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Friday, July 18, 2008

--- Upon commencing at 9:40 a.m.


MR. KAISER:  Please be seated.


Mr. Rogers, we have your letter with respect to the claim for confidentiality on some of the undertakings.  Here's how we propose to deal with that matter, if it's acceptable to you.


We will mark these documents on a confidential basis, on an interim basis, and we will hear argument on it from all parties at the time we have the argument on Tuesday.  So we may ultimately decide, based on that argument, to put them on the public record, but in the interim they will go on the confidential record and, of course, they will be available to counsel that sign the undertaking.  Is that acceptable?


MR. ROGERS:  Yes, sir, that's fine.  I was going -- yes, that's fine.  I was going to explain to the Board this morning just -- you will recognize that some of the undertakings that I first was claiming confidentiality 

on --


MR. KAISER:  Yes.


MR. ROGERS:  -- have been removed from that list.  I wanted the Board to know that this was not a cavalier approach that we took to this.


MR. KAISER:  No, we appreciate it is a serious issue and that's why we want to hear full argument on it.


MR. ROGERS:  That's fine.


MR. SOMMERVILLE:  We would expect I guess that on Tuesday, when we hear argument-in-chief, we will hear argument from you on that point.


MR. ROGERS:  Yes.


MR. SOMMERVILLE:  I guess the written argument of the intervenors will address this subject matter going forward.


MR. ROGERS:  That's fine.  I am hoping -- that's fine, sir.  I'm hoping that when people see my letter and maybe I will get a chance to talk to some of them, they will agree with the request of the company.


For example, with respect to the one undertaking with regard to the Thessalon acquisition, that was Mr. MacIntosh who raised that, first of all.  He was interested in the capital projection.  That my client is prepared to give to him.  It's the rest of the document that they're concerned about.


So I am hoping that he will agree that that is satisfactory and that perhaps we can do away with that particular one.  So, really, the one that is left that is of importance is the reports to the board, to the Ontario Hydro board, which you requested, Mr. Kaiser, and which I would like you to see, because I think -- I hope it demonstrates the rigorous approach taken by the board of their cost projections.  


In any event, I will deal with it on Tuesday.


MR. VLAHOS:  Mr. Rogers, are you clear as to what is going to happen on Tuesday?  Because I just want to make sure everybody is clear; there will be argument by you, as you understand that?


MR. ROGERS:  Yes.


MR. VLAHOS:  Argument-in-chief.  Did you understand that the other parties will have to respond to your argument on the same day?


MR. KAISER:  No.


MR. ROGERS:  On this issue?


MR. VLAHOS:  Yes.


MR. ROGERS:  I understood that would come later.


MR. VLAHOS:  Right.


MR. KAISER:  As part of the regular argument.


MR. ROGERS:  I think that is fine.


MR. KAISER:  We're just adding it as an issue, if you wish.


MR. ROGERS:  That's fine.  My understanding, too -- and we might as well deal with this now, if we could.  My understanding is that you wish to hear argument-in-chief from the applicant orally on Tuesday afternoon next week.


MR. KAISER:  Correct.


MR. ROGERS:  That's fine.


MR. KAISER:  Is it Tuesday afternoon or Tuesday morning?


MR. ROGERS:  Tuesday afternoon, I think.  Let me talk to Board counsel, if I could.


MR. KAISER:  All right.  Maybe we could sort that out.  Mr. Millar, what's the order of the day?


MR. MILLAR:  Mr. Chair, we have a number of things to attend to today.  I understand there is a delegation from Owen Sound/West Grey, and, I apologize, I didn't have a chance to canvass the room.  That must be Ms. Robinson, if I'm not mistaken.  She wished to make a presentation before the Board, and I think we agreed we would that do that first off.  


Then also today, we will have -- Panel 4 will be re-called.  I think it is just Board Staff that still has questions for panel 4.  There is Mr. Vickers, who wished to make a presentation with the assistance of Ms. Effendi, and then also today, Mr. Thorne from Milton will be arriving probably later in the morning and we will try and accommodate him as quickly as we can, as well.  


So unless Mr. Rogers feel differently, I believe Ms. Robinson is next, and perhaps we could have her come up to the witness stand.


MR. KAISER:  Ms. Robinson.  


Mr. Rogers, will you be having questions of this witness?


MR. ROGERS:  It depends what I hear, but I think probably a few.


MR. KAISER:  All right.  We will swear the witness then.

OWEN SOUND, WEST GREY AND GREY HIGHLANDS - PANEL 1


Christine Robinson, Sworn


MR. KAISER:  Before we start, Mr. Rogers, just so we can finish up this discussion this morning, the undertakings that Mr. Rogers has filed in confidence, do we have exhibit numbers for those?


MR. MILLAR:  No, we don't.


MR. KAISER:  If we don't, can we give them so we can keep track of them?


MR. MILLAR:  Yes.  I believe the normal practice -- in fact, I had copies here, but now I can't...


The normal practice is to mark confidential undertakings with an X.  I will mark them with an X so it is clear.  I guess if they're ultimately found not confidential, we will worry about that at the time.


MR. KAISER:  All right.


MR. MILLAR:  There are three undertakings.  J3.10, I guess we will call it an exhibit, even though it is an undertaking, so it can be marked as confidential.  J3.10 will be Exhibit KX6.1.

EXHIBIT NO. KX6.1:  RESPONSE TO UNDERTAKING J3.10.


MR. MILLAR:  J3.3 will be KX6.2.

EXHIBIT NO. KX6.2:  RESPONSE TO UNDERTAKING J3.2.


MR. MILLAR:  And, finally, J2.5 will be KX6.3.

EXHIBIT NO. KX6.3:  RESPONSE TO UNDERTAKING J3.5.


MR. KAISER:  Thank you.


MR. MILLAR:  I should also note, Mr. Chair, if counsel wished to sign the undertaking to see these, I do have some copies here.  So someone can approach me at the break and I can make those available.  They're also available on the web, of course.


MR. KAISER:  On the web?  Not these.


MR. MILLAR:  No, sir.  Let me be clear.  The undertaking that you sign to get the documents, not the documents themselves.


MR. KAISER:  All right.


MR. SOMMERVILLE:  It's a new system.


[Laughter]


MR. ROGERS:  It's a loophole.


MS. NOWINA:  Ms. Robinson.


MR. SOMMERVILLE:  There is a little green button.  When the light goes on you're in business.

Evidence-in-Chief by Ms. Robinson:


MS. ROBINSON:  Thank you very much.  Again, good morning.  my name is Christine Robinson.  I am the chief administrative officer for the Municipality of West Grey.  In the audience with me is Glen Henry, who is the director of corporate services for the City of Owen Sound.  


I am here this morning to read into the record our correspondence of July 7th, 2008.


Elected officials for the City of Owen Sound and the Municipalities of West Grey and Grey Highlands have reviewed Hydro One's notice to the Ontario Energy Board for rate harmonization.


We are responding with specific concerns and requests both relating to both the process and the content of Hydro One's application.  The Municipality of West Grey holds intervenor status in this matter, and the City of Owen Sound and the municipality of Grey Highlands have observer status.  


The respective councils have directed the municipalities to submit the following comments to the Board.


Unfair and unclear notice.  Hydro One's notice in this matter does not constitute a genuine attempt to involve affected consumers in the application before the Ontario Energy Board and violates the rules of natural justice by preventing residents from understanding and responding to the issues.


The municipalities draw attention to the Board's procedures which specifically reference the requirement that rules of natural justice, as prescribed by the Statutory Powers Procedure Act, be followed.


The notice was inconsistently provided.  The notice was published for one day in the Owen Sound Sun Times newspaper on January 23rd, 2008 and in the Markdale Standard for a week in February 2008.  There is no explanation for the discrepancy in publication periods.


Additionally, the Municipality of Grey Highlands and the City of Owen Sound were at no time directly served with notice, despite being the elected representative for the affected residents.


The notice was incomplete.  The published notice did not include a deadline for requesting any form of representation at the hearing, despite the fact that deadlines do in fact exist.


Upon contacting the OEB office, officials seem puzzled that Owen Sound had not received direct notice and that the published notice did not contain a reference to deadlines.


The notice is confusing, misleading at best and deceitful at worst.  The notice does not use simple language or comprehensive calculations to convey the significance of the matter to the public.


For example, in the Owen Sound Sun Times newspaper notice, the first highlighted message reads, "Average delivery rate increase on the total bill."  Most consumers would wonder:  Is the delivery rate increasing or the total bill?


The notice then moves to a chart, and the headings read, "Average 2008 increase on total bill", and "average increase on total bill at end of four years."


Again, most consumers would ask, what happened to the aforementioned delivery charges?


The next heading on the notice reads:  “How do I know if this might affect me?”  This is misleading as the heading should say:  This rate increase will affect all users of electricity in Owen Sound.


Further, Hydro One is masking the real distribution rate increase by only showing it blended with a constant energy charge, thereby lowering the overall percentage increase.  Consumers have been given the impression that they are facing an increase of 30 percent over four years.  In fact, the total bill increase could be, for example, in excess of 50 percent depending on energy rates after the removal of the regulated price plan.


The average Hydro One consumer would find it difficult, if not impossible, to assess the net effect of the proposed increase on their bill.


Harmonization unwarranted.  Owen Sound, West Grey and Grey Highlands request that the rates do not change.  When our locally-owned utilities were sold to Hydro One, the agreements did not contemplate rate increases for the purpose of harmonization.


Rather, the agreements provided for differential treatment that reflect our lower income levels and the potentially drastic impact on sharp rate increases on industry, commerce and jobs.


Hydro One assured us that rates would be kept low, and the spirit of that assurance should continue.


Hydro One is more than capable of administering different rate structures in different parts of the province.  We strongly urge the Board to take this into consideration.


However, if the Board does approve the proposed rate increase, we request that it be phased in over a much longer period and that the proposed -- and that proposed and include a reasonable percentage cap on the annual adjustments.  This will help minimize serious impacts on residential consumers, industry and commerce during the time of economic slow-down.


Alternatively, we suggest that the Board consider ordering a capital contribution to our municipalities to offset the increases.


Increases excessive.  As far as we can determine, from reviewing will ambiguous notice and some 3,600 pages of Hydro One submission materials, the rates appear to be increasing approximately 30 percent over four years.  That's roughly 7 percent annually and that is simply unacceptable.


The increase is particularly troubling when Wisteria Power, who operates in the same region, is looking at rate decreases.  We respectfully request that the Board investigate this discrepancy before making a final decision.


Ontario's economic engine has historically been fueled by affordable energy cost.  The City of Owen Sound and the municipalities of West Grey and Grey Highlands call upon the Ontario Energy Board to respect that heritage in its deliberations and decisions.


Finally, the municipalities request that the Board direct Hydro One to undertake productivity improvements, such as consolidation of billings and merging of accounts, to provide substantial operating savings to the organization.  Such efficiencies are necessary to protect the future economic viability of south central Ontario.


This is all respectfully submitted by the municipalities of West Grey, Grey Highlands and the City of Owen Sound.


Thank you.


MR. KAISER:  Thank you.  Mr. Rogers.


MR. ROGERS:  Thank you, I do have a few questions.

Cross-examination by Mr. Rogers:


MR. ROGERS:  Ms. Robinson, my name is Rogers and I am represent -– I am counsel to the applicant in this case and have few questions for you.  Have you been following the proceedings here, transcripts, listening to it on the web or ...

MS. ROBINSON:  No.  The web connect is not that consistent for my computer.  But I am aware of the July 15th transcript, most recent.  Also I am very familiar with the ongoing submissions that have been made.


MR. ROGERS:  That's fine, then, you will aware on July 15th I filed an Exhibit K4.4 which contained correspondence dealing with your situation?


MS. ROBINSON:  Yes.


MR. ROGERS:  Can I give you a copy of that because I would like to ask you some questions about that.


MS. ROBINSON:  That’s fine.  I read through the transcript, however I didn't get any submissions after that or appendices.  Thank you.


[Mr. Rogers passes document to Ms. Robinson.]


MR. ROGERS:  This is just a package of documents which relates to the concerns which you are raising with the Board as a convenient way of discussing them.


First of all, Ms. Robinson, your complaint is that the municipality did not get adequate notice of this process; right?


MS. ROBINSON:  That's correct.


MR. ROGERS:  If you look at that document I gave you, K4.4, would you turn to page 11, please.


This, you will see, is a copy of an e-mail from someone at Hydro One, Ms. Ognibene, to a J. Harrod (sic) at Owen Sound.  Who is J. Harrod?


  MS. ROBINSON:  Jim Harrold is the chief administrative officer for the City of Owen Sound.


MR. ROGERS:  What is your position?


MS. ROBINSON:  I am the chief administrative officer for the municipality of West Grey.


MR. ROGERS:  Oh, I'm sorry.  So this is Owen Sound.


MS. ROBINSON:  Hmm-hmm.


MR. ROGERS:  Turn to page 15, please.  See, there is another e-mail and that's to C. Coulter.


MS. ROBINSON:  Correct.


MR. ROGERS:  Who is that?


MS. ROBINSON:  Kelly Coulter is the chief administrative officer for the municipality of Grey Highlands.


MR. ROGERS:  Well, I am trying to find Owen Sound here.


I am a little confused about the municipality.  Where are you from, ma'am?  Which one?


MS. ROBINSON:  The municipality of West Grey --


MR. ROGERS:  West Grey.


MS. ROBINSON: -- which -- the affected area, to assist you, if I could, is the former town of Durham.


MR. ROGERS:  Just a second.


All right.  Well, I guess... we will come to Durham in a minute.  Durham is in your region, is it?


MS. ROBINSON:  That's correct.


MR. ROGERS:  I see that your corporation filed a notice of intention to intervene in this proceeding on February 5th, 2008.


MS. ROBINSON:  That's correct.


MR. ROGERS:  That's about six months ago.


MS. ROBINSON:  Well, February, that's correct.


MR. ROGERS:  So you clearly had notice of the process way back in February.


MS. ROBINSON:  Well, the municipality of West Grey, in responding to our concerns, we did get -- we had notice in the paper and we acknowledged that we received notice.


So our municipality is fine in terms of notice.  However, the City of Owen Sound and the municipality of Grey Highlands are contending that they did not receive adequate notice.


MR. ROGERS:  All right.  Thank you, that helps me.


MS. ROBINSON:  You’re quite welcome.


MR. ROGERS:  You will see in this package that I have given to you that they were indeed given notice of this process.


MS. ROBINSON:  Well, what I do see is that there is evidence that that occurred.


What I would ask is, because I do have a colleague in the audience, is whether he would be permitted to come forward and confirm that he -- he could acknowledge this evidence.


MR. ROGERS:  Well, certainly if you would like to do that, yes.


MS. ROBINSON:  I just can't respond for another municipality.  That would be out of scope in my responsibilities.


MR. ROGERS:  I am not sure it is necessary, but I am quite happy if he wants to do that.


MR. KAISER:  Yes, please come up, sir.


MS. ROBINSON:  If I could have reference to that page number, again, please.


MR. ROGERS:  Who is this, I'm sorry?


MR. HENRY:  Glen Henry, director of corporate services, City of Owen Sound.


MR. ROGERS:  So try page 11.


MR. HENRY:  Mr. Chair, if I may.  Mr. Harold, to whom this e-mail is addressed, is city manager of the City of Owen Sound, to whom I report.


If I could just be refreshed on the date of, I think it is the same date, is it not, that the advertisement was in the Owen Sound Sun Times, the notice that was published.


MR. ROGERS:  It appears to say, January 23rd.


MR. SOMMERVILLE:  The document says:  "An advertisement that appears today in the Owen Sound Times."


MR. HENRY:  I think that is the same date of this e- mail, so they coincide.


We were unaware of any prior notice of this, up until the notice was in the paper, and it was at that point that we began to wonder about the implications for the city, and then, of course, our city council was made aware through staff reports of the issue and made certain directions, and we're here today under observer status to observe and to file, on behalf of our city council, jointly with the other municipalities the submission.


MR. ROGERS:  That's fine.  The only point I wish to make here - and, Ms. Robinson, maybe you could respond to this - don't you agree, having looked at these documents, that Hydro One did make an effort to actually contact these municipalities and advise them of the pending rate application and the implications that might be -- that their constituents might be prone to?


MS. ROBINSON:  I don't see any evidence that there is correspondence to the Municipality of West Grey.  Is it contained in your evidence package?  Is there such a document?


MR. ROGERS:  I am talking about Owen Sound.  Owen Sound, you agreed they did do that with Owen Sound?


MS. ROBINSON:  There is an e-mail that would be directed to that city manager.


MR. ROGERS:  Don't you agree that this was obviously an attempt by the applicant to contact the municipality to explain what was happening, and to invite them to enquire further if they had concerns?


MS. ROBINSON:  Well, I would have to read the text of the document to identify that, but I do see that there is some correspondence before me.


MR. ROGERS:  And when you wrote your letter to this Board, you were unaware of this correspondence, were you?


MS. ROBINSON:  That is correct.


MR. ROGERS:  I see.  Then at page 12, there is a very similar piece of correspondence, a little more detailed, to a Mr. W. Moore at Chatsworth.  Do you know who he is?


MS. ROBINSON:  Bill Moore is the chief administrative officer for Chatsworth.


MR. ROGERS:  So, once again, you can see that my client contacted him in an effort to make sure they were aware of what was happening, and inviting them to call if they wanted more information.  Do you agree with that?


MS. ROBINSON:  Fair enough.


MR. ROGERS:  You were not aware of this letter -- or this information when you wrote the letter to this Board?


MS. ROBINSON:  No, no.  That's correct.


MR. ROGERS:  Similarly, at page 15, there is a note here of a call to -- and an e-mail confirming it to - well, we talked about this one - Ms. Coulter at Grey Highlands; right?  Who is Ms. Coulter, again?


MS. ROBINSON:  Kelly Coulter is the chief administrative officer for the Municipality of Grey Highlands.


MR. ROGERS:  So an effort was obviously made by my client to contact them, as well, to inform them about this process and invite them to seek further information, if they wanted to.


MS. ROBINSON:  Okay.


MR. ROGERS:  Fair?


MS. ROBINSON:  Yes.


MR. ROGERS:  You weren't aware of this when you wrote the letter to this Board?


MS. ROBINSON:  No, that's correct.


MR. ROGERS:  You, yourself, don't complain about notice, because you intervened back in February of 2008; correct?


MS. ROBINSON:  That's correct.  We were on top of the issue.


MR. ROGERS:  So you have to admit, don't you, that all of the people that wrote the letters of complaint to this Board were well aware of this application six months ago?


MS. ROBINSON:  The specific issue that's dealing with the fact that it was unfair and unclear notice.  So we have combined two of the issues.


So in one component, the other municipalities are saying that they did not receive notification, and the other issue that we're bringing forward is that the notification in the paper wasn't clear.


MR. ROGERS:  I see.  Are you aware that this Board issues a procedural order directing the company to do certain advertising to publicize its hearings?


MS. ROBINSON:  Yes.


MR. ROGERS:  And you don't quarrel with the fact that the applicant complied with that order?


MS. ROBINSON:  Well, now, I don't think I can answer that fully, because I haven't read all of the procedural documents, of which there are many, so I can't say, as I am not a representative of Hydro One, that you have complied with everything in each of the clauses.


MR. ROGERS:  Well, the fact is I believe -- I'm instructed that not only did my client comply with the usual publication requirements of this Board, which are very stringent, but it went beyond that to publish additionally in local newspapers, including newspapers in your community, beyond what it was required to do in order to ensure that people such as yourself were aware of this application.  Are you aware of that?


MS. ROBINSON:  Well, I am not aware that you went beyond the call of duty in the procedural matters, but I am aware that there were notices published in our local papers.


MR. ROGERS:  All right, thank you.  Ms. Robinson, after you became aware of the application, did you or any of your colleagues contact my client or come and meet with them to find out what the impact might be on constituents of yours?


MS. ROBINSON:  Yes, we had a number of occasions where our staff would contact Hydro One and just get more clarity on the bill and the proposed rate increase.


We had a number of our counsel also do some work, and there was contact through Hydro One.  In addition, we also spoke with representatives of the Ontario Energy Board.


MR. ROGERS:  Okay, good.  Then you got access to all information that you requested from my client to inform you about this proceeding?


MS. ROBINSON:  I think with the questions that we asked, absolutely.


MR. ROGERS:  Thank you.  Let's leave the notice issue for a moment and come to the second complaint that you make, and that is that the -- when the municipalities sold their utilities to Hydro One, the agreements did not contemplate rate increases for the purpose of harmonization.


You are aware of that complaint?


MS. ROBINSON:  Yes.


MR. ROGERS:  Were you involved in the sale of the utility back then?


MS. ROBINSON:  No.


MR. ROGERS:  So you have no firsthand knowledge about what was said or done at that time?


MS. ROBINSON:  I have no firsthand knowledge, as I was not involved in the sale.


MR. ROGERS:  Let's look at -- I think you said Durham was a utility in your municipality?


MS. ROBINSON:  It's referred to as the former Town of Durham.


MR. ROGERS:  I see, all right.  Could you turn to page 8 of that package I gave to you, please?


Now, are you aware that when the utility was sold back - I'm not too sure when it was - about seven or eight years ago, I believe, that of course there were written agreements covering the sale and the obligations of the purchaser and the seller?


MS. ROBINSON:  I am aware of an agreement from our former town; correct.


MR. ROGERS:  This, just to help you, is an excerpt from the agreement dealing with Durham, I am informed, dealing with the issue about rates and rate harmonization.


Could you just take a moment to read that paragraph 4.11?


MS. ROBINSON:  Sure.


MR. ROGERS:  Have you had a chance to read it?


MS. ROBINSON:  Yes.


MR. ROGERS:  Were you aware of this clause before you wrote your letter to the Board complaining about these matters?


MS. ROBINSON:  No.


MR. ROGERS:  Wouldn't you agree that that provision there does not in any way say that in future Hydro One would not apply to have rates harmonized?


MS. ROBINSON:  I guess what I would request is to see the entire document.  This is one clause.  And, also, I would like to draw an obvious -- draw to an obvious conclusion, as I am seeing this evidence for the first time.  It is cold to me.


So that didn't give me enough time to review, as I was able to review the transcripts of July 15th.


MR. ROGERS:  Fair enough.  But, Ms. Robinson, you're the one complaining about this.  Do you have any evidence to offer this Board to prove your assertion that this undertaking was given to your municipality?


MS. ROBINSON:  Pardon me?


MR. ROGERS:  Do you have any affirmative evidence to offer us to prove what you say to be the case; namely, that there was some assurance that this would not take place?


MS. ROBINSON:  That what would not take place?


MR. ROGERS:  That rates would not go up with harmonization.


MS. ROBINSON:  Well, that was not part of the agreement that I reviewed prior to putting this document together.


There was no 4.11 clause in the document that I had --


MR. ROGERS:  But you saw --


MS. ROBINSON:  -- which is why I would respectfully request seeing the entire document.  This is a pulled out excerpt.


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


MS. ROBINSON:  Yes.


MR. ROGERS:  You will see that there are excerpts in this exhibit, which is from another proceeding entirely, which deals with -- I think each one of the utilities signed the letter and they all contain very similar language.


MS. ROBINSON:  What would have been really terrific is if you gave me this document ahead of time knowing that I was coming before the Ontario Energy Board Panel of today's date.


MR. ROGERS:  You knew about it, ma'am.  You read the transcript for that day.  You told us that at the beginning.


MS. ROBINSON:  That's right.


MR. ROGERS:  Now , one of the things you asked this Board to do, I see, is on page 4 of your letter, you asked that the Board order a capital contribution to your municipality to offset the increases that are being sought.  Is that right? 


MS. ROBINSON:  Yes.  It's in -- it is in our document.


MR. ROGERS:  And what kind of a capital contribution did you have in mind? 


MS. ROBINSON:  Well, I guess that would be something for further discussion, but we would be looking at something that -- because the rate increase would be a negative impact on our municipality and the other municipalities that have really a low income, can be characterized as low income, that we would be looking at something that we are concerned with our economic development -- 


MR. ROGERS:  I see.


MS. ROBINSON: -- in this economic slow-down.


MR. ROGERS:  There is no number in mind? 


MS. ROBINSON:  No.  And I think at this point it was really just to bring it forward, and if there was a willingness, to discuss further.  And I think that's appropriate in the spirit of this discussion.


MR. ROGERS:  Okay.  Who do you think should pay you the capital contribution?  Which other customers? 


MS. ROBINSON:  Well, no.  I'm specifically looking at Hydro One. 


MR. ROGERS:  No, but Hydro One just gets recovers its revenue requirement from all of its customers.  So if one customer benefits, other customers must pay for it.  Which group of customers do you say should make the capital contribution to your municipalities? 


MS. ROBINSON:  Again, this is something that we are proposing and that it would be perhaps the next step in the -- in discussion.  We would be -- we're looking at Hydro One to agree that this may be a route to go, and then further discussion would unfold, in terms of how that would occur.


MR. ROGERS:  You haven't given any thought at all as to which other customer group should make up the --


MS. ROBINSON:  No.  Our time was spent just getting prepared for the hearing, but are you looking for a response?  Like, would you like a letter in the next week on that issue?


MR. ROGERS:  No.  I just wondered if you thought about that, and it appears that you haven't.


MS. ROBINSON:  Well, it was a consideration.  But if you were looking for something more detailed, we certainly could provide it in the next week or so.


MR. ROGERS:  No, I don't require it, thank you, but if you would like to write it it's up to you.


MS. ROBINSON:  Okay.


MR. ROGERS:  You were not involved when the utilities were sold by the municipalities you told me that? 


MS. ROBINSON:  Yes, I did say that early on, correct.


MR. ROGERS:  What did the municipalities do with the money they got from the sale of the utility? 


MS. ROBINSON:  What did Owen Sound do? 


MR. HENRY:  Well, the City of Owen Sound placed it into reserve effectively and uses the interest to pay for certain projects, as time goes on and the capital is essentially being left. 


MR. ROGERS:  I see.  So the interest on that investment could help to offset the rate increase that is being applied for here; right? 


MR. HENRY:  Municipal councils have many opportunities to spend their monies in many different ways.


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

Questions from the Board:


MR. VLAHOS:  Ms. Robinson, in terms of the capital contribution that you are seeking, this would apply to all of the acquired companies acquired by Hydro One or just your own municipality? 


MS. ROBINSON:  I wouldn't be so bold as to represent every municipality.  I am here before the Ontario Energy Board in a joint submission with the City of Owen Sound and the municipality of Grey Highlands. 


If we were looking, in terms of potential capital contribution, I would be more than happy to take that before my respective council and have discussions forward on that. 


MR. VLAHOS:  Well, I don't think I am requiring you to do that.  I just am looking for your thoughts on it. 


There were 87 different utilities that were purchased, I guess 88, from Hydro One. 


So is the principal of the capital contribution, the principal itself, should that apply to all of the other acquired utilities which are owned by some municipality? 


MS. ROBINSON:  Well, I think I am before you, very respectfully, that I am only representing three municipalities.  And in an area where we do have low-income, it's an economically depressed area -- thank you very much -- and so I am only representing three municipalities.  So I could only go as far as our three. 


MR. VLAHOS:  All right.  Thank you. 


MS. ROBINSON:  You're welcome. 


MR. KAISER:  Thank you, Ms. Robinson and Mr. Henry.  As you heard, Ms. Robinson, there will be argument, Mr. Rogers will be making argument on Tuesday.  You will be able to hear that, I hope, if the system is working.  In any event, I am sure Mr. Rogers will send you a copy or a transcript.  We will get that to you and you will have an opportunity to prepare your own argument on whatever subject matter you wish.  Board counsel will give you the dates on which that will be due. 


We appreciate your appearing here this morning. 


MS. ROBINSON:  Thank you.  And I appreciate your time as well. 


MR. KAISER:  What's next?


MR. MILLAR:  I am not sure where you would like to go next.  We have panel 4, who is ready to be recalled.  We also have Mr. Vickers here.


MR. KAISER:  Why don't we hear from Mr. Vickers.  Is that satisfactory, Mr. Rogers?


MR. ROGERS:  Yes, that's fine that may be a good way to do it, because I may ask Mr. Roger to comment on what Mr. Vickers has to say. 


MR. KAISER:  Very good. 


MR. KAISER:  Ms. Effendi, are you assisting in this process?


MS. EFFENDI:  Yes, I will, Mr. Chairman, Board Members.  As I mentioned earlier we are not counsel for Mr. Vickers.  We will be assisting the Board as a friend.


MR. KAISER:  I appreciate your assistance.


MS. EFFENDI:  Just so we're all on the same page, Mr. Vickers, during his testimony, will be referring to some exhibits.  Some of which have already been filed I understand on Tuesday by Mr. Thompson:  4.1, K4.2, K4.3.


I have also distributed this morning to Mr. Rogers and to Board Staff copies of three additional documents that Mr. Vickers will be referring to.


MR. KAISER:  All right.  Could we distribute those, please, Mr. Millar.


MR. MILLAR:  Yes.  I have copies for the panel, Mr. Chair.  I think there are three documents.  I will mark them then I will ask Mr. Mather to help me bring them up.


The first is what appears to be a bill for the Hopper Foundry dated March 25th, 2002.  That will be K6.4.

EXHIBIT NO. K6.4:  INVOICE FOR HOPPER FOUNDRY DATED MARCH 25, 2002


MR. MILLAR:  The second is a document dated September, it looks to be 18th, if I am not mistaken, 2000.  It is another bill.  It looks to be for Forest, from Forest PUC, that will be Exhibit K6.5.

EXHIBIT NO. K6.5:   INVOICE FROM FOREST PUC DATED SEPTEMBER 18, 2000


MR. MILLAR:  Finally, there is a letter from the Ministry of Small Business and Entrepreneurship, I think this was already sent to the Board but dated July 14th, 2008, and that would be Exhibit K6.6.

EXHIBIT NO. K6.6:   LETTER FROM MINISTRY OF SMALL BUSINESS AND ENTREPRENEURSHIP DATED JULY 14, 2008


MR. MILLAR:  I will have copies brought up for you.

HOPPER FOUNDRY - PANEL 1


John Richard Vickers, Affirmed


MR. KAISER:  Just give us a moment, Ms. Effendi, to get these documents.


MS. EFFENDI:  Absolutely.


MR. KAISER:  All right.  We have them, thank you.

Examination by Ms. Effendi:


MS. EFFENDI:  Thank you, good morning, Mr. Vickers.


MR. VICKERS:  Good morning.


MS. EFFENDI:  I understand that you have filed your CV as Exhibit 4.3.  I understand that you are an engineer by profession; is that correct?


MR. VICKERS:  Yes.


MS. EFFENDI:  And what is your position at Hopper Foundry?


MR. VICKERS:  I am the sales manager.


MS. EFFENDI:  And where is Hopper Foundry located?


MR. VICKERS:  In the town of Forest, Ontario, which is about 15 minutes this side of Sarnia.


MS. EFFENDI:  Okay.  And could you describe to us, generally, what is Hopper Foundry and what exactly does it do.


MR. VICKERS:  Hopper Foundry is a small, grey iron foundry.  We basically recycle scrap metal products in the form of automotive brake drums, automotive disk brakes.  We melt them down and turn them into new products, which consist of what are termed municipal castings, i.e., manhole covers and frames, catch basins and valve covers, and we also make industrial products.


We make pump parts for several different pump manufacturers here in Ontario.  About 50 percent of our work flows into the Greater Toronto Area.


We also make what are called Ni-hard castings, which are nickel iron casting and are very abrasion resistant, and they typically are used as snowplow shoes and any situation where a very abrasion resistant material is needed.  


We operate on the day shift.  We basically have about six employees on the day shift on the floor, and they spend the daytime making moulds and cores for the moulds and assembling the moulds with cores.


And also in the daytime, we do grinding or finishing, and usually we do our shipping in the daytime.


All of the equipment in the building that is used on daytime is typically low horsepower, one horsepower, five horsepower.  I think we have three 25-horsepower compressors, and that would be the highest motors that are employed during the daytime.


We really do not have an afternoon shift, per se.  The day shift wraps up around 3 o'clock.  The night shift comes in, typically starts to warm up the electric melting furnace.  I should have said we have an electric conduction melting furnace, which is basically a state-of-the-art furnace.


So the night shift warms the furnace up in the early part of the night shift.  They pour the metal into the moulds during the middle part of the night shift, and then in the latter part of the night shift they break open the moulds, segregate the castings from the moulds, take the castings into the finishing area where they will be worked on the following day, and put the sand back into an area where it will be recycled into the sand silo to be used again the following day to make moulds.


MS. EFFENDI:  I heard you say that you use electricity mostly during the night.  Is there a reason why you do that?


MR. VICKERS:  Yes, there is.  Historically the foundry -- very historically, the foundry did its melting using what is termed a cupola, which is really a small-scale blast furnace that used metallurgical coke for the fuel, but around 1978 the foundry put in an electric induction melting furnace.


This is -- it's about the equivalent of a 1,000 horsepower motor.  So it is significantly different than the rest of the motor -- the rest of the power draw that would be used in the daytime.


We found -- I say "we".  The owners of Hopper Foundry at that time found that the Forest PUC could not support both Hopper Foundry and the town during daytime peak operation.  Therefore, the foundry was asked and did move its melting production to nighttime off-peak power draw.


In return for that, it's our understanding that the foundry was given a financial incentive, too, because it was drawing its power in the nighttime, in a sort of symbiotic relationship.  The town would use the power in the daytime.  In the nighttime, when the town is asleep and not drawing power, we draw our heavy power.  That way, we don't place undue loads on the existing power supply equipment or generation equipment.


MS. EFFENDI:  Was there any cost associated to the foundry to work during nighttime, mostly?


MR. VICKERS:  Well, yes, there is.  You basically have to provide supervision at night.


We have a smaller crew at night.  It is typically a three-person crew.  We probably could get away with two or so, but you have to have three as a backup, because you cannot in Ontario, or would not want to, run a two-man operation, because then if one person was away sick, you would be stuck.  So we -- the workers at night are paid a kind of a shift premium.


It's always more demanding doing stuff off-shift like that, because the normal management quality control-type people would not typically be around.  So the way we get around that is my son tries to do double-duty working supervising both the day shift and coming in on the night shift to observe the melt and make sure that the work is done satisfactorily.


MS. EFFENDI:  Thank you.  I heard you speak about the Forest PUC and the agreement you had with them, but before we go there, what is your current electricity billing system?  What is the current billing system you are under right now with Hydro One?


MR. VICKERS:  Consumption is consumption where we pay whatever rates are current.


Our agreement right now sees that we are billed utilizing our daytime demand for our demand charge.  Our nighttime demand is billed at zero kilowatts.


So, typically, in the normal day, we would probably draw 50 kilowatts, plus or minus, of demand.  And in the nighttime, we would normally draw typically 700, plus or minus, kilowatts of demand.


This is consistent with the billing -- I recognize it's called interim time of use right now, but it is consistent with the billing practice that was in place before interim time of use was so designated.  


It's the same billing practice that was used by the original Town of Forest.  They would bill us, again, typically for -- our demand charge was based on approximately 50 kilowatts, plus or minus, and that shows up in the Forest PUC bills as demand, and down at the bottom a group of numbers.


MS. EFFENDI:  Maybe it would be useful, Mr. Vickers, if we look at that bill and do the comparison.  The Forest PUC bill is Exhibit K6.5.


I see that you have provided the Board with a bill for September 15th, 2000 and also for January 15th, 2001.


MR. VICKERS:  Just give me a minute.  Okay, I am looking at the September 15th bill.  Down in the bottom, across a little bit to the right side, you can see - and I apologize for the quality - kilowatt demand 52.1, and up above you see demand charge 400, and it looks like -- I apologize.  It looks like $492.


If I did my math correctly, we are being charged approximately $9.25 per kilowatt to reflect that charge.  52.1 kilowatts times 9.25 comes out to about $492.13.


MS. EFFENDI:  What about the 2001 year -- sorry, year, was that the same system?


MR. VICKERS:  Yes, the quick answer.  I have noted that as P2.  So if you look down at the bottom, you will see kilowatt demand 49.9, and that is -- that, again, is consistent with what is now or typically our daytime kilowatt demand.


I should note that the overall consumption is consistent back in this time period.  September 15th was 27,000 kilowatt-hours total, and January the 1st was 28,470 kilowatts total.


Today, I guess we're a little bit busier, but we're up around 38,000 kilowatts total.


However, there is basically a consistency between the way that Forest PUC was billing us, and then how -- I have to assume that Hydro One purchased Forest PUC some time between this bill in January and March of 2002.


MS. EFFENDI:  Why don't we look at a bill -- your current billing system and I believe that is found at Exhibit K4.2, this PowerPoint slides at page 21.


MR. VICKERS:  Yes.  So what we can see from this, when we looked on item 2, delivery charges which are basically demand based, the volumetric charge is 45 kilowatts, which is typical of our daytime demand times the charge of $4.44 per kilowatt, giving $197.58.


And then the next item is 45 kilowatts, again, which is our daytime demand by $2.04 per kilowatt, giving an additional $90.


I note the third item is actually based on the 719, and that would be our off-peak demand or nighttime demand.  And that number would be typical of our nighttime demand.


MS. EFFENDI:  You indicated to us earlier that you understood that currently you were under this interim time-of-use rate billing system.


MR. VICKERS:  Yes.


MS. EFFENDI:  And if we are to compare your situation today with that of the Forest PUC and the billings that we have looked earlier, is there any difference in your understanding of how you are being billed or you were being billed then?


MR. VICKERS:  Well, basically not.  And I would also include in that the period of 2002, when it is a Hydro One billing situation.


Again, we were being billed for our daytime demand, but not our nighttime demand.


I think I have provided that also.  I apologize I'm not sure what it's called but --


MS. EFFENDI:  I think that is Exhibit K6.4.


MR. VICKERS:  So basically it's a bill from Hydro One to the Hopper Foundry, going back to March 25, 2002.


If you turn --


MS. EFFENDI:  I apologize, I didn't mean to interrupt you, but in 2002 were you under the interim time-of-use?  No?


MR. VICKERS:  No, no.  My understanding is that the so-called interim time-of-use rates began in the fall of 2004, and nominally extended to the fall of 2007.


MS. EFFENDI:  Okay.


MR. VICKERS:  There has been an extension that we remain under to this point.


MS. EFFENDI:  Please go ahead with the 2002 bill.


MR. VICKERS:  I was just going to point out that if you turn to page 2, the various numbers are listed on the top.  You can see the demand kilowatts on peak is 42, and demand kilowatts off peak is 770.


Again, that is consistent with our practice previous to that time and currently.


If you go down to the bottom of the page, you will see that the costs for the 47 kilowatts of on-peak are billed at about $12.38, giving a total of $581.86.


By the way, the rate of $12.38 is consistent with what the Forest PUC was in the year 2001.


Then the important point, I think, is that the costs for the 770 kilowatts of off-peak rate, has been billed as zero.  And this, of course, is 2002.  So it effectively predates the so-called interim time-of-use rates.


MS. EFFENDI:  In the letter that you provided to the Board, and you don't need to turn it up, but it is Exhibit K4.1, you indicated in there that you received in March 2008 a visit from a representative of Hydro One.


MR. VICKERS:  Yes.


MS. EFFENDI:  What was the nature of that visit?


MR. VICKERS:  It was a Mr. Mark Boucher, professional engineer, and he basically presented to us the slide deck that I have included for people.


He walked my son and I through the slide deck, and basically explained that this would be the structure under the new rates currently being proposed by Hydro One.


MS. EFFENDI:  Maybe we can turn that up, that would be helpful, I believe, for Board Members.  I think that is in Exhibit K4.2, page 22, which is the projected bill calculation.


MR. VICKERS:  Mr. Boucher indicated that a method of avoiding the higher costs indicated in the proposed rates would be for us to go and connect to the, what I would term the higher voltage grid, which is the 27,000 volt grid.  And indicated that were we would to do that, the rates would be not all that much changed compared to where we are now.  Certainly massively significantly less than they would be under the proposed rate structure.


MS. EFFENDI:  And if we look at the proposed rate structure, let's compare that to the bill that you are currently paying.


MR. VICKERS:  I believe that is -- I think it is about the 17th page, the existing is called, "Your bill calculated", and the next page is called, "Project bill calculation with proposed rates".


The massive difference is that the volumetric charge would be based on 719 kilowatts, which is typical of our nighttime use.  And the cost per kilowatt would be $8.48, giving a number of $6,092.88 as opposed to the previous number of $197.58 in that slot.  That's essentially a 30-fold increase, or 3,000 percent increase.


In the aggregate, the difference would take us from a bill typically around $3,000 per month, which is what we would normally see, to a bill that is around $9,000 a month with the proposed new rates.


MS. EFFENDI:  You mentioned that Mr. Boucher, if I understand, offered the solution of you going to higher voltage which I understand it to be, you going to the sub-transmission class?  Is that correct?


MR. VICKERS:  Yes.  And he roughed out what that would look like in one of the later pages here.  I apologize but it is in this slide deck.


MS. EFFENDI:  If I can assist with that.  I believe we're looking at page 28, entitled "delivery."


MR. VICKERS:  Oh, I am truly embarrassed.  I must have photocopied that and misplaced it because I don't have that page with me.  Either that or I have it in the wrong spot.


Thank you.  Yes.  This embraces going to the so-called ST class.


MS. EFFENDI:  Okay.


MR. VICKERS:  Now, in practice what that meant was, there would be a running of poles and wires from the higher voltage grid, which is not adjacent to our property.


There would be a purchase of a new transformer, which obviously would go from 27.6 kilovolts down to 600 volts, and then there would be whatever installation and wiring we would have to do, plant-side, plant-side of where Hydro One would bring their poles to.


Mr. Boucher, and I, took a stab at estimating what that would cost and the figure we came up with was approximately $300,000.  That would include the cost of running poles and wire, the cost of buying and installing a new transformer, and the cost of whatever plant wiring changes we might have to do to effect that.


MS. EFFENDI:  Who would be incurring these costs?


MR. VICKERS:  At that point in time, it was quite clear that we would be carrying the totality of those costs.


I have absolutely no negativity against Mr. Boucher.  He carried himself very professionally.  He made sure we knew that he was a messenger only.  He made sure we knew that these decisions were made well above himself.  And he expressed concern for our predicament, but there was no offer of any kind of financial support.


MS. EFFENDI:  Yes, go ahead.


MR. VICKERS:  I am going to, if I may, pick up on a question Mr. Kaiser asked the other day.  It was my understanding that the purpose of this delivery was to speak directly to the differences in the delivery charge.  Not in the slide deck, but afterwards, verbally, Mr. Boucher did recognize that there would also be increases coming at us for the volumetric the -- part of the bill and that these would be phased in over, I believe, a period of four years.  But that aspect is not portrayed in the slide deck.


I believe, Mr. Kaiser, you picked up the other day on why the difference between the existing and the future used the same volumetric rate.  I believe that's the answer there.


MS. EFFENDI:  And did Mr. Boucher offer any assistance, at that time, to put that -- the expenditure that Hopper Foundry would have to incur to change classes?


MR. VICKERS:  Absolutely not.  At that time, it was clear that the expenditure would be borne in the entirety by Hopper Foundry.


MS. EFFENDI:  Is that something that Hopper Foundry can manage?  Is that a possibility?


MR. VICKERS:  Absolutely not.


MS. EFFENDI:  Why not?


MR. VICKERS:  I made clear immediately to Mr. Boucher that we do not have $300,000 in our pocket to spend on this sort of upgrade.


I made clear that we could not accept a price increase going from about $3,000 a month to $9,000 a month without basically seeing that that would probably force our company out of business.


We also, I should say, did make Mr. Boucher aware, at that time, that our oral tradition passed on from the previous owner to us - the previous owner has now passed away - was that we melted at night because the town hydro system could not support both us and the town at the same time.


Mr. Boucher did not seem to be aware of that fact at that time.  He did offer to test that theory by having Hydro One place some meters on our poles.  This work did in fact happen the following week, and I have subsequently been informed by Mr. Boucher by phone that we are, in fact, correct, that if we were to bring our heavy load on to -- into use at the same time as the town would use its heavy load, which Mr. Boucher said is typically from 4:00 p.m. to 8:00 p.m., there would be a voltage problem, otherwise known as a brownout, in the town.


MR. KAISER:  Mr. Vickers, can I ask you something just on that point?


You have mentioned the arrangement that you had with Forest PUC, and then you have provided this bill dated March 25th, 2002 where Hydro One appears to be honouring that arrangement, that is to say billing you nothing for the 770 kilowatts overnight.


So my question is -- and then I realize 2004 you went on this time-of-use price, but how long -- for what period of time was Hydro One billing you zero for the off-peak power?


MR. VICKERS:  Mr. Kaiser, I don't have an exact answer for that.  I have --


MR. KAISER:  You can probably get it from Mr. Rogers.  I am not sure exactly when your client purchased Forest, but I presume the zero continued from the time of the purchase until the time-of-use price --


MR. VICKERS:  And continues.


MR. KAISER:  -- whatever those dates are.


MR. ROGERS:  I don't think so.  Sorry, Mr. Vickers.  I believe Mr. Roger will clarify this when he resumes the stand, but I think there was an interregnum there where there was no time-of-use component.  I don't think they were allowed to provide time of use for a period of time, about two years, I believe, but Mr. Roger can clarify that.


MR. KAISER:  My question is:  How long were you billing zero for overnight --


MR. ROGERS:  Oh, I see.


MR. KAISER:  -- as you apparently were on March 25th, 2002?


MR. ROGERS:  Can Mr. Roger respond directly to you, sir?


MR. KAISER:  Yes.


MR. ROGER:  Mr. Chairman, we would have billed zero from the time we bought Forest until market opening, which is May 2002, because in May 2002 we unbundled the rates and, consistent with the distribution rate handbook, we were not allowed to offer distribution rates on a time differentiated.


So between May 2002 until September 2004, we were billing the appropriate Forest distribution rates based on the 700 kilowatts, because we were not allowed to bill on time-of-use rates.


MR. KAISER:  What was the rate in that period?


MR. ROGER:  It could be $2 per kW.


MR. KAISER:  I see.  So there was a period of time in which you honoured the original deal, if I can call it that, with Forest and billed zero, and then there was a period of time where you billed the $2, and then there was a period of time when you put them on time-of-use pricing?


MR. ROGER:  That's exactly right.


MR. KAISER:  All right, thank you.  I'm sorry, Mr. Vickers, I interrupted you.


MR. VICKERS:  Not at all, no.


MS. EFFENDI:  Following, Mr. Vickers, you were talking about how Mr. Boucher confirmed to you that -- your understanding that there would be a brownout if you were to operate during the day and, more specifically, during peak time.  


Following that confirmation by Mr. Boucher, did Hydro One offer you any other solution or assistance?


MR. VICKERS:  That conversation took place on June 27.  It was a phone conversation.  Mr. Boucher basically told me, one, we were correct with our technical comment about the town not being able to support both us and the town.


Two, he did say at that time that his manager said that Hydro One would bring high voltage power to our site, leaving us to pay for the transformer and whatever installation and wiring charges were needed.


Mr. Boucher -- I again commented to him that we still didn't have that kind of money, being approximately one-half of the $300,000.  Mr. Boucher said he recognized that we would still be looking at a significant expenditure of money and that he felt for us, but this was all he was authorized to offer at that time.


MS. EFFENDI:  In the letter that you sent to the Board on March 14th, at the end of that letter you indicate, and I quote:

"It seems absolutely incongruous we are being punished for having efficiently structured our electrical use."


Can you elaborate on that?


MR. VICKERS:  Well, it is simply my sense that we are having Mr. and Mrs. Ontario install smart meters in their house.


I have to assume that means that we are planning some day to go to time-of-use rates; otherwise, it doesn't make a lot of sense to install smart meters.  And I believe I have heard in these proceedings that there is a ballpark time line of 2011 for that to happen.


From an engineering point of view, the rightness of us using power off peak and the town using it on peak seems so logical that I believe it makes nothing but sense.  We place no demand on the hydro lines or the generation source.  We are using the power in a symbiotic way with the town.


Given the fact that the interim time-of-use rates, the purpose of which was picked up by Mr. Vlahos and by Mr. Sommerville, was to encourage people to move to off-peak power usage, given the fact that I believe I have heard testify (sic) that the Board is, in fact, looking at setting up time-of-use rates for the future, given the fact that Hydro One has promoted companies moving to off-peak power usage, I just feel this is so totally out of step with the way our province should be moving. 


We place no additional burdens on the system by drawing our heavy power during the nighttime. 


MR. VLAHOS:  Mr. Vickers, could I -- could you clarify for me.  You mentioned a couple of times that going to the time-of-use-rates rates regime. 


Are you referring to the commodity?  Or the delivery?  Or both?  Perhaps you can just explain to me, please, what you mean by that.


MR. VICKERS:  I do recognize that there is or can be and oftentimes is a difference in the commodity price.


I think I am just speaking in general, that it makes a lot of sense for industry or those that can to draw their power off peak.  I would not presume to present myself as an expert in how to design rates or to best accomplish that.  But I do believe it is the goal of our society to spread the load of our electrical consumption.


MR. VLAHOS:  All right.  Right now, is the foundry -- you know what they call a RPP customer?  I guess your consumption would not qualify you for that.  You do have interval meter, do you?


MR. VICKERS:  Yes.


MR. VLAHOS:  So you do receive, by melting at night, you do receive the low rate of the three-tier pricing?


MR. VICKERS:  I won't comment on what tier we're on.  I don't present to be an expert.  But we do receive whatever spot market pricing is and I believe that is lower in the nighttime.


MR. VLAHOS:  But I am just trying to make sure I understand this.  Maybe Mr. Roger can confirm now or later on.


The time-of-use pricing does apply to the foundry, Mr. Roger?


MR. ROGERS:  If he doesn't do it now he will do it later, so I will invite him to do it now.


MR. VLAHOS:  Okay.


MR. ROGER:  Mr. Vlahos, if you look at the page 21 of the Exhibit K4.2 where it shows:  Your bill calculated.


MR. VLAHOS:  Right.


MR. ROGER:  You will see there commodity charges of 3.22 cents a kilowatt-hour.


MR. VLAHOS:  Right.  So that is that first tier?


MR. ROGER:  No.  That must be spot market price, because below that you see something called provincial benefit.  If you would be under the RPP or time-of-use, there wouldn't be anything like that, like provincial benefit, because it is all included in the tiered price.


So this must be that the customer is on an interval meter paying the spot market price on an hour-by-hour basis, based on the consumption and then they get the provincial benefit.


MR. VLAHOS:  Right.  Just to simplify it for me.  It is that customer is paying the time-of-use commodity rates.


MR. ROGER:  As the price dictated by the IESO.  Not the time-of-use price that the Board has designed for small consumers.  Because there is also an RPP time-of-use price, that's not this.  This is the IESO spot market price.


MR. VLAHOS:  I see.  Okay.  And that price, based on the slide, page 21, is what you say is -- what is the rate?


MR. ROGER:  It seems to be, sir 3.22, cents a kilowatt-hour, which I am assuming is just every hour of the month --


MR. VLAHOS:  Right.


MR. ROGER: -- times the consumption, divided at the end by what the weighted average price would be.


MR. VLAHOS:  All right.  So if it's about three cents and then that would be about the same level as the bottom of the three tiers in the time-of-use then for commodity?


MR. ROGER:  It's very close.  If I recall it is around 2.9 or 3 cents a kilowatt hour the off peak time-of-use RPP price, that's right.


MR. VLAHOS:  I do recall.  You are right, it was 2.9.  I think it was upped a bit in the last time.


So this customer received the spot price but the IESO for those specific hours in the night.  And they appeared to be, right now in any event, right now to be about the bottom of the time-of-use pricing for commodity for the RPP?


MR. ROGER:  That's very close, correct.


MR. VLAHOS:  All right.  So Mr. Vickers, again, so when you are talking about moving to the time-of-use pricing or rates, you then -- you assume that at some point the delivery portion, as well, would be part of that rate design?


MR. VICKERS:  I certainly hope so, sir.


MR. VLAHOS:  You hope so.  You hope so, but there is nothing that you know of, nothing that you have heard or this Board's work or some other work?


MR. VICKERS:  Certainly not.


MR. VLAHOS:  All right.  Thank you for that.


MR. SOMMERVILLE:  Just a point of clarification.  We're talking about 7:00 to 7:00 as the operating time of the foundry, is that right, the nighttime operation?


MR. VICKERS:  Yes.


MR. SOMMERVILLE:  So that would include some shoulder time too, would it not?  Would that not include the second -- some portion of the second tier, if I can use that word, for the rate design looks at off peak and also a shoulder period which would be approximately 6 cents, I think.  Is that right, Mr. Roger?


MR. ROGER:  That's correct.


MR. SOMMERVILLE:  So we would have from say 8 o'clock or 9 o'clock -- I'm not sure exactly how far the shoulder extends -- but 8 o'clock or 9 o'clock would be at the roughly 3 cents.  And the seven to eight or 9 o'clock would be at roughly 6 cents.  Is that how you would see it?


MR. ROGER:  That's correct.  If we would try to simulate what the RPP time-of-use periods are.


MR. SOMMERVILLE:  Right.


MR. KAISER:  Just on that, can I just -- this 3.22 or 3.2 cents, for the 41,000, that's a blended price, I take it, of usage throughout the month?


MR. ROGER:  That's correct.


MR. KAISER:  That's just not the off peak price?


MR. ROGER:  That reflects every hour of I guess 720 hours of the month, each hour has a different price dictated by the IESO --


MR. KAISER:  Right.


MR. ROGER: -- multiplied by the consumption in each hour.  Then at the end divided that to get a weighted average price.


MR. KAISER:  Right.


MR. VLAHOS:  Mr. Roger, what would it be if the foundry operated -- melted during the daytime?  Any idea? This 3.22 would be higher, but can you just -- can you venture to guess what it would be?


MR. ROGER:  My guess it would be double, because the average price, I believe, for the IESO spot market price between May 2006 and April 2007 was 5.2 cents that is a weighted price that combines every hour of the year.  So includes both peak and off peak.


So assuming that this reflects more or less sort of an off-peak price, to get an average of 5.2 cents, assuming the number of hours is similar, I would venture to say the peak hours alone would be something 6 cents a kilowatt-hour.


MR. VLAHOS:  Okay, thank you.


MR. VICKERS:  Mr. Chairman, if I may, to Mr. Sommerville's question.


It is typical that we have no people in our building at 7 o'clock.  We do not operate a so-called afternoon shift.  People might start to drift in after 8 o'clock to prepare themselves, to start to warm up the furnace, typically around 9 o'clock.


So I believe we are pretty much in an off-peak situation.


MR. SOMMERVILLE:  You would keep the furnace warm all day though, would you not?


MR. VICKERS:  Not at all.


MR. SOMMERVILLE:  You turn it right off?


MR. VICKERS:  Turn it right off.  It is a modern state-of-the-art furnace that can melt from cold very quickly.  It does not need to keep a heel in the furnace.


MR. SOMMERVILLE:  I have little experience with foundries and you know the kiss of death was, if the furnace ever went out, if you ever turned it off, that was -- that created major problems.  But your technology is different, so...


MR. KAISER:  That would be the old days.


MR. SOMMERVILLE:  Yes, the old days, yes.


MR. VLAHOS:  Mr. Vickers, is this unusual for a foundry to operate at night?  The fact that you can, is it because of that, the new technology?  I mean, what do your comparators do, for example, do they operate at night, during the daytime?  Does it vary?   Does it depend on the equipment?


MR. VICKERS:  Foundries with traditional cupola melting would melt in the daytime.


Foundries with electric conduction furnaces, if they're large enough, some of them might operate over a three-shift period.  I would say the largest of them do operate over a three-shift period.


The smaller ones, absolutely, would operate during the daytime, would melt during the daytime.


MR. VLAHOS:  So the --


MR. KAISER:  Sorry.


MR. VLAHOS:  So the other foundries that -- would  operate in the daytime, but you operate at night?


MR. VICKERS:  Correct.


MR. VLAHOS:  All right.


MR. KAISER:  When you made this investment to go to the new technology which you referred to - I forget exactly the date but you gave it to us - was that based upon an understanding that you had with Forest at the time, that you would get this special deal for overnight power or did that just happen independently?  Were the two events related?


MR. VICKERS:  I believe not.  The choice to go to electric conduction melting rather than traditional cupola melting, it is acknowledged that electric conduction melting is more expensive in a cost per pound of metal.  However, it brings some advantages with it.  One has better control over the melt, the chemistry of the melt, because one in fact can hold the bath of metal and doctor it, if that is needed, from a chemical point of view.


And absolutely it is accepted that there is an environmental benefit to everyone.  Traditional cupola melting is messy and dirty and has to be captured for pollution control purposes.  Electric conduction melting is generally considered to be virtually totally clean.


So I believe the decision to go to electric melting was based upon those considerations.


My best guess, our family did not own Hopper Foundry when that decision was made.  My son bought the foundry in November of 2005.


So that decision would have been made by the previous owner, Mr. Christian Hess.  My best guess is that after the foundry started to use this excellent new furnace, it would have immediately become clear with the town that there was a problem, and the deal or agreement would have been made thereafter.


MR. KAISER:  You mentioned that at least based on your understanding - and I guess it is borne out by the documents - Forest PUC recognized there was a benefit to them of your running overnight, and therefore it didn't charge you for overnight power, the zero rate.


And then more recently, you have had this meeting of June 27th with the Hydro One representative, and they, as I heard your evidence, said they would throw $150,000 into the pot.  This was with respect to moving to the higher voltage service.


Did that reflect the fact that they recognized there was an advantage to them of your running overnight, in terms of additional capital costs they might have to make if you shifted to daytime usage, or not?


MR. VICKERS:  A, it was a telephone meeting.  It did not last a long time.  It was Mark Boucher in a call to me.  It probably lasted 15 minutes.  He made it clear that Hydro One did recognize there would be a voltage problem if we melted at the same -- from 4:00 p.m. to 8:00 p.m.


He really did not get into explaining their logic about why they would consider the additional support, I think, other than just they felt it was -- they felt it was a solution.  I think from Mr. Boucher's point of view, he recognized that any rate structures were far above his authority level, and a solution for us would be to connect to the high voltage grid.


MR. KAISER:  All right, thank you.


MR. SOMMERVILLE:  Do you actually melt before 8 o'clock?


MR. VICKERS:  I'm sorry, sir?


MR. SOMMERVILLE:  Do you actually melt before 8 o'clock?


MR. VICKERS:  Not at all.  There is absolutely no melting happening in the daytime whatsoever, sir.


MR. SOMMERVILLE:  Thank you.


MS. EFFENDI:  One last question, Mr. Vickers.  We have filed here a letter that the Board received from the Ministry of Small Business and Entrepreneurship.  It is Exhibit K6.6.  Maybe just for the record, could you explain to us what this letter is about?


MR. VICKERS:  Yes.  When this first hit us, I sent out cries for help in many directions, and one of them was to Mr. Nicholas Wedgewood of the Ministry of Economic Development and Trade, who I know through my work with the Canadian Foundry Association.


Mr. Wedgewood sent, in turn, letters out to various entities.  One of them was Small Business and Entrepreneurship, which used to be a subset of Economic Development and Trade.


And Mr. Langer fortunately knew Hopper Foundry, had been involved in previous projects with them involving government help and assistance, and also helping Hopper Foundry to try and do marketing exercises into Michigan.


So he had a good experience with the foundry.  He had a good experience with our sales level and the fact we're basically a small foundry that has challenges to survive these days, and he offered to write a letter of support.


So basically his letter of support, I think, has come in and he basically outlines that an increase in an electrical bill -- obviously I gave him the relevant figures.  An increase in an electrical bill from $3,000 a month to $9,000 a month - that's a delta of $6,000 or 72,000 over the course of a year - is a major impact to our small foundry.


We only sell about $70,000 a month.  That's not profit.  That is sales.  And he recognized that such an imposition of such a rate would be an undue economic hardship to us and would probably tip the balance in terms of our viability.


MR. KAISER:  Is that the case?


MR. VICKERS:  Yes, sir.


MR. KAISER:  Thank you.


MS. EFFENDI:  Is there anything else you would like to add, Mr. Vickers?


MR. VICKERS:  I just want to thank the Board for giving me an opportunity to come and speak to the Panel.


I just want to say a 300 percent price increase is absolutely not on.  I am not even going to talk about the 30-fold price increase for the specific demand charge, but a 300 percent price increase is just not on.


If you give a customer a 300 percent price increase, you are basically telling them to get lost.  From a customer's point of view, if you give them a -- if they receive a 300 percent price increase, I guarantee you they will immediately look elsewhere for whatever it is you are supplying.


In the case of a government-owned monopoly, if a customer receives a 300 percent price increase, all he can ask and expect is that there is some body to provide oversight and hopefully correct the situation.


We believe that body is the OEB, and that's why we bring you our plight.


MR. KAISER:  Thank you.  Mr. Rogers, would this be a convenient time to take the morning break?


MR. ROGERS:  Yes, this would.


--- Recess taken at 11:08 a.m. 

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

     MR. KAISER:  Please be seated.

     Mr. Vickers, you may not have this answer, it may have to come from Mr. Rogers.  But as of market opening which I guess was in 2002, May 2002; is that right?

     MR. ROGER:  That's correct.

     MR. KAISER:  This company went on a rate, I think it was general service rate.  The zero price stopped.

     MR. ROGER:  That's correct.  They went into general service demand rate for Forest.

     MR. KAISER:  Correct.  And which I saw in the material here.  So let's suppose this time-of-use price hadn't come along, this CDM experiment.  If that hadn't happened, they would, today, be on that rate?

     MR. ROGERS:  Yes.

     MR. KAISER:  What would that rate be today?

     MR. ROGERS:  There is an exhibit that is coming.

     MR. KAISER:  Oh, okay.

     MR. ROGERS:  He can answer it but I was going to do that in redirect examination.  I have an exhibit prepared to help you with that.

     MR. KAISER:  That's fine.  If you are going to come that, we can deal with that in that fashion.  Please go ahead.

Cross-examination by Mr. Sidlofsky:

     MR. SIDLOFSKY:  Mr. Chair, I just have a few questions for Mr. Vickers before my friend takes him through cross.  Thank you.

     Mr. Vickers, just a few questions for you.  My name is

Sidlofsky and I am counsel to AMPCO in this proceeding.

     Sir, I know there was some discussion a little earlier about when your usage starts in the evening, are you in a shoulder hour, or totally off-peak.

     I wonder if I could just take you to page 23 of Exhibit K4.2 of the slide package.

     MR. VICKERS:  I have it.

     MR. SIDLOFSKY:  I'm just wondering if this can help to clear up any uncertainty there might be.  This appears to be a chart indicating your demand for -- I think that is December 21st, 2007 in the copy.

     When I look at this, it looks like your demand started

ramping up sometime between 9 and ten o'clock the evening before, so 9 or ten o'clock the evening of December 20th.

     You peak at roughly 2:00 in the morning; is that right?

     MR. VICKERS:  Yes, sir.

     MR. SIDLOFSKY:  And again, it looks like I'm not going to say your work is done because obviously you have your day shift in as well later in the morning, but it looks like your high demand melting work is done by 5:00 in the morning; is that right?

     MR. VICKERS:  Typically, yes, sir.

     MR. SIDLOFSKY:  So would it be fair to say that the graph at page 23 that shows December 21st, 2007 would represent a typical day?

     MR. VICKERS:  Absolutely.

     MR. SIDLOFSKY:  And if I could just ask you to flip the page to page 24 of that exhibit, this is -- my understanding is that this is a chart showing January of --the period, sorry, December 14th, 2007 to January 16th, 2008; is that right?

     MR. VICKERS:  That's my understanding.

     MR. SIDLOFSKY:  And it seems like the profile that we saw on page 23 does seem to be fairly typical, looking at the spikes in your January -- December to January 2007 to 2008 demand; is that right?

     MR. VICKERS:  Yes, sir.

     MR. SIDLOFSKY:  Now, there was a bit of discussion

earlier, as well, about what would happen to your commodity price in the event that you were operating during the day.

     That is, if the time-of-use program weren't continued, and you shifted your operations to the daytime, I think Mr. Roger gave a rough estimate of the -- of your commodity price.  Do you recall that?

     MR. VICKERS:  Roughly, yes.

     MR. SIDLOFSKY:  And would it be fair to say that the

suggestion was that your commodity charge might double --

     MR. VICKERS:  I heard that.

     MR. SIDLOFSKY:  -- if you moved your operations to the daytime.

     MR. VICKERS:  I heard that.

     MR. SIDLOFSKY:  Judging from your projected bill calculation which is at page 22 of the slide pack, let's just say roughly another $1,300 on your bill for the additional commodity charge.  Would that be fair?

     MR. VICKERS:  I'm sorry, Mr. Sidlofsky.  I haven't perfectly followed you.  Are you on the current bill calculation?

     MR. SIDLOFSKY:  No.  I'm sorry.  That was page 22 and that was your projected bill calculation.  But I would note that the commodity charge really doesn't seem to be too much different between your current bill that's slide -- page 21 of the slide deck and your projected bill.

     MR. VICKERS:  I may have touched on that earlier.

     My understanding was, that when Mr. Boucher presented this slide deck to us, he was really trying to focus on the difference in delivery charges.  Not consumption charges.

     I suspect that's why he left them the same.  The import of the discussion was to show us, A, what would happen with the projected, new rate structure, and then to follow it up by a recommendation that we shift to the higher voltage rate structure.

     MR. SIDLOFSKY:  That's right.  And I wouldn't imagine Mr. Boucher was making any suggestion to you as to what time of day you might want to operate your furnace.

     MR. VICKERS:  At that first meeting, when this was

delivered, Mr. Boucher was not -- did not seem to be aware of this practical aspect that we would have trouble or the town would have trouble if we both tried to operate at the same time.

     So that was not part of his discussion.

     MR. SIDLOFSKY:  Okay.  Well, let's say your projected bill calculation came into being, and I would assume when I look at this that Mr. Boucher's assumption would have been that you were operating at the same time of day because he is showing your commodity charge as being almost identical to your current bill.  Would that be fair?

     MR. VICKERS:  Yes.

     MR. SIDLOFSKY:  A fair assumption?

     MR. VICKERS:  Yes, sir.

     MR. SIDLOFSKY:  Now, if your commodity charge were to

double, then it seems to me that you would be looking at let's say another $1,300 a month in commodity charges, judging from this projected bill calculation.

     MR. VICKERS:  Okay.

     MR. SIDLOFSKY:  So from a $9,000 bill you would be looking at $10,300 bill.

     MR. VICKERS:  Yes.

     MR. SIDLOFSKY:  Sorry?

     MR. VICKERS:  Mr. Boucher did make it clear, in the

discussion, that he was aware of increases in commodity charges, that they were going to be phased in, but that was not part of this.

     MR. SIDLOFSKY:  Right.

     MR. VICKERS:  It was an extra effect.

     MR. SIDLOFSKY:  Okay.  And you mentioned earlier, in your evidence-in-chief, that there are certain additional charges or certain additional costs that you incur by running at night.

     The ones that I heard included supervisory costs, you know, you mentioned that your son has to be there as well to observe the melt.

     You also mentioned a third shift worker to make sure that you have actually got enough people every night to run that plant.

     MR. VICKERS:  Yes.

     MR. SIDLOFSKY:  And my question on that score is: Well, do you have any sense of how much in incremental costs you are incurring to run that plant at night?

     MR. VICKERS:  Mr. Sidlofsky, I apologize.  I have not gone down that path.  I stopped doing that simply with the firm knowledge that I could not really envisage us running in the daytime with the current power situation the way it is.  So I apologize, I did not develop that line of thought.

     MR. SIDLOFSKY:  Well would you need -- that's fair.  But would you need a third person?

     MR. VICKERS:  No, no.  Certainly not.  Our workers are well cross-trained.  So we have multiple people able to do different tasks.

     But as I said, when we -- we could accomplish the nighttime work of melting and pouring with two people.  But you can't run a business with two people, because inevitably someone will not show up in a given day and you can't have one worker in a plant by himself.  You wouldn't want to.  So we carry a third person on night to make sure we always have a back-up.

     MR. SIDLOFSKY:  If you were melting during the day -- I appreciate that you seem to be keenly aware of the overall technical problem with that, in terms of the Forest distribution system -- but if you were running your furnace during the day, would you need a third worker like you do at night?

     MR. VICKERS:  Well, no.  Because they would already be

there.  Because during the day shift we typically carry six

people.

     MR. SIDLOFSKY:  I am assuming that third worker costs you more than $1,300 a month?


MR. VICKERS:  Oh, yes.


MR. SIDLOFSKY:  And you have also got supervisory costs --


MR. VICKERS:  Yes.


MR. SIDLOFSKY:  -- by running in the evening, as well?


MR. VICKERS:  Yes.


MR. SIDLOFSKY:  Okay.  So my question is:  Do you start getting to the point where technical concerns aside, technical concerns regarding the distribution system aside, does it become more economically advantageous to you to run during the day?


MR. VICKERS:  If the technical problems of us and the town running at the same time are taken out of the equation, yes, it becomes more economical for us to run during daytime.


MR. SIDLOFSKY:  Okay.  So it's cheaper to your company to run when all of the other foundries run, which is during the day; is that right?


MR. VICKERS:  Yes.


MR. SIDLOFSKY:  But you also know if you do that, that this system can't accommodate both you and the town?


MR. VICKERS:  Correct.


MR. SIDLOFSKY:  Thank you, sir.  Those are my questions.


MR. KAISER:  Thank you.  Mr. Rogers.

Cross-examination by Mr. Rogers:


MR. ROGERS:  Thank you.  Mr. Vickers, over the break, I gave to you, and I am going to ask to file with the Board, a copy of an e-mail from Mr. Mark Boucher to you dated June 27th, 2008.  Do you have that, sir?


MR. VICKERS:  Yes, sir.


MR. ROGERS:  I understand that following the conversation you told the Board about with him, you asked him to send an e-mail confirming it and he did so?


MR. VICKERS:  Yes, sir.


MR. VICKERS:  This is it.  This is the first message.


MR. ROGERS:  Yes.  This is a copy of an e-mail confirming the conversation that Mr. Vickers told us about, and you will see it is pretty faithful to what Mr. Vickers said took place.  Could this be given an exhibit, please?


MR. MILLAR:  Yes, Exhibit K6.7.  It is the e-mail from Mr. Boucher dated June 27th, 2008.

EXHIBIT NO. K6.7:  E-MAIL FROM MARK BOUCHER TO MR. VICKERS DATED JUNE 27, 2008.


MR. ROGERS:  All right.  Thank you.


Mr. Vickers, I just have a few questions for you, sir.  You said that you -- your son, I guess, bought the business in November of 2005?


MR. VICKERS:  Yes, sir.


MR. ROGERS:  I take it, then, it's a family-owned business, is it?


MR. VICKERS:  My son is the owner of record.  Myself and my wife are investors to our son.


MR. ROGERS:  I see, all right.  It is a private company, obviously.  You don't have any financial information in the public domain that I could see?


MR. VICKERS:  We're not a public company, sir.


MR. ROGERS:  You told us about the furnace that you use, and when was that purchased by your predecessor?


MR. VICKERS:  I believe the original furnace was purchased around 1978, I believe.


MR. ROGERS:  I thought you said that.  And this furnace, was a fairly common type of small quick start furnace that was employed in the business in those days, wasn't it?


MR. VICKERS:  Allow me to augment.  A newer slightly larger furnace was installed I believe around 1992.


MR. ROGERS:  I see.


MR. VICKERS:  The original was a 2,000 pound bath.  The second one was a 2,600 pound bath, but...


MR. ROGERS:  So the original, the 1978 furnace has been taken out of service and a new one replacing it, or do you run both of them now?


MR. VICKERS:  Oh, no, it was taken out of service.


MR. ROGERS:  The furnace we're talking about is about 1992 vintage?


MR. VICKERS:  Yes, sir.


MR. ROGERS:  I see, okay.


Now, we understand your plight, for what little comfort that may be to you.  And I think Mr. Boucher, you have been quite candid in saying that he did his best to try and help you out here?


MR. VICKERS:  He expressed his concern and his feeling.


MR. ROGERS:  He came to meet with you, and then as I understand, from what you told us and what this memo K6.7 indicates, is that Hydro One, in view of the situation, was prepared to make its own investment to bring the line to your property line?


MR. VICKERS:  This is the first indication I have of that in writing, Mr. Rogers.


MR. ROGERS:  Yes.  All right, but that's what you told us the conversation had been?


MR. VICKERS:  Yes.


MR. ROGERS:  This confirms it; correct?


MR. VICKERS:  Correct.


MR. ROGERS:  Now, if that was the case, what is your understanding as to what kind of capital investment you would have to make in order to be on the new rate?


MR. VICKERS:  We have only done a rough guess, but we think it would be in the realm of $150,000.


MR. ROGERS:  I see.  All right.


You also filed this morning a letter from Mr. Langer of the Ministry of Small Business and Entrepreneurship.  I think you said you had been working with him over the years?


MR. VICKERS:  Mr. Langer has worked with Hopper Foundry over the years, but that work predates my family's ownership of the foundry.


MR. ROGERS:  I see.  I don't want to pry into your confidential financial affairs, because I understand it's a private company, but would it be fair for me to conclude that the company has been in a kind of precarious -- in a precarious predicament for some years?


MR. VICKERS:  I would say it's a borderline operation.  It makes money some years, loses it others.  It basically is typical of many small businesses, I believe.


MR. ROGERS:  All right, sir.  Thank you very much.


Have you considered -- have you had time to consider yet whether you might be prepared to make that $150,000 investment to upgrade your system and connect to the new line?


MR. VICKERS:  We haven't done any heavy discussion about it.  I know, frankly, the -- for us as a family to come up with that investment is not on.


If we were forced to make that investment, we would have to look into some form of government support or grant or assistance in some fashion.


MR. ROGERS:  A small business development loan or something like that, you mean?


MR. VICKERS:  Something like that, sir.


MR. ROGERS:  You haven't had a chance to look into that yet, I take it?


MR. VICKERS:  Correct.


MR. ROGERS:  All right, sir.  Thank you very much.  Those are my questions.  I think the best way for me to deal with some of the other issues that Mr. Vickers raised is to have Mr. Roger address it directly, which I intend to do.


MR. KAISER:  Thank you.


MR. MILLAR:  Mr. Chair, next up, I think we intended to go to Milton.  I understand Mr. Thorne is here.  I'm not sure if his counsel is here, however.


UNKNOWN FEMALE:  (Inaudible)


MR. MILLAR:  It is Mr. Mathias who is going to be representing Mr. Thorne today, but is he here?  I take it he's not.  I heard from him this morning and he said he would be here by 11:30 or so, so...


MR. KAISER:  Why don't you phone him, and, in the meantime, I guess we will continue with Mr. Rogers.


MR. ROGERS:  That's fine.  I have a suggestion.  First, panel 4 is not yet completed and I know Board counsel has questions for panel 4, but I would be quite willing to deal with Mr. Roger now on the Hopper Foundry issue while it is fresh in everyone's mind.


MR. MILLAR:  Yes, that's a good idea.  I will call Mr. Mathias.


MR. ROGERS:  Could we empanel Mr. Roger without the other members just for this purpose?


MR. KAISER:  Yes, certainly.

HYDRO ONE NETWORKS INC. - PANEL 4A


Michael Roger, Previously Sworn


MR. ROGERS:  Now, I do have an exhibit which just addresses the very question you asked, Mr. Kaiser.  Maybe I could file that now and I will have Mr. Roger explain it to us.


--- Document passed to Board Panel Members.


MR. KAISER:  I wonder if we could give -- we have two documents.  We should mark the -- I don't think we marked the January 27th e-mail from Mr. Boucher to Mr. Vickers.


MR. VLAHOS:  I think we did.


MR. KAISER:  We did?


MS. COCHRANE:  K6.7.  And this will be Exhibit K6.8, Forest general service demand build customer impact.  I believe that is what this document appears to be.

EXHIBIT NO. K6.8:  Document entitled:  "FOREST GENERAL SERVICE DEMAND BUILD CUSTOMER IMPACT"

Examination by Mr. Rogers:


MR. ROGERS:  Now, Mr. Roger, you heard Mr. Vickers' testimony this morning?  


MR. ROGER:  Yes, I did.  


MR. ROGERS:  Did you prepare or did you give some consideration to what the impact on the Hopper Foundry would be, had they not been on the temporary time-of-use rate?  


MR. ROGER:  Yes, I did.  


MR. ROGERS:  And can you explain to the Board, please, if the time-of-use rate had not been in place, what would the rate impact that the Hopper Foundry faces now look like?  


MR. ROGER:  If I can show, direct the Board to different exhibits to be able to demonstrate that?  


MR. ROGERS:  Yes.  


MR. ROGER:  We have the first exhibit that I will be referring to is Exhibit G1, tab 8, schedule 2.  


MR. ROGERS:  Do we have to turn these up to follow this?  


MR. ROGER:  No.  If you trust me that I am reading correctly, no. 


MR. ROGERS:  I am prepared to do that.  I can't speak for others, but -- 


MR. KAISER:  We all trust you.  Carry on.  


MR. ROGER:  Thank you.  


On page 12 of that table 2, we are showing the impact to a customer of Forest for a general service demand build customer, based on average consumption, and it shows there that the impact is 8.9 percent.  This is based on the average consumption for Forest.  


In Exhibit G2, tab 5, schedule 6, page 64, we are showing there the impact for a customer currently in Forest that would move to the general service demand billed customer, and it shows there the current bill and the proposed 2008 bill.  


Under the current bill you may be able to find also the valuable charge is $4.44 per kilowatt, which is consistent with what was shown by Mr. Vickers in the sample bill.  


So in this table here we're showing impacts at different levels of consumption.  


The closest level that we could find here to Mr. Vickers' operation would have been the one that shows consumption of 500 kW, 28 percent load factor, 100,000 kilowatt hours.  I believe the Hopper Foundry operates on an even lower load factor but that is the closest I could get.  


Here, the impact in 2008 shows us 12 percent.  So compared to the average consumption of 8.9 percent, the impact to a customer similar to Hopper -- not quite the same, but similar -- would be 12 percent, which is roughly 3 percent higher than the average.  


Again, this is from their current Forest rates in 2007, general service demand bill, to the proposed 2008 rates, the first year of the phase-in.  


Then I can show the impact, again for an average customer of Forest of going to the target rate, and that can be found in Exhibit G1, tab 7, schedule 2.  On page 5, for a general service demand billed customer of Forest, the total impact is 11.7 percent.  This is now the impact of their current 2007 rates to the target rates in 2011.  


And assuming that the relationship that continues in 2008 between the average consumption and a similar customer to Forest which was -- the differential was around 3 percent, I have estimated then the impact to a similar customer in Forest, operating like Hopper, of the target rate would be 3 percent higher than the 12 percent shown here, so around 15 percent.  


What I was trying to illustrate here, that the impact to Forest, the large impact that they are being faced with is mainly because of the billing quantities being moved from the maximum demand during the peak period to the total clock of 24-hour clock.  The impact of the harmonization I estimated to be around 15, 16 percent on total bill.  


So the remainder impact is entirely due to a change in the billing quantity from time-of-use to the standard billing quantities being used for all other customers.  


MR. ROGERS:  And is that information that you have just given us summarized on K6.8?  


MR. ROGER:  That's correct.  


MR. ROGERS:  So just so I understand this, then.  I think we heard earlier that the -- after market opening, time-of-use rates were not available to Hopper Foundry or any other customer.  Am I right about that?  The time-of-use rates were not available from May of 2002 to September of 2004?  


MR. ROGER:  That's correct.  They were not available. 


MR. ROGERS:  So during that time, the Hopper Foundry would have been on, what rate?  


MR. ROGER:  The applicable Forest rate for a general service demand billed customer.  


MR. ROGERS:  Right.  So the Hopper Foundry, then, but for the time-of-use rate experiment, if it was on the G2 rate, would be looking at an impact, now, of, what, 13 percent or so a year, did you say?  


MR. ROGER:  Around 15 percent. 


MR. ROGERS:  Fifteen percent.  If that were the case it would be subject to the mitigation measures -- no, it would not, because it is the average.  But a 15 percent increase they would be facing now; right?  


MR. ROGER:  Fifteen percent over four years, right.  And 12 percent on the first year, right. 


MR. ROGERS:  So 12 percent on the first year.  Then 3 percent over the remaining three years?  


MR. ROGER:  That's correct.  


MR. ROGERS:  Can you help us with roughly what kind of dollar increase that would represent in the case of Hopper Foundry?  


MR. VLAHOS:  On what base, Mr. Rogers?  Is this on the current bill?  Or is it on the proposed bill?  


MR. ROGERS:  What I was looking for was just some idea of what the dollar impact would be, had those time-of-use rates never been implemented and we were looking at the increase now, based -- just like everybody else in the system, if it wasn't based on a time-of-use starting point, what kind of dollar impact would it have for this foundry.  


MR. ROGER:  I think what I can do is, in Exhibit G2, tab 5, schedule 6, the example that I used of a customer at 500 kW and 100,000 kilowatt-hours, which is close to what the Hopper Foundry uses, and I mentioned the impact was 12 percent on total bill.  That's around $1,300.  


MR. ROGERS:  Per?  


MR. ROGER:  Month.  


MR. ROGERS:  Month.  All right.  Thank you.  


I think you said earlier that the Hopper Foundry was  -- there are no other Hopper Foundries out there, it's a completely unique situation so far as you are aware?  


MR. ROGER:  The impact is unique.  There are other furnaces, but the impact, as a result of the proposal is unique because we're changing the billing quantity.  Not only the price.  


MR. ROGERS:  That's what I meant.  I mean the dramatic increase that he is obviously facing, because of the combination of circumstances, you don't have any concern that that would be replicated anywhere else in your system, do you?


MR. ROGER:  No, I don't.


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


I wanted to ask you in redirect, you got into this the other day a little bit about the range of impacts for those who are not average customers.  Do you recall the conversation you had with Mr. Thompson a few days ago?


MR. ROGER:  Yes, I do.


MR. ROGERS:  He basically asked you, Well, that's fine.  Your mitigation measures look at the average consumption customer, but what about those that are not average?


I wonder, is there any comfort you can give to the Board concerning the range of impacts that might be expected, based on the information that you have filed with the Board, to give some assurance that there is not likely to be huge increases of large amounts for customers because of this proposal?


MR. ROGER:  The largest percentage increase would result with very low levels of consumption when the impact is just the change in the fixed charge.  So that's --


MR. ROGERS:  You talked about that with Mr. Warren the other day.  So in the residential class, for example, what assurance, if any, can you give us that residential customers will not be facing large dollar increases because of these proposals?


MR. ROGER:  There is in the evidence an interrogatory that shows the impacts at different levels of consumption for residential customers of the target rate.


And I can walk the Board -- I can look at Arkona, which happens to be the acquired LDC with the highest average residential impact at 30.9 percent based on average consumption, that the impact at lower levels of consumption is percentage-wise higher, but dollar-wise is lower.


MR. ROGERS:  All right.  That evidence is all prefiled and available --


MR. ROGER:  Yes.


MR. ROGERS:  -- for review?


All right, I think those are the questions I have on the Hopper Foundry issue and the impact issue.  Thank you very much.


MR. KAISER:  Mr. Roger, you filed this e-mail of June 27th and we heard from Mr. Vickers that one of your proposals to assist Hopper was to subsidize, if I can use the term, the movement to the high voltage system in the amount of $150,000; correct?


MR. ROGER:  That's correct.  If he moved the consumption to the peak period, we would have to upgrade the system.  That's my understanding.


MR. KAISER:  And you heard the discussion that Mr. Vickers had with Mr. Sidlofsky that he could, in fact, reduce his costs by moving to the day by some amount.


So my question is:  What benefit to Hydro One is there to having Hopper stay on the evening shift?  Well, let me rephrase that and put it differently.


The $150,000, was that based upon some saving that you calculated that might accrue to Hydro One, or was it just generosity?


MR. ROGER:  The $150,000 represented the cost that we would have to incur to upgrade the system to be able to deliver to Hopper Foundry 27.6 kV service.


MR. KAISER:  I know.  But originally the proposal, as I heard the evidence, was he had to pay it all.  You came back and said, Listen, tell you what.  We'll pay half of it and you pay half of it.


So your willingness to invest $150,000 was solely for the benefits of this one customer, I assume, or were there other benefits?


MR. ROGER:  It was solely in response to the customer saying that if he moved his consumption to the peak period, we would have to upgrade the system.  And that's a cost estimate for Hydro One of upgrading the system to be able to accommodate Hopper during the day.


MR. ROGERS:  Mr. Kaiser, if I can help, I believe -- and I can get better information for you, if you like, but I think there is a system or a protocol in place that determines who is responsible for what under what circumstances.  It may be -- I think it is in one of the codes.


MR. KAISER:  I see.  So this was an obligation on your part, in any event?


MR. ROGERS:  As it turned out, yes.


MR. KAISER:  I misunderstood.  I thought the initial proposal was the customer had to pay the whole $300,000?


MR. ROGERS:  I think that was it, because I don't know that Hydro realized the restriction on the line, and they did the test and found out that that was in fact the case.  That being so, the rules dictate that they contribute half of the cost to bring the line to his property line.  I think that is a fair summary.


MR. KAISER:  I understand.


MR. ROGERS:  He will be back on the panel, by the way.


MR. KAISER:  All right.  Well, I guess Mr. Roger will be back.  I suppose we should hear from Milton, and then we will come back to your panel after that.  Thank you.


[Mr. Roger withdrew]


MR. MILLAR:  I think we have Mr. Mathias here now with Mr. Thorne, so perhaps he could come to the witness stand.

MILTON HYDRO - PANEL 1


Don Thorne, Sworn

Examination by Mr. Mathias:



MR. MATHIAS:  Good afternoon, Mr. Chairman and Members of the Board.  My name is Carlton Mathias.  I'm appearing this afternoon in place of Mr. Tom Brett, counsel for Milton Hydro, who is an intervenor in this proceeding.  And I wanted to thank the Board, first off, and my friends for their scheduling accommodations today.


I propose to call one witness, Mr. Don Thorne, who is the president and CEO of Milton Hydro, and I propose to qualify him first with his CV, which I believe has been filed.  I might ask Board Staff's assistance as to whether that needs to be made an exhibit.


MR. MILLAR:  I don't think it does if it has been prefiled.


MR. MATHIAS:  Okay.  Mr. Thorne, if you have a copy of your CV in front of you --


MR. THORNE:  Actually, I don't, but...


MR. MATHIAS:  You don't?


[Mr. Mathias passes document to Mr. Thorne]


MR. MATHIAS:  I understand, sir, that you are the president and CEO of Milton Hydro and you have held that position since 2000?


MR. THORNE:  Since -- yes, that's correct.


MR. MATHIAS:  And I understand much prior to that, you received your professional engineering designation in 1973?


MR. THORNE:  Correct.


MR. MATHIAS:  And have worked in the Ontario electricity sector since that time?


MR. THORNE:  That's correct.


MR. MATHIAS:  Also, in looking at your CV, sir, I see that you have been a member of a number of boards and committees and, in particular, some with the Independent Electricity System Operator and the Electricity Distributors Association.  


And could you tell us a bit about the committees you have sat on with respect to the Electricity Distributors Association?


MR. THORNE:  I guess most of those were around the -- in the rates area.  Yes, most of them were involved in the various rates issues of the day.


MR. MATHIAS:  Thank you.


As you are aware, sir, Milton Hydro has filed written evidence in this proceeding, and can you tell me under whose direction or control that evidence was prepared?


MR. THORNE:  Mine.


MR. MATHIAS:  I understand that Milton Hydro also answered a number of interrogatories that arose out of this proceeding; and can you tell me under whose direction or control the answers or responses to those were prepared?


MR. THORNE:  Mine.


MR. MATHIAS:  Thank you, sir.


Mr. Chairman and Members of the Board, I wanted Mr. Thorne to give a little bit of a summary of his evidence, and have him available for questions from the Board and my friends.


I wanted to talk about sort of three areas of questions, and the first is to have you articulate or summarize Milton Hydro's main concern or complaint in financial terms, and then Milton Hydro's understanding of how this has come about, and thirdly, then, what Milton Hydro says may be a solution, as I understand the evidence, as set out.


So if you could tell us in kind of a stark financial terms the concern Milton Hydro has with respect to the cost allocation and rate design.


MR. THORNE:  If I could direct the Board to Milton Hydro's response to the Board Staff's interrogatories dated May 12th, page 6.


You will see there, mid-page, there is a line that says, "Shared LV lines", and then another line below it saying, "Specific LV lines".


On the far right, you will see the dollar amount --dollar amounts.  And if you take the ratio of those amounts that gives you an idea of the, what we would consider overpayments that the consumers in Milton have made over the period relative to what they should have paid -- "should have paid" meaning the specific LV line charges are based on circuit length.  Whereas shared LV lines are based on load.


Our argument, primarily, is that in this particular case, with regard to the supply out of Hydro One's supply to Milton out of Palermo, their Palermo transformer station, is that the charges should have been based on circuit length.


If you look at the specific LV lines that would be approximately the charges -- that would be approximately what consumers in Milton currently pay for similar service as supplied by -- through Milton Hydro-owned circuits.


So I mean that's sort of the fundamental issue here, that there's been a miscategorization, whatever, of these LV lines.


In addition, and this is I guess what started all of this is Hydro One have offered to sell us, sell Milton Hydro the circuits in question, the five -- the M1 and M3, a portion of those which they own on their property, 240 metres worth of double-circuit pole line; and they have offered to sell us these so-called shared LV lines for about $220,000 - which is considerably more than the replacement cost - and give that these circuits have been there for 25 years or so, considerably even more than what their book value is.


Of course, that is another issue, is the sale price.


MR. MATHIAS:  Mr. Thorne, if I could ask you to turn up your main evidence, which I understand was filed on April 24th.


At the back of that, there is a map which you had included as part of your evidence.


Do you have that handy?


MR. THORNE:  I am sure I do.  Actually, the map is not attached.  As an alternative...


[Mr. Mathias passes document to Mr. Thorne]


MR. THORNE:  All right.


MR. MATHIAS:  I believe I see that members of the Board have the map in front of them.


MR. KAISER:  Yes, we do.


MR. MATHIAS:  Mr. Thorne, if you could perhaps illustrate which are the shared LV lines that you're talking about, just so that we understand the sort of moving pieces and static pieces on that map that will help the Board staff understand your evidence.


MR. THORNE:  Yes.  So we're talking about he M1 and M3 feeders, these are Milton Hydro feeders.  The portion that have been designated shared LV lines are the -- you have coloured maps?


MR. MATHIAS:  I believe the Board does, yes.


MR. KAISER:  Yes, we do.


MR. THORNE:  Are the light brown sections.  So that's 0.24 kilometres.  And it's our understanding that -- that these 0.24 or 240 meters are on, fully on Hydro One's transformer station property.


So that's the shared portion that we're talking about.  If it's of any value, you will also notice there are two other circuits that go into Burlington, through Milton, that are also considered shared.  And they run, you can see that's the M5 and the M6.  M5 and M6.  Those are also considered shared.


And oddly enough -- let me see if this is done correctly.  The -- there are two feeders.  Well, the seven and eight, which appear -- which according to Oakville Hydro had been designated shared also.  That would be approximately the same distance, the 0.24 kilometres as with Milton that they had been -- they have also been paying shared LV rates for those, which is obviously inconsistent, I think we said that in our evidence, with what we understand Hydro One's definition of shared LV is, but...


But in any case, in terms of Milton, it is just M1 and M3 that short lined section on Hydro One property.  As soon as the feeders exit on to the road allowance, then they're owned by Milton Hydro.  And of course everything beyond that is owned by Milton Hydro.


MR. MATHIAS:  Coming to the end, Mr. Thorne, what would Milton Hydro rather have declared about these two lines this M1 and M3?  I am taking you to, for the benefit of the Board, the last page of the main submission.


MR. THORNE:  What we're saying is probably neither definition, depending on how you want to either specific or shared actually fit our situation.  And, therefore, probably what we would be looking at is -- not that it matters at this point -- would be dedicated status which is more in akin with the specific LV lines, in terms of the way pricing would have been structured and therefore, on a per-kilometre basis, and that's what we would like to see, and amounts that have been overpaid, recovered.  And going forward, of course, we -- I mean, there are issues for the Board here, because I understand that there are other utilities that have purchased shared LV lines at very high prices relative to their value, and, as we said in our evidence, it would be -- it would make no sense for Milton Hydro to pay $220,000 for -- well, let's say for feeders that had a maximum value of about $30,000, and then put that into our rate base.  That certainly is not in the interest of consumers and we would not support that.


At the same time, we would not be willing to pay $220,000 for these assets, and then of course have our shareholders absorb the difference between that and the actual value that the Board would like these deemed as being appropriate to go into our rate base.


So we would be looking at -- besides recovery of overpayments, we would be looking at a purchase price that reflected the value of these assets.


MR. KAISER:  Mr. Thorne, let's assume for the sake of discussion that the purchase price was worked out to your satisfaction.  Does the overpayment issue still exist?


MR. THORNE:  In my mind, it does, and it certainly does for -- you know, since we brought this issue forward.


MR. KAISER:  When would that be?


MR. THORNE:  I guess it would be early 2007 when I first wrote to the Board.


MR. VLAHOS:  Mr. Thorne, I just want to make -- I had a similar question.  What is the precise relief on the recovery of overpayment?  I am looking at page -- sorry, this is a response to a Board Staff interrogatory.  There's only one here.  It's page 6 of 6.


I think your counsel took us to that.  I'm not sure precisely what is the relief that you're seeking, the so-called recovery of overpayment.  What is the precise amount?


MR. THORNE:  I guess the bottom -- the minimum bottom line would be the number at the bottom, is $615,200.  That's an estimate at this point.


MR. VLAHOS:  Right.  This is to cover what time period?


MR. THORNE:  This would be to a period up to the end of 2007.


MR. VLAHOS:  From?


MR. THORNE:  Oh, May 1st, 2002.


MR. VLAHOS:  From 2002?


MR. THORNE:  Yes.


MR. KAISER:  Didn't you just say that you -- the 2007 date that you just gave me, that was the end date, not the start date, for purposes of calculating overpayment?


MR. THORNE:  The end date, in terms of what has been submitted, was the end of 2007, unless I misunderstood your question.  What I think -- in terms of recovery, what I think would be reasonable - and I don't have the numbers here - would be from the time we brought this forward, and whatever incremental costs our community has experienced since that time would be recoverable.


I mean, I certainly could argue that the whole thing should be recoverable, because this is a complex issue.  It's not an issue that Milton Hydro Distribution would pay a lot of attention to, because it's a pass-through item for Milton Hydro, these charges, and our sort of primary concern looking at it financially would be from a variance account perspective.  This is not anything that affects Milton Hydro's profit or loss.


MR. VLAHOS:  So if you were to recover some monies, then you are proposing that those monies would be captured somewhere and refunded to Milton's customers?


MR. THORNE:  Yes, yes.  We would seek Board direction on how you want to do that, but this money would go directly to Milton Hydro customers and not to Milton Hydro.


MR. VLAHOS:  That request is in your prefiled evidence, is it, because I just have not picked it up?


MR. THORNE:  That's a good question.  I am not sure.  Certainly you could conclude that from what we have filed.


MR. VLAHOS:  That's fine, that's fine.  You are testifying to that effect today, so that's fine, sir.


MR. THORNE:  Yes.


MR. MATHIAS:  Those are all of the questions I had for Mr. Thorne, Members of the Board.

Questions from the Board:


MR. KAISER:  I just have one, Mr. Thorne.


You say -- and this is the conclusion on page 7 of your evidence.  I guess it goes to what Mr. Vlahos was asking you about, the conclusion.


You say Milton Hydro proposes that the Board declare M1 and M3 to be specific LV lines; alternatively, create a new category for the LV-dedicated lines which would bear charges equivalent to the LV lines.


I take it an alternative is you would be allowed to purchase the assets at fair market value?


MR. THORNE:  Yes.  I mean, we're asking that that issue be dealt with.


MR. KAISER:  So what's your preference?


MR. THORNE:  First of all, we want to purchase to end all of this nonsense.


MR. KAISER:  All right.


MR. THORNE:  We did not purchase, because the price was ridiculous.


MR. KAISER:  No, I understand.  If we turn our mind to that, if that is your preferred relief here, what you're asking for, you also want us, as we clarified, to deal with the overpayment at least starting from the point that you brought it to the Board's attention, this 2007 date?  You would be content with that?


MR. THORNE:  Yes.


MR. KAISER:  I suppose that amount could be treated as a credit on the purchase price, or does that work?


MR. THORNE:  It would, and it would end up being of course a payment to -- I believe Milton Hydro's consumers paid $183,000 in 2007 for the use of this -- these 240 metres of pole line.


MR. KAISER:  Mr. Rogers, do we know the value of these assets on your client's books in your rate base?  I mean, is that information available?


MR. ROGERS:  I am sure it is available.  Whether it is filed, I don't know, but I am sure it is available.


MR. KAISER:  All right, thank you.


MR. VLAHOS:  My question, I don't know whether -- Mr. Rogers, in terms of the Board's jurisdictional authority to -- I just don't know where we're going with this and we don't have to deal with it right now but --


MR. ROGERS:  I didn't realize until this morning that this was a negotiation today.  I thought it was a matter of some evidence.  I haven't thought about it very much, but I doubt you have jurisdiction to order some of the things that is being requested of you.


MR. VLAHOS:  Well, specifically in terms of the purchase price I'm thinking of, but we can leave that for later.


MR. ROGERS:  I do have some questions.


MR. KAISER:  Yes, of course.


MR. ROGERS:  But I would like -- would it be a convenient time to break for lunch, because I would like to take some advice.  I expected Milton to come this afternoon and there was a change to this morning.


MR. KAISER:  The only possible difficulty, I thought, Mr. Mathias, that you and your client had other commitments and were you anxious to finish this up as quickly as you could?


MR. MATHIAS:  I think that was the hope for -- to accommodate Mr. Thorne.


MR. KAISER:  Yes, that's right.  Any chance you can proceed?


MR. ROGERS:  I could.  I would be very grateful if I could have 10 or 15 minutes before doing so.


MR. KAISER:  All right.  Ten minutes.


--- Recess taken at 12:29 p.m.


--- On resuming at 12:40 p.m. 


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


MR. ROGERS:  Thank you, sir.

Cross-examination by Mr. Rogers:


MR. ROGERS:  Good morning, Mr. Thorne.  My name is Rogers and I am counsel for Hydro One in this case.


Did you have a chance to read Mr. Roger's -- the other Mr. Roger's testimony about this issue, I think it was on day 1 of the hearing?


MR. THORNE:  No.


MR. ROGERS:  Do I understand, sir, that your position is based on the fact that the line that we're talking about is, you believe, on Hydro One transmission property?


MR. THORNE:  Yes, that's our understanding.


MR. SOMMERVILLE:  It's a little green button, and the light comes on.


MR. ROGERS:  Thank you.


Is that why you say it is not -- it shouldn't be classified as a shared asset?


MR. THORNE:  I think we're sort of missing the point on this.


First of all, you know --


MR. ROGERS:  I do too, by the way, but...


MR. THORNE:  Yeah.


MR. ROGERS:  Carry on.


MR. THORNE:  Yes, the -- you know just the word "shared."  First of all, those two circuit haves never been shared.  They have always been dedicated to Milton Hydro, serving Milton Hydro, number one.


When you think about shared LV lines, what I think about is a distribution network that is being, and then a tap off that is being shared by a third party, and that -- that's the right sort of definition.


What we have here is a dedicated, we have dedicated, two dedicated circuits.


MR. ROGERS:  Excuse me, when you say "dedicated", what do you mean by that?


MR. THORNE:  They're dedicated by Milton Hydro.


MR. ROGERS:  Couldn't other people use it if Hydro One chose to --


MR. THORNE:  According to your definition, I think that's correct.


MR. ROGERS:  Yes.


MR. THORNE:  But I'm saying in the 25-year history of these feeders, that has never happened.


MR. ROGERS:  All right.


MR. THORNE:  And you could not distinguish -- any reasonable person could not distinguish the two circuit the serving Milton versus the two, two of the circuits serving Oakville.  You just couldn't tell the difference.


MR. ROGERS:  All right.  Thank you.


MR. THORNE:  Other than, you know, for these definitional issues.


MR. ROGERS:  Yes.  You said that this all came to light or came to your attention or arose when you started to consider buying the line.  That's when this issue came up; is that right?


MR. THORNE:  Certainly when it caught my attention.


MR. ROGERS:  Yes, all right.  When was that?


MR. THORNE:  I am trying to think whether it was in 2006.


MR. ROGERS:  That's close enough for me.  Do you agree with me that the treatment that Hydro One gives to this asset as being a shared asset or a pooled asset, is in accordance with the Board-approved definition?


MR. THORNE:  I mean I think we put forward our argument that says it could, you know, based on the current definitions of specific and shared, we could make an argument that this could be a specific.


But I think the way to look at the shared is that there is shared.  There is legitimate shared facilities that Hydro One serves folks with, and then there are other facilities like ours that just get caught up within this definition --


MR. ROGERS:  Very well.


MR. THORNE: -- and don't belong there.


MR. ROGERS:  Will you not agree with me that the Hydro One treatment is in accordance with the Board's approved definition of shared, whether you disagree with it or not.  Isn't that a fair statement to make?


MR. THORNE:  Other than our argument that we put forward for potentially being specific, I would say yes.


MR. ROGERS:  All right.  Fine.


This came to your attention, you say, when you considered buying the line.


MR. THORNE:  When it was offered.


MR. ROGERS:  All right.  When it was offered to you in 2006 or so.


Is your utility prepared to pay the true market value of this line?


MR. THORNE:  If the true market value is the net present value of the revenue that you folks are receiving based on shared LV line charges, the answer is no.


MR. ROGERS:  Isn't that the definition of market value, the present value of the future revenue less the future cost stream?


MR. THORNE:  Sure.


MR. ROGERS:  All right.  But you are not prepared to pay fair market value, then, on that definition?


MR. THORNE:  No.


MR. ROGERS:  I see.  So instead of paying fair market value for the line, you want this Board to reduce the rate that you pay so that the value, the market value will decline so you can then buy it at a lower price; is that so?


MR. THORNE:  Well, this is a fairness issue.  I mean we are here advocating on behalf of the consumers of Milton.


If we were here advocating on behalf of Milton Hydro, hey, I'd pay -- your folks originally came in and said, you know, that those 240 meters they were originally going to charge us over $700,000, which you could argue, based on your formulation, is the fair market value.


So -- just let me finish, please.  Now, if I was advocating -- if it was in Milton Hydro's interest and the Board thought it was appropriate to put, you know, assets that have a value of 20, 30 whatever number you want to go and allow us to put them in our rate base at $700,000 or $200,000, I mean, that's really -- I suppose if I was doing my job as a CEO of Milton Hydro -- I would be looking at maximizing my rate base and my return and that's what I would be looking for.


I don't think that's what the Board had in mind here.  And I don't think -- that's certainly not in the interests of the consumers of Ontario.


MR. ROGERS:  I see.


MR. THORNE:  And we brought that up I believe as an issue that the Board needs to sort of look at, at least I did in initially addressing this with the Board.


MR. ROGERS:  Very well.  I am correct am I not that the Hydro One charges have been approved by the Board, I think on two occasions?


MR. THORNE:  Yes.


MR. ROGERS:  You are really asking them retroactively to change the rate order to go back to 2006, aren't you?


MR. THORNE:  Or reclassify, you know, the assets that they're -- not the rate.


MR. ROGERS:  It amounts to the same thing.  You're saying look, you made a mistake back in 2006 and I think actually before that, I've forgotten when the first case was 2000 -- I think it goes back to 2002, but there are I believe two occasions when the Board has approved this treatment.


MR. THORNE:  Yes.


MR. ROGERS:  You're asking, you disagree with what they did.  I understand that.  Correct?


MR. THORNE:  I disagree with what?


MR. ROGERS:  With the classification of this line.


MR. THORNE:  Correct.


MR. ROGERS:  You're asking the Board to retroactively adjust its rates to provide a refund to Milton Hydro.


MR. THORNE:  To Milton Hydro consumers, yes.


MR. ROGERS:  I see.


MR. THORNE:  Not Milton Hydro Distribution.


MR. ROGERS:  No, fair enough.


MR. THORNE:  That's right.  Just to be clear, my expectation is that Hydro One will be kept whole on this whole process.  It will just be a reallocation within the shared LV pool.  That would be fair and reasonable.


MR. ROGERS:  It would be retroactive for Hydro One is your concept too, would it?  Somehow?


MR. THORNE:  Retroactive for Hydro One?


MR. ROGERS:  Well, to make them whole.


MR. THORNE:  Yes.


MR. ROGERS:  I see.  I'm not sure how that would work. But really what we're talking about here is you disagree with the price that Hydro One wants for the asset.  And you would like to negotiate a lower price for your constituents; isn't that fair?


MR. THORNE:  I guess, yes.


MR. ROGERS:  All right.  Thank you.  I think those are my questions.  Thank you, sir.


MR. KAISER:  Thank you.  Mr. Millar, do you have anything on this?


MR. MILLAR:  I don't think so, Mr. Chair.

Questions from the Board:


MR. VLAHOS:  Mr. Thorne, just one question.  It may appear counterintuitive, that's why I need your help on this.  Right now the lines are characterized as being ...


MR. THORNE:  Can you hold for a second.


MR. VLAHOS:  Sorry.


MR. THORNE:  Okay, I think I'm okay.


MR. VLAHOS:  Right now, the two lines are defined as "shared", being shared.  And you want them to be treated as being dedicated to Milton.


MR. THORNE:  I mean that was just a suggestion in terms of a definition, because the specific doesn't work, because specific -- specific implies that the Hydro One owned lines within the LDC.


MR. VLAHOS:  Okay.  That's where my source of confusion is.  If something that is shared, that means that I, as Milton distribution company, I have to pay less for it than I would have to pay if the line is dedicated to me.  That's why I find it -- I'm just trying to understand what I am missing here.


MR. THORNE:  The issue is that the pricing under "shared" is load-based.  The pricing under "dedicated" is distance-based, and so, you know, if this thing was one metre in length, the people of Milton would still be paying $183,000 a year.


MR. VLAHOS:  All right.  So the rate design is different, the drivers --


MR. THORNE:  That's correct.


MR. VLAHOS:  -- are different?  Okay.


MR. THORNE:  In particular, because this is not -- these are not -- these assets are not shared by anybody else.  They have been dedicated to Milton for the last -- you know, since they were installed in '82 or '83, or whatever it was.


MR. VLAHOS:  Right.  Okay.  Finally, sir, just to be absolutely clear in terms of what relief you are seeking, and I know we had this exchange before, you said you want to go back to 2007 - I think that's what I picked up in my notes - on the basis that this is the first time that you have brought it to the attention of the Board?  Is this what I heard?


MR. THORNE:  Yes.


MR. VLAHOS:  Now, how did you bring that to the attention of the Board?


MR. THORNE:  I wrote a letter April 24th, 2007.


MR. VLAHOS:  Was that a letter asking the Board to do -- what?


MR. THORNE:  Basically asking the Board for assistance on the matter, on this matter.


MR. VLAHOS:  Is that in the evidence, sir?


MR. THORNE:  I don't believe so.  I would be glad to...


MR. VLAHOS:  Well, I think since we're mentioning it, Mr. Chair, perhaps we can get it filed later.


MR. KAISER:  Mr. Mathias, do you have a copy of the letter?


MR. MATHIAS:  I don't, Mr. Chairman, but I could undertake to obtain a copy and file it.


MR. KAISER:  All right.  Let's reserve a number for that.


MR. MILLAR:  We will call it Exhibit K6.9.

EXHIBIT NO. K6.9 (RESERVED):  LETTER FROM MR. THORNE TO THE BOARD DATED APRIL 24, 2007.


MR. VLAHOS:  Mr. Thorne, can you just tell us what the letter -- just give us a summary of it.


MR. THORNE:  It's much -- it explains what the situation is --


MR. VLAHOS:  Right.


MR. THORNE:  -- and how we think it has been miscategorized and the costs that we're talking about here, and we're just seeking the Board's assistance in dealing with this.


MR. VLAHOS:  Okay.  By "assistance", do you elaborate this in the letter as to what kind of assistance?  What was your expectation, that the Board would, what, hold a hearing or do an investigation?  What was your understanding?


MR. THORNE:  We actually had no great thoughts on that.  Because it's not a distribution issue, you know, we were looking for someone to advocate for our consumers on this matter, and we saw the Board as the logical folks to do that.  


And the response that we got, we got actually a response from compliance and it kind of went through, you know, what -- well, it looks like this falls in the definitions, and whatever.


And then I wrote back again saying, you know, this is not very helpful, you know, and the advice, you know, was to intervene at this hearing, even though of course we're not receiving any costs or anything to do so.  


Anyway, here we are.


MR. VLAHOS:  I see.  So you are here because of the advice of the compliance -- chief compliance officer, if that's the proper name --


MR. THORNE:  Yes, I believe so.


MR. VLAHOS:  -- to perhaps participate in this proceeding.  I am still mystified as to why you would like relief going back to 2007, April 24th, because that's the date of your original letter.


Can you help me understand this?


MR. THORNE:  It also has to do with, you know, when we were looking at -- when we met -- I met with Hydro One staff, the regulatory folks, and so on, and then we got to understand what -- you know, this pricing business and what they were trying to do there.


And so that it just seemed reasonable that at the point where we're bringing this forward as an issue, I mean, if it took ten years to resolve this, I mean, we could have just bought the darn stuff for $220,000, and then everything just ceases at that point.  I mean, all of the monthly charges would have ended.


But we didn't -- we needed Board direction on what -- if this was appropriate, because, you know, we didn't understand what -- well, certainly didn't understand how the Board might think that paying that sort of money for assets of that value, and then putting it into our -- ultimately putting it into our rate base would be serving consumers.  


So as far as I am concerned, we flagged this whole issue with the Board looking for a resolution.  It's taking time to do that, and so at least from the point where we flagged it, our customers, our consumers, should be saved harmless.


MR. KAISER:  Can we say that you have been paying under protest since that date; is that a fair statement?


MR. THORNE:  Absolutely.  Absolutely.  I did consider stopping payment, but, of course, anything that comes out of the compliance office always says, you know -- basically, you know, continue to follow the rules.  I've forgot what the wording was, but it was -- certainly deferred me from not...


MR. KAISER:  Mr. Mathias, would you mind getting all of the -- as part of that undertaking, could you get the complete package, including any communication from the compliance department to your client?


MR. MATHIAS:  Yes, I will.


MR. SOMMERVILLE:  Mr. Thorne, you heard Mr. Rogers describe the valuation exercise that his client applied to the situation, which was essentially a net present value calculation that is predicated on the shared status revenue from the assets.


Have you done a like calculation reflecting the specific characterization, and what would the net present value be under that calculation?


MR. THORNE:  No, I haven't, but -- no, I haven't.  It would be minuscule in comparison.


MR. SOMMERVILLE:  Well, when you say "minuscule", you mentioned earlier a figure of $30,000.  I suspected that that wasn't based precisely on net present value kind of --


MR. THORNE:  No.  It was an estimate of replacement.  Replacement.


MR. SOMMERVILLE:  Okay.


MR. VLAHOS:  Replacement.


MR. SOMMERVILLE:  Okay.  Has Hydro One done any other valuations?  Is it strictly the net present value predicated on the shared status?


MR. ROGERS:  There have been some negotiations, I know that.  Whether they have done a specific calculation, I don't know.  I doubt it very much.


MR. SOMMERVILLE:  I wonder if we could get that as an undertaking, just as a -- so it would be a net present value calculation done in precisely the same way as required by the code, but in this instance, using shared revenue stream, all prospective.


I am not interested in anything in the past, but prospective.


MR. ROGERS:  You said "shared"?


MR. SOMMERVILLE:  I beg your pardon, I meant specific.  We already have the value on a shared basis, on a specific basis.


MR. ROGERS:  We will certainly use our best efforts.  I'm told there would have to be an assumption made about the rate, but let us look at it and --


MR. SOMMERVILLE:  You might be able to work that out in discussions.


MR. ROGERS:  Yes.


MR. VLAHOS:  Mr. Rogers, the book value about certain assets, is that proprietary information, or not?


MR. KAISER:  I think I asked you that earlier, Mr. Rogers, if you would find out what its value was on your books currently in your rate base.


MR. ROGERS:  I think I undertook to do it. 


MR. VLAHOS:  That's fine.  I will stop there.


MR. ROGERS:  If it is proprietary, I will...


MR. VLAHOS:  No, no, that's fine.  I just could not recall that request and agreement to that request.


MR. MILLAR:  I think we have a new undertaking, Mr. Sommerville's undertaking, J6.1.

UNDERTAKING J6.1:  TO provide net present value and net book value of the feeders serving milton


MR. KAISER:  I am not sure whether we gave an undertaking earlier to that issue, the book value.


MR. MILLAR:  To?


MR. KAISER:  We had a nod, but not a number.


MR. SOMMERVILLE:  Is it evaluated on a class basis, presumably?  Would you have a specific evaluation for a specific asset?  It would be part of a class, I would think.  


MR. ROGERS:  I am told we would have to -- they would have to calculate it, but I think they could and that being the case, they will.  


MR. KAISER:  They probably have the original costs.  You probably can depreciate it over 25 years and finds out what it is worth, I guess.  Mr. Thorne, when you mention the $30,000 number to Mr. Sommerville, the replacement cost, how did you calculate that?  


MR. THORNE:  Just based on engineering judgment or whatever. 


MR. KAISER:  Your knowledge?  


MR. SOMMERVILLE:  Wire and construction?  


MR. THORNE:  Yes.  


MR. THORNE:  I asked my planning guy.  He said -- it is about this. 


MR. KAISER:  Then just on that, just to complete this.  


There has been some confusion, I'm not sure what turns on it, as to whether they offered it to you, or you asked to purchase it.  How did this whole -- I take it that this whole matter arose as a result of discussions about purchasing it.  


MR. THORNE:  Yes.  


MR. KAISER:  You initiated it?  Or did they initiate it?  


MR. THORNE:  My understanding is Hydro One were not in a position to sell any assets until after a certain date.  And I believe -- and you are really taxing my memory here  -- is that, you know, we were aware of the situation right from, I guess right from market opening.  Not aware in terms of the LV charges and things like that, but just in terms of this being supply point being determined as embedded.  


And at that time, you know, we all had to change out our metering to the wholesale grade metering, and there were, if I remember -- there were all sort of issues about locating LDC-owned equipment within the Hydro One TS, and it seemed, at the time -- and of course with this being these -- the short line section being owned by Hydro One, the location of those wholesale meters would legitimately be placed outside, and there was a sense that potentially, if we had owned those and the meters could be part of the TS and there would be a cost savings and so on.  


So I think, just going from memory, I think there was some kind of original discussion about buying those feeders, but it was really around the whole wholesale metering issue.  Not this particular issue.  


And then I believe it was the Hydro One folks that came forward saying they were in a position to sell, and then that's when we...


MR. VLAHOS:  Mr. Thorne, just to follow up.  When you say the $30,000 in replacement, the replacement cost, that is your best guesstimate, I guess --  


MR. THORNE:  Yes.  


MR. VLAHOS: -- of the feeders?  


Now, you cannot really replace those, can you?  That's not in your territory, is it?  


MR. THORNE:  Well it's on Hydro One's property.  


MR. VLAHOS:  Right.  


MR. THORNE:  And, I mean the only issue with Palermo is it is sitting in Oakville, but it is right adjacent to Milton.  No different than any TS that would be in Milton as far as we are concerned, where we own pole lines on Hydro One's property, including underground duct work and all of that sort of stuff.  


So -- and it's not clear to me whether our situation, whether Hydro One would have insisted on owning or insist on owning, you know, given our situation, those assets, you know, under all circumstances.  


I think you may find -- but it is really Hydro One that will have to answer this.  But I think it was kind of a regional decision at that time that, you know, Hydro One would retain ownership on their property.  You know, it could have been partly a union issue.  I mean, I'm not sure.  But I’m subject to being...


MR. VLAHOS:  I guess I am not clear as to, I didn't get an answer that you could or you could not  replace those feeders.  


MR. THORNE:  On their property?  


MR. VLAHOS:  On their property.  In other words, is the $30,000 replacement cost, is this an academic -- 


MR. THORNE:  You're saying abandon what is there and then -- 


MR. VLAHOS:  Could you make the whole thing academic by saying I'm going to spend my $30,000, I'm going to bypass all of those things?  Is there a different connection point in place of feeders from -- 


MR. THORNE:  No.  We would basically have to duplicate what is there.  


MR. VLAHOS:  All right.  And are you allowed to do it legally?  


MR. KAISER:  You would have to get a right to go across their land, I suppose.


MR. THORNE:  Pardon me? 


MR. KAISER:  You would have to go across their land. 


MR. THORNE:  Yes, and I think they would -- 


MR. KAISER:  They would obviously have something to say about that?  


MR. THORNE:  Yes, exactly. 


MR. VLAHOS:  All right.  Thank you.  


MR. SOMMERVILLE:  You expressed the $30,000 as simply a raw valuation, without getting into any of the complexities of actually accomplishing the duplication.  The $30,000 was simply cost of wires and construction, required to produce a like structure.  


MR. THORNE:  Yes.  The intent was simply to give you a range of, give you an idea of what those assets are, you know, worth at the outset.  


MR. KAISER:  Mr. Mathias, do you have anything by way of re-examination?  


MR. MATHIAS:  No redirect.  No.  Thank you.  


MR. KAISER:  All right.  Thank you, Mr. Thorne.  


MR. THORNE:  Thank you.  


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


MR. ROGERS:  Yes, sir. 


MR. KAISER:  Thank you.  


--- Luncheon recess taken at 1:10 p.m.


--- Upon resuming at 2:12 p.m.


MR. KAISER:  Please be seated.


Mr. Rogers.


MR. ROGERS:  Yes.  The panel 4 is now back, and I think Board Staff, I believe, was going to examine them.


MR. KAISER:  I believe that's right.

HYDRO ONE NETWORKS INC. - PANEL 4, RESUMED


Ian Innis, Previously Sworn


Michael Roger, Previously Affirmed


Stanley But, Previously Sworn


MS. COCHRANE:  First of all, I would like to pass up two document briefs, and they will be Exhibits K6.10, and that is document brief for Board Staff cross-examination regarding deferral and variance accounts.

EXHIBIT NO. K6.10:  DOCUMENT BRIEF FOR BOARD STAFF CROSS-EXAMINATION REGARDING DEFERRAL AND VARIANCE ACCOUNTS


MS. COCHRANE:  And the second one is K6.11, and that's document brief regarding Board Staff cross-examination regarding smart meters.

EXHIBIT NO. K6.11:  DOCUMENT BRIEF REGARDING BOARD STAFF CROSS-EXAMINATION REGARDING SMART METERS.


MS. COCHRANE:  We have copies for the Panel.  I distributed them to the other parties already.


MR. KAISER:  While they're doing that, Mr. Rogers, just something arising from the previous panel, and I passed this on to Mr. Millar.  I don't know whether he had a chance to talk to you, but the Panel would be grateful if you would sit down with the good people from Milton and see if you can work this out, at least make an effort in that regard.


I suggested to Mr. Millar he could sit in, or not sit in, however he chooses to do or whatever the preference of the parties.


MR. ROGERS:  Yes.  My client will make an effort to resolve it.


MR. KAISER:  Thank you.

Cross-examination by Ms. Cochrane:


MS. COCHRANE:  Good afternoon, panel.  My name is Ljuba Cochrane.  I am also Board counsel.  I will be putting questions to you with respect to deferral accounts and smart meter issues, and then Mr. Millar will have some further questions.


First of all, if you have the Exhibit K6.10 in front of you, I will be making reference to that, and I first have some questions about the RSVA account for power.


And if you could look at page 10 of the brief, in response to Board Staff interrogatory 121, part B, you responded that Hydro One does not have an RSVA for power.


Now, as I understand this, Hydro One is not accounting for line loss variances, and they're assuming that actual losses are going to be the same as Board-approved distribution losses?


MR. INNIS:  Yes, that's correct.


MS. COCHRANE:  All right.  If you could turn to page 4 of the brief?


Now, it's double-sided, so the numbers are -- even numbers are on the back, but they're not numbered.  This is an excerpt from the Board decision in the recovery of regulatory assets phase 2 decision.  And I am looking at the top, which is part of section 2.0.27, in the last sentence:

"The Board directs Hydro One to include line loss variances in account 1588 consistent with the other three applicants and the Accounting Procedures Handbook, section 490."


Has Hydro One complied with this decision, in your view?


MR. INNIS:  No, we have not, and this issue came up in the 2006 distribution rates hearing for Hydro One.


MS. COCHRANE:  So you didn't comply with it in the 2006 proceeding, and still non-compliant?


MR. INNIS:  If I can just mention the decision with reasons from the 2006 distribution rate hearing.


MS. COCHRANE:  Okay.


MR. INNIS:  We had a full discussion at that time on this issue, and the Board decision, section 7.3.10 says:

"The Board acknowledges that an $80 million program of metering to more accurately estimate line losses does not appear to be a prudent approach."


So the reason that we are not estimating or we're not tracking the actual line losses is because of the significant cost involved, and this discussion was held at the previous hearing and the Board understood the nature of our concern.


MS. COCHRANE:  All right.  Well, we've just gotten rid of about three pages of questions, so this will move along a little bit better.


My next questions are about your forecasting of balances.  If you could look at page 11 of the brief, and the second last -- last full paragraph on that page states that:

"Hydro One is forecasting regulatory asset values up to April 30, 2008."


And my question, you're forecasting balances beyond December 31, 2007 for all deferral and variance accounts that you are requesting for disposition, with the exception of the OEB cost account, and you're using forecasted balances to do this.  Now, now should have your 2007 audited financial statements.


Can you state what the balances are in each of the accounts that you are requesting for disposition as at December 31, 2007?


MR. INNIS:  Yes, I can do that.  Would you like me to take you through each of the balances?


MS. COCHRANE:  Or should we do...


MR. KAISER:  Why don't we do it by way of undertaking?


MS. COCHRANE:  We can do it by way of undertaking.


MR. MILLAR:  Undertaking J6.2.

UNDERTAKING NO. J6.2:  TO PROVIDE BALANCES FOR EACH OF THE ACCOUNTS HONI IS REQUESTING FOR DISPOSITION AS AT DECEMBER 31, 2007, AND RECALCULATE APPROPRIATE RATE RIDER SCHEDULES USING THE DECEMBER 31, 2007 BALANCES WITH INTEREST FORECASTED TO APRIL 30TH, 2008.


MS. COCHRANE:  And just to clarify, that is to state the balances in each of the accounts being requested for disposition as at December 31, 2007.


I have a follow-up undertaking request to that, to recalculate the appropriate rate rider schedules using the December 31, 2007 balances with interest forecasted to April 30th, 2008.  Can I have that undertaking, as well?


MR. INNIS:  Yes, we can do that.


MS. COCHRANE:  That will be a separate undertaking or part of the same?  I will make it a separate undertaking, J6.3.


MR. INNIS:  Perhaps it would be better as the same undertaking.  It would be based on the quarter to make sure it is similar, so I could just group that together for you.


MS. COCHRANE:  That would work for me.


I have some questions about changes to the large corporation tax, which of course was repealed in January of 2006, and the Board had issued a letter that it intended to -- well, first of all, my first question is about PILs variances in account 1562.


So we have a Board letter that is at page 41 of the brief, and you don't need to read through it all.  It basically states the Board intends to initiate a combined proceeding to determine the methodology that should be used to -- for the calculation and disposition of these balances.


Are you still seeking to dispose of this account in light of the fact that there's going to be -- sorry of this account, in light of the intention to conduct a combined proceeding?


MR. INNIS:  Yes, we are.  However, we would follow the Board's guidance on that.  If they would like us to combine that with -- include this with the combined proceeding, we would also do that.


When we submitted our evidence, this was our proposition.  This memo came out subsequent to that.


MS. COCHRANE:  Now, with respect to the new deferral and variance accounts that you are seeking to establish, my understanding is that in the electricity distribution sector the Board has usually used the accounting procedures handbook, the uniform system of accounts and supporting letters of direction to allow the use of deferral and variance accounts by utilities. 


Now, Hydro One Distribution -- and I emphasize that, because I understand that in the transmission business, the utility is required to come to the Board to apply for a deferral account, but for the distribution side of the business, the proceedings, you know, the APH, the US of A, is the standard procedure.


So why are you -- why do you feel it is necessary to apply for the deferral accounts through an application versus the usual forum?


MR. INNIS:  Yes, I can answer that.  The variance accounts that we are requesting are not referenced or not included in the standard materials issued by the Board, such as the accounting procedures handbook.


So what we are asking for are specific accounts to allow us to put into variance -- dollars in variance accounts for items beyond what's normally provided for due to specific circumstances that we have.


And, of course, we can't set these accounts up by ourselves.  We do require Board approval to do so, and we're here at this proceeding to ask for that approval.


MR. VLAHOS:  Mr. Innis, could you list those new accounts that you requested?


MR. INNIS:  Certainly.  There's three accounts that we are requesting:  the pension cost deferral account, the OEB cost differential account, and the bill mitigation account.  These are referenced in Exhibit G1, tab 3, schedule 1.


MR. VLAHOS:  Thank you.


MS. COCHRANE:  Now, you may be or should be aware that the Accounting Standards Board has released a decision part of which you will find at page 71 and 72 of the brief,   and I am not asking you to read it, just to summarize it.  It is a move to treat rate-regulated companies in Canada to correspond to selected accounting guidance under US GAAP, among other things, not using the cash method of accounting.


You are aware of this, this decision?


MR. INNIS:  Yes, I am.


MS. COCHRANE:  In light of this in the future, do you plan to adopt the accrual method for recording pension costs rather than the cash basis currently used?


MR. INNIS:  We will be following the guidance as provided by the CICA for this.  


So with respect to taxes, we will be moving to the accrual method.


MS. COCHRANE:  This is with respect to the pension costs, as well?


MR. INNIS:  I would have to get clarification on that.  This finding here relates to the taxes on -- the calculation of taxes on the accrual basis.


MS. COCHRANE:  Again, can I get an undertaking to have you make that enquiry which -- if you could restate it for me because you said it so much better than I could.


MR. INNIS:  To clarify whether the Accounting Standards Board document of August 22nd, 2007 would require Hydro One to change over to the accrual basis for recognition of pension costs.


MS. COCHRANE:  That will be Undertaking J6.3.


MR. ROGERS:  Just so I am clear, if it does, you will, obviously?


MR. INNIS:  Exactly, yes.

UNDERTAKING NO. J6.3:  TO CLARIFY WHETHER THE ACCOUNTING STANDARDS BOARD DOCUMENT OF AUGUST 22ND, 2007 WOULD REQUIRE HYDRO ONE TO CHANGE OVER TO THE ACCRUAL BASIS FOR RECOGNITION OF PENSION COSTS


MS. COCHRANE:  Okay.  And then if you do plan to adopt the accrual method for recording pension costs and change from the current cash method, you know, subject to your enquiries, can you also undertake to advise whether you will be recording the difference between expense embedded in rates and the accrual expense as per the audited financial statements in this pension cost differential account?


MR. INNIS:  Perhaps I can answer that question for you now.


My understanding of the, this ruling from the Accounting Standards Board, this does not relate to tracking the cost differential in a deferral or variance account.


What this pronouncement relates to is the recognition or part of the overall conversion over to the, towards the international financial reporting standards, which would require us to recognize the present value of future tax obligations, or pension obligations on a our balance sheet.  So we would be setting these up on the balance sheet as an asset and liability.


This has no bearing at all on the deferral accounts that we're requesting.


MS. COCHRANE:  Will the transactions recorded in the pension cost differential deferral account end in April of 2011?  Or do you expect it to continue past this date?


MR. INNIS:  We are seeking to put costs in this account on an ongoing basis, so we would track those.  What we would expect to do is, when we come in for our subsequent cost of service hearing, we would expect those accounts to be settled at that point in time, at which time we would, depending on the nature of the fund at that time, perhaps ask for a continuation of that variance account.  We would have to decide when we get closer to that date.


MS. COCHRANE:  And I would suggest to you that it may be possible for Hydro One to provide a workable estimate for the 2008 pension cost in their revenue requirement so that you can get an update to a more precise number.  And I suggest this to you and I am going to just refer you to a couple of documents and have you respond in that context.


If you look at page 74 of the brief, this is an excerpt from the transcript of July 15 in this proceeding, page 167 starting at line 14, where Mr. Innis states that he wants to clarify the 95, that being the 95 million that Mercer came up with.  And he states:

"If you can just clarify the 95, that was a number based on an estimate for 2007.  So what we're expecting is that the actual 2008 experience will be greater than that.  There is an adjustment for base pensionable earnings."


Now, my question is:  Why can't Hydro One do an estimate for 2008 base pensionable earnings especially since now we're more than halfway through the 2008 year, and then incorporate this into the December 31, 2006, actuarial assessment so that you can get a valid assessment for 2008 pension expenses for the revenue requirement?


MR. INNIS:  We could do that estimate.


If I could refer you to Undertaking H1, schedule 123.  And at that time one of the OEB's interrogatories -– it’s not an undertaking.  I should say interrogatory.  Sorry.


The response to that interrogatory, in part E, we were asked the question:

"Please provide an estimate of the variance to be recorded in this account, if any."


And the response to the interrogatory in part (e) says:

"The estimated amount to be recorded in the variance account for 2008 is approximately $130,000 per month."


And that would translate into about $1.5 million per year.


Keep in mind that is an estimate.  The actual costs that we had incurred for pensions, we won't know that until the end of the year when we calculate the base pensionable earnings amount and we would have to firm up the amount at the end of the year.  So if you're looking for an estimate, it is approximately $130,000 per month.


MS. COCHRANE:  Right.  Well, we have that figure.  You were able to generate an estimate for the balance in the pension deferral account.  But the question is:  Why can't you -- you know, that was nine months ago.  Why can't you at this point come up with an updated estimate for the 2008 pension expense and the revenue requirement?


MR. INNIS:  The pension expense and the revenue requirement is based on the submission we had last August.


What we could do is recalculate an amount.  However, there are a number of items that have changed since we submitted our evidence in last August, and what we didn't want to do is piecemeal various aspects of the evidence and update for labour costs, interest rates, other work program costs, fuel prices, so we have not done that throughout the evidence.


And so we didn't want to do it specifically here in this circumstance, as well.


MS. COCHRANE:  Wouldn't you agree that if you were to do such a revision and update, it would or might eliminate or reduce the need for a deferral account?


MR. INNIS:  Yes, it would, based on our current estimate of direction.  But as I mentioned, we haven't updated our evidence on an ad hoc basis.


If we were directed by the Board to do so, certainly we would follow those instruction.  But we would be reluctant to update things on a piecemeal basis.


MS. COCHRANE:  Can we get an undertaking, then, that you can update the -- I am working on the phrasing of this.  I don't want to make it unduly burdensome for you.


Well, just update the pension expense for -- the 2008 pension expense for revenue requirement.


MR. INNIS:  That would be quite difficult for us to do.  The revenue requirement is based on the sum of a lot of operating costs and that would ripple through the evidence.  So we could do that, but that's a fairly significant approach to update it through all of the documentation.


What I am telling you now is the estimates that we currently have would be approximately $1.5 million for the year, and we would track that amount in the deferral account.


So from a customer point of view, the customer would be made whole.


So I don't see the benefit of providing an updated revenue requirement, when what we're doing is tracking the difference on behalf of the customer and would be refunding that.


MS. COCHRANE:  You mentioned the 1.5 million.  Is that your materiality threshold in this application for deferral accounts, or is it higher than the 1.5?


MR. INNIS:  No.  We don't have a materiality limit for the deferral accounts.


What we are wanting to do is simply track the difference between what our actual costs are and what is in the revenue requirement, and true that up with the customer.  Whether the company is out of pocket or the customer is out of pocket, we want to settle that difference fairly.


MS. COCHRANE:  Well, as you are well aware, I'm sure, materially is one of the criteria for creating a deferral account, so, you know, there must be some consideration as to what amounts Hydro One has considered material in order to set up these accounts.


If the answer is going to be simply that there is no materiality, then, you know, do you still maintain you are entitled to create the accounts?


MR. INNIS:  No.  Certainly we wouldn't ask for very small amounts in a deferral account.


When we received the -- we had a number in our business plan for pension costs, and then when we received the actuarial valuation, then we said we would need to have some sort of an adjustment mechanism.  We weren't sure of the exact amount, but for very trivial amounts we would not ask for variance accounts.


This amount could vary from year to year, and given that we are on an incentive regulation scheme going forward, we would want to be able to track costs in the future in this amount.


MS. COCHRANE:  Okay.  Still on --


MR. VLAHOS:  Sorry, Mr. Innis, just to clarify, when Ms. Cochrane is asking about the new number, if you like, for pension costs, and then the same time she says "and the revenue requirement", I take it that she means used for revenue requirement purposes as opposed to asking you to update all of the revenue requirement figures in the filing.


I took that's what you answer was, that you cannot do that.


MR. INNIS:  If I can just clarify myself, thank you.


The impacts would be about $1.5 million --


MR. VLAHOS:  Right.


MR. INNIS:  -- in terms of -- in terms of revenue requirement would be.  What I was commenting on was if we were required to update most of the documentation, which would be --


MR. VLAHOS:  Right.  And I don't think that the question intended to go there, to update the whole revenue requirement filing.


It's -- the impact on the revenue requirement you're saying is $1.5 million?


MR. INNIS:  Yes, that's correct.


MR. VLAHOS:  All right.  I think that will suffice, yes.


MS. COCHRANE:  Turn to page 52 of the brief.  This is in response to Board Staff Interrogatory 123, part (e) -- sorry, part (j).  At the very end of that paragraph, the expectation is that the deferral account will be in an over-recovery or liability position.


Now, elsewhere on the July 15th hearing, Mr. Innis had stated that:  

"I couldn't say for sure if we'd be over-recovering."


I can take you to that transcript reference, if you need it, but maybe just take my word for it.


Can you clarify whether there is going to be -- expected to be an over-recovery or not?


MR. INNIS:  Currently that's the expectation.  I can't recall the exact question that I was asked.  I couldn't say for sure if it would be.  We would have to do the calculation at the end of the year.


What I was trying to convey is that we don't know the amounts precisely at this time, and that's why we want the variance account to be able to calculate that properly.


MS. COCHRANE:  If you look at page 76 of the brief, it's the very back, very last page, line -- starting at line 9.  You stated that the 104 -- 104 million figure is a Hydro One number.  That portion gets attributed or that is -- the portion that gets attributed or that is embedded in rates for 2008 would be approximately 30 percent of that.


So we're talking about 30 percent of the difference between 104 and whatever the final number is.


Now, it does not add up, is basically what Board Staff is concerned about.  The 104 figure that Hydro One has put out there is about $9 million more than the 95 million in the Mercer report.  So we're really looking at a difference of about $9 million.


And it would appear from, you know, your own material, that about 54 percent of that is being attributed to the distribution business.


I am just looking for some clarification on whether the amount that is attributed to the distribution business is the 30 percent that you have said on the record, or a higher number, more like 50 percent or 54, according to our calculations.


MR. INNIS:  Sure.  I think I can help you with that.  Can I turn you to page 68 of your package, please?  That is Exhibit C1, tab 3, schedule 2, appendix A, page 2 of 4.


You will see a table at the top of that page.  In that table, you will notice on the right-hand column under "total" is a value of $104 million.  So from a Hydro One total point of view, this $104 million in pension costs we're expecting to incur in 2008.


That 104 is a Hydro One Inc. number.  The proportion that is related to the distribution is divided up into two pieces, $33 million in OM&A and $23 million in capital for a total of 56. 


My 30 percent is approximately the $33 million for distribution OM&A, divided by the 104 in total.


What I believe that you are doing is adding in the capital piece, too.  We are not seeking recovery of the capital piece in the deferral account.  The pension costs attributable to capital get capitalized, and that would eventually go into rate base through our capitalization process.  Does that help?


MS. COCHRANE:  Thank you, that's helpful.  So what is being compared to the 95 million from the Mercer report?  Is it the 33 or 56, or what's the variance going to be derived from?


MR. INNIS:  The total variance from the Hydro One Inc. point of view, if you see the number of 104 million, the Mercer evaluation was approximately 95 million at the end of 2007.


So what we're expecting is the 2008 value to be somewhat higher than the $95 million.


So let's assume, for the sake of argument, that the value comes in at 98, purely an assumption.  The difference between the 104 and the 98 would be 6 million.  That 6 million would be split between transmission, distribution, and other Hydro One entities, as well as between capital and OM&A.


The proportion of that 6 million, in this example, approximately 30 percent would flow through to distribution OM&A and be recorded in the deferral account.  Does that help?


MS. COCHRANE:  Somewhat.  Are you able to give us a better idea of the split?  


I mean, we know that the 104 and 95 are for Hydro One Inc. altogether, and so what portion of that would be attributable to distribution, so that if, you know, you've got a deferral account that is just for the distribution business, is it going to be 56 million minus -- you know of the 95 million in the Mercer report, what's attributable to distribution?


MR. INNIS:  As I just mentioned, the proportion that's going to go to distribution, if you look at the table, the proportion would be 33 over 104, which is approximately 30 percent, 30 percent of the difference between the 98 and 104 million.


So it would be approximately $1.5 million that we would expect in this account at this point in time, but we haven't completed 2008 yet, so I don't know what the exact amount would be.


MS. COCHRANE:  Thank you.  That's a little bit clearer, to me, anyways.


Now, with respect to the type of pension plan, does the company have decision-making authority to establish, you know, whether you want a defined benefit plan or defined contribution plan?  Do you have that -- do you ever the authority to decide, you know, which type of plan you're going to have?  


MR. INNIS:  Personally, I don't, no.  But however the board of directors would be involved in that as well as senior management, making those types of decisions.  


And as well, through our contracted labour negotiation process, that's part of the benefit plan, as well.  


MS. COCHRANE:  So currently you have a defined benefit plan as I understand, and you know you are able to negotiate with your employees and unions to have a different kind of plan.  


MR. INNIS:  My understanding is that would be very difficult, given the legacy obligations and pension to be able to negotiate the change in the nature of our pension plan.  


MS. COCHRANE:  Still a couple of more questions on the deferral accounts.  I was asking you earlier what the materiality threshold was, and you indicated you didn't have one.  


Is that the same answer for the -- for all three of the new deferral accounts that you are seeking, that is the pension, cost differential, the OEB cost differential, and bill impact mitigation accounts?  


MR. INNIS:  With respect to the values here, we're we haven't established a materiality level.  I am aware that there is a materiality level established for other types of accounts, by the Board through the -- I believe it's in the Electricity Distribution Rates Handbook.  


MS. COCHRANE:  Well, as you know or at least, you know, somebody at Hydro One and certainly your counsel should know.  I mean, materiality is a required criteria to create a regulatory asset deferral account.  


So I don't know if whether we should do this by way of undertaking, that you could advise the Board as to what, if any, materiality -- what the materiality threshold is. 


MR. ROGERS:  Well, in view of the fact that my friend says I should know that, I will undertake to do it because I don't know but I will find out.  


MS. COCHRANE:  Thank you.  Learn something new every day.  


Yes, that will be Undertaking J6.4.  And that is to advise what, if any, materiality threshold Hydro One used in applying to create the deferral accounts for pension cost differential, OEB cost differential and bill impact mitigation.  And how the -- what the materiality threshold is based on.

UNDERTAKING NO. J6.4:  TO ADVISE WHAT, IF ANY, MATERIALITY THRESHOLD HYDRO ONE USED IN APPLYING TO CREATE THE DEFERRAL ACCOUNTS FOR PENSION COST DIFFERENTIAL, OEB COST DIFFERENTIAL AND BILL IMPACT MITIGATION AND WHAT THE MATERIALITY THRESHOLD IS BASED ON 


MS. COCHRANE:  Now, some questions about the OEB cost differential account.  If you could look at page 45 of the brief.  There is an excerpt from Toronto Hydro cost of service decision, OEB file EB-2007-0680.  


And in that proceeding, Toronto Hydro applied for a similar OEB cost differential account, and was denied.  On what basis would Hydro One expect that the Board should approve its request in light of the Toronto Hydro decision?  


Do you distinguish your situation from Toronto Hydro's case in any way?  


MR. INNIS:  Yes.  Yes, we do.  If you just give me a moment, please.  The circumstance that Hydro One is facing is that we find ourselves involved in a number of different proceedings and initiatives and we tend to engage very actively in Board-initiated proceedings.  


These proceedings for the most part are done by our core staff.  However, from time to time, we require to undertake specific studies and do other research in order to add value to the process.  There's a number of discussion papers and other considerations that we submit to the Board.  


So what we are asking for is relief from the -- for those incremental costs that we incur associated with these special Board-initiated activities.  And we would track those costs in this deferral account.  


I have to mention, this is strictly the incremental costs and, as a result of us actively participating in Board-initiated proceedings, not major proceedings like this, but there is a number of ad hoc initiatives and studies and discussion papers that we file and/or engaged with.  


MS. COCHRANE:  Another one of the deferral accounts that you are seeking is the proposed bill impact mitigation deferral account.  


If you could look at pages 57 and 59 of the brief.  And this indicates that -- it indicates that the variance and this account is going to be based on forecasted estimates.  


Is that the case?  Or will you be recording actual revenue and actual costs in this deferral account?  


MR. ROGER:  I believe what we will be recording there will be the difference between the approved revenue requirement and the revenue requirement that we collect under the rates that we are proposing.  


In this case, we are requesting a revenue requirement of $1066.6 million.  But based on the proposed revenue-to-cost ratio that we're proposing, and for the R1 class we just want to keep them at 0.88.  It results in a revenue collected of 1.064.1.  So that's the difference that we propose to record in the variance account.  


MS. COCHRANE:  So it is based on -- the estimate, the 1066 is an estimate?  Like, why wouldn't you take the actual, the actual revenue and the actual costs for the account?  


From here you are still going to be using a forecasted revenue and actual costs.  


MR. ROGER:  We would use the approved revenue requirement from the Board.  And the difference between that and the rates that we established to the extent that we could not bring the R1 class higher than 0.88 revenue-to-cost ratio.  


MS. COCHRANE:  My understanding is that the Board's usual practice with electricity distribution is to clear only reconciled audited principal balances, rather than forecasted principal balances, while Hydro One's deferral accounts seem they're going to be based on forecasted estimates.  


Why do you think it is appropriate to do it, to do it that way, rather than what seems to be the Board standard practice?  


MR. INNIS:  Hydro One's experience is that the Board has accepted forecast deferral account balances and settled on that basis.  And that was the case in our 2006 proceeding.  


MR. SOMMERVILLE:  That consideration wouldn't apply were you to be applying to dispose of the account.  That's not what you're doing here.  


What you're doing here is seeking to establish the account, and all accounts are predicated on forecasts.  


So simply in this case, the forecast that you are suggesting is the applied-for revenue requirement of 1067, and if the mitigation program results in a shortfall, that's what this account would hold.  But it would not be disposed of until audited at the end of the day.  


Is that not the proposal?  


MR. ROGER:  Absolutely.  


MR. SOMMERVILLE:  Okay.  


MS. COCHRANE:  Can you turn to page 55 of the brief, which is your response to Board Staff interrogatory 125.  E.  And again this is with respect to the bill impact mitigation account.  


Do you propose to record transactions to this account until April 2011?  You may have answered this for me before, I am not sure.  Like, the chart that I am looking at at the bottom of this page ends at 2011.  Is that when you stop recording transactions or does it go on beyond that?


MR. INNIS:  For the sake of presentation, at this time we would expect it to stop at the time we have applied for a rate reset and the assumption was 2011.


I believe that's the period of time which this is -- this account would finish.


MS. COCHRANE:  You are expecting that two-and-a-half-million dollars will be added to this account every year.  Is that the high -- is that the highest dollar amount, or what do you expect to be the highest amount that you would record to this account?  What's the ceiling?


MR. ROGER:  That would be the amount that is the difference between the applied-for revenue requirement and the revenues collected to rates.  So all of this would be $2.5 million per year plus I believe some interest improvement.


MR. SOMMERVILLE:  If the Board were to approve a mitigation effort that extended beyond four years, would you see this account simply continuing on until the end of that mitigation period?  That's the key variable here, isn't it?


MR. ROGER:  That's correct.


MR. SOMMERVILLE:  So if the Board said ten years, then this account would have a ten-year horizon, but you would be looking to dispose of the balances in the account on a more frequent basis than that.  You would be doing that annually, presumably.


MR. ROGER:  Again, we could do it annually, but, again, we would be subject to the impact mitigation, as we don't want customers, based on average consumption, to exceed certain thresholds.  To the extent we can do it, yes.


MR. SOMMERVILLE:  Fair enough.  Thank you.


MR. VLAHOS:  Mr. Roger, if I can just ask -- I still have difficulty understanding the genesis of the $2.5 million shortfall, if you like.


Without taking the tables, can you just explain to me what it is?


MR. ROGER:  I will try, Mr. Vlahos.  We applied for a revenue requirement.  When we established a revenue-to-cost ratio for the various customer classes, we did not increase for the R1 class the revenue-to-cost ratio enough to recover the full revenue requirement because of the impact to certain acquired residential customers.


So based on that slightly lower revenue-to-cost ratio for the R1 class, the revenues we collect in total from customers do not match the applied for revenue requirement.


MR. VLAHOS:  I understand that.  So you could not have gone all the way with respect to that specific class, R1 class, because of the mitigation measures ordered by the Board.  So there is a shortfall $2.5 million to be recovered from, I guess -- and I recall discussion a couple of days ago.  You were not that committed as to where the money is going to come from at the time of disposition, whether it would be that class or from the general population; is that fair?


MR. ROGER:  That's correct.  That's fair.


MR. VLAHOS:  So -- and you want -- so there is the shortfall of $2.5 million for the test year.  That's one year's worth.


MR. ROGER:  Correct.


MR. VLAHOS:  All right.  And then the deferral account will accumulate $2.5 million, if your forecast is right bang on to actuals; right?


MR. ROGER:  Correct.


MR. VLAHOS:  You're suggesting $2.5 million is the deferred amount not to be adjusted for any actuals that may happen?


MR. ROGER:  No, that's right.


MR. VLAHOS:  Right, okay.  So $2.5 million, it is a fixed golden number.  It is put somewhere; right?  It is parked somewhere?


MR. ROGER:  Correct.


MR. VLAHOS:  Then that number then grows by another $2.5 million for the following year?


MR. ROGER:  Correct.


MR. VLAHOS:  Plus the third year, plus the fourth year?


MR. ROGER:  Correct.


MR. VLAHOS:  Is it three or four years now?  Is the fifth year that we're going to dispose of it or the fourth year?


MR. ROGER:  At this stage, I believe it was May 2011 we would be rebasing and presenting to this Board clearing this variance account.


I may want to remind you, also, this is something similar we did in 2005 when we wanted to increase the rates based on the third stage of MARR.


MR. VLAHOS:  Right.


MR. ROGER:  And the impact to the acquired LDCs based on average consumption exceeded 10 percent.  The Board ordered us to limit the impact to 10 percent and record the amount of impact mitigation, which at that time I believe was around a million dollars --


MR. VLAHOS:  Right.


MR. ROGER:  -- into a variance account.  And we cleared that variance account, included as part of rider number 2, when we rebased in May 2006.  


MR. VLAHOS:  So given the fixity of the amount, based on your proposal - this 2.5 times four would be $10 million - then guess presumably this Board, this Panel, can actually direct disposition at this point, because there is nothing variable here; right?


MR. ROGER:  That's correct, but as long as we don't recover from the R1 class, because then the impact would be exceeded by 10 percent.  The reason we needed to record this variance account --


MR. VLAHOS:  I understand that.  But I'm saying that if this Panel finds, so we can eliminate all the guesswork -- all of the work four or five years down the road, and say this is a legitimate amount, $2.5 million, it would be $10 million after four years, and make the decision that those monies are to be recovered from -- and that's the issue, whether it is R1 or everybody else; right?


So why didn't you propose that way?  I just want to understand.  Why didn't you propose it that way?


MR. ROGER:  We didn't think the Board would give us approval for a variance account to release a variance account we are proposing.  We always felt that when -- we record the monies in our variance account, and we have to come back to the Board to get approval that the amounts recorded were legitimate, and then the Board would say, Okay, now you can clear the variance account.


MR. VLAHOS:  Okay.  It's not exactly a variance account, and I think that is where the confusion is.  It's not a variance account.  It is a specific amount that is -- it's a shortfall that has accumulated over time.


In any event, I understand the source of this now, okay.


MR. KAISER:  It's a mitigation account.


MR. ROGER:  It definitely is a mitigation account, yes.


MR. KAISER:  Thank you.


MR. ROGERS:  It's a good idea.  I will address it in argument.


MR. VLAHOS:  I'm just trying to understand the source of the question.  You know, should it be actual; should it be not.  Given the amount of money, is it worth the trouble as opposed to this Panel saying, It's done, here it is.  


I'm not suggesting the Panel would decide that way or you should change your application, but have you thought of this?


MR. ROGERS:  I think the answer is, yes, they thought of it, but thought it probably wouldn't be appropriate, but I am going to re-think it myself.


MS. COCHRANE:  I have just a few questions now about smart meters and --


MR. VLAHOS:  Ms. Cochrane, maybe that is a good time to just follow up a couple of questions on deferral accounts before we move on.  I don't want to lose my train of thought.


On the OEB costs, can you just remind me as to what was the treatment on OEB costs I guess since the electricity industry was regulated by this Board?  Mr. Roger, I am sure you were around.  All of you were around.


The OEB costs, how was that treated?


MR. ROGER:  I believe when we cleared rider number 2, we had a variance account there that was approved by the Board that also tracked some sort of variances between what was in the rates and the costs that we incurred.


MR. VLAHOS:  Right.  So if I were to look at the Accounting Procedures Handbook, APH, would I be able to find a deferral account that is specifically designed to capture the OEB cost differentials?


MR. INNIS:  No, sir, you would not find that account in the Accounting Procedures Handbook.


About three years ago, however, the Board did issue specific guidance with respect to OEB cost assessments, and, at the time, what LDCs were experiencing was OEB -- assessments from the OEB for their annual fees greater than what they had in core rates.


So there as a special relief measure, the Board instructed LDCs to track the difference between their actual costs and what was in their core rates.


Hydro One distribution did that, and we settled that amount in 2006.


MR. VLAHOS:  Right.  So that was for the purpose of 2006.


MR. INNIS:  Prior to 2006, yes.


MR. VLAHOS:  Prior to, okay.  So has there been any such direction or instruction subsequent to that with respect to the OEB costs?


MR. INNIS:  Not that I'm aware of.


MR. VLAHOS:  So this is a generic issue.  It would apply to all 81 LDCs; right?


MR. INNIS:  Yes, that's correct.


MR. VLAHOS:  Right.  So, frankly, I haven't seen such requests from the other LDCs with respect to the 2008 rates.  So what is different with Hydro One?


MR. INNIS:  It's a -- what -- we are similar in many respects to other LDCs. 


What we're experiencing with Hydro One is the amount of these fees and the fact that we are locked in through the decision in this proceeding, and their fees in the future could be higher and we want to be able to track and seek value for that in the future proceeding. 


MR. VLAHOS:  I understand that.  But I guess to the extent that this panel is planning to give you this, you would probably stand out as a utility that has this variance account and the rest do not have that variance account.  


MR. KAISER:  I thought your point was you tend to get involved in a lot more cases than the garden variety LDC.  


MR. INNIS:  Yes, that's correct.  So if I could just clarify.  There is two aspects that we're seeking in this account.  


One would be the annual assessment fee from the Board itself.  And the other aspects of this account would be the other costs that we incur to engage in a variety of other board initiatives and proceedings.  So both of those aspects, we would seek those costs to be recovered through this account.  


MR. VLAHOS:  Mr. Innis, the annual assessment would apply to all other LDCs; correct?  


MR. INNIS:  Yes, that's correct.  


MR. VLAHOS:  And the variety of other activities or initiatives, you're saying you're more involved with OEB initiatives than, say, Toronto Hydro?  


MR. INNIS:  We are involved in a significant number of activities, yes.  I believe that would be the case.  


MR. VLAHOS:  So that's your ground for wanting at least the second portion that you mentioned, not the annual assessment fees but the other activities.  Costs associated with the other activities, you are more involved than Toronto Hydro or Enersource or Horizon or...


MR. INNIS:  I can say that we are significantly involved.  More involved?  I guess the meetings I participated in, Hydro One is -- engages in most of the activities, whereas what we observed is a lot of other utilities take a pass and they don't have the resources or the time to focus on these activities and Hydro One chooses to engage, to help the Board and participate.  


MR. VLAHOS:  What is the amount that is now proposed to be affected in the rates for 2008 for OEB costs? 


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


MR. VLAHOS:  Sure.  


MR. INNIS:  That's in Exhibit C1, tab 2, schedule 6.  There is a section on regulatory affairs costs.  I will just turn to that, if you could give me a moment, please.  


On page 28 of that exhibit, the amount that we are seeking for OEB costs in 2008 is $5.6 million.  


MR. VLAHOS:  Is this an increase from the 2006 rates?  


MR. INNIS:  With respect to 2006, that would be a decrease from the 2006 rates.  


MR. VLAHOS:  A decrease?  


MR. INNIS:  Sorry.  I don't have that.  The number I just said is a decrease from the total assessment which would include transmission.  


I don't have the specific distribution amount in this table here.  


MR. VLAHOS:  That's fine.  I don't need it.  


Now, just finally on the pension costs, I just, again, my questions may be repeating some of the other questions but I just want to understand the issue.  


There are pension costs that -- by the way is there a deferral account, a variance account in the APH right now with respect to pension costs?  


MR. INNIS:  No, I don't think there is.  


MR. VLAHOS:  There was at one time?  


MR. INNIS:  No.  I don't believe that's been included in the Accounting Procedures Handbook.  


Hydro One has had, by special approval from the Board, the authority to set up this account, and we did that a number of years ago, I believe it was in 2004, and that accounts was cleared as part of the 2006 distribution rates proceeding.  But that was a specific approval granted to Hydro One by the Board.  I don't believe there is a generic pension deferral account within the Accounting Procedures Handbook.


 MR. VLAHOS:  I do recall there was a big issue back then in terms of, with the breakup of former Ontario Hydro, there was some pension issues that came along with it, and that was the reason that this pension issue was -- it received quite a bit of attention. 


MR. INNIS:  Yes.  Our pension was essentially unfunded at the time, and we needed relief to fund our pension.  


MR. VLAHOS:  Right.  So now you live a more normal life? 


MR. INNIS:  Yes.  We have pension costs embedded in our core.  


MR. VLAHOS:  As with for every other utility, I guess. 


MR. INNIS:  Yes.  I would assume they would put in their revenue requirement. 


MR. VLAHOS:  Help me understand.  What is the -- what is the driver for Hydro One to have this variance account as opposed to the other 80 utilities?  


MR. INNIS:  I can't speak for the other 80, in terms of what their assessments are or their actual pension costs.  


For Hydro One, we have the actuarial evaluation that comes every three years, and there's a certain volatility  with the actual actuarial evaluation, and what we find is that typically we have been, what we have in rates is less than what we are required to fund through our actuarial evaluation.  


MR. VLAHOS:  And I guess the actuarial evaluation is a phenomenon that exists in all of the other LDCs as well.  


I am just -- I don't know whether the Board -- maybe you have some unit -- should the Board deal with it on a generic basis?  The pension, the pension expense that is allowed in rates versus the actual pension expenses incurred?  


MR. INNIS:  Yes.  I think other LDCs would be facing a similar issue in terms of what's in rates as compared to what their funding is.  


They likely would have different pension arrangements than Hydro One.  Hydro One has its own pension plan.  I'm not familiar with how they manage each of their pensions.  


MR. VLAHOS:  Is the type of pension plan, is this one of the drivers here, defined benefit versus defined contribution I guess that's the other type?  Is that a one of the -- one of the determining factors as to what may drive the differences?  


MR. INNIS:  I don't know if it would be -- the actuarial evaluation is done by Mercers, based on what our plan is.  So they don't compare that to other plants from other LDCs.  


MR. VLAHOS:  All right.  Okay, thank you for that, panel.  


MS. COCHRANE:  Moving on to smart meters now and I will be referring to the document brief now, Exhibit 6.11.  


If you could just -- I apologize for this one.  I think every second page will be blank, but it still has a number on it, if we can just work around that.  


Page 2, and this is Exhibit E1, tab 1, schedule 1, page 3.  The paragraph right under the chart, second last sentence, you indicate that smart meters consist of $10 million in OM&A and $12 million in rate base.  Which, just to clarify, it will be $22 million increase in your 2008 revenue requirement over 2006.  Am I reading this correctly?  


MR. INNIS:  Yes, that's correct.  Of the $1,067,000,000, which is our requested revenue requirement for 2008, the impact of smart meters is $22 million contributed to that.  


MS. COCHRANE:  All right.  Thanks for clarifying.  Can you urn to page 10 of the brief.  


This is Exhibit D2, tab 2, schedule 4 of your prefiled evidence, and just the item -- line item number 11, smart meters.  There is a reference to account number 1565.  And I think this that's supposed to be 1555.  Can you just make that correction if, in fact, it is to be a correction?  


MR. INNIS:  I'm not sure if that needs to be a correction or not.  I could check that for you, if you like.  


MS. COCHRANE:  All right.  Could you undertake to advise whether that should be account, referring to account number 1555 and not 1565?  


Can you explain what -- sorry, do we have that undertaking?  


MR. ROGERS:  Yes.  


MS. COCHRANE:  That will be undertaking J6.5.  

UNDERTAKING NO. J6.5:  TO ADVISE WHETHER ACCOUNT 1565, LINE ITEM 11 RELATING TO SMART METERS MENTIONED IN EXHIBIT D2, TAB 2, SCHEDULE 4 OF THE PREFILED EVIDENCE SHOULD ACTUALLY BE ACCOUNT 1555


MS. COCHRANE:  Can you provide an explanation of what is shown on this exhibit?  I mean, I think it is the additions to rate base in each year attributable to smart meters, but if you can just confirm that for me.  


MR. INNIS:  What this table describes is the total in-service additions in a particular year, and that would form part of rate base.


MS. COCHRANE:  For the 2008 column on this page, can you -- is that the 2008 smart meter -- the smart meter additions for this year to December 31, 2008?


MR. INNIS:  That would be a forecast value, correct.


MS. COCHRANE:  Now, the costs that Hydro One spent on smart meters between June 1 and December 31 of 2007 have not been reviewed and approved in the combined smart meter proceeding, OEB File No. EB-2007-0063, but you are including them in the rate base in this proceeding; is that right?


MR. INNIS:  Yes, that's correct.


MS. COCHRANE:  You may recall in the combined smart meter proceeding last year, smart meter costs up to May 31, so the first half of the year, were approved, but not for the second half.


In that proceeding, distributors were required to file a summary in support of their smart meter costs, which you will find at page 9 of the brief, if you can take a look at that.


It was appendix E to the combined smart meter decision.


MR. INNIS:  Yes, I have that.


MS. COCHRANE:  So presumably Hydro One did that for the first half of the year, and my question is whether, for this proceeding, you produced that type of summary with your filed evidence or interrogatory responses for the second half of the year.


MR. INNIS:  Yes, we have, and if I could direct you to interrogatory response H1-20, and as part of the response to that interrogatory, we filed schedules consistent with appendix E and those schedules are the basis of the deferral account submission in this proceeding.


MS. COCHRANE:  Could you just give me that reference again, please?


MR. INNIS:  Certainly.  It is Exhibit H, tab 1, 120.


MR. SOMMERVILLE:  Page 14 of the material.


MS. COCHRANE:  Yes, I have that.  In my brief, there is also pages 15, 16, 17, which are attachments to that interrogatory response.


I think I know which one it is, but I would like you to give me the response.  One of these calculations, these summaries, is -- corresponds to the form of appendix E, which you were required to do for the first half of 2007.


Let me make it easier for you.  I think it is on page 16.  I don't usually make it this easy for witnesses by giving them the right answer.  Maybe if you could clarify for me, is that information for the second half of 2007 that would correspond to what was required in the combined smart meter proceeding, appendix E?


MR. INNIS:  Are you on page 16 of your package?


MS. COCHRANE:  Yes.


MR. INNIS:  Okay.  If I look at the top of that page, this is a minimum functionality up to May 31st, 2007.


MS. COCHRANE:  Oh.


MR. INNIS:  So that is what would have been approved by the decision from the smart meter hearing.


MS. COCHRANE:  Okay.  I don't know if your pages have different numbers than mine, but to be clear, it is Exhibit H1 -- H1-120, attachment A, page 3 of 6, calculation of smart meter under-recovery to April 30, 2008, minimum functionality post May 31, 2007.


MR. INNIS:  Yes, I have that page.


MS. COCHRANE:  Okay.  So is this -- does this correspond to what you had to provide in appendix E for the first half of the year?


MR. INNIS:  No.  This relates to post May 31st, 2007.


Perhaps I can help.  There is three aspects arising from the smart meter decision, and we were required to track smart meter costs in three categories.  One of those categories was smart meter minimum functionality up to May 31st, 2007.  The other category was smart meter minimum functionality post May 31st, 2007, and the third category was smart meters in excess of minimum functionality.


What we did is provided the appendix E-type exhibits for all three of those categories.


MS. COCHRANE:  So when I look at page 16, the column for 2007, the cumulative balance at the bottom is 3.7, and is that -- is that what Hydro One expended on smart meters from June 1 to December 31, 2007?


MR. INNIS:  I'm just trying to relate to your page here.  Just a moment, please.


Is this minimum functionality post May 31st, 2007 and you're asking about the balance of 3.7 million?


MS. COCHRANE:  Yes.


MR. INNIS:  Is that correct?  No.  What this schedule does is, per the Board's direction, it calculates the revenue requirement associated with the smart meter spending.


So we would have had capital costs.  We would have had operating costs.  Part of the revenue requirement would have been a return on the capital, as well as depreciation and taxes.


So what this schedule does, consistent with the Board's instructions, is to calculate what the revenue requirement is, which if you look above the 3.7 is 11.2 million.


So we're saying that the costs of minimum functionality post May 31st, 2007 are 11.2 million.


However, because of the smart meter rate rider, we recovered $7.6 million, and what we are seeking recovery is the difference between what our costs were and what the revenue was that we collected and, hence, the balance of $3.7 million.


You will find that 3.7 million in our filed evidence in --


MS. COCHRANE:  Thank you.  That's helpful.  Thank you.  Just to confirm, your submission, this summary at page 16 of the brief, that satisfies or fulfils the requirements of appendix E in the combined smart meter decision?


MR. INNIS:  The smart meter decision was up till May 31st 2007.


MS. COCHRANE:  I understand that.  And the appendix is -- requires you to set out supporting information for costs from January to May 31 of 2007.


I am now asking about support for costs from June 1 to December 31, 2007.


MR. INNIS:  Yes, indeed.  This is the support for that.


MS. COCHRANE:  Okay, thank you.


MR. VLAHOS:  Mr. Innis, those are the dollars that are in rate base for 2008?  To the extent that it is capital related, they are now in rate base for 2008?


MR. INNIS:  Yes, that's correct.


MR. VLAHOS:  And for 2008 expenditures, they're also into rate base for 2008?


MR. INNIS:  Yes.  The expected in-service of smart meters in 2008 are in rate base, and that would form part of our revenue requirement for 2008.


MR. VLAHOS:  We do have the separate rate base numbers that are related to the smart meters up to 2007 and separate from 2008?


MR. INNIS:  We know what those values are, yes.


MR. VLAHOS:  We do, and that's in the evidence somewhere?


MR. INNIS:  Yes, it would be.


MR. VLAHOS:  And can you help me now or maybe later on where I would find this?


MR. INNIS:  Just give me a moment to think about that, please.


MR. VLAHOS:  Sure.


MR. INNIS:  The schedules that you have in front of you on the Board package, if I could just refer you to -- this would be page 16.


Part of the calculation that we have to do in order to arrive at the amount is to figure out how much the capital in-service additions are.


So at the top of page -- there is no number there.  It is the back of page 15.  Under 2007, you will see a capital in-service addition amount about the third line down, and it has $18.9 million.


So that would be the amount that would be in rate base at the end of 2007 or the opening balance for 2008.


MR. VLAHOS:  Okay.  I guess just going back to –- sorry, a few days ago where someone asked the question, well, if the Board were inclined -- if this panel were inclined to afford the same regulatory treatment as it did Toronto Hydro and I believe Mr. Rogers you said, well, you have no rationale as to why it should be different, so in the event that the panel is inclined to go that way, do we have the numbers in the evidence to back out, I guess, those dollars from rate base?  


MR. INNIS:  Yes.  Certainly we could calculate that.  


MR. VLAHOS:  All right.  Is there a number now?  I guess that's my question, or there has to be direction for you to do so as part of the draft rate order?  


MR. INNIS:  No.  I believe I could help you with that, and if I could turn you to page 2 of the Board package.  


MR. VLAHOS:  Yes.  


MR. INNIS:  If you look at line 15 of that page, Exhibit E1, tab 1, schedule 1.  


The impact of having smart meters included in our 2008 revenue requirement is total amount of $22 million.  And that amount would be both the meters that are included in rate base at the beginning of 2008 and also what we expect to add during 2008.  


MR. VLAHOS:  Sorry.  When you say $12 million in rate base, is it $12 million -- is it the consequences of having $12 million in rate base?  


MR. INNIS:  Yes, that's correct.  The in-service rate base amount would be significantly higher.  When I say $12 million rate base impact, that would be the return. 


MR. VLAHOS:  The return.  So it is the carrying cost of having something in rate base?  


MR. INNIS:  That's correct.  


MR. VLAHOS:  All right.  Thank you.  


MR. KAISER:  Can I just ask you a follow up.  You referred to the 3.7 under-recovery for 2007, that's at page 16.  There's a 5.7 under-recovery for the period January to April 2008.  Does that get dealt with in the same way, with respect to this application?  That is to say you're seeking recovery of that, as well?  


MR. INNIS:  Yes, that's correct.  


MR. KAISER:  Is there any forecasted under-recovery for the balance of the 2008?  


MR. INNIS:  No, not for the balance of 2008.  Because what we have assumed in our filing is it is effective May 1, 2008, smart meters were to assume normal treatment, which is the in-service capital would go into rate base, and it would be in our core revenue requirement.  


MR. KAISER:  Right.  I understand.  


MS. COCHRANE:  Just to clarify.  If the Board does not accept Hydro One's position to add 2008 smart meter expenditures in rate base, but like in its other decisions decides that it should be tracked in a variance or deferral account for later disposition, is the number that would be in such a deferral account the 3.7 million?  


MR. INNIS:  Yes, that's correct.  And that number would appear in our evidence.  


If it would be helpful, I could link you to that.  


I just don't have that at my fingertips right now, just a moment.  


MS. COCHRANE:  Do you want to undertake to ...


MR. INNIS:  If you just give me a moment please. 


MR. ROGERS:  Is G1, tab 1, schedule 1, page 2 ...


MR. INNIS:  Just a moment.  Yes, that's correct.  If I could just direct you to that.  


Thank you.  


MS. COCHRANE:  Okay.  


MR. INNIS:  You will see that the values there for December 31st 2006, it says three six -– three seven is our rounded number and 5.8 is equivalent to the 5.7 that we have.  


So what we have on the schedules in the Board package are the detailed calculations that support the evidence that's in our section F of our filing.  


MS. COCHRANE:  If the deferral or variance account treatment was adopted, what changes would this make to Hydro One's application, as you have filed it?  


MR. INNIS:  Sorry, if which aspect was adopted?  


MS. COCHRANE:  Well, you've -- it appears that, you know, you want to put those 2008 smart meter costs in rate base.  But if the Board decides it will not allow that but rather require you to track them in a deferral account, how is this going to affect your application?  Like, what numbers are going to change?  What will be different?  


MR. INNIS:  I would expect to see a decrease in our revenue requirement for 2008.  


I would expect that the smart meter rate rider would continue to be collected from our customers, and we would track this in our balance sheet.  So we would have to recalculate the -- our revenue requirement to reflect the fact that there would be lower capital in our rate base.  


And so by lowering our rate base, and putting any new spending of smart meters in a deferral account, that would lower the revenue requirement for 2008.  We would have to do that specific calculation.  And of course we would do that if we're directed by the Board, we would certainly follow that -- those instructions.  


MR. VLAHOS:  Sorry, Mr. Innis.  So the starting point would be to remove from rate base the expenditures that you have now for example?  And what is that amount?  Is that the $12 million?  Or I think you told me $12 million is the costs or the carrying costs associated with the smart meter expenditures.  


So if that's so, what are the capital expenditures for smart meters that are now reflected in rate base for 2008?  


MR. INNIS:  I would have to add up some of those numbers and I can do that for you right now, if you like.  


For the minimum functionality -- 


MR. KAISER:  Is that on page 16, the 140?  


MR. INNIS:  Yes.  On the back of page 16 is one of the numbers.  So the back of page 15, it is 18.9 million for the minimum functionality up to May 31st, 2007.  


And then it would be 77.2, is the in-service additions for the minimum functionality post to May 31st, 2007.  So that is 18.9 plus 77.2.  


Then what I would have to do is exceed minimum functionality, the in-service additions are $24 million.  So just looking at that quickly, it is around $120 million worth of capital that we have in our OEB rate base for 2008. 


MR. VLAHOS:  Thank you. 


MR. INNIS:  Now what that means though, what we're asking for is, we're asking for that capital, we're settling our deferral accounts and we want that capital to stay in rate base during 2008.  


It's the new capital that would be spent during 2008 that we would then have to remove from our current revenue requirement.  


MR. VLAHOS:  Right.  That's where my question went to.  What is that amount?  


MR. INNIS:  The capital that we've spent in 2008, if I could just refer you to an exhibit.  I believe the number was $164 million, but I could get that exact amount for you.  In Exhibit D1, tab 3, schedule 2, the smart meter spending for 2008 is $164.8 million.  


MR. VLAHOS:  That's the spending? 


MR. INNIS:  That's right. 


MR. VLAHOS:  What's the rate base figure?  Is it 164?  


MR. INNIS:  No.  The capital spending is 164.8.  The in-service portion of that would be a different value.  I don't have that at my fingertips.  


MR. VLAHOS:  Okay.  Maybe that's the number that perhaps you could provide that at some point, an undertaking. 


MR. INNIS:  Yes, I can do that. 


MR. VLAHOS:  Thank you. 


MR. KAISER:  Mr. Innis, on the first -- on page 16, what's the $140.5 million rate base figure for April of 2008?  Is that the value as of April 2008?  


MR. INNIS:  Just give me a moment, please.  That's the projected value to April 30th, 2008, yes.  For the minimum functionality cost that we have incurred since -- from June 1st, 2007.  


MR. KAISER:  So when you used 160, that assumed some additional expenditure in the balance of 2008?  


MR. INNIS:  The 160 was the total smart meter spending for all of 2008.  


MR. KAISER:  Oh.


MR. INNIS:  Whereas this number is a value part from 2007 up until April 30th, 2008.  And this is an average fixed asset, which is the -- goes into rate base.  It is not quite the same as the capital spending.


MR. KAISER:  Right.


MS. COCHRANE:  Actually, we missed an undertaking in response to Mr. Vlahos's question, which he could probably state much more succinctly.


MR. VLAHOS:  This is for the company to provide the -- I guess, the posted to rate base amount associated with the capital expenditure for smart meters for 2008.


Mr. Innis, did I articulate that accurately?


MR. INNIS:  Yes, I believe you did.


MS. COCHRANE:  That will be undertaking J6.6.

UNDERTAKING NO. J6.6:  TO PROVIDE THE POSTED TO RATE BASE AMOUNT ASSOCIATED WITH THE CAPITAL EXPENDITURE FOR SMART METERS FOR 2008.


MS. COCHRANE:  Just a couple of questions about the beyond minimum functionality costs.


Hydro One is seeking cost approvals and recovery for certain beyond minimum functionality costs; namely, meter outage detection capability, collector outage detection capability and time-of-use capability and integration. 


And if you look at page 12 of the brief, the back of page 12, in fact, the table 6 at the very bottom appears to set out the under-recovery amounts with respect to the beyond minimum functionality costs.


Do I have that right?


MR. INNIS:  Yes, I see it.


MS. COCHRANE:  Are these functionality capabilities in operation now?


MR. INNIS:  I'm not the technical expert on that, but my understanding is that they have been installed as part of smart meters.


I don't know if we're getting the full functionality from them, but they have -- they're part of the embedded smart meter units.


MS. COCHRANE:  Are you able to advise how they're being used in Hydro One's distribution operations?


MR. INNIS:  The smart meters that have been installed are being used to measure consumption.


MS. COCHRANE:  In terms of beyond minimum functionality, so those additional bells and whistles, do you know how they're being used in the distribution system?


MR. INNIS:  How they are or will be used?


MS. COCHRANE:  Well, that's the question.  You know, are they in place now?


MR. INNIS:  They're in place.


My understanding is that the full infrastructure required to extract the benefit from those assets has not been fully installed yet.


It's a matter of timing, because we install these meters with that functionality and put up the -- and the embedded infrastructure then will extract the value.


MS. COCHRANE:  Are they being put into operation as the smart meters are deployed, or are we going to have to wait until like 2010, '11 when they're all installed, and then we'll see all of these additional benefits?


MR. KAISER:  You're not charging any time-of-use pricing yet, are you?


MR. INNIS:  I don't believe we are.


MR. ROGERS:  If I can help, I think Mr. Stevens may have been asked about this.  I hope I'm not wrong.  I think he said that while they're installed now, they don't have the capability to use this incremental functionality just yet.  That's the question, I think.


MS. COCHRANE:  Okay.


With respect to some of those capabilities, like, for example, outage detection capability, you have indicated you're not the technical expert so you may not have any knowledge about this, but do you know what types of benefits or savings are derived from smart meters that you don't get from your SCADA system?


MR. INNIS:  You are correct I'm not the technical expert on that.  I could tell you where they are on the balance sheet.


I believe Mr. Stevens would have been the better person to ask those questions to.


MR. ROGERS:  I think he was, actually, but I am instructed the distribution system doesn't have a SCADA -- not a full SCADA system.


I think Mr. Stevens said -- well, maybe I won't go too far here, but he talked about how it would help with storm abatement and recovery after storms, and so on, once it is functional.


MS. COCHRANE:  Okay.


One minute, please.  I will review my notes.  Otherwise, I'll be done.


Thank you.  Those are all of my questions on this topic.


MR. KAISER:  Mr. Millar, do you have anything?


MR. MILLAR:  I do, Mr. Chair.  It is more than just a couple of minutes, probably 20 to 25 minutes.  I am content to plow through.  I know we would all like to be out of here, but maybe we could take a short break, if the court reporter requires one; otherwise, I am happy to keep going.


MR. KAISER:  What's your preference, Mr. Rogers?


MR. ROGERS:  Let's carry on.


MR. MILLAR:  Okay.  If we need a break, we will take one.  Why don't we try to get through this?  

Cross-examination by Mr. Millar:


MR. MILLER:  Good afternoon, members of the panel.  I'm Michael Millar.  I am also counsel for Board Staff.


I believe Mr. Mather circulated a document earlier.  This is a third Board Staff brief.  It is called "Evidentiary Materials, Cross-Examination of Panel 4 by Board Staff".  Do you have that document?


MR. ROGER:  Yes, we do.


MR. MILLAR:  Mr. Rogers, you have the document, as well?


MR. ROGERS:  I don't, but you gave it to me.


MR. MILLAR:  I think we have one extra if you need it.  I am circulating it to the panel now.  These are all existing exhibits and prefiled materials.  I just compiled them.  I am assuming there is no objection, so I will call it Exhibit K6.12.

EXHIBIT NO. K6.12:  BOARD STAFF BRIEF ENTITLED "EVIDENTIARY MATERIALS, CROSS-EXAMINATION OF PANEL 4 BY BOARD STAFF"


MR. MILLAR:  I would like to start with just a couple of questions to follow up on some questions by Mr. Shepherd yesterday.


You will recall he was asking you about the distinction between your urban rate classification and non-urban.  It exists for general service, I understand, but it also exists for residential rates; is that right?


MR. ROGER:  That's correct.


MR. MILLAR:  Urban residential, and then an R1, which I take it is medium density, something like that?


MR. ROGER:  We have even an R2.


MR. MILLAR:  R2, and then there is a seasonal, as well, okay.  But there is one that is urban.  I understand the definition is 3,000 customers -- a cluster of 3,000 customers at 60 or greater connections per kilometre; is that right?


MR. ROGER:  Sixty customers per kilometre; correct.


MR. MILLAR:  Okay.  Thank you for that.  If I heard you correctly yesterday, this -- obviously it is an existing legacy rate, but it's been around for at least a decade, if I heard you right?


MR. ROGER:  I believe the fall since 1996.


MR. MILLAR:  Okay.  If I understood you, you weren't part of the group that designed that rate in the first place; is that correct?


MR. ROGER:  That's correct.


MR. MILLAR:  Okay.  So you're not exactly sure how they came up with the 3,000 or 60 per kilometre?


MR. ROGER:  My understanding is that - and it is in an interrogatory - that that tried to reflect the average density of other LDCs.


MR. MILLAR:  Of other LDCs, okay.


As far as you know, no work has been done on that since '96 or whenever that rate was developed?


MR. ROGER:  To update those parameters, no.


MR. MILLAR:  Okay.  As Mr. Shepherd discussed, you have 88 new LDCs coming -- joining the Hydro One family, if I can call it that.


The addition of all of these new LDCs and all of these new customers, did that give you any reason to have another look at the density standard, if I can call it that?


MR. ROGER:  To be able to map those acquired LDCs into the 12 customer classes that we're proposing, we needed to do the urban density review again and look at the pockets in the province that meet the urban density criteria so we could assign those acquired residential customers that currently do not have density classifications into either urban or an R1 class.


MR. MILLAR:  Perhaps I wasn't clear.  What I was getting at is, did it cause you to look at the actual standard for the urban residential class, that is the 3,000 number or the 60 per kilometre?  Did it give you any cause to reconsider the standards for what would qualify for the urban residential class?  


MR. ROGER:  No, it did not.  They are roughly 10, 15 percent of the total number of customers.  


So it didn't feel that we would need to revisit that, given that most of those customers probably would be R1.  Not urban.  But we did not revisit the criteria because we had new acquired LDCs.  


MR. MILLAR:  Do you think there would be any use in doing that?  We have a standard that is at least a decade old, a lot of new people coming on board.  


It seems you have sort of a general idea how they came up with the 3,000 and 60 per kilometre, but in your view -- and let me ask you because I know you're an expert on these -- would there be any use in having another look at this standard if not for this proceeding then perhaps in the future?  


MR. ROGER:  Usually the areas that we serve are rural areas that don't grow that much.  So I don't believe the densities change that much.  


But maybe over 10 years, they might have changed slightly, but we did not do the study, and there may be some value into undertaking a study, but the urban study was -- took us a while to do.  


A review of the R1 would be much more expensive to do and we didn't do it because we are waiting to have hopefully GIS data that would allow us to do that in a more efficient manner.  


MR. MILLAR:  Okay.  Thank you for that.  I just have a couple of questions about your sub-transmission class, if I could ask you to turn I think to page 2 of this brief of documents, K6.12.  


Just to make sure I've got this right.  The ST, it's a brand new class; is that right?  It's not an existing legacy class?  


MR. ROGER:  That's correct.  You are looking at table 9?  


MR. MILLAR:  Yes.  Yes.  Page 2 of my brief, Exhibit G1, tab 2, schedule 3, page 9, table 9.  


MR. ROGER:  I have that.  Yes, that class is a new class, but it includes most of the current customers that are currently in the LV class, low voltage class.  


MR. MILLAR:  Okay.  But it also includes some customers as we see here from other classes, as well, there was the old T class, I understand, and several other classes.  


MR. ROGER:  That's right.  But they use the same assets that the customers in the LV system and that's the reason we're proposing to put them all in the same class. 


MR. MILLAR:  And the criteria for this class is based on voltage; is that right?  


MR. ROGER:  Voltage, size of the customer, and that they own their own transformation.  


MR. MILLAR:  And the voltage is 13.8 kV and up; is that correct?  


MR. ROGER:  And all LDCs.  Some of the LDCs are supplied below 13.8 kV. 


MR. MILLAR:  Oh, I see.  Are some of them served at transmission level voltage?  Some of the customers, not the LDCs.  The customers in this class.  


MR. ROGER:  No.  They all would be 44 kV with the highest voltage because they are distribution customers.  


MR. MILLAR:  Okay.  Thank you for that.  


I understand there used to be something called the T class the transmission class; is that right? 


MR. ROGER:  The T class is what we called at that time sub-transmission class.  They were customers that are connected at 44 kV, or 27.6 kV three-wire but whose demand was below 5 megawatts.  


The only difference between a T class customer and a direct customer was that they were below 5 megawatts, or where the direct were above 5 megawatts.



MR. MILLAR:  Okay.  You know what, I think I have a better understanding of this now and I had some more questions but I think I am going to leave the ST questions, so it looks like this one went nowhere but I actually understand what has happened now so I am going to move on to my next topic. 


I am going to ask a question about your proposed seasonal residential class, if you could turn to page 3 of my document brief.  


Sorry, is this or is this not an existing legacy class?  


MR. ROGER:  The seasonal residential here combines the R3 and R4 classes that we have right now.  


MR. MILLAR:  Combining them into a single rate; is that right?  


MR. ROGER:  Correct. 


MR. MILLAR:  If we look at page 3 of my document brief, it is G2, tab 5, schedule 1, page 9, I see there is actually two rates shown there.  There is a service charge for R3 and a service charge for former R4 –- sorry, it says former R3 and former R4.  Why do we have two rates there?  


MR. ROGER:  Because we are trying to phase-in these customers over four years, to limit their impacts.  


MR. MILLAR:  So this is part of the four year harmonization plan?  


MR. ROGER:  Correct.  


MR. MILLAR:  In four years, we will have a single rate meeting somewhere in the middle, I take it. 


MR. ROGER:  It would be the target rate shown in the evidence. 


MR. MILLAR:  Okay, thank you for that.  


I do have some questions about the harmonization scheme.  Just off the top, I guess -- why don't we, if you could turn to page 4 of my document brief which is Exhibit G2, tab 2, schedule 1, page 11.  


This, in my mind, is a very helpful overview of how the harmonization plan is going to work, showing how it will be phased-in over four years.  If I've got it right, the way it will work is, you will -- you'll phase in the change to the fixed charge in equal annual steps; is that correct?  


MR. ROGER:  More or less, yes.  


MR. MILLAR:  Okay.  I also notice you obviously have to adjust the volumetric rate, as well.  


As I look at that on the examples, just using LDC 1 as an example, it does shift down to the target but it is not in even steps.  


Can you explain how you phase in the volumetric portion of the rate?  


MR. ROGER:  We know the revenue requirement that we're trying to recover let's say from the R1 class.  


We know that we're phasing in the service charges for the acquired LDCs.



Then we take the difference of the revenue requirement, less the amount that we need to collect, that we collect through the fixed charge, and that determined what the volumetric charge has to be every year, for us to give us our revenue requirement every year.  


So as the fixed charge increases, then the volumetric charge would slightly come down, in such a way that we still recover from all of the customers in that group, the approved revenue requirement.  


MR. MILLAR:  Okay.  That's helpful.  Much of my questions here are really on the mechanics of the plan because I want to make sure everyone, myself included, understands exactly how this is going to work, because obviously you're here applying for rates for 2008.  


But I think you're also seeking approval of this harmonization plan, as well.  So for 2009, I take it you're not going to ask again to have the harmonization plan approved if it's approved this year.  You would simply go ahead with the next step in the harmonization plan; is that right?  


MR. ROGER:  That's correct.  We would expect the Board to approve, let's say, the methodology of harmonization.  


MR. MILLAR:  Okay.  Obviously you don't know the rate yet because there will be the IRM formula that has to be applied as well, but you are seeking approval for a four- year phase-in on the methodology that you propose here; is that right?  


MR. ROGER:  That's correct.  


MR. MILLAR:  Okay.  I want to make sure we've got it straight how it will work because this will be our last chance to review it if the Board approves it.  


Okay.  What I would like to do then to that end is to do a walk-through of this for a particular distributor just so we can see how it is going to work on the ground and make sure I understand it.  


If I can ask you to turn to page 7 of my document brief.  I am going to use Arnprior just an example.  I picked it more or less at random but I just want to see how this phase-in is going to work for Arnprior.  If you look at page 7 of my document brief, you will see on that table you see Arnprior, and I take it currently they have 3,134 residential customers?  


MR. ROGER:  That's correct.  


MR. MILLAR:  And according to your new proposed rates, 2,848 of them will go into the urban residential class?  


MR. ROGER:  Correct. 


MR. MILLAR:  The UR class.  I take it the other 286 will go to R1; is that right?  


MR. ROGER:  That's right.  


MR. MILLAR:  Okay.  If I could ask you to turn to page 10 of the document brief.  You will see table 1 there.  This is showing the existing rates, I take it, the 2007 rates.  If you look down to Arnprior, you see the Fixed charge is $11.54; is that right?  


MR. ROGER:  That's correct.  


MR. MILLAR:  And if you flip back -- take this subject to check, I know it is here, in fact I know you know it.  The target for urban residential is $14.32 is the fixed charge.  I think I have that.  Yes, it’s at page 4 of my document brief.  


MR. ROGER:  $14.32, yes.  


MR. MILLAR:  Right.  So the customers who are going to the urban residential class will have an increase, around $3 to their fixed charge over four years?  


MR. ROGER:  Correct.  


MR. MILLAR:  Okay.  


For customers who are going to the R1 class, again, if you look at that same page 4, the target rate is $19.04?  


MR. ROGER:  Correct.  


MR. MILLAR:  So they will obviously have a much larger increase to their fixed charge?


MR. ROGER:  That's correct.


MR. MILLAR:  Okay.  Can I ask you to turn to page 12 of the document brief?  This, I understand it, is the proposed tariff for Arnprior for 2008; is that correct?


MR. ROGER:  That's correct.


MR. MILLAR:  If I look under residential, I've got a couple of questions.


First, I see you have a class UR/R1.  Why are there two rates there?  Pardon me, why is it one rate instead of two?


MR. ROGER:  We have the billing system limitations.  These are acquired LDCs where not all of the customers are going to a rate class.


So we have to create new target codes to be able to take some of the customers into the UR and the rest of the customers to the R1.  So what we decided to do because of that, that in the first year, in 2008, we would move all of the customers in Arnprior on the path to UR.


In 2009, then, the customers that are going to urban would go one way, and the customers that go to R1 would go the other way.  For 2008, we're moving all of the customers into the path of the UR.  It is a system limitation problem that we have.


MR. MILLAR:  Okay so next year, if I were to look at the tariff for next year, there would in fact be two residential classes for Arnprior?


MR. ROGER:  That's correct.  If you give me a moment, please?


MR. MILLAR:  Yes.


MR. ROGER:  Sorry it took so long.


MR. MILLAR:  That's okay.


MR. ROGER:  Exhibit G1, tab 4, schedule 3.


MR. MILLAR:  Yes.


MR. ROGER:  Page 9, table 4.  In the table there, you will see that the Arnprior proposed rate -- calculated rate for 2009 at fourteen-seventy-five and two-sixty-eight for residential customers.


MR. MILLAR:  Yes.


MR. ROGER:  If you go to page 14 of 19, you see the Arnprior there as being twelve-thirty-nine and two-thirty-eight on page 14 of G1, tab 4, schedule 3.


MR. MILLAR:  Okay, I see that now.  I see that now.  So for 2009, you will have two classes?


MR. ROGER:  That's right.  The heading there is "Proposed Distribution Rates for Urban Residential."


MR. MILLAR:  Yes.


MR. ROGER:  The previous one was for the customers going on the path to R1.


MR. MILLAR:  Now, in year 1 for the customers that are going to go to R1 -- first of all, in year 1 for everyone in Arnprior, their fixed charge is only going to go up 15 cents, 16 cents; is that right?


MR. ROGER:  That's right.


MR. MILLAR:  And presumably in year 2, in 2009, particularly for the R1 -- in fact, you just showed it to me, but the increase is going to be a lot steeper in year 2, particularly for the R1 customers?


MR. ROGER:  It will be the difference between fourteen-seventy-five and eleven-seventy.


MR. MILLAR:  Right.  But you're still within your 10 percent there; is that right?  I assume you have looked at that?


MR. ROGER:  For 2009, we actually limited the impact to 8 percent on total bill.


MR. MILLAR:  Okay.  So you did take into account that it's not an even -- it is not an even line to get from year 1 to year 4, at least for Arnprior?


MR. ROGER:  Correct.


MR. MILLAR:  Okay, thank you.


I have a similar sets of questions on the urban general service versus regular general service.  There is a slight twist to it; otherwise, I wouldn't take you through there.


If I could take you to page 8 of the brief, I see currently Arnprior has 438 general service customers, and you propose to put 294 of them in the urban general service class; is that correct?


MR. ROGER:  Energy build, right.


MR. MILLAR:  And where will the rest go?  Will they just go to regular general service?


MR. ROGER:  General service energy build.


MR. MILLAR:  Okay.  If you go to page 11, the current fixed charge for Arnprior for general service is $21.38?


MR. ROGER:  I see that.


MR. MILLAR:  And if you flip back to page 5, you see that the target for general service energy is $30.97, and then if you flip over to page 6, you see for general service -- for urban general service, it is way down at 12.33 -- $12.33 a month?


MR. ROGER:  I lost you the last part.  Could you please repeat?


MR. MILLAR:  Yes, I'm sorry.  For urban general service, if you look on page 6 of my document brief - it is the bottom chart there - it shows the target rate is $12.33 a month?


MR. ROGER:  I see that, yes.


MR. MILLAR:  So some of Arnprior's general service customers will actually be going down if they're going into the urban general service class, while the rest will be going up if they're in the regular general service energy class; is that right?


MR. ROGER:  That's correct.


MR. MILLAR:  Okay.  If we go to, back to G2, tab 8, schedule 1, page 3, I neglected to -- regardless, the proposed rate for all general service customers in Arnprior is 18.74 for 2008?  I'm sorry, page 12 is the page I was looking for.  My apologies.


MR. ROGER:  Page 12, 18.74, right.


MR. MILLAR:  So you have a decrease in year 1, even though for a good number of those customers the ultimate target will be, in fact, much higher than their current rates; is that right?  You've got them going down, and I guess in 2009, '10 and '11 they're going to be bumping back up, and fairly significantly?


MR. ROGER:  I think that's shown in the Exhibit G1, tab 4, schedule 3.


MR. MILLAR:  Right.


MR. ROGER:  For general service, we have the same information there.


MR. MILLAR:  Yes.  Do you have any concern about that, though?


I can see on the residential side at least everyone's going up in year 1 towards their ultimate target rate.


For the general service people, your urban general service are going down in year 1 and their target rate is actually lower than that.


But your people who are going to general service energy go down in year 1, but then they're going to have to ramp up over the next three years.


I take it that is a billing problem, but does that cause you any concern?


MR. ROGER:  As long as we mitigate the impact, because the customer looks at the total bill and we limit the impact in that case to 8 percent on total bill, I would hope it would be explainable.


MR. MILLAR:  Okay.


Just to be clear, I assume this is the case, but you are recovering all of the revenues you should from Arnprior, even though some of these are going down, and then they're going to go back up.  I take it you calculated the revenues you can expect and it all works out?


MR. ROGER:  For the class, we're recovering the revenue requirement except for the R1 class, where we have a mitigation plan.


MR. MILLAR:  Right.  I am going to move to the mitigation plan right now.


In my document brief, this starts at page 13.  It is Exhibit G1, tab 8, schedule 2, page 1.  You give a two-page overview, I guess, and then there are a number of tables kind of showing how this will work on the ground, if I can put it that way.


But if I understand this correctly, you have your four-year harmonization plan; correct?


MR. ROGER:  Correct.


MR. MILLAR:  And in cases where the average customer is still going to have an impact of greater than 10 percent, you have undertaken additional mitigation measures; is that correct?


MR. ROGER:  We have reduced the rates so the impact for the average customer would be at 10 percent or below.


MR. MILLAR:  Okay.  I have characterized it correctly?


MR. ROGER:  Yes.


MR. MILLAR:  And that's what you called it the mitigation plan.


As I understand it, I may have this wrong, because -- what I see in the page doesn't necessarily, in my mind, reconcile with the tables.  But if you look the about line 22 or, pardon me, 24 on page 13, it says:  The volumetric charges are adjusted as necessary each year to limit total bill impact in 2008, 2009 and 2010.


So is it just the volumetric portion that you tinker with in order to enact the mitigation plan? 


MR. ROGER:  That's correct.  Because at 1000 kilowatt-hours, the average consumption, the volumetric charge is sort of the main portion of the bill.


MR. MILLAR:  Well, can I ask you to turn to page 15.  And if I look -- I will stick with Arnprior as the example.  You produced charts showing how the mitigation plan will work; is that correct?


In Arnprior, you see the residential rate, it says 2008 initial, then it gives a service charge of 12.88 and a volumetric charge of 2.71.  But if you look at mitigated, you have reduced not only the volumetric charge but also the service charge.


So how does that mesh with only reducing the volumetric charge?


MR. ROGER:  This could be the issue that they're moving to the urban in the first year and then they're moving back up to R1 later on.


If I could just take a moment.


Could I take an undertaking to explain it?


MR. MILLAR:  Yeah, I was going to suggest that.  There are, in fact, a number of cases throughout.  You will see Brockville has the same situation.  Most have the same service charge in both the mitigated and initial, but there are a few, if you go through where the fixed charge falls as well.  Maybe you could provide a blanket explanation as to why that occurs?


MR. ROGER:  I think it is all the 11 acquired LDCs that are, some customers are going to urban and the other customers are going to R1.


MR. MILLAR:  That's what we suspect as well but maybe you could put that in an undertaking response if you’ll accept that.


MR. ROGER:  Yes, we will.


MR. MILLAR:  So that’s J6.7, is to provide an explanation as to why certain LDCs’ fixed charge falls under the mitigation plan.

UNDERTAKING NO. J6.7:  TO PROVIDE AN EXPLANATION AS TO WHY CERTAIN LDCs’ FIXED CHARGE FALLS UNDER THE MITIGATION PLAN


MR. MILLAR:  Okay, thank you very much for that.


If I could take you back to page 13.  At line 25, you state:

"Any shortfall in revenues resulting from this mitigation measure is being absorbed first by the acquired LDC in subsequent years and, if this is not possible, then by legacy customer classes in the same group as the acquired customer class requiring mitigation."


What do you mean when you say it will be absorbed by the acquired LDC?


MR. ROGER:  If the impact on the second year is below our target of 8 percent, and in the first year of that acquired LDC received a subsidy from the legacy customer, we are asking them to pay back that subsidy in year 2 to the legacy customer.


MR. MILLAR:  I understand.  So if the impact in year 2 is, say, 6 percent, you would bump it up to 8 percent?


MR. ROGER:  To the extent that in year 1, they received a subsidy from the legacy customer.


MR. MILLAR:  Okay, I understand that.


If that's not the case, you say – if, for example, the impact is at 8 percent or higher for all four years, you say that it will be recovered by the legacy customer classes in the same group as the acquired customer classes requiring mitigation.


Is that the deferral account we have spoken about before?  Or maybe you can tell me what that is referring to.


MR. ROGER:  No, that's not the deferral account that I was mentioning before.


Interrogatory H, tab 12, tab 80, attachment A, has a list of the acquired LDCs, the customers going to the R1, and the amount what we called the shortfall there.


MR. MILLAR:  Okay.  My case manager has abandoned me today so I actually am unable to pull up the document you referred to, but maybe if you could talk me through it that would be helpful.  I can look it up after.


MR. ROGER:  Yes.  H12-80 attachment A shows for each of the acquired LDCs the amount of shortfall for R1 customers, GSE and GSD customers that they would receive.


The total, for example, for the R1 is $3.2 million, and that is being added to the R1 legacy customers.  And they are paying for that.


So on top of the $2.5 million that we set up, put aside, we are asking legacy customers in the R1 class to cover $3.3 million shortfall from the acquired residential customers.


MR. MILLAR:  Okay.  Thank you for that.  That's very helpful.


You also spoke of the $2.5 million shortfall.  I guess that is on top of the 3.5 million?


MR. ROGER:  This $3.3 million is not a shortfall, because we recover it from the other customers in the class.


MR. MILLAR:  Right.


MR. ROGER:  The two and a half is a legitimate -- is a legitimate follow.


MR. MILLAR:  Shortfall was the wrong word, but it is an additional cost to the mitigation plan that can’t be covered by the legacy customers or that isn’t being covered by the other customers?


MR. ROGER:  The 2-1/2 million dollars, yes, it is an additional.


MR. MILLAR:  Am I right then the total cost of the mitigation plan is just add those two numbers together, 2.5 plus 3.3?


MR. ROGER:  And one is put in the deferral account and the other one is being charged in 2008 to the legacy customers.  So we're still being kept whole from that perspective.


MR. MILLAR:  No, I understand you're being kept whole.  The reduction in this rate is obviously there's a cost to that, and it's divided into two areas.  One, there is the deferral account, and otherwise it is being spread amongst other customers.  Is that correct?


MR. ROGER:  Correct.


MR. MILLAR:  So we're looking at about $5.8 million, something like that?


MR. ROGER:  That was for R1 customers.  There is also a shortfall for GSE customers of $3 million and for GSD customers of $1.9 million.


MR. MILLAR:  Is that just for 2009?


MR. ROGER:  That's 2008.


MR. MILLAR:  Pardon me, for 2008.


MR. ROGER:  That's 2008.


MR. MILLAR:  Do you have figures or estimates for 2009, 2010?


MR. ROGER:  Of the shortfalls?


MR. MILLAR:  Yes.  If it's in the evidence, I apologize.


MR. ROGER:  I don't believe it is in the evidence.


MR. MILLAR:  Do you happen to know that number?  Is it about the same?


MR. ROGER:  It goes down because as the acquired LDCs' rates go up then the subsidy from legacy customers would go down.


MR. MILLAR:  Is that something you could easily provide for an undertaking, I don't want to create excessive work but could you tell us what the --


MR. ROGER:  Yes.


MR. MILLAR:  So that's to provide the -- I guess I want to be clear here.


Maybe what I will ask for is the amount that you anticipate to go into this deferral account for 2009 and 2010.


MR. ROGER:  That's still 2-1/2 million dollars.


MR. MILLAR:  That's every year it is 2-1/2 million dollars?


MR. ROGER:  Yes.


MR. MILLAR:  I don't think I need an undertaking, then.


MR. VLAHOS:  But there is an additional subsidy involved?


MR. ROGER:  There is an additional subsidy from legacy customers to acquired customers.  In year 1, that subsidy for R1 was $3.3 million, and it goes down as the acquired rates go up in subsequent years.


MR. VLAHOS:  Right.  And those numbers are in the evidence as to what is the first year and what is the -- the fourth year I guess would be zero?


MR. ROGER:  Yes.  The fourth year has to be zero.  No, they're not in the evidence, but I can supply them.


The only -- the 2008 numbers we have here.  We have not provided in the evidence the amount of subsidy provided by legacy customers to acquired customers in 2009, 2010, 2011.  I could provide those.


MR. VLAHOS:  If it is not too difficult just to complete the record, it would be good to have that.


MR. ROGER:  Absolutely.


MR. MILLAR:  That is undertaking J6.8.

UNDERTAKING NO. J6.8:  PROVIDE THE AMOUNT OF THE CROSS-SUBSIDY FROM LEGACY CUSTOMERS TO ACQUIRED CUSTOMERS FOR 2009, 2010 AND 2011.


MR. MILLAR:  Mr. Vlahos, correct me if I'm wrong, it is to provide the amount of the cross-subsidy from legacy customers to presumably acquired customers for 2009, '10 and '11?


MR. ROGER:  That's right.


MR. MILLAR:  Okay, thank you.  You will be happy to hear I'm getting close to the end here.


I am going to move on to another topic very, very briefly.  This is kind of a housekeeping matter.  I just want to make sure the application is clear.


If you could turn to page 16, I just have a quick question on the total loss factor.  I understand it is part of the settlement agreement in this proceeding it was agreed that the total loss factors would be harmonized amongst all of the classes; is that correct?


MR. ROGER:  That's correct.


MR. MILLAR:  And for most of the 88 acquired distributors, is it true that the total loss factor will increase, or is that not true?


MR. ROGER:  If they are going to the residential or general service class, yes.


If they're going to the ST class, then they will come down. 


MR. MILLAR:  Okay.  So for general service and residential, there would be some upward pressure on rates resulting from this portion of the settlement for the acquired distributors?


MR. ROGER:  That's correct.  And we reflected the impact of that in the total bill impacts.


MR. MILLAR:  That was my question.  I just wanted to make sure that had been accounted for.


Thank you for that.


One last topic, I have some questions about CDM.  Who will be answering those questions?


MR. ROGER:  Mr. But, maybe Mr. Innis.


MR. MILLAR:  If I could ask you to turn to page 17 of the document brief, this is an undertaking response.  It is in fact only one page of an undertaking response related to CDM.


You will see about half way down that chart, it says, "A program called maintenance of MARR-funded programs and minimum capability", and the amount is a million dollars.  Do you see that?


MR. INNIS:  Yes, I see that.


MR. MILLAR:  Then if I could ask you to turn to page 18, there is another interrogatory from CCC, in this instance, asking you to identify the ratepayer-funded, I believe, CDM programs for 2008.


You state: 

"It is HONI's intent to seek funding for CDM funding primarily via the OPA-funded framework.  HONI has included $1 million in the 2008 revenue requirement within the other shared services other category to sustain existing CDM programs and maintain a minimum capability.  HONI also requires an additional $800,000 to close off the programs initiated under MARR funding."


So I want to make sure I'm clear here.  Is the amount of money to be recovered from ratepayers $1 million, or $1 million plus $800,000?


MR. INNIS:  The amount is $1 million.  The $800,000 refers to funds that will be funded internally by Hydro One.  We're not seeking recovery of those $800,000.


MR. MILLAR:  What do you mean funded internally?


MR. INNIS:  Meaning that these are costs associated with CDM programs that are currently under way that we need to wrap up.


We fully spent the MARR-3 funding.  The company's expecting that we will incur some additional costs, and we will absorb those.  We're not seeking recovery of those.


MR. MILLAR:  So no rate recovery for the $800,000?


MR. INNIS:  Correct.


MR. MILLAR:  For the million dollars, you characterized it as maintenance of MARR-funded programs and minimum capability.


Could you broaden that a little bit, give me an idea of what that million dollars is being spent on?


MR. INNIS:  Yes, I can.


We fully spent our MARR-3 funding, the $39.5 million.


There certainly were benefits to those CDM programs, and what we want to do is to maintain and house capability and knowledge of CDM, and we will be monitoring CDM programs.  We will be doing some small pilot projects.  There will be some program development-type work, as well, and we are basically keeping our finger in the CDM field in terms of Hydro One costs, as well as we'll be seeking full funding for major CDM funding through the OPA.


So this is just to keep the CDM program active within Hydro One.


MR. MILLAR:  Are these mostly staff costs, the million dollars?


MR. INNIS:  It would not necessarily be staff costs.  There could be other costs in there, as well.


MR. MILLAR:  Okay.  You said you are going to be doing pilot projects, and whatnot.  Will this be under the rubric of the OPA funding, or is this something that Hydro One is going to do on its own?


MR. INNIS:  If there's a project that comes up that is not -- that we believe is a good idea that is not likely to be approved by the OPA, we would consider doing that ourselves within this funding.


MR. MILLAR:  Do you have any specific programs you're looking at currently?


MR. INNIS:  My understanding is that we've had some requests from First Nations groups for certain pilot projects, and I believe that they are under consideration.


MR. MILLAR:  Could those not be funded through the OPA?


MR. INNIS:  I am not sure of the specific nature of those.  Certainly if they are able to be covered by the OPA funding, we would pursue that route.


MR. MILLAR:  As I understand the direction, you are to go to the OPA first, is that correct, and then for if for whatever reason you can't shake them down for a bit of money, then you are permitted to seek cost recovery from the Board for certain CDM programs.  Have I got that right?


MR. INNIS:  We'll do our best to seek OPA funding, and that's the primary source of CDM.


This million dollars is for smaller -- small programs that are not able to be funded, plus program development work that we want to keep ourselves informed of what's happening with CDM and coming up with ideas and knowledge in order to seek further full funding from the OPA.


MR. MILLAR:  You don't have any definite programs on the table, though, that you are currently undertaking?


MR. INNIS:  Not that I'm aware of.


MR. MILLAR:  Okay.  Again, on page 17, you have the million dollar expense.  I note, if you look down the chart a little further, you see the 2008 forecast.  You're not forecasting any kilowatt savings or any kilowatt-hour savings or any targets, for that matter.


What are ratepayers getting for this million dollars?


MR. INNIS:  What ratepayers are getting are the in-house capability to access the OPA and our continued knowledge and involvement in the CDM field.


As I mentioned, there -- we would be considering some smaller pilot projects, and also it's some promotional work with respect to CDM, as well.


So this is keeping the company active in the field of CDM.


MR. KAISER:  While you're on page that, time-of-use pilot, the $130,000, is that part of that the foundry project that we were discussing this morning?


MR. INNIS:  Yes.  That would be the remaining foundry, the 2008 portion of the foundry, and the other people that are on the time-of-use rates.


MR. BUT:  Perhaps for this $1 million, we have discussed this item with the OPA staff and confirmed that they will not be funded through their programs.


MR. MILLAR:  What would not be funded through their programs?


MR. BUT:  OPA would not fund what we were requesting, this $1 million.


MR. MILLAR:  But you don't have -- you didn't put any specific programs to them?


MR. BUT:  We discussed, for example -- perhaps I can explain a bit.


For example, in load forecasting we need to do a customer equipment survey and we -- to collect information from the markets, and right now we have an online audit program that all our customers can use and we want to continue that program, and so that would be funded through this $1 million.


In addition, as Mr. Innis mentioned earlier, we have additional pilot units that we would like to launch, such as the First Nation pilot that we may launch, and so we would use that money to do those kind of information to maintain our capability, in terms of load research, in terms of CDM analysis.


MR. MILLAR:  When you say maintainability, I assume these people will be doing something, I assume?  You're not paying people to wait until, maybe in the future, you might do some additional CDM programs?  I take it these people will be working all year?


MR. BUT:  In all likelihood, we are not hiring additional people to sit here and wait to do the projects.


If we have the project, we will use that money to fund those specific activities.  


MR. MILLAR:  Okay.  Those are my questions, thank you, gentlemen.  

Questions from the Board:


MR. KAISER:  Can I just follow up on that.  Isn't the procedure that the Board has laid out that, if the OPA doesn't fund, you can come to the Board sort of as the last resort, the funder of last resorts.  Aren't you supposed to come with specific programs as opposed to this lump sum million dollars that you may or may not use?  


MR. BUT:  This money is not necessarily to do a program per se.  If you want to have a program such as the peaksaver, if you want money you go to the OPA and request for funding. 


But in this case, if you want to potentially consider doing a program for the First Nations, so we need to do pilots.  Just like the pilot program that we did in 2005 and 2006, we did pilot for load control.  So after we tried that out in the pilot then subsequently we develop the program and ask for funding.  


MR. KAISER:  But when you came forward under MARR, some of that was for pilots.  We see some of it here.  We saw it in those applications.  There was a specific application that identified the pilot.  


MR. BUT:  That was true.  But the MARR funding has finished.  


MR. KAISER:  I understand.  So you're not following the format of MARR.  By that, I mean the application process.  You actually have to identify the projects.   


You just want a million dollars out of rate that you may or may not use on some projects as they evolve?  


MR. BUT:  We have some idea what money will be spent already.  For example, out of that $1 million, we need to replace the service system in order to serve the low peaksaver program that we got under the MARR program and that is not OPA portion of the customers that we recruited.  So that is the money that we also need to spend.  


MR. KAISER:  So you've got 8-1/2 million dollars of peaksaver funding from the OPA and they're not prepared to do this additional work with respect to peaksaver.  So you come back to the Board to get it out of rates?  Is that it?  


MR. BUT:  The money we got under OPA core program and the peaksaver example, we got the funding in terms of getting additional customers, in this case we will be trying to get for the 8-1/2 million dollars, we will be getting 15,000 customers or so this year.  And that is what the funding is about, from OPA.  


MR. KAISER:  All right.  Thank you.  


MR. SOMMERVILLE:  I gather this funding is really just to create a kind of continuity of capability and development throughout the course of the year that is not  -- specifically not tied to a program?  If it's tied to a program, presumably you go to OPA and get funding.  


MR. BUT:  That is correct. 


MR. SOMMERVILLE:  This is the antithesis of that.  This is the kind of sit around and wait.  I don't mean that in a pejorative a sense as it sounds, but this is kind of creating a kind of continuity of capability kind of money.  That's what this million dollars really represents.  Isn't it?  


MR. BUT:  That is correct.  


MR. KAISER:  I am confused.  I thought you said you had gone to the OPA with respect to some of these pilots for the native groups and they wouldn't fund it.  So therefore you wanted to use this money.  


Did I not understand that right?  


MR. BUT:  That is correct.  I am using that as an example.  


With OPA, what they are currently funding is a program, a full program for particular market segment.  If we are were to test out doing particular things for a particular customer group, for example, OPA would not be funding the pilot type of program funding.



MR. KAISER:  All right.  Thank you.  


MR. SOMMERVILLE:  I have a couple of questions about the mitigation program.  


You have been clear, Mr. Roger, in describing that the mitigation effort is class-based.  So that it looks at members of a class in a homogenous fashion, and determines the requirement for mitigation on the basis of the class, not with respect to any subgroup of the class.  


To some extent, I wonder about that, in that we could find half the members of a class experiencing significant increases theoretically, increases that could be of the nature -- perhaps -- I don't mean to invoke Mr. Vickers who was a very special case in many ways.  But we could find that in a given class, there are a significant number of customers who are going to experience very significant increases that are -- and the mitigation program is not really designed to address their specific problem.  It is designed to sort of solve a problem on a class level.  


Do you have any observations about that?  Is there any downsides or risks in the approach that you’ve taken here?  Are there going to be some serious casualties as a result of this program as it is proposed?  


MR. ROGER:  I don't believe -- let's take for example the R1 class.  We have the R1 class that is going to be made up of mostly legacy R1 class customers, plus some acquired customers.  


Based on the revenue-to-cost ratio that we are proposing of 0.88, it determines a certain amount of dollars we want to recover from the class. 


MR. SOMMERVILLE:  Right. 


MR. ROGER:  Then we determine, okay, the rate that we need, the rate that we need to derive, to achieve over four years the target rate, this is the rate that we would, in theory, charge all of the customers within the R1 class. 


We apply those rates and we see based on average consumption for each acquired LDC as a thousand kilowatt-hours, some of them exceed the limit of 10 percent.  


What we did then is we reduce the rates so that no acquired LDC at a thousand kilowatt-hours would have impacts on total bill higher than 10 percent.  And the revenue shortfall is being made up by the legacy customer.  


So for residential customers, you could have customers that at a very low consumption level, would have high percentage impact.  But it would be a small dollar amount.  And I believe there is an interrogatory that shows that here.  


But the average consumption for each acquired LDC at a thousand kilowatt-hours, the impact has been mitigated to maximum of 10 percent on total bill.  


MR. SOMMERVILLE:  Okay, thank you. 


MR. ROGER:  We done something similar to the general service class.  And the highest percentage impact, excluding Hopper, for general service class also would be a customer that has very low consumption and the impact is mainly driven by the increase in the fixed charge because that becomes a large components of the bill.  So you could have a high percentage of the total bill, but it's not -- could be $30 for general service customer, but it is phased in over four years.  


MR. KAISER:  You mentioned this a number of times and I guess -- and you said something to the effect -- while it might be 30 percent but it is only $4.  


Are you concerned that that response may not work, somebody may say it may be only $4 but it’s a 30 percent increase in my bill.



I don't know what research you have done.  I mean you have a lot of experience on dealing with customers on rate impact over many years.  I understand the theory of it.  It may be a 30 percent increase in the bill but it is only $4 or whatever the number was, it was a relatively small amount of dollars, but you are convinced that that explanation will satisfy people?  


MR. ROGER:  We would explain to the customer, we're trying to move to rates that are more cost reflective of what is cost is of supplying customers.  The vast majority of the customers would see modest increase or some of them would see bill decreases.   There are a few, like the acquired LDCs, that would see substantial bill increases but I guess it is a zero-sum game.  So if we are trying to move customers towards rates that are more cost reflective, some customers are going to hurt, some customers are going to benefit. 


MR. KAISER:  Is there any merit in putting aside a pot of money that you could use in a discretionary fashion as part of your revenue requirement to deal with cases that evolve, that we can't predict right here, that people come to you and say:  You know, I can't handle this.  It could be decided on a case-by-case basis?  Is there any merit to that kind of approach?  


MR. ROGER:  We would need to try to establish what criteria we could use, because it could be that it's $4 for general service customer versus $4 for a residential customer.  So it could be done, but I think there should be a criteria attached to it, in what circumstances you would provide that benefit.  It could be some customers really can afford to pay, but others cannot. 


The only way you can determine that is probably to somehow have to find out now their income level to see if they can afford the bill, and we don't have that kind of information.


MR. KAISER:  Hmm-hmm.


MR. VLAHOS:  Mr. Roger, on the harmonization plan, the four-year time frame you have chosen, is four years linked to anything specific, or is it just it's more than three, less than five?


MR. ROGER:  If I can refer you to H7-39, I believe we were asked that question -- 7-29, sorry.


MR. VLAHOS:  Do I need to turn it up, sir?


MR. ROGER:  I can read it to you, sir.  The reason we picked four years is that it limits the acquired customers' bill impact to less than 10 percent on total bill per year based on average consumption, is the expected end date for the Board third generation IRM and would coincide with the establishment of rates based upon a new cost of service application and would coincide, also, with the implementation of our new billing system and the anticipated date for full implementation of time-of-use rates.


Having less customer classes makes it easier for us also to implement time-of-use rates.


MR. VLAHOS:  Thank you, sir, for that.


Now, that does not mean that a plan with more than four years would not work and accommodate all of the things that you mentioned?


MR. ROGER:  That's correct.


MR. VLAHOS:  All right.  So if -- this hypothetical -- don't read anything into this.  If this panel was inclined to say four years is too short because of the rate impacts, then what do we, the panel, need to worry about the proposed methodology you have set out?


What aspects of the methodology do we need to consider in making that final determination?


MR. ROGER:  I think we could still apply the same methodology, but instead of, for example, bringing the service charge over four years to the target, let's assume it would be six years to the target.  So the methodology would still apply.  It is only the time frame that we would reach the end state would take longer.  


So that service charges will be phased in at smaller increments and the volumetric charge will come down.  Also, it takes longer to come down to the target, but the principle of the methodology would still be the same.


MR. VLAHOS:  So if the Board were inclined to go that way, then all we need to find is that -- and we expect the company to maintain the methodology as it proposes in its prefiled evidence and that would be good enough?  That would suffice?


MR. ROGER:  That would work.


MR. VLAHOS:  We don't have to deal with the details of it?


MR. ROGER:  I don't believe so.  That would work.


MR. VLAHOS:  That would work for the purpose of both setting 2008 rates and beyond?


MR. ROGER:  That's right.  The 2008 rates probably would be lower.  Let's assume everything else equal here, and then the increment required in future years would be smaller, and to those increments we would come back, let's say, in 2009 and apply the third generation IRM to that established rate.  


But the methodology is still the same.  Instead of dividing the difference between -- on four years, we would divide it over six years.


MR. VLAHOS:  All right.  Thank you for that.


Just to circle off this harmonization issue, there were some discussions in the hearing about Brampton Hydro, why the exclusion.


I can't remember, frankly, what the discussion was -- or the answer was, other than it is a policy question, and maybe this came from Mr. Rogers.


MR. ROGERS:  Mr. Shepherd.


MR. VLAHOS:  Yes, okay.


MR. ROGERS:  And I've forgotten why he raised it, but I think he asked the witness:  Why isn't Brantford Hydro here or -- Brampton Hydro -- (inaudible) 


MR. VLAHOS:  I think the answer was that --


MR. ROGERS:  -- harmonized.  I think that was the question,  and then I pointed out it was a separate company, and he retorted that that was the decision Hydro One made.  They could have made all of these utilities separate companies.  That is where that came from.


MR. VLAHOS:  I recall -- I took from that exchange, Mr. Rogers, that the reason Brampton Hydro is not here is because it is not here.  It's not here in the application, and that was the end of it.


MR. ROGERS:  That's right.  Maybe Mr. Roger can help.  I assume they're doing their own application at some point.


MR. ROGER:  Actually, we provided a response to Mr. Shepherd in Exhibit H, tab 13, schedule 56.  He asked the question:  

"Please provide the company's rationale for excluding Hydro One Brampton from the harmonization plan."


And the response we provided is:

"Hydro One Brampton networks Inc. is a separate subsidiary of Hydro One Inc.  as shown in figure 1 of Exhibit A, tab 8, schedule 1.  As such, Hydro One Brampton networks Inc. is regulated by the Board as a stand-alone entity.  The Board released their decision respecting Hydro One Brampton's 2008 distribution rate application (EB-2007-0882) on March 19th, 2008."


MR. VLAHOS:  Right.  I read that answer, Mr. Roger.  I'm not sure that -- I'm not sure that -- 


MR. ROGER:  I think the answer is we are treating that as a separate entity.  It hasn't been incorporated into our books.  They do their own maintenance.  They have their own customer service.  The acquired LDCs have all been incorporated into our books.  We don't carry separate books for them.


MR. VLAHOS:  You don't do it now.  I guess what is stopping you doing exactly that?  So that's the issue.


In any event --


MR. KAISER:  In any event, they're not here.


MR. VLAHOS:  They're not here.  I guess that's the answer I got.  They're not here.


So just to finish up a couple of small items.  Now, Ms. Cochrane was asking you about the RSVA variance account power and line loss -- line losses.  I wasn't sure exactly what the issue is here or what the responses were.


I took it -- I have noted here that there is no RSVA power account that Hydro One has.


MR. INNIS:  No.  We do not put value into that account; correct.


MR. VLAHOS:  You don't have a variance account for power?


MR. INNIS:  That's correct.


MR. VLAHOS:  You're probably the only one, aren't you?  You're probably the only one from the LDCs that don't have a power account.


MR. INNIS:  Perhaps, but I don't know that, sir.


MR. VLAHOS:  And the reason for that, sir, that you don't -- I guess you don't want a power variance account, do you?


MR. ROGER:  I believe that the variance account tracks the difference between actual losses and approved losses.


MR. VLAHOS:  Okay.  See, that's my confusion.  There is a power variance account, and within that there is a line losses variance.


So that's where the confusion is as to what are we talking about here?  So let me ask the question again.


Is there a variance power account?


MR. INNIS:  My understanding is there is the account, but we don't have value in that account.  So the account exists, but we don't post to that account.


MR. VLAHOS:  I guess that account exists because it is in the accounting handbook --


MR. INNIS:  Yes.


MR. VLAHOS:  All right.  But, normally -- I don't want to give evidence here, but normally that account would carry two things.  One is the variation in the -- in the power, what you have reflected in your rates and what is being recovered, and, secondly, is the line losses that are associated with the power.


Mr. Innis, are you...


MR. INNIS:  Yes, I believe that is the case.  


MR. VLAHOS:  Okay.  So you have neither one of the two?


MR. INNIS:  Yes.  I believe that's the case.


MR. VLAHOS:  So what is the risk now for the company or I guess for the ratepayers, as well, for not having that variance account?


What are the potential risks in a given test year?


MR. INNIS:  I don't believe that there are risks associated with that.


MR. VLAHOS:  There are no risks?  So if we allow you for -- let's take line loss, for example, if we allow you line losses of, I don't know, say, 4 percent and your actual line losses are something entirely different from that, then somebody gains, somebody loses; right?


MR. INNIS:  Yes, that would be the case.  I believe we have done a study that's confirmed the estimate that we used for line losses.


MR. BUT:  Maybe I can help out.  With respect to the line loss item, we looked at the last few years of line losses, and in terms of the purchase level, and then -- because that, we have the information.


Then we look at our end user -- our customer database, and we need to do harmonization in terms of billing cycle and all of that.  At the end, we find that the combined overall line loss assumption is very close to the Board-approved number, which is around 5-1/2 percent overall.


So that was our experience in the last few years.


MR. VLAHOS:  Right.  I mean, the company appears to be quite eager to set up a bunch of deferral accounts or variance accounts and I guess I need to understand why you have no rush in creating this variance account that may lead, has the potential of leading to some significant variation.  I said "may."  


MR. INNIS:  If I could answer that.  In terms of the line loss portion, I believe Mr. But has addressed that in terms of our ability to track and meter, and we use the accrual method.  


With respect to the other potential value that could be in that account, I could take an undertaking to get more information for you on that, in terms of the settlement process and to explain why there is no value in that account.  


MR. VLAHOS:  I am not sure we need an undertaking response, Mr. Innis.  Mr. Rogers can touch on it in argument if he wishes.  


Okay.  Just two more items.  Regulatory assets.  


Now, I understand and I don't think any questions were asked on this, at least not in the last couple of days.  So there is an amount of what was it 40-some, $49 million to be -- it's a credit to customers --  


MR. INNIS:  That's correct. 


MR. VLAHOS: -- for regular assets, and that arises from what?  


MR. INNIS:  If I could turn you to Exhibit G1, tab 1, schedule 1, section -- page 2 and table number 2.  There is a list of those values there.  And the largest single amount contributing to that credit is the retail settlement variance account.  And that's a value of $64.8 million credit.  


And the other amounts are relatively smaller and they would be inclusive of the settlement of the smart meter accounts, as well as the OEB cost assessment account and a tax change account.  


MR. VLAHOS:  All right.  Just give me a second.  I just want to turn that up.  G1, tab 1.


MR. INNIS:   G1, tab 1, schedule 1, page 2.  


MR. VLAHOS:  Table 2?  


MR. INNIS:  That's correct.  


MR. VLAHOS:  And this is the balances of April 30th, 2008?  


MR. INNIS:  That is the projected balance. 


MR. VLAHOS:  Projected.  So the projected balance is the projected principal balance including interest?  


MR. INNIS:  Yes, it's principal and interest, of course.  


MR. VLAHOS:  Is there an issue -- I don't know whether Staff have brought this up or not -- is there an issue with respect to what balances, as of what date, this Board may dispose of, i.e., they have to be audited?  


MR. INNIS:  I don't believe there would be an issue on that.   Past practice that we have experienced is that balances that have been projected have been accepted by the Board, subject to those accounts being trued up at a future point in time.  


MR. VLAHOS:  Right.  Mr. Innis, there is a lot of decisions that have been coming out from this Board with respect to other utilities and have you looked at any of them?  


MR. INNIS:  Yes, I am familiar with some of them including Toronto Hydro. 


MR. VLAHOS:  Would I be wrong in saying that -- well, Toronto Hydro and others, would I be wrong in saying that, in those decisions, the Board has maintained the principle of not disposing -- unless there are special circumstances, not disposing of the balances that are not audited?  


MR. INNIS:  Yes, I think that's been the decision of the Board. 


MR. VLAHOS:  So your balance of $48.7 million is not consistent with that methodology.  You have to look at the column before that, December 31st, 2007 balance which is $30 million.  


MR. INNIS:  Yes, that's correct.  That would be consistent with our audited financial statements.  


MR. VLAHOS:  All right.  And the reason I am asking is, does this creates any difficulties in terms of your harmonization plan, in terms of impacts now?  Because I believe the rate impacts do include that specific credit of $49 million. 


MR. ROGER:  That's correct.  If the credit is less now then we would have to look to make sure we are not exceeding now the 10 percent threshold.  


MR. VLAHOS:  Correct.  Mr. Roger, I am trying to anticipate what parties may argue, intervenors may argue, judging from what they have argued in other proceedings in terms of those balances, okay.  


So I just want to understand, you know, as to what is being created here if the Board -- or if the intervenors were successful in convincing the Board that we should not dispose of any balances that have not been audited.  


MR. ROGER:  I think the response is that for rider number 2, the Board approved something similar.  We also projected at that time to April 2006 the balances.  


At that time, we charged them over four years, but there is a true-up mechanism that at the end of the four years, the actual balances are being recorded.  The actual amounts paid out or recovered from customers were recorded so that at the end of the day, the customers should be indifferent, because the accounts are being trued up.  


MR. VLAHOS:  All right, sir.  Finally we have touched on this on CDM.  I just want to confirm a couple of things.  I am looking at Staff's handout, K6.12, pages 17 and 18.  


If you look at page 18 first.  The reference there to the $1 million, is this the same $1 million that appears in the previous page, page 17, middle of the page which is entitled:   Maintenance of MARR-funded programs and minimum capability.  Is that the same --


MR. INNIS:  Yes, that is the same one. 


MR. VLAHOS:  That's the same $1 million.  Does this million dollars include any external consulting costs?  


MR. BUT:  If I could help out.  Potentially a portion of that could be for consultant, if you were to hire a consultant to do the project as well as doing evaluations of the projects.  


MR. VLAHOS:  In is over and above -- this is not internal people costs, that you have a department or some people whose time may be devoted to CDM programs.  


This is over and above what the internal capabilities or internal resources?  


MR. BUT:  That is correct.  


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


MR. KAISER:  Thank you.

Re-examination by Mr. Rogers:


MR. ROGERS:  Sir, it reminds me, when I was Board counsel, I always got reached at five o'clock on Friday afternoon.  I ask you for just a little bit of patience, I have one question I would like to put to Mr. But because I know I am going to hear about it in argument and I want to have the record straight.  


We have an exhibit I would like to file which I think would help with the discussion.  


This is the -- Mr. Buonaguro referred to an excerpt from this exhibit.  It was a conservation potential estimate from the -- I think prepared by the OPA which was filed in the IPSP proceeding, I believe, Mr. But.  Is that correct?  


MR. BUT:  Yes, that's correct. 


MR. ROGERS:  I would like to take a couple of minutes just to have Mr. But explain the sequence here.  


MR. MILLAR:  We will give that an exhibit number, Mr. Chair.  K6.13.  

EXHIBIT NO. K6.13:  CONSERVATION POTENTIAL ESTIMATE DETAILS


MR. MILLAR:  It's the conservation potential estimate details.  


MR. ROGERS:  Thank you very much.  


Now, Mr. But, I want you to very briefly, please, to help us with this.  You recall Mr. Buonaguro asking you questions about the CDM savings forecast using a page out of this document?  


MR. BUT:  Yes, I do.  


MR. ROGERS:  Can you, please, just very quickly and simply, explain to us how this document is relevant to this topic.  


MR. BUT:  Yes, I will.  


When the question was used, table 6 was being used in the examinations.  But I would like to provide the full document so that I could draw table 3 attention, attention to the Board.  


MR. ROGERS:  Just let me interrupt you here.  This is a document prepared by the OPA?  


MR. BUT:  Yes. 


MR. ROGERS:  And was filed as an official exhibit in the IPSP hearing; is that correct?  


MR. BUT:  That is correct.  


MR. ROGERS:  All right.  So you want us to look at table 3?  


MR. BUT:  Yes.  That is correct.  The issue I am trying to address is the question whether load control or demand response are generally called demand management program, whether the results in those programs should be accounted as CDM reduction using weather-normal load forecast.  


For Hydro One, weather-normal load forecast does not mean there is no peak.  As a matter of fact, our definition of weather-normal load forecast does include peaks.  


I would like to just quickly mention that the way we calculate weather-normal peaks is basically using the average of the monthly and seasonal peak, in this case summer peak, of the last 31 years to establish the weather-normal forecast and, within that, the weather-normal summer peak.


For example, this week we have a number of days that are quite hot right now, in the range of 30 degrees C outside.


In fact, the system load right now, as we speak, is around -- in the last few days is around most likely 24,000 megawatts, and that is within what I call weather-normal peak.


So, therefore, I -- so therefore if we were to implement load control program with the demand management program such as the peaksaver program to reduce the peak, of course the impact should be counted as CDM reductions


In particular, in this table 3, you can see there's an item called demand response for 2008.  It contributes 115 megawatts of the 251 megawatts CDM target for the year 2008.


And underneath this table 3, there is a reference and a note at the general level weather-normal.


What this means is the demand management or the reduction of 115 megawatts will be counted using weather-normal load forecast.


MR. ROGERS:  All right, thank you.  Now, Mr. Buonaguro I think suggested to you that because your load forecast was weather-normalized, it was not appropriate to include the demand response programs in your forecast of CDM.  Is that your understanding of the point he was trying to make?


MR. BUT:  That was correct.


MR. ROGERS:  You just explained to us why you have disagreed with him; is that right?


MR. BUT:  Yes.


MR. ROGERS:  All right, thank you.  I have one other question for you.  Well, maybe two.


I want to talk about regional distribution in a moment, but have you told us all we need to know about that other point before I leave this table?


MR. BUT:  Yes.  I am okay, yes.


MR. ROGERS:  The second point I think he addressed with you had to do with the regional distribution of the data.


I think -- is there a table that can help us with that discussion?


MR. BUT:  Yes.  It is the table 6 that we filed in this document.


MR. ROGERS:  That's right.  All right.  So table 6, page 5.  Mr. Buonaguro put this to you, I think.


MR. BUT:  Yes, that's correct.


MR. ROGERS:  And I believe he suggested that if you look at the top portion of this table and you look down to the GTA, he pointed out to you that there was 0.3 terawatt hours of the total accounted for in the GTA.


MR. BUT:  That is correct.


MR. ROGERS:  Now, does that change or affect the validity of your forecast?


MR. BUT:  No, it would not.  Let me explain a little bit.


When we used the 15 percent to estimate the Hydro One portion of the contributions, the low --


MR. ROGERS:  Excuse me, Mr. But, the 15 percent --


MR. BUT:  Fifteen percent of 0.8 kilowatts hours.


MR. ROGERS:  Fifteen percent is based upon Hydro One's percentage of demand across the province?


MR. BUT:  That is correct.


MR. ROGERS:  All right.  Carry on.


MR. BUT:  In that estimation, our customer load is already captured and reflected in different regions across the province.


Indeed, we have fewer -- a lower concentration of customer in GTA area, but we have far more higher customer concentration in other regions in the province.  For GTA area, we did the checking.


For example, we do have over 78,000 customer accounts in the GTA area, for example.  


MR. ROGERS:  So nothing that was suggested to you by Mr. Buonaguro about this GTA area changes your opinion as to the appropriateness of your forecast?


MR. BUT:  Not at all.  We believe that our estimate is appropriate.


MR. ROGERS:  Very good.  Thank you very much.


Those are the questions I have.  Just one last thing before you go, sir, if I could just advise the Board that we have filed a number of other undertakings this afternoon:  J2.2, J3.6, J3.7, J3.13, J3.15, J4.2, J5.2, J5.3.


Thank you very much.


MR. KAISER:  All right.  Thank you, Mr. Rogers.  Thank you, panel.


We will be back Tuesday morning, is it, to hear your argument-in-chief?


MR. ROGERS:  What time would you like?


MR. KAISER:  9:30 or 10:00.  What suits you?  Is 9:30 okay?


MR. ROGERS:  That's okay.


MR. KAISER:  How long will you be, Mr. Rogers?


MR. ROGERS:  I was just going to say I won't be that long.  I'm not certain, but it won't be that long, an hour, hour and a half, perhaps.


MR. KAISER:  Fine.  Thank you, gentlemen.


--- Whereupon the hearing adjourned at 4:58 p.m.
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