 2004 the shortfall, because of the time-of-use rate pilot project, has been borne by -- out of the MARR funding.  That funding has now ended.  So that if the time-of-use rate is to be continued, other customers will have to make it up.

MR. KAISER:  Mr. Rogers, can you help me.  On the page that Mr. Thompson has been questioning the volumetric charge, I guess currently was $4.44 times 45 kilowatts.  Then you go over to the next page, the rate jumps to $8.48 but the kilowatts jump to 719.

Does that mean the usage has gone up?

MR. ROGERS:  I can't help you with that, but perhaps Mr. Roger can, sir.

MR. ROGER:  Mr. Chairman, that reflects the maximum demand on the 24-hour clock under the second page.  The customer’s demand on the 24-hour clock to maximum in this example was 719 kilowatts.

Under interim time-of-use rates, the demand during the peak period, which is weekdays 7:00 to 7:00, was 45 kilowatts.

So under the interim time-of-use rates, the distribution charge which in this case is the first acquired general service rate of $4.44, is applied to the 45 kilowatts.  Under the proposal of the harmonization of the rates, the general service demand rate goes to $8.48.

After four years, and the billing kilowatts jumped from the peak maximum demand of 45 kilowatts to the 24-hour maximum peak demand, which is 719 kilowatts.  Because customers are being billed on the maximum demand they establish regardless of when it occurs.

MR. KAISER:  All right.  I understand.

MR. SOMMERVILLE:  And that doesn't relate specifically to the usage by this customer?  That's an architectural assumption?  Is that correct?

MR. ROGER:  That's correct.  That's the way the rates are being billed right now.

MR. SOMMERVILLE:  Thank you.

MR. VLAHOS:  Mr. Roger, what was the expected, I guess, use of purpose of the pilot project?  I just don't see much, in terms of assistance in this in the prefiled evidence.  What have you done with that information?

MR. ROGER:  The origin intent was to see if customers would change their operations if they are being sent a distribution price signal that is consistent with the price signal of the commodity or the transmission where the customer pays less if they consume in the off-peak period.  That was the intent.

It wasn't to reflect the costs for the distributor.  It was to provide a consistent price signal.

MR. VLAHOS:  Right.  So what were the results of the pilot?  I mean, are those reported anywhere?

MR. ROGER:  The same three customers that originally participated on the experiment are still the same three customers in the experiment.  I know there were other customers that were interested in this type of rate, the ski resort operators, but when I mentioned to them that when I made a presentation to them that this is an interim rate, that I could not guarantee that it would continue and that the Board was looking at the distribution rate design structure and time-of-use rates was one of the things they were looking at, but that was the aspect -- or that was the forum they could raise their request to extend the time-of-use rate.

MR. VLAHOS:  Now, you must have sought the money for the pilot project from the OPA, right, subject to the approval of this Board?  I meant the OPA is not involved.  But it was your application to this Board to use some of the CDM funding for this specific pilot project, with some expectation of some, I guess, information or intelligence to come out of this pilot project.

MR. ROGER:  That's correct.  It was funded out of the CDM or the third step of MARR.

MR. VLAHOS:  Right.  So what have you found out from this pilot project?

MR. ROGER:  We did not get more customers moving into the rates, so we found -- I would interpret that, that the -- not having distribution rates at time-of-use is not an impediment to customers to consume more in the off-peak than in the peak period.

MR. VLAHOS:  I see.  So it did not become a popular thing?

MR. ROGER:  That's correct.

MR. KAISER:  Aside from being popular or not, in the case of this customer, as a result of this rate, did they move their load at all to off-peak compared to what was happening before?  Or not?

MR. ROGER:  The information that I have is that the operation is still the same as it was before the time-of-use rate.  Since market opening, they always consumed mostly in the off-peak period.

It wasn't as a result of this time-of-use rate they changed their operations

MR. KAISER:  All right.  Then you have indicated this has nothing to do with the OPA, but this is your third-tranche monies which, of course, was approved by the Board.

Have you exhausted all of that money?

MR. ROGER:  Yes, we have exhausted all of that money.  And we also looked into the issue:  Could we apply to the OPA to fund this?  But the OPA requires that the program’s path what is called the total resource test, or total TRC test, and this particular pilot does not pass that test, because the OPA has different time-of-use periods than what we use for, to bill customers.  They have a peak, a shoulder and an off-peak period.  And they have avoided costs related to those three periods.

And when we put the consumption for these three customers through those three periods, it results that some of the load is being shifted into the shoulder period.  It is not completely the off-peak period.

And that's the reason it doesn't pass the OPA TRC test.

MR. KAISER:  What's the OPA off-peak?

MR. ROGER:  The off-peak is 7:00 to 7:00, but the other shoulder period goes from 7:00 to --

MR. KAISER:  Aren't these people within 7:00 to 7:00?  Aren't they in the off-peak?

MR. SOMMERVILLE:  Too much shoulder.

MR. KAISER:  I mean either the off-peak is 7:00 to 7:00, or it's not 7:00 to 7:00.

MR. ROGER:  The off-peak is 7:00 to 7:00 on weekends.

MR. KAISER:  What's it during the week?

MR. ROGER:  But they still consume something in the peak period, in the shoulder periods and I think the avoided cost is what triggers it.

MR. KAISER:  In any event, in your discussions with the foundry, has this been explained to them that maybe they can modify their operations so they get themselves within the OPA off-peak.  Has that concept been explored?

MR. ROGER:  I don't think it has been explored.  I am not aware.

MR. KAISER:  Thank you.

MR. VLAHOS:  Mr. Roger, what can you tell us about the other two customers that participated in the pilot project?

MR. ROGER:  Yes.

MR. VLAHOS:  What can you tell us about them, those other two customers?

MR. ROGER:  Those customers, when they are moved to the ST class they would see a slight bill reduction.  The ST class is a proposed ST class, are customers that provide their own transformation, have loads in excess of half a megawatt and are supplied power between 44 kV and 27 -- 44 kV, excuse me, and 13.8 kV.  This particular customer does not own their own transformation and is supplied at 4 kV, which is not at bulk.  It is at primary voltage.


So that's the reason the customer does not qualify for the ST class like the other two customers do.


MR. VLAHOS:  When you say that the other two customers will see a decrease, is it a decrease from the pilot situation or a decrease from the -- prior to the pilot?


MR. ROGER:  Decrease from the pilot bill.


MR. VLAHOS:  From the pilot bill.  All right, thank you.


MR. SOMMERVILLE:  Just so that I am clear on this, the purpose of the pilot was to discern if industrial users would change their behaviour to procure more electricity in off-peak periods; is that correct?


MR. ROGER:  When they see a distribution rate that is time of use, they already see a benefit from commodity and transmission rates that are reflective of that.


MR. SOMMERVILLE:  Right.  So the additional 25 percent of the bill related to delivery, is that sending the signal?  That was the issue.


How did this operation qualify, given the fact that they had already -- that they were already operating in what you considered to be a purely off-peak period?  We're not looking for them to change their behaviour to bring themselves more into an off-peak frame.  They're already there.


How would they have actually qualified for the pilot, given that?  How could they have changed their behaviour to make themselves more accommodating to the off-peak designation?


MR. ROGER:  The criteria for the pilot was not that they had to modify their consumption.  It was that their consumption in the off-peak period was at least twice on a per kW basis during the peak period. 

So it wasn't a requirement they had to modify to participate in the program.  If they already were operating like that, they qualified for the program.


MR. SOMMERVILLE:  Okay.  So you weren't looking to change anybody's behaviour.


MR. ROGER:  We're trying to see if more customers, when offered, would change their behaviour.  These three customers were already operating like that.


MR. SOMMERVILLE:  If I understood an earlier answer, though, you indicated that because this was an interim -- you had some interest from some other customers, but the interest cooled -- pardon the expression, given the skiing operation.  The interest cooled given the interim nature of the rate?


MR. ROGER:  That's correct.


MR. SOMMERVILLE:  So did you do sort of an independent assessment as to, if this was a permanent kind of rate, would they have adopted this rate option?  Did you have a feel for that?


MR. ROGER:  They gave me the impression that if it was a permanent rate, they would seriously consider it.


MR. SOMMERVILLE:  Thank you.


MR. VLAHOS:  Mr. Roger, did you say the other two customers also had the same load consumption profile as the Hopper Foundry?


MR. ROGER:  Not as extreme, meaning that they consume at least twice in the off-peak period than in the peak period, not ten times, but they met the criteria to be on the interim time-of-use rate.  Their consumption was at least twice of what the consumption was in the peak period.


MR. VLAHOS:  So if I can summarize I guess the results of this, it was to help the company to entice more customers into that pilot to be able to learn some behavioural things; right?


MR. ROGER:  That's correct.


MR. VLAHOS:  You were not successful in doing so.  So the three customers that qualified under this program already had a load profile that it was off-peak?


MR. ROGER:  Before the experiment started, yes.


MR. VLAHOS:  Okay.  All right.


MR. KAISER:  Just to follow up, you now have this added picture there is a windfall gain.  How much did their rates go down when you introduced this plan?  In other words, what were they before you came along with this proposal -- it was your proposal?  You came to the Board and suggested this pilot; it was your idea?


MR. ROGER:  That's correct.


MR. KAISER:  What were they paying before?  What cost reduction did they get as a result of this?


MR. ROGER:  I believe at that time, before September 2004, the general service rate was something like two or three dollars per kW, but it was billed based on the 700 kilowatt of maximum demand of the 24-hour clock.  So the reduction was from being billed on the maximum demand on the off-peak period to the maximum demand that they established only during the peak period.


MR. KAISER:  I guess my question is this, and we're just dealing at a high level.  The rates that you are proposing for them with the expiry of the pilot, the amount of money that they will have to pay as pictured here, is that roughly the amount that they were paying before you came along with this pilot?


MR. ROGER:  What they were paying before the pilot was less, because those were the acquired LDC rates.  Under the proposal now, we're trying to harmonize the rates, so the rates would go up.


MR. KAISER:  It's a double whammy?  It's the effect of getting rid of the acquired rates and termination of the pilot?


MR. ROGER:  That's right.  The two impacts are the elimination of the acquired LDC rates, plus the demand where the billing quantity now is going to be 24-hour clock as opposed to being just a peak period.


MR. VLAHOS:  Mr. Thompson, one more thing, if you don't mind, before you take over.


Mr. Roger, on the Board's distribution rate design initiative, what is your own expectation or the company's expectation as to when we're going to actually see some results that can be implemented from that initiative?


MR. ROGER:  I believe by 2011 is when they expected to implement any new rate structures, and I think it is tied into the availability of the smart meters.


There may be some initiatives that are sort of proposed earlier than that, but I thought that the paper contemplated that by 2011 they would have new rate structures.


MR. VLAHOS:  All right.  Sorry, Mr. Thompson.


MR. THOMPSON:  No, fine.  I am just trying to help the Board, as well.  Mr. Vickers is, technically, representing himself.  I am just trying to nail down this funding point, if I might, Mr. Roger.


I thought you were saying you wouldn't discontinue this because you have lost some funding from the OPA; it terminated.  Did I understand that correctly?


MR. ROGER:  The funding what was not from the OPA.  We had funding out of the third generation MARR.  All distributors were allowed to increase rates in 2005 as long as the third step of MARR, one year worth of revenues, were used to fund conservation and demand management programs.  This time-of-use -- interim time-of-use pilot was funded, where -- the difference between the revenues collected and the interim time-of-use rates and the standard distribution rates was funded out of that third step of MARR or conservation and demand management funds.


MR. THOMPSON:  Okay.  So what I am trying to find out is what amount was attributable to the funding that is attributable to this particular customer, because I thought time-of-use rates recognized that it is far less costly to serve people off-peak than throughout the day?


So what's the funding that you say you have lost attributable to this customer?  Can you help us there?


MR. INNIS:  I can help a bit with that.  In total for the time-of-use program, there's $1.1 million in funding that was part of the 39.5 CDM funding.  With respect to this specific customer, I don't know that amount.


MR. ROGER:  If I might add, I think the distribution rates have been established and approved by this Board assuming the customer gets billed on the maximum demand they incur, regardless of when it occurs.


If we bill one customer now based on the demand that is established during the peak period, we are collecting less money from this customer, because the distribution rates do not derive the revenues based on time of use.  That's the funding I am talking about.


MR. ROGERS:  Sorry, Mr. Thompson, I am trying to be helpful and I understand, sir, that the MARR funding is all gone.  In fact, the company is now bearing this cost itself, I guess up until April 30th and beyond, until the rates are re-established.  So at the moment, the company is actually subsidizing the Hopper Foundry, to the extent of that shortfall.  There is no funding.


MR. THOMPSON:  Well, are you suggesting that it costs $6,000 more per month to serve this customer?  Surely not, when it is operating off-peak.


MR. ROGER:  For distribution costs, yes, that is based on the cost-allocation study, and based on the proposed harmonization and the rate structures, that reflects the cost of providing these customers.

Again, we don't do rates on a customer-by-customer basis.  This customer belongs or is proposed to belong to the general service demand class. 

All the customers in that class will recover the revenues from all of those customers.  There are customers that will win and customers what will lose but the rates are designed from a customer class perspective not on individual customer by customer basis.   

MR. THOMPSON:  I am trying to find out, I guess, the amount -- we've got one customer that benefits from this TOU rate and we know that at some point or at least we're hoping with all of these smart meters, that this time-of-use pricing is going to be a more general phenomenon so that at some point this customer can move from an interim TOU arrangement to or more permanent TOU arrangement.  Yet you don't allow that to continue. 

What you're saying is:  Stop it dead here.  Increase that person's rates 60,000 a month and let's wait and see what happens.  Now, what is the prejudice of just letting it continue? 

MR. ROGER:  The Board is not determined that distribution rates would be time-differentiated in the future.  That is what we're waiting for.  If we continue to offer this customer time differentiated distribution rates, that revenue shortfall has to be made up by other customers. 

MR. VLAHOS:  Mr. Roger the time-of-use rates for distribution, it was -- it was common up to about five, six years ago.  Am I right in this?  Then it was this Board that actually eliminated the time-of-use rates for distribution, for the distribution component? 

MR. ROGER:  That's correct, Mr. Vlahos.  Up to May 2002, up to market opening, the bundled rates had some customers participating in what is called voluntary time-of-use rates at that stage.  When we applied as part of the RP-2000-0023 for unbundled rates for Hydro One distribution, we wanted to continue the time-of-use rates for some customers, because the impact was going to be very large. 

And this Board decided that time-of-use for distribution rates were not appropriate and ordered us to stop, as of market opening, offering time differentiated distribution rates. 

MR. VLAHOS:  Do you recall what the rationale was, sir?  The reasons for that decision? 

MR. ROGER:  I believe it has to do that from a distributor's perspective, we need to supply the assets, the feeder, and the transformers to supply a customer based on its maximum demand regardless of when it occurs.  There are no savings, there are no significant savings to a distributor from having customers establish, for example, a 700 kW maximum demand at night versus the day.  We still need to provide a feeder that is capable of providing that load and a transformer that is able to transform that load. 

It is not like in commodity costs where you can see if a customer consumes at night, that you probably could supply that out of base load generation.  And during the peak, probably you have to fire up more expensive generation. 

From a distributor's perspective, you need to supply that load, the maximum, regardless of when it occurs. 

MR. VLAHOS:  Right. 

MR. KAISER:  In your example -- sorry. 

MR. VLAHOS:  But I could have two customers, one operating at night, one in the day, and I would not have to double up the facilities.  Correct? 

MR. ROGER:  If there is full diversity, that's correct. 

MR. VLAHOS:  So that presupposes full diversity? 

MR. ROGER:  Correct. 

MR. VLAHOS:  All right. 

MR. KAISER:  Now, when you came to the Board with this plan, and it was approved, it was based, of course, on the theory -- as Mr. Thompson alludes to, these millions of dollars of smart meters that we're putting on, is that there is a cost saving if people use electricity off-peak.  And it is, as you have said, related in substantial part to the commodity charge. 

I notice here that the commodity charge stays the same, before and after. 

So when you were trying to calculate the benefits of this off-peak experiment, it doesn't seem to make any sense that the commodity charge would be identical peak or off-peak.  That was supposedly the saving. 

So if the commodity charge is identical peak or off-peak, there, by definition there will be no saving.  Isn't that right? 

MR. ROGER:  That's right.  The customer was already consuming in the off-peak.  So I think this reflects the fact that 3.2 cents a kilowatt-hour is a very low rate.  I think it is already reflect that most of the consumption is in the off-peak period.  I believe this is an interval meter customer that pays an hourly spot price, I believe, I'm not 100 percent sure -- times the load, so the 3.2 is based mainly on consumption during the off-peak period. The average price of commodities is five or six cents a kilowatt-hour.

MR. KAISER:  So could we say, then, that under your proposal this customer will still be getting a reduction in the commodity that reflects off-peak usage? 

MR. ROGER:  Absolutely. 

MR. KAISER:  Thank you. 

MR. THOMPSON:  All right.  Well, I spent longer on this than I anticipated.  The interim order that is referred to in the evidence, does that have a sunset clause?  In other words, does it end automatically on a date?  Or does the Board have to bring it to an end?  Or do you know? 

MR. ROGER:  The Board approval states that it was starting on November 10th, 2004 and ending on September 30th, 2007.  That was the interim approval. 

And we asked the Board an extension from September 30th, 2007 up to April 30th, 2008, where we would sort of continue to fund this out of CDM funds until the funds were exhausted for the CDM funding which occurred on April 30th, 2008. 

So it's already been extended once.

MR. THOMPSON:  So –- and it is continuing to operate now, as I understand it, you are still billing this customer on this time-of-use rate?  Have I got that straight? 

MR. ROGER:  That's correct.  Until the new rates are approved by this Board.

MR. THOMPSON:  Okay.  So if the Board were to extend this order, the date in this order, am I right that based on your experience, it would benefit this customer, but the others would likely move to the new rate structure because it has a cheaper alternative for them. 

MR. ROGER:  That's correct.  If the Board orders that to extend, it probably would apply only to this customer. 

MR. VLAHOS:  Sorry, Mr. Roger, if the Board does not extend, then what is the company's proposal, with respect to the rates for this specific customer? 

Are you asking the Board to order a rate adjustment as of May 1st? 

MR. ROGER:  I believe the rates have been declared interim as of May 1st, 2008. 

MR. VLAHOS:  Right.  Okay.  That is step number 1.  But what is the proposal? 

MR. ROGER:  The proposal will be to put these customers on a path over four years to the general service demand rate consistent with the harmonization of all other acquired general service rates. 

MR. VLAHOS:  Right.  So I guess the answer to my question is you're seeking an effective date of May 1st, 2008? 

MR. ROGERS:  Yes.  In effect, that's right. 

MR. THOMPSON:  For a bill of 9,000 a month? 

MR. ROGER:  That is the result of the proposal that we have in front of us.  We're trying to move to rates that are move co-reflective for the class.  Not on a customer-by-customer basis. 

MR. KAISER:  How much of that amount is due to the harmonization aspect of it? 

MR. ROGER:  I believe the rate they're paying right now is around $4 and it's going to $8, so that would be double.  But the biggest impact is going from billing 40 kilowatts to 700 kilowatts, that's the largest impact.  So the billing on a 24-hour clock is more of an impact than moving the rates from the acquired LDC to the general service.  That still has an impact.  But the largest impact is because of moving from billing just during the peak period to the maximum demand in the 24-hour clock. 

MR. THOMPSON:  You would be billing them on the same basis that you bill customers who operate 24 hours a day or operate at peak times. 

MR. ROGER:  Correct.  Because that is the way we bill all customers based on the maximum demand they establish, regardless of when they establish it.

MR. THOMPSON:  Lastly, just with respect to page 28 of the presentation to the foundry, this appears to be outlining the rate implications of the foundry taking action to qualify for the sub-transmission class.  Is that your understanding of this?


MR. ROGER:  Yes.  This seems to be that situation; right.


MR. THOMPSON:  Do you know what the foundry was advised it would cost to get itself into this situation?


MR. ROGER:  I am not aware what the costs would be to the company.  I am aware that we would have to upgrade the system in the area and it would cost Hydro One to upgrade the system to 27.6 kV.  I am not aware what the cost to the customer would be of having to upgrade to receive now 27.6 kV power.


MR. THOMPSON:  Okay.  Well, Mr. Vickers can tell us about that.


Okay, I think that is all I have for you on the foundry situation.  Do you want me to carry on, Mr. Chairman?


MR. KAISER:  Are you going on to something new?


MR. THOMPSON:  Yes.


MR. KAISER:  Would this be a convenient time to break?


MR. THOMPSON:  It would be, actually.


MR. KAISER:  All right.  We will come back in an hour.


MR. SIDLOFSKY:  Just before we break, sir, if I might, Mr. Chair, I had said that I may have some more questions on the matter of the Hopper Foundry.  Clearly Mr. Thompson has covered that field, so I will likely take my leave at the lunch break.  Thank you.


MR. KAISER:  Thank you.


--- Luncheon recess taken at 12:22 p.m.


--- On resuming at 1:30 p.m.

MR. KAISER:  Please be seated.

Mr. Thompson.

MR. ROGERS:  Yes, excuse me Mr. Kaiser before my friend begins, could I advise the Board that this afternoon I have arranged to file undertaking J1.6, J3.4, and J3.11 and, in addition, I inadvertently this morning, Exhibit J2.4 omitted an attachment and we have corrected that oversight.

Thank you.

MR. KAISER:  Thank you.

MR. THOMPSON:  Thank you, Mr. Chairman.

Panel, let me tell you that my client is interested in understanding the full range of customer impacts of your proposals, primarily on the general service class, which I think most of the manufacturers would be served under.  And we're talking here about the harmonization, cost allocation and rate design.

I propose this, because we want to evaluate the accuracy of the mitigation measures, so that is what my questions are designed to elicit information about those topics.

Now, you did give us a high-level overview in the examination-in-chief of the process that's being followed here, but I wondered if you could just clarify it for me in a little more detail.

What I am interested in is understanding where we are now, in terms of rate classes, allocation of costs to rate classes and revenue levels, and where this process that you followed has taken us.

So it is in that context that I pose these questions.  First of all, as far as the general service class is concerned, am I correct that we're really talking here about two broad categories of customers:  the legacy general service, as well as the acquired general service customers?

MR. ROGER:  That's correct.

MR. THOMPSON:  And in terms of the number of, total number of customers, distribution customers that Hydro One serves, I am just trying to get a proportion as between acquired and legacy.

I did some totals from the information in G1, tab 2, schedule 3, which took me to about 1,147,000-and-some-odd customers, and of that it appeared to me that about 154,000 of them were acquired customers, or a percentage of about 13, between 13 and 14 percent.  Are those numbers in the ballpark?

MR. ROGER:  Yes, they are.

MR. THOMPSON:  Okay.  And so where we are today is, we have, as I understand it, 13 classes of customer in the legacy group, and then in the acquired group, there is a broad number of customer classes, which I understand is because you acquired a whole lot of small municipally-owned electricity utilities; is that right?

MR. ROGER:  That's correct.  We acquired 88 LDCs.

MR. THOMPSON:  All right.  And the acquisition program has been going on for how many years, approximately?

MR. ROGER:  This particular acquisition program was in 2000 and 2001, with the exception of one LDC that was acquired in 2007, Terrace Bay, but the other 87 were between 2000 and 2002.

MR. THOMPSON:  So from that point on, have rates been set on the basis of this 13 classes for legacy and a broad number of classes for acquired customers?

MR. ROGER:  Until now the unbundled -- the initial unbundled rate were adjusted to reflect the changes in the revenue requirement.  So the rates for legacy and acquireds, were changed to reflect any changes in the revenue requirement.

MR. THOMPSON:  Okay.  So I guess what I am getting at is:  Is there a cost allocation with respect to the existing array of customer classes, where, as incremental costs are incurred after acquisition, they are spread out between the various classes, and then rates are set accordingly?  Is there a cost allocation that underpins existing rate levels?

MR. ROGER:  There is a revenue requirement, but there is no cost allocation.

MR. THOMPSON:  Okay.  So when we talk about harmonization -- and the reason I'm asking this question is your material seems to distinguish between harmonization and then further steps after harmonization, but I may misunderstand the use of the term.

So just step by step, to get us from where we are now with the 13 rate classes for legacy and the larger number for acquired, and to move to a harmonized scenario, am I correct that step 1 is to define the new rate classes?

MR. ROGER:  That's correct.

MR. THOMPSON:  And you have done that and you have -- as I understand it, you have come up with 12 rate classes?

MR. ROGER:  That's correct.

MR. THOMPSON:  And in terms of comparing those rate classes to the legacy rate classes, is there that much difference between them?

MR. ROGER:  The difference is that the fan class has been eliminated.  The seasonal customers have been combined into one class.  And the T class customers has been eliminated and merged with the new proposed sub-transmission class.  This is for the legacy customers.  We're creating also a new class called the distributor generator class.

MR. THOMPSON:  All right.  So I guess running through my mind is, if we only had the legacy customer classes, would we be going through this definition of new classes for the purposes of harmonizing?  Or would it be simply rolling new customers into those existing classes?  Is there that much difference between the legacy regime and the new regime?

MR. ROGER:  In the legacy regime, we had also what we called the single-phase general service class and a three- phase general service class.  That includes both energy build and demand build.  Our current proposal lines up the general service class more in line with what other LDCs have, which is a general service class for energy build customers or below 50 kW, and a general service class for demand build customers above 50 kW.

The single-phase and three-phase general service current classes includes both, energy builds and demand build.  The proposal cleans that up.

MR. THOMPSON:  Okay, thanks.  Okay.  So we have defined the new classes.  Then you have these two pools of customers, the legacy and the acquired.  And you move them into those new classes -- map them in or migrate them in.  Those terms are used in the evidence.  Have I got that straight?

MR. ROGER:  That's correct.

MR. THOMPSON:  And so is that the harmonization step?  Or does harmonization encompass something more?

MR. ROGER:  That describes the harmonization step, but now we also have the cost-allocation methodology that allows us to determine the revenue requirement responsibility for these 12 customer classes.  We didn't have that before.

MR. THOMPSON:  Okay.  So just so I understand it.  So you have these classes and their rates are set on the basis of, as you mentioned, revenue requirement changes that occurred over the years.  There's no cost allocation underpinning them.

So when you put them into the new classes, do I understand correctly, they take with them the current revenue requirement?  So that the dollars that are "allocated" to those classes are what they bring in with them, initially.

MR. ROGER:  That's the revenues -- current rates when we calculate the revenue-to-cost ratio, it is determined by the revenues we collect from those customers right now.

MR. THOMPSON:  And so when you talk in the evidence about the impact of harmonization -- this is in, I think, the Exhibit G2, tab 2, schedule 1.  If you go over to page 15, it's a section called "Acquired Customer Classes - Harmonization Impact", and there are tables there.


I am interested in tables 9 and 10, because it focusses on the general service class, but this, as I understand it, is -- this table -- these tables 9 and 10 in this section relate to acquired customers, and it is showing that 6,243 acquired GS customers go into the urban general service category, and then there is 12,632 that go into the general service category.  That's on the energy side.


Then on the demand side, you see the numbers on table 10, and those cross-reference to numbers in the -- in an earlier schedule, G2, tab 2, schedule 3.


What's this telling me in terms of harmonization?  What are these tables telling me?


MR. ROGER:  These tables show the impact to those customers comparing their current rates in 2007 versus their target rates in 2011, the distribution rate, but it also reflects the changes to the regional transmission service rates, and to the extent that we change the loss factors, it also reflects the loss factors.  It reflects the impact of eliminating rider number 1 and new proposed rider number 3.


So this is an impact of all our proposals, including the harmonization, including the revenue requirement responsibility by customer class.


MR. THOMPSON:  So what's the difference, if any, between that presentation, the harmonization impact, and the material that appears in the G1 exhibit, tab 10, the bill impacts?  Is there any difference, conceptually?


MR. ROGER:  What's the second reference, G1...?


MR. THOMPSON:  G1, tab 7, schedule 1 talks about bill impacts, legacy customers, and then I think it goes on and deals with bill impacts, acquired customers.


I was trying to understand the difference, if there is any, in these impact analyses in each of these separate sections of the evidence.


MR. ROGER:  G1-72 shows the impact for each of the acquired LDCs.  In G2-21 it just has an impact for all of them by ranges, but the information is exactly the same.  It is just shown in a different format.


MR. THOMPSON:  Okay, that's helpful.  So to get to this point, to get the point of analyzing impacts, you have to allocate costs to the various customer classes; correct?


MR. ROGER:  Correct.


MR. THOMPSON:  You do that using the Board's approved cost methodology.  I don't know if I articulated that properly, but it's something to that effect; is that correct?


MR. ROGER:  That's correct.


MR. THOMPSON:  Now, is that done before you allocate the revenue deficiency that's being claimed in this case?  I am just trying to understand how we move from a presentation that has all of the new rate classes, the revenues under current rates' costs, but are those costs including revenue deficiency claimed in this case or costs embedded in the current rates?  Can you help me there?


MR. ROGER:  I am not sure I understand, but let me try.


In Exhibit G1, tab 3, schedule 1, on table 1 on page 2, you would find there the allocation of the revenue requirement to the customer classes based on the OEB cost-allocation methodology.


The second row shows the revenues at current rates for those customers based on the rate that they're paying right now, adjusted to give us the proposed revenue requirement. 

And the third row shows the revenue-to-cost ratios that come out comparing the cost allocated, cost based on the methodology from the Board and the revenues at current rates adjusted proportionally to give us the increased revenue requirement.


Then on table 2 on page 4 of Exhibit G1, tab 3, schedule 1, we have the proposed revenue-to-cost ratio, and that determines how much revenue requirement we want to collect from the 12 customer classes.


Once that we have the revenue requirement, we have to determine the rates that will give us that revenue requirement, and those are the target rates.


Then the impacts that we were just talking about is moving from the current rates to those target rates that give us this revenue requirement.


MR. THOMPSON:  Okay.  Well, I think I understand.  Let's just go back to table 1 for a second, Exhibit G1, tab 3, schedule 1.  The revenue requirement there, you're telling me, it's the 2008 revenue requirement, the revenue requirement in this case?


MR. ROGER:  Correct.


MR. THOMPSON:  That has been allocated in line 1 using the Board's cost allocation?


MR. ROGER:  That's correct.


MR. THOMPSON:  Then what you've done, as I understand it, in line 2, you have taken the revenues at current rates, but adjusted them up to equate to the 1066.6?


MR. ROGER:  That's correct.


MR. THOMPSON:  And how was that adjustment done?  Simply proportionately?


MR. ROGER:  Correct, simply proportionally.


MR. THOMPSON:  All right, that helps me.  Then it's from there you do your adjustments to produce the target revenue-to-cost ratios, and that then, in turn, leads you to the target rate components; is that right?


MR. ROGER:  That's right.


MR. THOMPSON:  So when you get to the target rate components, this, as I understand it, is the end state target?


MR. ROGER:  That's correct.


MR. THOMPSON:  Then having looked at those targets, you then say the impact is too great in some situations and we have to mitigate that.  Is that the process?


MR. ROGER:  That's the process, yes.


MR. THOMPSON:  Your mitigation proposal is, where necessary, a four-year phase-in?


MR. ROGER:  A four-year phase-in and the average customer at average consumption impact of less than 10 percent on total bill in the first year, 8 percent in second year, 7 percent on the third year.


MR. THOMPSON:  It is then this concept of the average customer, which is your benchmark for measuring impact, and, as I understand what you said this morning, is that doesn't necessarily mean every customer in the new class is limited to 10 percent.  And looking at the Hopper Foundry, they're clearly one that is outside that range.


So could you just explain to me what the benchmark is, and then I want to find out what are the -- within the class, what are the impacts that we're looking at?


MR. ROGER:  The 10 percent target is consistent with this Board guidelines in the 2006 Electricity Distribution Rate Handbook.  In chapter 13 in section 13.1 under mitigation methodologies, it states here the applicant must file a mitigation plan if total bill increases for any customer class or group exceeds 10 percent.


That's the covenant that we applied in this proceeding.  It is a similar guideline that we applied in 2005 and 2006.


MR. THOMPSON:  Right.  But you -- as I understand it, you used the concept of the average customer to measure impact on a class.  So what is an average customer in general service, for example?  How do you determine that?


MR. ROGER:  There is an interrogatory with that information, if you can give me a minute, please.


 Exhibit H, tab 12, schedule 53 shows the average consumption for legacy customers.  And it's, strictly speaking, the total consumption for the class, divided by the number of customers in the class, divided by 12. 

MR. THOMPSON:  Okay.  So if the impact on that customer is 10 percent or less, that is the end state impact, we don't need phase-in under your proposition.  The rate changes can be implemented now; is that right? 

MR. ROGER:  No, that's not right.  What we are proposing is for residential and general service class, we phase them in over four years. 

Some customers within those classes could have impact of less than 10 percent, but for the whole class, we're phasing the rates over four years because there are customers within those classes that would have impact higher than 10 percent. 

MR. THOMPSON:  Well, maybe I didn't express myself clearly.  But is the impact not measured on the basis of its -- of the impact on the average customer? 

MR. ROGER:  Yes, it is. 

MR. THOMPSON:  Okay.  So let's just take the general service class and assume the average customer on a scale of 1 to 10 is at 5.  Okay. 

What I'm trying to find out is, within these rate classes where the average customer has an impact of 10 percent or 30 or 40 in the end state that you're contemplating, what are the -- other than average, what are the impacts on the other than average?  What's the worst-case impact scenario for each customer class and how many customers are up there?  Is there anything in the evidence that helps us with that? 

MR. ROGER:  The impacts for, based on average consumption for the four year are shown in Exhibit G1, tab 7, schedule 1.  Table 4 on page 6.


MR. THOMPSON:  This is on legacy; right? 

MR. ROGER:  This is legacy, correct. 

MR. THOMPSON:  Okay.

MR. ROGER:  Urban general service or UGE, we have farms, single-phase farms that are going to be mapped there with an impact of a reduction of 21.6 percent, total bill impact. 

MR. THOMPSON:  But is that for the average customer? 

MR. ROGER:  That's based on the consumption of that interrogatory H, tab 12, 53, based on the average consumption, yes. 

MR. THOMPSON:  Okay.  And so there will be customers in that class that might have a reduction greater than 21 and some that have less? 

MR. ROGER:  Correct.

MR. THOMPSON:  So what I'm trying to get are the bounds.  Is there somewhere in the evidence that those numbers are available to us? 

MR. ROGER:  We've shown in the evidence also the impacts at different levels of consumption, but we have not taken the -- we have not done this on a customer-by-customer basis. 

MR. THOMPSON:  So do you know what the worst case scenario is? 

MR. ROGER:  No, I don't. 

MR. THOMPSON:  So when we come to acquired customers, that evidence is -- it's G1, tab 7, schedule 2, we see again, here, the bill impacts for these -- this is now done on a community-by-community basis because this is the way these rate schedules are currently structured; right?

MR. ROGER:  That's correct.  And also based on average consumption.

MR. THOMPSON:  Right.  But if we run through the -- this again is based on the average customer in each of those rate classes so we have GS less than 50 and GS greater than 50 being shown here.  Am I right? 

MR. ROGER:  That's right. 

MR. THOMPSON:  So if I go over to, let's take something close to home here, Perth, which is on page 7 of 10, we see total bill, this is a distribution and riders is 29.6 percent for the average customer.  That's for the GS less than fifty; right? 

MR. ROGER:  Right.  That excludes the impact of the riders on our TSR.  It would be 27.4. 

MR. THOMPSON:  All right.  So then we take that number.  But within that -- that customer base, I think you're telling me there are customers who could be above 27.4 and customers below 27.4. 

MR. ROGER:  That's correct.  And if I can take you now to Exhibit G2, tab 5, schedule 6 --

MR. THOMPSON:  Schedule 6?  Right.  I'm there, yes. 

MR. ROGER:  On page 50 of 97 --

MR. THOMPSON:  Five, zero, sorry? 

MR. ROGER:  Yes. 

MR. THOMPSON:  Thank you.  Right. 

MR. ROGER:  You can see the impact of customers that the old class was Perth, moving to the urban general service energy bill, at different levels of consumption and on the right-hand side, you see the total bill impact depending on the consumption ranges from 5.8 percent to 9.2 percent. 

MR. THOMPSON:  For the average customer? 

MR. ROGER:  No.  This is based on 1,000 kilowatt-hours consumption, based on 2,000 kilowatt-hour consumption. 

MR. THOMPSON:  Okay.  So does this then give me -- is this the exhibit that gives us the range of impacts?  If I go to forest, do I see the foundry showing a bill going from 3000 to 9000? 

MR. ROGER:  This is not by customer class.  This is by a certain levels of consumption.  So you would see forest there, on page 45, the impact of a customer in forest that is currently a general service energy bill moving to the general service energy class, and the impact if a customer consumes 1,000 kilowatt hours, 2,000, 5,000, 10,000 or 15,000 kilowatt-hours. 

MR. THOMPSON:  But this is showing the numbers between the -- if I am reading this correctly, 8.6 percent and 9.2 percent. 

MR. ROGER:  Correct.  Because that is a level of consumption for the customer, but the 1,000 kilowatt-hours, what the bill would be for a customer. 

MR. THOMPSON:  Okay.  Again, is this going to help customers in these communities who are not average, to find out what is this going to mean to me?  Or are they going to get a shock like Mr. Vickers got when Hydro One visits him and tells him you're going from 3,000 to 9,000 per month? 

What is the measure that you are proposing that prevents that situation from occurring? 

MR. ROGER:  We've complied with the Board guidelines of limiting the impact for average customers at average consumption to 10 percent or less. 

All of the information is here.  The proposed rates are here.  If the customer has his own or her own consumption, they can apply the rates and see what the impact would be. 

MR. THOMPSON:  Why don't you do that and give us the worst-case scenario for the rate classes and identify these customers that are going to be well up there?  Surely that can be done. 

MR. ROGER:  I don't think we have the capability of running our billing data based on current rates and the proposed rates for 1.1 million customers. 

MR. THOMPSON:  I'm not suggesting it for 1.1, but you must have some idea who are going to be whacked with these proposals.


I am really focussing on a customer communication, advanced warning kind of concern my client has.


MR. ROGER:  We're undertaking customer communications to let the customer know of our proposal and what the impacts are for average customers.


MR. THOMPSON:  All right.  Well, let me come at it another way.  Apart from this 10 percent for the average customer guideline for the purposes of impact measurement, is there some other feature that could be incorporated into your proposal that would have a capping effect for people who were going to be well above that number?


For example, if an individual customer was facing an increase of 30 percent per year because it was not average, is there something that could be done to cap that, let's say, at 20 and extend the phase-in for that particular customer?  Get my drift?


MR. ROGER:  Based on average consumption, our proposal is to phase in the rates over four years to limit the impact to average customers to those thresholds.


MR. THOMPSON:  I'm talking about non-average customers.  Do you have any proposal to limit the impact on non-average, and particularly those on the high end?


MR. ROGER:  No.


MR. THOMPSON:  Again my question is:  Can one be developed?


MR. ROGER:  I think it would require us to run the billing data for each single customer comparing the existing rates to the proposed rates to be able to determine who the customers are.


MR. THOMPSON:  All right.


MR. KAISER:  Does that mean that within these classes you don't know what the worst case is?  You just know what the average case is?


MR. ROGER:  That's correct.  We have an exhibit for -- what is it?  Exhibit H, tab 12 -- H-12-61, attachment A.  That shows for the residential customers how many customers consumed at different levels of consumption.


MR. THOMPSON:  Does that help us with impacts?


MR. ROGER:  For example, Ailsa Craig shows there on page 1 of 2 that they have 17 customers that consume between zero and 250 kilowatt-hours out of 348 customers in that utility.


If we go now to Exhibit G1, -- sorry G2, tab 5, schedule 6, on page 5 of 57, their impacts for customer -- residential customers in Ailsa Craig being marked to the R1 and you will see, for example, that the impacts for customers consuming 250 kilowatt-hours is 10.6 percent.  So then you can see that there would be 17 customers that consumed 250 kilowatt-hours or less from H12-61.


So for residential customers you -- combining the two, you would see how many customers would have the impacts shown in G2, tab 5, schedule 6.


MR. THOMPSON:  It's not giving us the worst case scenario for the class.  You're just telling us we can find out how many fit these ranges on -- well, this consumption level from information that's in this interrogatory response.


MR. ROGER:  That's correct.


MR. THOMPSON:  All right.  Well, I'm not going to dwell on this.  We will have to reflect on it and see if there are some suggestions we can make.  But in terms of cost allocation and the results of the cost allocation, we can see, from the rates that are coming out of this, that at a high level it looks like the legacy rates come down a bit and the acquired rates go up more than a bit.  Is that, big picture, the impact of this?


MR. ROGER:  That refers to the results of the cost allocation, and when you compare that versus the rates, it shows that the acquired LDCs are not paying their fair share of the costs.


MR. THOMPSON:  Just a couple of questions in terms of the costs that may be driving this.  I am interested in how they're allocated, and let me just give you an example.


Let's assume just for the sake of simplicity that you had a legacy portfolio of customers, let's call it 100 customers, and the net book value of assets supporting service to those customers is $200 a customer.


So we've got $20,000 of costs, and, since they're legacy, you would be recovering operating costs from them in return from those customers; right?  Hydro One always recovered return from its customers; is that right?


MR. ROGER:  I don't think we do it in legacy or acquired separately.  This cost allocation is based on the 12 customer classes that includes both legacy and acquired customers.


MR. THOMPSON:  Hear out my example.  That is scenario 1.  For the purposes of this discussion, assume operating costs of $10 and return of $10 for each customer, so $20 being collected in current rates for your legacy customers.


Then you have one of these municipally-owned utilities, small, and pre-acquisition let's assume it has ten customers, same net book value, 200 a customer, book val (sic) the assets $2,000, but they're only charging operating costs.  They're not charging a return.


You folks see that as an opportunity.  You buy the utility for $3,000.  You pay a premium on its acquisition, and then a return gets charged on those rates once you have taken them into the fold.


My question is:  How were those dollars, those acquisition premium dollars and the added return dollars, allocated before you applied the Board's cost-allocation guidelines and how are they being allocated now?  Can you help me?


MR. INNIS:  With respect to the premium dollars, that would have gone to goodwill, and that is not allocated to customers.


MR. THOMPSON:  So where did that go?


MR. INNIS:  That's on our balance sheet.


MR. THOMPSON:  Okay.  So what about the return dollars?  Do they get allocated to the acquired customers only across the system?


MR. INNIS:  When we calculate our revenue requirement, that would include both legacy and acquired customers.  The revenue requirement then is based on the return associated with the total set of customers, not discretely for legacy or acquired.

MR. THOMPSON:  So what's driving the disproportionate increase of costs to acquired customers?  Is it these return dollars?  Is it because their average costs of plant are older and more fully depreciated?  What is the explanation for the big jump-up compared to legacy, which are coming down?


MR. ROGER:  The explanation is that their rates are low compared to our legacy rates.  Their rates are not based on cost of service study.  So the rates, to begin with, are much lower than our legacy rates, but now they're getting the same service from us, same customer service, using the same assets, and now we have a cost-allocation study that allocates those costs to the customer classes.


MR. THOMPSON:  Is your legacy plant newer than this acquired stuff?  Is it gold-plated compared to this acquired stuff?


Is there anything in the costs of legacy versus the net book value of acquired that accounts for this jump-up in rates?  Are you telling me the rates being charged by utilities you acquired were recovering less than what those utilities were spending to provide service?


MR. ROGER:  The rates of the acquired utilities who are charging their customers were not based on cost-allocation studies, so I cannot say if they were or were not recovering all of their costs.


I think your assumption is that the current rates are based on cost-allocation studies.  They're not.  They are a result of the unbundling exercise.


MR. THOMPSON:  Well my assumption is that -- you know, it's a zero-sum game.  My assumption is that acquireds were at least, as a pool, were recovering the costs that they were incurring to provide service to their customers.


And so I am speculating that their plant must have, on balance, been older than what you folks have or they spent less per kilometre or something like that to account for this jump-up.


MR. ROGER:  I think the assumption that the rates were recovering the costs may not be correct for all of them.  In some cases, their rates are extremely low, so it is very hard to understand how they could be recovering their costs.


MR. THOMPSON:  Okay.  I think that's about it.


MR. VLAHOS:  Mr. Roger, was there a return component to the acquired rates at any point imposed by or approved by the Board since unbundling?


MR. ROGER:  MARR 2 or MARR 3 would be a return, I believe --


MR. VLAHOS:  For the acquired only now, right?


MR. ROGER:  That's correct.  When we increased the rates in 2005 to achieve MARR 3, and one year worth of MARR revenues were supposed to be used -- were used for conservation and demand management, then the rates for the acquired LDC were raised to achieve a -- for Hydro One, in total, the full rate-of-return approved and then that determined the revenue requirement and then all of the rates were adjusted proportionally to recover that Hydro One approved revenue requirement.  We didn't do it just for the acquireds.


MR. VLAHOS:  So implicitly then, there is a return component to the acquired revenue requirement?


MR. INNIS:  For 2008 are we talking?  Yes.


MR. VLAHOS:  Well, today's rates.


MR. INNIS:  In today's rates, correct.


MR. VLAHOS:  So, okay.  Because I thought Mr. Thompson had assumed -- and I could be corrected, Mr. Thompson -- that he assumed there was no return component to the acquired rates.


MR. THOMPSON:  When they were acquired, I think, was my assumption.  But I assume once you acquired them, you then, in subsequent cases, included a return on those acquired assets and allocated that in some way to their rates.  Is that right?


MR. INNIS:  Yes, that would be correct.


MR. THOMPSON:  So these communities that are complaining about the rate freeze and so on, they would have, at some point, got a return chunk added to their rates if they weren't collecting it themselves.


MR. ROGER:  We did not adjust the rate for the acquireds differently than we did for the legacy customers.  We had revenue requirement approved for Hydro One.  Let's assume that revenue requirement resulted in a 10 percent increase providing Hydro One as a whole, a certain return on assets.


We increased all of the rates then for legacy and acquired by 10 percent.


MR. SOMMERVILLE:  In third jumps, a third at a time?  MARR was split into three slices.


MR. ROGER:  Right.  But that was --


MR. SOMMERVILLE:  The last slice was the CDM slice.


MR. ROGER:  Correct.


MR. SOMMERVILLE:  What effect does the fact that these acquired systems represent, what, between 10 and 13 percent of the overall picture, what effect does that have on the, on their share of the actual return?


I think, is there any aspect of that that leads to the conclusion that there may not be a full burden of return for the acquired systems, to date?


MR. INNIS:  Just a moment, please.


[Witness panel confers]


MR. ROGER:  Let me try -- hopefully this might help.  For example, in 2006, we got an approval for $965 million of revenue requirement.  That translated, in 10 percent increase on the revenue requirement over the revenue that was being collected at current rates from all customers.


So then we just raised the rates for all customers by 10 percent, but it was still based on their original unbundled rates that have always been increased proportionally.  There was never a cost allocation underlying those rates.


MR. SOMMERVILLE:  Got you.


MR. THOMPSON:  So doing that cost allocation – sorry, back up.


To the extent, just adding on 10 percent doesn't allocate to the acquireds a full return on their asset base.  Then when you do the cost allocation you will get a cost shift away from legacy to acquired because you have now allocated the return on a rate base allocation factor.


MR. ROGER:  But it's not only the return.  It is all the revenue requirement and all of the rate base.


MR. THOMPSON:  I'm just using return as an example.


MR. ROGER:  Yes.  They are being allocated now their fair share of costs.


MR. THOMPSON:  Okay.  Now, I will finish up where I started this G2, tab 2, schedule 1, page 15 these ranges that are provided for residential and general service and customers -- acquired customers.


Is that range a percentage?  What -- there's customer numbers, I think, here is in column 2.  Then we've got impact range in column 3.  And it goes from taking GS energy table 9, it goes from zero to 37.  Now is that from zero percent to 37 percent?


And my question is:  What is that telling us?


MR. ROGER:  On table 9, on Exhibit G2, tab 2, schedule is 1, what it is showing us, that for the general service class for the acquired LDC there is one LDC with 99 customers that would have impacts on total bill of the proposal between 6 and 9 percent, at the end of the four years.


And the highest impact, there are four LDCs with 503 customers that would have total bill impact between 33 and 37 percent on total bill, based on average consumption by the end of the four years.


MR. THOMPSON:  So this, again, is -- it's not bounds of those affected.  It is still the average customer?


MR. ROGER:  Correct.


MR. THOMPSON:  All right.  Thank you very much.


MR. KAISER:  Who is next?


MR. POCH:  Mr. Chairman, I think with the grace of my friends they have squeezed me in since I was constrained on both sides.  I should be fairly brief.  I understand Mr. Klippenstein will be cross-examining more generally on CDM trajectories and targets and so on, so I will try to leave that.  Except for a few basic questions for context, most of my cross-examination is on lost revenue adjustment mechanism.


Mr. Chair, I did file two documents - I hope the panel has in front of them - one entitled GEC cross-examination materials, I will look to Mr. Rogers to make sure the witnesses have that as well.


MR. MILLAR:  Exhibit K4.7.

EXHIBIT NO. K4.7:  GEC CROSS-EXAMINATION MATERIALS

MR. POCH:  The other is a single page which managed not to find its way into that document, which has some math on it.  I am sure I will get my math corrected.  It is -- the first line reads, "GEC Cross Exhibit:  SSN incentive v. LRAM disincentive." 

Do you have that before you, sir?


MR. KAISER:  Yes, thank you.


MR. POCH:  Could I get a separate number for that?


MR. KAISER:  Yes.


MR. MILLAR:  K4.8.


MR. POCH:  Thank you.

EXHIBIT NO. K4.8:  DOCUMENT TITLED "GEC CROSS EXHIBIT:  SSN INCENTIVE V. LRAM DISINCENTIVE." 

MR. POCH:  And I have a few extra copies for anybody in the room who wants to follow along.


Panel, am I correct that the situation with CDM in your proposal is there's -- the only thing that is in it affecting your revenue requirement is about $1 million in overheads?  All the rest is either MARR funded until -- was MARR funded until April, about $3 million, or is expected to be OPA contracted and funded?


MR. BUT:  That's correct.


MR. POCH:  And I have a number in my head, and I apologize I don't have a reference for it, but that you expected to have about $14 million to spend based on what you applied to OPA for, is that correct, or can you update us on what you asked OPA for?


MR. BUT:  Based on the legacy information that we updated most recently, for 2008, based on current approved funding project from OPA, in 2008 the approved funding currently is estimated at about $20,195,000.


MR. POCH:  Okay.  Are you still working with OPA on other proposals that might affect 2008?


MR. BUT:  Yes.  We still have proposals that we have not got approval from OPA yet.


For example, we haven't got the funding approved for the small commercial direct install, and looking at the table in H2-8, and, in addition, we also have application for the in-home display, as well as First Nation retrofits.  Those are the projects that we are currently waiting for approval and discussion, and we will from OPA, as well


MR. POCH:  If you are funded by OPA of those, can you give me a ballpark estimate of what they might amount to in terms of budget?


MR. BUT:  If we were to be successful in getting the approved funding for the in-home displays and First Nation retrofits, this year, for example, the total funding would be increased from $20 million to -- by another $12 million, but I should note that not all of that money will be spent in 2008.


MR. POCH:  All right.  So somewhere -- you expect it land somewhere between $20- and $30 million; is that fair?


MR. BUT:  That's correct.  I believe that it will be more than about $20 million.


MR. POCH:  Okay, thank you.


Now, can you open the Exhibit K4.7, my cross-examination materials book, and turn to page 4 of that booklet?


I just wondered if you could give me the genesis of the numbers in table 2 there, which are the numbers I am reading as included in your load forecast for Hydro One retail, not embedded, for CDM?


MR. BUT:  The table 2 you referenced to basically is contained in A14-3, table 2.  In table 2 it shows, for example, for 2008 the CDM impact we are seeking for 2008 cumulatively is 437 gigawatt hours for Hydro One retail.


MR. POCH:  Okay.  By cumulative, you mean since you started the MARR program, the spending on CDM?


MR. BUT:  Exactly.  To be more specific, the incremental value over 2008 is basically, in this table 2, 437 minus 311, and that will give you 126 gigawatt hours.


MR. POCH:  Okay.  We will come to the math in a moment, but I just wanted to understand.


Where does that 437 come from?  Given the uncertainty about what you're going to be doing this year and what others might be doing in your service territory, OPA, in particular, where does the 437 come from?  That's the number you have chosen to use in your load forecast.  Is that OPA's estimate?


MR. BUT:  For the 2008 numbers, the incremental of the 126, that is basically the Hydro One share of the OPA target for 2008, and for 2008 OPA is projecting 0.8 kilowatt-hours.


MR. POCH:  Okay.  So the 126 that's the incremental amount for 2008, you are basically saying that's OPA's number pro rata, and you have prorated it for your...


MR. BUT:  Yes, this is correct.  On a forecasting basis, we are basically using our market share of the province to come out with the estimate for 2008.


MR. POCH:  You view OPA's numbers as reliable enough to set rates on that basis?


MR. BUT:  This is not whether OPA numbers are reliable or not, but this is the OPA target.  They're responsible for CDM in terms of delivering the CDM target, contributing to the fourteen-fifty for the province for the year 2010, and for 2008 that is what they said they would like to achieve.


MR. POCH:  You're setting rates on that basis?


MR. BUT:  We're using that CDM reduction in our load forecast.


MR. POCH:  That's being used to --


MR. BUT:  That is used in the revenue requirement, yes.


MR. POCH:  Okay.  Now, if would turn in our cross book to page 2 of the cross book, this is from your Exhibit A, tab 17 at page 1.  You reproduce there a snippet from the Board's decision last time around, and I will just read it.


I guess the section says:

"The Board expects Hydro One's next CDM load reduction forecast of this order of magnitude to include a proposal for an LRAM."


Correct?


MR. BUT:  Yes, that's correct.


MR. POCH:  I take it that none has been forthcoming; correct?


MR. BUT:  As we explained this morning in our argument-in-chief, we have not done that for a number of reasons.


MR. POCH:  I apologize I wasn't able to be here this morning.  I was in another proceeding before the Board elsewhere, but am I correct in understanding that the basic reason you are able to do that is you are not in a position at this time to separate out what the likely impacts of your - that is, Hydro One's - CDM efforts are on your -- in your service territory as opposed to the efforts that might flow from OPA's province-wide efforts and others; correct?


MR. BUT:  That is correct.


MR. POCH:  All right.  And would you agree with me that the LRAM was not conceived of to be an incentive, a positive incentive, to spur performance, so much as it is really -- what its intention is is to remove a disincentive; that is, the disincentive of lost revenues, and also -- should you be very successful in CDM, or to remove an unearned reward if your CDM forecast doesn't materialize.  Is that fair?


MR. BUT:  Can you repeat your question again?


MR. POCH:  The LRAM works in two ways.  It either removes the disincentive the company would face for excellence in CDM beyond what is forecast, because if you  -- the more CDM you get, the less marginal revenue you have in the rate year.  That's one thing that LRAM does; correct?


MR. BUT:  Well, my understanding of the LRAM is that it will basically protect the lost revenue resulting from the CDM impacts.


MR. POCH:  Let's back up a minute.


Without an LRAM, if you go out and do CDM, you lose revenue compared to the situation -- in a year compared to the situation where you don't do the CDM?


MR. BUT:  That is correct.


MR. POCH:  So there is a disincentive unless you have an LRAM?


MR. BUT:  That is correct.


MR. POCH:  All right.  On the other side of the coin, to the extent that you set rates based on a projected amount of CDM, whoever was going to deliver it, and that CDM doesn't materialize, you will over-recover, all else being equal?


MR. BUT:  That is correct, but it is very difficult to measure different type of factors that you just mentioned.


MR. POCH:  I don't disagree.  I'm not criticizing.  I'm just saying the mechanics of the piece are you will over-collect and, in effect, be rewarded if the CDM doesn't materialize?


MR. BUT:  I may disagree with you in the sense that we may not know exactly what impact is due to what.


We are talking about impacts, for example, this morning coming from Hydro One's program, you could have program from OPA.  We could also have program resulting from our customer actions.  So from that point, it is really convoluted in knowing what is LRAM and what is not LRAM-related.


MR. POCH:  In fact that is precisely true; it doesn't matter who does the CDM or doesn't do the CDM.  To the extent there is a variance from forecast and you don't have a LRAM to pick it up, you're going to be either rewarded or not.  Sorry, I am losing my train of thought. 

That's the effect that I was referring to, that is you're going to over-recover if the CDM doesn't materialize as forecast.  It doesn't matter who you are forecasting was going to do the CDM; correct?

MR. BUT:  And your question is? 

MR. POCH:  You are agreeing with my observation? 

MR. BUT:  Not necessarily, because we could be over-collecting and under-collecting due to a number of reasons.  It could be weather effects, it could be the economy, it could be customer behaviour, it could be CDM.  So is there a set of factors that may not necessarily be due to CDM. 

MR. POCH:  Fair enough.  Some of those factors like the economy would affect you even if you were, if you had  -- did have a fix on what you think Hydro One's CDM was going to be, and if you had a LRAM some of those factors could confound the result as well. 

MR. BUT:  That's correct. 

MR. POCH:  Okay.  Now, you're doing most of the CDM under contract for OPA. 

Do they explicitly reward you for lost revenues?  Do they have a lost revenue mechanism name proposal? 

MR. BUT:  I don't think we have, no. 

MR. POCH:  Let me go to the numbers.  If you could turn up the other exhibit, which is K4.8.  Just confirm some of the numbers. 

The third tranche MARR funding, funded CDM was 39 million over the period; correct? 

MR. BUT:  That is correct. 

MR. POCH:  And the -- you provided, in the document that I have -- which is footnoted there, it's on the OEB's website, and I have just excised the portion.  This is from your annual report to the Ontario Energy Board for 2007. 

You have provided the rolled in cost benefit there.  Have I reproduced that correctly? 

MR. BUT:  Your reference is correct. 

MR. POCH:  Okay.  I think we have already -- you have already taken me through the math, that the next two lines are correct, that the incremental gigawatt-hours that you have included in your load forecast for 2008 are 126 gigawatt-hours. 

MR. BUT:  That's correct. 

MR. POCH:  All right.  And just doing the math, then, I -- if we assumed that the -- if, this is an assumption we assume you can maintain a similar benefit cost ratio to the work that has been done so far, that you reported in the report noted above, I've just crunched the numbers there and, from that 126 gigawatt-hours we would expect about a  -- close to a $36 million net benefit.  Do you follow the math there, and does that seem right? 

MR. BUT:  Your calculation is correct.  I would like to note that that is based on the assumption that the same type of programs that we have done in the last years would be repeated in 2008 and so on and so forth.  That may not be correct.

MR. POCH:  Sure.  And I put the "if" there to highlight that.  Perhaps we should underline the if, of course.

The purpose of this document is to simply put in context what the LRAM does as opposed to –- in the order of magnitude.  So if, if Hydro One were to apply for a SSM based on what the Board allows, that is the 5 percent of net benefit, and if you were to -- if we were to analyze how much SSM would be available to the company if it, if its -- if that forecast we have just made, the assumption we just made was off by 50 percent either way, I have just crunched those numbers, 50 percent times 5 percent of the net benefit and come out at about $0.9 million.  Correct?  I have done that right? 

MR. BUT:  Your calculation is correct. 

MR. POCH:  All right.  Now let's look at what a LRAM does for a similar variation from forecast.



I have taken your load as 40.666 gigawatt-hours from the Exhibit A, tab 14, schedule 3.  Sound right? 

MR. BUT:  Yes, that's correct. 

MR. POCH:  And again we have used the 126 gigawatt-hour number derived above.  And I calculate -- that means that the CDM is expected -- the incremental CDM is expected to have about a third of a percentage point load reduction effect.  Is that right?

MR. BUT:  Your calculation is correct. 

MR. POCH:  All right.  Now, I have taken your total revenue, just over a billion dollars, I have picked the right number there, your total revenue? 

MR. BUT:  Yes, that's correct. 

MR. POCH:  Now I have made an assumption which I frankly assume is definitely incorrect, that is that the revenue varies at about -- on a 1 to 2 ratio with load.  Perhaps I could just ask you to help me there.

If you have a variation in load, due to CDM, so not due to customers coming and going but due to CDM, can you give me a sense of how much, if you have a 1 percent change in load, how much your revenue goes up or down?  It's obviously not a full 1 percent. 

MR. BUT:  Actually, we did check your calculation, and that assumption is not bad, because in Hydro One, about half of the revenue base is fixed charges.

MR. POCH:  We can jump to the bottom line and I have done the number crunching there.  My calculation is, we get a -- for 50 percent variance, the net revenue impact on you would be on the order of 0.83 million. 

MR. BUT:  That's correct.  Subject to all of these caveats. 

MR. POCH:  Okay, fair enough.  It is back of the envelope, I readily acknowledge that.

So the, can we agree then that the financial incentive to under-perform, or if you prefer to put it the other way, the disincentive that exists without a LRAM, is same order of magnitude as the potential SSM incentive on offer. 

MR. BUT:  With the assumption that you cited, that could be one of the assumptions. 

MR. POCH:  Is that fair --

MR. BUT:  That's a fair assumption.  However, as we discussed and agreed earlier, there are a lot of factors that may affect the number. 

MR. POCH:  I am just talking about the variance due to CDM here. 

MR. BUT:  Okay. 

MR. POCH:  Okay?  And you would agree that the 5 percent SSM was a number the Board accepted as being first cut - obviously we're learning as we go here - a reasonable number that would be sufficient to motivate behaviour by the LDCs.  Is that fair? 

MR. BUT:  I am not in a position to comment on what would be the right number, and whatever the Board decides, that number, Hydro One will be complying to that. 

MR. POCH:  Okay.  Now, you are aware that OPA publishes annual reports on CDM for the province, for example, the chief conservation officer's reports annually? 

MR. BUT:  Yes, I am aware of those reports.

MR. POCH:  And if you turn in the booklet, cross booklet again to pages 6 and 7, I -- page 7 is a copy of -- this was provided apparently it was filed with the Board by the OPA. 

I had sent an e-mail to them and they replied and went ahead and filed it through the rest.  So I gather it is on the record. 

You will see on page 7 my e-mail where I asked them simply basically to confirm that they would be, in fact, continuing to publish annual summaries of the province. 

I take it, from the answer on page 6, that if I can paraphrase, that they will continue to publish annual summaries and roughly a third of the particular programs will be scrutinized at a detailed EM&V level and so as time goes on, the results they publish will be increasingly accurate. 

Would you accept my read of that as a fair summary? 

MR. BUT:  I think that is a fair description.  However, as you missed my argument-in-chief this morning, I was talking about --

MR. ROGERS:  It was examination-in-chief. 

MR. BUT:  Examination in-chief.  Pardon me.  We were talking about in order for Hydro One to determine the LRAM, we would not only require the department's right number.  We do not need that number. 

The number that is relevant is the impact specific to Hydro One. 

MR. POCH:  Right.  And I guess what we're really talking about here is an alternative form of LRAM, where we say, we're going to give you a LRAM based on the same -- the very same way you set your loads forecast.

OPA's forecast of CDM for the province applied pro rata by Hydro One, that will be the basis -- that's the basis you set your load forecast.  We will give you an LRAM for the variance we're suggesting.  The Board will give you an LRAM for the variance between that and what OPA says ultimately happens in the province, again, pro rata applied in the same fashion as you have done it to your territory.  Do you understand the proposal?


MR. BUT:  I understand your proposal, and, as I explained in detail this morning, there are a lot of critical information that are missing.


MR. POCH:  Well, let me see if we can understand each other better.  I am suggesting that this LRAM would, indeed, save you harmless from variations in the CDM from the assumption you have made in your load forecast, whoever cost them.  We don't need to know.  You don't need to know to set your load forecast.  We don't need to know to save you harmless from the variation from what you assumed in your load forecast.  That's the proposal.


Does that help you?


MR. BUT:  I do not want to disagree with you, provided that we have the right information to do the analysis, and the discussion this morning that I was talking about is we are far away from that state yet.


MR. POCH:  Well, I can certainly understand why you feel you are not in a position to identify what, in particular, happens in the end as a result of your efforts, as opposed to OPA's efforts, and so on.  I think -- I have taken that as read.


If we have a -- if we back up and say that is not our objective, our objective is to say, Well, that's the situation that's persisted for a couple of years.  The Board told you to do an LRAM.  You haven't been able to fix that problem.  Okay, let's redirect ourselves.  Let's talk about something else now.  Let's talk about an LRAM that takes that as a given.


What information is missing with this alternative proposal, which is simply give you an LRAM for the variance from the assumption you have made in your load forecast based on what OPA reports applied pro rata.  What information will be missing?


MR. BUT:  There are a lot of information we are talking about that are missing.


For example, the information you're talking about are the information related to OPA programs that Hydro One has some involvement.  What happened to those programs that Hydro One has no involvement?


What happened to those federal government, provincial government programs?


MR. POCH:  I am asking specifically to abandon that model of an LRAM.  I'm saying you have set your load forecast with -- you have disregarded that for purposes of setting your load forecast, haven't you?


You have taken OPA's number for the province.  It doesn't say whether OPA's delivering that conservation, Hydro One's delivering that conservation or the province is delivering it through some other mechanism, does it?  That's how you set your load forecast; correct?


MR. BUT:  We are setting our load forecast based on detailed analysis of a number of factors, and CDM is only one factor within the load forecast.


MR. POCH:  I understand.  For the assumption in your load forecast for CDM, you have set it based on what OPA says and you have simply prorated it?


MR. BUT:  That is correct.


MR. POCH:  Good enough for the load forecast?


MR. BUT:  For the CDM forecast.


MR. POCH:  For CDM components in the load forecast.  Good enough for that?


MR. BUT:  Yes.


MR. POCH:  All right.  I'm suggesting an LRAM on the exact same basis.  What information -- the only information -- if we were to do an LRAM on the exact same basis, what's missing?


MR. BUT:  If OPA could provide all of the necessary information in order to do a proper evaluation, and if the Board agrees with that, Hydro One has no problem with it.


MR. POCH:  All right.  Thank you.


Thank you.  That is my cross-examination.  Thank you to the rest of my colleagues, as well, Mr. Chair, for allowing me to step in.


MR. KAISER:  Who is next?  Mr. Klippenstein.

MR. KLIPPENSTEIN:  Thank you, Mr. Chairman.


MR. KAISER:  Mr. Klippenstein, why don't we take the break now, and we will start in 15 minutes?


MR. KLIPPENSTEIN:  Thank you.


--- Recess taken at 2:50 p.m.

--- On resuming at 3:10 p.m.

MR. KAISER:  Please be seated. 

Mr. Klippenstein. 

MR. KLIPPENSTEIN:  Thank you, Mr. Chair. 

Good afternoon, members of the panel.  My name is Murray Klippenstein representing Pollution Probe and I would like to ask you a number of questions related to conservation CDM. 

First of all, Mr. Chairman, I've made copies of three documents and distributed them, and would propose to have them marked as exhibits. 

MR. KAISER:  Thank you. 

MR. KLIPPENSTEIN:  One is a chart we prepared entitled, "Hydro One conservation and demand management budgets and electricity savings targets."  And second is the IPSP Directive dated June 13th, 2006, and the third is an excerpt from the Board's CDM regulatory framework.  And I wonder if I could have those marked as exhibits. 

MR. KAISER:  Yes. 

MR. MILLAR:  Yes.  We will label the chart, Exhibit K4.9. 
EXHIBIT NO. K4.9:  CHART ENTITLED, "HYDRO ONE CONSERVATION AND DEMAND MANAGEMENT BUDGETS AND ELECTRICITY SAVINGS TARGETS"


MR. MILLAR:  The letter dated June 13th as Exhibit K4.10.
EXHIBIT NO. K4.10:  IPSP DIRECTIVE DATED JUNE 13TH, 2006

MR. MILLAR:  And the excerpt from the report of the Board on CDM dated March 2nd, 2007 will be K4.11.
EXHIBIT NO. K4.11: EXCERPT FROM THE REPORT OF THE BOARD ON CDM DATED MARCH 2ND, 2007

MR. KAISER:  Thank you. 

MR. KLIPPENSTEIN:  Thank you.  And do you have copies available, members of the panel?  I have a few extra if need be, but I think your...
Cross-examination by Mr. Klippenstein:

MR. KLIPPENSTEIN:  To begin, I would like you, if you would please, to take Exhibit K4.9, which is the table or page with the table at the top, entitled "Hydro One conservation and demand management budgets and electricity savings targets", and I would like to just go through a few of the numbers there and ask some questions about it, both in terms of checking to make sure we've got it right, and related questions. 

You see on the table the left-hand column of yours, ascending chronologically, then a budget dollar figure column, and then a kilowatt savings column and a kilowatt-hour saving column.  Do you see that? 

MR. BUT:  Yes, we have it. 

MR. KLIPPENSTEIN:  Looking at the budget column, I wonder if you could confirm those figures, which I believe come from various points in the exhibits, namely that the budget for 2005 was approximately $4 million; for 2006, was $16,432,000; and for 2007 was $25,319,000, approximately.
Do those sound right to you? 

MR. BUT:  Subject to check, I believe they are more or less right. 

MR. KLIPPENSTEIN:  Okay, thank you.  And so they've -- they have increased significantly over those three years; is that fair? 

MR. BUT:  That's correct. 

MR. KLIPPENSTEIN:  In the next column looking at the targeted kilowatt savings, those went up from year 2005's figure of 681 kilowatts to -- for 2006, 9,948; and for 2007, 53,142.  Are those right? 

MR. BUT:  That's correct. 

MR. KLIPPENSTEIN:  Then the next column over, kilowatt-hour savings, for 2005, from 8,169,000, approximately, it went up for 2006 to 90,949,000, approximately, and in the next year, in 2007, went up again to 172,759,000.  Are those accurate?

MR. BUT:  Those are accurate.  I would like to note that these kilowatt savings as well as kilowatt-hour savings that you have you have over in this K4.9 are numbers that are pertaining to the Hydro One program impacts.  There are additional CDM impacts that are not included here that we have documented in our response to Board Staff in H1-105. 

MR. KLIPPENSTEIN:  Those are on top of these figures? 

MR. BUT:  They will be conservation impacts that, for example, resulting from federal government and provincial government.  As well as conservation action as a result of our customers that are incremental to natural conservation. 

MR. KLIPPENSTEIN:  Okay, thank you. 

Switching, then, to the next row in the progression which is for 2008, can you confirm that the budget is $20,195,000? 

MR. BUT:  That is currently the funding approval we got from OPA.  As we discussed earlier, that number may go up depending on the OPA funding approval. 

MR. KLIPPENSTEIN:  Right.  I will ask some more questions about the OPA situation in a moment. 

With respect to the columns for kilowatt savings and kilowatt-hour savings, is it fair to say that you don't have a forecast for 2008 as of this point? 

MR. BUT:  With respect to the -- with respect to the forecast, with respect to the forecast relating to the OPA- funded program, yes, we haven't done that yet.  But with respect to having a forecast for CDM, as we discussed earlier, we do have a forecast of 126 incremental, gigawatt-hours for Hydro One for 2008. 

MR. KLIPPENSTEIN:  And as mentioned, that's just a market share --

MR. BUT:  Exactly. 

MR. KLIPPENSTEIN: -- percentage application? 

Now, but as you said, in terms of the OPA-funded programs, you don't have a more detailed -- bottom-up forecast; is that right? 

MR. BUT:  We don't have the detailed information at present time to do that yet. 

MR. KLIPPENSTEIN:  Right.  And the reason you don't have the detailed information is, you haven't got the information you need from OPA; is that right? 

MR. BUT:  Exactly. 

MR. KLIPPENSTEIN:  Is it fair to say you would have expected to have that information from OPA by now?  We're halfway through 2008?

MR. BUT:  We have some information, and the information, for example, as we have in the, contained in H2-8, the updated version of H2-8 which I believe you have a copy, we would have the number of customers we expect to get for a number of programs, that we got funding approval from OPA. 

MR. KLIPPENSTEIN:  And why can't you use that to make the forecasts of these various other categories? 

MR. BUT:  We haven't done that because there are other programs, other information that are not available at this point in time. 

MR. KLIPPENSTEIN:  Going back to my question.  You, I presume, would have expected to have that by now to carry out forecasts for 2008 halfway through, of which we are. 

MR. BUT:  If you want just to do a calculation of impact relating to the program that we got OPA funding, yes, we could come up with some estimate.  But that is not a forecast for the entire year for 2008. 

MR. KLIPPENSTEIN:  Can you explain that?  Meaning, are you saying in the --

MR. BUT:  For example, take the peaksaver program. Currently we are funding from OPA for $9 million and we expect to get about 12,000 customers.  But that is currently a target, and it could be plus or minus. 

MR. KLIPPENSTEIN:  The peaksaver is one of the programs of the package; right?

MR. BUT:  Exactly. 

MR. KLIPPENSTEIN:  Okay.  And when I look at, again, the row of budget figures and projected savings targets, how many programs, roughly, are included in, for example, the 2000 row -- 2007 row?

MR. BUT:  Can you repeat your question? 

MR. KLIPPENSTEIN:  Yes.  Looking at the 2007 row in the table there, how many programs are included in that?  You mentioned one, peaksavers.

MR. BUT:  For 2007? 

MR. KLIPPENSTEIN:  Yes.

MR. BUT:  For 2007, you can find the -- that complete information in our response to Exhibit H2-7. 

MR. KLIPPENSTEIN:  Right.  I am just trying to figure out how many programs are there, 3 or 20?  Do you happen to know?  Roughly. 

MR. BUT:  As you can see from Exhibit H2-7, in terms of number of programs shown over there, I think we have about 15 or so. 

MR. KLIPPENSTEIN:  Right.  Do you have any idea when you will get the information from OPA that you feel you need to make these forecasts and targets? 

MR. BUT:  For 2008, as I explained this morning, it is not only the OPA-funded program.  There are other programs that we need information, as well.


For example, we need information regarding the non-OPA programs, as well as other programs that are not related to the OPA funding.


MR. KLIPPENSTEIN:  Let's look at the 2007 row again, because you mentioned OPA and others.


Who would you need information from to finish the 2008 row the way you have for 2007; OPA, correct, among others?


MR. BUT:  We need to know exactly the funding level for 2008 from OPA.  We also need to do evaluation and calculations for programs related to the program above OPA in the table that I have under H2-8.  And also we have to also know the information for program that we have not got approval from OPA in order to complete the information for 2008 OPA-related programs.


But, in addition, as I mentioned earlier, there are other programs that are not related to OPA.  So are you interested in that information?  If you are interested in that information, then we need complete information from those areas in order to come up with the 2008 estimates.


MR. KLIPPENSTEIN:  The 2007 kilowatt savings estimate includes, in the list you just described, the various OPA-related programs and information.


What other party provided you needed information to do the kilowatt savings number for 2007, just so I understand?  Is there anyone other than OPA or are they all OPA-related?


MR. BUT:  It is OPA programs funded by OPA, and then it would be the information that we need to get from OPA specific to Hydro One.


MR. KLIPPENSTEIN:  Look at the table 2007 kilowatt savings target at 53,142 there.  Those are all OPA-related; right?


MR. BUT:  No, that is not true.


That number includes OPA information, as well as Hydro One program information.


May I take you to Exhibit H1-105?


MR. KLIPPENSTEIN:  I don't think I have it handy, but just go ahead.


MR. BUT:  In table 1, for example, you will get an idea how we categorize CDM savings.  On page 2 of H1-105 table 1, in 2007, for example, we have estimated for Hydro One programs impacts, in 2007, 75 gigawatt hours; under OPA, 88 gigawatt hours; and then to come up with an annual saving of 163 gigawatt hours.


MR. KLIPPENSTEIN:  I presume you have been waiting for this information from OPA for a while; is that fair?


MR. BUT:  In terms of having funding approved?


MR. KLIPPENSTEIN:  Funding approved and the -- yes, funding approved so you can do the forecasts; right?


MR. BUT:  We have been working with OPA staff in the last many months to come up with the program to be funded by OPA.


MR. KLIPPENSTEIN:  What's the problem?  Is it at the OPA end or Hydro One end?  We're half way through 2008.  What's the reason for the delay?


MR. BUT:  I don't know how much you understand the OPA program application.  In order to apply for OPA funding, we need to follow the OPA application process, and so we provide the information, and they would need to run total resource cost tests.  And depending on whether funding will be available and whether they will be province-wide program.


As you can see, Hydro One is participating already in all of the OPA core programs available for all LDCs.  What we are -- in addition to those programs, we are also making custom application to OPA, and for now we got approval for the double return, for which we offer demand management programs to our general service customers and as well as sub-transmission customers.


MR. KAISER:  Can I just -- I'm sorry to interrupt you.  The 20,195,000, that has been approved by the OPA; right?


MR. BUT:  That includes the funding approved by the OPA to date.


MR. KAISER:  All right.  Well, how much of that is OPA money?


MR. BUT:  I can tell you, sir.  Of that 12,190,000, that would be funding for the OPA core program.


MR. KAISER:  So to get that money from the OPA, get that approval from the OPA, you must have to give them a forecast of savings.  You must have forecast savings with respect to the money that the OPA has approved.


MR. BUT:  That is correct.


MR. KAISER:  So the problem that Mr. Klippenstein is having is there is some other money that you got from somewhere else and you didn't have to give them a forecast of savings.


MR. BUT:  For non-OPA funding, but in terms of the CDM program, regardless whether it is OPA or not, we are doing calculations with respect to total resource cost tests to determine whether a certain program should be offered or not.


MR. KAISER:  My question is a simple one.  To get approval from whoever, whoever gives you this money -- 12 million, I guess, has been approved by the OPA for 2008.


To get that money, to get that approval you must have had a forecast saving.  They just don't write a blank cheque.  You have to make an application and you have to forecast the savings.


MR. BUT:  That is correct.  We have a forecast savings in the application form.


MR. KAISER:  Okay, thank you.


MR. KLIPPENSTEIN:  Thank you, Mr. Chairman.


Would that information be available in terms of giving the Board and the parties some expectation of where the program is headed?


MR. KAISER:  Where is this going to get us, Mr. Klippenstein?  I am sure we can get the OPA's approved program.  I'm sure there is a forecasted saving that is attached to it.  We can dig it out.  But how does this help us with respect to the rate case?


MR. KLIPPENSTEIN:  My questions, Mr. Chairman, are directed to where this trend is going, because there have been significant increases, as you can see in the table, in the budget levels and the savings levels, and then for 2008 we have dropped in the figures we've got, dropped quite dramatically.


So we've been making a lot of progress by that criteria and now suddenly we're at sea, and Pollution Probe wants to understand what the problem is and specifically whether there is a solution.


MR. KAISER:  Part of the problem, I suppose, is there is another 12 million that is in the wings.


MR. BUT:  That is correct, Mr. Chairman.


MR. KAISER:  I guess OPA is still deliberating about it.  It sounds like there is an application in and you hope to have an answer sometime?  So as you told us earlier, the 20 million might become 32 million?


MR. BUT:  That's correct, Mr. Chairman.


MR. KAISER:  When would you have an answer on that, do you think, the remaining 12 million?


MR. BUT:  Mr. Chairman, I could not specify exactly when we can say that with respect to the additional funding approval.


The only thing I can say at this point in time is whenever we get that funding approved by OPA, we will be in a position to announce the program.


MR. KLIPPENSTEIN:  Well, what about this?  Since you've applied for that program of approximately 12 million - program or programs - and you have a plan for that, the issue of OPA financing has been repeatedly reviewed by the Board and has come up with a framework in which the OPA funding is the priority, but in which funding by distributors is not out of the question either.


Would you have any objection in proceeding with this Board's approval with that program of the $12 million, and if OPA doesn't agree to finance it, then record the expenditures in a deferral account and collect the money from the customers subsequently?


MR. ROGERS:  Excuse me, just so I understand this, because the witness is being asked really for a policy answer.


MR. KAISER:  I think, Mr. Klippenstein, that is quite a different aspect.  I mean, there is a provision that if the OPA turns the applicant down, they can go to the Board, but that's a whole separate proceeding and certainly not something I think we would be in a position to entertain in this case.  I don't know whether that is where you were going.


MR. KLIPPENSTEIN:  Maybe I can clarify.


MR. KAISER:  It seems to me, while you're flipping through your papers, just to get on with it, we have this.  Only 12 million of this is OPA.  They have an OPA forecast that obviously went with the application.  I don't know what the remaining part is, the remaining 8 million.  Maybe there's a forecast targeted savings that relates to that, and then there is this third aspect, the remaining 12 million that is sitting there at the OPA.  There will be some target forecast for that.


We can get that for you.  You will know if that gets approved, and then that would sort of complete the picture for the year.


Is that the kind of thing you want?


MR. KLIPPENSTEIN:  Potentially, if I understand it correctly, I think -- I mean the concern is the timing and practicality and not being held up by delays in getting -- having this very successful progression continuing.

MR. SOMMERVILLE:  Maybe those questions are better directed elsewhere.  I think where we're going here is, this panel, in this case, is not in a position to be expediting, I think what you seem to be suggesting is we could expedite approval of these programs through this rates case and I think that would be an extraordinary thing to do.

MR. KLIPPENSTEIN:  I'm not suggesting expediting the programs in that way.

However, just for clarification, if you might pick up Exhibit K4.11, which is the report of the Board on the regulatory framework for conservation and demand management by Ontario --

MR. SOMMERVILLE:  I am very familiar with it.

MR. KLIPPENSTEIN:  Yes, I have no doubt.  If you if you would turn to page 7 and I have side-barred a couple of paragraphs near the end and one paragraph says:
"As funding from the OPA becomes available for all other types of program, the Board expects that distributors will apply to the OPA for funding.  However, where funding is not available from the OPA at the time of application, distributors may apply to the Board for funding through distribution rates."


So that is a sort of plan B, if I may use that term, where the goal of advancing these programs was recognized to be either through the OPA or through distribution rates, if necessary.

And that's the idea I am exploring, since there seems to have been delay in information or approvals from the OPA end, if I may say so.  So I am just exploring whether the progress that's shown in this table needs to be really brought to a halt or not.

MR. ROGERS:  Sir, just so we're all clear, there is no funding for this in the rate proposal that we are asking the Board to approve.

Secondly, my friend keeps saying there are these big delays.  We're part-way through the year.  The normal channels have been followed with OPA, I understand.  They're still considering programs.  They have already approved $20 million or so and there is a lot more in front of them now.  So I don't know --

MR. KAISER:  Why don't we do this, gentlemen, just so we can move on.

I think, Mr. Rogers, on one hand, we could provide a little bit more information.  We could indicate how much money they got to date from OPA, targeted savings -- how much they got from the other people, the targeted savings, and how much is outstanding applications.  That's the information that is available.

Then you can ask the witness, if you want, in the event that you're not happy with the OPA, do you intend to do something?  That is, as Mr. Sommerville says, we're not here to hear that application.  I mean, we want to make sure we have the information for whatever purpose you want it, but not spend too much time on it.

MR. ROGERS:  Why don't I do this.  Can I offer to do this.  Let me see what information is available.  I would be glad to give an undertaking, provide -- I understand what my friend is looking for generally.

MR. KAISER:  I think the witness is being a bit evasive.  I am sure he doesn't intend to be.  But rather than the two gentlemen talking at cross-purposes for another half hour, if you could just look at that.

MR. ROGERS:  I will do that.  As well, I think I can give the company's position too with respect to the question you raised.

MR. KAISER:  That would be helpful.  Does that help you, Mr. Klippenstein?


MR. KLIPPENSTEIN:  Yes.

MR. MILLAR:  Undertaking J4.2.  I know Mr. Rogers is making his best efforts to provide more information regarding the status of the applications before the OPA for further funding, and also provide estimates of the kilowatt and kilowatt-hour savings for the existing approved budget and the outstanding approved budget.
UNDERTAKING NO. J4.2:  TO PROVIDE MORE INFORMATION REGARDING THE STATUS OF THE APPLICATIONS BEFORE THE OPA FOR FURTHER FUNDING; TO PROVIDE ESTIMATES OF THE KILOWATT AND KILOWATT-HOUR SAVINGS FOR THE EXISTING APPROVED BUDGET AND THE OUTSTANDING APPROVED BUDGET

MR. MILLAR:  Have I got that right?

MR. ROGERS:  Generally speaking.

MR. MILLAR:  Then any other information you choose to throw in.

MR. ROGERS:  I have to see what information is available.  I understand the gist of the question and my client will do his best to provide information to answer the enquiry.

MR. MILLAR:  Thank you.

MR. KLIPPENSTEIN:  Thank you.  My friend, thank you, Mr. Chairman, and thank you witnesses.

If I could, then, turn to some specific questions about one particular program, which is the peaksaver program.  As I understand it, that's a program which involves installing a little bit of electronic equipment on the central air-conditioners of residences and small business, allowing Hydro One to remotely reduce the settings for a couple of degrees for a couple of hours during the week; in other words, not during the weekend and not during evenings or not during holidays, so that you can save money on peak times with the customer probably not even noticing.  Have I got that right?

MR. BUT:  Maybe I will rephrase that, what you just said.  The peaksaver program is basically Hydro One providing a web-enabled programmable thermostat for which the customer -- at no cost to the customer, and during peak time Hydro One will lower the setting by 2 degrees C for up to four hours.

Because it's only lowering the setting for 2 degrees C, the customer will not be feeling the impact substantially, and that will contribute the demand saving for the province.



MR. KLIPPENSTEIN:  Okay.  As I understand it, there is something like 470,000 residential and small business central air-conditioners in your service territory.

And as of December 31 of last year, you had enrolled 19,000 or about 4 percent of those in the peaksaver program; is that right?

MR. BUT:  That's correct.

MR. KLIPPENSTEIN:  And that you are forecasting 31,000 province-wide or 6.6 percent by the end of 2008; is that right?

MR. BUT:  That is correct.  This is enrolment.

MR. KLIPPENSTEIN:  Right.  Then to pick one example area, in North York region, you are actually forecasting up to 2500 or 19 percent approximately by end of this year; is that right?

MR. BUT:  That is correct.

MR. KLIPPENSTEIN:  I have to ask, why is it only 6.6 percent for the province?  In other words, why are you not focussing on or exploring or hoping for a higher percentage than 6.6 for the province as a whole?

MR. VLAHOS:  Mr. Klippenstein, may I ask is this an OPA-funded program?

MR. KLIPPENSTEIN:  Maybe I can pass the question on.

MR. VLAHOS:  Could you?

MR. KLIPPENSTEIN:  Yes.  If you could describe the funding for this program.

MR. BUT:  This is an OPA-funded program.  In 2008 for the peaksaver program, we are getting funding of about $9 million from OPA.  Our target is to get, of that $9 million, our target is to get 12,000 customers, additional customers.

MR. VLAHOS:  I guess, Mr. Klippenstein, my follow-up question is:  What has that got to do with distribution rates for 2008?

MR. KLIPPENSTEIN:  Well, my question is whether it is possible for more aggressive peaksaver targets because this looks like a very good idea.

And so what would be the cost of setting more aggressive targets and whether it would be appropriate to include those in distribution rates, in addition to the OPA-funded target, because this seems like a good program, a working program, and given the conservation goals of the province, it's something that I am asking whether it could be sensibly ramped up.


MR. VLAHOS:  I may want to be educated here.

Panel, if there is an OPA program, and I guess it is funded through the OPA, this is -- does the -- what about the internal costs for the company?  Is that being funded, as well?  I mean your own time, Mr. But.

MR. BUT:  The funding from OPA includes additional staff that would be required in order to implements the program.

MR. VLAHOS:  Additional staff?  Additional resources?

MR. BUT:  Right.

MR. VLAHOS:  So it would not be -- you would not charge the OPA program on a pro rata basis.

MR. BUT:  No.  Only specific to the program.

There will be some -- for example, some load forecasting analysis I need to do.  That is something I would do anyway, so there would be no extra charge, per se.

But in terms of having staff to run the program, to administer the program, that is being accounted for in the funding.

MR. KAISER:  Have you ever used this program?

MR. BUT:  As a matter of fact, Mr. Chairman, we have used that last Monday, when --

MR. KAISER:  Is that the first time?

MR. BUT:  That was the first time this year.  Last year, in 2007, we had control twice during two really hot days.

MR. KAISER:  Thank you.

MR. BUT:  This past Monday, we controlled 20,000 units.

MR. VLAHOS:  Mr. Klippenstein, I guess my concern is that it's still an OPA problem we're talking about and the company does not have a specific application.  It goes back to the comments by counsel, Mr. Rogers, as to why we’re  doing this here.

So you may want to be guided by that, at least from my -- this Member's perspective.


MR. KLIPPENSTEIN:  Thank you very much, Mr. Vlahos.  I guess I am trying to look at it from a pragmatic point of view, in the sense of if there is a good thing that's being held up by processes, I mean, practically speaking, I want to see if there is a solution.


MR. KAISER:  Why don't we do this?  Why don't you ask the witness if they are getting sufficient funding from the OPA, and, if not, do they have intentions to seek funding elsewhere or through rates?  You can ask him that.  Maybe they're happy with the OPA funding.


MR. KLIPPENSTEIN:  Well, to take that question and rephrase it, do you have multi-year targets for peaksaver, and why -- you know, what will your targets be for 2009 and 2010 and 2011, and do you have a sense of whether the OPA is amenable to that?


MR. BUT:  With respect to the peaksaver program, as well as other programs funded by OPA, the current arrangement is we got funding for 2008.


Hydro One would like to get multi-year funding arrangement, and we are working with OPA staff towards that, but at the present time the funding is currently limited to 2008.


MR. KLIPPENSTEIN:  Do you have some sort of plan that you have put to OPA for multi-year planning for the peaksaver program, and with some ambitious participation rate targets that would fit with the provincial policy?


MR. BUT:  Yes.  OPA is responsible for delivering the CDM target for the province, and Hydro One will be working closely with OPA.  Because this program is one of the core programs funded by OPA, they decide effectively how much money will be available for these and other programs.


Hydro One will be working with OPA staff to come up with a proposal on not only for this year, but for future years, as well.  But at the present time, I cannot confirm that we have multi-year arrangement with OPA.


MR. ROGERS:  Can I just interject here, I'm sorry, to answer your question, Mr. Chairman?  And I think I can speak for the applicant.  The applicant is not unhappy with the OPA mechanism.  The applicant is working closely with OPA staff to develop these programs and making applications. 

The applicant does that believe that the OPA is the best agency to coordinate the CDM effort province wide, and that's its plan.  It has no plan to apply to ask its customers to fund additional CDM in 2008 or in the immediate future, beyond what is provided by the OPA.


MR. BUT:  That's correct.


MR. KLIPPENSTEIN:  Can you tell us, Mr. But, for example, if you have discussed with or put to the OPA potential budget figures or target figures for the next few years that might be the basis of an OPA-funded program, multi-year?


If you have those figures, can you tell us what they are?


MR. BUT:  Based on my knowledge, Hydro One has been talking with OPA staff with respect to arrangements beyond 2008, for example, with respect to the peaksaver program, but at the present time, the only funding approval we got from OPA is with respect to 2008.


We will continue to work with OPA staff to discuss the funding for future years.


MR. KLIPPENSTEIN:  Well, given the success of the program, would it be fair for you to talk to OPA about a peaksaver participation target of 75 percent by 2010?  Is that something you could put to them, and then this Board could be informed as to whether or not that's working out with OPA or not?


MR. BUT:  The 75 percent target that you just referenced, in my own opinion, is something almost impossible to get.


For any demand management program particularly load control, I believe the maximum you can get perhaps is 40 to 50 percent of the population.


MR. KLIPPENSTEIN:  Now, this program, however, is somewhat different, in that you install an electronic device, and then the participant never has to worry about it again; isn't that right?


MR. BUT:  That is correct.  But in order to go to the participant house to install a web-enabled programmable thermostat, we still need the customer to agree to participate in the program.


MR. KLIPPENSTEIN:  Well, would Hydro One object, if, in the context, the Board directed Hydro One to increase the 2008 CDM budgets by, let's say, 15 million as opposed to last year?


MR. ROGERS:  Excuse me, I object.  He is asking this witness to make a policy decision.  The applicant has not applied for that funding.


MR. KAISER:  Well, I am not sure we have the jurisdiction to direct OPA to do anything, in any event, Mr. Klippenstein, unless you can help me.


MR. ROGERS:  I am going to object to this line of questioning.  I have tried not to intervene, but we have a lot of important things to talk about in this case, such as rate impacts, and this has nothing to do with the 2008 rate proposal that is before this Board.


MR. KAISER:  I think that is right, Mr. Klippenstein.  I realize these are important issues and I realize the interests of your client, but we need to fit them into the case somehow.  And I am at a loss as to what remedy we could offer you. 

You're going to get the information from Mr. Rogers that will give you a better picture of the status of things, and you can make what you want of it in argument or other forums, but I am not sure we can be of much further assistance.


MR. KLIPPENSTEIN:  I think those are all of my questions.  Thank you, Mr. Chairman.


Thank you, members of the panel, and thank you, Mr. Rogers.


MR. ROGERS:  You are very welcome.


MR. KAISER:  Mr. Buonaguro, are you ready to go?


MR. BUONAGURO:  Yes.  I think in terms of time, I am estimating something over an hour.


MR. KAISER:  Our plan, if it is acceptable to you and Mr. Rogers, was to quit at 4:30 and come back at 9:30.


MR. ROGERS:  Yes, sir.


MR. KAISER:  Do you want to start now and finish up in the morning?


MR. BUONAGURO:  I can do that.


MR. ROGERS:  Tomorrow is Wednesday.


MR. KAISER:  I meant Thursday, excuse me.


MR. KLIPPENSTEIN:  Mr. Chairman, I have another commitment.  I am wondering, with your leave, if I can excuse myself.


MR. KAISER:  Yes, of course.


MR. KLIPPENSTEIN:  Thank you.

Cross-examination by Mr. Buonaguro:


MR. BUONAGURO:  I just have to organize my papers.


Now, before I start, I forwarded some documents to the applicant yesterday.  Some of them are -- specifically, I forwarded some documents which aren't in the record that should probably be filed separately and given exhibit numbers.  I believe Board Staff has paper copies.


I also have an exhibit book for my cross-examination which we can give an exhibit number for, as well.


MR. MILLAR:  Let's mark the exhibit book first.  Exhibit K4.12, that is the VECC cross-examination materials.

EXHIBIT NO. K4.12:  VECC CROSS-EXAMINATION MATERIALS.


MR. BUONAGURO:  Now, this book of materials is excerpted evidence that I will be -- or that I may be referring to in the cross-examination.


In the book, there are some excerpts of material that's not in the application, and that is what I am trying to deal with, a few things that need to be filed separately.


I think Board Staff has a set.


MR. MILLAR:  I am not sure we do.  Let us look through our materials here.


MR. BUONAGURO:  Okay.


MR. MUKHERJI:  One second, please.


MR. BUONAGURO:  Well, I will give you a list and maybe you can find it.  There is Exhibit D1-1-1 from EB-2007-0707, which is the IPSP; Exhibit D141, which is, again, from EB-2007-0707, the IPSP.


There is the decision in the most recent Hydro One transmission case, EB-2006-0501.  There is the September 29th, 2006 cost-allocation review.


MR. KAISER:  Just hold on a second.  Do we have any of those?


MR. MUKHERJI:  I just have one copy, Mr. Chairman.


MR. BUONAGURO:  For the purposes of my cross, you don't need everything.  The excerpts I am relying on are in the book.


MR. KAISER:  Oh, all right.


MR. BUONAGURO:  But, in fairness, I provided the whole copies to the company, told them what I was referring to, because they may, for example, in response want to refer to other parts of it.  I don't know that, but they should be filed separately.


MR. MILLAR:  I'm sorry, I understand now.  We do have a single complete set and I understand you didn't intend necessarily to distribute that to everybody.


MR. BUONAGURO:  Right, I don't.


MR. ROGERS:  I don't think they have to be filed.  They are Board reports and they're a matter of public record.

MR. MILLAR:  Yes, unless the Chair feels differently.

MR. KAISER:  As long as -- I take it what you are going to refer to today is in the book?  So let's proceed on that basis.

MR. BUONAGURO:  May I just finish the list so they're all in one place.

MR. KAISER:  All right.

MR. BUONAGURO:  There is also Appendix 1.1 which is a summary of the cost-allocation question responses on behalf of Hydro One.  There is the, then there is the 2002 Rate Handbook, Chapter 3.  These are the group of documents which aren't already in the record that I might be referring to.

The panel is looking at me quizzically.

MR. INNIS:  I would like to make sure we have the right package you are working from.

MR. BUONAGURO:  The package you need from my cross-examination is just one package.  I sent it by e-mail yesterday.  That's the one.  I think Board Staff has copies if you need paper copies.

MR. KAISER:  Do you have copies for the panel?

MR. MUKHERJI:  No, we don't but I can get some.

MR. KAISER:  Are you sure they have the right package?  Theirs looks an awful lot skinnier than mine.

MR. BUONAGURO:  I was about to make the same comment.

MR. KAISER:  Oh, double-sided?

MR. BUONAGURO:  Okay.

MR. ROGERS:  I think they have the right ones, sir; let's try it.

MR. KAISER:  All right.

MR. BUONAGURO:  Thank you.

MR. KAISER:  Go ahead.

MR. BUONAGURO:  I would like to start with some questions on your load forecasting and specifically the natural conservation numbers that are included for the 2007 part of the calculation.

Looking at page 1 of the book of materials, K4.12, this is from Exhibit A, tab 14, schedule 3, page 8 of your material.  This talks about the CDM figures that are used in your 2007 calculations.

From that, we understand it is based on an OPA target of 1,350 megawatts for 2007, and that figure is adjusted for 350 megawatts of natural conservation.  Is that correct?

MR. BUT:  Yes, that's correct.  The reduction of 350 megawatts of -- from the 1350 was basically in comparing with the Board decision in our transmission rate case.

MR. BUONAGURO:  Thank you.  You mentioned the transmission case.  The excerpt that specifically talks about adjustment is included at page 4 of the book of documents.

And you will note, in talking about that reduction, the Board says:
"The Board finds the Hydro One should reduce the expected impact of CDM on total Ontario peak demand by 350 megawatts.  This adjustment is intended to address the both the natural conservation and demand response issues discussed above.  The Board acknowledges that this reduction is probably at the low end of an acceptable range given that it is only marginally above the 325 megawatts of natural conservation for 2006 referred to in the chief energy conservation officer's 2006 annual report."


So looking at page 2 of the book of documents, this is a response, Exhibit H, tab 1, schedule 102, page 1 of 2, response to Board Staff interrogatory.  And in response A you say:
"For 2008, Hydro One used the CDM forecast from the OPA consistent with the IPSP filed with the Board on August 29th, 2007."


Is that correct?

MR. BUT:  That's correct.

MR. BUONAGURO:  So I mentioned at the outset of my cross, I included some exhibits from the OPA's IPSP.  So if we look at Exhibit -- this is Exhibit D1-1 of the IPSP.  It is table 6 on page 13.  And that's page 5 of the document book.

MR. BUT:  I've got that page.

MR. BUONAGURO:  Looking at table 6, for 2007, it talks about the natural conservation figures for 2007 as being 600 megawatt hours.

Now, that's obviously different than the 325 that was discussed in the transmission decision; is that correct?

MR. BUT:  Yes.  Let me explain.

MR. BUONAGURO:  Go ahead.

MR. BUT:  In the transmission rate case, the issue at that time was,  Was it appropriate for Hydro One to reduce 1350 megawatts for 2007?

At that time, it was decided that based on available information from OPA at the 2006 report at that time, they estimated that about 350 would have been considered natural conservation.  In subsequent OPA filings, in the IPSP, in the document, in this particular page, they reference having natural conservation of 600 megawatts.

Now, let me do a little bit of calculations.  If you take the 600 natural conservations and if we reduce that from 1350, that means what's not natural, in terms of CDM impact, it is basically 750.

So what is important is, how much -- how many megawatts we have achieved, say, by 2007 that is not natural conservations.

I know you reference the OPA IPSP document and that was information submitted in, I believe, in August 2007.

I would like to refer you to the latest information we also released by OPA in terms of the latest conservation report for 2007, particularly the report released in June of this year.

MR. BUONAGURO:  Give me a moment, please.

MR. BUT:  I'm looking at the report you may have seen already, released in June 2008.  Taking action, released by OPA.  Basically that is the annual report for 2007.

In that report, I would like to quote a couple of numbers from this report for you.  On page 8, table 3.1, OPA used the analysis and information provided by IESO and concluded that the demand reduction for 2007 is basically 1462 megawatts, not 750.

Then in the following pages on table 3.2, in the same report, using bottom-up end-use type of analysis the CDM impact estimated in here was 1391 megawatts, not 750.

So I would say that, yes, it is true that in 2006, OPA estimated that there would have been 350 megawatts related to natural conservation, and, therefore, at that time we followed the Board guidance to reduce our CDM impact from 1350 to 1000.

Since then, in the IPSP they file the end-use analysis saying that natural conservation is 600 megawatts.  But the key number we should remember is, how much -- how many megawatts we have achieved by 2007, is it 750?  Or is it 1,000?  Or is it, in this case, close to 1,350?

MR. BUONAGURO:  So which number do you say it is?  You may have said it and I just lost track.

MR. BUT:  Based on the latest OPA reports filed by OPA for the 2007 annual report, I believe Ontario have achieved 1350, that is net of natural conservations.

MR. BUONAGURO:  Now, you mentioned -- I happen to have that report, the electronic version, so I can see it but nobody else has it that I know of.  You mentioned page 8 of the report and you referred to some of the numbers and, in particular, you referred to table 3.1, I think.

You referred to the number of the demand reduction including conservation and other factors as being 1462.

MR. BUT:  That's correct.

MR. BUONAGURO:  Now, that includes -- well, that is system peak demand.

MR. BUT:  Right.  But that is the actual data for 2007, which is -- which has already taken the natural conservation into consideration.

Natural conservation, by the way, I may as well take this opportunity to explain, is an artificial number.  Nobody knows what that number is.  It could be 350.  It could be 600.  But at the end of the day, it is the actual that is more relevant.


So the actual number, we have got it here in 2007 that we got 1,462.  That number is already net of natural.


MR. BUONAGURO:  I see.  So you're saying if we used -- substitute that number as your starting point, you don't have to worry about natural conservation?


MR. BUT:  Exactly.


MR. BUONAGURO:  That number is inclusive of demand response?


MR. BUT:  That is correct.


MR. BUONAGURO:  And my understanding is that you are supposed to take out demand response achievements when you are adjusting your load forecast, because your load forecast is weather-normalized, and because it is weather-normalized it doesn't -- you don't have to include peak-related CDM, because peak-related CDM relates to parts that are outside of the -- that happen when you don't weather normalize.


Do you understand what I'm saying?


MR. BUT:  I understand what you're saying.


MR. BUONAGURO:  So the 1,462 number, you don't just plug in the 1,462 as being --


MR. BUT:  I'm not suggesting that either.  But I am trying to bring up the point here is the CDM impact that was achieved by 2007 is not 750.  It is now a much higher number and could be as much as 1,350.


MR. BUONAGURO:  So what is the number I guess for 2007?  When you account for the fact natural conservation by starting -- if you use this as a starting factor, and then you account by taking out the demand-related programs, or I guess you would call them the peak-saving programs, what number do you come up with?


MR. BUT:  It is new to me that in order to estimate the CDM impact there, we have to take out the demand response program.  That is not to my understanding.


I believe the CDM impact includes the demand response programs, as well as efficiency programs.


MR. BUONAGURO:  Well, if you look at the EB-2006-0501 decision, and this is at page 4 of the material, this is the first full paragraph, as I said, the second sentence:

"This adjustment is intended to address both the natural conservation and demand response issues discussed above."


And this is the problem I guess sometimes with these books.  You can see the top there that the tail end of the sentence -- I have the full one here.  Just bear with me.  I have the full quote here.


MR. ROGERS:  Are you talking about the transmission decision?


MR. BUONAGURO:  Yes, EB-2006-0501.


MR. ROGERS:  I will just give the panel a copy of it.


--- Mr. Rogers provides witness panel copy of the

decision.


MR. BUONAGURO:  So if you would start at page 91.


MR. BUT:  I have page 91.


MR. BUONAGURO:  Right:

"The Board also agrees with the consumer group intervenors with respect to the impact of demand response programs.  Hydro One's base forecast is weather normal, which means that extreme weather events are excluded.  It would seem logical to reduce the impact of demand response programs, which are most effective in extreme weather situations, when adjusting a weather normal forecast."


So if you are going to start from the 1,462 number, which includes demand response achievements, you would have to reduce that number to account for those, would you agree, based on what I have just read on the transmission decision?


MR. BUT:  The way Hydro One used the analysis is consistent with what OPA is using.  In the OPA reference forecast, that is basically on a weather normal basis, and any reduction resulting from demand management programs are also done that way.


So I do not agree with what you said.


MR. BUONAGURO:  So would you adjust -- when you adjust your load forecast for CDM achievements pursuant to the OPA numbers, you want to include demand response?


MR. BUT:  The OPA load forecast in the IPSP is weather normal starting from 2008.  And the reductions, in terms of CDM program, is being done and applied to these, to the CDM target.  So there is no exclusion, for example, with respect to the demand management programs.


MR. BUONAGURO:  If you go to page 10, and, again, this is the report that you talked about, the -- which unfortunately nobody has, the ECO report released in June 2008.


MR. SOMMERVILLE:  Which report is that, Mr. Buonaguro?


MR. BUONAGURO:  It was referred to by the witness, and I happen to have a copy, the Conservation Bureau, "Taking Action Annual Report Supplement, Conservation Results 2005 to 2007"?  I am looking at page 10. 

Maybe what I could do is undertake to provide copies of the page references after.  It is fortuitous I just happen to have a copy.


Looking at page 10, it has the 1,391 that you referred to.


MR. BUT:  Yes.


MR. BUONAGURO:  Megawatt savings.


MR. BUT:  Yes.


MR. BUONAGURO:  And if you look at it, it talks about the different conservation activities.


I take it 1,391, you're telling me that because of the June report, 1,391 is your starting point for your load forecast adjustments?


MR. BUT:  It could potentially be.


MR. BUONAGURO:  Okay.


MR. BUT:  The reason why I am not definitive is because there are many numbers released by OPA to date.  We have 1,591.  We have -- we have 1,462, and yet we have an end number released by Chief Conservation Officer Peter Love the other day saying that for the province, we have achieved 1,600 megawatts.


So I think at this stage it is premature to determine how much we have achieved based on information supplied by OPA.  I definitely do not want to make the decision which number is correct, because I am seeing many versions of numbers from OPA.


MR. BUONAGURO:  Let me put it this way:  The application as it was filed in April of -- as it was updated on April 7th, 2008 starts with a 1,350 megawatt figure, with a reduction of 350 pursuant to the transmission decision, and it states that doing it that way is consistent with the IPSP filing on August 29th, 2007.


That's the first series of questions I took you through.


MR. BUT:  Right.


MR. BUONAGURO:  Your application starts with 1,350.  You reduced it by 350 pursuant to the transmission decision because of naturally-occurring conservation, and, in part, the decision said --


MR. BUT:  For 2007.


MR. BUONAGURO:  Yes, for 2007.


MR. BUT:  Right.


MR. BUONAGURO:  And then -- so there is a 350 megawatt reduction in relation to naturally-occurring conservation and the decision talks about demand response.  It is also talking about taking out some of the demand response impact. 

And you say in your application that is all consistent with the IPSP filing.  What I have done is I have shown you the IPSP filing, which says 2007 naturally-occurring conservation was actually 600. 

You have responded by saying, to paraphrase, Don't worry about that, because the June report that just came out shows that the actual number of conservation for 2007 is in the order of -- in the period 2005 to 2007 was actually 1,391, according to page 10 of this report.


Is that the strain of thought that I should be following?


MR. BUT:  Yes, that's correct.  The reason why I mentioned these numbers is to inform you that when you mentioned 600 megawatts in natural conservation, this implied that the 1,350 should not be reduced by 350, but, in fact, it should be reduced by 600.


Then if I followed your train of thinking, then what if CDM impact will become 750?  The reason why I quote this OPA report earlier is to show -- demonstrate that it is not 750 currently we are talking about.  It is 1,350 or 1,400 or even more.


MR. BUONAGURO:  Right.  But so if we use the June report, the starting point would be 1,391, and that figure is exclusive of naturally-occurring conservation?


MR. BUT:  Subject to check, I assume that is correct.


MR. BUONAGURO:  Okay.  Looking at this table on page 10, it lists the conservation activities.  There are a couple of here which are clearly demand response programs.  It has industrial demand response and attributes, of the 1,391, 317 megawatts are related to demand response in the industrial sector.


We have an IESO demand response/dispatchable load program figure of 273 megawatts, which I would suggest to you is also a demand response.

MR. BUT:  That's correct.

MR. BUONAGURO:  If we add those up we get about 500, close to 600 megawatts that is attributable to demand response; right?

MR. BUT:  Yes, that's correct.

MR. BUONAGURO:  So if we follow through with the transmission decision, which I read to you on pages 91 and 92 which says you should be accounting for demand response because your load forecasting is weather-normalized, you would subtract around 600 from 1,391.  Does that follow?

MR. BUT:  I do not think that is the intent of that decision.

In that transmission decision, there was a discussion with respect to what should we do with respect to weather effects.  And with respect to the decisions, the reduction is being done on a weather-normal basis.  The 350 is being done on a weather normal basis.  With respect to the IPSP load forecast, that is the reference forecast is also on a weather-normal basis.  Everything is being done on a weather-normal basis.

We're not talking about extreme weathers, because if you talk about extreme weather, then the number we are talking about is no longer in the 25,000 range but, in fact we are talking about the 26,000, 27,000 range for the system.

MR. BUONAGURO:  So in terms of deducting from the 1,391 on the basis of demand response programs, it is a matter, I think, of interpretation of the transmission decision?

MR. BUT:  Well, this has nothing to do with the transmission decision, because the transmission decision pertains to what Hydro One transmission should reduce in that decision.  What we are talking right now is what we have achieved in 2007, after the fact.

MR. BUONAGURO:  Right.  But you're including -- by referring to the June report, you're referring to the
1,391 --

MR. BUT:  In the transmission decision, may I add, the resulting -- the result for that decision is basically, we accept that 1,000 megawatts for CDM impact for Ontario.  What I am trying to say, using the latest OPA report, we are now exceeding that 1,000.  We are now -- we now potentially have close to 1,350.

MR. BUONAGURO:  Inclusive of demand response programs?

MR. BUT:  Exactly.

MR. BUONAGURO:  I will leave it there, thank you.

Now, you have been cross-examined about the 2008 figure.  I understand it was the additive amount for 2008 you have said is 126 gigawatt per hours, gigawatt-hours.

MR. BUT:  126 gigawatt-hour incremental for 2008.

MR. BUONAGURO:  Looking at H11-7, which is page 6 of the book of materials at response B, this is Exhibit H, tab 11, schedule 7.  Hydro One Distribution used the 2008 provincial CDM impacts provided by the OPA to calculate its share of the CDM impacts.  The provincial CDM peak and energy savings for 2008 used in the IPSP are 251 megawatts in 0.8 terawatt hours respectively.

So -- I think Mr. Poch took you through this.  The 0.8 terawatt hours, your -– sorry, your 126 is a subset of that?

MR. BUT:  126 gigawatt-hours.  That is a percentage of the 0.8 kilowatt hours which is 800, so that will give you approximately 15 percent market share.

MR. BUONAGURO:  That's based on --

MR. BUT:  That is basically based on the average monthly peak for Hydro One retail as a percent of the total system.

MR. BUONAGURO:  Okay.  Now, in this answer you talk about it being from the IPSP.  If you look at the following page in the document book, page 7, which is Exhibit D, tab 4, schedule 1, attachment 4, page 5 of 9 of EB-2007-0707 --

MR. BUT:  Yes, I’ve got that.

MR. BUONAGURO:  You can see, this is table 6 and in the first table for 2008 at the bottom it has total Ontario figure of 0.8 terawatt-hours.  I am assuming that is the same 0.8 that you're talking about?

MR. BUT:  That's correct.

MR. BUONAGURO:  And you can see that the IPSP actually breaks out 0.8 between the different regions in Ontario.  Do you see that?

MR. BUT:  Yes, that's correct.

MR. BUONAGURO:  Now, when you made an assumption or, sorry, when you came up with the 120 -- I keep forgetting the number.

MR. BUT:  126 gigawatt-hours.

MR. BUONAGURO:  126 for Hydro One, did you take into account the regional distribution of the 0.8 that the IPSP is showing?

MR. BUT:  We did not take the regional distribution into consideration.

We did -- we have -- we did have meeting with the OPA staff and asked them to provide further details and we discussed how we used the 15 percent in terms of sharing the target and they seemed to have no problem with our approach.

MR. BUONAGURO:  Because it seems -- look at the table, and I don't pretend to understand all of the numbers behind it, but intuitively it shows, for example, GTA 0.3, and you would expect the CDM the ability to achieve CDM would be higher in more densely populated areas?  Is that true, generally speaking?

MR. BUT:  I would not be able to definitively answer this.  I believe this is a document produced by OPA, and I would not want to prejudge what assumptions they have used behind this table.

MR. BUONAGURO:  Okay.  So basically you didn't look behind the 0.8 in doing your calculation, in terms of --

MR. BUT:  No.  We did not use the regional distribution, no.

MR. BUONAGURO:  Okay.  I would like to ask some questions about CDM spending as it is included in rates.  This is a question that I actually gave to a previous panel, and we've got an undertaking response, I think, today, K1.6.

MR. INNIS:  Yes, I have that.

MR. BUONAGURO:  Okay.  And if I can refresh everyone's memory.  I was trying to find out where the CDM spending for 2007 and previous were represented in the filing.  And the reason I was doing that was to try and make sure that the 2008 numbers reflected the fact that the CDM spending had dropped significantly in 2008.

You remember that conversation?

MR. INNIS:  I recall the discussion, yes.

MR. BUONAGURO:  Okay.  So looking at J1.6, it appears that you have identified the CDM spending in Exhibit C1, tab 2, schedule 1, table 1, which is -- I just have to pull that up.

So C1, tab 2, schedule 1, table 1.  And looking at this table, can you tell me which line item these numbers match up to?

MR. INNIS:  Yes, I can do that.  In 2005, for OM&A, the total value is 4.3 million.  And of that 4.3 million, there is 0.5 million in sustaining OM&A.

There is 3.8 million in other OM&A; that is shared services and other OM&A category.  Should I continue on?

MR. BUONAGURO:  Sure.

MR. INNIS:  For 2006, we have the value of $7 million, and that $7 million can be found 0.9 million in sustaining and 6.1 million in other OM&A.


For 2007, the total value is $11 million and that can be found in other OM&A.


MR. BUONAGURO:  I see.  So if I go to C1, tab 2, schedule 6, and this is page 10 in the book of exhibits, page 81 --


MR. INNIS:  Just give me a moment, please.  Yes, I have that.


MR. BUONAGURO:  Now, I understand -- I'm looking at table 29.  I think this is a breakdown of that "other" category you have been talking about.


MR. INNIS:  Yes, that's correct.


MR. BUONAGURO:  So it looks like if you go in the -- on page 8 of the book, and this is Exhibit H, tab 10, schedule 20, you are asked about CDM funding.  Part of your answer says:  
"HONI has included one million in 2008 revenue requirement within the other shared services 'other' category to sustain existing CDM programs and maintain a minimum capability." 

It also says:

"HONI also requires an additional 800,000 to close off the programs initiated under MARR funding."


Now, as I understand it, going back to page 10, which is the C1, tab 2, schedule 6, table 29 reference at page 10 of the document book, that would be in this "other" category.  So other "other"; is that right?


MR. INNIS:  Yes, that's correct.


MR. BUONAGURO:  If we go across to the $23.3 million figure for the bridge year 2007, that's inclusive of $11 million in CDM?


MR. INNIS:  Yes, that's correct.


MR. BUONAGURO:  Then for the test year, in the other shared services "other" category, we have a negative value of 12.4?


MR. INNIS:  Yes, it is 12.4, negative.


MR. BUONAGURO:  I am guessing that part of the drop from 23 to 12.4 is the reduction in the CDM spending from 11 million to I think 1 million?


MR. INNIS:  Yes, that's correct.  That reflects the elimination or the full spending of the third phase MARR CDM.


MR. BUONAGURO:  Okay, thank you.


I think I can squeeze in one more topic before 4:30.  I was asking the previous panel about pension costs, and I have excerpted the transcript reference, page 13 of the book.  It is from the July 10th transcript.  Sorry.  Yes, page 13.


Sorry.  No, that's wrong.  It's 14 to 16.


Basically, I went through the pension costs, and if I can summarize, in the application, the total figure for the pension costs was $104 million and the updated figure was $95 million.


MR. INNIS:  The 104 million is what is in the filed evidence, and 95 would be the valuation from the financial evaluation of the pension fund.


MR. BUONAGURO:  I understood from that conversation from the filing that you have a deferral account that is supposed to track the deviation and, in fact, that would be one type of deviation you would be tracking?


MR. INNIS:  That is correct.


MR. BUONAGURO:  Okay.  Now, I think this was left off on the transcript, and I think it was partially referred to you in terms of deferral account treatment, so perhaps I could ask you the question.


As a result of that update, would the amount that goes into rates in the 2008 be the 104 million or the 95 million based on the new evidence, the 95 million?


MR. INNIS:  I can address that.  The 104 million is what is in rates for 2008.  Of that 104 million, only a portion of that is attributed to the distribution business.  The 104 is a full Hydro One amount.


So a portion of that would be based on the -- it would be attributed to the distribution business, the rates.


MR. BUONAGURO:  I understand that.  When I say 104, I always mean the portion that is attributable to DX for distribution.

MR. INNIS:  Okay.


MR. BUONAGURO:  You had 104 when you applied for it.  You now know the number, according to your evaluation, is going to be 95.  You're proposing a deferral account to track the difference, in any event, so presumably whatever number you use, you are going to be held whole; right?


MR. INNIS:  Yes, that's correct.  If I can just clarify the 95, that was a number based on an estimate for 2007.  So what we're expecting is that the actual 2008 experience will be greater than that.  There is an adjustment for base pensionable earnings.


So the number will be somewhat higher, we expect, than the 95.  So let's assume for the sake of discussion that number is $98 million.  So what we would be doing, then, is tracking the difference between the 104, which is currently in rates, and our actual pension costs, the portion that is attributed to distribution, and we would be putting those in a deferral account.


If the value is less than what we have in rates, then we will track that and we will be giving that back to customers at a future date.


MR. BUONAGURO:  Now, particularly since this is a deferral account treatment and they're going to be trued up in any event, why wouldn't you put into rates for 2008 the more accurate figure?


MR. INNIS:  We don't know what the actual rates will be for 2008 at this point in time.


MR. BUONAGURO:  Sorry, you don't know that the actual will be 98 million, for example?


MR. INNIS:  We don't know, no.  I said as an example, but we don't know what that would be.


The 2008 pension expense will be a function of the base pensionable earnings incurred in 2008.  So it is not until the end of the year that we would know the actual amount.


MR. BUONAGURO:  So why is 104 a better placeholder than, say, 95?


MR. INNIS:  104 million was the estimate prior to receiving the valuation.


MR. BUONAGURO:  Now you have the evaluation, which has refined it.


MR. INNIS:  And the valuation is 95.  We expect that number to be a bit higher than the 95.


It could be upwards of 104 perhaps, as well.  So rather than chase the number, we have locked in on the 104, and the deferral account will be able to true up the difference once the amount for 2008 is known.


MR. BUONAGURO:  Just one last question on that.  If you stick with the 104, it sounds like you are almost guaranteed, unless something really weird goes on, to over-recover in rates, based on the evaluation you just -- we have been talking about.


MR. INNIS:  Not necessarily.


MR. BUONAGURO:  Not necessarily?


MR. INNIS:  We would have to look at what our experience would be for 2008, and so I couldn't say for sure that we'd be over-recovering.


I think it is important to keep in mind that the 104, as I mentioned, is a Hydro One number.


The portion that gets attributed or that is embedded in rates for 2008 would be approximately 30 percent of that.  So we're talking about 30 percent of a difference between 104 and whatever the final number is.


In one of our undertakings, we estimate that amounts to be about $1.5 million, is what we would expect to be in that account.


MR. BUONAGURO:  Okay.


MR. INNIS:  But that, once again, is an estimate.  We don't have the 2008 experience yet.  We would have to do that calculation at the end of the year.


MR. BUONAGURO:  Is that a good time to break?


MR. KAISER:  Yes.  We will adjourn until 9:30 Thursday.


MR. BUONAGURO:  Thank you.


--- Whereupon the hearing adjourned at 4:32 p.m.
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