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NO UNDERTAKINGS ENTERED DURING THIS HEARING

Thursday, September 15, 2005

‑‑‑ Upon commencing at 9:40 a.m.


MS. NOWINA:  Please be seated.  Good morning, everyone.  The Board is sitting today in the matter of application EB‑2005‑0241 submitted by Great Lakes Power Limited for an order or orders approving or fixing rates for transmission for fiscal year 2005 and 2006.  GLPL seeks an increase to its approved revenue requirements and an increase to transmission rates.


The parties to this proceeding have recently ended a settlement conference and on September 14th filed a settlement proposal reflecting the participants' positions.


The purpose of this morning's proceeding is to consider the settlement proposal.  My name is Pamela Nowina.  I will be the presiding member in this proceeding, and joining me on the Panel is Board member, Mr. Bob Betts.  


May I have appearances, please?


APPEARANCES:

MR. KEIZER:  Charles Keizer, counsel on behalf of Great Lakes Power Limited.


MS. NOWINA:  Thank you, Mr. Keizer.  Will anyone else be speaking today?


MR. DeVELLIS:  Good morning, Madam Chair.  It's John DeVellis for Vulnerable Energy Consumers Coalition, and with me is Bill Harper from Econalysis Consulting.


MS. NOWINA:  Thank you, Mr. DeVellis.


MR. HUNDAL:  Good morning my name is Deepak Hundal.  I'll spell that for you - D-E-E-P-A-K, H-U-N-D-A-L - and I am counsel for AMPCO.


MS. NOWINA:  Thank you, Mr. Hundal.  


MR. ADAMS:  Good morning, Madam Chair.  Tom Adams on behalf of Energy Probe.


MS. NOWINA:  Thank you, Mr. Adams.


MS. LEA:  Jennifer Lea, counsel to the Board.


MS. NOWINA:  Thank you, Ms. Lea.  Are there any preliminary matters?


PRELIMINARY MATTERS:

MR. KEIZER:  There was a couple of preliminary matters I believe that came out of the settlement conference.  One was the fact that Great Lakes was going to seek to amend its application to include the disposition of a deferral account, which we'll be able to discuss in greater detail when we go through the settlement proposal.  That was the first preliminary matter.  


I believe also we were going to mark as an exhibit e‑mail correspondence that set out certain numbers related to capital expenditures.


MS. LEA:  Mr. Keizer, was that ‑‑ was the e‑mail correspondence -- the text of that, it's not included in the settlement proposal, then?


MR. KEIZER:  No.  It was correspondence that there was enquiries made about capital expenditures.


MS. LEA:  Right, okay.


MR. KEIZER:  And when they were made.


MS. LEA:  And do you have copies for of that for us now?


MR. KEIZER:  I do.


MS. LEA:  Thank you.  Why don't we begin, then, by giving -- there is a settlement proposal to be presented to the Board.  What I would suggest is making that Exhibit 1.  


EXHIBIT NO. 1:  SETTLEMENT PROPOSAL

MS. LEA:  I understand you have an amended application and you have copies of that?


MR. KEIZER:  Yes, I do.


MS. LEA:  I don't think that needs to be given an exhibit number, because it is in fact, as I understand what Mr. Keizer is producing, an update to the application.  It's filed in that matter.


MR. KEIZER:  Sorry?


MS. LEA:  Is it a new piece of paper, Mr. Keizer, or is it a revision of the pieces of paper that we already have?


MR. KEIZER:  It is a revision of the existing application, which we have done on blue and black line.


MS. LEA:  Thank you.  So we don't need a separate exhibit number for that.  It is an update to the application.  We do have the e‑mail correspondence.  That can be given an exhibit number as a bundle.


MR. KEIZER:  Mm‑hmm.


MS. LEA:  Exhibit 2, please.  I'll get copies of those from you now.


EXHIBIT NO. 2:  E-MAIL CORRESPONDENCE

MS. NOWINA:  Mr. Keizer, do you want to take us through specifically what is the amendment to the application?


MR. KEIZER:  Yes.  What we have done is, at paragraph 3, subparagraph (e), we have sought to amend to seek the disbursal of deferral account that was ordered by the Board in its partial decision and order of this matter in March 22nd, 2005 as part of this proceeding.


So what -- we have amended the application to seek that request, and the issue itself is dealt with within the settlement conference proposal that gave rise to that amendment.


MS. NOWINA:  Fine.  Thank you, Mr. Keizer.  The Board will accept that amendment to the application and we will proceed on that basis.  Would you like to present the settlement ‑‑ just a moment, please?


Mr. Betts raises the reasonable question as to whether not all parties to the settlement proposal were aware of that amendment, and all intervenors, I guess, were aware of that amendment?


MR. KEIZER:  It was discussed at the settlement conference and all parties agreed to permit the amendment and consented to it.


MR. BETTS:  Sorry, but that was all parties to the settlement agreement?


MR. KEIZER:  All parties to the settlement agreement, yes.


MR. BETTS:  What about all intervenors?  Is everybody that is party to this proceeding aware of this amendment?


MR. KEIZER:  I guess actually it would not include Hydro One Networks, Algoma Steel Inc. and Niagara West Transformation; correct.


MR. HUNDAL:  Excuse me, Madam Chair.  Algoma Steel is also represented by Borden Ladner Gervais; Mark Rodger, that is.  They are aware of the settlement conference.  They were running on the basis that their issues would be addressed under the AMPCO intervention.


MS. NOWINA:  Thank you.


Sorry for the delay.  Just in reference to the change in the application, it is asked that the Board secretary perhaps make sure that all parties get a copy of the new application are aware of that change, but we will accept it on that basis.  Mr. Keizer, would you like to proceed?


SUBMISSIONS BY MR. KEIZER:

MR. KEIZER:  Thank you, Madam Chair.  I believe that is the completion of the preliminary matters.


So if I could now turn to the principal issue of today, which is the presentation of the settlement proposal.  I have the pleasure of presenting to you a complete settlement of the issues relating to the application of Great Lakes for an order to approve transmission rates.


The ‑‑ as you noted in your overview at the beginning, Great Lakes made application on March 8th, 2005 to seek revenue requirement approval, and also a change to the transmission rate originally seeking a revenue requirement in '05 for 30.9 ‑‑ 30.199 million in '05 and a revenue requirement of 37.1365 for 2006.  


And it also sought to have amendments to the uniform transmission rate to account for those new revenue requirements, and also for an accounting order to deal with deferral of rate impacts associated with a write-off of certain assets.


The main impetus behind making this application was the fact that in 2004, I believe in March of 2004, Great Lakes received leave to construct what has been known as the reinforcement project, which is a major upgrade to its facilities extending from Wawa, Ontario, to the Sault, particularly a third line TS. 


If you need, I can take you through the issues or ‑‑ not the issues, but essentially what that project was about, and just very briefly, as it is one of the principal issues in the proceeding in respect of its sheer size of inclusion within the rate base as a capital expenditure.


MS. NOWINA:  Why don't we do that, Mr. Keizer?


MR. KEIZER:  Sure.  I'm not sure whether you have available at the dais, in the pre-file -- if you do, that's great.

MS. NOWINA:  We do.
     MR. KEIZER:  Maybe it would help you if you turn to Exhibit B, tab 1, schedule 1, page 4 of 16.  You should see there a picture of a schematic of the reinforcement project in terms of its geographic location.
     MS. NOWINA:  We have it.
     MR. KEIZER:  Great.  What Great Lakes sought at that time was a refurbishment of its system which effectively removed two, 115 transmission lines extending from Wawa TS and Anjigami TS.  You will see at the top all the way down to its third line TS, and it replaced those two, 115 lines with a one, 230 kV transmission line.  And it did so in two sections.
     It did from the Hydro One's Wawa transformation station to GLPL’s MacKay transformation station in Montreal River, and that section was called the Anjigami section.  For the record, Anjigami is spelled A-n-j-i-g-a-m-i.
     Then from MacKay TS to third line TS, that was called the Sault section.  There was also upgrades to two other lines relating to the P21G and P22G lines which you will see at the bottom, and there was a refurbishment to, in the Sault section there were three, 115 kV lines, two were removed and one was refurbished.  And that third line is called Sault number 3, and it was refurbished as part of the project.  

Great Lakes came forward with its application for leave-to-construct in September 2003 seeking leave that complete distance of the two phases, 164 kilometres long.
     After a written proceeding in the matter the Board found the reinforcement project to be economically feasible, yielding a net present value of $10 million without need to add -- take into account the other positive externalities resulting from the project, which included enhanced reliability of the province's transmission system.
     The implications of building the project and adding it to rate base resulted in putting Great Lakes into a deficiency position in respect of return on the asset and as a result gave rise to their application for a new revenue requirement and transmission rates.
     As a result, Great Lakes made an application, as we’ve noted on March 8th, '05, which was a full cost-of-service application looking for a complete reconsideration of its revenue requirement from its initial approved revenue requirement established in 2001.
     That, in essence is how we got here today.  So pursuant to the Board's Procedural Order No. 1, the parties came together, the intervenors, and Great Lakes Power Limited, and pursued a settlement conference September 12th and September 13th in an effort to bring some form of settlement to the issues.
     As I indicated, a complete settlement was achieved and set down in a settlement proposal, which we tendered to you today and has been filed with the Board and it has been available for your review.
     Before going into the settlement proposal, at the outset, I would like to note that all parties worked very diligently to create a settlement that is sensible and constructive in Great Lakes' view for all of those involved, and I think the intervenors feel the same way.  GLPL appreciates the efforts of the intervenors in this regard.
     If I may, I would like to turn now to the settlement proposal and take you through that, in addition to that, as well, the impact statement which would be an appendices to the settlement proposal showing the differences between the submissions or the application made on behalf of the applicant and its numbers and that that fall out of the settlement proposal.  As noted at page 4 of 28 of the settlement proposal, the participating intervenors are set out on that page and those intervenors that were not actively involved in the settlement conference were also noted, but as my friend indicated, Algoma Steel, did participate through AMPCO.
     As part of the Board's procedural order, the Board set out two broad issues for the purposes of settlement.  We broke those issues down to make it more manageable to attempt to resolve the issues underlying the application.
     So as a result, the settlement proposal itself very much follows the order in which the evidence is presented in Great Lakes' prefiled evidence.
     We have followed the standard practice of the Board to describe the agreements reached on the settled issues and identify the parties who agree, or take no position in respect of the matters, and we have also identified evidence in relation to each of those issues which is sufficient to support the settlement proposal in relation to the settled issues.
     I note that all of the issues contained in this proposal have been settled by the parties as a package, and none of the provisions of these issues are severable.  
     If I could turn, then, to the first issue, which appears on page 7 of 28 of the settlement proposal.  It relates to the capital expenditures in 2005, and particularly the relationship to the reinforcement project which I have just described to you and taken you through.
     There, you will find the same issues which I have set out for you, the same facts, about how we came to be before the Board and the Board's deliberation in respect of the reinforcement project.
     What I would have you note is, at page 8 of the settlement proposal, that one of the things underlying the recovery of the reinforcement project’s capital expenditures is that the cost of the reinforcement project is no greater than that considered by the Board as part of its leave-to-construct proceeding in respect of the amounts that we're seeking to add, which is a rate base cost associated with the reinforcement project being $80.54 million.  This includes a capital expenditure relating to MacKay TS, but we've dealt with those capital expenditures relating to MacKay TS in a separate issue and I will get to that in a moment.
     I also note that with respect to the in-service of this project, that the components of the reinforcement project is consistent with the timing contemplated in our application in the leave-to-construct proceeding, and that the Anjigami section, which is the northern section shown on the picture I referred to earlier, came into service on February 24, '05 and that the Sault section will be fully in service by December 2005.
     The parties have agreed to the reinforcement's costs excluding the incremental switching component cost related to MacKay TS, which I will discuss in a moment, and they conclude that they were prudently incurred and should be included in GLPL's rate base and that that amount is $78.3116 million.
     That concludes the issue relating to the reinforcement project under issue 1.1.1 of the settlement proposal.
     If I could turn to the next issue, which is 1.1.2, which is MacKay TS, as it's been known in the settlement issues.  The issue relating to MacKay TS emanates from the leave-to-construct proceeding with respect to certain changes that were made at Mackay TS and the Board took note of that issue in its decision in the leave to construct and noted that AMPCO had raised certain arguments with respect to the cost responsibility for additional switching facilities at Mackay TS and that GLP took a counter view.  


Ultimately, it was a question of cost responsibility and benefit, and the parties -- although they maintained their respective beliefs regarding cost responsibility, the parties have agreed, for the purpose of settlement, that one‑third of the incremental switching component cost associated with the reinforcement of Mackay be included in GLP's rate base and the remaining two‑thirds be excluded from GLP's rate base.


The amount included in GLP's rate base is .7428 million, and -- sorry, the amount included is .7428 million.  The amount excluded is 1.4856 million.


All the parties concluded that that settlement was appropriate and -- for purposes of settlement.


What I am doing, actually, just so I can give you some sense that I'm not just kind of proceeding from one to the other, what I would like to do is I'm going to take you through the rate base portions of this, and then I will take you to the impact statement and show you what the change in the rate base was, and then I will try to take you through cost of capital and cost of service, and that way, then, hopefully at the end of it, we will add it all together and you will see the revenue requirement.


MS. NOWINA:  Fine.


MR. KEIZER:  If I could move, then, we also ‑‑ Great Lakes Power also claimed in its application recovery of various capital expenditures in addition to the reinforcement project in 2005, as well as capital expenditures that it would be making in 2006.  And it had, as well, made capital expenditures in 2002, 2003 and 2004.


These issues relating to capital expenditures, then, from '02 to '04 ‑‑ sorry, '02 to '06 are set out in issues 1.2, 1.3 and 1.4 of the settlement proposal.


Dealing with 2005, in that circumstance, there were ‑‑ it's expected that ‑‑ or there's 28 capital projects proposed for 2005 totalling $11.8850 million, and we have set out what those major projects are and the dollars associated with them.


But the balance of the capital additions, the 2005, which is about 6 percent, are much smaller projects and we have given you a range of what the capital costs are for the smaller projects.


The parties have agreed that GLP's proposed capital additions for 2005, described as being $11.885 million, are prudent and should be included in the rate base, but there is an important caveat that I note in the settlement agreement, and that is that in respect of that settlement, GLPL also agreed, as part of its capital budgeting process, to conduct stakeholder meetings with stakeholders to consider its capital plan, together with its major maintenance plan ‑ and I will talk about that under section 3.1.3 of the proposal - for the year commencing 2007, and conduct annual stakeholder meetings thereafter.  So we recognize the issue of stakeholdering and proceed on that basis. 


Likewise, in 2006, under issue 1.3, there, there are 11 capital projects proposed for 2006 totalling $16.9922 million.  Again, we have set out the major projects, and the balance of the capital additions for 2006, about 7 percent, are on smaller projects and they range about $70,000 to $341,000.


Again, the parties have accepted as being prudent and including in rate base the amount of 16.9922 million as being included in rate base.  Again, that stakeholdering agreement in -- set out in 1.2 also forms part of the agreement in 1.3 and, likewise, will form part of the agreement in 1.4 relating to the capital expenditures from 2002 through to 2004.


MR. BETTS:  Mr. Keizer, if I could just ask a question.  I think this is based on the assumption that those projects listed in 2006 would be in use and useful in 2006?


MR. KEIZER:  Yes.


MR. BETTS:  Thank you.


MR. KEIZER:  So from '02 to '04, as set out in 1.4, there are, as indicated in the settlement proposal, a variety of projects which have been completed, are in service and their associated monetary amounts are set out in the settlement proposal, wherein, in 2002, there were 22 capital projects totalling 1.7870 million, and in '03, 52 capital projects in 2003 totalling 9.5770 million, and in 2004, 44 capital projects in 2004 totalling 3.9966 million.


Again, the parties also ‑‑ GLPL agreed to conduct a stakeholding process as described in 1.2.


The last area dealing with the rate base is under section 1.5, which is dealing with working cash allowance and a working cash study.  Now, this issue emanated from GLPL's initial transmission rate proceeding that was conducted in 2001, and at that time a working cash allowance was based upon a balance sheet approach instead of 15 percent of the O&M expenses, which were described in the 2001 filing guidelines.  And the Board, in its reasons for decision, accepted the GLPL approach, but it directed GLPL to complete a working cash study for its next rate filing, which GLPL did, and it filed it and it's in your pre-filed evidence at Exhibit D, tab 1, schedule 8.


The working cash study, for purposes of calculating the working cash allowance, is accepted by the parties, but subject to two adjustments.  The first adjustment is that the working cash study utilized forecasted revenues for calculating GST lag on revenues, and intervenors felt that it was better to have done it on the proposed revenue requirement.  So the parties have agreed that the proposed revenue requirement, as for purposes of calculating the GST lag, be adopted and that -- for purposes of calculating the working cash allowance.


The second adjustment is that the GST lag on capital expenditures was based on capital additions rather than capital expenditures.  Intervenors felt the capital expenditures, rather than capital additions, should be utilized.  And after discussion, the parties agreed that capital expenditures in '05 and '06 be used in the calculation of working cash allowance.


That, then, ends the material issues, the issues relating to rate base.  To see the change that those concessions or those agreements have made on rate base, if I could direct your attention to page 3 of 5 of the impact statement and which -- of appendix A, which shows the utility rate base changes for 2005, and also page 3 of 5 of appendix B, which shows you the rate base results for 2006. 


And you will see that at those pages, that the main result is that there is the removal of Mackay portion from rate base, as well as having the resulting impact on accumulated depreciation, and there is also the adjustment as a result of the two adjustments we just ‑‑ I just referenced on the working cash study, such that the result of the agreement is set out in the third column, which is 140,484,400, and, likewise, the same ‑‑ the adjustment for 2006 is set out in the third column, as well, at page of appendix B.


Turning now to cost of capital ‑‑ unless there is any questions on the rate base portion?


MS. NOWINA:  No.

     MR. KEIZER:  Turning now to cost of capital.  We obviously broke this issue down into three parts:  Cost of debt, cost of equity, and capital structure.  And the parties gave extensive consideration and discussion to this, these issues.
     With respect, starting first at issue 2.1 which is the cost of debt, GLPL proposed a deemed debt rate of 7 percent for the test years.  This was consistent with the Board's decision in GLPL's earlier transmission rate proceeding and -- but -- and GLPL was noted as an actual third party debt cost of 6.6 percent, which is indicated in Board Staff IR 49.
     The parties concluded the cost of debt portion by agreeing that a cost of 6.6 percent cost of debt should be adopted by the Board for purposes of settling the transmission rate.
     In respect of cost of equity, in the application, GLPL proposed a return on equity of 9.88 percent, consistent with the Board's original decision for Great Lakes in 2001.
     Board Staff was kind enough to calculate a return on equity for each of the test year in accordance with methodology contained in the Board's 2006 distribution rate handbook and the Board's draft guidelines on formula based return on common equity for regulated utilities.
     So based on the Board staff's calculations, the parties agree that for GLPL's 2005 test year, a 9.24 percent return on equity should be adopted by the Board.  And the parties also agree that GLPL's test year for 2006, an 8.62 percent return on equity should be adopted by the Board.
     On capital structure, GLPL proposed the capitalization of 55 percent debt and 45 percent equity.  And the parties agreed that a capitalization of 55:45 should be adopted by the Board.
     In respect of the impact statement, then, at page 4 of 5 of appendix A, and page 4 of 5 of appendix B, it shows the impact of the changes to the cost of debt and cost of equity.
     MR. BETTS:  Mr. Keizer, just a point I'm sure that I know the answer to this, but under 2.2, there is specific reference to the fact that the 8.62 was based upon calculations by Board Staff.  Can I take it that GLPL is comfortable with the calculations on their own, or did they simply accept what Board Staff --
     MS. LEA:  Not a chance.
     MR. KEIZER:  We did confirm the calculations.
     MR. BETTS:  Thank you very much.
     MR. KEIZER:  So that relates to and deals with the cost of capital which you will see on appendix A at page 4 and appendix B at page 4, shows the return component, in dollars, with respect to the cost of capital.
     Obviously the third component of this transmission rate proceeding is the cost of service for the test years.  So I would like to discuss with you the proposal relating to cost of service for the test years, which is set out at section 3 of the settlement proposal.
     As you may be aware, Great Lakes Power Limited is, I guess, somewhat unique relative to the other utilities in the province, in the fact that GLPL is a licensed

transmitter, a licensed generator, and a licensed distributor of electricity and that it operates from a divisional perspective each of those businesses, but it does it within one corporation.
     As was dealt with in the initial transmission rate filing in 2001, GLPL has put in place various protocols to ensure separation between those businesses to adhere to the spirit of the Affiliate Relationship Code, but obviously part of the discussion that arose in the settlement conference and some of the issues -- two issues that were raised by intervenors in advance of the settlement from GLPL canvassed their concerns was for the intervenors to understand and come to terms with the sharing of expenses between the generation division of GLPL and the transmission division of GLPL, as well as the sharing of expenses between the distribution division of GLPL and the transmission division of GLPL and how that -- how those transfer pricing was established and whether or not it was appropriate.
     So as a result, in the OM&A section of the settlement proposal, we have really three issues, 3.1.1, which is the sharing of expenses between generation and transmission, 3.1.2, the sharing of expenses between transmission and distribution and 3.1.3, which is the 2005 and 2006 expenses overall.
     If I could then share with you, then, the proposal for settlement in respect of 3.1.1, which is the sharing of expenses between generation and transmission.
     As indicated, GLP implemented cost sharing expenses with its business units to achieve the spirit of the Affiliates Relationship Code, and the common services of GLP's transmission and generation business include dispatch operations, which is really the control centre in Sault Ste. Marie, the integrated communication network, meter service provider and the VP Ontario operations administrations, vice-president Ontario operations.
     The parties agreed that the allocation of expenses and the transfer pricing between GLPL's transmission and generation business for the proposed test years, be adopted by the Board.  And as part of that, GLPL commits, one, to really, to retain an independent third-party consultant to review and report on the accuracy of its cost allocation and transfer pricing between those two businesses, that the results will be filed at GLPL's next transmission rate application.  And working with the stakeholder consultation group, which we referenced earlier in section 1.2 of this settlement proposal, that that consultation group will provide input into setting the terms of reference of review and choosing the third party consultant.  GLPL agrees to provide a copy of the report to the stakeholder consultation group prior to its next transmission rate application.
     I also note that as part of doing that, we would, as part of the settlement, seek an order for the approval of a deferral account to track the shareholder related costs for the matters described in this section and in section 1.2, and the parties agreed that a deferral account for this purpose was appropriate.
     In respect of issue 3.1.2, the sharing of expenses between transmission and distribution, the parties agreed that the allocation of expenses and transfer pricing between GLP's transmission and distribution businesses proposed for the test years is appropriate.  And the mechanisms that are used, we've described in the initial paragraph of that section 3.1.2, which shows that some of those methodologies include such things as square footage, number of transactions, direct employee time, and there are particular interrogatories which set out those mechanisms and how they're employed.
     Then dealing with the O&M expenses – OM&A expenses for 2005 and 2006 as a whole, GLPL forecasted OM&A amounts for 2005 and 2006 as $6.0091 million and $5.9270 million respectively.  The parties agreed that GLPL's forecasted OM&A amounts for '05 and '06 are appropriate and that, in addition, GLPL agreed that as part of its major maintenance program plan, it would conduct stakeholder meetings as described in section 1.2 of the proposal.  And by "major maintenance", it was defined by the intervenors to mean maintenance projects or programs that are of significant magnitude and that do not constitute a capital project.  


An example would be repair and overhaul of projects, vegetation management programs, because this system is in probably one of the most rugged terrains in Ontario.  And also soil remediation programs would fall under that category.


Those are the issues relating to OM&A, but there are additional expenses, obviously, which I would like bring your attention to.  The first of that is that section 3.2 of the proposal, which is the write-off of assets retired by the reinforcement project.


Included in GLPL's cost of service is an expense related to write-off of readily identifiable assets that were replaced by the reinforcement project.  This reinforcement project, as you may recall earlier, as I described it, removed various lines and poles and replaced it with obviously a much -- a bigger line and poles necessary to hold that line.


In accordance with the Board's decision leave to construct, the assets are no longer used or useful and should be written off.  The GAAP treatment with respect to such a write-off would be that the expense is -- the write-off is usually dealt with in the year in which the asset is written off, but the amount of the write-off contemplated in 2005 is 9.2791 million.  


In order to minimize the rate impact of having that expense appear in just 2005, GLPL proposed to recover the expense over a five-year period.


And as you may recall earlier, as part of our original application was approval for a deferral account to be able to track those costs out into the future.


The methodology for accounting for those costs we've set out at the second paragraph of that section 3.2 of the proposal.  The parties reviewed the issue relating to the write-off of assets retired by the reinforcement project and the conclusion was that GLPL's proposal in this regard should be adopted by the Board.


MR. BETTS:  So that I understand this, Mr. Keizer, am I correct that the write-off will appear in a single year, but the expense will be recovered over a longer period?  Am I correct in that simple description?


MR. KEIZER:  Yes.  I think that ‑‑ I want to make sure ‑‑ let me just wade my way through the accounting here so I don't misspeak.  But I think the essence of it is that the assets are removed from service, which would normally trigger a write‑off expense, which under GAAP you would expense in the year in which the write-off occurs.  


So, for example, in 2005 there were already assets removed from service as the reinforcement project was being constructed, and those assets have been written-off and fully expensed by GLPL in 2004.


These expenses ‑‑ this expense of $9 million is ‑‑ would normally, under GAAP, be expensed all within 2005.  What happens is they're written off, removed from rate base, along with the accumulated depreciation, so they're no longer in rate base, and then the rates reflect a five‑year recovery of that expense.


So, for example, in ‑‑ if it was 2005 -- or each year it is, I think, 1.8558 million is reflected in our proposal for '05 and '06, which reflects collecting this ‑‑ expensing this over five years.  That's the essence of the proposal.


MR. BETTS:  Therefore, they appear in O&M at that point?


MR. KEIZER:  They appear ‑‑ well, we set it out in the impact statement.  At page 1 of the impact statement, you will see the number, page 1 of 5 for appendix A, page 1 for appendix B, under "expenses", retirement of identifiable assets per the company's request of 1.8558, and then per the agreement.


MR. BETTS:  Thank you.  I understand now.


MR. KEIZER:  Okay.  The other expense categories relate to depreciation and amortization under sections 3.3 and capital property income taxes under section 3.4.


In both circumstances, the parties -- first in depreciation and amortization, the parties agreed with the GLPL's proposed depreciation and amortization figures in the test year, subject to the adjustment.  And the adjustments were related to depreciation and amortization numbers relating to obviously the rate base adjustments.


The other is ‑‑ and those adjustments are shown in appendix A and B, and the parties have reviewed them and they find them to be acceptable.


Under 3.4, the capital, property and income taxes, likewise they agree that as a result of the settlement issues, GLPL's proposal is to be adjusted for the test years and the parties have seen the adjustments in appendices A and B and find them to be appropriate.


So we've talked about rate base.  We've talked about the cost of capital, and we have talked about the cost of service.


With respect to -- if it would be helpful, I could direct your attention to page 5 of appendix A and page 5 of appendix B.  What that reflects there is you will see at the bottom is total revenue requirement, and it shows the total revenue at existing rates.  It shows the deficiency per the company's original request and the deficiency in total revenue requirement as a result of the agreement in both '05 and in '06, at page 5 of A and page 5 of B.


On the revenue side, we had filed a -- or GLPL employed a forecast for provincial charge determinants, and this is set out at section 4.1 of the proposal.  Originally, in the 2001 rate filing, there obviously had not been, in any circumstance prior to that, transmitters coming together as a whole to be dealt with under a uniform rate.  And as part of that, because obviously at the time each were operating independently, they all had their own individual load forecasts.  No one knew the complete picture for the province at the time, in 2001.


So as a result, in order to account for low forecasts, each transmitter provided a forecast for its area and that was combined.


Since that time in 2001, circumstances have evolved and now the billing and metering and administration of the transmission charges are all taken care of by the IESO, and they have available to them the charge determinant information for the entire province, and, as a result, we

-- and also because we're bringing this application on our own, did not ‑‑ GLPL did not have available to it load forecasts for the province, other than what it could develop from existing data.  And so it employed a forecast of provincial charge determinants for '05 and '06 to prepare its revenue forecasts for those years, based on monthly peak load forecast in normal weather conditions contained in the IESO's demand forecast, which was the

18-month outlook from January '05 to June of '06.
     Because the outlook that was employed did not forecast the last six months of '06, GLPL, in its application, used the corresponding monthly forecasts for '05 for '06.  After discussion with the intervenors, which proposed that the load forecast be amended to reflect the deal with the last six months of '06, the parties proposed an adjustment be made to the load forecast for the last six months, based on the 2006 forecasts for the first six months of the year, compared with the same period in 2005.
     GLPL recalculated the 2006 normal peak amount to be 272,103 megawatts, and that was based on Board Staff's proposed methodology, which people considered and agreed to.
     So as a result, the parties agreed that the forecast charge determinants be adjusted in accordance with the Board Staff's proposal and agreed that it should be adopted by the Board.  As a result, it resulted in minor variation in the revenue that would be related to -- in this application.
     The last area -- sorry, the revenue -- the last area for discussion is dealing with rate recovery and obviously, I think the parties could only go so far, given that revenue requirement has to be understood and established before we could move on to rate recovery.
     The unique thing, I guess, about the circumstance is that we're dealing with a uniform transmission rate, which although each individual transmitter's revenue requirement is determined independently, the recovery of that revenue requirement is intertwined with the other transmitters as a result of the truly, just arithmetic calculations within the context of the uniform transmission rate.
     The issues that the parties considered are set out in section 5 of the proposal dealing with, first, cost functionalization, 5.1.2 deals with revenue requirement deferral account, and 5.2 deals with implementation.
     The issue of cost functionalization is not, as you may understand it, is not the calculation of the rate per se.  All it really is, is saying that for purposes of taking the revenue requirement and allocating it for purposes of rates, it would be -- we would use the typical fashion of the transformation connection rate line connection – sorry, transformation connection pool, line connection pool, and network pool.  And that, in essence, is the party's continue to believe that that form of functionalization should continue for purposes of GLP.
     MS. NOWINA:  Mr. Keizer, can I just clarify because this is an important point to us.  So in the settlement agreement, under 5.1.1 where it says, “GLPL allocated its incremental revenue requirements to the asset pools by applying the same proportions".
     So when you are talking about asset pools, that asset pools refers to the network line connection, not the asset pools of the various transmitters?
     MR. KEIZER:  That's right.  It is not the allocation factors related to the various transmitters.
     MS. NOWINA:  Thank you.
     MR. KEIZER:  The other issue relates -- and we have discussed it already in the context of our amendment to our application is a revenue requirement deferral account.  As part of this proceeding the Board issued a partial decision and order which ordered GLPL to establish a deferral account to record revenue deficiency incurred by GLPL under currently approved transmission rates beginning in January 1, 2005.
     And the Board also ordered that GLPL was entitled to include carrying costs on the balance of the deferral account, with such carrying costs being the short-term interest rate included in GLPL's revenue requirement for '05.
     GLPL was directed to prepare and submit a draft accounting order, which GLPL has done, but the accounting order has not yet been issued.  

We have amended our application an the parties, with respect to the disposition of that deferral account, have agreed that instead of disposing of it as of, you know, an amount starting from January 1, 2005, rather that GLPL be able to seek the recovery of deficiencies accrued in the deferral account for the period commencing April 1, 2005 to the date of the 2005 -- to the date the revised 2005 transmission rates are implemented.
     And I believe the April 1 date relates to our original application being made in March.
     We obviously have sought a proposal for the disposition of the deferral account, and to seek recovery of the deferral account balance as part of the 2006 uniform transmission rates.  Obviously, because it would form part of the 2006, the parties agreed that our proposal, when we make it, with respect to the disposition, would provide for the tracking of any potential over-recovery of the deferral account balance, such that any such balance can be credited to the benefit of ratepayers in GLPL's next rate proceeding.
     There it was also noted in the settlement conference that GLPL does not, as part of the application, have a short-term interest rate which was noted in the Board's decision prescribing that we could have carrying costs at a short-term interest rate.  As a result, the parties have agreed as to what that short-term interest rate should be, and it has been agreed that it would be a rate of prime minus 50 basis points, posted by CIBC on April 1, 2005 and adjusted annually.
     When we ultimately are able to establish the form of the rate and the rate itself, one of the issues that were raised at the settlement conference was:  How do we implement it?  This was particularly an issue for the IESO, given the fact that it bears the responsibility of implementing the rate and ensuring its collection.
     As a result, it was agreed by the parties to prescribe some timelines in order to enable the IESO to effectively implement a rate within its billing cycles.
     So it was agreed that to allow for sufficient time to implement the Board order, the parties agree that such amendment shall be prospective and shall be effective where there is a minimum of 21 days between the release of the amended transmission rate schedule, and the start of the next IESO billing cycle, the first day of the next IESO billing cycle.
     So we've got 21 days or more, then we can start in the next billing cycle.  Where there is less than 21 days between the release of the amended transmission rate schedule and the start of the next IESO billing cycle, then we will go to the first day of the second billing cycle after release, so that they have sufficient time to implement it.
     We did, for the convenience of the Board, at appendix C of the impact statement, because GLP, in its filing, set out how the rate could be calculated using the uniform transmission rate.  We've set out that calculation, again, showing what the rates would be under our original application and what the rate would be as a result of the adjustments to revenue requirement.

The concept originally was that GLPL would apply for a revenue requirement, apply for new rates, but would do so in such a way that in changing the rate schedule had no impact on the other transmitters, but would still enable GLPL to recover its revenue requirement.


So what you have at appendix C is the calculation that GLPL employed in its filing to show what the resulting rate would be as a result of its revenue requirement request, and now as a result of the adjustments to revenue requirement as a result of the settlement proposal.


On the second page is -- on page 2 of appendix C is a rate proof, which shows that if the rates were implemented based upon the methodology that GLPL has prescribed, GLPL would earn its revenue requirement.


MS. NOWINA:  Mr. Keizer, I do have a question about appendix C.  The beginning of the settlement proposal says, as these proposals often do, that the agreement is not severable.


Does appendix C form part of the settlement agreement?


MR. KEIZER:  No, it does not.


MS. NOWINA:  That's fine.  Thank you.  I have a similar question about issue ‑‑ or agreement to 5.2, although it may not be as critical.


It appears to me that 5.2 relates to what I would describe as phase 2 of this proceeding, which, by the way, I will ask Ms. Lea to talk about a little bit in a moment, but more to that phase than this phase which I'm looking at, the revenue requirement phase.


MR. KEIZER:  Yes.  I think you are right.  I mean, ultimately what phase 2 relates to is that when we have a rate and when we have a schedule ‑- and it was IESO's efforts and everybody acknowledged the importance of it, to the IESO agreeing to it, that when we have a rate and a schedule that is appropriate for implementation, that they have sufficient time to do so.


There are, obviously, some things, I think, that would have to happen in the interim between getting from the point of, let's say, finding the revenue requirement and us ultimately being able to create that rate or rate schedule.


In the typical circumstance, we would, let's say, together approve revenue requirement and be asked to create an order reflecting the calculation of the rate.  And this was something that was discussed at the settlement conference, as well, and that, in this circumstance, what we really have at hand is that we have to calculate ‑‑ get an approved revenue requirement, get an understanding of that, then determine what the deficiency is for '05 related to the deferral account on the deficiency, and then be able to factor that into the rates for '06.


Obviously the question is -- the form of the '06 rate then becomes a question.  And I think it was contemplated that we would make a proposal as to the form of the '06 rate, and then we would have to deal with what it would be from there.  Am I fair in summarizing it in that way?


MS. NOWINA:  Maybe I will ask other parties to make a comment in a moment.


Ms. Lea, maybe I can ask you at this point to jump in and explain some of the rationale behind us considering a phase 2 to this proceeding.


MS. LEA:  Certainly.  As Mr. Keizer points out, the transmission rate in the province is unique, in that it is a uniform rate for all the transmitters, and yet each transmitter has its individual revenue requirement which goes into the provincial revenue requirement, if I could put it that way, upon which the rate is calculated.


Now, if the Board agrees that ‑‑ with the proposed revenue requirement that is included in this settlement agreement and in the various issues in the settlement agreement, there will be a need to recover a revenue deficiency.  And I think that phase 2 is really the question of how do we recover that revenue deficiency.


GLPL's proposal in its application is that there be a change to the rate, and it is my submission that although there exists one rate schedule for the province for transmission rates, there are four transmitters, at least, who have rate orders to which that rate schedule is attached and that, therefore, if we're going to make a change -- make changes to the rate schedule, we have to open those rate orders for the other transmitters.


So the other transmitters need to be before you in some fashion for the purpose of implementing the revenue recovery that GLP needs.  So it is a question of, I think, reopening those rate orders.


When I look at section 5.2 of the settlement agreement, it occurs to me that this is not something that the Board generally has to rule on.  It was my impression that EISO is concerned, as it is set out here, that there be sufficient time for them to implement a Board decision and order, and I am not sure that that is really a question of calculating whatever change there may be to that rate schedule.  


In other words, 5.2 appears to be an item which would occur after the Board has determined what, if any, change should be made to the rate schedule in whatever manner.


MS. NOWINA:  Thank you, Ms. Lea.  Other parties, would you like to make submissions on the settlement agreement?  Mr. DeVellis.


MR. DeVELLIS:  Thank you, Madam Chair.


MS. LEA:  Pardon me, there was also another matter, section 6, if ‑‑


MS. NOWINA:  I'm sorry.


MS. LEA:  I didn't know if we were completing the settlement agreement.


MR. KEIZER:  I got caught up on the rate recovery side.  Let me finish off, sorry.


MS. NOWINA:  Sorry, Mr. Keizer.  Back to you.


MR. KEIZER:  That's the worst part when you print something double‑sided, that you have to flip it over to the back.


Other matters.  There were, yes, in the settlement discussion, discussions on two other issues.


The intervenors wanted assurances, and GLPL gave that assurance, that they would apply to the Board for its next transmission rate application within three years of the date of Board's order in the proceeding.


The other is a matter that was raised by a coalition called the Algoma Coalition - let me make sure I have their names correct - and it was a coalition, I believe, of Dubreuil Forest Products and also the Township of Michipicoten.  Don't ask me to spell it right now.  And the ‑- their concern was the classification of certain lines that are connected to the transmission system, and then ultimately feeding Dubreuil Forest Products Limited.  These lines happen to be distribution lines.  They raise some of these issues in an interrogatory about how they should be classed as transmission instead of distribution.


GLPL agreed to consider whether to include, as part of its upcoming distribution rate application, the deeming of the 44 KV distribution facilities serving Dubreuil Forest Products Limited or Ltd. as transmission facilities for rate-making purposes.


Obviously, if they are -- that part of the consideration is more appropriately dealt with in the distribution rate filing, since there are impacts on distribution customers of doing such reclassification.


So I believe I have now captured all of the issues.


MS. NOWINA:  Mr. DeVellis, do you have any comments?


SUBMISSIONS BY MR. DeVELLIS:

MR. DeVELLIS:  VECC participated extensively in the application and in the settlement process, and we support the settlement agreement and recommend that the Board accept it.


With respect to appendix C, the only comment that we would make is if the ‑‑ well, first of all, the rate implementation that is shown there, we assume that the 2006 rates be effective January 1st, 2006.  


If the rate implementation is going to be different from that, what is shown in appendix 6, as a result of the Board's review with other transmitters, then we would appreciate an opportunity to comment on that, as well.  Those are our submissions.  Thank you.


MS. NOWINA:  Thank you.  Mr. Adams.


SUBMISSIONS BY MR. ADAMS:

MR. ADAMS:  Thank you, Madam Chair.  Just one brief remark by way of overview, and that is that this -- Energy Probe supports this agreement.  We see it as a contribution to facilitating the renewal of aging transmission infrastructure, and consider it an important step forward and hopefully a model for other utilities to make progress in this area.


We also have a comment with respect to costs.  Since the matters before the Board were resolved without any ‑‑ by way of a complete settlement, it would be normal for the parties to make a plea for costs in our final argument, but we don't anticipate filing an argument in this case so we will just draw the question of costs to the Board's attention and perhaps the Board can issue some direction in its final disposition of this matter.
     MS. NOWINA:  Thank you, Mr. Adams.  

Mr. Hundal.
     SUBMISSIONS BY MR. HUNDAL:  

     MR. HUNDAL:  As my friends have stated, AMPCO supports the agreement wholeheartedly and as my friend, who represents VECC has stated, we would like to have the opportunity to comment on it in the future as well.
     MS. NOWINA:  Thank you.  

Mr. Harper, did you have comments?  

MR. HARPER:  No.
     MS. NOWINA:  Any other submissions?  

Mr. Betts has a question.
     QUESTIONS FROM THE BOARD:

MR. BETTS:  Thank you.

Mr. Keizer, the reference under "other matters" to the GLPL's agreement to file again within three years, how should I take that?  Is it GLPL's intention that this would be a three-year rate application?  Or is it just a suggestion that -- is there any -- is this a suggestion that we will not hear from you for three years after the rates have been implemented?
     MR. KEIZER:  No.  I think it is the fact that the intervenors had a concern that we would go away and won't be back to deal with this, for example, because part of the settlement relates to stakeholdering and other things, which ultimately was an important aspect for the intervenors.  If we don't come back, it will never be evaluated within the context of the transmission rate proceeding, so that is the essence of why it IS there.
     MR. BETTS:  Thank you for that clarification.  That's fine.
     MS. NOWINA:  Thank you.  The panel would like to recess, say until 11:15, and then come back and give you some indication of where we will be going from here.
     --- Recess taken at 10:50 a.m.


‑‑‑ On resuming at 11:15 a.m.


MS. NOWINA:  Please be seated.


First, the Board would like to comment that they greatly appreciate the efforts of all parties in this ADR.  It's clear that everyone worked very hard and very respectfully to reach a comprehensive settlement, and we appreciate that.


Mr. Keizer, also I want to commend you on your submission.  It was very clear and helped us understand the issues.  And, as a result of both those things, we're able to reach a decision today.  The Board accepts the settlement proposal as submitted.  The parties may submit costs for this phase of this procedure at this time.


The Board understands the applicant's requirement for a rate adjustment as soon as possible.  The Board will inform all parties, as soon as we can, as to the procedural steps for phase 2 of this proceeding.


Thank you very much, again, and this concludes phase 1 of this proceeding.  We are now adjourned.

-‑‑ Whereupon the hearing concluded at 11:15 a.m.
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