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Thursday, July 17, 2008

--- Upon commencing at 9:35 a.m.


MR. KAISER:  Please be seated.  Mr. Rogers.


MR. ROGERS:  Good morning, sir.

Preliminary matters:


MR. ROGERS:  I have a few preliminary matters I would like to deal with, if I could.  First, I can tell the Board that I expect to have almost all of the undertakings filed during the course of today.  There may be a couple that aren't, but the vast majority will be filed today.


Secondly, I would like to request of the Board that some of these filings be done on a confidential basis.  If I could deal with them -- there are several.  If I could deal with them all at one time, and I will tell you why.


MR. KAISER:  All right.


MR. ROGERS:  At J2.2, there was an undertaking to provide a description of all smart meter spending essentially from 2006 through to 2010.  My client is quite prepared to file that and will, but asks that it be done on a confidential basis.  The reason for this request, and further requests which I am going to make, is that it contains forward-looking financial information, and the company is concerned about Ontario securities regulations which require that such forward-looking financial information be disseminated according to certain protocols.


So I would ask the Board for an order that this be filed with you on a confidential basis.  Certainly all intervenors have access to it, providing they agree that it is to be kept confidential.


The second one is J2.5, which asked the company to provide a tree-line connection vegetation management benchmarking study on a confidential basis.  I think the Board has already agreed that will be done on a confidential basis, and I ask that it be filed on that basis.


The third is J3.3, to provide the 2001 business plan for the financial model in evaluating the Thessalon acquisition.  That apparently contains some forward-looking financial information, and I ask that that be filed on a confidential basis.


MR. KAISER:  Isn't that acquisition long past?


MR. ROGERS:  The acquisition is, but I think it contains, I am told, information I guess that...


There is forward-looking information in the assessment, apparently, and, as well, in addition -- that is the main reason for the request, but, in addition, I think the company feels that it contains the assumptions that the company uses in M&A acquisitions and might have some commercial prejudice to them, as well.


MR. KAISER:  Do we have that yet or you are about to file that?


MR. ROGERS:  Just about to file that.


MR. KAISER:  All right.


MR. ROGERS:  I can file these today.  They're all ready to go.  I'm just asking for --


MR. KAISER:  I think we would like to see them before we make the ruling, that's all.


MR. ROGERS:  That's fine.  I can certainly provide them to the Board.  There are a couple of more these.


MR. KAISER:  I meant the ruling on the confidential matter.


MR. ROGERS:  Yes, I understand.  But if I provide them to the Board on that basis, then you can decide whether they're confidential or not.  If you're not prepared to do that, I would like a chance to address you before they're made public.


MR. KAISER:  Of course.


MR. ROGERS:  J3.7, an undertaking was given to provide a breakdown of the $59 million savings for Cornerstone for each year from 2009 to 2015.  Once again, that contains forward-looking financial information.


MR. KAISER:  Does this mean, Mr. Rogers, that every time we get forecast information that we're going to request confidentiality because of some securities legislation claim?


MR. ROGERS:  Well, no, sir, but I think --


MR. KAISER:  What's unique about this forward-looking information, as opposed to all of the forecasts we ordinarily see in these proceedings?


MR. ROGERS:  Well, I think the difference is that the information we're concerned with here is beyond the rate application year.


MR. KAISER:  Anything in the future is beyond --


MR. ROGERS:  Well, true, true.


MR. KAISER:  -- the rate application year.


MR. ROGERS:  The company is very sensitive about this, and I can only tell you I'm instructed that they feel that in view of all of the changes that have occurred in corporate governance in Bill 198, and so on, they're very sensitive about disclosing this information without going through the formal protocols which are established.


MR. KAISER:  All right.  We will look at the document.  We will allow other parties to make submissions on this, of course.


MR. ROGERS:  That's fine.


MR. KAISER:  Do you mind, incidentally, if they see the document just for the purpose of making submissions on your claim for confidentiality?


MR. ROGERS:  No.  So long as --


MR. KAISER:  I'm just talking about counsel.


MR. ROGERS:  So long as counsel will give an undertaking that until the Board rules on this, they won't disclose it publicly --


MR. KAISER:  All right, okay.


MR. ROGERS:  -- I don't think we have any concern about that.


MR. KAISER:  I haven't had a chance, obviously, to talk to the Panel members, but it sounds like this may become a bit of a precedent that we need to pay some attention to.


MR. ROGERS:  Maybe perhaps we need to address it in a more formal way and get better instructed as to the details of why this is requested.


Next is J3.10.  The company was requested to provide the last three quarterly reports provided to the board of directors.  I think this was your request, Mr. Kaiser --


MR. KAISER:  Yes, it was.


MR. ROGERS:  -- dealing with the detailed costs, and you were interested in the type of oversight that the Board performed.  We're quite prepared to file that with you, but it contains forward information and we ask that it be done on a confidential basis.


Finally, J3.15 is to provide further productivity studies or benchmarking studies if they were available.  There are a few available.  The company is prepared to file them.  This is a different basis for confidentiality.  


These reports, I understand, contain proprietary information, and Hydro One has permission from the company, who produced some of the information, to only file this report if it is done in confidence.  So I ask that that be done in that case, as well.


Thank you.


MR. KAISER:  All right.


MR. ROGERS:  I think what I will do, then, sir, I will see that copies of these are provided to the Board secretary. 


MR. KAISER:  I want to make sure they're marked so we don't -- 


MR. ROGERS:  Yes.


MR. KAISER:  -- whether it is the Panel Members or other counsel, get them confused in something else.  These will be released to the parties on sort of a temporary basis to make further submissions.


MR. ROGERS:  All right.  I will see that a covering letter accompanies that.


Now, a couple of other housekeeping matters I would like to tidy up before the examination of this panel continues.


First of all, the Board may recall that at about page 107 of the transcript, I undertook to enquire as to whether there was a five- or ten-year investment plan -- the plan available.


I am advised that there is no formal written plan.  As Mr. Van Dusen explained, the distribution program is governed by known government initiatives, such as smart meters, distributed generation, CDM, the IPSP, for example.  So there is no formal plan.  


The company will rely on the evidence before the Board to support its rate application for 2008.


Finally, this morning one other housekeeping matter.  At about page 148 of the transcript, when Mr. Curtis was testifying - that was panel 3 - Mr. Curtis was asked about the treatment of Cornerstone savings with respect to IRM, and he may have left a false impression with some as to the corporate intentions.


I thank Mr. Vlahos for drawing this to my attention when it was said.  I have reviewed the transcript and I do believe there is some confusion.  The company position is that it will abide by whatever adjustment mechanism comes from the Board with respect to the third generation IRM and how it is to be applied.  


I am aware that the Board has recently just released part of that plan, but just to be clear, as the prefiled evidence has stated, savings from Cornerstone will be used by the company to meet the productivity factor.  There will not be a separate, discrete adjustment to the revenue requirement, as some may have inferred from what Mr. Curtis said.


That is not what he meant and it is certainly is not the company's intention.  So I hope that clears that up.


Thank you very much.  The panel is now available.


MR. KAISER:  All right.  Mr. Buonaguro, I think you were examining the panel.

HYDRO ONE NETWORKS INC. - PANEL 4, RESUMED


Ian Innis, Previously Sworn


Michael Roger, Previously Affirmed


Stanley But, Previously Sworn


MR. BUONAGURO:  Thank you.  Just before I start, the panel may remember that a document came up when we were cross-examining -- or when I was cross-examining on Tuesday.  It was the CECO June 20th, 2008 report.  I have distributed PDF copies to all of the parties, and I provided a copy to Board Staff to be entered as an exhibit just so if anybody wants to see what we were talking about, it is available.

[Mr. Mukherji passes out document]


MR. MILLAR:  This will be Exhibit K5.1.  Is this the Conservation Bureau report, Mr. Buonaguro?


MR. BUONAGURO:  Yes.


MR. MILLAR:  Okay.  It's the annual report 2007 of the Conservation Bureau.

EXHIBIT NO. K5.1:  ANNUAL REPORT 2007 OF CONSERVATION BUREAU. 


MR. BUONAGURO:  Thank you.

Cross-examination by Mr. Buonaguro (resumed):


MR. BUONAGURO:  I think when I left off, I finished asking some questions specific to the pension deferral account.  I would like to ask some questions about the OEB cost differential account.


There is a description of the account in Exhibit F3-1, page 1, which I have put into the document book, which is Exhibit K4.12 at page 11.


It says it is going to track the difference between the annual OEB cost assessment, intervenor cost awards, and costs associated with OEB initiated studies and the amount for these expenditures approved by the OEB is part of the 2008 distribution rates until those rates are rebased.


Could you tell me what is meant by OEB-initiated studies?  For example, can you give examples of that will be considered OEB-initiated studies that have been performed by Hydro One over the last three years?


MR. INNIS:  These would be studies in relation to directives from the OEB.  So what we'd be doing is let's say we're studying for incentive rate regulation mechanism.  To the extent we would be required to initiate a special study to consider that some of the factors in that, we would seek to be tracking those costs.


In terms of specific examples, I don't have any that immediately come to mind from the past.  But what we would be expecting those in the future to the extent we would have to undertake work beyond what is in our core regulatory program, we would track those costs and put those in this account.



MR. BUONAGURO:  I see.  So you mentioned incentive regulation in part of your answer.  For example, as I understand it Hydro One along with some other LDCs, have retained London Economics to assist them with the third generation IRM process.  Is that something you would consider an OEB-initiated study?


MR. INNIS:  Not in this particular case, we would not be tracking that.  I used that as an example of the types of things.  We would not be seeking to recover costs associated with the third generation IRM work.


MR. BUONAGURO:  So is it limited to studies that the Board, as part of this particular rate application, says You will do this and come back again with a study on this particular topic?


MR. INNIS:  It could be that, or it could be directives from the Board that would arise a number of months from now that we just haven't anticipated.


What we are concerned about is incurring costs for work that is beyond what we have in our core budget, and so to the extent that a number of months from now there is some direction from the Board that we undertake a certain initiative, we have not anticipated that in our core funding for 2008.  We would seek to track those costs.


These would be of a material amount, certainly not small, small initiatives or just ad hoc queries and that type of thing.  But if we're required to do some specific studies, then we would track those costs and put those costs in this account.


MR. BUONAGURO:  It is not limited to specific studies that the Board asks you to do as part of this application?  It may also include studies that result from things that you are supposed to do as a part of this application decision that down the road you say, Oh, we have to do a study for that as part of that undertaking?


MR. INNIS:  It could include those.  Or it could include new initiatives by the Board that arise over the next few years, as well, which we haven't specifically, don't specifically know about and haven't specifically included in the funding request for 2008.


MR. BUONAGURO:  Okay.  Do you have a forecast for the 2008 costs that can be recorded in this account?  And for this question I am talking not just about studies, but also the other categories that are going to be included:  The OEB cost assessment, intervenor cost awards along with the OEB-initiated studies.


MR. INNIS:  Yes, if you just give me a moment, please.


In our evidence that we had at Exhibit C1-266, there was the annual OEB cost assessment.  So what we would be doing is tracking the difference between the annual OEB cost assessment that we have in our plan, and what the actual amount would come in at.


So at this point in time, I don't have the specific amount from that, as we have not received all of the billings from the OEB just yet.


MR. BUONAGURO:  Sorry, you don't have a forecast 2008 OEB cost assessment?


MR. INNIS:  Yes, I do.  That is in Exhibit C1-2-6.


MR. BUONAGURO:  Okay.  Now when you say OEB cost assessment is that one of the three categories going in this deferral account?


MR. INNIS:  Yes, that's correct.


MR. BUONAGURO:  What about the other two categories, the intervenor costs and the studies amount?


MR. INNIS:  There is no forecast value for those at this time.


MR. BUONAGURO:  Okay.  So as of right now, there is no... okay.  Is it because you can't forecast it or because you haven't forecast it?


MR. INNIS:  No.  What we're talking about for this account are costs that would be incurred beyond the core requirement.  So at this point in time, we don't know what those would be.


MR. BUONAGURO:  Okay.  Now, with reference to both the pension deferral account that we talked about last day and this OEB cost differential account, can you tell me, in terms of the revenue that's going to be included in those accounts to offset the costs that you're anticipating may be more or less than what you're forecasting, what revenues are going to go into those accounts to offset the costs that you are trying to recover?


MR. INNIS:  There would be no revenue going into those accounts.  What these accounts would be tracking is the difference between what is in our core revenue requirement and what the actual costs would be, let's say, for pension or for these OEB costs.  So there is no revenue.


MR. BUONAGURO:  Sorry, I must have misused the term.  When I said revenue, I meant is it simply what is included in the 2008 rates for that item.


So for example for pensions your application asked for $104 million on the total pension amount.  And that amount or the subset of the amount attributable to distribution is the amount that's going in as the recovered part of that cost?


MR. INNIS:  No.  That's not correct.


MR. BUONAGURO:  Okay.


MR. INNIS:  What would be going into the deferral account would be the difference between what we have in our core revenue requirement and what the actual incurred costs would be.


So in our core revenue requirement, we would have the distribution equivalent or portion of the $104 million, and it would be -- we would be tracking the difference between that and the actual incurred pension costs.


MR. BUONAGURO:  So it may be semantics, but when you're calculating the difference to put into the account, you're using whatever you recovered as part of the application, so the $104 for the pension amount?


MR. INNIS:  Yes.  That's correct.


MR. BUONAGURO:  But for the other account, you don't have forecasts.  So what's going in to cover the difference for the --


MR. INNIS:  For the OEB assessment account?


MR. BUONAGURO:  Yes.


MR. INNIS:  What the difference would be in that account is we do have -- as I mentioned we do have the forecast Exhibit C1-2-6 under the regulatory affairs portion of the evidence.


We do have a forecast of the OEB costs assessment.  So to the extent that that number becomes -- is different, the actual number is different, than what's in our budget, we would be putting that amount into the account.


With respect to those costs that are not associated with the OEB assessment, we don't know what those are at the time -- this time.  They're not in our budget.  So any costs incurred associated with those would be tracked in that account.


MR. BUONAGURO:  I see.  So the OEB cost assessment would be a true difference between the forecast and the actual?


MR. INNIS:  That's correct.


MR. BUONAGURO:  The forecast included in rates versus the actual that you put in the account to calculate the difference.  But for intervenor costs and for OEB studies, it would be the full cost, whatever they happen to be.


THE DEPONENT:  To the extent that they are not in our current revenue requirement, correct.


MR. BUONAGURO:  I thought there was nothing in the revenue requirement?


MR. INNIS:  For those particular ones, no.  When you mentioned intervenor costs, we do have an amount in there for intervenor costs already.  So it would be incremental costs associated with other proceedings or things of that nature.


MR. BUONAGURO:  Okay.  Now, moving past 2008.  For example, for 2009, under an IRM, how would that change, in terms of what's included in the deferral account, to offset the costs that you are trying to recover?  How would you calculate the difference?  Is the difference between what was included in 2008 rates, for example, for the OEB assessment amount?


MR. INNIS:  Yes, that's correct.


MR. BUONAGURO:  So the 2008 -- the forecast that is included in revenue requirement for 2008, for example, for OEB assessment amount, would be the same amount used in 2009, 2010, 2011 under IRM?


MR. INNIS:  As the base amount of the OEB cost assessment; correct.


MR. BUONAGURO:  Would that amount be escalated in whatever way the IRM escalates or it would stay constant?


MR. INNIS:  That amount would stay constant.  It is difficult to attribute the proportion of the escalation associated with each of the cost components.  The IRM is done on an aggregate basis, so it would be difficult to attribute that to the particular cost.


MR. BUONAGURO:  Okay, thank you.


I have some, I think, quick questions on the triple RP, the rural -- the acronym has escaped me for a second


MR. INNIS:  Rural rate protection?


MR. BUONAGURO:  Yes, sorry.


Looking at Exhibit H12-41 part D - and this is in our material at page 23 - the response to the question was:

"The criteria that the customer must meet is to have received RRRP before market opening.  The criteria for applying RRRP was established before market opening.  Our rate classes of R2 and Farm (where there is a residence on the property) received the RRRP credit."


Now, our reading of that response seems to suggest that only people who actually received RRRP prior to market opening can get it.  Is that correct?


MR. ROGER:  The customers that get RRRP are based on the customers that get it before RRRP, the amounts are determined.  But if a new customer comes in into the R2 class, they also would get RRRP.


MR. BUONAGURO:  Okay, thank you.  That's what we thought, but just wanted to clarify that.


Now, in Exhibit F, tab 1, schedule 1, page 13, and this is at page 24 of our material, it talks about the RRRP account, and the RRRP deferral account.  And it says that you do track, I guess, variances in RRRP, and it essentially records the difference between the RRRP charges collected by the IESO from all market participants versus the amounts that you actually pay out.


MR. INNIS:  Could you refer me to the exhibit that you are quoting from, please?


MR. BUONAGURO:  Sure.  In my book, Exhibit K4.12, at page 24, I have excerpted the page.  It is exhibit --


MR. INNIS:  Can you give me the reference in the core evidence, please?


MR. BUONAGURO:  It's Exhibit F1, tab 1, schedule 1.


MR. INNIS:  Page?


MR. BUONAGURO:  Thirteen.


MR. KAISER:  Thirteen.


MR. INNIS:  Yes.  And your question, please?


MR. BUONAGURO:  Can you tell me what the annual payout for RRRP is, roughly?


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


MR. BUONAGURO:  Can you -- is it something you have, but can get?


MR. INNIS:  Yes, I can do that.


MR. BUONAGURO:  Can I get an undertaking?


MR. INNIS:  Yes, certainly.


MR. MILLAR:  J5.1.

UNDERTAKING NO. J5.1:  TO PROVIDE ANNUAL PAYOUT FOR RRRP.


MR. BUONAGURO:  Now, looking at Exhibit H, tab 1, schedule 116, the attachment, and we have included that at pages 25, 26 and 27, these are the regulatory assets schedules, and they include the balances I guess recorded in your deferral accounts; is that a fair summary?


MR. INNIS:  In Exhibit H1-116.


MR. BUONAGURO:  Yes, Exhibit H1-116, and it's the attachment.  It's just labelled "attachment", and it's a three-page continuity schedule.


MR. INNIS:  Yes, I have that.


MR. BUONAGURO:  Now, when we looked through this, we noticed there are no details for the RRRP account.  Can you explain why, or we just missed it?


MR. INNIS:  Give me a moment, please.


I am just reading the question to see if the scope is just asking for accounts that we had said we requested recovery for.  We're not requesting recovery for the RRRP as part of this proceeding.


MR. BUONAGURO:  It wasn't included in here because you're not requesting recovery?


MR. INNIS:  That's right.  We're not requesting settlements or recovery of RRRP in this proceeding.


MR. BUONAGURO:  Okay.


MR. INNIS:  I just need to check to see if that was the question, but that is a possibility of why it is not.


MR. BUONAGURO:  Let me put it this way.  I'm not trying to infer anything from the fact it isn't here, that you somehow intentionally omitted it.  I just noticed that it is not here.  So we don't know what is in the account, so we're trying to get a handle on what's in the account, and, if it's any kind of substantial number, why it isn't being reconciled this year.


MR. INNIS:  Just going through the list, I don't see it specifically.


I can take an undertaking to give you the value.  If my recollection helps at all, typically this amount is in the order of a couple of million dollars.  It's not substantial, if that's helpful to you.


MR. SOMMERVILLE:  Am I missing something here, Mr. Buonaguro?  I do see a notation with respect to the RRRP program on the exhibit, page 26 of your materials, the third listed other regulatory sub-account, the third one down, "other RRRP".


MR. BUONAGURO:  Oh, is that it?


MR. SOMMERVILLE:  That appears in the 2006 and 2005 documents, but not on page 27 -- sorry, not for 2007.  That page is not specifically listed in that fashion, but that account is declared to be not applicable.


MR. BUONAGURO:  Okay.


MR. INNIS:  Yes, that's what I'm saying.  We do track that, of course, and the fact it says RRRP, but there is no value there, I believe that is because we're not seeking recovery or settlement of that account in this proceeding.


MR. BUONAGURO:  Can I get the undertaking, then, to provide the amount that would be cleared this year?


MR. INNIS:  As of what date would you like us to do that?


MR. BUONAGURO:  I guess that would be -- well, which amounts have been cleared?  Presumably, it would be cleared 2006.


MR. INNIS:  We can give you the balance as of December 31st, 2007.  Would that be helpful?


MR. BUONAGURO:  Okay, thank you.  And then explaining why it is I guess de minimus such that it would be cleared this year.


MR. INNIS:  The reason it is not being cleared is because it is de minimus, yes, that's correct.  Also, there are other complications or issues with the RRRP in terms of settlement, as well, as far as recovery from customers.  We would have to recover it from all customers once settled.


MR. BUONAGURO:  Right.


MR. INNIS:  Yes.


MR. BUONAGURO:  How is that a complication?


MR. INNIS:  Mike?


MR. ROGER:  If I could address that.  The RRRP tracks the difference between what the variance account -- what we collect from the IESO and what we pay out.


The IESO collects that from all customers.  So if there is any variance for that account, we believe it should also be collected or refunded to all customers, but we don't have access to do that.  We just bill our distribution-connected customers.  We don't bill the transmission-connected customers.


MR. KAISER:  How have you dealt with it in the past?  You obviously have dealt with it in the past.


MR. ROGER:  We have never had to clear the variance account.  Since market opening, we have been tracking it.


MR. KAISER:  I see.


MR. BUONAGURO:  So does that mean that sometimes it is negative and sometimes it is positive and just goes up and down?


MR. INNIS:  Yes, that's correct.


MR. BUONAGURO:  Okay.  So you avoid the whole question of having to recover anything, assuming that the balance never gets...


MR. INNIS:  It is a variance account that does ten to track positive and negative, so that is why we haven't had the need to clear that.


MR. BUONAGURO:  Thank you.


MR. MILLAR:  Did you still want the undertaking?  I'm sorry.


MR. BUONAGURO:  I still would like the undertaking.  I think they have it.  It is just because of the way that that interrogatory was asked.


MR. INNIS:  It is not part of this proceeding in terms of settlement, so I don't have that --


MR. MILLAR:  It's undertaking J5.2, and if you could just repeat what it is, because we have had a lot of discussion.


MR. BUONAGURO:  I think it is the balance that is in the RRRP deferral account as of December 31st, 2007.


MR. INNIS:  Yes.


MR. BUONAGURO:  Thank you.


MR. SOMMERVILLE:  Mr. Buonaguro, I don't want to interrupt, but just so it is clear in my mind, there is an application before the Board right now for Great Lakes Power distribution, for example, which invokes the RRRP, to some extent, and may have the effect of increasing the amount of RRRP required.


How would you manage such an increase, a very material increase in that account?  How would you -- what are the actual steps that you would take in order to recapture that amount?


MR. ROGER:  We are aware of the GLP application and the possibility that they would require more money.


We would track that in our variance accounts, because we would have to pay more to GLP, and when the variance account becomes substantial, we would have to apply to this Board to clear that variance account.  


I believe every year this Board sets the amount of RRRP that the IESO collects from all customers and I believe you also request from Hydro One to know the variances, I think by October, that is tracked in the variance accounts.  So eventually it could be that the variance account will grow substantially and we would need, then, to require -- request that the RRRP rate the customers pay be reset to be able to fund all of the expenditures out of the RRRP. 


MR. SOMMERVILLE:  So that would be an application from you to the Board to effect that change?  


MR. ROGER:  I believe so, since we own the variance account.  


MR. INNIS:  Yes.  That would be the mechanism.  


MR. SOMMERVILLE:  Thank you.  


MR. VLAHOS:  Is there an application every year sometime in the fall about resetting the RRRP rate?  


MR. ROGER:  It is not an application.  I think the Board does it automatically, I believe, every year. 


MR. VLAHOS:  Right, okay.  So there has never been a situation where there is a need to dispose of the balance in that account, but rather the variance, if any, it is one of the inputs in terms of what the appropriate rate would be going forward? 


MR. INNIS:  Yes, that's correct.  What we would expect the Board to do is assess the amount of that rate, and adjust it accordingly to help us clear that account.  


MR. VLAHOS:  Right.  So on that basis, Mr. Buonaguro, do you require to know the balance?  It doesn't play into setting 2008 rates.  


MR. BUONAGURO:  I think I understand what you have just been saying, is that whatever the balance is, it's factored into the RRRP amount?  


MR. KAISER:  The rate. 


MR. BUONAGURO:  The actual rate.  So functionally, it is refunded or added to what the whole system pays into the RRRP the next time that charge is updated?  


MR. INNIS:  Yes, that's correct; and to the extent that we have a deficit balance and the Board increases the rate, that would help to reduce the deficit balance.  It would be settled through that process.  


MR. BUONAGURO:  Okay.  I can give up the undertaking, if you like.  


MR. ROGERS:  I would agree to that.  


MR. KAISER:  It took us longer to get rid of the undertaking.  


MR. BUONAGURO:  I still have RRRP-related questions, though.   


MR. KAISER:  Why?  


MR. BUONAGURO:  Oh, you'll see.  You'll see.  


MR. KAISER:  All right.  


MR. BUONAGURO:  Now, our understanding is that R2 customers are the ones that would get RRRP.  Is that correct?  


MR. ROGER:  That's correct.  But there are also some farms that get RRRP.  


MR. BUONAGURO:  Okay.  My questions here are specific to R2, but I take that.  


And if you reclassified a customer from R2 to R1, that reduces the RRRP payment by whatever that one customer is attracting; is that correct?   


MR. ROGER:  That would be correct, but we are not reclassifying any R2 customers to R1 customers in this submission.  


MR. BUONAGURO:  Now, that's because, if we look -- I think that is because if you look at H12-41(b), which is at page -- the response is at page 21 of my material.  You haven't actually done any kind of study to look at your existing R2 classified customers to see if they should be moved to R1, based on the density requirements.  Is that correct?  


MR. ROGER:  That's correct.  That's what the response to the interrogatory says in part (b).  


MR. BUONAGURO:  And I guess the response goes on to say:

"It was decided to wait for when better customer connectivity and lines details are available in our GIS system to do a full density review of Hydro One's Distribution's entire service territory.  With existing data and resources it was decided an urban review of high density areas could be accomplished and was undertaken."


So could you give me more of an explanation of what new or better data you will need in order to do the kind of study that would show you which of your existing R2 customers can or should be moved into a R1 designation.  


MR. ROGER:  As we say here in the response, better connectivity data and lines detail that will be available through our GIS system, that is the kind of data that we think will be improved.  


MR. BUONAGURO:  Is there any initiative to get that kind of data?  


MR. ROGER:  I believe the GIS system is an ongoing work that we're trying to do.  I don't know when it is going to be completed but it is ongoing.  


MR. BUONAGURO:  So could you tell me when you might be in a position to do the kind of connectivity study that would give an idea which existing R2 customers should be moving to R1?  


MR. ROGER:  I don't have the information on when the GIS system will be completed.  


MR. BUONAGURO:  Now, looking at H12-44, which is at page 28 of our material, the response to this interrogatory suggests that if a customer calls Hydro One and asks for -- for their density classification to be reviewed, that you will do that.  


Is that a fair summary of the response?  


MR. ROGER:  That's correct.  If a customer believes that their density classification is incorrect, we would do sort of a study and see what other customers in there are being classified as.  


MR. BUONAGURO:  Can you give us an idea of how many customers have been reclassified under this sort of process in the last year?  


MR. ROGER:  Looking at data for 2006, 2007 and the first quarter of 2008 about calls that we got in for what we called rate checks ordered, to check the rate that the customer is being sort of billed at, 22 percent of the requests were to check the density related to the rate class.  


Out of that 22 percent, a quarter resulted in a change to the customer's rate class.  So over a two-and-a-quarter-year period, very few customers that called in were reclassified, that they were right.  They were in the wrong density compared to the customers in their neighbourhood.  


MR. BUONAGURO:  You gave me the percentages.  What are those percentage numbers of?  


MR. ROGER:  Of all of the calls that we got from customers, saying that there is something that they want to find out about the rates.  


MR. BUONAGURO:  Right. 


MR. ROGER:  They want us to check if the rates that they're being applied are correct, and 22 percent of that was related just to density.  


MR. BUONAGURO:  Is that 22 percent of 100 calls?  Or 22 percent of a million calls?  


MR. ROGER:  Sorry.  370 calls, sorry, 370 calls. 


MR. BUONAGURO:  370.  So 22 percent of 370 asked about density specifically and then 25 percent as a subset were actually changed?  


MR. ROGER:  22 percent of that -- one quarter of the 22 percent, yes.  


MR. BUONAGURO:  Okay, thank you.  Now, I have some questions on harmonization.  


Can you turn up, in our book, page 32.  This is Exhibit G2, tab 2, schedule 1.  It is page 11 of 16.  Okay?  


This is table 6.  It says, "Examples of development of harmonized, residential group rates, urban and R1."  


If I am looking at the column LDC year 1 rate, this represents the proposed rate for 2008 prior to the mitigation that you described later on in, I think, it is Exhibit G1, tab 8, schedule 1.  Is that right?  


MR. ROGER:  Yes.  This was meant as an illustration. 


MR. BUONAGURO:  Right.  And I take that.  Thank you.  So as an illustration for LDC 1, this is what the rate would be for 2008.  Right?  


MR. ROGER:  Correct.  


MR. BUONAGURO:  Now, if we can assume for the moment, for third generation IRM -- I guess the report came out yesterday but I haven't read it -- assuming it is a mechanic – sorry, formulaic price adjustment similar to the 2007 adjustment, our question is:   How would that apply to this table?  


So for example, for 2009, would you be applying the IRM mechanism strictly to the year 1 rate that's in this table, or would you -- or what would you do?


MR. ROGER:  Assuming we would be on year 2 of the harmonization process, and let's assume the IRM is a 

1 percent increase in distribution rates, it would be applied to what we call the LDC year 2 rate, the 988 per month, or 238 cents per kilowatt-hour.


MR. BUONAGURO:  I see.  So in this example you have for LDC 1, there would be an escalation from LDC year 1 rate to year 2 based on the phase-in of the harmonization, and then on top of that there would be whatever the third generation IRM escalation is?


MR. ROGER:  That's correct.


MR. BUONAGURO:  Okay.  So whenever we look at these rates, we have to be careful, because this is just the harmonization increase, and then whatever the yearly increase is on top of these numbers?


MR. ROGER:  That's correct.


MR. BUONAGURO:  So then for year 3, I guess it gets a little more complicated when you go to year 3, because now you have to adjust the LDC year 2 rates to be whatever IRM is in place on top of this, and that's what you would work from when working on year 3?


MR. ROGER:  In year 3 we would be applying two years' worth of IRM, and that's the reason, also, that when we did the harmonization plan, we are capping the impact on the second year to 8 percent on total bill, and then the third year to 7 percent on total bill, allowing for some room for IRM increases.


MR. BUONAGURO:  Okay, thank you.


Now, I have some questions about the bill impact criteria that you are using, and we have included at page 29 of our book Exhibit G1, tab 8, schedule 2, page 1, just as a source for, I guess, the definition of what you have used.


As we understand it, your rate impact criteria is a 10 percent increase -- I will just give you a moment.


Okay.  So I guess summarized, the rate impact criteria is a 10 percent increase in total bill based on the profile or usage of the average customer in each class, simply put?


MR. ROGER:  That's correct.


MR. BUONAGURO:  And that measure was based on the impact criteria that was used in the 2006 EDR handbook; is that correct?


MR. ROGER:  That's correct, and the same measure we used when we changed the rates in 2005 and in 2006.


MR. BUONAGURO:  Okay.  Now, the 2006 EDR process, it didn't involve, as I understand it, any change in rate design, did it?


MR. ROGER:  No.  It was a proposal of increase to the rates based on the revenue requirement change.


MR. BUONAGURO:  But the current application obviously includes a significant rate design as part of the application; right?


MR. ROGER:  The rate design is the same.  It is still a fixed charge on a volumetric charge.  It's the value that is changing, but the rate design is still the same.


MR. BUONAGURO:  I see.  So you don't consider -- maybe I am misusing the term.  You don't consider the collapse of the rate classes into 12 rate classes as being a rate design issue?


MR. ROGER:  That's a customer classification issue.


MR. BUONAGURO:  Now, looking at page 36 of our material, we have included an excerpt from the 2002 rate handbook, and specifically section 3.3.1.  And --


MR. ROGERS:  Excuse me, is your exhibit paginated?  Mine is not.


MR. ROGER:  No, ours is not.


MR. ROGERS:  We have to be careful here.


MR. BUONAGURO:  I think Board Staff made copies that are paginated the same as mine.


MR. MUKHERJI:  Only for the Panel.


MR. ROGERS:  Just give them a moment to find it.  I am having trouble following this, because I can't find the right page.


MR. BUONAGURO:  I'm sorry, I didn't realize yours wasn't paginated.


MR. ROGERS:  I paginated it myself, but it is different from your numbering system.


MR. SOMMERVILLE:  We could make one available to the panel, if that's helpful.


MR. BUONAGURO:  Sorry, I didn't realize.


MR. SOMMERVILLE:  Let me just make sure.  I have no annotations here.


MR. ROGERS:  We have one now.  Thank you very much.  That may speed things up.  Thank you.


MR. ROGER:  I think I have it, Mr. Buonaguro.


MR. BUONAGURO:  I am going to have to talk with my friend to figure out how we came up with the different numbering schemes.  Mine is numbered 1 through 60.


MR. ROGERS:  I used Roman numerals.


MR. BUONAGURO:  Okay.  Just to summarize the 2002 rate impact, I guess, criteria, they use 10 percent on total bill, but it instructs the utility to look specifically at the bill impact on small volume customers as opposed to just the average customer.


Is that your understanding of the 2002 rate handbook?


MR. ROGER:  That's my understanding.  But it was because at that time there was a rate structure change.  We were introducing, at that time, a fixed charge on top of the volumetric charge.


We were going from a bundled rate environment to an unbundled rate environment.


MR. BUONAGURO:  Okay.  So in 2002, you were -- the rate handbook was designed in an era where you're introducing I guess the fixed charge, and in -- sorry, in 2008 in this application, you are introducing new customer classifications or reclassifying customers; right?  Those two things are true?


MR. ROGER:  That's correct.  And we're using the guideline from this Board included in the 2006 distribution rate handbook, which is after this handbook.


MR. BUONAGURO:  Right.  But in 2006, I think you have already said at that time there was just a formulaic increase on existing rates -- on the existing rate classifications and existing rate design; right?


MR. ROGER:  In 2006 there was no restructure change, correct.


MR. BUONAGURO:  Okay.  So I think what you're telling me is that the 2006 book came after the 2002 book, and that's why you're using the 2006 book.  Is it that simple?


MR. ROGER:  It is that simple.


MR. BUONAGURO:  Having looked now at the 2002 book and having introduced the idea that something other than a formulaic change to the rates is being applied, is there any reason why the 2002 book wouldn't be preferable, in terms of not just looking at the average input, but also looking at the low volume impact, considering that you have significant customer classification changes occurring at the same time that you're doing a rate increase?


MR. ROGER:  The impact to low use customers is heavily driven by the change in the fixed charge.


We are trying to harmonize the rates of acquired LDCs that have extremely low fixed charges, and if we are held to a 10 percent impact on low use customers to bring them to the target rates, it would take much longer than four years.


The impacts are higher than 10 percent, but the dollar values are not significant.  And if I could just give you an example, if I may?


If I can direct you to Exhibit G2, tab 5, schedule 6, page 5 of that exhibit, you will be able to see there the impact to residential customers from Arkona moving to the R1 class.  Arkona residential customers happens to be the ones that have the highest impact based on average consumption and total bill of the harmonization plan.


And if you look there at levels of consumption, consistent with what the Board asked utilities to do in their EDR model, we have done the same thing here.  For Arkona at R1, moving to R1 at 1,000 kilowatt-hours, the impact is 9 percent.


If I look now at 100 kilowatt-hours, the impact is 20.8 percent on total bill, but it is only three dollars and we're doing that over four years.


So I don't think it would be reasonable to expect that we would have to phase-in for low-use customers based on an impact on total bill of 10 percent maximum.  


MR. BUONAGURO:  So I take it -- you seem resistant to the 2002 criteria.  And I think you are explaining to me it's because, aside from the percentage impact, you are looking at the actual dollar impact?  


MR. ROGER:  For low-use customers you have to do that.  You get sort of a distorted picture if you just look at the distribution percentage increase.  


Those customers are paying a fixed charge of $5.84.  Based on a cost allocation study following the Board methodology, that should increase.  This is the increase for 2008.  


So we are phasing them in from $5, I believe it is $19, the target rate.  So the increase in year 1 goes from $5 to $8.  


So the $3 impact is just a fixed charge going up to a level that is more reflective of what the cost is of supplying service to those customers.  


MR. BUONAGURO:  In terms of the dollar increase, if I am not mistaken, there is -- even the 2006 EDR handbook, it talks about percentages on total bill, right or percentage increase; right?  


MR. ROGER:  Percentage increase is for the average customer based on average consumption.  


MR. BUONAGURO:  Right.  Obviously the 2002 handbook talks about percentage increase on, in that particular case, low volume customers; right?  It doesn't talk about dollar values.  


MR. ROGER:  That's correct.  But, again, in 2002 it was a rate structure change and at that time, I believe the low consumption customers were equated to 250 kilowatt-hours.  


It wasn't that all customers at a certain level of consumption would have impact of less than 10 percent.  It was always you pick a level of consumption and you try to determine what the impact is going to be.  


So in 2002, also, even when we limited the impact to low consumption customers, the 250 kilowatt-hours, to 10 percent, they could have been customers that consumed less than 10 percent -- less than -- sorry, excuse me, less than 250 kilowatt-hours, that would have had impacts higher than 10 percent.  


MR. BUONAGURO:  Right.  I am just trying to understand that when you're talking about the dollar impact analysis, that's something that doesn't come from the handbook.  Right?  


MR. ROGER:  No, it doesn't.  


MR. BUONAGURO:  Thank you.  


Now, you have been talking about the -- you directed us to G2-5-6 as I guess illustrative of the different rate impacts as a result of the harmonization.  


If, in the R1 class which is currently at a revenue cost ratio of below 1, I have 82 percent here but I think it is -- what's the proposal again for the revenue cost ratio for R1?  


MR. ROGER:  0.88. 


MR. BUONAGURO:  0.88.  Any increase beyond 0.88 would increase the impacts that would be reflected in G2-5-6?  Right?  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  Okay, thank you.  


I would like to turn to cost allocation, if I may.  If you look at your newly acquired version of my book, page 41.  This is Exhibit G2, tab 1, schedule 1, page 9.  As we understand it, this sets out, I guess at lines 15 to 21, the different areas where Hydro One Networks says it uses direct allocation.  Is that right?  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  And it also says that the costs were allocated to classes with interval meters based on number of meters.  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  Now, our understanding is that this represents the only OM&A costs where Hydro One claims that direct allocation was used.  Is that right?  


MR. ROGER:  That's correct.  That's because these are the only costs that we could directly attribute to a certain group of customers, as opposed to being shared cost and using the cost-allocation methodology to allocate them to customer classes.  


MR. BUONAGURO:  Now, looking at the bottom of Page 9, it talks about Sentinel lighting.  And if you can look at page 42 of that book, which is Exhibit H, tab 1, schedule 140, this has a more fulsome description of how these OM&A accounts were allocated to customer classes.  


I am going to try using this section on Sentinel lighting on page 41 of the exhibit, and the response as 42. The combination of this, in our understanding is that for Sentinel lighting, there was OM&A that was directly assigned entirely to the Sentinel lighting class.  Is that right?  


MR. ROGER:  That's right.  


MR. BUONAGURO:  But for the balance of the classes, when you were directly assigning costs or directly assigning OM&A costs, you were actually taking OM&A costs and then allocating it to a number of classes, based on number of interval meters.  Is that right?


MR. ROGER:  That's right.  


MR. BUONAGURO:  Can you tell me which classes that second part related to?  


MR. ROGER:  The classes that have interval meters would be the large general service demand class, the urban general service demand class, and the customers in the proposed ST class.  


MR. BUONAGURO:  Now, looking at page 38 of my book, this is page 32 of the Board's directions on cost-allocation methodology for electricity distributors EB-2005-0317.  


In the second paragraph, it talks about direct allocation and it says:

"Direct allocation must also be used for identifiable OM&A activities and be directly allocated to one customer classification.  Supporting documentation in terms of subaccount records and explanations as to the related activities can be provided."


So based on what we have been talking about, just prior to that reference, it looks like that was true for Sentinel lighting.  You had a category of costs that was directly allocated to Sentinel lighting; right?  


MR. ROGER:  That's right.  


MR. BUONAGURO:  But for the other costs, you actually took a group of costs and then used an allocator to allocate them across many classes.  


MR. ROGER:  It was a subset of the class.  Not all of the classes, it was just those classes that have interval meters. 


MR. BUONAGURO:  Sure.  But it was allocated to more than one class?  


MR. ROGER:  That's correct.  We think that is a fair way of doing it, because we don't think we should be allocated interval meter costs for customers that don't have interval meters. 


MR. BUONAGURO:  I understand that.  But given what we suggest as a definition of direct allocation in the cost allocation review, what you have done doesn't strictly meet the criteria for direct allocation.  Would you agree with that?  


MR. ROGER:  It meets the spirit of what I would consider direct allocation.  


Any time that you have costs that you can directly allocate to one class or a selected group of customers, I would call that direct allocation.  


It doesn't have to be only to one particular class.  


MR. BUONAGURO:  Now, moving to -- could you look at page 43 of the book.  This is Exhibit H, tab 12, schedule 75 interrogatory response, and specifically looking at the response at (f).


This talks about -- well, I will just read the answer.  It says -- well, actually I will read the question.  The question is:

"Please confirm that the O&M costs directly allocated to customer classes were included in the allocation base used to prorate the 'remaining A&G' costs from part (b) above to customer classes."


And the response is:

"No, only the non-directly allocated O&M costs are used to develop the allocator for the other O&M accounts.  This is as per the cost allocation model provided by the Board, which does not develop its generic O&M allocator based on total costs, including those directly allocated using I9 direct allocation sheet."


Now, presumably what you have done, your view would be that it is consistent with the Board's direction?


MR. ROGER:  It is consistent with the way the model is handling it.


MR. BUONAGURO:  So it is consistent with the model; correct?


MR. ROGER:  That's right.  And I believe the model is consistent with the direction from the Board.


MR. BUONAGURO:  Okay.  Now, if you could turn to page 39 of my book, this is page 76 from the Board's direction on cost allocation methodology.


Looking at section 10.3.2, allocation of A&G, it says:

"Except for property insurance and community safety program costs, a prorated allocation of O&M with backing out of A&G would be the common methodology for allocating general expenses."


We take it from this, and from our reading of the decision, that the Board actually makes no reference to excluding directly allocated O&M costs, despite what has been happening in the model.


Is that your understanding?


MR. ROGER:  We used the model, so I think if you are interpreting that the model is not consistent with the guidelines from the Board, I don't think there is anything Hydro One can do about that.


MR. BUONAGURO:  That's fair.  Are you aware of anything, other than the model, that would tell you to exclude directly allocated OM&A costs when allocating A&G?


MR. ROGER:  No, I am not aware.


MR. BUONAGURO:  You are relying on the model?


MR. ROGER:  That's right.


MR. BUONAGURO:  Okay, thank you.


Now, it's our understanding, Mr. Roger, that you were involved with the OEB's cost allocation advisory team?


MR. ROGER:  Yes, I was.


MR. BUONAGURO:  And obviously you were involved in the preparation of Hydro One Networks cost allocation informational filing?


MR. ROGER:  Yes.


MR. BUONAGURO:  And as part of that filing, you were -- or Hydro One was asked and you have been involved in answering a number of filing questions; is that right?


MR. ROGER:  That's correct.


MR. BUONAGURO:  And our understanding is that one of the reasons for the question was to determine the sources and quality of the data utilities used in their informational filings?


MR. ROGER:  It's likely.


MR. BUONAGURO:  Sorry, I am talking here about the 2006 cost allocation filing.


MR. ROGER:  The information filing was done in 2007.  It was based on the 2006 revenue requirement approved by the Board.


MR. BUONAGURO:  Yes.  Sorry, that's what I meant.  Thank you.  Now, we have included in our book of material a few pages from that informational filing.  They're at pages 45, 46 and 47 of the book, and they are pages 8 of 21, 9 of 21 and 14 of 21.


You may have noticed, to be fair, if you are looking at the document, it actually has a print date of 2008, July 14th, 1:14 p.m., because that's when I printed it, and that's because I received it in Excel spreadsheet form.  So perhaps you can confirm that is an accurate production of the informational filing.


MR. ROGERS:  He can't do that.  I assume you are giving accurate information.


MR. BUONAGURO:  Subject to check, yes.  In case somebody is reviewing this later on and saw this print date.  They might get a little queasy about...


MR. ROGER:  I recognize the work, yes, but I haven't gone line by line to confirm whether it is the right thing, and I remember it was an Excel spreadsheet, yes.


MR. BUONAGURO:  We will take it subject to check.  I am only referring you to a few of the categories, so if you see something different, you will tell me.


Can you look at item 56, which is on page 45 of the material?  In the response, there is -- well, the response says:

"HONI did eliminate double charging by adjusting allocation factors when allocating costs directly to customer classes, e.g., use of low voltage assets, interval meter costs and account executive costs."


 Now, specifically with respect to the low voltage assets, were you actually able to assign specific LV assets to specific customer classes as part of the exercise?


MR. ROGER:  That's right.  What we did, we split the costs between bulk, primary and secondary.  Bulk is equivalent to low voltage assets, and we have allocated those low voltage assets to the customers that use those assets.


MR. BUONAGURO:  Sorry, but our understanding -- and we have included at page 48 of our exhibit, which is Exhibit H, tab 12, schedule 69, a three-page interrogatory response.  Our understanding of the response to that question is that -- or the part that responds to the question is that you were not actually able to assign specific LV assets to specific customer classes, even though you may have broken it out into groups.


MR. ROGER:  Some assets, like stations, there were -- LVs were assigned directly.


Other stations were allocated based on the proportion of volume being used by customers in the ST class and in the other classes.


So we've done the best that we could to make sure that customers pay only for the assets that they use.


MR. BUONAGURO:  Now, looking at item 67 in the filing - and this is at page 46 of my book - our understanding is that Hydro One does not track low voltage primary and secondary poles and conductors specifically.  You don't track those assets in those categories, but that, rather, for the purposes of the filing, you broke those costs out using estimates of the average cost per kilometre of each type of line and kilometre of each type of line on the system.  And that would be consistent with Exhibit H12-70, which I produced in the book at 51 of 53.


Did I summarize that properly?


MR. ROGER:  That's correct.  We split the costs up that are not recorded separately, based on distance and unit costs.


MR. BUONAGURO:  Presumably Hydro One considered that a reasonable way to do it?


MR. ROGER:  Yes.


MR. BUONAGURO:  But you would confirm for me that ultimately those are just estimates of what the true breakdown would be if the assets had actually been recorded by type; correct?


MR. ROGER:  That's correct.  But I am not sure how feasible it would be to record an asset that is shared by more than one customer about the cost we incur in supplying one group of customers of those assets.


A station that is supplying both ST customers and retail customers and we do the maintenance on the station, you have to make some assumptions on how to allocate those costs to those two customer groups.


MR. BUONAGURO:  Speaking of assumptions, looking at 67, there was a specific assumption that all three-phase farms and GS customers are served from the primary, and that all remaining small customers are serviced from the secondary?


MR. ROGER:  That's correct.


MR. BUONAGURO:  And as an assumption, it is possible that some of the small customers, for example, could be served better from the primary?


MR. ROGER:  It is possible, but not likely.


I think in the majority of the cases, the assumption would be valid.  Not 100 percent.


MR. BUONAGURO:  And that's the assumption that you use in the current application, presumably, that there are no, for example, small customers served from the primary.  


MR. ROGER:  That's right.  But in the paper that Board Staff issued with respect to rate design issues, they are looking for distribution charges and how to split costs in the future.  They have also made a similar assumption, that in certain cases, they have assumed for simplicity purposes that larger customers are supplied from the primary and smaller general service customers are supplied from the secondary.  


MR. BUONAGURO:  So they made the same assumption, is what you're telling me?  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  Now, we talked earlier about connectivity analysis and whether, why it is that you haven't done it and what information you would need to do it and that it may be part of an ongoing work on a particular system.  I can't remember the system name off the top of my head.  You remember that discussion we had about a half hour ago, I guess?  


MR. ROGER:  Yes, I do.  


MR. BUONAGURO:  Would an analysis of that type help you determine which of the small customers, for example, would be served on the primary system?  


MR. ROGER:  It might help, but I am not sure that it would be worth to spend all of the effort in trying to determine that, when I believe that we have a good proxy here on how those costs can be split between bulk, primary and secondary.  The amount of money spent to try to narrow that down may not be worth it.  


MR. BUONAGURO:  Now, looking at item 104 in the filing, and this is at page 47 of my book, this has to do with service drops to individual customers.  


Hydro One Networks doesn't have any costs recorded in that, in the account that tracks those.  Is that correct?  


MR. ROGER:  That's correct.  And we stated that in Exhibit H, tab 12, schedule 71, part D.  


MR. BUONAGURO:  Our understanding is that for small customers served off the secondary system, the cost of service drops are assumed to be captured as part of the overall cost of secondary lines and poles.  Is that right?  


MR. ROGER:  Where are you reading that, sorry?  


MR. BUONAGURO:  That's our understanding.  I think if you look at H12-70(g), you might get some help.  That's at page 55 of our material.  I think looking at -- it's responses F and G.  


MR. ROGER:  Yes, okay.  


MR. BUONAGURO:  Sorry.  Have I described that correctly?  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  Okay.  And for customers serviced off the primary system, there is no break out of their service drop costs, and that's consistent with the F answer at that Exhibit H, tab 12, schedule 78?  


MR. ROGER:  Correct.  


MR. BUONAGURO:  Now, generally speaking, in looking at these I guess issues that we have been talking about in the informational filing, has Hydro One done anything specific to address these issues as they arose in the filings, to improve the cost-allocation methodology?  


MR. ROGER:  Well, for example, the issues that we don't record any costs in the secondary services account, we have done a proxy for that by taking the overhead lines and splitting the costs between bulk, primary and secondary.  


If we would have had costs in the secondary account, we wouldn't need to do that split and then we would have taken, from our overhead line costs, deducted whatever was in the secondary service account to the extent that we had anything, and we would have split the costs between bulk and primary.  


So I think we have a proxy here to account that we're not recording any costs in the secondary account by still identifying costs that customers supplied out of the secondary service should be responsible for.



MR. BUONAGURO:  I think maybe you misunderstood the intent of my question, which is my fault.  


I understand that you have addressed the issues in certain ways when you did the filing and, for example, you have talked about this proxy.  


From the time of the filing to the 2008 application, have there any changes, for example, you used that proxy I think for the 2007 filing based on the 2006 data.  Has anything changed between that sort of snapshot of what you're doing on cost allocation versus what you are doing now in 2008 that you can tell us about?  


MR. ROGER:  Yes.  We have changed a number of things in the cost-allocation methodology.  


For example, we have a new minimum system started.  We hired a consultant to give us a new factor to determine what proportion of our distribution system could be considered fixed, and what proportion could be considered variable.  


The consultant also provided a new estimate for the peak load carrying capabilities, or PLCC, was a minimum system.  We updated for that in the cost allocation study.



We have different customer classes now than we had in the information filing.  And our density weights, we refined analysis and they are different than the density weights we used in the information filing.



MR. BUONAGURO:  Thank you.  


If you could turn to page 57 of my book.  This is Exhibit G2-1, schedule 1, attachment A.  And I have reproduced pages 125 and 126 in the exhibit book.  


Our understanding, from this exhibit, is that low voltage costs are allocated amongst the retail customer classes based on coincident peak demand.   


MR. ROGER:  That's correct.


MR. BUONAGURO:  And we know that because when you look at, I am sure you have seen a highlighted section on the first page, account 1815, and looking over that we have BCP that says bulk coincident peak; right?  


MR. ROGER:  Correct.  


MR. BUONAGURO:  Could you clarify what is meant by coincident peak demand.  


MR. ROGER:  Coincident peak demand would be the demand of a group of customers or class of customers at the time that their facilities peak, at station peak, or total distribution system peak.  That is coincident demand.  


MR. BUONAGURO:  And could you confirm that Hydro One uses the average of the 12 monthly coincident peaks and we know that because when you look at the codes over on the right part of the page, you use the number 12.  BCP-12, TCP-12, TCP-12, et cetera; is that right?  


MR. ROGER:  That's correct.  And that follows the OEB cost-allocation methodology where you just input the load data and it determines which allocators you should be using based on your load profile.  So based on Hydro One load profile, we are supposed to using the 12 CP allocation for coincident demand.  


MR. BUONAGURO:  And could you confirm that coincident peak is used as the allocator when assets or costs are incurred to meet that utility's peak as per the Board's cost allocation report, and I have reproduced the section at page 37 of that material.  Essentially you're using coincident peak as an allocator; right?  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  Now, going back to your informational filing, item 61, and this is at page 45 of our book.  Now, in part of your response you say:

"As a result of Hydro One Networks geographic service territory, these bulk assets were not designed to meet the total LDCs' peak but were designed to deliver bulk power to large customers and to HONI DS's substations, which then distribute locally re the prime system."


I would that would suggest to us your LV system is not designed to meet the distributor, or in this case Hydro One Networks', peak load.  Is that a fair statement?  


MR. ROGER:  It would apply to any LDC that has more than one station, or more than one feeder.  The system is usually, then, designed to meet the customers' load behind those stations and is not necessarily that those stations would peak all at the same time.


MR. BUONAGURO:  So based on that, could you explain why coincident peak is used as an allocator for Hydro One Networks' LV system?


MR. ROGER:  Traditionally, when you have what we call -- the LV system can also be called the sub-transmission system, and the closer you are to the generation transmission and the sub-transmission system, what is important to design the system is the total coincident demand of the group of customers.


The closer you are to the customer, to the end use customer, to the meter, for example, then the non-coincident demand or the maximum demand for the customer individually is what determines the size of facilities required.


So the further away you are from the customers and the closer you are from the generation, coincident demand is the proper allocator.  You give then benefit of diversity to the customers.


The closer you are to the customer, you should be using non-coincident demand, because it is a maximum demand of the customer that determines the assets that you need to provide.


MR. BUONAGURO:  Thank you.


I have another, I think, 10, 15 minutes.  Would you like me to finish, and then have a break or...


MR. KAISER:  We can take the break now, if that is convenient, and come back in 20 minutes.


--- Recess taken at 10:57 a.m.


--- On resuming at 11:24 a.m.


MR. KAISER:  Please be seated.  


Mr. Buonaguro.  


MR. BUONAGURO:  Thank you.  Now, if you would turn to page 40 of our book, this is Exhibit G2, tab 1, schedule 1, page 7, it talks about asset break-out and particularly this page talks about splitting the US of A account for poles and towers in fixed years between sub-transmission and primary delivery.  


MR. ROGER:  Yes.  


MR. BUONAGURO:  Then it goes on to say, in both cases, the assets are further split between LV and other end use customers; right?  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  Now you asked a question about this and this was at page 53 of our book.  This is Exhibit H, tab 12, schedule 70, and it's at page 3 of the interrogatory response at E you were asked about it, about the split.  


It doesn't actually explain on what basis you did this second split between LV and other end-use customers and I was wondering if you could explain on what basis that split was made.  


MR. ROGER:  Based on consumption.  Kilowatt-hours.  


MR. BUONAGURO:  Based on energy consumption?  That's the only...


MR. ROGER:  That's correct.  


MR. BUONAGURO:  Now, it's my understanding, that approach would not take into account the density.  Would it?  


MR. ROGER:  That's correct.  


MR. BUONAGURO:  And it also would not allow for the distance of line required to serve the LV versus other end users?  


MR. ROGER:  That's not correct.  


MR. BUONAGURO:  Okay.  So how would it take into account distance of line required?  


MR. ROGER:  When we split costs between bulk, primary and secondary, we take into account line distance, and unit costs.  


So line distance would come in account of the distance needed to supply ST customers versus other customers.  


And then once that we have those assets broken down between bulk, primary and secondary, we use energy to split costs between the ST and retail, because all customers use the bulk system.  


MR. BUONAGURO:  Okay.  Going back to the density.  Our understanding is that in the allocation of these costs amongst other end users, you do use density.  This is per Exhibit H, tab 12, schedule 66(k), which we reproduced at 59.  


The question is, by doing it, by splitting these asset costs between LV and other end users on the basis of energy consumption which you have confirmed for me doesn't take into account density, in doing it -- but incorporating density into the allocation amongst other end users pursuant to the response at H12-66(a), isn't there something missing here?  Or one density takes into account -- density's taken into account in one area but not in another.  


MR. ROGER:  Density is taken into account when allocating the retail cost within the retail customer classes.  First we split the costs between bulk, primary and secondary, and once we have that, then we split those costs between the ST customers and the other customers.  


For the other customers, the retail customers, then we use density to make sure that those costs that are produced by those customers reflect that some retail customers are high density and have classes that reflect that, and other customers don't.  


We don't have a separate density class for the ST class.  The density definition applies only to residential and general service customers.  


MR. BUONAGURO:  Okay.  Now, back to my reference at G2-1-1, page 7, was generally the same approach used when you were splitting the sub-transmission and primary portions of account 1835 between LV and other end-use customers?  


MR. ROGER:  Yes.  Consumption is the way we split the costs between the ST and the other retail customers.  


MR. BUONAGURO:  Thank you.  Now, if you could turn up page 59 of our -- we're already there.  Page 59 of our Exhibit H12-66(b), you're talking about density factors per rate class represented in this response.  


We noted that all of the density factors for DGEN, STST, LGT and Sentinel, I guess, lightening and Sentinel lighting are all 1.0. 


MR. ROGER:  That's correct. 


MR. BUONAGURO:  Are these values that were actually calculated in the methodology that’s described in part D of this response or are they just assumed values?  They all seem to come out to 1.0?  They all just happened to come out to 1.0 or is that an assumption?  


MR. ROGER:  It is an assumption because those classes are not differentiated by density.  We don't have a DGEN class urban density or non-urban density; the ST class also, the streetlight, and the Sentinel lights.  So we apply the density factors to those classes that we have, classes that are separated by density.  The classes that we don't have it, then the factor has been assigned to one.  


MR. BUONAGURO:  Okay, thank you.  These are my last few questions and this is I think mostly clarification, and this didn’t make it into my book so you are going to actually have to look at your material.  


At G2, tab 1, schedule 1, attachment 2, I think this is your -- you were talking about this study before, the minimum system study.  


MR. ROGER:  Attachment B?  


MR. BUONAGURO:  Sorry, attachment B, yes. 


MR. ROGER:  I have that. 


MR. BUONAGURO:  Pages 8 and 13, there's reference to number of customers, and in both cases the number is 1,165,092.  


MR. ROGER:  I see that.  


MR. BUONAGURO:  And you were asked about this at Exhibit H12-77, part (b), and specifically asked what customer classes this included.  And Hydro One’s, I think, response was "all."  


MR. ROGER:  Yes.  


MR. BUONAGURO:  Then looking at G2-1-1, attachment A, page 19, about two-thirds of the way down, the total number of customers is reported for bulk, primary, secondary and line transformers.  None of these numbers seem to match with the 1.16592 that is used in the minimum system study.  


MR. ROGER:  What is the second reference for the number of customers?  


MR. BUONAGURO:  G2-1-1, attachment A.  Page 19.  


MR. ROGER:  The difference is that in G2-1-1, attachment A, page 19, we're using 2008 data.  


In the minimum system study, we used 2006 number of customers.  The difference is not significant, in any case.  


MR. BUONAGURO:  Okay.  I think it's...


Looking at, I think it is the G2-1-1 attachment A reference, those numbers exclude streetlights and Sentinel lights?  


MR. ROGER:  As per the cost allocation model, that's the way we were supposed to do it.  


MR. BUONAGURO:  Okay.  So going back to the minimum system study when we talked about the 1,165,092 number, that -- would that also not include Sentinel and street lights?


MR. ROGER:  The load would be included.  The cost allocation model treats the street light and Sentinel aspect connection.  So if we would include here the number of connections, we would be exceeding by far the allocator that should be used.  So to be able to allocate costs properly, the cost allocation model requires that you leave, for street light and Sentinel lights, the number of customers blank.  We probably would double count it.


MR. BUONAGURO:  Okay.  So the number of customers, the 1,165,092, doesn't include the individual connections related to street lights and Sentinel lights; is that what you're telling me?


MR. ROGER:  That's correct.


MR. BUONAGURO:  Okay, thank you.  Those are my questions.


MR. KAISER:  Thank you.  Who is next?  Mr. Warren.

Cross-examination by Mr. Warren:


MR. WARREN:  Panel, I have questions in only two areas and they are, from your perspective, mercifully brief.  I want to deal first with the proposal for the pension deferral account, if I can.


As I understand it, what you are proposing, panel - and correct me if I'm wrong - is you're proposing a deferral account that will track the difference between the actual pension costs booked using the actuarial assessment against the forecast costs or estimated costs that are in the rate filing.  Have I captured that correctly?


MR. INNIS:  Yes.  It's a difference between what is in the revenue requirement for 2008 and what our actual incurred pension costs for 2008 will be. 


MR. WARREN:  If the actual pension costs are higher than what is in the forecast, then that will be booked to a variance account and that would be recovered from the ratepayers; is that correct?


MR. INNIS:  Yes, that's correct.


MR. WARREN:  Do I take it, panel, or can you agree, then, that the risk of having inaccurately forecast is shifted from Hydro One to its ratepayers; is that fair?


MR. INNIS:  The variance account will track both the difference to the extent it is over the budget amount, and also under the budget amount.


MR. WARREN:  I understand.


MR. INNIS:  We don't know the actual 2008 value, just yet.


MR. WARREN:  I understand, sir, that there is an up side to it, but the down side represents a transfer of risk on the forecasting accuracy from you to me; is that fair?


MR. INNIS:  No, it's not.  The purpose of the deferral account is to simply be held harmless for any difference between the actual and the budget amount, whether that amount be -- if we incur actual costs in excess of budget, then we will put those in the deferral account and seek recovery.


If the actual costs are under the budget amount, we will return those to our customers.  In either case, we will be paying interest on those accounts.  So simply the purpose of the deferral account is to be held harmless.


MR. WARREN:  Your very able counsel and I will argue the difference between being held harmless and transferring risk, so I won't burden you further with the point.  But I wonder if you could point me to any regulatory precedent in this province for a similar treatment of pension deferral account.  Is there one, to your knowledge?


MR. INNIS:  Hydro One had a pension deferral account previously, and that account was used to track the incremental pension costs that we were incurring, and that was previously settled.


So I would take that to be a precedent for tracking the difference between budget and actual pension costs.


MR. WARREN:  Those were in circumstances where you hadn't had a pension account before; am I correct in my recollection of that?


MR. INNIS:  Yes, that's correct.  These were incremental pension costs that were not in rates that we were tracking at that time.


MR. WARREN:  Is that the precedent that you are relying on for this proposal?


MR. INNIS:  Yes, that is correct.


MR. WARREN:  Secondly, panel, I would like to turn to the, by now, somewhat well-trodden ground of harmonization, and I have just a few questions on that.


Mr. Roger, if you would just indulge me in taking me back, perhaps, to a little bit of history so that I can understand how this proposal comes before us?


You were at some pains in your examination-in-chief yesterday - you don't need to turn it up, but for the record it appears at page 23 of yesterday's transcript - where your counsel asks you, to your knowledge, did Hydro One ever promise that rates for these municipalities or these utilities would never go up or be harmonized, and you said, "Not that I'm aware of".


Can you help me out, Mr. Roger?  It may well be in the evidence and I have just not been able to find it, and for that I apologize.


I am trying to get a handle on whether or not, once -- let me see if we can agree on a distinction in the first place.  Let's take a community like Woodville, one of these little communities.  Prior to its acquisition by Hydro One, it was paying rates that may or may not have reflected the cost of delivering the electricity to them; fair?


MR. ROGER:  That's fair.


MR. WARREN:  Okay.  And after harmonization, they will be paying -- or at least your intention is that they will be paying a rate which reflects the cost of delivering electricity to them; fair?


MR. ROGER:  Fair, using the cost allocation methodology determined by the Board.


MR. WARREN:  Absolutely.  I am not challenging that at all, Mr. Roger, that you are using a recognized methodology.


My question is whether or not they would -- whether or not the costs, pre-acquisition, to deliver electricity are the same as the costs today under Hydro One, or, to put it another way, after harmonization, are they paying a higher proportion of costs because they're owned by Hydro One and they would have paid had they stayed just a local LDC?  Do you know that?


MR. ROGER:  It's hard to tell what the costs would have been to the customers of Woodville in this example if they would have stayed as an independent utility, having to incur all of the costs to get to market opening, incur all of the regulatory costs required to operate as a distributor and to bringing their distribution system up to par.


So it's hard to tell what their rates would have been.


MR. WARREN:  Fair point, Mr. Roger.  I take your point.


Now, I want to turn to -- this is really a follow-up to a line of questioning that my friend, Mr. Thompson, asked you about yesterday.


When you use the concept of average costs -- and my questions are in the context of residential consumers largely in the acquired LDCs, and let's -- I am just picking at random the example of Woodville.


The averages that you are using are, am I correct, an average for residential consumers in a class across the entire hydro system as opposed to the average of the folks, residential customers, in Woodville; is that fair?


MR. ROGER:  That's fair.  But we have information about the impact for residential customers like Woodville for the target rates at different levels of consumption.


MR. WARREN:  But you did say yesterday -- and this is in an exchange, again, with Mr. Thompson, and I don't think you need to turn it up, but it is at page 96 and following of yesterday's transcript.  You did say yesterday that you are not able to calculate the worst case scenario for any given particular customer.  Is that fair?


MR. ROGER:  Actually, after I had that conversation with Mr. Thompson, we went back and did some work, and for residential customers the information is in the evidence.


If you want me -- I can walk you through and explain.


MR. WARREN:  If you wouldn't mind, that would be helpful.  Thank you.


MR. ROGER:  If you could please turn up Exhibit H12-61, attachment A --


MR. WARREN:  Yes.


MR. ROGER:  -- on page 2, and taking your example of Woodville.


MR. WARREN:  Right.


MR. ROGER:  This table tries to illustrate the number of customers, based on 2006 data, that use those ranges of consumption.


So in this example, we would have nine customers out of 320 customers in Woodville that consumed 250 kilowatt-hours or less per month.


In the same interrogatory response, attachment B now, on page 26 of 28, you would see there, at different levels of consumption, what the impact would be of the target distribution rates.  So in the case of average consumption of 1,000 kilowatt-hours, the four-year impact is 24.5 percent on total bill.  That's the reason we're proposing to do it over four years, to limit the impact to a maximum of 10 percent per year, per monthly bill, sorry, based on average consumption.


If you go to 100 kilowatt-hours, the impact is 122.8 percent on total bill.  But again, that reflects the fact that the current rates for Woodville, the fixed charge is $3.78.  We're trying to move that to $19.04.  The increase is $16 but it is over four years it is being spread out.


So we know that the highest impact customer of our proposal for residential customers would be for low-use consumers, but it would be a high percentage but a low dollar amount.  And it’s a direct result of the rates that they're paying right now versus the rates that they're going.


We did assumptions similar also for general service customers.  So in my conversation with Mr. Thompson, he asked if we know who the highest customer is for general service.


MR. WARREN:  He asked you for the worst-case scenario as I recollect.


MR. ROGER:  That's correct.  If I could have a second, please.  Now, definitely the worst case scenario is the example of Hopper because that customer has two impacts:   One as a result of the billing quantity being moved from the maximum demand in the peak period, to the maximum demand in the 24-hour clock.  And in that example they're going from being billed distribution rates of around 50 kilowatt to 700 kilowatts.


We don't have any other customer under this proposal where we're changing the billing parameters.  We're changing the price in the harmonization.  The volumes remain the same.


So what we did, we looked at the three utilities -- actually the six acquired LDCs that had the highest impact on average for general service energy customers and general service demand customers.


So for example, what we did in the case of Quinte West, which happens to be the acquired LDC for general service, energy billed customer, had the highest impact of the proposal, which based on average consumption is 36 percent.


We took all of the customers for Quinte West that are general service energy bill, and we run the proposal based on the current rates, versus the target rates, for all of the customers based on the last 12 months’ information that we had.


And we noticed that the highest impact -- now based on each individual customer in Quinte West, actual billing data -- highest impact is 700 percent on total bill.  That is because the customer has no consumption.  So that reflects the fact that they're going from a fixed charge of $3.70 to a $31 dollar fixed charge.


So the increase is 700 percent on total bill, but it is $27.  That reflect the fact that there is no consumption for that customer and we are just bringing up their fixed charges to something that is based on the cost allocation study. 


So quickly, we run the impact for all of the customers and it drops very quickly after that to customers that are impact of 37 percent.  There are around 15 customers that have no consumption where the impact percentage-wise is very high, but dollar amount is just the $27 increase in the fixed charge, and it’s being done over four years.


We did something similar for demand-billed customers and we got the same answer, meaning that on average the impacts are fine.  And based on the actual consumption for customers that are general service demand billed, the highest impact percentage wise would be, for customers that have very little consumption and as a result of introducing the fixed charge.


MR. WARREN:  Mr. Roger, could you turn up, please, page 98 of yesterday's transcript.


Actually, Mr. Roger if you could start with page 94 first.  I am going to read you two exchanges and if you could just wait until I finish those two exchanges then I will ask the question, okay.


On page 94, you were, in response to a question from my friend, Mr. Thompson, you said, and I quote:

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


Question from Mr. Thompson to you:

"So do you know what the worst-case scenario is?"


Answer: 

"No, I don't."


Then just keeping that in mind, if you would turn to page 98.  This is an exchange you had with the Panel chairman, 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?"

"That's correct."


Then you say,

"We have an exhibit for -- what is it?”


Then you give the exhibit number.

"That shows the residential customers how many customers consumed at different levels of consumption."


Now do I take it, sir, in light of what you have just told me, you would change the answers that you gave yesterday?  I don't mean that in any pejorative sense, but you can now tell the Board what the worst-case scenario is for, in my instance, residential consumers?  Is that the case? 


MR. ROGER:  For residential consumers, the evidence was already there.


MR. WARREN:  Okay.


MR. ROGER:  I had to do a further analysis to get to the general service customers and that analysis I did yesterday, following up on the conversation that I had with Mr. Thompson.


MR. WARREN:  So we now know, I take it, that -- and this is my friend Ms. Effendi's territory and I apologize to her for trenching on it, but I take it we now know what the worst-case scenario is for the general service customers; correct?


MR. ROGER:  Based on the analysis for those LDCs, yes.


MR. WARREN:  Now, the answer then to my next question may be self-evident but let me ask it in any event.


For purposes of residential consumers, in particularly the acquired territories, is there -- is it possible that there's anyone out there like Mr. Vickers, who was here yesterday, whose rates will rise very significantly, well beyond the 30 or 40 percent?  We may get a residential consumer in one of these acquired LDCs, for example, who has 100 or 200 percent increase in his or her rates, is that possible?


MR. ROGER:  I can refer you, again, to the same evidence and if I look at our corner, which happens to be the acquired utilities that has the highest residential impact based on average consumption, it’s at 1,000 kilowatts-hours, I believe is something like 30 or 31 percent impact.


For our corner, at 100 kilowatt-hours consumption, the impact would be almost 100 percent.  But it is $14 and we would spread that over four years.  This is, again, I am reading from Exhibit H, tab 12, schedule 61, attachment B, Page 5.


MR. WARREN:  Thank you for that, Mr. Roger.  I take it the answer to my question is, No, we are not likely to find the residential equivalent of Mr. Vickers where the bill -- the amount billed is increasing materially above what you have described in the evidence.  Is that fair?


MR. ROGER:  As I said in the case of Mr. Vickers, we have a two-pronged effect.  We have the effect of the billing quantity changes, which doesn't affect any other customers here.  Then the price effect.


Mr. Vickers is mostly affected by the billing quantity change, not the price effect.


MR. WARREN:  I am dealing only - I apologize for any imprecision in my questions - I want to deal with residential consumers.


What I am getting to, Mr. Roger, in short is this:  In the, as you described it, highly unlikely event we have one of the residential consumers in one of the acquired territories, acquired LDCs, whose increases are higher than what you've forecast using your averages, and who notwithstanding the mitigation effects, is still facing significant bill increases, what relief, if any, can that consumer get?  Do they go back to you for further mitigation measures?


MR. ROGERS:  Can I interrupt just for a moment here to explain what I understand the situation is.  There will be residential customers, and it is shown in the evidence, who will have very high percentage bill impacts.  I am not sure whether my friend is talking about percentages or dollar amounts.


However as Mr. Roger explained, that is because the consumption of those customers is very low and there is an increase in the fixed charge.  So while the percentage appears to be very large, the dollar amount is really very insignificant.  It's almost by definition that is going to happen, with very low volume, residential customers.


MR. WARREN:  I appreciate that explanation, Mr. Rogers.  I did understand that point.  I was simply trying to find -- trying to explore the possibility, if the possibility doesn't exist that we're going to find a residential consumer who whose dollar amount increases are higher than you had forecast, then we can say there's nothing for the Board to worry about.


My question is:  If we do happen to find one or two residential ratepayers, what's their remedy?  Do they go to Hydro One and say, I need further mitigation measures, or do you deal with it as the case arises?


MR. ROGER:  I don't see how the impact could be higher than the increase in the fixed charge -- in the extreme case for a residential customer, with no consumption, they're only affected by the increase in the fixed charge.  So that is the maximum increase that they would have.


MR. WARREN:  Thank you, sir.  You have answered my questions.  Thank you very much.  Those are my questions.


MR. KAISER:  Thank you.


MR. WARREN:  Mr. Chairman, I wonder if I could be excused.  I am given to understand that there is an OPG argument due tomorrow and I guess I should start to draft one.


MR. KAISER:  That would be helpful.


MR. WARREN:  You should wait for the results, sir.  It may not be.


MR. KAISER:  Who is next?  Mr. Mondrow?


MR. MONDROW:  Thank you, Mr. Chairman.


I will just wait for a moment.  I will be joined by someone who knows far more about these issues than I, which will help everybody.  I was remarking earlier today to the witness panel and counsel for Hydro One that if you thought yesterday's transcript was complicated, I am going to be asking Mr. Roger, under the tutelage of Mr. Rogers, questions on behalf of Rogers, so caution to readers to read carefully.  I will try to speak clearly.  Hopefully that will help.  


There is an iPhone in it if I get the right answer. 


MR. VLAHOS:  Just don't use Rogers when you finish.


MR. MONDROW:  Thank you for your indulgence.  I am being joined by Paula Zarnett, who is a consultant who has assisted at Rogers, for whom I act, with this material.  Ms. Zarnett is from BDR North America Inc., and in the event that I fumble or stumble, she will be assisting me.


I should also note that we did provide a package of materials by e-mail, and hard copies have been left for the Panel, as well, and the witnesses have a couple of hard copies.


MR. MILLAR:  Exhibit K5.2.


MR. MONDROW:  Thank you.

EXHIBIT NO. K5.2:  BUNDLE OF MATERIALS FROM ROGERS.


MR. MONDROW:  I gather, Mr. Chair, the lunch break is generally around half past 12 and I will try to accommodate that.  I may be done, but, if not, I will certainly seek your guidance.

Cross-examination by Mr. Mondrow:


MR. MONDROW:  Good morning, panel.  I understand most of my questions will, in fact, be for you, Mr. Roger.  So let's start with that.  I wanted to start off with a couple of general definitions of basic rate-making principles, and that was the purpose of including, commencing I guess at page -- the paginations are in the top right corner of my booklet.  


Commencing at page number 1, I have just reproduced some excerpts from the recent Staff discussion paper on rate design for recovery of electricity distribution costs in the EB-2007-0031 proceeding, and I have just reproduced for reference the table of contents.


Then if you can flip to my page number 4, which is page number 20 from that report, I just wanted to use this to word and hopefully seek agreement from you on a couple of basic rate-making principles.


The first is reflected at the top of that page.  I will just read that first paragraph, if I could, and ask whether you accept that.  This is of course Staff's view, not Board policy, but it is a handy summary on the principle, I think.


So Staff writes:

"It is generally accepted that the principle of fairness discussed in the previous section requires a rate design that results in like customers being charged for distribution service on the same basis ..."


That is as each other, I gather.  And the test goes on:

"... while unlike customers are charged on a different basis.  Hence, like customers are grouped into customer classes for billing purposes.  The unlike customers in different classes can then be charged on the basis of different rate designs (different billing determinants and rates) that reflect the differences in the way they cause distribution costs."


Mr. Roger, would you accept that encapsulation as a basic rate-making principle?


MR. ROGER:  Yes, that is a valid general description.


MR. MONDROW:  Great.  Thank you.  One more excerpt from this, starting at the bottom of this page, number 20 of the report.  You will see the third line up from the bottom, it reads:

"When energy (kilowatt-hours) is the primary billing determinant for a customer class, it follows that high load factor customers will subsidize low load factor customers and that the causal costs of low load factor customers will under-recovered relative to the causal costs of higher load factor customers."


Would you accept that as a basic general proposition?


MR. ROGER:  The general principle applies.


MR. MONDROW:  Thank you.  I wanted to just explore a bit, for the benefit of building this record, what USL rates are.  So USL, or unmetered scattered load rates, are applied, as I understand it, to facilities at which the electricity consumption is not metered; is that right?


MR. ROGER:  Are you reading from somewhere?


MR. MONDROW:  No.  I am not reading from anything at this point, just putting the characterization forward:  USL rates are applied to facilities that are unmetered, by definition, I think?


MR. ROGER:  Correct.


MR. MONDROW:  And generally I understand that's because these facilities are uneconomic to meter.  They generally are quite small loads and they're generally fairly predictable in terms of consumption; is that correct?


MR. ROGER:  That's correct.


MR. MONDROW:  And when we talk about USL customers, actually each connection, each facility connected to the distribution system, is considered a customer or an account from Hydro One's perspective; is that right?


MR. ROGER:  It is considered a connection, right.


MR. MONDROW:  Each connection has its own account in your system?


MR. ROGER:  In the billing system?


MR. MONDROW:  Each connection gets a customer charge or fixed charge; is that right?


MR. ROGER:  Correct.


MR. MONDROW:  Okay.  And examples provided in the evidence and various places, one place -- you don't have to turn it up, but it's Exhibit G1, tab 2, schedule 2, page 5, line 17.  There are some examples of USL or unmetered scattered loads, and those examples given are phone booths, billboards and cable boxes, and I want to talk to you about the cable boxes.


The evidence refers to cable boxes.  I have been instructed by someone who knows the system very well to -- that these are actually cable amplifiers which are -- if you turn up page numbered 9 of my book, I have a picture of what we're talking about.


These are metal boxes, as you can see in the picture.  The doors are open in this particular picture of this mailbox, and I see these around subdivisions all time.  I never knew what they were.  Now I know what they are.  


They're either sitting on the ground -- there is an alternative box that I understand can hang on a pole.  


What these boxes do is they apply energy, electricity, to amplify a cable signal.  The cable signal comes in one end of an amplifier and out the other end of an amplifier, and that amplification allows the signal to travel over longer distances without degrading.  All of that is powered by a power supply or cable amplifier, and that is what this box is.  


Can you confirm that for me?  Have you ever seen these and do you understand how they work?


MR. ROGER:  I have seen them only with closed doors.  I have not seen them with open doors.


MR. MONDROW:  Do you understand that is how they work?


MR. ROGER:  I take your word for it.


MR. MONDROW:  All right.  Subject to check, that's fine.  These amplifiers have power supplies, and it is actually the power supply that is the unmetered connection that we're talking about.  Will you accept that?


MR. ROGER:  I accept that.  


MR. MONDROW:  Okay.  Each of these power supplies or connections is - and I think you confirmed this a minute ago for me - charged a customer charge under your proposed rate structure?


MR. ROGER:  It is also under the existing rate structure being charged.


MR. MONDROW:  Great.  I will come back to this in more detail in a minute or two, but the customer charge, as I understand it, is the proposed -- the proposed customer charge for USL facilities is the customer charge that's proposed for the general service energy build class net of a credit, which is a derived number meant to recognize that these sorts of connections don't incur metering and certain related costs.  Is that generally right?


MR. ROGER:  That's right.


MR. MONDROW:  All right, thank you.  Will you accept for me that these amplifiers draw a constant amount of electricity; that is, in all hours of the day, they draw the same amount of electricity?  Mr. But is nodding his head.  I think he may be the expert on this.


MR. ROGER:  What I was conferring with my colleague, as long as they don't have a heating blanket, you are right.


MR. MONDROW:  Okay.  I will come back to the heating blankets.  I appreciate that qualification, but if could you leave that aside, you will agree, I gather, Mr. But, that these draw a constant amount of power in every hour of every day?


MR. BUT:  If they don't have a heating blanket, that's correct; without a heating blanket.


MR. MONDROW:  Fair enough.  


Do you know by any chance, Mr. Roger or Mr. But, what proportion of the USL connections are these cable amplifiers?  I don't know if that is eloquently worded, but out of the total USL connections, how many of those proportionally or as a percentage are cable amplifiers?


MR. ROGER:  Roughly speaking, around 3,000 out of 5,000 connections are cable TV amplifiers in the case of Hydro One.


MR. MONDROW:  Great.  So the majority, in the case of Hydro One; correct?  The majority of USL connections are cable amplifiers?


MR. ROGER:  3,000 out of 5,000.


MR. MONDROW:  I'm not a mathematician, so you will have to help me.  I got that one. 


Now, if we could kind of shift a little bit just to understand how these cable amplifiers, in particular, are billed given that they're not metered.


It's my understanding -- and Mr. But this may be for you, I'm not sure, but whoever can help me -- that Rogers, in my case, my client or at least for the cable boxes my client owns -- provides a file to Hydro One which contains the volts and the amps for each connection or each amplifier – sorry, each power supply.


And out of that, the kilowatt-hours for each of those power supplies or connections are calculated assuming continuous operation of the units which we confirmed a minute ago.  Mr. But, is that basically what happens?


MR. BUT:  That was a study we did as part of the cost allocation working group, and Rogers was part of the study team, and I remember, in 2006, they did provide us an Excel file with information.


MR. MONDROW:  Okay, thank you, Mr. But, for referencing the study.  I am actually asking you a slightly different question - not being clear enough - and that is about the mechanics of how Rogers is billed on an ongoing bases for the distribution services that it uses.


Is anyone on the panel familiar with how that works?


MR. ROGER:  I believe the process is that the unmetered scattered load companies provide Hydro One, I think every year, a survey of what -- that is used to determine an average amount of kilowatt-hours for the connections.


And then that amount is being applied every month for the bill part connections.  I believe in the case of Rogers Cable it is something like 400 kilowatt-hours, that's being determined through surveys of different connection then every months every connection is assumed to consume 400 kilowatt-hours, and the bill is prepared accordingly.


MR. MONDROW:  Let me try to parse that a little bit, and it may be that you can't help me.  I did ask whether, through your counsel, whether someone could speak to this, but it is quite technical so I understand if you can't confirm all the details.  Again, it’s my understanding -- volts and amps are measures specific to a particular piece of equipment; right?  They're specifications.  Volts and amps indicate roughly how much electricity that equipment will consume?


MR. ROGER:  All right.


MR. MONDROW:  Okay.  So my understanding is that Rogers actually supplies the volt number and the amps number for each connection to Hydro One every year in a file.  Can you confirm that?


MR. ROGER:  I am not aware of that, but subject to check, it's possible.


Again, somehow we'll have -- we are able to derive the kilowatt-hours.  If that's the way to do it, implicitly, then we get the information.  But at the end of the day, what we end up using is the average kilowatt-hours.


MR. KAISER:  When you say “the average kilowatt-hours,” that is based upon a sample of actual usage at certain number of these boxes?  Or not?


MR. ROGER:  That's my understanding.  And what I have, for example, here is I don't know what year it was but Rogers provided 850 connections.  And I have a range here of consumption per connection, that goes from 100 kilowatt-hours per connection to 900 kilowatt-hours per connection.


So even though it seems to be that it is a constant flow of electricity, there may be different sizes of amplifiers.  I don't know.  Maybe Rogers can explain why we have a range.  I know the average is 407 but there seems to be sort of a range around the average.


MR. MONDROW:  Perhaps, Mr. Chair, if I could help.  My understanding –- and maybe I will ask for an undertaking, it may be easier for everybody.  My understanding is not that this is based on a sampling.  There was a study done, as Mr. But has confirmed, as part of a cost allocation review by the Board, the so-called 2006 cost allocation review, in which I think Mr. But is referring to and sampling was done.  Perhaps I could just ask for this undertaking, to advise whether Rogers Cable provides to Hydro One on an annual basis volts and amps for each of its USL connections for the purposes of computing an aggregate forecast kilowatt-hour consumption for the year.


MR. KAISER:  For the purpose of billing?


MR. MONDROW:  For the purpose of billing.  If I could ask for that undertaking.


MR. ROGER:  I know that at the end we derive at kilowatt hours.


MR. MONDROW:  Perhaps I can finish the description and then I can restate the undertaking and make it more comfortable for you.  This shouldn't, I hope, contentious.


It is my understanding that volts and amps are provided for each unit times the number of units plus the assumption of continuous consumption by each of those units.  All of that is aggregate.  Out of that information it is easy mathematically to calculate kilowatt-hour consumption.  That's all aggregated up and divided by the number of units.


Then each unit is assigned its proportion in terms of how many units there are, proportionate share of consumption for the purposes of billing.  That's my understanding of how it works.


So maybe, Mr. Chair, the best way -- the point is this isn't guessed and not derived based on a sample.  They're actual figures.  It is actually calculated, and there is no ambiguity about it.  Perhaps I could just ask, through Mr. Rogers for an undertaking to confirm the methodology with which Rogers is billed -- by which the bills for Rogers’ unmetered scattered load connections are calculated.


MR. KAISER:  Maybe you could, Mr. Rogers, could obtain this?  It sounds you should be able to obtain that readily over the lunch break and it will be available for Mr. Mondrow after lunch.


MR. ROGERS:  I will try.


MR. VLAHOS:  Was that question asked in the undertaking, I'm sorry, in the interrogatory?


MR. MONDROW:  No.  It wasn't.


MR. MILLAR:  Undertaking J5.2.

UNDERTAKING NO. J5.2: TO CONFIRM THE METHODOLOGY BY WHICH THE BILLS FOR ROGERS’ UNMETERED SCATTERED LOAD CONNECTIONS ARE CALCULATED


MR. MONDROW:  Thank you very much.


Panel, if I could ask you to turn up page 10 -- page number 10 of the booklet which is Exhibit - part of the exhibit number, Exhibit K5.2.


And I take from this interrogatory response that unmetered scattered load as a customer group has a relatively flat load profile.  And you can see that on the second last line of this table.


Can someone confirm that that is, relatively speaking a flat load profile?


MR. ROGER:  I would say a flat load forecast would be one.  Not 0.6 percent.  0.6 percent means that it is not 100 percent on.


MR. MONDROW:  Right.  This is for unmetered scattered load as a group, not just cable amplifiers.  I gather what this figure means is about 65 percent – sorry, the kilowatt-hours consumed by this load as a group is more than 65 percent of the annual peak for this load as a group.  Is that what that number means?


MR. ROGER:  This is a definition of load factor, which is the relationship between the maximum demand and the consumption for a particular period.


MR. MONDROW:  Okay.  Probably everyone and certainly the hearing panel will understand it better than I so I won't labour over it.  The point here that I am seeking to make is for the unmetered scattered load subgroup in this customer class, they have a higher load factor, noticeably higher load factor than the total proposed class.  The total proposed class has load factors on the bottom line, and the USL load factor is on the second last line, and the USL load factor is markedly higher than the general service energy load factor as a class.  Would you accept that?


MR. ROGER:  I would not define it as markedly higher.


MR. MONDROW:  It is higher.


MR. ROGER:  Some customers have lower load factor than the total for the class.  Some have higher.  But I don't think that it is markedly different.


MR. MONDROW:  The USL load factor is at the upper end of the range for this class?  Would you accept that?


MR. ROGER:  Barely.


MR. MONDROW:  Barely, okay.


So that means that the USL customers as a group are, to some extent, cross-subsidizing the rest of this class based on the principles we agreed to at the outset?


MR. ROGER:  I think what the definition you read earlier would apply to load factors that have a difference between 90 percent load factor and 10 percent load factor.  That definition does not apply when the difference is so small.


MR. MONDROW:  Well, you're talking about the degree of cross subsidy.  But are you saying then there is no cross- subsidy between the USL group and the rest of this class based on these load factors?


MR. ROGER:  Whenever you do grouping of customers within a class, you're going to have customers that subsidize each other.


The only way to address that would be to have, in our case, one million point one different rate classes.  Then you wouldn't have any customers subsidizing anybody else.  That's not practical.


So this level, what you call cross-subsidization, I think it is widely accepted that every time you do a grouping of customers, there are going to be some winners and some losers but that's the reason it shouldn't be done.  There's practicality involved.


MR. MONDROW:  Leaving aside the battery mats, we agreed the cable connections have a load factor of one.  So would that constitute a cross-subsidy from those customers, those cable connections to the rest of this class?


MR. ROGER:  You could have general service customers also with very high load factor.


MR. MONDROW:  Can I get a yes or no to my question?  Is there a cross-subsidy between a customer group that has a load factor of one and the balance of this class?  Leaving aside the magnitude, is there a cross-subsidy?


MR. ROGERS:  He can answer yes or no, but I don't want to be restricted to that if there is an explanation.


MR. MONDROW:  I agree.  I would just like a yes or no, and then the qualification is quite welcome.


MR. ROGER:  I have a problem reconciling that you're saying the load factor is one when the load factor for unmetered scattered load shows as 65.4 percent.


MR. MONDROW:  But unmetered scattered load constitutes more than cable amplifiers.  For cable amplifiers, we agreed, I think, leaving aside the battery mats, the blankets, which I will come back to, the battery mats, the heating mats, the cable amplifiers have a load factor of one.  We agreed on that I think, Mr. But.


MR. ROGER:  Give us a moment, please.


MR. BUT:  The load study was done in 2006.  That information was provided for a short period of time.  I do not think that was provided for a one-year period or more than one-year period.


So I do not know whether, dealing with that few months of data, that it is providing a load factor of one or in other months it has different loads factor.  But the end result is we have a load factor of 0.65.


MR. MONDROW:  Mr. But, during that sample period, was the load factor one?


MR. BUT:  I don't recall seeing that piece of information.  That information was data provided two years ago.


MR. MONDROW:  Could you undertake to find that for me, please?


MR. ROGERS:  Well, Mr. Chairman, my friend is asking my client now to produce evidence that his client has.  It should be done through interrogatories.


MR. KAISER:  Do you have this study, Mr. Mondrow, that is being referred to?  I take it your client participated in it?


MR. MONDROW:  Excuse me, Mr. Chair.


MR. KAISER:  While they're conferring, Mr. But, the 0.654 unmetered scattered load, does that refer to the 500 connections -- 5,000 connections you referred to earlier of which 3,000 are cable connections?


MR. ROGER:  That's correct.


MR. VLAHOS:  Mr. Roger, what are the other 2,000?  We have taken care of street lighting, Sentinel lighting, so are we talking about, what, those ads we see on -- telephone kiosks or booths?


MR. ROGER:  Billboards, traffic lights, railway crossings, telephone booths, that kind of thing.


MR. VLAHOS:  With many clients, I take it, different lines?


MR. ROGER:  5,000 connections for many clients, right, but we don't have 5,000 different customers.  It could be...


MR. KAISER:  Rogers is one customer, I take it?


MR. ROGER:  That's correct.


MR. KAISER:  So one customer accounts for 3,000 of the 5,000?


MR. ROGER:  No.  Rogers doesn't account for all of the 3,000.  There are other cable companies.


MR. VLAHOS:  And how many customers would you have with respect to the other 2,000 connections, approximately?  Is it -- can you count on one hand or many hands?


MR. ROGER:  I would say many hands, but I am just guessing here, because it could be Ministry of Transportation, for example.  It could be Bell.  A lot of municipalities pay for their traffic lights or somebody else pays or... 


Billboards would be individual customers.


MR. VLAHOS:  So it is double digit, but it is not triple digit?


MR. ROGER:  Correct.


MR. VLAHOS:  Thank you.


MR. KAISER:  Mr. Mondrow.


MR. MONDROW:  Mr. Chair, you asked whether we have that report.  The answer I am advised is no, that the data was sent directly to the LDCs and a report was never prepared or provided.  If one were written up, it would have been written by Mr. But, as I understand it.  That's the answer to the question.


If, Mr. Chair, with your indulgence, I could come back to this, and, in response to my friend's comment that this should have been asked in interrogatories, I thoughts a few minutes ago I established with Mr. But that leaving aside the battery heater mats, which I will come back to, there is a consistent and flat load profile.


Now I seem to be getting either hesitation or a different answer in context.  That's what troubles me.


So I guess the record will speak for itself, but it is a little odd that I can't get the witness to agree to an answer I think he gave a few minutes ago.


MR. ROGERS:  My only concern is I don't want to have to go back and --


MR. KAISER:  Is there a report?  This study that Mr. Mondrow is talking about, was there a study done?


MR. BUT:  In 2006, Mr. Chairman, as part of the cost allocation study --


MR. KAISER:  Yes.


MR. BUT:  -- I was asked to help the Board Staff to determine whether the USL load, particularly with respect to the cable company, whether they're very sensitive or not.


As a result, we got a few months of hourly information files from Rogers, and we analyzed the information and we determined, indeed, the heating cable load is very sensitive.


What that means is, every now and then, when the temperature inside the box drops below a certain degree, the heating cable will be on.


MR. KAISER:  My question was:  Is there a report that you prepared?


MR. BUT:  We have done a short report and we have provided that report to the Board Staff two years ago, and we have discussed that finding with the cost allocation working group.


MR. KAISER:  But it was not made available to Rogers Cable, I take it?


MR. BUT:  Rogers Cable was a team member.


MR. KAISER:  Yes.


MR. BUT:  Actually, they helped write the report.


MR. MONDROW:  Was the report ever completed Mr. But?


MR. BUT:  That report was completed.


MR. KAISER:  All right.  Well, why don't we do this, see if we can obtain a copy of the report?  It looks like Board Staff has had it, but the company has -- for some reason, Rogers doesn't have it.


MR. ROGERS:  Yes, sir, I will see what I can do.


MR. MILLAR:  J5.3.

UNDERTAKING NO. J5.3:  TO PROVIDE 2006 LOAD STUDY.


MR. MONDROW:  Thank you, sir.


Mr. But, in your response to the Chair -- and I'm sorry to belabour this point, but I am going to try one more time, and then, Mr. Chair, I will move on if it is inconclusive or unhelpful.


You keep referring to battery mats.  I asked you at the outset to -- I promise you I will talk about battery mats next, but if we leave the battery mats aside, the actual cable amplifier, the actual power source, you agreed with me, I thought - and now I am giving you another opportunity to agree or disagree - has a continuous and flat load.  It draws the same amount of electricity in all hours of every day all year, without the battery mats; is that correct or not correct?


MR. BUT:  As I mentioned earlier, the purpose of that study we did two years ago, we received a few months of information from Rogers, and at that time we did not -- what we looked at is to determine whether the load is very sensitive or not.


MR. KAISER:  I think, to be fair to Mr. Mondrow, he's asking you a general proposition.


Can we say with confidence --


MR. BUT:  In general -- yes, Mr. Chairman, in general, if the electricity is on all the time, yes, it will be -- the system will be on.


But now the question is to what extent it is drawing constant power all the time, and that is something we don't know.


MR. MONDROW:  But you did a study to find that out.


MR. BUT:  But that study is not about -- as I mentioned earlier, that study is about whether the load, the heating pads, are very sensitive or not.


MR. VLAHOS:  Mr. But, can we -- for purposes of facilitating the discussion here, can we assume that the load factor for the cable amplifiers is larger than 0.654?  The point --


MR. BUT:  I believe that is a fair assumption.


MR. VLAHOS:  Mr. Mondrow, does that help in terms of getting to where you want to go, and then we can confirm whether it is one or something less than one?  That is a technical issue.  But does that help you in terms of going forward?


MR. MONDROW:  It does, Mr. Vlahos.  Thank you.


MR. VLAHOS:  All right.  So -- that's fine.


MR. MONDROW:  So to return to page -- I will talk -- I will give you an opportunity on battery mats, as I undertook to do, Mr. But.  But to return to page 10 of our booklet, and accepting, as Mr. Vlahos has pointed out, that the load factor for cable amplifiers, which constitute three-fifths of the USL group, is higher than 0.654, would you accept, Mr. Roger, that that, therefore, represents some amount of cross-subsidy from cable amplifiers to the balance of this class?


MR. ROGER:  That's correct.  But there will be other customer classes, residential customer classes or general service customer classes, and you can draw the same conclusion.


MR. MONDROW:  I appreciate that.  Thank you.  I undertook to provide Mr. But a chance to explain - it may be helpful Mr. Chair - the battery mats, which seem to be a confounding factor.


I actually have a picture of them, if that would help, and I wouldn't mind filing that as an exhibit.


MR. KAISER:  All right, thank you.


MR. MILLAR:  K5.3 is a picture of a battery mat.

EXHIBIT NO. K5.3:  PICTURE OF A BATTERY MAT.


MR. KAISER:  Mr. But, are these in every box, the battery mats, battery heater mats?  


MR. BUT:  I -- actually, I don't know.  But my assumption is, I think Rogers would be in a better position to answer that question.  But the only thing I can say is, based on the information provided two years ago, by Rogers, at that time not every table box has a heating pad.  


MR. KAISER:  Thank you.  


MR. ROGER:  My understanding, Mr. Chairman, this is just for when Rogers is getting into the telephone business, not just cable TV, that they require heating mats to make them operate in the winter.  But maybe Rogers can confirm that.  


So this is something new that is coming in.  


MR. KAISER:  All right.  Thank you.  


MR. MONDROW:  If I can just pick up on that, Mr. Roger, and please confirm what you can and disclaim what you can't.  But as you point out, these are mats to maintain -- I am advised -- the temperature of the batteries connected to the power supply, above -10 degrees Celsius.  So they go on when the weather gets below -10 degrees Celsius or some minimum temperature, if you are not sure of the precise amount, to allow the batteries to stay relatively warm so that they will last relatively longer, in the event of a failure of the supply of electricity to the cable box.  


Can you confirm any of that description?  


MR. ROGER:  I don't have the technical knowledge to be able to confirm that.  Sorry.  


MR. MONDROW:  Mr. But. 


MR. BUT:  I don't have the technical knowledge as well, but based on the information provided by Rogers, this seems to be a fair description. 


MR. MONDROW:  Mr. But you were involved in the study that you referred to now a couple of times, to determine any variability in respect of the consumption by these cable amplifiers a couple of years ago. 


MR. BUT:  That's correct.  


MR. MONDROW:  And do you recall whether the results of that data sampling indicated a high level of variability or a high level of sensitivity to the weather in respect of the consumption of these cable amplifiers?  


MR. BUT:  I can confirm that the heating mat load is highly sensitive to the weather conditions. 


MR. MONDROW:  Can you tell us what percentage of total annual consumption the heating mat load -– sorry, what percentage of the total annual consumption of the cable amplifier, as a whole, the meeting mat load, would represent in terms of orders of magnitude?  


MR. BUT:  Sorry, I don't have that piece of information.  


MR. MONDROW:  Would it be less than 50 percent, can you tell us?  


MR. KAISER:  How would they know that, Mr. Mondrow?  Are these mats metered separately or...


MR. MONDROW:  Well, actually they are tracked for on/off time separately.  I was hoping to come to that.  I am not sure the witnesses will be able to help and of course I can't lead evidence. 


I am advised that Rogers has a system which can tell you when they go on and when they go off and how long they're on for.  I can also tell you I'm viewed and I was hoping Mr. But at least could confirm we're talking about less than one percent of the annual consumption being drawn by these battery mats which cycle on only in cold weather.  That is the information I have.  Mr. But can you help us with any of that?  


MR. BUT:  Subject to check, that may be correct that the heating mat load is a really small amount. 


Again, I want to mention the study we keep talking about is a very short-term study of only for a couple of months analyzing data provided by real estate holders and the conclusion, I can tell Mr. Chair, is that it was determined that, in terms of the USL load, the heating mat load is weather sensitive.  That is basically the conclusion of the study.  


As a result of this conclusion, and that is the reason why subsequently when Hydro One did the load shift for something like 80 LDCs, we used that information in terms of incorporating the weather sensitive load to the extent they have heating mats in the load.  


MR. MONDROW:  Mr. But, the heating mats are actually invoiced for separately, aren't they?  Mr. Roger?  


MR. ROGER:  I am not aware of that, sorry. 


MR. MONDROW:  I apologize, Mr. Chair.  I did ask Mr. Rogers as counsel to, if possible, have one of the witnesses inform themselves as to what these are and how they're billed and apparently that hasn't been done. 


MR. ROGERS:  Well, no ...  


MR. KAISER:  You must have the invoice. 


MR. ROGERS:  There is an obligation, sir, to call evidence, if they want to call it, of their own operations.  It's not the applicant's job to go and try to dig it out of records that may or may not be available. 


MR. MONDROW:  That's fine. 


MR. ROGERS:  I apologize if my friend was counting on me to do something which I didn’t do.  I apologize. 


MR. KAISER:  We can confirm if they're invoiced separately or not, I suppose.  


MR. MONDROW:  Mr. But, Mr. Roger, have you had any cause for concerns since completion of your study that somehow these cable amplifiers are not paying their fair share of costs?  


MR. ROGER:  We have not done a study separately for just cable TV amplifiers.  


MR. MONDROW:  You have seen no need to do that?  


MR. ROGER:  No.  


MR. SOMMERVILLE:  Mr. Mondrow, I don't want to interrupt.  But Mr. But, you indicated that the purpose of the study that you had conducted was to determine whether unmetered scattered load was weather sensitive.  


MR. BUT:  That is correct. 


MR. SOMMERVILLE:  The conclusion that the study apparently came to was that it was.  


Now, was that limited to a consideration of these battery packs?  Or was it the unmetered scattered load, in all of its diversity -- 


MR. BUT:  Primarily related to the heating mat. 


MR. SOMMERVILLE:  This was strictly -- 


MR. BUT:  Just the heating mat. 


MR. SOMMERVILLE:  Thanks. 


MR. ROGER:  If I can provide some context.  What we're trying to do there when developing the cost-allocation methodology we need to develop load profile for the various type of consumption. 


There was a debate there, are the cable TV amplifiers or constant load or aren't they?  The only way that we could address that is by, okay, let's take a sample, see what they are, with these new heating pads and try to develop a profile.  We are not looking if it is a load factor of one or not.  We're just trying to determine the profiles so Mr. But, when he’s developing the load profile for the utilities, could properly account for the unmetered scattered load.  


MR. SOMMERVILLE:  The weather sensitivity was limited to the battery heater device?  


MR. BUT:  That is correct.  It is only limited to the heating mats, as well as only limited to the winter months. 


MR. SOMMERVILLE:  Thank you. 


MR. KAISER:  As I understood it earlier, the heating mat issue arose actually unrelated to cable.  You said when Rogers went into the telephone business.  


MR. ROGER:  That's my own understanding, but interrogatories can -- 


MR. KAISER:  In any event, are the heating mats a new issue?  


MR. ROGER:  That's my understanding, yes.  


MR. KAISER:  All right.  


MR. MONDROW:  Mr. Chair, it is almost 12:30.  I will take a break in a minute which may help me to clear my own head and not belabour this too much but if I could have your indulgence for two minutes before we do that.  


Without the heating mat, Mr. But, is there variability to the consumption of these cable amplifiers or are you not aware of that?  


MR. BUT:  The outcome of the cost allocation special study for the USL, the decision was only the heating mats will attract somewhere where there are weather sensitive loads.  For the rest, it will be an assumed load which is flat.  


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


MR. MONDROW:  It would.  Thank you, Mr. Chair.  


MR. KAISER:  Thank you.  


--- Luncheon recess taken at 12:30 p.m. 


--- Upon resuming at 1:39 p.m.


MR. KAISER:  Please be seated.


Mr. Mondrow.


MR. ROGERS:  Sir, I wonder, before we begin, can I deal with a few preliminary matters?


MR. KAISER:  Yes.

Procedural matters:


MR. ROGERS:  First of all, I'm in the position this afternoon to file the following undertaking answers:  J1.3, J1.13, J2.1, J3.1, J3.2, J3.5, J3.12 and J4.1.


Secondly, Mr. Kaiser, this morning when I applied to file documents on a confidential basis, you made some comments which I well understand.  I do not consider myself to be very expert in securities law.  I am taking some advice.


What I propose is that I could give you a little better technical explanation tomorrow morning as to why confidentiality is sought.  Would that be satisfactory, sir?


MR. KAISER:  That's fine.  Thank you.


MR. ROGERS:  Thank you.  Third, just before my friend begins, I want to apologize to him for being so cross before the break.  I can assure him that I did pass on his request that the witnesses familiarize themselves with the billing system for Rogers Cable.  They tell me they did so, but didn't expect the level of detail.


They have made some calls over the noon hour, though, and can provide some information that my friend was seeking, if I could just ask them about that.


MR. KAISER:  All right.


MR. ROGERS:  It doesn't really matter.  Mr. But, Mr. Roger, I know you both made calls and got some information.


Mr. But, let's start with you, sir.  I think you were asked by Mr. Mondrow about what information was provided by Rogers concerning their consumption, and so on.  Do you recall that?


MR. BUT:  Yes.


MR. ROGERS:  Did you call the office and speak to --


MR. BUT:  Yes.  I called the office and talked to the staff who received the file.  It was a file of a few hundred Rogers customers, and for a period of about six months and for a few areas within Ontario.  The information we got is not interval meter data information.  Actually, it is basically an on and off of the heating mat information.


So we never received any interval meter information from Rogers.


MR. ROGERS:  All right, thank you.  Mr. Roger, did you make some enquiries, sir, about the method of billing Rogers Cable, and, in particular, I think there was a question concerning the heating mats --


MR. ROGER:  Yes.


MR. ROGERS:  -- whether they were separately billed?


MR. ROGER:  Yes, I did.


MR. ROGERS:  Can you tell us what you learned, if you can, please?


MR. ROGER:  What I learned is that, as Mr. Mondrow described it, we do get from Rogers Cable, per connection, I believe it is the amperage and some other technical information that allows us, then, to calculate the kWh consumption per connection.


We add up, then, for the 850 connections for Rogers Cable all the total consumption for the different connections.  Some of them are higher; some of them are lower.  At the end, we divide the total consumption by the number of connections, divided by 12, and that gives us the 407 kilowatts-hours that was used to build each connection for Rogers Cable.  That includes both connections that have heating mats and the ones that don't have heating mats.


We do this exercise every year.  Every year, Rogers Cable sends us the information.  A couple of years ago they did not include the information related to the heating mats.  They provided that separately.  So there was, then, a retroactive billing done on a one-time basis to cover the consumption related to the heating mat.


Since then, they assume profile per connection is an average for all connections and includes both connections that have and do not have heating mats.  We don't bill separately just for the heating mats.


MR. KAISER:  All right.


MR. ROGERS:  So you did at one time, because Rogers hadn't provided the information, so that you had to do a separate billing; is that what happened there?


MR. ROGER:  That's correct.  It was a retroactive billing, yes.


MR. ROGERS:  Thank you very much.


MR. KAISER:  Does that help, Mr. Mondrow?


MR. MONDROW:  Thank you, Mr. Chair, and Mr. Rogers and witnesses.  I appreciate your efforts.  It certainly clears things up and I will move on from that.

Cross-examination by Mr. Mondrow (continued):


I do want to step back for a moment and just try to clean up, frankly, some of the discussion before lunch.  I won't spend a lot of time on it.


But, Mr. Roger, perhaps I could start with you.  If you could open page 10 of my cross-examination materials, which is Exhibit K5.2.  We have looked at this interrogatory response before.


I would like you to confirm that the table provided in this response collectively represents the general service energy build class within which the USL loads are proposed to be placed for 2008 rates.


MR. ROGER:  That's correct.


MR. MONDROW:  And the USL load factor reflected on this table is greater than the class load factor.  And I think prior to the lunch break someone else confirmed, in response to a question from Mr. Vlahos, that the cable amplifier load factor is, in turn, larger or closer to one than the USL average load factor on this table.  Do you recall that?


MR. ROGER:  Yes.  I remember the conversation.


MR. MONDROW:  All right.  And I think you also agreed that the load factor at or about one, in this particular class represented on this table in terms of sub-groups, would indicate, everything else being equal, a cross-subsidy from that sub-group to the rest of the class; right?


MR. ROGER:  Correct.


MR. MONDROW:  Thank you.  In 2006, the Board, as is common knowledge, directed a cost allocation study run 2 in which a separate USL rate was to be derived by LDCs, and you filed the results of such a study; correct?


MR. ROGER:  That was mandated by the Board, yes.


MR. MONDROW:  Leading up to that direction from the Board, there was a study done of cable amplifiers, and I think that was the study, Mr. But, that you have referred to a number of times?


MR. BUT:  Yes.  That was the study, and that was the study entitled "USL load data study February to May 2006".


MR. MONDROW:  I think, Mr. But, as I clarified with your counsel just at the end of the lunch break, you provided to me an undertaking before lunch, and your undertaking is to provide a copy of the report that you gave to -- well, why don't I let you clarify what report it is you're going to provide in response to that undertaking?


MR. BUT:  I would provide this report which I presented the results to the cost allocation working group, and the Board Staff at that time also got a copy.


MR. MONDROW:  Okay.  And that report, in turn, informed the Staff report.  I am going to come back to that in a minute, but just before that, in order to inform the report that you completed, it's my understanding that there were two samples, two data samples, provided to you.


The first was data from interval meters which were installed on cable amplifiers without battery mats, and that was to address those utilities doing a run 2 for the 2002 test year, since there were no battery mats in 2004, but that that interval metered data was provided to you; is that correct?


MR. BUT:  In the study, we also received interval meter data for a few months from our LDCs stakeholders, yes, that's correct.


MR. MONDROW:  All right.  The second data set was data provided by Rogers Cable on the on/off behaviour and temperature sensitivity of the battery mats, and that -- Rogers provided that data to you in order for you to construct a weather-normalized load shape for those utilities that would be modelling USL for the 2006 test year, by which time there were some battery mats installed; is that correct?


MR. BUT:  That is correct.


MR. MONDROW:  Thank you.


And I should have clarified this before, but Exhibit K5.3 is this picture of a battery mat, and, as I understand it, these are simply little heating mats that sit underneath the batteries in the cable boxes.  Can you confirm that for me?


MR. ROGER:  We don't have the technical knowledge to confirm that, but we will take your word for it.


MR. MONDROW:  Okay.  Fair enough.  I just wanted to put that picture in some context, but that's fine.  Thank you.


I think, Mr. Roger, you did say that it's your understanding that the purpose of keeping the batteries warmer rather than colder is to maintain service for telephone customers of the cable companies in the event of a distribution supply outage.  Is that your understanding?


MR. ROGER:  That's my understanding.


MR. MONDROW:  In that respect, these battery mats are a relatively new phenomena, certainly in 2006 and later, rather than earlier; correct?


MR. ROGER:  That's correct.


MR. MONDROW:  Thank you.  Mr. Chair, over the break, Staff was very kind in accommodating me and I asked that copies of two public Board documents be produced, and you should -- if not already, you will have copies of those in a moment.


The first is the May 2006 Board Staff proposal in the cost Allocation review.  Mr. Chair, perhaps for convenience, we should mark those.


MR. MILLAR:  That will be K5.4.

EXHIBIT NO. K5.4:  MAY 2006 BOARD STAFF PROPOSAL IN THE COST ALLOCATION REVIEW.


MR. MONDROW:  And the second document is the Board directions on cost allocation falling out of that same proceeding.  It is dated September 29, 2006.


MR. MILLAR:  K5.5.

EXHIBIT NO. K5.5:  BOARD DIRECTIONS ON COST ALLOCATION DATED SEPTEMBER 29, 2006.


MR. MONDROW:  Thank you, Mr. Millar.


Mr. But, if I could ask you in Exhibit K 5.4 to turn to page 7.


MR. BUT:  Yes, I've got that page.


MR. MONDROW:  Can you just confirm, you have seen this report before, I gather, Mr. But?


MR. BUT:  I have seen this before, yes.


MR. MONDROW:  This is a staff proposal regarding how the 2006 cost allocation filings would be done?


MR. BUT:  Yes.  In 2006, yes.


MR. MONDROW:  Okay.  And at page 7, the proposal from Board Staff deals with the treatment of cable, CATV cable amplifier TV battery mats for upcoming filings; do you see that heading?


MR. BUT:  Yes.


MR. MONDROW:  The text says:

"For CATV have excluding any battery mat component which make up a significant component of the class, the flat load shape is supported by a sample of interval meter data."

From which statement I gather that leaving aside battery mats Board Staff concluded, as a result of the work that you described you did, that a flat load shape was appropriate for cable amplifiers.  Would you agree with that?


MR. BUT:  That was correct.


MR. MONDROW:  Thank you.  If I move then to the next document, which you have been provided with.  Actually excerpts from cost allocation review board directions and that has been given exhibit number K5.5.


If you could go to page 23 of the excerpts, I think there were two pages excerpted, 23 and 24.  If you could look at 23, there is a heading:  3.7, Load profile for separate unmetered scattered load class.  Do you see that?


MR. BUT:  Yes.


MR. MONDROW:  At the bottom of that page, the last sentence says:  “For most types of non-photosensitive unmetered loads, a flat load profile will be used.”


Then if you flip over the page, to page numbered 24 of the report, that deals with the battery mats again, and after repeating that a flat load shape will be used for power supplies without a battery mats which we just talked about, the report of the Board goes on to direct:  “A separate load shape must be applied to the weather normalized consumption of CATV power supply battery mats where they are in-service in the distributor's test year. (Distributors that file their 2006 rate applications on a forward test year basis.)”  That would include Hydro One by the way?  You filed that on a forward test year basis?


MR. ROGER:  That's correct.


MR. MONDROW:  "And whose test year load includes CATV

power supply battery mats must obtain information on the number and installed capacity of the battery mats, e.g., from the local cable company."


Mr. But you obtained that information from Rogers for its facilities; is that right?


MR. BUT:  I assume, yes.


MR. MONDROW:  You have undertaken already to provide your report in that respect so we will wait to see that.
  In any event, you did complete a run-to and you had output for a USL dedicated rate.


That output would have included your load shape findings from the data that we have talked about that you received and analyzed and reported on; correct?


MR. BUT:  That's correct.  We followed the Board instructions.


MR. MONDROW:  Those Board instructions, in turn, were formulated based on your report of the data or the analysis of the data that was provided to you during that exercise that we've just gone through; correct?


MR. BUT:  That's correct.


MR. MONDROW:  Thank you.


Could I ask you, just before I leave this topic, to turn to page 11 of the cross-examination materials, Exhibit K5.2.


And we were asking in that interrogatory for some explanation of the rationale for maintaining part A, a separate rate class for street lighting and Sentinel lighting while continuing to group USL facilities within the more diverse service class.


In response, the third paragraph I guess under part A, you said:

"The main technical difference between the lighting accounts and USL accounts is the more accurate kilowatt-hour estimate possible for lighting compared to USL, that is lamp wattage plus ballast and hours of usage."


Not unlike the sort of data Mr. Roger spoke of a minute ago in respect of Rogers billing. But the response goes on to say:

"While there are more diverse technical considerations for the varied USL type of loads like amplifier heating blankets."


So I gather that the result of that diversity is what's going to be reflected in the report, Mr. But, you have undertaken to provide in response to the request I made before lunch; correct?


MR. BUT:  That's correct.


MR. MONDROW:  Okay.  I do note that for some purposes, you treat USL as a class as it were.  In that respect, I would like to refer you to -- and I apologize, Mr. Chair, this is not in my package Exhibit G1, tab 8, schedule 1 in this proceeding.  I will give you a minute to turn that up. It's entitled:  Mitigation of bill impacts, legacy customers.


Let me know when you have that, Mr. Roger.  I am going to ask you to go to page 3 of that exhibit.


MR. ROGER:  I have G1-8-1, page 3.  Go ahead.


MR. MONDROW:  If I look at the middle paragraph on that page which references, unsurprisingly, USL, coming from me.  It says: 

"For USL, Hydro One is proposing to mitigate the impact to these type of customers by setting a volumetric charge that results in annual bill impacts near $10 per month."


So a departure from the standard rule. I am not actually going to ask you about that I understand that. 

"The fixed charge is being phased in in a similar fashion as for the other acquired LDC customers. The shortfall in revenues resulting from this mitigation measure for USL customers is being recovered from the current USL general service single-phase energy billed customers."


From that, Mr. Roger, I take it for the purpose of rate mitigation, you are recovering what you referred to as a revenue shortfall from some USL customers, from other USL customers.  So in that respect at least you're treating those customers as a class.  Is that right?


MR. ROGER:  I would define it as treating those customers as being the same rate design.  Not a class.


MR. MONDROW:  What's the distinction?


MR. ROGER:  One is a customer classification issue.  The other one is a rate design issue.  It's that --


MR. MONDROW:  I'm sorry, I interrupted you.


MR. ROGER:  We never had a separate customer class for unmetered scattered load.  We are not proposing to have a separate customer class for unmetered scattered load.


We had, in the past, a credit of the fixed charge to account for the fact that the unmetered scattered load doesn't have a meter.


And in the future, as part of the approved cost-allocation methodology, there is one sheet that calculates what the credit could be for unmetered scattered load, if they're not treated as a separate customer class.


So I consider that, that the Board would see that as an appropriate way of dealing with this kind of load.  You don't have to create a separate customer class to deal with USL.  You can do it by putting them in the proper customer class, which in this case would be general service, and by attributing to them the proper metering credit.


MR. MONDROW:  For the purposes of your mitigation plan, you generally recover revenue shortfalls as you characterize them, resulting from mitigation, from other customers within the class; correct?  Within the class of those customers being mitigated.


MR. ROGER:  Correct.


MR. MONDROW:  But not in this case.  You don't spread this mitigation across the general service energy class, you keep it to the USL customers specifically so in that respect you're treating them as a separate class; correct?


MR. ROGER:  That's correct.  But if this Board suggest that we should recover the shortfall from the unmetered scattered load from other general service energy customers, we would consider it.


MR. MONDROW:  I guess my point simply Mr. Roger is, you seem to be treating them as a class when it is convenient but not in other respects, but that is a matter of argument not a matter of cross-examination.  So thank you for your answers, I appreciate them.


I guess in closing on that point, it seems to me that for Rogers, who owns a lot of these connections and for the other cable owners, that mitigation props OM&A of yours isn't really much assistance, you're taking it from one pocket and putting it in the other, aren't you?


MR. ROGER:  I don't understand.  Sorry?


MR. MONDROW:  If some of Rogers facilities are going to be subject to mitigation and the others are going to pick up the tab, I'm not sure how that helps Rogers very much.


MR. ROGER:  I am not sure this proposal is to help Rogers.  This proposal is to recover the costs from customers, based on an approved cost-allocation methodology.  That reflects --


MR. MONDROW:  And --


MR. ROGERS:  Let the witness finish, please.


MR. MONDROW:  I apologize.


MR. ROGER: -- that reflects the cost of providing distribution service to the customer.


MR. MONDROW:  Thank you very much.


MR. KAISER:  Can you just clarify something.  You mentioned 3,000 connections, 3,000 and 5,000 before lunch.  Then I heard 850 being the Rogers number.


MR. ROGER:  That's my understanding.  Out of the 3,000 cable connections that we have, I believe 850 are Rogers cables.


MR. KAISER:  So there's some other cable company connections involved in this as well, obviously?


MR. ROGER:  Cogeco, Shaw, and other names that I don't recall, but, yes.


MR. KAISER:  Have they launched any complaints with you on this issue?


MR. ROGER:  No.


MR. MONDROW:  Mr. Roger, the other cable companies you referred to participated in the work leading up to the 2006 cost allocation study, did they not?


MR. ROGER:  It could be that Rogers was representing them, but I don't remember somebody from Cogeco or Shaw being at the meeting, but it could be.


MR. MONDROW:  Sorry, Mr. Chair, one moment.  Mr. But, Mr. Roger, the Canadian Cable Television Association - CCTA is acronym - did they participates in the proceeding in 2006 or leading up to the 2006 cost allocation study?


MR. ROGER:  It's possible.  Do they still exist?


MR. MONDROW:  I don't know.  I can't answer that question, sorry.  In any event, there were other cable interests participating in the study that resulted in the cost allocation one which produced a separate USL rate; correct?


MR. ROGER:  The separate USL was mandated by the Board.  It was not as part of run number 2.


If I can have a moment, please?


MR. MONDROW:  Sure.


MR. ROGER:  If I can refer you to Exhibit K5.4 that you distributed.


MR. MONDROW:  Hmm-hmm.


MR. ROGER:  On page number 2, modelling unmetered scattered load and standby rates in run number 1: 

"Staff therefore proposes that USL and standby rates not be modelled as separate rate classes or sub-classes in run 1 of the model unless the form and substance of the distributors' approved rates confirm that full separate rate class or sub-class treatment was intended."


If you look at our run number 1, we did not have the unmetered scattered load as a separate customer class.  We did it as part of run number 2, because it was mandated by the Board.  But that's not an acknowledgement that we agreed it should be a separate customer class.


MR. MONDROW:  I appreciate that.  Thank you.


Let's look at your proposal, then, for USL, if we could.  If you could turn to page 24 of the cross-examination materials, Exhibit K5.2?  


The proposal, as I understand it, is to group all USL customers with the general service energy customers and charge the USL customers the same rates as the general service energy customers, subject to a credit to the fixed charge component of that rate; is that correct?


MR. ROGER:  That's correct.


MR. MONDROW:  And you talk about that credit on this.  It's an excerpt from your Exhibit G1, tab 4, schedule 5, page 1 under heading 2.0.  It says that:

"Hydro One has completed a cost allocation study which enables a proper fixed charge credit to be established for USL customers. This credit reflects the nature of the USL customers; that is, no meter or meter reading costs should be recovered from USL customers."


You go on to say:

"The fixed service charge credit will be applied to the proposed general service energy build fixed service charge of the legacy acquired customers."


Now, if I could just, first of all, ask you about the general service energy class as a whole.  Would you agree with me that that's both historically and, insofar as proposed, a relatively broad class, in the sense that it includes various different types of customers?


MR. ROGER:  I couldn't hear the last parts of your question.  It includes what?


MR. MONDROW:  Various different types of customers.


MR. ROGER:  Yes.


MR. MONDROW:  With different characteristics, in terms of consumption patterns, requirements on the system?


MR. ROGER:  Yes.


MR. MONDROW:  Okay.  I am just looking at your evidence here.  In respect of the pre-existing general service class -- sorry, I should give you a reference, I guess.  I apologize.  It's Exhibit G1, tab 2, schedule 2, page 3.  I am going to read it to you.  You can turn it up, if you wish, of course.  I will just read out the relevant part.  This is the existing legacy retail customer classes:

"For general service, the classification is applicable to any service that does not fit the description of the residential or farm classes.  Generally it is comprised of commercial, industrial, educational, administrative, auxiliary and government services.  It also includes combination services where a variety of uses are made of the service by the owner of one property, and all multiple services except for residential.  It includes single-phase and three-phase customers that can be energy or demand build."


Again, I would characterize that as a pretty broad class.  Would you agree?


MR. ROGER:  I agree.


MR. MONDROW:  Now, that's the legacy class, but as I understand your proposal, all of those customer types will be included in the proposed or future general service energy class; correct?


MR. ROGER:  Correct.  The USL is proposed to be part of the new general service energy class.


MR. MONDROW:  The new general service energy class will include generally that same breadth of customers we just went through in respect of the legacy general service class; correct?


MR. ROGER:  Both are energy build, correct.


MR. MONDROW:  Okay, thank you.


If you could turn to page 25 of the cross-examination materials, which is Exhibit K5.2, just to look at the numbers here, this is a calculation for the rate that will be applied to the USL customers as part of the general service energy class.


As we talked about colloquially, we see the numbers reflected in table 1.  So the fixed charge per cost allocation study - that is for the class as a whole, I gather - is $38.97?


MR. ROGER:  That's the target rate, yes.  


MR. MONDROW:  The target rate.  Then the credit you derive to apply for the purposes of billing USL customers within that class is $6.86.


MR. ROGER:  That's out of the cost allocation model; correct.


MR. MONDROW:  Right.  And then in the result, the net fixed charge for the USL customers will be $24.11; correct?


MR. ROGER:  As the target, yes.


MR. MONDROW:  As the target, right.  In terms of energy, they will be charged the same energy rate as the rest of the general service category class; correct?


MR. ROGER:  As it is being done right now, yes.


MR. MONDROW:  Okay.  Just before I leave this page, I want to ask you one thing.


In table number 2, you talk about a revenue shortfall, and the evidence says:

"The number of unmetered scattered load connections and the revenue shortfall are shown in table 2 below."


By "revenue shortfall", I gather you are referring to the impact of this $6.86 credit applied to USL customers relative to the full fixed charge for the general service energy build class?


MR. ROGER:  That's correct.


MR. MONDROW:  And you characterize that as a shortfall, but really that reflects, I gather, what you would consider to be a fair charge to apply to USL customers who don't have metering and related costs; right?


MR. ROGER:  That's correct.  And we need to recover that discount from all of the other customers in the general service energy class, so that the class in total recover the revenue requirement allocated to it.  


MR. MONDROW:  Right.  What you're really doing, I would characterize - and I will ask you if you can agree with me - is you're shifting what would be an over-recovery from those customers to the balance of the customers in the class; is that fair?


MR. ROGER:  I would characterize it as that we're recovering from all of the customers in the general service energy class the revenue requirement allocated to them.


The unmetered scattered load pay a lower fixed charge to reflect the fact that there is no meter associated with them.


MR. MONDROW:  Okay, thanks.


Now, you have referred to this a couple of times and just to tie the knot at the end of these threads, what we talked about are the target rates, and like with other customers, you are proposing to move to that target over the course of the mitigation period.  And you describe it elsewhere in the evidence, but not all USL rates will be that in 2008, but by 2011, I gather that's where you're going to be for all USL customers; correct?


MR. ROGER:  That's correct.  It will be phased in over four years.


MR. MONDROW:  Okay.  When you get to this target rate and assuming costs equivalent to those costs that you have now, can you tell the hearing panel what the resulting revenue-to-cost ratio will be for the USL customers as a group under the proposed rate?


MR. ROGER:  No, I cannot, because we haven't done a cost allocation that treats the USL as a separate customer class.


MR. MONDROW:  Okay.


Can you open page 29 of Exhibit K5.2, please, cross-examination materials?


Now, Mr. Chair, this page obviously is not from the record or the public record anywhere.  This is a page of calculations that we prepared.  And so, Mr. Roger, I am just going to take you through this and explain what it is.  You obviously can opine on it however you see fit.


Let me just tell you what it is.  This is an attempt to, for lack of better information -- and you have advised that you haven't done a revenue-to-cost ratio or cost allocation run for USL separately for 2008 -- we're attempting to make some assumptions to figure out whether the ratio has gone up or down under the proposed rate, USL rates.


So we started in the 2006 column from the data that you produced in response to the Board's directions to run a cost allocation and produce a separate USL rate for 2006.


And I can just, if you want to keep your finger, if you could, at page 29 of the booklet and just flip back to page 23 of the booklet.


Page 23 is the last page of an attachment to one of our interrogatories in which we ask that the output from the model run 2 that we have been talking about be produced, and page 10 is the ten that includes in column numbered 19 on the actual output sheet, the USL rate information.


If you drop down about two-thirds of the way, you will see a revenue-to-expenses percentage line.  Do you see that?


MR. ROGER:  21654?


MR. MONDROW:  Right.  Which means, as I read, it 2.16 revenue to cost ratio for USL under the output of this run that you were directed to do.


MR. ROGER:  Correct.


MR. MONDROW:  And I read that as saying that under the assumptions embedded in this run, the USL customers are paying more than twice what it costs to serve them.  That's what that number means right.


MR. ROGER:  Based on that run and that model and that data, yes.


MR. MONDROW:  Okay.  So what we did, we took the distribution revenue, which is in line 1, the miscellaneous revenue which is in line 2, and the costs which are – sorry, that's why I have an expert -- the revenue requirement, and, well, a little further down than that first group of numbers.  We just put that on this little table that you can now flip back to page 29.  That is all of your data.  Can you confirm that that you are comfortable that is all your data?


MR. ROGER:  Which columns are you referring to, 2006 or 2008?


MR. MONDROW:  2006.


MR. ROGER:  2006, yes.


MR. MONDROW:  The same data.  And my spreadsheet just rounded the number but effectively the revenue-to-cost ratio is the same as produced in your model output from the 2006 run.


MR. ROGER:  From the information filing, yes.


MR. MONDROW:  From the information filing, yes.


And then we described in the note in front of which is the double asterisk how we attempted to extrapolate, for lack of better information -- because you haven't done this work -- what the revenue-to-cost ratio would be under your proposed USL rates for 2008.


So we actually asked an interrogatory and got a response that's, for the record Exhibit H, tab A, schedule 1, with consumption for USL connections forecast for 2008. And we have your USL rates which, for the record, is found in Exhibit G2, tab 5, schedule 5, for each of your legacy and acquired service territories, and that math produced a distribution revenue of, for USL connections of $2,350,079.


Have you had a chance to -- this table was provided not long ago I guess just over 24 hours ago.  Have you had a chance to verify the calculation?


MR. ROGER:  That calculation is, in the ballpark, yes.


MR. MONDROW:  In the ballpark is fine, thank you.  As I said, I'm not a mathematician, so getting in the ballpark is pretty good for me.  We used the same amount of miscellaneous revenue as you had in the 2006 run.  I gather -– well, why don't I ask you:   What is miscellaneous revenue, can you just describe it?


MR. ROGER:  It includes, for example, late penalty charges, rental revenues.


MR. MONDROW:  Which are allocated across all customers in some proportion?


MR. ROGER:  Yeah.  We do it differently now than the model does.  There was an interrogatory that refers to that.   So your estimate there of 255,000 in 2008 is not quite correct, because we're using a slightly different allocator than the default used by the model.


The model said that for miscellaneous revenues, if you have better data to allocate it among customer classes, use the better data.


MR. MONDROW:  Is my number too high or too low?


MR. ROGER:  I cannot tell you because we haven't done it.  But for the purpose of this exercise I would accept it as a good representation?


MR. MONDROW:  In the ballpark?


MR. ROGER:  Yes.


MR. MONDROW:  Thank you very much, I appreciate that.


Then for total revenues, for the -- total costs, I guess, that really is in my parlance, sorry, there is a total revenue line which totals the first two lines.  Then there is a costs line.


We took the costs from 2006 and we simply grossed them up by about the same percentage as your revenue requirement request for 2008 versus 2006.  So we used 10 percent.  Is that a reasonable way to escalate the costs attributable to USL based on the model from 2006?


MR. ROGER:  No, it's not.


MR. MONDROW:  Why not?


MR. ROGER:  As I said this morning, the cost allocation model we're filing now is quite different than the cost allocation model used for the information filing.


We have a new minimum system study.  We have a new value for PLCC.  We have different customer classes.  So you cannot assume that the results are the same.


I can give you an idea directionally what's happening.


If you look at your Exhibit K5.2, and you look at your page 22.


MR. MONDROW:  This is one of the sheets of output from your 2006 model run?


MR. ROGER:  Correct, from the information filing.


MR. MONDROW:  Thank you.


MR. ROGER:  And you look at the column called G1, which is our single-phase general service class.


MR. MONDROW:  Yes.


MR. ROGER:  And if you go in the middle and you see the revenue-to-cost ratio for them is 182.95 percent.


MR. MONDROW:  Yes.


MR. ROGER:  If you now go to Exhibit G1, tab 3, schedule 1.


MR. MONDROW:  Okay, bear with me for a second.  Okay, I have that.


MR. ROGER:  Table 1 on page 2.


MR. MONDROW:  Yes.


MR. ROGER:  The column called GSE or general service eligible.


MR. MONDROW:  Yes.


MR. ROGER:  The revenue-to-cost ratio is 108.


MR. MONDROW:  Right.


MR. ROGER:  The single-phase general service class in the information filing is very similar, not identical, but similar to the general service energy class in our current filing.  So the revenue-to-cost ratio went down from 1.8 to just over 1.  So my guess is that if we would have done a USL cost allocation, we would have also found that the revenue-to-cost ratio is much lower than what it was in the information filing.  But directionally, it is not 2.34 like you have it here.


MR. MONDROW:  Do you think that the costs attributable or allocable to -– were you to do this again to USL, would have doubled over 2006?  That they have increased that much?


MR. ROGER:  If you look at the general service energy, their costs went from a revenue-to-cost ratio of 1.8 to 1.1, almost.  So it is quite a big increase.  This is a result of the update that would lead to the cost allocation model.  So it is possible that if we would do a separate run for USL, that the costs could increase substantially.


MR. MONDROW:  Could they double over what they were in 2006, two years ago?


MR. ROGER:  Again, I am referring you to the general service and they went up from being 80 percent over 1, to slightly over 10 percent.  So that's almost double.


MR. MONDROW:  If I could just have a minute, Mr. Chair.


Mr. Roger, would you agree with me that in order to get reasonably within the Board's directed range for USL and its cost allocation report -- which I think is an exhibit in this proceeding.  It's K4.6, application of cost allocation for electricity distributors.  It was introduced by Mr. Sidlofsky, I recall.


In any event, it is, for the record, K4.6.  In that report, the Board directs a range where a separate USL class is to be used of 80 percent to 120 percent for revenue-to-cost ratio.


Would you agree with me, Mr. Roger, that in order for the -- your USL rate proposal to come within that range, we would have to be looking at an increase in costs over those reflected in the 2006 model run of about 100 percent increase or a doubling of those costs to get generally within that range.  Would you accept that?


MR. ROGER:  The assumption I don't accept, that USL is a separate customer class.


MR. MONDROW:  I appreciate that.  But if USL were to be modelled separately in order to come within the Board's directed range, the costs reflected in the 2006 model run -- which you were directed to do -- would have to be double for 2008.


MR. ROGER:  And I gave you an example for the GS class where the cost almost doubled.


MR. MONDROW:  Right.  So you're accepting, I gather, that the costs would have had to double in order for that result to be within the Board's stated policy?


MR. ROGER:  Your hypothesis, yes, I accept that.


MR. MONDROW:  Okay, thank you.  You don't have any information directly on what costs attributable to USL customers have done between 2006 and 2008; correct?


MR. ROGER:  The same information that I have here to justify that the revenue-to-cost ratio for the general service class went from being 1.8 over to only 1.1 over.


So I assume that the same thing would apply if we were to do a USL as a separate customer class.


MR. MONDROW:  But you will agree, Mr. Roger, you have not done the analysis for USL class, specifically.  I understand the analysis you may have presented by comparison, but you haven't looked at USL costs specifically?


MR. ROGER:  No, I haven't, but I also said the methodologies are different.  They are different assumptions going into methodology, different minimum system, different PLCC, different density width.


MR. MONDROW:  Okay, thank you for those answers.


Obviously, Mr. Roger, quite clearly you don't accept the premise reflected in our calculations at page 29 of Exhibit K5.2.  But just to close the loop, had I gotten you to accept those premises, we would have ended up with a revenue-to-cost ratio of 2.34, which would have been higher than the revenue-to-cost ratio reported for 2006.  


So from that, I was attempting to draw you to conclude that you are moving in the wrong direction, away from 1 rather than towards 1, for USL as a group.


Just to close the loop, I will ask you to comment on that, assertion.


MR. ROGER:  As I said before, the assumption is wrong here in your information here.  Costs allocated to USL would probably go up under the information filing.


MR. MONDROW:  Okay, thanks.  They would probably have gone up by more than 10 percent, I gather is your view, because the revenues would have gone up by 10 percent?


MR. ROGER:  My basis of comparison is the general service energy class, where they went up by more than that.


MR. MONDROW:  Okay.


You would agree, Mr. Roger, that in order to stay true to Board policy in respect of USL - and there is stated Board policy in respect to USL - your revenue-to-cost ratio were it derivable, had you done the -- had you provided the data that we asked for had you done the study - in fairness, I know you didn't do the study, but had you provided it - that ratio should be moving towards one and should be no higher, absent unusual circumstances, than 120 percent or 1.2; do you agree with that?


MR. ROGER:  That is on the assumption that an LDC has a separate customer class for USL.


Hydro One does not have that.


MR. MONDROW:  Well, no, I would suggest it's on the assumption that you have USL customers and that's what they should be paying, whether or not they're separately classed.  Would you not agree with that?


MR. ROGER:  No.


MR. MONDROW:  So I guess what you're saying, Mr. Roger, is that if you do have a USL class, that would be the right policy, but if you don't, you don't really have a policy.  The Board hasn't really stated a policy as to how those customers should be treated.  Is that your position?


MR. ROGER:  No.  My position is that the approved methodology from the Board and the model released by the Board for utilities to do a cost allocation study contemplates utilities to calculate a credit to be given to unmetered scattered load.


The fact that that calculation is done there, I interpret that to mean that for this Board it is acceptable to not have or create a separate unmetered scattered load class, but to provide those customers with the proper credit.  As far as I know, the Board has not ordered utilities to create a separate customer class as part of the 2008 EDR process.


MR. VLAHOS:  Mr. Roger, out of the total population of 80-some utilities in the province, do you know how many would not have a separate USL class like Hydro One?  Any notion at all, in terms of the breakdown?


MR. ROGER:  Actually, what happened, Mr. Vlahos, is until 2006, the acquired LDC were charging each USL connection the full fixed service charge as a general service customer.


Only as part of the 2006 EDR process the Board said that as a temporary measure until cost allocation studies are valid, you should create a separate customer class where you don't have one or where you don't have -- you are not charging a lower fixed charge, create a separate customer class for USL where the fixed charge would be half of the equivalent fixed charge for general service customer.


Most of our USL connectors are now legacy.  Out of the 3,000 connections that I mentioned, I believe only around 7- or 800 are in acquired LDCs.


MR. VLAHOS:  All right, sir.  You responded with respect to the acquired LDCs.  Maybe I misled you.


It's the 80 other LDCs that are outside the Hydro One family, okay, but that was still helpful.


Do you know, in terms of the other non-Hydro One LDCs, what would be the approximate breakdown?


I know some of them have separate classes and some do not.


MR. ROGER:  I would not --


MR. VLAHOS:  You would not know that?


MR. ROGER:  I don't know the split, but I know that some of them don't have -- I actually know that one utility measures every single unmetered scattered load.  So they are measured, the connections.


So one of the issues that the Board was dealing with in 2006 was this disparity in treatment of USL.  Some treated them as metered customers.  Some treated them one connection and charging the full general service charge.  Others, like Hydro One legacy, had a much lower fixed charge per connection.


Other ones even added all the connection and charged one service charge to all of the accounts, so that the treatment across provinces -- across the utilities in the province was quite different.


MR. VLAHOS:  Is this one of the issues that is being addressed in this rate design review initiative?


MR. ROGER:  I am not sure.  I know that this issue took a lot of time of the developing of the cost allocation methodology.


I am not sure if a new rate design would deal with that particular issue.


MR. VLAHOS:  It is filed as an exhibit.  I just don't have it in front of me.


MR. MONDROW:  I could help you, sir, it is in fact mentioned as a question from Board Staff in the Board Staff discussion paper in respect to that proceeding for rate design for distribution utilities, yes.


MR. VLAHOS:  Thank you, sir.


MR. MONDROW:  Mr. Roger, just to conclude on this point, if I can if I can clarify this for you and myself -- and I appreciate that you don't have a separate USL class and you're not advocating a separate USL class.  In fact, I would go so far as to say you are advocating against a separate USL class.


Irregardless of that position, you would agree with me that in the event a distribution utility does have a separate USL class, the Board has directed that absent unusual circumstances, revenues for that class should not exceed 120 percent of the costs to serve that class. 


Would you agree with that?


MR. ROGER:  For those utilities that have a separate USL class, I believe you are right, yes.


MR. MONDROW:  And so wouldn't it be fairly drawn or implied from that policy that even where you don't have a separate class, it would be unfair if USL customers, even if grouped as part of the larger class, ended up paying more 120 percent of the costs legitimately incurred to serve those USL customers?


MR. ROGER:  No, I don't agree with that.


MR. MONDROW:  If they're not in a separate class, you can charge them more than 120 percent to serve, and that wouldn't be trenching or invalidating or ignoring any Board policy.  That's your view?


MR. ROGER:  Whenever you do grouping, whenever you create a customer class, there are going to be winners and losers.  We are not looking, for example, for the residential customer class.  There could be a criteria for customers, for example, the customers that are connected at 27.6 kV that don't use a secondary service and they're connected to a pole-mounted transformer.  It could be that the revenue-to-cost ratio, if it would do it for a separate subset within the class, quite different than the rate suggested by the Board for residential customers.


We don't do cost allocation for a subset of customers.  We do cost allocation for the customer classes that we are proposing.


MR. MONDROW:  I gather you don't propose a separate USL class, because you think that the characteristics of USL customers are essentially the same as the characteristics of the other general service energy customers?


MR. ROGER:  We are not proposing a separate USL class because we didn’t have it before.  We're trying to reduce the number of customer classes.  We're not trying to increase the number of customer classes.


MR. MONDROW:  You wouldn't want to do that at the expense of fairness to either standard ratemaking principles or customers as groups, would you?


MR. ROGER:  Well --


MR. MONDROW:  Just for the sake of reducing, you reduce when appropriate and in line with ratemaking principles, I assume; right?


MR. ROGER:  We are following the OEB cost-allocation methodology in allocating costs appropriately to the customer classes that we are proposing.


So the rates that we are proposing are moving towards being more cost reflective.  Within each class there could be winners and there could be losers but that is the price to pay when we're trying to group customers in customer classes.  The only way to address your concern, again, as I said this morning, will be to create one customer class per customer, which is impractical.  Then you would have 1.2 million customers, 1.2 million rates in the case of Hydro One, and nobody will be cross-subsidizing anybody else.


MR. MONDROW:  So given the impracticality – I’m sorry.


MR. KAISER:  Isn't it fair that you recognized that there are some differences with respect to this customer class, and that's the basis for the credit?


MR. ROGER:  That's correct.  So from my perspective --


MR. KAISER:  It's just you decided to deal with it differently rather than create a separate class, you created a special credit?  Is that fair?


MR. ROGER:  That's absolutely right.


Our view is that you can deal with USL through a separate customer class, or by providing them a rate design credit which is what we're doing.


MR. KAISER:  Are they in the same position?  Are they as well off under the credit approach as they would be on a separate class approach?  Or do you know?


MR. ROGER:  The only way to --


MR. KAISER:  You don't know because you never did it on the class approach so you don't know what the result would be.


MR. ROGER:  That's the point, Mr. Chairman.  I would have to do a separate cost allocation to confirm that.


MR. VLAHOS:  Mr. Mondrow, can I just -- can you clarify for me.  I am asking you this because it is your exhibit, page 29.  You show the total revenue for 2008 of $2.6 million.


Can you tell me, this is not just Rogers Cable.  This is the -- is this all USL?


MR. MONDROW:  It's all USL, Mr. Vlahos.  It was based on the model output from 2006 which was all USL.


MR. VLAHOS:  Right.  So I guess Rogers would be just a fraction of that?


MR. MONDROW:  Yes.


MR. VLAHOS:  All right.  Am I asking anything confidential?  If we are, tell me.  What are we talking about here out of the 2.6, how much is attributable to Rogers?


MR. MONDROW:  Let me enquire.


MR. VLAHOS:  Is it in the evidence?


MR. SOMMERVILLE:  Is it a ratio of the 850 to the 5,000.


MR. MONDROW:  If it's 850, and I’m a bit puzzled about that, because my information is it is a lot more than 850 but... so I can't really comment.


MR. VLAHOS:  So the 850 of the 5,000.  But it is 5,000 is not all cable.  It is all --


MR. SOMMERVILLE:  The whole USL class, as I gather, is 5,000 of which the only number we have is that Rogers represents 850 of those?


MR. MONDROW:  Right.  According to the company's evidence, that would be 850 out of the 3,000.


MR. KAISER:  You're saying you dispute that?


MR. MONDROW:  I have no basis to dispute it.


MR. KAISER:  I thought you said you did.


MR. MONDROW:  I'm just not sure.  I will take that evidence subject to check, as it were.


MR. ROGER:  That data was 2005 data of 850.  It's possible there are more now.


MR. MONDROW:  I think Rogers hopes so.


MR. VLAHOS:  But the 5,000 may be also more?


MR. ROGER:  At the time, no.  The 5,000 is consistent with the 850.  So it is all on the same basis.


MR. VLAHOS:  All right.


MR. MONDROW:  I would like to move on to another topic, if I could, witnesses and I will ask you to -- we will get into some numbers in a moment, to go to – sorry, page number 27 of Exhibit K5.2.


In this interrogatory we were getting at the notion of urban versus non-urban density classification.


As I read your response to this interrogatory -- and particularly to part B – of the 4,917 USL customers or connections, I should say, which I guess is the same as customers for you, that you serve, 392 are physically located in areas the customer density of which would qualify as an urban rather than a rural classification.  Is that the correct reading of response part B?


MR. ROGER:  That's correct.


MR. MONDROW:  All right.  And for non-USL general service customers that are located in these higher density urban areas, they're classed as urban general service and charged a significant lower service charge, and a significantly lower energy charge than the non-urban classified general service customers; correct?


MR. ROGER:  That's correct.


MR. MONDROW:  And, in fact we can see that on page 28, which is the second page of this interrogatory response, page 28 of Exhibit K5.2, which sets out the general service energy charges in the row on top of the two-row table, and urban general service area charges on the bottom row.  By my calculations, if we look at the net service charge, the difference between the two, the non-urban is about over 75 percent higher than the urban service charge.


Is that directionally correct?


MR. ROGER:  I haven't done the math but directionally probably right.


MR. MONDROW:  And the energy charge which is $3.39 for non-urban and $2.09 for urban, my math tells me that is just under 40 percent higher for the non-urban than the urban.


Are you directionally comfortable with that?


MR. ROGER:  Yes.


MR. MONDROW:  Now I have a table, another table which I will take you to at page 35 of Exhibit K5.2 and again this is a table that we put together, it's obviously not one of yours.


I must apologize.  When I was looking at this again early this morning, I realized the labels are not very helpful.  But what I attempted to do here was to take the 392 connections that we have agreed are in areas that would otherwise have their customers classed as urban, and apply the urban service charge as opposed to the non-urban service charge, and then urban energy charge as opposed to non-urban energy charge, and derive what the annual difference would be were those 392 connections reclassed as urban general service rather than non-urban general service.


So you see, in the first row of that table, we have taken 392 connections, which is the number from your evidence and we have applied in that first cell, the $24.11 net service charge we just reviewed, and the product of that is the $113,413.


Then in the next column, which is headed "Urban general service energy," we have used the urban general service area service charge, which your number from the previous response, interrogatory response we're looking at is $5.68, and done the math and derived the difference, and then in the next row we have done the same thing for the energy charges and derived the difference.


So the result is a total annual difference for these 392 connections as a group of just over $120,000.


Can you confirm that the calculations are correct and you're comfortable with the math and the charges used?


MR. ROGER:  I cannot confirm the calculations are correct.  The way you describe it seems appropriate, but I have not done the calculations.


MR. MONDROW:  Okay, fair enough.  That's fine.  I know you have got a lot to do other than look at my tables.  If this is correct, then over the three years of your plan, the result of reclassifying these customers with their urban colleagues, as it were, would be to save them -- my math is correct about $360,000 or about $600,000 over five years if you're out for five years.


That's just math as well.


And so I wanted to ask you, why you wouldn't put these 392 customers where they belong in the urban general service energy bill class.


MR. ROGER:  Your math is not correct.  We are phasing in the rates over four years.  You're assuming that target charge is applied right away.


MR. MONDROW:  Right.  So my numbers are overstated; the numbers I just threw on the table are overstated.


MR. ROGER:  Substantially.


MR. MONDROW:  The question remains:  Why wouldn't you put these customers where they belong in terms of density?


MR. ROGER:  We're trying to simplify the rate structure.  For 400 customers out of a population of 5,000, we felt that it wasn't necessary to have a separate rate design.  But if this Board believes that we should maintain a separate unmetered scattered load in our urban class, we would do it.  But we're trying to simplify the rate structure.  We didn't think it was necessary.


MR. MONDROW:  It's not a separate rate design.  I'm merely suggesting you put them in your general service, urban general service class rather than your non-urban general service class.  It is still two rate designs.  You're just moving these 392 customers.  Why wouldn't you do that?


MR. ROGER:  If the Board so decides to do it, we'll do it.


MR. MONDROW:  Is there a good reason for not doing that?  Do you have some concern about doing is that?


MR. ROGER:  As I said, we're trying to simplify the classifications and the rates that we're charging customers.


MR. MONDROW:  And that move wouldn't increase any of your classifications; right?  You would still have the same number of classifications?


MR. ROGER:  We would have an additional rate design, and then urban general service for unmetered scattered load fixed charge.


MR. MONDROW:  Well, you just said you don't have a separate rate for unmetered scattered load.  You have the general service rate and you applied credits to it.


MR. ROGER:  What you're suggesting is that we apply that credit, but to the urban general service energy class, which means we'll have, now, a net rate for the urban general service class which is net of the credit.  So we're adding one more rate.


MR. MONDROW:  Can you open Exhibit G1, tab 2, schedule 4, the density review evidence.


MR. KAISER:  Before we go to, Mr. Mondrow, Mr. Roger, page 28 of Mr. Mondrow's book, you have the different costs between non-urban and urban, and the credit is more or less the same 20 cents difference.  The service charge is of course the big difference, almost three to one.  


I take it that is just because the credit reflects largely the difference in the capital cost as opposed to the meter reading costs?


MR. ROGER:  The credit is straight out of the cost allocation model.  So we just input the data into the model, and then we determined that if it would be part of the urban general service class, the credit would be 665 instead of 686.


MR. KAISER:  The different service charges are straight out of the cost allocation model, as well?


MR. ROGER:  Yes.


MR. KAISER:  All right, thank you.


MR. MONDROW:  Just to -- sorry, Mr. Chair, if you could bear with me for a second, there is a piece of the applicant's evidence which is in this booklet which breaks out -- it is on page 26.  It might be of some assistance.  It breaks out the components for that metering credit.  


I didn't take this -- take you to this before, Mr. Roger, but it seems to me that in addition to the metering-related costs, there are other costs that have been credited, as it were, to USL customers, as reflected on this table from your evidence; is that fair?  It is more than just metering.  There are other costs that you deemed should be credited when billing USL customers?


MR. ROGER:  We followed the cost allocation methodology, and this spreadsheet is straight off the cost allocation methodology, and that's the way the methodology determined the amount of the credit.


MR. MONDROW:  Okay, fair enough.


But this table will provide the components of that credit for anyone that is interested in understanding that a little bit more?


MR. ROGER:  Correct.


MR. MONDROW:  Thank you.


Now, I was going to take you to Exhibit G1, tab 2, schedule 4 on this issue of reclassifying customers by density.  Just let me know, page 1, when you have that turned up.  I am looking at line 24.  Have you got that?


MR. ROGER:  I believe so.


MR. MONDROW:  And as I understand lines 24 through 27, you actually, in your density review, identified customers that you moved from a non-urban general service class to an urban general service class, individual customers, 425 of them, for single phase and 432 of them for three phase and 18 of them for single-phase farms.


But you in fact did for them just what I was suggesting you could do for these 392 USL connections.  You moved them from the non-urban to urban classification; right?


MR. ROGER:  Correct.


MR. MONDROW:  And that didn't seem to cause you trouble about additional rates and additional classifications, and it didn't seem to upset you to do that.  I'm not clear why you wouldn't do that for these 392 connections.  Why is it any more complicated than the case of those connections than for these 1,000 customers?


MR. ROGER:  We're talking about two different things here.  This is customers that are being applied, the proposed rates, and are being moved from one class to another class.  They are still being applied the rate.


What you are suggesting is we add an additional rate to USL that would be part of the urban general service.


MR. MONDROW:  Because you would have to program your system to give them a billing credit, that constitutes an additional rate for you?


MR. ROGER:  As I said before, if the Board believes that we should maintain a credit for USL that are urban, we would do that.  So the urban general service energy class would have a fixed charge for metered customers and another one for unmetered customers, but this would apply to 400 customers.


MR. MONDROW:  Would that be a very costly thing for you to do?


MR. ROGER:  I don't know the costs associated with that, but that wasn't the reason that we do it.


We are proposing to simplify the rates.  That's the reason.


MR. MONDROW:  Okay, thanks.


If you were to reclassify those 392 customers, something less than -- well, about $120,000 I guess at your target rate for a year, am I correct that the impact of recovering that difference from the rest of the general service non-urban energy class would be minimal, perhaps even imperceptible to the remaining customers?


MR. ROGER:  Probably right.


MR. MONDROW:  It would be less than 0.1 percent; is that directionally correct?


MR. ROGER:  Directionally it is possible, yes.  One last area, if I could, witnesses.  Page 36 --


MR. KAISER:  I'm sorry, a technical interruption.  Mr. Mondrow, would this be a convenient time to take the break?


MR. ROGER:  Absolutely.


MR. KAISER:  The reporter is having some difficulties.


MR. ROGER:  Yes.


--- Recess taken at 2:46 p.m.


--- On resuming at 3:00 p.m.


MR. KAISER:  Please be seated.


Mr. Mondrow.


MR. MONDROW:  Here we go, thank you.  I will just finish up my cross-examination with two questions.


The first, Mr. Roger, or Mr. But, it's my understanding that in the past -- and it's probably five or six years ago so you may not be aware it, but there was some reclassification of cable amplifiers from a rural class to an urban class by way of agreement with Rogers Cable.  Are you aware of that?


MR. ROGER:  I am not aware of that.


MR. MONDROW:  Mr. But, any awareness of that?


MR. BUT:  I was not aware of that.


MR. MONDROW:  Mr. Innis.


MR. INNIS:  Sorry, I can't help you.


MR. MONDROW:  Okay, thanks.  I just want to pick up in closing on I gather, Mr. Roger, the best analysis you could offer to help with my questions about revenue cost ratios. As I understand your suggestion, you took me to page 22 of Exhibit K5.2, which is this 2006 model run output.  You referred me to column 9 which is the G1, the old G1 class, customer class which you suggested is probably most closely aligned in terms of make-up with the new general service energy class.  Have I got that right?


MR. ROGER:  That's correct.


MR. MONDROW:  You pointed out that the revenue-to-cost ratio for the G1 class in the 2006 output was, it says 182.95 percent, so about 183 percent, compared to, and you took me to your proposed revenue-to-cost ratios for the general service energy classes 108 percent as I recall; right?


MR. ROGER:  Correct.


MR. MONDROW:  So the decrease between the old class that you are comparing to the new proposed class, was about 80 percent of cost to serve those customers; right?


MR. ROGER:  I think this reflects an increase in the cost allocated to the class around 80 percent.


MR. MONDROW:  So the same increase in costs allocated to USL which was the reason for your analysis, would take USL to somewhere around revenue-to-cost ratio of 135 percent; right?


MR. ROGER:  Given that assumption, yes.


MR. MONDROW:  Which is the assumption that you proposed; right?


MR. ROGER:  Yes.  But your main premise is that USL is a separate customer class.


MR. MONDROW:  Okay.  I appreciate that is the assumption.  When you say given that assumption, you mean assuming they should be somehow looked at separately from the rest of the customer classes.   But assuming that and using the 2006 revenue-to-cost ratio and applying the same proportionate changes you have outlined as between the old G1 and the new general service energy, we get to USL revenue-to-cost ratio, if one bothered to calculate it, of about 135 percent, which is still 15 percent above the Board's recommended rate; right?


MR. ROGER:  It's the Board-recommended rate for utilities that have a separate customer class for USL.


MR. MONDROW:  Okay.  Now, if -- you could adjust the USL service charge credits, increase it, to bring the charge for your USL customers within that range; right?  If you wanted to.  If you felt it was appropriate.


MR. ROGER:  It could be done, but we are following the Board's model here.  So we would be adjusting the Board model and deviating from the Board's model.


MR. MONDROW:  I appreciate that.


Could you, Mr. Rogers, undertake to provide the service charge credit that, on the analysis that Mr. Roger provided, would result in a revenue-to-cost ratio for USL customers of 120 percent?  Do you understand the question?


MR. ROGER:  I don't think I could do that because again, I would need to run a cost allocation study with USL as a separate customer class.


MR. SOMMERVILLE:  You just want a number picked out of the air that would have that result, is that what you're looking for Mr. Mondrow?


MR. MONDROW:  I am looking for, yes, Mr. Sommerville.


MR. SOMMERVILLE:  You're not looking for a number that has any pedigree, simply one that has the effect that you are looking for?


MR. MONDROW:  No longer pedigree than the G1 to general service energy comparison that Mr. Roger referred to.


MR. SOMMERVILLE:  I didn't burden my word with any additional meaning, but what you're looking for is a number that simply mechanically produces the result?


MR. MONDROW:  Yes.  I am simply agreeing with you and indicating -- my comments were intended to indicate to Mr. Roger I am just asking him to follow his analysis through and give me a number that would get the USL customers to that 120 --


MR. KAISER:  You could calculate that just as easy as him.  It is just a question of increasing the credit such that you will get to that ratio.


MR. SOMMERVILLE:  686 now, and you would have move it to whatever you move it to to have the effect.


MR. MONDROW:  If it is easy, I'll do it and I don't need your assistance.


Thank you, Mr. Chair, those are my questions.


MR. KAISER:  Thank you.  Mr. MacIntosh.


MR. MacINTOSH:  Yes, I believe this is my place in the queue, Mr. Chair.


Mr. MacINTOSH:  Good afternoon, panel.  My name is David MacIntosh and I am here on behalf of Energy Probe Research Foundation.


Mr. Chair, I provided Board Counsel with our package of cross-examination materials which consists entirely of documents currently in evidence.


MR. MILLAR:  K5.6.

EXHIBIT NO. K5.6:  ENERGY PROBE CROSS-EXAMINATION MATERIALS

Cross-examination by Mr. MacIntosh:


MR. MacINTOSH:  Panel, these questions are on the topic of harmonization.  They're follow-ups to a couple of interrogatories from Energy Probe.  The first one being at page 1 of the package, being Exhibit H, tab 7, schedule 29.


Acquired customers are those that were previously served by municipal utilities that have been bought by Hydro One.  Is that correct?


MR. ROGER:  That's correct.


MR. MacINTOSH:  And how many of those utilities have you acquired since 1998?


MR. ROGER:  There were 88, I believe acquired since then, until 2007.


MR. MacINTOSH:  Thank you.  I have some questions for you on cost drivers.  What I would like to know is, if you could tell me how much of the rate -- current rate increases for these customers is driven by the capital cost of purchasing the utilities.


MR. ROGER:  I am not sure I could quantify that.


MR. MacINTOSH:  Because until now, they've -- many of them have operated on, basically, rates that were in place when you acquired them, with some increase for work you've done.


But you would not have, then, that cost driver of the increase driven by the cost of -- the capital cost of purchasing them?


MR. INNIS:  We would not separately identify that from the overall revenue requirement.


MR. MacINTOSH:  Would that also be true of the rate increases for acquired customers that would be result of capital improvements that Hydro One has made to the acquired systems?


MR. ROGER:  I think it would require us, if I understand correctly, to have separate accounting for the costs that we are incurring in acquiring LDCs.  And we don't do that.  We record our costs for the whole system.  We don't record costs separately of providing services to the acquired LDCs.


MR. MacINTOSH:  That would be the same for OM&A costs for those systems?


MR. INNIS:  Yes, that's correct.


MR. MacINTOSH:  Now, we asked panel 2 about the cost of rebuilding the town of Thessalon's system that was acquired in 2001 for $560,000.  I understand that that undertaking for giving us the estimated cost of rebuilding the system has now been filed but I haven't seen it.


But my question to you, in general, and I suppose that goes for costs and rebuilding all of the -- rebuilding systems for acquired utilities, why should existing or legacy customers of Hydro One be asked to pay for the costs of rebuilding the acquired systems?  I guess that's a policy question.


MR. ROGER:  We have one set of books.  We record our costs for both serving legacy and acquired customers in one set of books.  We don't separate them.


So I don't think we could just now allocate a portion of the revenue requirement increase to acquired LDCs.  We don't treat them separately.  They use the same assets.  They use the same call centre.  So we don't track the costs separately.


MR. MacINTOSH:  Now, let me turn, then, to another one of our interrogatories, being at page 11 of our booklet, Exhibit H, tab 7, schedule 31.


This series of questions is in respect of seasonal residential rate impacts.  The new seasonal rate class is an amalgamation of current R3 and R4 classes.  Do I have that correct?


MR. ROGER:  That's correct.


MR. MacINTOSH:  And the target revenue-to-cost ratio for the combined class is one, is that correct, the target?


MR. ROGER:  That's correct.


MR. MacINTOSH:  Could you tell me what the current revenue-to-cost ratio for R3 and R4 would be?


MR. ROGER:  It's in Exhibit G1, tab 3, schedule 1, table 1.  It is 0.92.


MR. MacINTOSH:  The R3 class is in high line density; is that correct?


MR. ROGER:  Correct.


MR. MacINTOSH:  So if the cost of service is related to line density, why should R3 customers be asked to bear the higher costs associated with the lower density lines in R4?


MR. ROGER:  We're trying to reduce the number of customer classes that we have, and that's the reason they are proposing to combine them into one seasonal class.


MR. MacINTOSH:  So you're saying, then, that the purpose of plan is to reduce the existing rate classes, minimize confusion of the customers and to improve efficiencies, but I am not sure that that quite answers why R3 customers should bear higher costs associated with lower density lines.


MR. ROGER:  I can just repeat our aim was to try to reduce the number of customer classes.


MR. MacINTOSH:  Well, my next question -- I am not sure if this was asked previously.  I didn't see it in the transcript.


Could you tell me why Hydro One expresses rate increases in terms of total bill, rather than the distribution component that it is responsible for?


MR. ROGER:  That's consistent with the guideline from the Board for all LDCs, to show the rate increases based on total bill.


Actually, as part of the evidence, we are showing the impact in 2008 of just the distribution rates.  There are four sets of impacts that we're showing in the evidence, which is consistent with the way the EDR model asks distributors to show the impacts.


So there are impacts showing there based on average consumptions at different levels of consumptions of the adjusted distribution rates on the distribution portion of the bill, and also of the distribution rates on other rate changes we are proposing, like the RTSR rate and the riders on total bill.


MR. MacINTOSH:  Thank you.


Does Hydro One consider the cost increases of other contributors to the total bill in its analysis of customer impacts?


MR. ROGER:  The bill impacts that were mitigated, for example, of 10 percent maximum bill impact includes the changes not just to the distribution rates, but also the changes to the RTSR rates and the rider, number 3.  It would include also the impacts of certain consumer classes we would change to loss factors.


So those changes include -- incorporate all the proposed changes, not just distribution rate changes.


MR. MacINTOSH:  Thank you.  Those are my questions, Mr. Chair.


MR. KAISER:  Thank you, Mr. MacIntosh.


MR. MacINTOSH:  I wonder if I might take your leave to go over to resource centre.  I have some work to do on the OPG argument.


MR. KAISER:  Certainly.  Thank you.  Mr. Shepherd.

Cross-examination by Mr. Shepherd:


MR. SHEPHERD:  Thank you, Mr. Chairman.  My questions relate to harmonization.


I guess this is mainly for you, Mr. Roger.  You're Mr. Popular today, it looks like.


When you started talking about harmonization on Tuesday, you described it as an activity to eliminate your large number of rate classes.  But I take it that underlying that is a notion that -- and you said it a number of places -- that there appears to be interclass subsidies in which the legacy customers are subsidizing acquired customers, and you're trying to eliminate those; is that right?


MR. ROGER:  We're trying to reduce them.  They won't be eliminated, but we're trying to reduce them.


MR. SHEPHERD:  In fact, I saw in the transcript on Tuesday that, in your view, at least some of the acquired customers are simply not paying their fair share of costs; is that right?


MR. ROGER:  When applying the OEB cost allocation methodology, that's correct.


MR. SHEPHERD:  Okay.  Well, we'll get to that.


Now, there are two types of subsidies that can arise.  There is interclass subsidies - that's between classes - and there's intraclass subsidies within a class; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  Interclass subsidies are really about cost allocation.  If you get your cost allocation right between the classes, then there will be no interclass subsidies; right?


MR. ROGER:  Between classes; correct.


MR. SHEPHERD:  Okay.  Within the class, intraclass subsidies, that's about whether you design the class sufficiently homogenous and whether you design the rates within the class to effectively balance the fair billing determinants; correct?


MR. ROGER:  Correct.


MR. SHEPHERD:  Okay.  And, in fact, for interclass subsidies, the more classes you have, the less -- the more you are likely to reduce subsidies; right?


MR. ROGER:  Yes.  And to the extreme, if you have one class per customer, then you eliminate it.  


MR. SHEPHERD:  Okay.  So you described to Mr. Thompson the other day that step 1 in this process is really to design new classes; right?  You have to pick your new classes in order to then allocate your costs and design your rates; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  And the key to that, I think we agree, is you want to make the customers within a class as like as possible; true?


MR. ROGER:  That's correct.  And we also sort of looked at the type of customer classes that other LDCs in Ontario have, and we tried to replicate that, also.


MR. SHEPHERD:  Well, you didn't actually replicate their classes, right?  In fact, you got closer to their classes, but you don't have the same classes as other LDCs?


MR. ROGER:  That's correct.  But our aim was also to have a residential class, a general service class, the equivalent of a large user class, like other LDCs do.


MR. SHEPHERD:  All right.  But you don't, in fact?


MR. ROGER:  To reflect our characteristic, we have density-based residential class; we have seasonal residential class.


MR. SHEPHERD:  Okay.  Now, Mr. Chairman, I am going to make my first reference to a document that is on the record, and I must give you my apologies.  I have not prepared a document brief.  I was travelling over the last week and not able to do that.  Please accept my apologies.  Next time I will.


I wonder if you could turn to G2, tab 1, schedule 1, page 5.


Do you have that?


MR. ROGER:  I believe so.


MR. SHEPHERD:  This appears to map the standard classes to your classes, but it is not intended to do that, is it?  This is not a mapping of the classes that the other LDCs have to the classes that you have, because they're not similar; right?


MR. ROGER:  This is here showing how the OEB cost allocation model shows they have 15 sort of slots for customer classes and how we use them.


MR. SHEPHERD:  Exactly.  And, in fact, what you have is where other utilities have a residential class, you have three residential classes, right, proposed?


MR. ROGER:  Actually, four if you include the seasonal.


MR. SHEPHERD:  Sorry, that's right.  I had seasonal as on its own, but you are right, four.


Where other utilities have one GS under 50, you have two classes designated energy build; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  Which are, in essence, under 50 kilowatt classes.  So you test them a similar way.


MR. ROGER:  The only difference is the density.


MR. SHEPHERD:  Well, no.  Sorry.  But as compared to other utilities, you test them with a 50 kilowatt test the same as they do.


MR. ROGER:  Correct.


MR. SHEPHERD:  Okay.  Similarly, where other utilities have one general service over 50 class, you have two classes: urban and non-urban; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  Other utilities have a large user class.  You don't.


MR. ROGER:  The equivalent would be other sub-transmission class.


MR. SHEPHERD:  Okay.  All right.  And then street lighting, Sentinel lighting, and DG are the same as other utilities; right?


MR. ROGER:  No, other utility has a DG class.


MR. SHEPHERD:  Well, yet.  But presumably they're going to, that's part of the process that everybody is expected to go ahead with; right?


MR. ROGER:  I cannot confirm or deny that assumption, sorry.


MR. SHEPHERD:  It doesn't matter.


So it looks to me like the key difference between your classes and the classes of other utilities is that you have a density test; right?  You have some special classes that are largely related to density.  True?


MR. ROGER:  True.


MR. SHEPHERD:  Okay.  And you have -- the primary density test you have is, is areas that have at least 3,000 customers, 3,000 customers; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  And 60 customers per kilometre.


MR. ROGER:  Correct.


MR. SHEPHERD:  And now where did that test come from, originally?


MR. ROGER:  I think there is an IR that addresses that, but I think at the high level, we tried to reflect the density that other LDCs had.


MR. SHEPHERD:  All right.  But this is not a new test, this is a test you had for quite a while; right?


MR. ROGER:  If is unchanged.


MR. SHEPHERD:  Yes.  Since how long?


MR. ROGER:  Before market opening, definitely.  It may be 1996.  I think that was when we introduced it.


MR. SHEPHERD:  Okay.  You haven't considered any alternate tests to determine the difference between your more dense and less dense customer groups, have you?


MR. ROGER:  No, we have not.


MR. SHEPHERD:  Are all of the general service customers that are in the towns in your franchise area, are all of them in UG classes, either, UGE or UGD?


MR. ROGER:  I believe - and I wanted to take you to the evidence - 11 of the acquired LDCs have general service customers that meet the urban density criteria.  The rest do not.


MR. SHEPHERD:  Based on the size of the town; right?
MR. ROGER:  And including customers, legacy customers that could be surrounding them.  So we look at the cluster and we look at the density.  We don't look at the acquired LDCs in isolation.


MR. SHEPHERD:  The density test is primarily based on the number of residential customers in a given area; right?  Because residential customers swamp the numbers of general service customers.


MR. ROGER:  That's correct.  But the test includes general service customers, so applied to all customers.


MR. SHEPHERD:  Understood.  But if you had two similar areas, one of which had a lot of businesses and another of which had a lot of residential customers, the second area would likely meet the density requirement before the first one did; right?


MR. ROGER:  Probably.


MR. SHEPHERD:  Yes.  It's true, isn't it, that your acquired franchise areas are disproportionately urban, relative to your legacy areas on your density test.


MR. ROGER:  If I can refer you to Exhibit G2, tab 3, schedule 1, you will see there that there are only 11 of the 88 acquired LDCs that meet the density criteria.


So I don't think that the assumption that most of them meet the density criteria is valid.


MR. SHEPHERD:  That's not what I said.  What I intended to say - whether I said it or not is a whole other question - is that the customers in the acquired areas have a much higher percentage who would qualify for urban or should qualify for urban than the legacy area; right?


In fact, I think the numbers are 10 percent of your legacy customers qualify as urban and 43 percent of your acquired customers qualify as urban.  Is that right?  Does that sound about right?


MR. ROGER:  I think there was an interrogatory to that effect, that's right.


MR. SHEPHERD:  Okay.


And -– sorry, I lost my page here.  All right.


So the current approach you take to cost allocation between the classes starts from the premise that the classes you’ve selected correctly match or they group like customers together; right?


MR. ROGER:  That's correct.


MR. SHEPHERD:  So we shouldn't assume that cost allocation can solve that problem.  If you haven't designed the classes properly, cost allocations won't fix that.


If you have design the classes properly, then cost allocation can feed into it; correct?


MR. ROGER:  Correct.


MR. SHEPHERD:  Okay.  Once you've got your classes designed, let's assume they're right, then you have to decide how much to recover from each class and that's your cost allocation process.  And you've said, you said a number of times that you're using a recognized methodology; is that right?  The Board-approved methodology.


MR. ROGER:  Correct.


MR. SHEPHERD:  Okay.  But, in fact, you changed the Board's methodology; right?


MR. ROGER:  We modified the methodology to reflect that we have a sub-transmission system, the LV system, but the intent of the model is being kept:  Of trying to track assets and assign those assets to the customer classes that utilize them.


So the modifications are minor, to reflect our unique circumstances.  The rest of the model is still the same.


MR. SHEPHERD:  So the Board's model has a density test?


MR. ROGER:  The Board model allows for density tests.


MR. SHEPHERD:  Nobody else in the province uses a density test, only Hydro One; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  So, in fact, the density test is something that Hydro One developed for Hydro One; isn't that true?


MR. ROGER:  And that has been approved by the Board previously.  We did not change it to this, in this submission.  It is still the same test that has been approved before.


MR. SHEPHERD:  No, sorry.  Let's just back up a stage.


The test you are using, 3,000 customers, 60 customers per kilometre, has been approved by the Board.  True?


MR. ROGER:  True.


MR. SHEPHERD:  The cost allocation decisions you have made, about how you allocate based on density, that has never been approved by the Board, has it?


MR. ROGER:  The density --


MR. SHEPHERD:  Cost allocation now.


MR. ROGER:  The density weights that we are applying are presented here as in evidence, how we developed them.  And they're used to allocate costs to the various customer classes.


MR. SHEPHERD:  Okay.  So the allocation between urban classes and general classes within your residential or within your general service levels, those allocations between urban and non-urban, this Board has never reviewed them.  This Board as never approved them, have they?


MR. ROGER:  These would be the proceedings to approve them.


MR. SHEPHERD:  Exactly.  So in the context of allocating between those areas, this is not a recognized methodology at all, is it?  This is new.


MR. ROGER:  The old rates that Ontario Hydro have for a retail system also have density weights to develop the rates for urban residential, R1, and R2 customers.


MR. SHEPHERD:  My question is about cost allocation, not about rate class design or classification.


The cost-allocation methodology is not recognized methodology, is it?  It's new.


MR. ROGER:  The cost-allocation methodology is a one established by this Board and we modified it to take into account the density rates, and the sub-transmission system.


MR. SHEPHERD:  Okay.  So when I asked you earlier whether you modified it, you said the only modification you made was the sub-transmission system.  That wasn't true, because, in fact, you also modified it to add density; isn't that right?


MR. ROGER:  That's correct.  And we also applied a new minimum system standard which is consistent with what the model allows you to do.


MR. SHEPHERD:  Okay.  Now, you have said that you think that the customers, in some the acquired areas are not paying their fair share.


So you were asked the other day whether you've done any cost allocation studies as between the legacy customers and the acquired studies.  You haven't, have you?


MR. ROGER:  We have not.


MR. SHEPHERD:  So, in fact, the notion that the customer classes in the acquired areas are somehow under-contributing and the customer classes in legacy are over-contributing, you have no evidence to back that up at all, do you?


MR. ROGER:  That's wrong.


MR. SHEPHERD:  Tell us what the evidence is, then.


MR. ROGER:  You look at the rates that those acquired customers are paying right now, and you look at the target rate that come out of the cost allocations and you will see that the rates are extremely low.


MR. SHEPHERD:  But the target rate is based on a cost allocation study that assumes the new classes, doesn't it?


MR. ROGER:  And you have to start the cost allocation by assuming certain number of customer classes.  You cannot do the cost allocation without first determining what classes you're going to use.


And these customer classes were presented at stakeholder sessions in September.  We originally wanted ten customer classes.  The feedback that we received at that time was that we should add two new customer classes, the urban general service, and we have done that.


So these customer classes that we are proposing were presented to stakeholders, and I don't recall that there was unanimous opposition to what we were proposing.  Everybody thought that they seemed reasonable.


MR. SHEPHERD:  So because of that, the Board should not consider it.  They should just assume that everybody likes it?


MR. ROGER:  The Board -- excuse me?


MR. SHEPHERD:  What's your point?


MR. ROGER:  My point is that we presented the proposed customer classes that ultimately the Board would approve to stakeholders.  They're consistent with the type of customer classes that other LDCs have.  And that's what we're trying to do here, reduce the number of customer classes from over 280 that we have to 12.


MR. SHEPHERD:  All right.  You agreed that there are differences in your cost to serve based on density; correct?


MR. ROGER:  Yes.


MR. SHEPHERD:  Okay.  And, in fact, density is one of the primary factors in -- well, let me read it to you, if I can find it.  If you can pull up H13-56, please?


Do you have that?


MR. ROGER:  I have H13-56.


MR. SHEPHERD:  If you look at paragraph (d) of that, the question was:  What are the main factors, the primary cost differentials driving the class revenue requirements, for the urban versus general in energy build and demand build?


You said the primary factors are density weights and use of distribution assets, which doesn't help a lot, because, of course, the distinction is density.


So maybe you can help us with telling us some more details about that.


The rate base that you would allocate to an urban general service customer would be lower, right, generally speaking?


MR. ROGER:  Could you repeat that, sorry?


MR. SHEPHERD:  The rate base that would be allocated to urban general service customers, or to a UGE class as opposed to GSE class, would be lower per customer, because you'd have less line miles and things like that; right?


MR. ROGER:  Lower on a unit basis, on a per customer basis, yes.


MR. SHEPHERD:  Yes.  And you do in fact do that?  Your cost allocation model does that?


MR. ROGER:  Yes.


MR. SHEPHERD:  How does it do that?


MR. ROGER:  By applying the density weights to the customer classes.


MR. SHEPHERD:  Then costs like line maintenance costs, those are lower in towns than in rural areas; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  And they're lower in three ways that I can see.  You can tell me whether there are others.  There is less line miles to be maintained, number 1.  There is shorter distances to get there.  One of your big problems in your rural areas is that you send a crew out.  It takes them a long time to get where they're going. 


And, third, it is easier access usually in towns as opposed to rural areas.  True?


MR. ROGER:  In general, that's true, yes.


MR. SHEPHERD:  Okay.  And your allocation methodology accounts for those things?


MR. ROGER:  Yes, it does.


MR. SHEPHERD:  How does it do that?


MR. ROGER:  By applying the density weights.


MR. SHEPHERD:  Okay.  Is by applying the density weight going to be the answer to all of these things?


MR. ROGER:  I believe so.


MR. SHEPHERD:  Okay.  So if that's the case, let me just verify that this is right.  Vegetation management, in which you have less miles and less vegetations in town, you apply the density weight and that will cover that?


MR. ROGER:  If you can give me a moment, there is an interrogatory that shows how the density weights are being developed and which accounts they are being applied to.


MR. SHEPHERD:  Okay, good.


MR. ROGER:  Exhibit H, tab 12, schedule 66.


MR. SHEPHERD:  H12-66.  Okay.  So do I read this right, then, that -- well, let me ask you a couple of additional questions first.


So this would apply to things like station repair and maintenance, yes?


MR. ROGER:  It applies to the US of A account listed in part A, 1830, 1835, and 1850.  I am assuming bulk conductors includes all of the costs associated with the conductors.


MR. SHEPHERD:  Okay.  You will forgive me, but I am not as familiar with the US of A accounts as I perhaps should be.  I took them home one night to read before I went to bed.  I just - I don't know - didn't get to it.  


Can you -- can you confirm for me that all of your normal operating costs associated with the sustainment of the system are included in these US of A accounts?


MR. INNIS:  Yes.  If I could refer you to Exhibit C2, tab 2, schedule 2?


MR. SHEPHERD:  Yes.


MR. INNIS:  What that does, it takes our total OM&A costs and brings it down by US of A, and you will see that they're all contained and reconciled to the total OM&A expenditures.


MR. SHEPHERD:  So what this wouldn't include, this wouldn't include things like collections costs.  They're not density-weighted; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  Now, storm damage, would that be in these?  It wouldn't, I guess, eh?


MR. INNIS:  To the extent that storm damage is included in OM&A, and that would be included -- in the Exhibit C2, tab 2, schedule 2, it would be included, and there is a list of US of A accounts that are included in that exhibit.


MR. SHEPHERD:  All right.  


And what about -- let me turn to the next part of this, which is -- if I can find it...


In developing these density weights, what you did is you said that, on average, our costs are driven by density to these relative proportions; right?


So, for example, you see here in H12-66, number B, you see that you have a 0.24 for UGE and 0.18 for UGE -- sorry, and a 1.11 for GSE for customer costs, for customer-driven line costs; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  So you have done studies that tell you that that's how you -- that that's the extent to which your costs vary, based on density?


MR. ROGER:  No.  Those values result from part D of this interrogatory that shows how we develop the density factors.


We took -- for example, for lines, we took the line length and we allocated to the customer classes based on the proportion of customers connected to those feeders.


And for the energy component, it was called demand component, we look at the same feeders and the energy that is attributed to each customer class and we developed those weighting factors based on those parameters.


MR. SHEPHERD:  Thank you.  That is exactly where I was going.  Remember I raised for you the question of line maintenance.


In line maintenance, you have one variable which is how many lines, how many miles of line you have to maintain.  You have adjusted for that; right?


MR. ROGER:  We tried to adjust, yes.


MR. SHEPHERD:  In fact that's what that math is, is just compare the number of kilometres of line; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  Okay.  But you haven't adjusted for the fact that it is a shorter distance to get there.  So your crews have a much easier time maintaining a line that is in town, because it's right there.


Nor have you adjusted for the fact that it is easier access in town.  It is along the street.  It's not in a forested area out in the middle of nowhere.  You haven't adjusted for any of those things, have you?


MR. ROGER:  We adjusted for the distance, because we have urban customers connected to the feeders and they're probably shorter feeders so we reflected that.


MR. SHEPHERD:  So similarly, in vegetation management, you have also adjusted for that by number of kilometres, right, only?


MR. ROGER:  That's right.  Distance is a factor, correct.


MR. SHEPHERD:  You haven't adjusted for the fact that in town you're less likely to have a vegetation issue than you are out in a forested area; correct?


MR. ROGER:  We’re using distance as a proxy for that, yes.


MR. SHEPHERD:  Well, you can't use distance for both.  If distance is accounting for the fact that you have less kilometres of line to manage the vegetation on, it can't also be counted for the fact that there is less vegetation on the lines you do have to maintain, can it?


MR. ROGER:  This is the best way that we can of conducting density in the cost-allocation methodology.


MR. SHEPHERD:  Understood.  When you have repairs to do, one of the problems that Hydro One has, it's not entirely unique, but it is a bigger problem for you than for other LDCs, is the fact that the long distances that Hydro One crews have to go over, means that repairs are very expensive; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  But that's not true in Brockville, is it?  Or Smith Falls?  They're there.  They're right there.  It is no different from Orangeville.  True?


MR. ROGER:  I will take your word for it.  I'm not that closely involved of where the centres are.  I don't know exactly what you're trying to get at.


MR. SHEPHERD:  What I'm trying to understand is to what extent, if any, have you reflected the fact that operating or maintaining a system in a town is not just a question of shorter lines, but it is also a question of much easier accessibility, less overtime for your crews, less down time while they're getting places, et cetera.  You haven't reflected any of these things in the adjustments, have you?


MR. ROGER:  Not in detail.  This is a proxy for trying to get at those differential costs.


MR. SHEPHERD:  All right.  At some point, did you do any internal studies or analyses to determine what is the best way to assign costs between urban and rural customers?


MR. ROGER:  Not that I am aware of.


MR. SHEPHERD:  How did you come up with this line kilometres as a proxy approach?  Was it just the first idea you had?  Or did you do an analysis of what your choices were?


MR. ROGER:  We thought that best reflected the density differences between different customers.


MR. SHEPHERD:  But you didn't actually look at what costs are driven by density, did you?


MR. ROGER:  Well, we tried to identify the US of A accounts, which is conductors and transformers to which we are applying the density weights.


MR. SHEPHERD:  I haven't asked my question properly.  Let me try it again.


You didn't look at how your costs are actually affected by density, did you?  You assumed that if you use line kilometres, that would be an effective proxy.  You didn't study whether it was or not.


MR. ROGER:  Correct.


MR. SHEPHERD:  Okay.  And the OEB cost allocation process didn't do that either, did it?  There was no analysis in that process of what the best way was, to reflect the effective density on cost.  True?


MR. ROGER:  Correct.


MR. SHEPHERD:  Then the other thing that I see has happened here -- I'm going to get back to the actual rates in a second -- but the other thing I see happened here is that, you're not just harmonizing the rates, you're also harmonizing the loss factor; right?


I will refer you to H13-63.


MR. ROGER:  I have that.


MR. SHEPHERD:  And your intention in this process is to have a single loss factor for each of the new classes.


MR. ROGER:  Correct.


MR. SHEPHERD:  And so the acquired customers are going to be ending up with an increased loss factor, by and large, with the one essence being sub-transmission; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  Now, their losses -- the actual losses in those towns hasn't gone up; right?


MR. ROGER:  Correct.  But the 5.45 value that was used for the acquired LDC was just a default value that was determined by the Board to be used by utilities.


MR. SHEPHERD:  Exactly.  And that's more in line -- that 5.45 number is more in lining with other small towns around the province; right?


MR. ROGER:  Possibly, yes.


MR. SHEPHERD:  But you have a particular problem at Hydro One, because of the heavily rural nature of the utility, of your franchise area, you have longer line lengths and you have more problems on lines, so you have a higher loss factor, right, than other utilities generally speaking?


MR. ROGER:  Correct.


MR. SHEPHERD:  And so part of this process is to say, Well, you guys in the towns, we know your losses haven't gone up, but you are going to eat that loss factor too; right?  Because you're putting in the same classes as the rural customers.


MR. ROGER:  That's correct.


MR. SHEPHERD:  Okay.  And the result of that is that the acquired customers are going to take a $4.9 million -- if I read this right a $4.9 million per year bill increase as a result of the loss factors associated with the rural part of your system.  Correct?


MR. ROGER:  No, that's not right, because the legacy UR loss factor is going down.  And the R1 for legacy customer loss factor is going down.


So you are just looking here at the side of the acquired LDCs.


MR. SHEPHERD:  That's what I'm asking.  Your acquired customers are eating a $4.9 million bill increase because of this harmonization of loss factors.  Isn't that what this says?


MR. ROGER:  That's what this says, but again, during the stakeholder session, we asked stakeholders if we create new customer classes, how should we determine the loss factor for the new class.  We proposed it should be based on the weighted average of the energy of the customers that are contributing to the new class.  And stakeholders felt that that is a reasonable approach.


My understanding that's a similar approach that PowerStream used to harmonize the loss factors when they acquired Richmond Hill, Vaughan, and Markham.  So this is an accepted way of creating a new loss factor for a customer class that is composed of subclasses that had previously different loss factors.


MR. SHEPHERD:  The three utilities that merged in the case of PowerStream were similar utilities.  They didn't have a big rural area and a bunch of small towns; right?


MR. ROGER:  Correct.


MR. SHEPHERD:  So it isn't similar in fact at all, is it?


MR. ROGER:  The methodology is similar.


MR. SHEPHERD:  I have provided to you, witnesses and Mr. Chairman, I provided to the Board, an exhibit which is entitle:  Impacts of proposed harmonized distribution rates Upper Canada District School Board.  


[Mr. Mukherji passes out document]


MR. MILLAR:  Exhibit K5.7.

EXHIBIT NO. K5.7:  IMPACTS OF PROPOSED HARMONIZED DISTRIBUTION RATES, UPPER CANADA DISTRICT SCHOOL BOARD


MR. SHEPHERD:  I think I should just briefly explain, Mr. Chairman, that this is an output sheet from a much more complex model that was largely built by Hydro One at our request, in response to an interrogatory.  I don't remember the number.


MR. ROGER:  H13-66.


MR. SHEPHERD:  H13-66, thank you.  The Hydro One numbers on this sheet, all of the Hydro One numbers on this sheet, all originally came from Hydro One's calculation.


Now, this is the revised calculations, because they were redone subsequent to the original filing.


We have only added the columns marked "change", "percent", and then "Veridian", "Orangeville" and "Chatham-Kent" to this, and I will take the witnesses through this.


MR. SOMMERVILLE:  Just so that I am clear about that, Mr. Shepherd, this document represents Hydro One evidence up to the point where we have the "change", "percent", and then the "Veridian", "Orangeville" and "Chatham-Kent" columns?  Those are extrapolations you have made?


MR. SHEPHERD:  That's correct.  And the whole spreadsheet is very large.  That's why we didn't provide it, even though I know that, Members of the Panel, you would like to have an opportunity to see it, but the witnesses and my friend, Mr. Rogers, do have it and have had a chance to look at it.  


I don't know whether they have had a chance to see whether we have made any mistakes in it, but they have had a chance to look at all of it.


So you are familiar with this document, Mr. Roger?


MR. ROGER:  Yes, I am.


MR. SHEPHERD:  Will you confirm that the columns -- the columns up to where it says "new DX" are all numbers that were originally created by Hydro One?


MR. ROGER:  I just checked two numbers, but the two numbers match, so I am assuming the rest of the spreadsheet is fine.


MR. SHEPHERD:  Thank you.  As far as you know, the -- are the column marked "change", which is the difference between old and new, and the column marked "percent", do they appear to you to be calculated correctly?


MR. ROGER:  That's correct.  But they reflect only the change in distribution rates.  Our proposal also includes changes to the RTSR rate, elimination of rider number 1 and additional rider number 3.  So this is not the full picture.


MR. SHEPHERD:  But it is the change to the distribution rates?


MR. ROGER:  It is the change in the distribution rates alone, yes.


MR. SHEPHERD:  Thank you.  Would you also agree that this spreadsheet has, on the far left-hand column, an account number that represents a particular school in your franchise area?


MR. ROGER:  Correct.


MR. SHEPHERD:  And that the column to the right of that is the new class that you believe that that would be assigned to and the old class that it's currently assigned to; is that right?


MR. ROGER:  Correct.


MR. SHEPHERD:  And you have a column for the kilowatt-hours and the kilowatts.  Now, these numbers are actual numbers from 2006; is that right?


MR. ROGER:  Correct.


MR. SHEPHERD:  And that came actually from your database?


MR. ROGER:  That's right.


MR. SHEPHERD:  Thank you.


And then what this calculates in the "old DX" column is the annual bill for that school, the distribution bill for that school.  Under "old DX" is the 2007 rates, correct, existing in place rates?


MR. ROGER:  Correct.


MR. SHEPHERD:  And "new DX" is the target rates after harmonization; correct?


MR. ROGER:  Correct.


MR. SHEPHERD:  So those are actually four-year target rates, but most of them are in 2008, but those are actually where you want to end up; right?


MR. ROGER:  This would be the impact after four years.


MR. SHEPHERD:  Okay.  Well, no, that's not actually the impact after four years, because other things are expected to happen, right, IRM and things like that?


The bills in four years will actually be higher than that, you would expect.


MR. ROGER:  This is the impact of harmonization over four years.


MR. SHEPHERD:  Exactly.  And then  you have seen that in the spreadsheet itself, the current approved rates for Veridian, Orangeville and Chatham-Kent from their recently approved rate orders have been used to calculate equivalent bills for those utilities for the same schools; is that right?


MR. ROGER:  I did not check that, sorry, so I cannot verify.


MR. SHEPHERD:  Will you accept that subject to check?


MR. ROGER:  Absolutely.


MR. SHEPHERD:  Thank you.


MR. ROGERS:  I want to be careful here.  I think they will accept, Mr. Shepherd, this is what they are, but does he really expect them to go and do the arithmetic?


MR. SHEPHERD:  It is in the spreadsheet, Mr. Rogers.  I realize the spreadsheet is large.  You only got it yesterday, so I apologize for that.


But if you see anything in those calculations that is incorrect, please bring it to our attention


MR. ROGERS:  That's fine.  We'll do that.  I don't question my friend.  I am certain he tried to get them right, so let's carry on.


MR. SHEPHERD:  We actually got them wrong the first time.  We tried to fix it.


MR. ROGERS:  You tried to.


MR. SHEPHERD:  So let me just -- let me ask you a couple of preliminary questions.  The first one is:  This column that is marked "change" and the "percent" column here, this column -- these negatives, those are the legacy customers, so legacy customers, for the most part, are getting reductions; right?


MR. ROGER:  That's right.


MR. SHEPHERD:  We'll see on the next page that the acquired customers are not so lucky, but, in any case, approximately 6.7 percent of that is the additional revenue requirement you have asked for in this application; right?


MR. ROGER:  Roughly speaking, yes.


MR. SHEPHERD:  And the rest of it is the combined effect of the harmonization proposal and the changes to revenue-to-cost ratios that you proposed as part of this application; is that right?


MR. ROGER:  That's right.


MR. SHEPHERD:  Okay.  Then the three comparators that we chose were Veridian, Orangeville and Chatham-Kent.


It is fair, isn't it, to say that those three utilities have operating characteristics that are similar to your required your acquired utilities?  Forget your rural component for the time being; just the towns.  We were looking for small town utilities, and these come within that category; right?


MR. ROGER:  I cannot confirm that, so I don't have the technical ability to do that.


MR. SHEPHERD:  You are not familiar with those utilities?


MR. ROGER:  The names, obviously I am, but not to the details.


MR. SHEPHERD:  Okay.  So what I am going to ask you is I am going to ask you a couple of sort of specific questions.


I want to, first, take you to the second page here, and if you look at line -- what's a good example?  Okay, lines 76 or 77.  You see these are schools that under harmonization will have approximately 200 percent rate increases?


MR. ROGER:  That is the distribution component of the bill.  When you include the total bill, it is 26.8 percent increase, and that's the reason we're proposing to do it over four years.


You are ignoring here the impact of lower RTSR.  You are ignoring the impact of the rider number 3.  That is a credit.  


I think you get a much better picture if you go to the interrogatory in H13-66, and you get the full picture for all schools there.


MR. SHEPHERD:  I guess what I'm trying to understand, Mr. Roger, and the reason why we did it this way, is because we're trying to figure out the impact of what you have proposed about the distribution component.


We understand that there have been reductions in transmission rates and that rider 3 is going to be a credit.  We understand that, but that doesn't change the fact that you are proposing the distribution contribution from these schools is supposed to triple; right?


MR. ROGER:  And there are other schools that is going to be half.


MR. SHEPHERD:  Okay.  Oh, there is one, yes, you are right.  There is one; not a lot, but one.


So let's just look at one line here.  Look at line 59.  This is a school in Brockville, a high school, it looks like.


Maybe you could help me to understand.  Why would the costs to serve that school, which you proposed is $11,745 a year, be twice or more the cost to serve an identical school in Belleville or in Orangeville or in Chatham?


Like, I can understand there might be a difference, but I can't understand why there would be that big a difference.  Can you help us?


MR. ROGER:  As far as I know, the rates for Veridian, Orangeville and Chatham-Kent have not been rebased, so we don't know to what effect those rates are reflective of the cost of providing services to them.


You are comparing our rates that are based on a cost allocation study versus LDCs that have not done a cost allocation study.  So you are not comparing them on the same basis.


MR. SHEPHERD:  Well, although their rates are pretty close to your 2007 rates, aren't they?


MR. ROGER:  But they're not the rebased rates.


MR. SHEPHERD:  Well --


MR. ROGER:  They are based on 2nd generation IRM for the three LDCs.


MR. SHEPHERD:  You're basing is this year, right, so all DX numbers don't include rebasing, but if you go down this list, you will see that in almost every case the -- at the acquired side, the other utilities have similar bills for similar services to your rates last year.  These are the rates that you say are under-contributing.  That's what I'm trying to get at.  


MR. ROGER:  The rate for us and the rate for those LDCs reflect the revenue requirement that has been approved by the Board for those, for the LDCs.  


The rates are just a reflection of the revenue requirement.  


MR. SHEPHERD:  Understood.  And for 2007 the reflection of the revenue requirement would have said they would be about the same.  But then you're proposing to this Board that, without a change in revenue requirement, you want to triple what these customers pay.  Or double.  It doesn't matter.  


MR. ROGER:  It's based on the OEB-approved cost-allocation methodology.  


MR. SHEPHERD:  Sorry, Mr. Roger.  We already discussed that and you agreed that the density component -- which is the one that matters here -- is not based on their methodology, is it?  


MR. ROGER:  It's being presented here for approval.  So there is support here for those density weights.  


Veridian, Orangeville and Chatham Kent have not done, as far as I know, a cost-allocation study that would show the revenue-to-cost ratios for the general service class that they have.  It could be that when they do a cost allocation study, it could be determined that their rates are under-recovering with respect to a cost allocation study.  


MR. SHEPHERD:  Yes.  And in fact, -- which is why we chose three at random, to try to make sure that they all looked pretty much the same.  But there are lots of utilities with similar sort of characteristics, small-town utilities in Ontario; right?  


MR. ROGER:  I repeat that these rates are based on the approved revenue requirement.  


MR. SHEPHERD:  Okay.  The old distribution rates -- I'm still on page 2 of this.  The old distribution rates for Hydro One, these are for the acquireds, they're originally based on the rates that were in effect at the time these LDCs were acquired; right?  


MR. ROGER:  Adjusted for revenue requirement increases, that's right.  


MR. SHEPHERD:  Well, adjusted for two things.  First of all, if your revenue requirement went up by 8 percent, then their rates would go up 8 percent, right, generally speaking?  


MR. ROGER:  Correct.  


MR. SHEPHERD:  And a big part of that was that when MARR was introduced, was it MARR?  Is that what it was?  Yes, MARR.  That that was built into them as well; right?  


MR. ROGER:  That I considered the revenue requirement increase.  


MR. SHEPHERD:  Yes.  Do you think that those LDCs were generally losing money at the time they were acquired?  


MR. ROGER:  If you look at the rates that we're charging the customers some of them had general service charges of $3, which doesn't even cover the stamp that you have to put on the bill, I would say that probably they were losing money. 


MR. SHEPHERD:  All of them?  


MR. ROGER:  The one that had service charges that low.  


MR. SHEPHERD:  Okay.  But, in fact, we can see that under their current rates, they're charging about the same as Orangeville and last I saw Orangeville wasn't losing money, right, so presumably they wouldn't have been losing money either; right?  


MR. ROGER:  Again, I repeat myself.  You are comparing a set of rates that are based on a cost allocation study, with a set of rates that are not based on cost allocation study for Orangeville, Veridian and Chatham Kent.  


It's possible that their general service rates are being subsidized by the residential customers, I don't know that.  Only when we do a cost allocation study will we be able to determine that. 


MR. SHEPHERD:  What you're proposing to this Board is that they would -- the Board would approve tripling the bills for customers without any study; right?  


MR. ROGER:  There is a cost allocation study that has been tabled with this Board, that showed the cost responsibilities for the 12 customer classes.  We have looked at the impact of moving those customers from the rates that they're paying right now, to the target rates.  


As a result of the large impact to certain customers, the acquired LDCs, we are proposing a four-year phase-in period to mitigate the impact.  So we have looked at that and the proposal that we have in front of the Board, we think is a balanced approach, to try to move customers towards paying more cost-based rates and living within the guidelines of this Board, to limiting the impact to the average customer based on average consumption to less than 10 percent per year, based on total bill.  


MR. SHEPHERD:  We haven't -- I am not talking about mitigation.  We're not at that stage yet.  


We're talking about whether, in fact, what you have just said that you're moving them to more cost-based rates is correct.  Because the fact is, you have admitted -- isn't it true that you have already admitted that you haven't any idea what the costs are to service that customer, that school in Brockville?  You haven't done that study.  You don't know what it costs to serve Brockville, or Smith Falls or Perth.  


MR. ROGER:  We’re using the density weights we're using a proxy to try to differentiate between serving utilities that are urban versus customers that are not urban, but we have not done a study like you are suggesting.  I am not sure if a study could be done.  It would require, now, us to track, for example, when there is line maintenance crews going out, having to break down their costs, their time, between when they are repairing a line in Smith Falls are or they're repairing a line in a rural area. 


If they happened to do that on the same trip, how are we going to track the costs of supplying power to just certain group of customers when these are shared costs?  


MR. SHEPHERD:  Well, you know, it is interesting you said that, because you said that earlier.  


You talked about, I think with Mr. Mondrow, about the fact that you don't track your costs separately.  


I thought to myself:  Didn't you say before there is only one category of costs that you directly allocate and everything else you use a cost driver?  Isn't that right?  


MR. ROGER:  There are certain costs that are directly allocated, because we identify them with certain customer classes.  Account executive, for example, deal only with customers in the ST class.  To the extent that we could identify those costs, or for example Sentinel light costs, we track them to the proper customer class.  


All of the other costs are shared and we use the cost-allocation methodology approved by the Board, to allocate those costs to the various customer classes. 


MR. SHEPHERD:  You determine a cost driver for each category -- you use the standard functionalization classification, whatever they are, that standard method to determine how to fairly allocate the costs; correct?  


MR. ROGER:  As directed by the Board, yes. 


MR. SHEPHERD:  Well, no, as you decided to do in the case of density; right?  But you haven't, in fact -- but you haven't, in fact, done any analysis to determine what the best way is to do that; true?  


MR. ROGER:  We have used a cost allocation from the Board and we used density weights to try to reflect the fact that it costs more to supply customers in rural areas.  


MR. SHEPHERD:  Okay.  I want to go down to the totals on the first page of this Exhibit K5.7.  You see the subtotals, legacy accounts.  


You see this is just for one school board.  All right.  This is the school board in the eastern part of the province.  And their legacy -- their 40 legacy schools at the old rates would pay just under $400,000 a year, and that's going down a bit under your proposal, right, to 360?  


MR. ROGER:  Right.  


MR. SHEPHERD:  But so that's almost an 8 percent decrease.  It is still a lot more than those same schools would pay if they were in the Veridian or Orangeville or Chatham Kent area, but in fairness, these are primarily rural schools, right, they're in your legacy area so they're mostly rural schools; true?  


MR. ROGER:  True. 


MR. SHEPHERD:  Then you go to the next batch, the 54 schools that are in the acquired areas -- and that by the way stands to reason, doesn't it?  Schools are more likely to be in the towns than out in the boonies; true?  


MR. ROGER:  I am looking at Exhibit H, tab 13, schedule 66.  


MR. SHEPHERD:  Yes.  


MR. ROGER:  And in the top part on table 1, we have 500 schools and, roughly speaking, around 310 are in acquired LDC areas.  


From the schools that we identified that we added to the table, we have 350 additional schools that are in the legacy area.  So I am not sure that -- I haven't done the math.  Most of the schools are in an acquired -- I think we have 689 schools in here.  


MR. SHEPHERD:  Let me put it to you a different way.  10 percent persons of your customers, your residential customers are in the acquired towns; right?  


MR. ROGER:  Roughly speaking, yes. 


MR. SHEPHERD:  50 percent of your schools are in the acquired towns, roughly; right?  


MR. ROGER:  Could you repeat the last part, sorry. 


MR. SHEPHERD:  Roughly 50 percent of your schools are in the towns; right?  Maybe it is 45, maybe it is 55.  It's roughly that, isn't it?


MR. ROGER:  I will take your word.  Sorry, I don't know how you get the number, but that's fine.


MR. SHEPHERD:  That stands to reason, because where is the school likely to be?  It's likely to be in town; right?  That's how small town Ontario works.


MR. ROGER:  Okay.


MR. SHEPHERD:  All right.  So we look at these and we see - this is the acquired - 54 schools.  They're in places like Brockville, Smith Falls and Carleton Place, and we see that the subtotal for the acquired schools is 305,000 for the old distribution rates, but you're proposing to increase it to $553,000, is that right, an 81 percent increase, distribution only?


MR. ROGER:  I might have a different value.  I have here 79.68 percent increase.


MR. SHEPHERD:  Oh, no.  That's the one with the mistake in it last night.


MR. ROGER:  Okay.  I don't have the other one, but...


MR. SHEPHERD:  I have copies.  Can you hand this...


[Document passed to the witness]


MR. SHEPHERD:  The differences are small.


I guess the question I would have is, if you look at that group of schools in total, their bills under your old distribution rates were roughly the same as Veridian's, slightly more than Orangeville and Chatham-Kent, and you're proposing to go to double -- more than double those comparators.  Does it cost you twice as much to serve those 54 schools as it would Veridian?  Is that your evidence?


MR. ROGER:  I think your assumption is that the rates that they're paying right now are cost-reflective, and they're not, based on the cost allocation study.


MR. SHEPHERD:  Are there in fact reasons why -- let's assume, just as a hypothesis, that these numbers are all cost-reflective.


Are there reasons why it would cost Hydro One twice as much to serve a school in Brockville or Perth as it would for Veridian to serve the same school in Belleville or Orangeville -- to serve the same school in Orangeville?  Are there reasons why you would have that big a difference?


MR. ROGER:  There may be reasons, but, again, I am repeating myself.  These are just reflective of the rate -- the revenue requirement approved for each one of those LDCs.


MR. SHEPHERD:  So your costs are that much higher than theirs?


MR. ROGER:  Hydro One in total is a rural LDC with a density of around ten customers per kilometre.  The other LDCs have much higher densities.  I would expect that their rates would be lower, because their revenue requirement would be lower.


MR. SHEPHERD:  Exactly.  But then your costs to serve Brockville aren't affected by the fact that you're a rural utility, are they?


MR. ROGER:  Brockville happens to be one of the LDCs that is being classified as an urban rate, and taken into account that 11 of the 88 acquired LDCs meet the current urban density criteria.


MR. SHEPHERD:  And those 11 still have rates, bills, that are twice as high as Belleville, for example, or Orangeville or wherever else you want to choose; isn't that right?


MR. ROGER:  Assuming that the rates for those utilities are set properly, you are right, but I don't believe that that's the right assumption.  Those utilities have not done a cost allocation study to be able to justify the rates they're charging those customers.


MR. SHEPHERD:  Neither have you, have you?


MR. ROGER:  We have done a cost allocation study that is presented for this Board, the 12 customer classes, and we think that this is justification to -- for the rates that we're proposing.


MR. SOMMERVILLE:  Just so that I am clear about something here, Mr. Shepherd, cost allocation is a zero sum exercise.


MR. SHEPHERD:  Exactly.


MR. SOMMERVILLE:  So that the issue is not whether these rates -- well, I guess is whether somebody else in the Veridian, Orangeville or Chatham-Kent systems is overpaying.  That's the construction that has to be made here.  That's your understanding about this comparison that's being made?


MR. ROGER:  That's exactly right.


MR. SHEPHERD:  That's one possibility.  If that's the case, then if we do the same comparison for residential, for example, we'll find that the residential customers in Veridian fare worse than in the Hydro One, but that isn't in fact the case.


MR. SOMMERVILLE:  Once we start pulling on this thread, it goes a long, long way?


MR. SHEPHERD:  Well, Mr. Sommerville, my point is actually a different one.  My point is the company has not done a study to say these customers, these, for example, several hundred schools, are underpaying.  They're saying it under oath, but they haven't done a study.


So I am asking:  What is the best evidence we have as to whether they're underpaying?


MR. KAISER:  I thought the evidence was that they had held a consultation.  They had gone through a process.  They had followed the Board model, applied the cost allocation model, and Bob's your uncle.  The Brockville costs went up from 2,726 to 6,052.  Are you disputing that they didn't do the proper analysis?


MR. SHEPHERD:  The witness has admitted that the key difference, the density difference, is something that was not part of the OEB process.


MR. KAISER:  No, we understand that.


MR. SHEPHERD:  So that part of the allocation, which is the part that deals with whether the urban customers or the -- and the rural customers are paying their fair shares has not been reviewed by this Board at any level, and they don't have any backup for it.  They have just said, This is the way we decided to do it.


MR. KAISER:  Were the Brockville schools affected by the density analysis?


MR. SHEPHERD:  Yes, absolutely.


MR. KAISER:  I thought you were trying to compare urban schools.


MR. SHEPHERD:  We are.  They are an urban school.


MR. KAISER:  I thought you were saying that Brockville was urban.


MR. SHEPHERD:  It is.  So I just have one last question -- are you planning to break at 4:30, Mr. Chairman?


MR. KAISER:  Yes.


MR. SHEPHERD:  My timing is...


MR. SOMMERVILLE:  As usual, Mr. Shepherd.  


MR. SHEPHERD:  No, actually, it is quite abnormal, as you know, Mr. Sommerville.


MR. SOMMERVILLE:  I was making a joke.  


[Laughter]


MR. SHEPHERD:  What we haven't talked about at all in this is Hydro One Brampton, because you do have one component of the Hydro One family that does have separate rates and you're not proposing to harmonize.


So my question to you is:  How is Brampton different from Brockville or Smith Falls or Ancaster, for that matter, or Carleton Place or Owen Sound?


MR. ROGER:  Hydro One Brampton has its own licence, so it is treated as a completely separate entity.  They present their rates, their revenue requirement to this Board, and the Board approves them.  This is a submission that does not include Hydro One Brampton, at all.


MR. SHEPHERD:  But, Mr. Roger, all of these other acquired utilities had their own licence, too.  The only reason why they're different from Hydro One Brampton is because you chose to give up their licences and include them under your franchise area, and you didn't choose to do that with Brampton.  There is no other reason, is there?


MR. ROGERS:  Well, whether this witness would know the reasons why Brampton is being maintained as a separate utility, separate company, separately filed with the Board, this isn't something this witness would know.  It doesn't matter, anyway.  Brampton presumably, I imagine, would have to file, as well, and do a cost allocation, as well, when their turn comes.


MR. SHEPHERD:  In fact, I guess it is legitimate for intervenors to say in this proceeding, unless you're going to harmonize everybody, you shouldn't harmonize anybody.


MR. ROGERS:  You can say that and I will have some comments to make.


MR. SHEPHERD:  That's a surprise.


MR. KAISER:  Does this mean we can go home?


MR. SHEPHERD:  Yes.  Thank you, Mr. Chairman.  Those are our questions.


MR. KAISER:  Thank you, Mr. Shepherd.  9:30 tomorrow.


--- Whereupon the hearing adjourned at 4:29 p.m.
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