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Thursday, January 26, 2006

--- Upon commencing at 9:04 a.m. 

MS. NOWINA:  Please be seated.  Good morning, everyone.


Today is the eighth day in the hearing of application EB‑2005‑0378, submitted by Hydro One Networks, for an order or orders approving or fixing just and reasonable rates for the distribution of electricity.  Today we will begin the examination of the panel on rate base and cost of capital.


Mr. Rogers, I believe you have a preliminary item this morning.


PRELIMINARY MATTERS:

MR. ROGERS:  Yes, I do, Madam Chair.  The Board will recall that when a previous panel testified about some of the income tax considerations in this case, there was a considerable amount of questioning and a table was put to the witnesses by Board Staff that they had prepared.


I think it was agreed by all that at the conclusion there was some confusion about how the income tax worked in this case.  So I think it was at that time discussed that Hydro One representatives would meet with Board Staff and try to see if we couldn't sort out the confusion and clarify things for the Board.


That took place.  And we -- my clients have prepared an exhibit, which has been pre-marked as Exhibit K, tab 8, schedule 1, which consists of a narrative and a table, and attached to that are some general notes with the same exhibit number, Exhibit K, tab 8, schedule 1, and there are four pages of ‑‑ there are seven pages in all.  The second part of this is the final four pages of the seven, which is an explanation.


My proposition is this:  That we should file this explanation, which has been reviewed thoroughly with Board Staff.  Mr. Innis is here today to answer questions about it, and, as a matter of fact, my friend asked me if I would lead Mr. Innis through this document to explain it to the Board, and I would be glad to do that once we get this panel sworn and underway.


MS. NOWINA:  Thank you, Mr. Rogers.  We will mark that as an exhibit, and, yes, it would be good if Mr. Innis could just briefly walk us through it.


MR. ROGERS:  Yes, we will do that.


MS. CAMPBELL:  That would be Exhibit K8.1.


EXHIBIT NO. K8.1:  NARRATIVE AND A TABLE, TOGETHER

WITH SOME GENERAL NOTES, REGARDING INCOME TAX


MS. NOWINA:  I assume that all of the other parties have copies of this document?


MR. ROGERS:  I believe it was sent out by e‑mail yesterday, yes.  


MS. NOWINA:  All right.  Thank you.


MR. ROGERS:  Now, before beginning with that, could we perhaps introduce the next panel to you --


MS. NOWINA:  Yes.


MR. ROGERS:  -- that Mr. Innis is on, and he can deal with the tax implications.  

This is panel 7, Madam Chair, as you indicated, consisting of Mr. Innis to my left, Mr. Allan Cowan in the middle.  Both gentlemen have been sworn previously, and at the far left is Mr. Ali Suleman, and I wonder if he could be sworn and then I will qualify him.


MS. NOWINA:  Yes.


HYDRO ONE NETWORKS - PANEL 7:

Allan Cowan; Previously Sworn


Ian Innis; Previously Sworn


Ali Suleman; Sworn

MR. BETTS:  The witness has been sworn in.


MS. NOWINA:  Thank you, Mr. Betts.  

Go ahead, Mr. Rogers.


EXAMINATION BY MR. ROGERS:

MR. ROGERS:  Thank you very much.  Messrs. Cowan and Innis have already been sworn.  Let me just deal with you Mr. Suleman, if I might.


I understand, sir, that you are presently the vice president and treasurer of Hydro One?


MR. SULEMAN:  That is correct.


MR. ROGERS:  You hold a masters of business administration degree in finance from York University?


MR. SULEMAN:  Yes, that is correct.


MR. ROGERS:  I beg your pardon?


MR. SULEMAN:  That is correct, yes.


MR. ROGERS:  You have taken courses with the New York Institute of Finance in New York City and the Canadian Securities Institute in Toronto, and these are set out on your curriculum vitae?


MR. SULEMAN:  Correct.


MR. ROGERS:  By the way, your curriculum vitae has been filed as Exhibit A, tab 19, schedule 2 in these proceedings, Mr. Suleman.  Does it reflect an accurate summary of your qualifications and experience?


MR. SULEMAN:  Yes, it does.


MR. ROGERS:  I see from your curriculum vitae that you have had long experience in the financial industry, both privately and with the old Ontario Hydro?


MR. SULEMAN:  That is correct.


MR. ROGERS:  You have been with Ontario Hydro, I see 

-- well, actually, there are two stints, but beginning as early as 1990?


MR. SULEMAN:  That is correct.


MR. ROGERS:  As I say, your present position is vice president and treasurer?


MR. SULEMAN:  That is correct.


MR. ROGERS:  What areas of the evidence will you be dealing with today, sir?


MR. SULEMAN:  I will be testifying to exhibits marked as Exhibits B; that will be cost of capital, capital structure and financing strategy, and the cost of debt.


MR. ROGERS:  All right.  Thank you very much.  You have reviewed the evidence in support of those topics and you can affirm that, to the best of your knowledge, the evidence is an accurate reflection of the company's affairs?


MR. SULEMAN:  It does.


MR. ROGERS:  Thank you very much, sir.


Now, I have a very brief period of examination-in‑chief.  I think perhaps the way to do this, with your permission, Madam Chair, I would like to ask Mr. Cowan a few questions, as I have with each panel, dealing generally with topics under consideration by this panel.  Then I would propose to go to the tax exhibit with Mr. Innis and have him walk us through it.  Would that be satisfactory?


MS. NOWINA:  All right, Mr. Rogers.


MR. ROGERS:  Mr. Cowan, maybe you could just tell us what areas of the evidence you will be responding to today.


MR. COWAN:  I will be responding to both cost of capital evidence, return on equity, and rate base.


MR. ROGERS:  All right.  Mr. Innis, just help us as to which areas you'll be dealing with today.


MR. INNIS:  I will be responding to questions on working capital, and also regulatory assets, and I'm prepared to assist with tax as well.


MR. ROGERS:  Very good.  Mr. Cowan, let me just deal with you very briefly, if I could.  Could you please provide a summary of Hydro One Distribution's position respecting this issue of updating the rate of return on equity for the latest consensus forecast for applicants filing on a forward-test-year basis?


MR. COWAN:  I would be happy to.  It's Hydro One's position that this proceeding is not the proper forum to revisit the issue of cost of capital.  For the 2006 rate proceeding, the appropriate return on equity should be the 9 percent specified in the 2006 Distribution Rate Handbook at chapter 6.


MR. ROGERS:  Just to clarify, I'm sure everyone is aware of this, but the application presently before the Board contains a proposal for a cost of capital which is 9 percent, as set out in the Rate Handbook?


MR. COWAN:  The return on equity component, yes.


MR. ROGERS:  Return on equity, sorry.


MR. COWAN:  Nine percent, yes.  


MR. ROGERS:  Yes.  Forgive me, return on equity.  Thank you very much.  

Now, why is it that Hydro One takes the position that you've just outlined about the 9 percent?


MR. COWAN:  Well, specifically the Handbook does not differentiate between applicants applying on a historical test year.  An applicant is applying on a forward test year.  The same rules apply to both.  The Handbook does not require an update for capital structure components, their associated cost rates, nor supporting studies.  


This issue was extensively canvassed during the RP-2004‑0188 proceeding.  The Board ruled in favour of alternative 1 in their decision, whereby the maximum allowed return on equity for 2006 would be derived using the most current data available at the time the Board issued its decision.


Another alternative was put forth during that proceeding, which was alternative 2, which recommended the Board issue a new return on equity annually in December prior to the commencement of the next rate year.  I believe that is very similar to what happens in the gas side of the regulation.


 MR. ROGERS:  So we're all on the same page here - I think everyone understands this - but the 9 percent is derived from a formula which is set out in the Rate Handbook?


MR. COWAN:  The Handbook is supposed to follow a formula.  It's called the Cannon methodology, and chapter 6 does lay out the components of it.


There was one minor change when the Handbook was issued from the -- what I will call following the full Cannon model, and that's been discussed in the Toronto Hydro and Ottawa Hydro proceedings.  I will elaborate on that in a little while.


MR. ROGERS:  We will come to that in a minute, then.


MR. VLAHOS:  Mr. Cowan, RP-2004‑0188, can you just tell us what ‑‑


MR. COWAN:  That was the Handbook decision, 

Mr. Vlahos.


MR. ROGERS:  So during that process that -- where evidence was called and a debate ensued about a whole variety of things that found its way into the Handbook, that is one of the issues that was discussed, is it?


MR. COWAN:  That's correct.  In fact, the Board, at page 29 and 30 of their decision in that proceeding, concluded that the simplicity and certainty provided by alternative 1 had attractive attributes.  This position was supported by AMPCO, CME, CCC, ECMI, the London Property Management Association, the Schools Energy Coalition, Enbridge, and Toronto Hydro.
     The Board noted that alternative 2 implies a precision on the cost of capital parameters that are unwarranted and unnecessary despite the support of Hydro One Distribution, the EDA, and Hydro Ottawa.  They also stated that the time between when the update is calculated and rates will be effective not create undue financial exposure to distributors and their shareholders.
     MR. ROGERS:  So we understand that now, then, I suppose we're in the ironic position during that process Hydro One recommended a different alternative from the one which is it is now proposing, which is the present one being consistent with the Handbook approach?
     MR. COWAN:  Yes.  During the proceeding, the Handbook proceeding, Hydro One did recommend that there should be some form of update mechanism.
     Of course, as I mentioned, there was very little support for our position at that time, most of the stakeholders and ultimately the Board decision was, No, let's keep with the rate at the time the Handbook is issued.
     So we're kind of in a quandary now, because we were under the impression that the Handbook would then apply to both forward-test-year applicants and historical test year applicants and the 90 percent would be the rule of the day based on that decision.
     MR. ROGERS:  All right, thank you very much.  To the best of your knowledge, was a different treatment for forward-test-year applicants discussed during the Handbook proceedings?  Forward-looking as opposed to those that were based on a historic.
     MR. COWAN:  I am not aware of any discussions to that effect.  The Handbook specifics that for a test year applicants must file information consistent with the Handbook, expect the filing of additional supporting evidence commensurate with the nature of the application.  The Handbook provided no specific direction with respect to ROE for forward-test-year applicants, neither did the Board decision.  In fact, during the Handbook deliberations, my understanding, that the parties agreed that such discussions should be part of the proposed Board generic hearing on cost of capital; that's referenced in the Board's draft business plan that's currently out.
     And Hydro One submits that this proposed generic proceeding would be the proper forum to address any and all cost of capital issues.  At that proceeding, all stakeholders would be able to present expert evidence and witness testimony in support of their positions respecting all components of cost of capital and it could be fully tested.
     MR. ROGERS:  All right.  Mr. Cowan, why does Hydro One feel it is inappropriate to up-to-date the return on equity at this stage?
     MR. COWAN:  Hydro One submit that to suddenly change the rules of the game at this stage of the 2006 proceeding is inappropriate.  The rating agencies are expecting 9 percent ROE for the 2006 test year.
     If the Board were to adopt alternative 2 now, they would have to apply any cost of capital updates to all applicants, not just those applying on a forward-looking test year.  The 9 percent return in the Handbook was a forecast of 2006 costs and, therefore, applied to all applicants.  That is why any new forecasts should also apply to all applicants.  To do otherwise would be inequitable and send inappropriate messages to the capital markets.  That's of most concern to Hydro One because of the very large amounts of third-party debt Hydro One has in the market.
     MR. ROGERS:  All right.  Thank you.
     Now, the notice -- this issue has come up next door and other proceedings involving Toronto Hydro and Ottawa Hydro, I believe.  There's been discussion about the Cannon methodology there.  Does Hydro One have any comments, any additional comments concerning that 9 percent as it relates -- as arisen in these other hearings?
     MR. COWAN:  First off, again, I will reiterate.  Hydro One believes 9 percent should be the ROE for the 2006 test year.  However, if the Board does decide to update the ROE, it should apply all steps of the Cannon update methodology, including an updated risk premium, which was not done when the Handbook was issued.  And this was described in a piece, an exhibit that was filed in both the Toronto and Ottawa -- Hydro Ottawa proceedings.  It was prepared by 

Ms. McShane of Foster Associates, and it was filed as Exhibit J3.1 in the Toronto Hydro proceeding, in Exhibit K1.6 in the Hydro Ottawa proceeding.
     In that exhibit, Ms. McShane walked through the correct calculation of a full update applying the full Cannon methodology and Hydro One would adopt Ms. McShane's analysis for the 2006 test year, should the Board decide that it does wish to do an update.
     MS. NOWINA:  Excuse me, Mr. Rogers, do you plan on entering that document as an exhibit in this proceeding?
     MR. ROGERS:  Well, we talked about that this morning with my friend.  I am quite prepared to do that.  I don't intend to call Ms. McShane as a witness, but I had proposed that document should be filed as an exhibit, for what it is worth, in this proceeding and I am prepared to do that.
     MS. NOWINA:  I think, since you referred to it, that would be a good idea.
     MR. ROGERS:  That's fine.  We will do that.  I will take care of that at the break, if I might.
     MS. NOWINA:  That's fine.
     MR. ROGERS:  Thank you very much.  Did you want to give it an exhibit number to it now?  Or --
     MS. NOWINA:  We can wait.
     MS. CAMPBELL:  Why don't we wait until we get to it.  Then we will give it a number.  Who knows what else will come up.
     MR. ROGERS:  One never knows.
     MR. VLAHOS:  Sorry, Mr. Cowan, is it your understanding that rate of return on common equity is an issue for some parties in this proceeding?
     MR. COWAN:  It is on the issues list; yes, it is.
     MR. VLAHOS:  I know.  But is it an issue, do you understand, that there may be submissions that would be different from what the company is proposing?
     MR. COWAN:  Oh, yes.
     MR. ROGERS:  I can confirm that, Mr. Vlahos.  

Mr. Warren, for example, advised me yesterday that his client intends to take the position, I believe, that the calculation should be updated.  So it is an issue.
     MR. VLAHOS:  But by updating, “updated” meaning what?  Because there are two different things here.  You can update it for the latest cost of debt to bring the formula up to date or to revisit the equity margin.
     MR. ROGERS:  I suspect the former, but I can't speak for them.
     MR. VLAHOS:  Okay.
     MR. ROGERS:  My guess is it's the former.
     MR. VLAHOS:  All right.  Thank you.
     MR. ROGERS:  Now, that -- those conclude my questions on that aspect, but there is one other element I would like to ask you about, Mr. Cowan.
     There has been some question of one panel about how customer impacts are taken into consideration in the planning and work-prioritization process.  I wonder if you could just respond to that, from your perspective with the company.
     MR. COWAN:  Certainly.  Customer rate impacts are considered in evaluating throughout the planning and work-prioritization process at Hydro One.  The business plans are reviewed for adherence to both financial, operational, environmental, safety, regulatory and legal considerations, and their overall impact on customer rates prior to submission to the company's board of directors, and this is as noted at Exhibit A, tab 14, schedule 1.
     Improved customer satisfaction is one of Hydro One's key business values, as shown in Exhibit A, tab 3, schedule 1.
     Where plans have felt to be overly impactive on customer rates, they may be modified accordingly, subject to any customer reliability impacts.
     MR. ROGERS:  All right.  Thank you very much.  

Now, one last question, and this deals with something that also came up during the hearing.  At transcript page 193, line 26, the Chair, I believe, asked Mr. Carlton how the annual revenue requirement is reflected in rates to be effective May 1, 2006, which is partway through the year.  Could you help us with that issue, please.
     MR. COWAN:  Yes, I can.  The rates proposed for implementation on May 1st, 2006 are go-forward rates, reflecting the recovery of the 965 million revenue requirement.  As such, Hydro One will not be recovering its full revenue requirement in the test year, as there will be no recovery for the January through April period.
     MS. NOWINA:  Thank you.
     MR. ROGERS:  All right, thank you very much, 

Mr. Cowan.
     Now, I would like to, Mr. Innis, just to turn to you briefly, I hope.
     MR. WARREN:  Madam Chair, I apologize to my friend 

Mr. Rogers for interrupting and to you for interrupting, but I wonder if I could very briefly address a question of scheduling.
     My client and other intervenors find themselves in the very awkward position of trying to serve two masters.  There is very considerable uncertainty about the schedule in the case next door, for reasons which I need not go into.  It's also the case that -- at this stage we simply don't know what we will be required to do and when we will be required to do it next door.


There is, I gather, some possibility ‑‑ we had been operating on the assumption that panel 7 would take up today and that panel 8 would be on tomorrow.  I gather there is now some possibility that panel 8 may come on here today.


That poses some awkwardness for us.  We don't want to impose the constraints of that hearing on this, but it would help us if we could get some simple direction or indication from you or from my friend as to your wishes and your intentions with respect to scheduling, that is, whether or not panel 8 will start today or whether it will be tomorrow.  That will simply help us, to some extent, to try and sort out our lives next door.


MS. NOWINA:  I understand your dilemma, Mr. Warren.  

Ms. Campbell, do you have any comments on that?


MS. CAMPBELL:  Yes.  I can advise that one of the intervenors, David Poch, will be unable to be here until tomorrow morning to have his questions.  So even if panel 8 is started, it will not be completed today.


I do know also that Ms. Lea, who is leading that panel, has at least an hour of questions.  And I know on this panel I have at least an hour of questions.  You can count on me for several hours, actually, Mr. Warren, to hold up this end.


So even if we do start panel 8, I think it unlikely we would finish today, and there will be intervenors asking questions tomorrow, and it might be -- of course depending on what the panel wishes to do, it might be that you could, depending on what happens in the other room, ask your questions of panel 8 tomorrow.


MR. BETTS:  Madam Chair, could I just ask a question for my information:  Which would serve the interests of the intervenors that are running back and forth best?  Would it be to delay panel 8 until tomorrow or, let's say, not start it today?  The Board is very sensitive to what is going on, and there is not much that we can do about it, other than perhaps to try and find any opportunity for smoothing that is possible.


What would smooth the day for intervenors, in general?  Can you answer that?


MR. WARREN:  Mr. Betts, I appreciate your asking the question.  I'm afraid I can't give you an answer, because there is an argument about to take place in a few minutes about when certain information will be disclosed and how long we will have to prepare for cross‑examination on that information.


In fairness to you and in fairness to Mr. Rogers, I can't give you an answer to that, but knowing the schedule that my friend has said helps us.  If we know that there will be room for cross‑examination on panel 8 tomorrow, I think that's the most we can ask for, and that will be fine.  Thank you very much.


MS. NOWINA:  Mr. Adams.


MR. ADAMS:  One additional convenience for us might be if the break times in both rooms were synchronized so that at least we could caucus on the other side.


MR. WARREN:  Mr. Adams always pushes the envelope just a bit, asking for the impossible.  


MS. NOWINA:  Well, I will ask the question, Mr. Adams.  Are the break times in the other room very firmly scheduled so you can count on them happening when you're told that they're going to happen?


MR. WARREN:  No.


MS. NOWINA:  Because if that doesn't happen, there is very little point in us trying to be firm on this side.


MR. WARREN:  It can't be done, Madam Chair.  The only thing that is firm in the other room is the un-firm.


MS. NOWINA:  Mr. Rogers.


MR. ROGERS:  Yes.  We're anxious to keep this proceeding moving.  My proposal is this:  That if we finish with this panel this morning, as I hope we might, I would call on panel 8 this afternoon.  They must come back tomorrow morning, anyway, I understand for Mr. Poch.  But if we could do Ms. Lea's examination this afternoon, that makes progress, and then they could be here tomorrow morning.  If Mr. Warren can come this afternoon, that's fine; if not, tomorrow morning.  If we could finish tomorrow at a decent hour, perhaps.


MS. NOWINA:  Right.  The only comment I would like to make is that tomorrow is planned to be the last day of hearing evidence in this proceeding.  I don't want that to slip into Monday.  So I don't want to lose a lot of time, but I think that the proposition before us that we know we will be sitting tomorrow on panel 8, perhaps that helps you, Mr. Warren and Mr. Adams.


MR. WARREN:  Actually, I am somewhat more flexible.  I am actually prepared to go with panel 8 today, if that works.  I think the bigger problem is for Mr. Shepherd, who has another busy day in the other room today and a busy day in both places tomorrow, but I will convey the information to Mr. Shepherd and will try to make an arrangement that accommodates your desire to finish tomorrow and Mr. Rogers' intention to do so as well.


MR. ROGERS:  I'd just ask my friend, when he speaks to Mr. Shepherd, if perhaps he could come up with an estimate as to how much time he will need.


MR. WARREN:  I will do that, and I will convey that to you whenever the break is.  Thank you.


MR. ROGERS:  Thank you.


MS. NOWINA:  You're welcome.


MR. ADAMS:  It might of some assistance, I believe that Mr. DeVellis has questions for this panel, as we do; but other than that, I'm not aware of any other intervenors that have any questions for this panel.


MS. NOWINA:  Mr. DeVellis and yourself and Mr. Warren, I assume?


MR. ROGERS:  I don't believe Mr. Warren has any questions.


MS. NOWINA:  He doesn't have any questions for this panel?


MS. CAMPBELL:  Not for 7.


MR. ROGERS:  My understanding is his client is taking issue with this rate‑of‑return matter that we spoke about, but I think he feels that can be addressed in argument.


MS. NOWINA:  Oh, all right.  Mr. Rogers, if you would like to continue.


MR. ROGERS:  I just say that my friend also was kind enough to alert me to this yesterday and asked whether I would be calling any evidence this morning to outline the company's position on the matter, and I told him that we would, and indeed I have.


MS. NOWINA:  I appreciate everyone working so hard to cooperate.


MR. ROGERS:  I must say the intervenors have been very cooperative, and I appreciate it.


MS. NOWINA:  Excellent.


MR. ROGERS:  Now, Mr. Innis, Exhibit K8.1 deals with PILs and the tax implications of this case.


MR. INNIS:  Yes, that's correct.


MR. ROGERS:  In fact, you were here ‑‑ I wouldn't say you were part of the problem, but you were involved in the discussion where the confusion arose, or it was clear that there was not a meeting of the minds.  Do you recall that?


MR. INNIS:  Yes, I was.


MR. ROGERS:  Now, what I would like you to do for me is, if you can, to lead us through this new information to try and explain to us how it addresses the concerns that were raised last day.  Could you do that?


MR. INNIS:  Yes, I can do that.


MR. ROGERS:  Well, then please proceed, slowly.


MR. INNIS:  Thank you.  The exhibit that's been handed out, Exhibit K8, schedule 1, is further information on the table that was handed out previously as K5.1.  And to start off with, I think it is important to note that none of the numbers in this exhibit have changed, and so the exact totals, the exact dollar values on a line-item basis are the same as the previous exhibit.


What we have done is grouped like items in order to help facilitate discussion.  The previous table was pulled from our 2004 tax return on a line-item basis, and that didn't naturally group like items, so it made it very difficult to go through on a sequential basis and we tended to jump around.  


So what we have done is to group like items to help the discussion, and those like items have a common theme throughout.  So what I would like to do is just to step you through those adjustments that we've made to group items, but please keep in mind that none of the totals have indeed changed.


MR. ROGERS:  All right, thank you.  Would you do that, then, please.


MR. INNIS:  Yes, I can do that.


MR. ROGERS:  The issue, just to bring everyone's mind back to this, was to try and reconcile the data that was taken from the 2004 tax filing with information taken from the application?


MR. INNIS:  That is correct.


MR. ROGERS:  Okay.  Please proceed.


MR. INNIS:  The starting point for the exhibit is the accounting, earnings before taxes.  What the exercise is that we're going through is that we're trying to arrive at the taxable income, and certain adjustments need to be made for tax purposes.  As another layer of complexity on this, not only are we dealing with information from a financial accounting basis, trying to turn it into tax accounting, but also we have the regulatory layer as well.  So we have three types of adjustments that are needed here:  We have financial accounting, regulatory accounting and tax accounting.  


What this schedule does is isolate those components in order to arrive at the proper taxable income.  So let me step you through this now in a logical basis.


Starting with the accounting income ‑‑


MR. ROGERS:  If I could stop you there.  You turned now to the schedule on page 2?


MR. INNIS:  Yes, please.  Please turn to the schedule on page 2, and there is a line item number 1.  That line item number 1 shows for 2004 tax return, 203.3 million, and the 2006 test year accounting income, 197.9.


The first group of adjustments that are made ‑ and you will see those on lines 5 to 15 ‑ what these refer to are the items that recur on a regular basis.  So if you saw those on a tax return in 2004, you expect to see those on a plan basis in 2006 as well, they're naturally part of the business.  They're standard types of adjustments that are made to go from an accounting income to a taxable income.
     As Mr. Vlahos indicated the other day, one of the typical types of things that you would expect to see is an adjustment for the depreciation expense and capital cost elements.  You can see that taking place on lines 8 and lines 9 of this table.
     Along with that adjustment, where we add back depreciation and deduct capital cost allowance we have a number of other items that occur on a regular basis as well.  I think the important point to note with this group of items is that where you see a dollar value against 2004 return, we've picked that up in the 2006 adjustment as well.  So recurring items of a material nature have been picked up.  So they by and large represent the bulk of the adjustments that need to be made in order to help arrive at net income in order to calculate tax.
     There is a number of other adjustments that are made as well, and some of these items, that they recur, so they happen in the future, but they're not part of revenue requirement, and these are listed in notes 1, 2, and 3, and that would be showing up on pages 4 to 7 of the exhibit as well.
     There is far more detail in the exhibit notes than what I will get into right now, but the exhibit notes certainly provide a more full explanation of the nature of those items, and I would be prepared to answer questions you may have on those, but let me quickly step you through the rest of the table.
     MR. ROGERS:  These recurring items are found on page 2 of the schedule starting at line 17 and following, are they?
     MR. INNIS:  Yes, that is correct.
     MR. ROGERS:  And each -- these items are discussed in the notes which accompany this?
     MR. INNIS:  Correct.  So for each of the line items that are from 17 down to the line on page 3 as well that goes down to the line 73, we discuss or we relate to the line items that are on pages 2 and 3 with the notes that are in pages 4 to 7 of the exhibit as well.
     MR. ROGERS:  All right.  Could you go through these -- I don't know that you have to do each one of them, but at least highlight those that you think are of particular importance or which will explain the principles to the Board.
     MR. INNIS:  Yes, I can do that.
     Perhaps if I can go to the grouping of items that are starting at line 26, because I believe this is where there was some attention and discussion the other day.  And lines 26 to 32 deal with accounting adjustments that are not part of revenue requirement, and you can see some large amounts in there.  And what these amounts relate to primarily - and if I could focus on the line 30, which we talked about previously, 102 million - what this shows is that, from a tax point of view, it was important that we, in 2004 -- that that is deducted for accounting purposes.  And the reason we deduct that for accounting purposes is for accounting purposes, we had recognized that as taxable income.  For tax purposes, we are not receiving the revenue associated with that gain until the three-year recovery period for the regulatory assets.  So we need to add that back to the accounting return.
     There is like items in there as well for things that are not part of revenue requirement that are not appropriate to -- they're not in the taxable income and they're not appropriate to bring forward for calculation of revenue requirement in 2006, so you will see that these line items, because we have to report them for tax purposes, lines 27 to 32, we fully disclose those on our tax return, but when we calculate revenue requirement, they are not part of the calculation at all.  

The deferral accounts are outside of the calculation of revenue requirement.  We are not including deferral account revenue as part of the calculation of revenue requirement for tax purposes.
     MR. ROGERS:  If I could stop you there.
     MR. VLAHOS:  Sorry, is this treatment consistent with how the Board may look at the tax issue for the gas companies, for example?  Have you looked into that?
     MR. INNIS:  Yes, I believe that it is.  We have looked at the recent submission that has been provided by Enbridge, and the basis of presentation is consistent with what you will see in the Enbridge evidence also.
     MR. VLAHOS:  I was speaking specifically on the regulatory asset issue.
     MR. INNIS:  Yes, that's correct.
     MR. VLAHOS:  All right.
     MR. INNIS:  Yes.  The further discussion of the regulatory assets is included in note 2, and there is an outline of how the cash flows work.  So that can be found on page 5 of Exhibit K, and there is a table there that shows how one recognizes the deferral accounts for accounting purposes as compared to tax purposes.
     MR. ROGERS:  Just before you go on, Mr. Innis, just for my benefit, dealing with this $102 million at line 30.  Is that $102 million included in the larger figure at line 1 of $203.3 million?
     MR. INNIS:  Yes.  The $102 million is included in the 203 million.
     MR. ROGERS:  It is deducted?
     MR. INNIS:  That's right.  So it is included.  So from an accounting point of view, we paid tax on it.  We recognize it as income.  But from a tax point of view, we need to give that back.  
     MR. ROGERS:  Thank you.
     MR. INNIS:  And there is another category of items there that you will see on lines -- on page 2, lines 34 to 49.  You will see that there is a number of items we have on our 2004 tax return that do not appear in 2006.  These items are of a small nature and, as I mentioned in my previous testimony, that we do not do our planning to that level of detail and in aggregate these amounts balance out over time.  So you will see amounts on our 2004 tax return.  Some of them are increasing our accounting income; some of them are deductions to our accounting income.
     However, they do not appear on a line-item basis in 2006 either because they're not appropriate to be there or simply because we don't do our planning at that level of detail.  But in aggregate, we believe that the presentation of our 2006 taxable income is appropriate after considering all of these additions and deletions or additions and reductions to the accounting taxable income line.
     MS. NOWINA:  Mr. Innis, just so I am clear, going back to the regulatory assets amount, the negative $102 million, which I think is the one that we continue to question.
     MR. INNIS:  Yes.
     MS. NOWINA:  The earnings before taxes for 2004, the $203 million, without that treatment of regulatory assets, would have been $101 million; is that correct?
     MR. INNIS:  That is correct.
     MS. NOWINA:  Thank you.
     MR. VLAHOS:  Just on that.  When we see the next time when we see the actual 2006, would there be any number in that cell that now shows zero?
     MR. INNIS:  In the sense of when we file our 2006 income tax return, would there be something on that line item?
     MR. VLAHOS:  Yes.  Let's fast-forward to 2007.  Would we see a number in that cell?
     MR. INNIS:  There perhaps would be a number.  It would be nowhere near the $102 million.  In looking at that $102 million, that was primarily related to the low voltage, where the Board had approved the recovery of low voltage to be part of our revenue.  However, there was a rate freeze.  So we were not able to put the low voltage revenue against our accounting income, and so basically we had to put that into accrual account and until we had the approval to recover that through rates.
     MS. NOWINA:  But, Mr. Innis, if you did have a regulatory asset that was identified in that tax return, there would be a negative amount on line 30, and there would be an increase to the $197 million of offsetting income action?
     MR. INNIS:  I'm sorry.  No, that's not necessarily the case.
     MS. NOWINA:  So it might just be a reduction to your taxable income?
     MR. INNIS:  On the equivalent of line 30 on our 2006 return, that could possibly go either way.
     MS. NOWINA:  I see.
     MR. INNIS:  And if there is something that we have recorded as a regulatory asset that is disallowed, that would be a regulatory loss.  In that particular case of low voltage, that was a regulatory gain.  In looking at the line items, I will be prepared to discuss later what we have as regulatory assets, there is nothing in there that would have anything significant, in terms of what we expect to see on the equivalent line of line 30.  I believe that was the low-voltage situation contributed over $70 million to that 102 million.


MR. VLAHOS:  But the principle is that there will be a number when you do the actuals, when you present the actuals the next time.  So is the difficulty now to forecast whether that would be a positive or negative?


MR. INNIS:  There will be a number there.  That number would not impact the current determination of revenue requirement.  It would have no impact on the 965 ‑‑


MR. INNIS:  That's what I'm trying to understand.  Why would it not have an impact on revenue requirement today as we're trying to set the revenue requirement for 2006?


MR. INNIS:  We would be -- from a tax point of view, if there was costs that we have incurred right now, we have already taken that deduction, and then what would happen is, if we receive ‑‑ if a regulatory asset is approved and the recovery is over three years, we would be required to pay tax on that over those following three years.


So we have already taken the deduction, which would show up perhaps in our '04 return, '05 return, and we would be paying tax on it in 2000 ‑‑ we would pay tax on the income associated with that in 2006.


MR. VLAHOS:  If I could follow that up.  And I'm not talking about any new deferral accounts or regulatory asset accounts that may be created later on.  I'm talking about the existing ones, plus the ones that are being proposed for 2006.  So based on those deferral accounts, those ‑‑ I keep saying “deferral accounts” -- the regulatory asset accounts.  Based on those accounts and the balances that you may be -‑ that may be reasonable balances, my question is:  Shouldn't there be a number on that cell, row 30?


MR. INNIS:  No, there shouldn't be.  The number will show up on our tax return, because we're required to file full disclosure on a line-item basis, but that number has no bearing on revenue requirements.


MS. NOWINA:  It will not reduce or increase your taxes, taxes payable?


MR. INNIS:  It reduces or increases taxes payable, but there would have been a -- over time it would balance out, and it has no discrete impact on the 965 revenue requirement in 2006. 


MR. ROGERS:  I wonder -- I'm not sure I follow this.  In fairness to Mr. Innis, he did not prepare this exhibit.  This exhibit was prepared by Hydro One staff, technical people who are very familiar with the details of this, meeting with Board's counsel and Board Staff.  Mr. Innis really didn't even know until this morning that he was going to have to go through this in this kind of detail, in fairness to him.  So I want to be sure we get this right.


It may be correct.  I just don't understand it.  So I wonder if we could do this:  Could I ‑‑ because obviously this is important to the Board, I can see that, and I want to be sure we have it right side up here.  Can we come back and revisit this after the break?  I'm not certain there is a meeting of the minds here, and I think it would be helpful if we could ‑‑ if I could have a chance just to make sure that Mr. Innis is understanding what the issue is, to be sure that the information we give you is correct?  So if we could wait until after the break to deal with that one issue, I would be grateful.


MS. NOWINA:  Maybe I can put it in simple terms, because that is the only way I understand it, Mr. Rogers - I'm not an accountant, or certainly not a tax accountant - is that it appears that if that was a negative number, it would be a reduction to taxes payable.  We understand the revenue requirement includes taxes payable and that if that number goes down, you would require less revenue.  So if we're incorrect somehow, if that could be clarified for us, that would be very helpful.


MR. ROGERS:  Yes, yes.  Can I take it under advisement?


MR. VLAHOS:  Just to add to that, if there is a number for 2004, in this case it is negative because of the ‑‑ that's how the balance worked out, and there were a lot of deferral accounts, and I do recognize low voltage was a driver in coming to that number of negative 102.


But given all the plethora of deferral accounts that exist within Hydro One, it would be only by happenstance that there would be a zero balance.  There would be either a negative or a positive.  And what I am trying to understand is that to the extent it was different than zero, shouldn't it belong in that cell?


If you can answer that question ‑‑ I don't need more technical response to this.  Just from a rate-making perspective, what am I missing here?


MR. ROGERS:  Let me just ‑‑ I really would prefer to wait to answer that.  Could we do that until after the break?  I want to be sure ‑‑


MS. NOWINA:  Yes.  I think our only request is that you give us a very simplified answer.  So if you could do that, we would appreciate it.


MR. ROGERS:  I'm going to make sure I understand it at the break, and, if I do, you will certainly do.


MS. NOWINA:  That might work, Mr. Rogers.


MR. BETTS:  Madam Chair, if I could, I have a question in a different area of the spreadsheet that may be easily answered at this point, or you may want to leave that as well.  It does refer to the items that are considered immaterial.  In this case, they added up to $3.4 million, and I know that that is not a big number when one looks at the total revenue requirement, but we have to keep in mind how the consumer and ratepayer looks at the $3.4 million, and it is a big number.


So you have indicated in testimony that that number balances out, and I wanted to make sure I understood what you were referring to.  My interpretation of balancing out is that it's just as likely that this is showing as a negative or a credit, that the next time around it could be a positive.  Is that the case, or is this typically something that one could anticipate would continue to be a small number but continually be a small negative number?


MR. INNIS:  I believe that it would continue to be a small number.  In this particular case, it is a negative.  But, for instance, if in a subsequent year we had more accounting software that would increase the added back to taxable income, it could switch the other way.  So I believe there is a probability that it could go either way.  In this particular view, when we look at our '04 return, it happened to be negative 3.4.


MR. BETTS:  So it could be positive next year?


MR. INNIS:  Depending on the level of expenditures in some of these other categories - and we just have to go through and look at the expenditure levels and see which ones were positive, which ones are negative - but there is a possibility that it could go positive next year.


MR. BETTS:  Thank you.  Then I think I interpreted your phrase "this will balance out" as you have offered it.  So thank you.


MS. NOWINA:  Thank you, Mr. Innis.  We can proceed.


MR. ROGERS:  Now, if ‑‑ I've sort of just interrupted your narrative.  I'm wondering whether we should wait until after the break to complete it.  I think the big item is $102 million, and I would like to get it straight.  So could we defer this topic until after the break?


MS. NOWINA:  Yes.  I think that the ‑‑ I mean, 

Mr. Innis was going through it from top to bottom, and the bottom items Mr. Betts has just addressed, so I don't think there is anything more on a line‑by‑line basis we need to go through.


MR. ROGERS:  Thank you very much.  I do appreciate your indulgence.  I must say too, I said earlier I was grateful to the intervenors for their cooperation and I was really remiss.  I should say that Board counsel and Board Staff have been very helpful throughout the case, and this is a good example of it, and we do appreciate that as well.


MS. NOWINA:  Thank you, Mr. Rogers.


MR. ROGERS:  The witnesses are now available for questioning.


MR. BETTS:  Could I, Madam Chair, just ask Board Staff:  The original spreadsheet that was presented here was presented with questions from Mr. Skinner from Board Staff.  I am going to say I trust that Mr. Skinner is aware of this exhibit?


MS. CAMPBELL:  No.  Mr. Skinner and I --


MR. BETTS:  And do we expect any comments from 

Mr. Skinner on this?


MS. CAMPBELL:  Mr. Skinner and I were actually -- are actually the staff that Mr. Rogers alluded to, and we spent a rivetting hour-and-a-half doing this following a rivetting day of cost allocation.  It stands out in my mind as one of my more exciting days.


Mr. Skinner has looked at it and gave his comments.  We have -- we've asked Mr. Skinner to come into the room in anticipation of any questions, and he was at a professional development day yesterday and somehow we can't find him.  It might be the sheer excitement of being with other CAs that has overwhelmed him, but we hope that he will arrive shortly and in time to be here after the break, because the very issue that is hanging you up was something that was discussed in detail.  It may be that between Mr. Rogers' efforts and Mr. Innis's efforts and Mr. Skinner that we can finally put that number to rest for you.


MS. NOWINA:  Although I might add, even if Mr. Skinner and Mr. Innis think they understand each other, if you and Mr. Rogers understand each other and can give us an explanation, I suspect that would be of the most value.


MS. CAMPBELL:  I think so.  Because if the lawyers can understand it, then anyone can.  It's nice to be the lowest common denominator once again.  I appreciate it.


MR. ROGERS:  Mr. Skinner -- just to help you out, 

Mr. Skinner.  And my friend did meet with company officials, not Mr. Innis, but with other tax officials.  So that's why I am concerned that we be sure that we get this right.  Thank you very much.


MS. NOWINA:  Ms. Campbell. 
     CROSS-EXAMINATION BY MS. CAMPBELL:
     MS. CAMPBELL:  Panel 7 has a number of issues, and I am just going to work my way through them.  I think we have a total of seven issues.  Some of them are very short; they're very specific questions.
     I'm going to be following that organization.  The first topic is the distribution asset level of the rate base, and the question listed as an issue was:  Is the level of rate base appropriate?  My questions are fairly brief and to the point for this.
     I'm going to ask that everyone turn up Exhibit D1, tab 1, schedule 1 to begin with.
     MR. COWAN:  I have that.
     MS. CAMPBELL:  Thank you.  So the total rate base for the test year is $3.7 billion.  And if I go to Exhibit D1, tab 1, schedule 1, page 2, there is a table, and that table indicates how the distribution rate base was calculated.
     If I turn to the next page, which is D1, tab 1, schedule 1, page 3, there is table 2.  And table 2 basically shows how the fixed assets have grown between 2002 to 2006.
     MR. COWAN:  That's correct.
     MS. CAMPBELL:  Thank you.  Am I correct that the major source of the growth is the capital expenditure over the years?
     MR. COWAN:  The capital expenditure over the years and then, of course, their subsequent placement in service.
     MS. CAMPBELL:  All right.  Now, there is something that happened historically that affects the development of the net fixed assets, is the Hydro One acquisition of the 87 acquired distributors.
     MR. COWAN:  Yes, that's correct.
     MS. CAMPBELL:  That occurred in years 2001 and 2002?
     MR. COWAN:  Yes, I believe that was correct.
     MS. CAMPBELL:  And ...
     MR. COWAN:  The majority were 2001.
     MS. CAMPBELL:  And the numbers that I have for the value of the net fixed assets in 1999 was 2.4 billion.
     MR. COWAN:  That's correct.  And that is found at Exhibit D1, tab 1, schedule 3, page 2, in table 1.
     MS. CAMPBELL:  Thank you.  And for the test year, it's 3.4 billion for the net fixed asset.
     MR. COWAN:  That's correct.
     MS. CAMPBELL:  So that the growth is approximately -- well it's not approximately.  It is exactly 1 billion dollars.
     MR. COWAN:  Yes.
     MS. CAMPBELL:  Okay.  Which makes it look like about 42 percent, but there has to be an adjustment, I take it, for the acquisition of the 87 LDCs.
     MR. COWAN:  Yes.  And the reason we did that adjustment is that, prior to acquisition obviously, the 87 MEUs did have rates in place to cover their fixed assets in that, so it would be improper to not normalize for the acquisitions; otherwise, you know, were given -- implied that the acquisition was part of the reason for the increase in rates, which it is not.  There were already rates in place to cover the fixed assets of the acquiring utilities.
     MS. CAMPBELL:  All right.  It's my understanding - and I'm taking this from Exhibit D1, tab 1, schedule 3, page 1 - that after you normalized for the LDC acquisitions, the growth in net fixed assets is approximately 31 percent.
     MR. COWAN:  That's correct.
     MS. CAMPBELL:  Okay.  So we talked about the fact that in 1999 the net fixed assets were 2.4 billion, in 2006 they will be 3.4 billion.  So over the period that we're talking about, between -- that continuum, 1999 to 2006, we've got an increase of about 40 percent over that time.  But broken down, over that period, it is an annual increase of about 5 or 6 percent per year?
     MR. COWAN:  I take that number, subject to check.
     MS. CAMPBELL:  Does it sound --
     MR. COWAN:  On average, we're adding about 293 million capital in service each year, so that would be about right.
     MS. CAMPBELL:  What are the main drivers for the growth?
     MR. COWAN:  Main drivers of growth are outlined on --again, at Exhibit D1, tab 1, schedule 2, page 2 of 7.  And I think certainly panel 2 and 3 and 4 would have addressed this, in terms of some of the capital expenditure requirements.  But as you see there, on lines 5 through 10, we outline what the major areas are.
     Obviously one of the big ones is new customer additions, capacity, capacity additions to existing customers; that all obviously requires extensive new capital infrastructure to serve.  

As you add more and more customers to the system, that may require further upgrading of systems, upstream or downstream, to handle the new load.  So that's, as line 6 notes, there is over 69,000 additional retail customers that were added, retail system growth of 2.5 terawatt hours.  

Obviously, too, storm damage trouble calls.  When storms happen, assets need to be replaced, and that helps drive it too because you're putting new assets in, replacing assets that could be, you know, one-quarter depreciated, half depreciated, three-quarters depreciated, or almost fully depreciated.  All of that leads to increases in what I will call net fixed assets, and thus the increase in rate base.  

Finally, just normal wear and tear, end of life of assets is the other main reason for the increase over this period of time.
     MS. CAMPBELL:  Looking at table 1, which is D1, tab 1, schedule 3, page 2 of 7, which is the distribution net fixed asset growth, the LDC acquisition adjustment is 169.3 million.  Where does that number come from?  How is it calculated?
     MR. COWAN:  Well, when the LDCs are acquired, they're entered into the Hydro One fixed-asset system at net book value, because that was the requirement, and any excess over obviously goes to goodwill.  So it was based on the net book value of the purchase of each of the 87 LDCs.  Or fixed-asset accountants would take the assets for each LDC and then properly apply it within the fixed-asset system to what type of asset it is, transformer, line, power.  They also have to put it in the proper year for depreciation purposes, so they have to put it in whatever vintage that went into service.  

So it is a detailed line-by-line, almost asset-by-asset entry.  And when you add that all up and total it up and apply the applicable depreciation, that would have been the applicable on the books of the acquired LDCs at that time; the net result is 169.3 billion.
     MS. CAMPBELL:  You made reference to growth and retail customers, and it is, again, on the same page we've been discussing.
     You have indicated that one of the reasons for the growth is assets placed in service to support the acquisition of 69,000 -- over 69,000 retail customers.  Do those include the customers that came with the acquired LDCs?
     MR. COWAN:  No, they do not.
     MS. CAMPBELL:  They do not.  Okay.  So that's a straight increase over and above what came with the LDCs.
     MR. COWAN:  Yes.  What we have tried to do with all of this is try to normalize that out.  You can see that the -- we did quote what the load growth would have been, including the LDC acquisition 6.5, because that can drive additional, what I will call, upgrade requirements, downstream or upstream, and that sort of -- so you can see that load growth would have been 39.1 percent including the LDC acquisitions, but normalizing that away it is 12.1 percent.
     MS. CAMPBELL:  So the customer growth, then, would be -- well, let's see.  Wouldn't be any percentage increase in the customer growth.  All right.
     MR. COWAN:  Well, the customer growth 69,000 would translate into -- you know, Hydro One being a rural system is not a major growth area.  I think it is around 10,000 to 12,000.  Earlier on, I think on Panel 1, Mr. But mentioned something in the order of about 8,900 being added in the test year.  So you add those all up over time, and it's roughly 69,000.
     MS. CAMPBELL:  All right.  There were assets that were designated to be transmission assets, I think, and that were -- over the years, between 1999 to 2000, become distribution assets.


How are those assets taken into account in the calculation?


MR. COWAN:  They are included in the forecast of rate base for 2006.  I think table 3 outlines the transfers, and so we're asking for inclusion of those assets now within the distribution rate base.  The actual physical transfer, as what I will call pure transmission assets to distribution or distribution back, was largely the ‑‑ was the 19.9 million shown in table 3 on page 4 of 19.9 million.  By and large, when the two companies were set up in 1999, the majority of the assets were placed in the right area.


And they're just as part of an ongoing review.  There is obviously a few assets that may have slipped by the wayside, and that 19.9 million that is shown there involved a few lines and some metering that was really operating -- in the case of assets that moved to transmission, operating above the 50 kV designation, and the ones that moved to distribution were operating below.


Subsequent transfers tend to be either driven by some, again, further clean-up work that is done.  I think one of the other panels talked to, and indeed we talked to, about a review of all the assets in 2004 - it's on page 5 - of the shared services assets.


MS. CAMPBELL:  I would like to stop you right there.  I would like to go back.  I appreciate all of the information you're giving me, but I have some questions as you're going through.


MR. COWAN:  Sure.


MS. CAMPBELL:  If I could just stop you right there.  Exhibit D1, tab 1, schedule 3, page 4 is the asset transfer table.  You've made reference to it, but I would like to spend a few seconds on it, if you don't mind.


MR. COWAN:  Sure.


MS. CAMPBELL:  You've referenced the fact that historically in 2002 there's an asset transfer of 19.9.  As we go across, it's 6.1 in 2003, 45.9 in 2004, a bridge year of 20.8, and a test year of 1.1.


And the paragraph immediately below that table talks about asset clean-ups which were intended to reflect the use of these assets more clearly.


MR. COWAN:  Yes.


MS. CAMPBELL:  There's clearly been a massive asset clean-up in 2004, because we've got a bump from 6.1 to 45.9.  Could you explain that for me?


MR. COWAN:  Yes.  If you turn to the top of page 5 there, in lines 1 through 4.  So in 2004 we undertook a review of the shared assets and -- to ensure they were being properly assigned.  As a result of that review, service centres, IT software assets, which were infrequently used by one of the businesses, were directly assigned to the proper business.  


In certain cases in the past, service centres may have had 5 to 10 percent assigned to transmission.  But over time, the use of those service centres evolved to be purely a distribution business.


So we would have then taken those centres, and if they were in the common pool that Mr. Van Dusen would have talked about under the shared service panel, they would have been removed from that common panel, which would have a transmission distribution split, and they would go 100 percent to distribution and vice versa; if there was a service centre or some sort of facility that now is basically largely of a transmission nature, it would be pooled from the common pool and put into the transmission rate base.


So as a result of that, that's what drove that increase in '04.


MS. NOWINA:  Mr. Cowan, I'm looking at the IT software assets.  Is that a time when a lot of the assets that dealt with customer service were identified as being only used by distribution?


MR. COWAN:  The way the accounting used to be, to the extent that these, what I will call, common assets were in what I will call a common business unit, and to the extent the allocation factors may change over time, each year there technically would be a shift in the amount allocated.  By properly assigning these IT assets, it was looking at what is the functionality.  

So, for instance, I think you heard earlier about the CIS system to the distribution system.  So it is now properly in ‑‑


MS. NOWINA:  I guess that was specifically my question:  Was that the year that the customer information system was identified as being a distribution asset?


MR. COWAN:  Yes.  We did a full look at all common assets at that time, and it was basically just, What is in -- it was called a business unit 300.  What are all of the assets in there?  We got the business experts in to look at them and said, Is this a transmission asset, is it a distribution asset, or is it still truly a shared asset?


If it was a shared asset, it remained in the common pool to be dealt with with the Rudden study and the asset allocation that Mr. Van Dusen would have talked to.


MS. NOWINA:  Thank you.


MS. CAMPBELL:  And the reference that is made in the pre-filed evidence about the review of the shared assets and the proper assignment of those assets, that's a reference to the Rudden study?


MR. COWAN:  The Rudden study came after.  This review in 2004 ‑‑


MS. CAMPBELL:  Who did this ‑‑ 


MR. COWAN:  -- was the asset clean-up necessary to make sure that when we brought Rudden in to do the study, they had the most appropriate database to work with, so that when they did assign the drivers and the allocations to the truly still common assets, they had the best database possible to do that study.


MS. CAMPBELL:  So this was a step that was taken by Hydro One on its own with a view to Rudden coming in.  So you went through and sort of cleaned up the assets, so to speak?


MR. COWAN:  Yes.


MS. CAMPBELL:  Based on what you said, you looked at 

-- you said,  Who truly uses this, and then because of that, we have the big number in 2004, the 45 million?


MR. COWAN:  Yes.  And it is going to be an ongoing exercise from here on in just to make sure ‑‑ now that we've done it once, we aren't expecting that there will be many changes.  There would have to be truly a major change in functionality of a facility or something for you to see that sort of swing again.


MS. CAMPBELL:  So that's why the numbers on a going-forward basis, the bridge year had 20.8 million.  Was the 20.8 million transferred as a result of Rudden, or was that still an ongoing internal Hydro One clean-up?


MR. COWAN:  No.  The 20.8 million, again, if you refer to line 6 and 7 of page 5, that's the inclusion of a sentinel lights asset back in rate base.  And that's ‑‑ what happened there was -- and there was a bit of confusion way back when of whether sentinel lights should be in or should not be in the regulated rate base of the company.


MR. ROGERS:  What are sentinel lights?  Just explain to the people what they are.


MR. COWAN:  Sentinel lights are basically if you're ever out in the hinterlands of -- farmlands and that and you drive by possibly a farm, you will usually see a lone light pole sticking up in the middle of the farm or near the road somewhere.  And that's referred to as sentinel light.  It provides basically low energy lighting to basically rural facilities and that.  So they aren't individually metered or anything like that.  


The Board, actually, back in the 2000 Rate Handbook, said these should be excluded for rate-base purposes.  And I believe the 2006 Handbook says that as well.


And basically all of the LDCs were asked to get out of that business.  Hydro One tried to do that, but we had intense customer reaction to that, so we subsequently had to seek permission of the government, and there was actually a regulation issued to permit us to stay in that business.


At the time, there were some issues around, what is the proper treatment for reporting purposes of these assets, and at the time Hydro One thought it was appropriate to, for OEB reporting purposes and for our audited financial statement reporting purposes, we remove fixed assets, any associated OM&A, any associated rental revenue with that through the period 2002, 2003, 2004.


Looking at the regulations, we feel that given we are in a position where the regulations do allow us to stay in that business, not grow the business -- and so it is kind of a -- you know, as lights break, we cannot put new ones in.  So it's a declining business.  But because of the nature of the regulation, we feel that really they should be reflected in the rate base.
     Now, another thing I want to point out:  This is not a change from the approved rate base.  The approved rate base we're currently dealing with, i.e., the 1999 rate base, does have those lights in it.
     So there is no change in terms of what the Board last approved in their revenue requirement and what is approved now.  They've always been in rate base.  It was just for financial reporting purposes to the Board we had removed them.
     MS. CAMPBELL:  Okay.  Now, the last number that you had is the 1.1.  So when I look at the blips of 2004, 2005, it looks like it's basically settled down at distribution, that the decision as to what belongs with regard to net fixed assets between transmission and distribution has been resolved.
     MR. COWAN:  That's correct.
     MS. CAMPBELL:  Do you expect on a going-forward basis that that number will remain relatively low?
     MR. COWAN:  I would expect it would.  The only thing that would drive a change there was if we brought Rudden back in or some other company and they redid the asset allocation study.
     MS. CAMPBELL:  Mm-hmm.
     MR. COWAN:  And they changed the percentage allocations between the business.  Technically that would be a transfer of a portion.  That is the only time you would see a change.  To the extent they have it right this time, I expect that to stay very minor.
     MS. CAMPBELL:  All right.  My next question is going to deal with VECC Interrogatory 58, which is H5, schedule 58.  This is just a question to clarify two numbers.  And what this question asked was to indicate the net effect as of December 31st, 2005 of the various transfers of assets between transmission and distribution since December 31st, 1999 on rate base for distribution and annual depreciation expense.
     What I am focussing on is obviously rate base for distribution.
     MR. COWAN:  Mm-hmm.
     MS. CAMPBELL:  And the answer to the net effect of the various transfers between transmission and distribution, the answer given is that it’s forecast to be an increase in Hydro One distribution net fixed assets of approximately 43.1 million.
     However, if I go to table 3, which we've already looked at, which is the asset transfer, that is, Exhibit D1, tab 1, schedule 3, page 4, the numbers total 93.8 million.
     MR. COWAN:  That's correct.
     MS. CAMPBELL:  Is the difference one is net and one isn't?
     MR. COWAN:  That's correct.  Table 3 is gross, and the question they asked was for net fixed assets.
     MS. CAMPBELL:  All right.
     MR. COWAN:  So that is accumulative depreciation there.
     MS. CAMPBELL:  Thank you very much.  

My last question in this area has to do with high voltage distribution stations.  You address this in the pre-filed evidence in Exhibit D1, tab 1, schedule 3, page 5.  This is a result of -- it comes out of the order in 1998 for which much of your application has specific things addressed in it.  

In that order, the Board directed Hydro One to file evidence concerning the appropriateness of the designation of assets as either transmission or distribution using the 50 kilovolt dividing point, and you have put in evidence concerning the high voltage distribution station.  My understanding is there are about 91 of these stations.
     MR. COWAN:  That's my understanding.
     MS. CAMPBELL:  Okay.  Can you just tell me what the value of the assets is before we get into a question about what Hydro One's position is.
     MR. COWAN:  I don't have that number readily available.  I am trying to think --
     MS. CAMPBELL:  Do you know what the proportion of the rate base would be that they represent?
     MR. COWAN:  I would have to take this number subject to check.  I'm trying to remember whether it was around 90 million, but I think we can check that at break.
     MS. CAMPBELL:  So about 90 million.
     MR. COWAN:  I would have to take that subject to check, because I'm not sure if that is gross or net.
     MS. CAMPBELL:  That's fine.
     MR. COWAN:  But let me check that number and get you a more accurate number.
     MS. CAMPBELL:  That's fine.  My question is:  What are the major reasons that Hydro One is putting to this Board to argue that these should continue to be in the distribution rate base?
     MR. COWAN:  Well, as the write-up says - and unfortunately panel 2 would be the better one to actually address this because they are the engineers and the people who understand the details behind what's a HDVS, what's a transmission station versus a DS station - but the primary reason:  When you look at the functionality of these stations, they far more resemble a distribution station in operation and make-up than they do a transmission station.
     Transmission stations tend to have far more back up and redundancy, dual transformers and things of that nature; whereas, the HVDSs are far more simplistic.  They do operate at that higher voltage level, but by nature of them - and this is all outlined in page 5 through 7 - we tried to specify as to what the nature is.  

It really gets down to the functionality of the HVDSs, are far more related to the distribution-type than to the transmission-type stations that you see in our transmission rate base.
     MS. CAMPBELL:  So really what you're saying is that if you analyze -- use an analogy between what is existing in both transmission and distribution, this looks an awful lot like a LVDS than it does a TCS.
     MR. COWAN:  Yes. 

MS. CAMPBELL:  That’s what your position is.

MR. COWAN:  Yes.  And if you saw a picture of one side by side, you would say yes, definitely, because they do far more resemble --
     MS. CAMPBELL:  You know, there is a stunning lack of pictures in this application.  There are plenty of tables.  But perhaps for the next application, pictures might be the way to go, Mr. Cowan.
     MS. NOWINA:  Mr. Cowan, they're not attached to the IMO-controlled grid?
     MR. COWAN:  I don't believe they are.  I will take that subject to check too.
     MR. ROGERS:  Dr. Andy Poray is on the next panel.  He is an electrical engineer who can answer that question for you.
     MS. NOWINA:  Thank you.
     MR. ROGERS:  I don't know the answer myself, but I'm sure Dr. Poray will know that.
     MR. COWAN:  I just want to reiterate these are currently in rate base.  They were included in the '98 rate base.
     MS. NOWINA:  It's just that for me, that is a bit of an easy test.
     MR. COWAN:  Sure, mm-hmm.
     MS. CAMPBELL:  Perhaps you could advise me of this.  They are completely distribution, are they not?  They're not a shared service.
     MR. COWAN:  That is my understanding.
     MS. CAMPBELL:  Okay, thank you.  That completes my question on that area which is 3.1.
     What I am going to move to now is 3.2, which is working capital
     MR. VLAHOS:  Ms. Campbell, I wonder if I could ask a couple of clarification questions before you proceed.
     MS. CAMPBELL:  Certainly.
     MR. VLAHOS:  Mr. Cowan, on the sentinel lighting, I believe you said that you continued that business because of regulation, Ontario government regulation.  
     MR. COWAN:  There was a specific regulation enacted to allow us to continue in the sentinel light business.  We didn't grow the business.  It was basically maintenance.
     MR. VLAHOS:  You also said if the light breaks, that you don't replace it.
     MR. COWAN:  That's right.  That's my understanding.  We will replace a light bulb or something at customer expense, but we won't go put new ones out, and eventually they are retired from service.
     MR. VLAHOS:  So the question is, Mr. Rogers -- just hear my question first.  Isn't this an issue of stranded assets?
     MR. ROGERS:  I would say no.  

First of all, I just want to correct something that has been said, and we can address this through the engineers that follow.  I understand if they do break, if it's of any importance to you, they can be repaired, I think if a light bulb breaks or something.
     MR. COWAN:  A light bulb could be changed.
     MR. ROGERS:  But they're not putting in new ones.
     MR. COWAN:  That's right.
     MR. ROGERS:  It's not a stranded asset, sir.  These assets are used providing service to customers.
     MR. VLAHOS:  So they are used?
     MR. ROGERS:  Yes.
     MR. VLAHOS:  I got the impression from Mr. Cowan that if something goes wrong, then you just abandon it.  I understand you don't grow it.  You don't go out to find new business or new customers.
     MR. ROGERS:  I think there was a great sentiment against these things for a lot of reasons; a lot of environmentalists disapproved of them, for example.  I think the company did try to get out of the business, but 

-- I use that term very broadly.  But they are -- they have certain problems with them.  But I think there was such an outcry from the customers that the government, I guess, passed a regulation authorizing the company to continue to provide the service, which it now does.  But they are not expanding it, and it is slowly withering and dying.


MR. VLAHOS:  Well, it's the withering and dying that my question went to, Mr. Rogers.  To the extent that some of those assets are not used, then how does the company treat those assets for rate-making purposes?


MR. COWAN:  As they're removed from service, they're retired out of the plant balances.  So every year, if you did a review of our fixed-asset system, you would see for that particular count category there are retirements, so they are removed from service.


MS. NOWINA:  So they're maintained for their normal life and you continue to collect revenue from them for their normal life?


MR. COWAN:  As long as they're working, we collect revenue, a rental fee, et cetera.  The energy gets built in, obviously.  But once they no longer function, they are retired.  They aren't kept on the books.


MR. ROGERS:  I think, if I could clarify this, my information, I am instructed, is that these things really are only retired when the farm goes out of business.  As long as there is a farmer there with a farm and wants a light, if the light bulb breaks or the wire frays, it is replaced and repaired.  But when the farm becomes a parking lot, they're discontinued.


MR. VLAHOS:  I understand, Mr. Rogers.  It's just that what I heard from Mr. Cowan earlier on was that if a light breaks, then it was just we walk away, kind of thing.  You can see why my question was -- why it generated the question.


MR. ROGERS:  Thanks.


MR. VLAHOS:  Secondly, on the premium, Mr. Cowan -- sorry, I shouldn't say “premium.”  The goodwill.  I think your evidence is that there is no premium that is being booked into the rate base?


MR. COWAN:  That's correct.


MR. VLAHOS:  So goodwill has been booked as goodwill.  Then when you go through the process of transferring the asset base into rate base, now what happens to that goodwill?  Where would I find that netting out, if you like, or the elimination of the goodwill?


MR. COWAN:  The goodwill is shown on the financial statements as a separate line.  Goodwill, if you look on, I guess, A9 in the evidence, if you were to go to the balance sheet, you will see a separate line for goodwill.  So all of the goodwill associated with the MEU acquisition is reflected in that number.


MR. VLAHOS:  In the financials.  But in the filing, is there anywhere that I can satisfy myself that, moving from the assets of the company to the rate base of the company, that goodwill has been netted out?


MR. COWAN:  As I mentioned, the entry in the fixed-asset system was at net book value, because that is the instructions for the MAAD applications.


MR. VLAHOS:  And that is your testimony.  I guess there is no specific place in the evidence that I can find the number?


MR. COWAN:  The only place I can point you to is the financial statements, where you see the net fixed asset number and the gross asset number and you will see a separate line for goodwill.  And the goodwill is associated with all of the acquisitions.


MR. VLAHOS:  Thank you for that.  

Thank you, Madam Chair.


MS. NOWINA:  Ms. Campbell.


MS. CAMPBELL:  All right.  So now we're going to move on to working capital.  And, as you've indicated in your pre-filed evidence ‑‑


MS. NOWINA:  Ms. Campbell, before you do, it is 10:30.  If you're going on to another topic --


MS. CAMPBELL:  Should we take our break now and 

Mr. Rogers can --


MS. NOWINA:  This would be a good place for a break.


MR. ROGERS:  Thank you.  I wonder if I could have a half hour, an extra ten minutes or so, just to be sure I get this tax situation clear?


MS. NOWINA:  Yes, you may, Mr. Rogers.  We will break until eleven o'clock.


MR. ROGERS:  Thank you very much.


‑‑‑ Recess taken at 10:30 a.m.


‑‑‑ On resuming at 11:08 a.m. 
     MS. NOWINA:  Please be seated.

Mr. Rogers, do you want to update us?

PRELIMINARY MATTERS:
     MR. ROGERS:  Yes, I would like to do my best.  This may be too superficial for you, but this is my understanding.  If we could take Exhibit K, tab 8, page 2.  We were discussing this $102 million reversal on line 30.
     My understanding, Madam Chair, is this:  That prior to the 2004 tax year, the company had these regulatory assets which its auditors would not allow it to take into revenue because the auditors did not feel sufficient assurance they would recover those costs.
     The Board's decision came down in 2004, permitting the company to recover these regulatory assets over time.
     Hence, at line 1, in the earnings before taxes -- or it's up above that, actually; it's line 2, I guess, $203 million.  The accountants said the Board ruled favourably to allow the company to recover these costs; therefore, we will allow for that, for accounting purposes, to be taken into revenue.
     However, when we go down to line 30, we're now looking at this from a tax payment perspective.  And because the company was not getting the cash in 2004, it had to make a reversal for tax purposes to back out the approximate sum of $102 million to recognize those costs which you allowed the company to recover in a future period; it had to be taken out of the 2004 tax calculation because it was not being recovered in that year.  It was cash.
     I'm also instructed that dealing with 2006, which is 

-- I know your focus here, your concern -- that if, assuming the Board substantially approves the regulatory asset application, a component of this application, it allows the company to recover the regulatory assets for which it is now applying, there will be no similar adjustment required in 2006.  I hope that explains it.
     MS. NOWINA:  Are you okay?
     MR. ROGERS:  I should say the other thing --
     MR. VLAHOS:  Sort of.  Mr. Rogers -- go ahead.
     MR. ROGERS:  I want to add one thing:  That Ms. Frank just mentioned to me - and she did emphasize this over the break - the difference is that the auditors now have confidence that the company will be able to recover these assets because of the Board's 2004 decision.
     MS. NOWINA:  On an annual basis.
     MR. ROGERS:  On an annual basis.
     MR. VLAHOS:  And my take of this was more generic than that, Mr. Rogers.  I mean, I heard what you said, and I guess it is a bit confusing when you say it's the reversal.  I don't know what reversal we're talking about.  It's the decision of the Board to allow the creation of a deferral account or an assets -- regulatory assets account, that every time that happens and there is a Board approval, then there is recovery for an expense; or vice versa, there is disposition of a positive balance.  Okay.  So that's how I took it, more sort of higher level.  

And if I look at the two columns, 2004 actual versus 2006, that we should never worry about any balance for a future test year, because it is awash in the long run.  Okay.  

An expense, if it is an expense, if is a debit balance in the deferral account, it will be recovered over time.  So there is a timing difference.  That's how I understood it.  

So the larger, the umbrella issue, as opposed to this specific so-called reversal, that is where I was mixed up.
     MR. ROGERS:  Maybe “reversal” is not the right terminology.  I know Mr. Innis is extremely uncomfortable to even hear me talk about this because of the accounting precision that he likes to employ, but I think that is correct.  For lines 26 to 29, for example, that would be the case.
     The difference is now that the auditors now have confidence these will be recovered; therefore, they're booking them as revenue. 

MS. NOWINA:  You're booking them in the year they're recovered.
     MR. ROGERS:  Yes.
     MR. VLAHOS:  Mr. Innis, if I can just -- maybe we could put that to bed, then, at least from my perspective.
     I will look at the 2006 test year column as being zero, because that column is only for regulatory tax purposes.
     MR. INNIS:  That is correct.
     MR. VLAHOS:  When it comes to deferral accounts, there are -- therefore it should be zero.  There should not be a number, regardless of how many deferral accounts you have or what the balances may be forecast.
     MR. INNIS:  That's correct.
     MR. VLAHOS:  So it becomes a problem, I guess, which I think that is what I sensed a couple of days ago.  And I said so:  When you try to put the two columns together, then you look at a large number in 2004 and say, Well, why shouldn't there be a number?
     But if you didn't have any actuals, didn't have to worry about it, if you're setting rates on future test year purposes, okay, it doesn't matter what you have filed with Revenue Canada last year, what you may file for purposes of PILs in the case of your company.  
     MR. INNIS:  That's correct.
     MR. VLAHOS:  So that is how I'm understanding it.  If it's not correct, then somebody can correct the record.

Over to my colleagues.
     MS. NOWINA:  I think Mr. Betts always understood it, so ...     

MR. ROGERS:  Well, I've done my best.  For what it is worth, I agree with you, Mr. Vlahos.
     MS. NOWINA:  Thank you, Mr. Rogers.  

Ms. Campbell.
     MS. CAMPBELL:  I just note that Mr. Skinner has joined us if there had been any questions, but it looks like 

Mr. Skinner, his appearance in the room and suddenly.
     MR. VLAHOS:  Does Mr. Skinner have any comment on how it is left on the record, then, so you don't have to come back to it?  

MR. SKINNER:  No.  I believe that what has been presented is very similar to the gas cases, that they have PGVA accounts that appear in the actual tax return but they're not considered when determining the regulatory tax provision for recovery in rates.  You deem them prudent.  You deem them able to recover them or pay them back, and at the end of the period that you've ordered them to recover or pay back, the end result is zero.
     So for regulatory purposes, it's a flow-through, which I believe is consistent with what the Board has done for years in gas cases.
     MS. NOWINA:  Thank you, Mr. Skinner.

CONTINUED CROSS-EXAMINATION BY MS. CAMPBELL: 
     MS. CAMPBELL:  Thank you, Mr. Skinner.
     Before I move into working capital, I actually have just -- I shouldn't say two.  I have a handful of questions, because I don't know what the answer is going to be, so I don't know if more will come forward.  But just on the fixed assets.  Have any of the fixed assets, Mr. Cowan, be revalued for book purposes since 1998?
     MR. COWAN:  Revalued for book purposes?
     MS. CAMPBELL:  Yes.  Do you know?
     MR. COWAN:  I'm not aware of any.  No.
     MS. CAMPBELL:  Okay, thank you.  Have any asset retirement obligations or any asset retirement costs been added to any fixed asset balances since 1998?
     MR. COWAN:  I think, just a clarification:  Obviously I'm not sure you're talking -- is it the asset retirement obligation that is in the financial statements that deal with certain assets?
     Like, normal retirements do take place.  They're forecast, and we forecast retirements to reduce rate base, obviously going forward.  And, of course, retirements are a monthly event, as assets are removed from service, so they do reduce net fixed assets.  I'm not sure that is your question, or does that answer it?
     MS. CAMPBELL:  I have no idea.  I'm going to ask 

Mr. Skinner to help me on this one.  

MR. SKINNNER:  The CICA Handbook in 2004 required the adoption of a section, asset retirement obligations.  And it is similar to environmental accounting; it requires a debit to be established on the balance sheet and an offsetting credit.  And the debit is called asset retirement cost; it's a non-cash item.  It's an accounting item.  And I was interested in finding out if, in your fixed asset balance, if you have added something to your opening position to which you've added your capital expenditures.
     MR. COWAN:  No, we have not.
     MS. CAMPBELL:  Thank you.  Now, I am going to go to the parts that I sort of understand.  So we're going to go to working capital.  Working capital constitutes -- there are two parts to it.  I'm going to deal with the easy part first.
     The allowance for cash working capital I'm going to deal with immediately after I deal with the materials and supplies inventory, which I have ‑‑ I just want to establish a couple of things about it on an information basis for the panel.


It's dealt with in Exhibit D1, tab 1, schedule 5, page 1.  The reason that I am raising this is because in the decision that was made in 1998, Hydro One was -- the predecessor to Hydro One was asked to do certain things.  I simply wish to indicate, through the evidence, that they have undertaken the steps that they said they would take.  So I am going to spend just a handful of minutes ‑ lawyer talk, "handful of minutes" ‑ on this issue.


If I go to D1, tab 1, schedule 1, page 5, I have just the overview of the materials and supplies inventory.


MR. INNIS:  Can you repeat that, please?


MS. CAMPBELL:  D1, tab 1, schedule 1, page 5.  It was required to conduct a review of its materials and supplies, inventory balances, which are found at D1 ‑‑ which are found in that section.


MR. ROGERS:  We're just trying to locate it.


MR. INNIS:  I have Exhibit D1, tab 1, schedule 5.


MS. CAMPBELL:  D1, tab 1 ‑‑ I have down schedule 1.


MS. NOWINA:  Schedule 1 just refers to D1, tab 1, schedule 5.


MR. COWAN:  Yes.  It's the rate base.


MS. NOWINA:  That is the sentence that refers to it.


MS. CAMPBELL:  Right.  One of the things that was requested in the order was that ‑‑ and this is found in the order on page 21.  You don't need to turn it up.  They were directed to track the materials and supply accounts with a view to providing monthly balances as part of the next application for rates.


The actual text - I apologize - on materials and supplies is D1, tab 1, schedule 5, page 1 of 6.


Specifically, you were asked to provide the monthly inventory.  It's found on D1, tab 1, schedule 5, page 4.  I simply wanted to indicate for the record that Hydro One had provided the monthly inventory balance, as requested, and that the requisites of the order were fulfilled in that respect.  And I have no questions on it.  There are no questions from Staff concerning the numbers or any of the other information that is contained in that portion.


We do, however, have questions on working capital, which is what we intend to go to now.  And that leads to some probably ‑- we're going to get into some questions that have to do with the position that Hydro One is taking.  

The first thing I notice is that although Navigant did the lead-lag study, there is no one from Navigant on the panel.


MR. INNIS:  That's correct.


MS. CAMPBELL:  All right.  It will be yourself, 

Mr. Innis, who is answering questions on the lead-lag study?


MR. INNIS:  Yes, I can respond to questions on lead-lag.


MS. CAMPBELL:  Well, I guess the first thing that I wanted to talk about was just the concept of the lead and the lag, before we even get into what Hydro One did and what Navigant did.


From what I understand, lag is the time that elapses between a customer receiving a service and the date for which the customer's payment for that service arrives.


MR. INNIS:  That is correct.


MS. CAMPBELL:  Okay.  And the lead is when a company, like Hydro One, receives a good or a service but pays for the middle leader date?


MR. INNIS:  Correct.


MS. CAMPBELL:  And lead and lag are measured in days?


MR. INNIS:  Correct.


MS. CAMPBELL:  All right.  And to get the daily cash working capital factor, you subtract the revenue lag from the expense lead, and you get a dollar-weighted net lag day.  They come ‑‑ you net them out?


MR. INNIS:  You net the days out, and then you apply that against a dollar amount to get the full cash working capital calculation.


MS. CAMPBELL:  Right.  Then you multiply that?


MR. INNIS:  That's correct, by the dollars associated with that payment stream.


MS. CAMPBELL:  Okay.  When you do that, you get the amount of working cash, the cash working capital that you need?


MR. INNIS:  That's correct.


MS. CAMPBELL:  So that's -- in a nutshell, that's a lead-lag study.  But what we're going to do, first of all, is talk about the lead-lag study that Hydro One ‑‑ it's not a lead-lag study, the Hydro One methodology that was in place, because if we go to the actual Navigant report -- and we should turn that up now.  You're going to find that at Exhibit D1, tab 1, schedule 4, page 1.


What the pre-filed evidence - the first page, really, before we get to Navigant - does is just give us an overview of the net cash working capital requirement, and it is clearly stated to be $265.6 million.


Now, that was adjusted, was it not, or has that -- is that number still the same?


MR. INNIS:  No.  That is the correct number, and then to that cash working capital we also add materials and supplies as well to get the total working capital requirements.


MS. CAMPBELL:  All right, thank you.  I understand that if I turn to the Navigant report, that there were several steps taken by Navigant.  And it starts -- they've got a nice index.  We get to the actual heart of the matter, starting on page 5.


I understood that Navigant was hired to do several things.  One was to review the current lead-lag methodology, to compare the one that Hydro One had been using and was using at the time Navigant was hired, and then recommend improvements and do a working capital ‑‑ sorry, lead-lag study to come up with a number, a working capital number, and then provide the report.


What I would like to discuss with you, first of all, is the methodology that was in place by Hydro One, the one that was actually reviewed by Navigant.


My understanding was that they looked at what Hydro One had done.  And Hydro One had put together something with CapGemini; am I correct?


MR. INNIS:  No, that's not correct.


MS. CAMPBELL:  Okay.  I had understood that from the pre-filed evidence.  Who did they put it together with?


MR. INNIS:  In the year 2002, in response to the request from the Board in our '99 ruling, we had started internally to put that together.  So there were not consultants retained, but in preparation for a future rate hearing, we realized that there was this outstanding obligation to develop a lead-lag study.  

So internally to the corporation, we started to put that information together in anticipation of that being required for a future rate hearing.


That work was -- when the rate hearing we expected in 2004 was not going to happen because of the rate increase, we suspended the work on that previously lead-lag study.  It was substantially complete, but it was not provided external to the company.


MS. CAMPBELL:  So there was a methodology in place, though, that Navigant reviewed?


MR. INNIS:  There was a draft methodology that we prepared in advance of a previous -- a previous anticipated hearing.


MS. CAMPBELL:  Okay.


MR. INNIS:  Yes.


MS. CAMPBELL:  My understanding, from reading the report ‑ and you can correct me if I'm wrong ‑ is that this was a methodology that Hydro One was actually using?


MR. INNIS:  It's a methodology that we had prepared in advance of a rate hearing.  In terms of using it, we would have used it had there been a rate hearing coming, but it is the type of thing that you just do a lead-lag study for a rate hearing.  So when you say "using it," we never had an opportunity to use it, because there was not a rate hearing in front of us.


MS. CAMPBELL:  Okay.  So the review of the methodology was on pages 8 to 10 of the Navigant report, and they looked at several factors when they looked at it.


Generally speaking, they found that Hydro One's methodology, as reviewed by them, really wasn't out of line with any other jurisdiction and was, on the whole, pretty consistent and acceptable?


MR. INNIS:  That's a fair general statement.


MS. CAMPBELL:  They didn't have any "big deals" with it.
     The Navigant lead-lag study, the one that I think Hydro One is actually going to rely upon and is relying upon, starts at page 11.  

Before we get into the specifics, one of the things -- if I go to -- just to give everybody an overview, if I go to page 38 of the Navigant study, I've got the calculation that comes out of this.  I've got the working capital, I've got a summary of net cash, working capital requirement.
     When I look at the expenses and the amounts required and when I read the Navigant report, it appears that Hydro One is including several items that don't appear in the Handbook.  I understand those items to be removal costs, environmental costs, interest on long-term debt, income, capital, and large corporation tax.  And those are items 5 through 8 of expenses.
     I also understand that by doing it in this way, the amount that is arrived at is lower than if you use the Handbook method.
     I'm simply asking if you could give me an understanding:  Is Hydro One seeking from the Board an approval of a methodology that includes items that are not contained in the Handbook?
     MR. INNIS:  In preparation for the hearing, as I understand it, the Handbook allows us to calculate working capital at a rate of 15 percent of OM&A costs for power.  And if we calculate OM&A and cost of power times 15 percent, that amount would be $55 million higher than what we are filing.  So Hydro One distribution is submitting a lower amount of working capital as compared to the Handbook. 
     MS. CAMPBELL:  I understand that.  And in doing that calculation, though, my question is quite specific:  There are four items that are included that are not in the Handbook.  In fact, two of them are explicitly excluded when you look at the calculation for working capital. 
     So what I am asking you is:  Is Hydro One asking this Panel to approve a working capital calculation that includes the four items that I've listed, that are not referred to in the Handbook as being part of that calculation?
     MR. INNIS:  Yes, we are, and we're asking for the Board to approve a working capital number of $265.6 million for cash working capital, plus materials and supplies.
     So that includes those four items that you had mentioned.  Those four items are typically included in lead-lag studies, in terms of calculating working capital.
     MS. CAMPBELL:  I understand that.  My question was, really, to figure out whether Hydro's position was, as you just stated, which is you would like the working capital to include those four items and be the number as calculated by Navigant.  Navigant, in its study, says any decent lead-lag study includes those four things.
     But my question was really directed to -- that's all very well and good, but in this hearing we've got an EDR Handbook that doesn't include them.  So my question was:  Do you wish them included and do you want the number that arises out of that, their inclusion, to be the number that the Panel -- that you wish the Panel to accept?  And you said yes?
     MR. INNIS:  Correct.
     MS. CAMPBELL:  Thank you.  Now, let's get to the -- I'm going to now, actually, go through the lead-lag study.  

Mr. Rogers, did you ...?     

MR. ROGERS:  No.  I don’t understand how including further items would reduce the amount, but I will figure it out later.  The company is applying for what it is applying for in accordance with the Navigant study.
     MS. CAMPBELL:  Right.  Okay.  Perhaps later you and I can figure this out.  Again, the lawyers in the room are the last to understand it.  
     MS. NOWINA:  Before you go there, Ms. Campbell, maybe I could just ask one question on that.
     MS. CAMPBELL:  Certainly.
     MS. NOWINA:  Mr. Innis, do you know what the gas companies do this kind of studies for, the gas cases -- or maybe Mr. Cowan you know -- whether or not they include those items, the environmental costs, interest on long-term debt, et cetera, in their calculation of working capital?
     MR. COWAN:  I've never actually looked at a lead-lag study in the gas industry, so I assume it's the same, similar format because Navigant studies have been accepted in different jurisdictions, and that I -- my understanding, as far as I know they are.  But I've never really looked specifically at Enbridge or Union lead-lag study to know specifically.
     MS. NOWINA:  Do you think it is possible for you to find that out for us?
     MR. ROGERS:  Yes.
     MS. NOWINA:  That would be helpful.
     MR. ROGERS:  Well, I think we can.  If it is possible, we will do it.  I'm sure we can.
     MS. NOWINA:  Can we do that as an undertaking, 

Ms. Campbell?
     MS. CAMPBELL:  Certainly.  That will be our first undertaking of the day, and that would be J8.1, and it is to find out whether Enbridge and Union Gas include those items into their working capital lead-lag studies.
     UNDERTAKING NO. J8.1:  advise whether Enbridge and

Union Gas include environmental costs, interest on

long-term debt, and similar studies in their working

capital lead-lag studies.
     MR. INNIS:  Yes, we can do that.  

And if I could help, just to move that further ahead.  The environmental cost line is not something I would expect to see in the Union Gas hearing.  That would be unique to us, as that represents specific circumstances for Hydro One.  So I believe that the principles would be consistent, although the lead lag would differ between utilities.
     MS. NOWINA:  Certainly, I understand that.
     MS. CAMPBELL:  Okay, let's actually get to the study.  It begins at page 11.
     I understand, from reading this that it used the calendar year 2004.  That's correct, Mr. Innis?
     MR. INNIS:  That is correct.
     MS. CAMPBELL:  So the source of information that forms the basis for the study is described on page 12.  It indicates that the source of information were primarily interviews from all of the staff that are associated with, to put it very bluntly, getting in and paying out money.
     MR. INNIS:  That's correct.
     MS. CAMPBELL:  And the computer data from the relevant departments, such as accounting and payroll, was also looked at, and specific invoices were analysed.  And from that comes the base on which all of the lead-lag information is gathered?
     MR. INNIS:  That's an acceptable characterization.  That's correct.  
     MS. CAMPBELL:  Now, there are two broadcast of leads and lags, and that is revenues and expenses.
     MR. INNIS:  That's correct.
     MS. CAMPBELL:  So we talked about the fact that the revenue lags are lags associated with the collection of money owed to the company, revenues owed to the company.
     MR. INNIS:  Correct.
     MS. CAMPBELL:  Okay.  And that the expense leads are the lead times associated with the payments for goods and services bought by the company.
     MR. INNIS:  That's correct.
     MS. CAMPBELL:  Okay.  And I know in this report that the expense leads have been divided into expense items and income tax and other related items.  And we'll get into that in a few minutes.
     So there are three basic groupings.  And, actually, if you look -- if you look at revenue, you have got -- you go to the top of page 13.  There are three basic -- by groupings of revenue, I mean sources.  I should have said “sources of revenue.”  Hydro One gets money from three different sources.
     Retail customers, account for about 94 percent.  The IMO is about 5 percent, and that's the rural rate assistance program.  Then the remainder, as they so cutely call it - and the remainder I think is 1 percent; I did the math on my own - originates from other electricity retailers.
     If you look at page 13, we know that the revenue lag has in itself four components.  So we've got listed there the service lag, the billing lag, the collections lag, and the payment processing lag.
     Now, it says it includes a bank float, but if you go further on the report, page 18 indicates that Hydro One has no bank float, because the funds were immediately accessible.
     MR. INNIS:  Conceptually, the revenue lag could include a bank float, but when Navigant looked at it and asked our staff, we did not identify a bank float because of the very fast element process we have.  So that was not factored into the total revenue lag.
     MS. CAMPBELL:  It's not, okay.  So the summary of revenue is found on page 14.  It's table -- they call them figures.  This is figure Roman numeral IV-1.  It says:  “Components of retail revenue lag.”  The end result of all of these bits and pieces is found in table -- is found in the calculation of revenue lag.  It breaks out the different lags and does provide you with what I would call the end result, which is the end result of the combination of those lags?


MR. INNIS:  Correct.


MS. CAMPBELL:  And the different components of the revenue lag are broken down through various pages ‑‑ sorry, various subsections, starting on page 15.


So how the service lag is figured out:  It's defined as being the time between the company providing the service and the time that the meters are read.  And because everybody has their meter read on a slightly different basis, each one has to be calculated on a slightly different basis.  And you end up with a total of a certain number of days.  It's shown to be just under 21 days, 20.95 days.


Then the billing lag is defined as the average number of days from the date the meter is read until the customer is billed, and then the steps that have to be taken are indicated at the bottom of page 15 up to page 16.


And there is an issue, because some people have bills that are read immediately and others are estimated.  All of these things are taken into account and adjusted, again, to give a day?


MR. INNIS:  Correct.


MS. CAMPBELL:  A lag day.  And I note -- and this is interesting, because I think it indicates why talking about bits and pieces of a day or a full day or a couple of days is very important, although it doesn't sound like it is.  The paragraph immediately above collections lag says:  

"Hydro One cannot send a bill to a customer until at least 13 days after the bill is ready to leave the company, because the company needs pricing information from the IMO."


And so you have to add 13 days on to it.  

And you don't need to turn this up, but as a result of an enquiry by Mr. Shepherd found at H3, 26, the impact of those 13 days is to increase the working capital requirement by 120 million, and it increases the revenue requirement by 1 percent.  So I think that that sort of illustrates the importance of the lag days as we're talking about them and why the accuracy of how many lag days and even bits and pieces of a lag day become important, because they translate into significant numbers ultimately.


MR. INNIS:  Yes.


MS. CAMPBELL:  So carrying on with our various lags, the next one is the collection lag, which I think is somewhat obvious.  It's defined as the average amount of time from the date the company mails the bill until they actually get the amount.


Again, collections lag are broken down into more days.  So the people who pay their bills promptly are in the first column.  Most people pay within 0 to 21 days, 68 percent.


MR. INNIS:  Yes.


MS. CAMPBELL:  Right down to the 8 percent and 7 percent, who take 60 days or much longer.  

It's interesting to note that the 120-day -- the accounts that are 120 days over add a gigantic 13 days on to the collection lag.


MR. INNIS:  Correct.


MS. CAMPBELL:  So it is just those 15 percent have an effect, that 15 percent of your customers have ended up adding almost 50 percent more to the collection lag days, because they're adding 13.27, and without them it would have been a much ‑‑ it would have been a 17-day figure.  I'm just pointing that out.  There is nothing you can do about it, Mr. Innis.  It is what it says.  I'm just pointing it out.


MR. BETTS:  Ms. Campbell, can I ask another question about that, just so I understand it?  It says in the paragraph you pointed out to us that Hydro One cannot bill the customer until at least 13 days after the bill is ready because it needs pricing information.  How can the bill be ready without the pricing information?


MR. INNIS:  It would be ready, say, for that pricing information, ready in the sense that we have read the customer's meter and that we have uploaded that meter data and we are now waiting for the pricing and settlement information.


MR. BETTS:  In reality, the bill isn't ready.  It is awaiting that pricing information before it is ready?


MR. INNIS:  That's correct.


MR. BETTS:  Thank you.  I just wanted to understand that.  Thank you.


MS. CAMPBELL:  Okay.  Then we've already talked, going over to page 18, about the payment and processing bank float.  And it is noted ‑‑ again, as you said, Mr. Innis, conceptually it's included because it should be included, the whole idea of payment processing, bank float.  But it is indicated in points 2 and 3 that the deposits to -- the deposits and payments to its account are done on the same day.  There is no payment processing time, and all deposits are immediately available.  


So there is no lag day for this particular step?


MR. INNIS:  That is correct.


MS. CAMPBELL:  All right.  


From the calculation of revenue lags, we now go to expense leads and lags.  And expense has -- we know that leads are one thing and lags are another.  Revenue only has lags, but expense has leads and lags.


MR. INNIS:  Yes, that is correct.


MS. CAMPBELL:  And it's in here that we have five categories of expenses, and they are listed on page 18, and those five categories are: cost of power, other OM&A, removal costs, environmental costs, and interest on long‑term debt.


If we go to page 19, we start off with cost of power, which ends up having a weighted expense lead time of just over 32-1/2 days.  And that, apparently, is based upon IMO's billings to the companies and the companies’ payments to IMO in 2004.


Now, the 32.46 is the same number that you will find showing up in revenue lag, and the reason I point this out is because at the same time that the IMO is billing the company, the IMO is also giving money to Hydro One for the rural rate assistance program.


MR. INNIS:  Correct.


MS. CAMPBELL:  So that it becomes a revenue lag of the same value.  So if you go to table Roman numeral IV‑1 on page 14, you will see -- if you go down underneath the total retail revenue lag, you will find out that the rural rate assistance remittances, 32.46, shows up there.


MR. INNIS:  Correct.


MS. CAMPBELL:  Okay.  That big 32.46 number, because it is only for 5 percent, gets a weighted value of 1.62 days.


All right.  So that is cost of power.  

And the next thing that occurs is the other OM&A expenses.  And if you look at page 20, you will see that there are seven, and it's payroll and benefits, consulting and contract staff, Inergi/CapGemini contract, the Trinity complex lease, property taxes, corporate procurement charge card, and, number 7, which says "other OM&A expenses," which I have to say I found confusing because the title of the section was "Other OM&A Expenses."  


So what is number 7, Mr. Innis?


MR. INNIS:  The categories 1 to 6 are the major categories of our operations and maintenance expenditures; however, there could be other items that we would incur that are operations and maintenance expenditures, so we just group them under there.  They could be small amounts for materials and supplies that are expensed, or they could be other incidental-type expenses as well.


MS. CAMPBELL:  Okay.  So it sort of is miscellaneous other OM&A?


MR. INNIS:  That's correct.


MS. CAMPBELL:  Okay.  That takes up a chunk of this report.  It goes from pages 20 to 27.  It basically summarizes money that Hydro One pays out and when they're committed to pay it?


MR. INNIS:  That's correct.


MS. CAMPBELL:  Okay.  For all but two, there were expense lead times.  There were two that had lag times.


And the lag time was the Inergi/CapGemini contract, which has an expense lag time of 0.75 days.  That increased because the company pays for the services provided by the 15th of the month in which the services were rendered.  So Inergi is prepaid for some services.


MR. INNIS:  They're paid at the end of the month, correct.


MS. CAMPBELL:  Right.  So that gives an expense lag, and apparently property taxes are prepaid by 61.45 days, and so they also have an expense lag.
     MR. INNIS:  That's correct.
     MS. CAMPBELL:  And everything else is an expense lead?
     MR. INNIS:  Correct.
     MS. CAMPBELL:  Okay.  The removal and environmental costs on page 28, I read this paragraph a couple of times and wasn't quite sure that I understood it and I was wondering if you could help me with this.
     It says:

“The expense lead time associated with removal and environmental costs are identical to the expense lead time associated with other OM&A expenses.  The removal and environmental costs are shown separately on the cash working capital exhibit, because these costs were included within depreciation expense and had to be removed for the purpose of calculating the company's cash working capital requirements.”

Can you explain that, please?
     MR. INNIS:  Certainly.  Just allow me to turn to page 38.
     MS. CAMPBELL:  Certainly.
     MR. INNIS:  For accounting purposes, the removal and the environmental costs are a part of depreciation expense.  Depreciation expense itself is not appropriate to include in a working capital study, because it is a non-cash item.  However, removal costs and environmental expenses are, indeed, cash items.  So because we required cash for -- to spend on removals and because we required cash to remediate environmental expenditures, we feel that it is appropriate to include those in working capital because they represent the real cash item.  

So we've taken a look at our depreciation expense and identified the real cash items that are part of that and included them in the working capital study, because we indeed require funding for those expenditures.
     MS. CAMPBELL:  I don't see any day associated with removal and environmental costs.  Everything else has an expense lead time of 35 days or a revenue lag time of whatever.  I don't see any value given to this.  But there is a value on page 38.
     How does that happen?
     MR. INNIS:  Can you point me specifically to what you're referring to, please.
     MS. CAMPBELL:  If I look just at page 28, I don't see that -- let's look down at interest on long-term debt.  At the very bottom, it says there is a dollar weighted expense lead time of 74.66 days.
     If I look across the page at corporate procurement charge card, there is an expense lead time of 35.53 days.  In fact, with everything that I've looked at, you've got it down to the decimal point of days, but I don't see a value attached to removal and environmental costs.
     MR. INNIS:  I see.
     MS. CAMPBELL:  I don't understand why.
     MR. INNIS:  The removal and environmental costs, the paragraph that we're looking at, indicates that these amounts are not very large, in terms of there's not a number of discrete transactions.  So we didn't study the specific cash flow associated with environmental costs.  We said, given that these invoices are likely buried in our accounting system somewhere, it is appropriate to use a general number of days, and the general number of days is the composite we used for other OM&A.
     So the removal costs and environmental costs are not that.  There's not that many discrete transactions that we could go in and identify or isolate those.  So we used a general number of days for those calculations.
     MS. CAMPBELL:  So basically, I guess, what you're saying to me is, Not a very big number buried somewhere, really not worth digging out because other numbers are likely comparable, we can use a generic number for this?
     MR. INNIS:  That's correct, yes.
     MS. CAMPBELL:  Okay.  So the final thing --
     MR. BETTS:  Ms. Campbell.
     MR. VLAHOS:  Ms. Campbell.
     MR. BETTS:  Before you leave the environmental costs, I just wanted to refer the witness back to a statement he made earlier, that the environmental costs line is not something that you would expect to see in a gas hearing.
     Can you explain why you wouldn't expect to see that, what the difference is.
     MR. INNIS:  It may not be in there.  This environmental cost that we have, this relates to an environmental provision that we have established.
     We recognize the present value future environmental obligations, and so what we are doing here is we are recording these costs, as the other utilities may not have that similar situation.  So I believe this could be the -- it could be unique to us, but it is not exclusive.
     MR. BETTS:  Thank you.
     MR. VLAHOS:  I guess my question was in the same area.  So every time you have a provision and, therefore, it's -- that is amortized as part of the depreciation line, is that how it works from an accounting perspective?
     MR. INNIS:  In the depreciation line, the depreciation expense would include the actual expenditures associated with the environmental amount.  It's -- what we do is that we amortize the account for exactly the same amount as the actual cash expenditures.
     So in this case, the cash expenditures equal the amortization.
     MR. VLAHOS:  Is there any other example, Mr. Innis, that you can think of that would fall in the same sort of category as environmental costs?
     MR. INNIS:  Not for this type of treatment for working capital, no.
     MR. VLAHOS:  And the term "amortization," there is nothing in the amortization separate from depreciation that may lead to that kind of a cash outlay at the same time?
     MR. INNIS:  No, there's not.  Those are the ones that we identified that indeed have a supporting cash outlay.
     MR. VLAHOS:  So the cash, there has to be a cash outlay in order to amortize it?
     MR. INNIS:  Not necessarily.  But in the context of doing a working capital study, we're interested in identifying cash.  So we identified that there is a use of cash.  There are other expenditures that are amortized; for instance, goodwill or intangible assets are amortized.  But they are non-cash items, so they're not appropriate to put in the working capital study.
     MR. VLAHOS:  Okay, thank you.
     MS. NOWINA:  Go ahead, Ms. Campbell.
     MS. CAMPBELL:  Okay.  The very last thing that is in this area, before we move on -- oh, no, not quite the last thing.  The last thing in this particular section of the report which deals with the other OM&A is the interest on long-term debt.
     You simply note that the interest payments on its long-term bonds are made from current revenues.  And it was determined, after calculating, that a dollar-weighted expense lead time of 74.66 days was what accurately represented the lead time for interest expense payments.     The table for that is on the following page, page 29.  

Then, finally, the last section which contains the information that ultimately ends up on page 33 -- 38, sorry, are taxes.  And taxes covers pages, roughly, 30 to 37.  And it is stated by Navigant, and I assume adopted by Hydro One, that both income and non-income taxes as well as pass-through taxes should be considered in a lead-lag study to derive cash working capital requirements.
     MR. INNIS:  Correct.
     MS. CAMPBELL:  And those taxes are listed as being capital tax, corporate income, and large corporation tax, and the goods and services tax.
     MR. INNIS:  That's correct.
     MS. CAMPBELL:  Then there are breakdowns of the goods and services tax.  And everything has a value attached to it.  

And we ultimately, at the end of all of this, once we've got every single lead-lag that we can think of, we come up with page 38, which you then -- which are the numbers.
     So having gone through the revenue lag days and the expense lead days and the net lead-lag days, we come out with numbers on the right hand side for the test year.  We come out with, at line 20, the GST on the number that's required ultimately, which is at line 19, which is 258 million.  Right?  For the working capital, plus the GST, with a total of 265.
     MR. INNIS:  Correct.
     MS. CAMPBELL:  Million.
     MR. INNIS:  Yes.
     MS. CAMPBELL:  The calculation for the GST is on the other side of page 38.  So you can get a breakdown, should you wish to look at it, at page 39 of the GST cash working capital requirements.  The same breakdown.
     MR. INNIS:  Correct.
     MS. CAMPBELL:  Now, now that we've done a review, I have some actual questions concerning some of the items that are in here.  I just thought that jumping into the questions before doing a set-up concerning what is in the report might be a bit confusing.  That's not to suggest that the report itself was confusing, but it is a somewhat complicated area.  


The first question that I have to ask has to do with table Roman numeral V‑1.  It's called a cost of power table.  It is on page 19.


Underneath the table itself is a heading that says "Definitions and Calculations," and it indicates how the calculation was done, and it has -- the first bullet point talks about service lead time being calculated by subtracting the service start date, and you divide by two.


And there was an interrogatory on this which explains a little bit more, so I think going to the interrogatory and holding the table open at the same time, Exhibit H, tab 1, schedule 129.


The issue is quite simply whether you take the day off or not; right?  That's the issue that was raised in the interrogatory.  It's H, 1, 129.  The question was:  In a determination of the expense lead for both the service lead and the payment lead, your calculation is not inclusive, that is, the start date subtracted from the end date, but no adjustment is made for the fact that the calculation limits the start date.  The basic question is:  Why not?


And the answer is:  

"The expense service lead time calculation presumes that a service is provided equally through a calendar year.  Therefore, Navigant calculated the service lead time by subtracting the first day of service of the service month from the last day of the service month, the result of which is divided by 2 to arrive at the midpoint."


And I have to say I don't understand that.  Can you help me with that, Mr. Innis?  Why do you presume ‑‑ why, if you presume that a service is provided equally through a calendar year, do you take one day off in the calculation?  Can you explain that?


MR. INNIS:  If it's provided equally -- another way to look at that is if it's provided equally through the calendar year, we have to decide how many days in a month we feel there will be.  So we can take it on a specific-month basis or on an annual basis, which is 365 days divided by 12 months of the year divided by 2.  That is another way to get at it.  


In this particular circumstance, the methodology that Navigant uses is the start -- end date minus the start date.  So we've accepted that methodology, as they've used that in other jurisdictions as well.


MS. CAMPBELL:  Okay.  This was also an issue for Energy Probe, and they asked for a recalculation of this.  It's H ‑‑ Exhibit H, tab 4, schedule 24.  

The reason that I am raising it with you is because there are other calculations that are done that don't drop days at all.  So I'm trying to figure out why in one calculation you drop a day, on another you wouldn't.


So that is where I'm going to be going with this, but just to fill in this idea, because the day actually has a value and the value impacts upon the working capital.  And so it's important that the calculation be accurate and that the methodology be consistent.


If you go to H, 4, 24, which is an Energy Probe interrogatory, they raise the same thing:  Why did you drop a day and why didn't you do it a different way?  And they asked for ‑‑ the answer by Hydro One said -- has repeated the answer I've already given, which is the expense service lead time calculation presumes that a service is provided equally through a calendar month, and then explains what they did.


They were asked to do an alternate calculation, and their point, at B and C, is the suggested definition, which is to just simply take the number of days in the service period and divide it by two.  Hydro One's comment on that is the suggested definition would be an alternate approach to calculating the expenses service lead time.


Then the calculation is done, and it is found at attachment A.  And recalculating it, Hydro One points out, produces an expense lead time which is a half day greater than the calculation employed by the company; i.e., Hydro One, based on what Navigant has done.


But if you look at H, 4, schedule 24 ‑‑ tab 4, schedule 24 and you compare it to page 38, which is the ultimate end where all of the numbers go, and you will see that the cost of power has been recalculated.  And the number on page 38 is 183,524 and the number recalculated is 181,099.


If you go down to the bottom line, which is the bottom number, the percentage -- the percentage goes from 11.61 to 11.49.


Does Hydro One accept that this could be an alternate means of calculation?


MR. INNIS:  That would be another way to calculate the number of days, and that's how the number was done.  You're correct in that characterization.  It is a different methodology than what our consultants chose to use.


MS. CAMPBELL:  The question I have already alluded to, but I am going to take you to, has to do with the fact that on other calculations no days are dropped.  I'm wondering if you can ‑‑ I'm going to take you to the tables or the figures -- I forget what they call them -- tables.  And I'm going to just point these three out to you.  Perhaps you could understand why that methodology is somewhat different; in other words, why we don't drop days.


And the service ‑‑ the tables are table Roman numeral IV‑2.  That is page 15.  On this one, no days are dropped; 365 days are used.  The next one is on page 17, so it's close by.  It is the collection lag, and it has no days dropped.


The final one is the GST on the cost of power.  You remember the initial issue arose on the cost of power.  When you're calculating the GST on cost of power, which is page 33, there are no days dropped either.  I'm just wondering if you can explain.


MS. NOWINA:  Ms. Campbell, before he does, can you help me out?  How can you tell by looking at those tables that there are no days dropped?


MS. CAMPBELL:  I'm sorry?  I apologize for the interruption.  It is because of the calculation that arises ‑‑ if I can take you to page 15, the service lag, midpoint of service period.  If you do the math to get to the 15.21, you find out that it is 365 divided by 12 divided by 2.  If you go to the collections lag, you will see it is 0 to 21 days, 21 to 59 days, et cetera.  So no days are dropped.  


And the reason that I'm making this point is we already know, from having recalculations done, that this sort of thing impacts the bottom line.


So if you can enlighten me, Mr. Innis, on why it varies?


MR. INNIS:  In looking at the table Roman numeral IV-2 and the numbers that we see in terms of the number of customers that are there, in this particular case a composite for the whole year is used because there is no monthly flows available.  So it's not as if we looked at an accounts receivable invoice for a customer.


So the information itself is presented in aggregate form for a total annual basis.  So in this particular case, the reason would be is we want to get a composite monthly average applied to an annual amount and there is no discrete monthly balances provided.  So that is why, I think, our consultants would have used a standard average calculation on that table.

     MS. CAMPBELL:  That's the service lag table?  

MR. INNIS:  That's table Roman numeral IV-2.
     MS. CAMPBELL:  Service lag.
     MR. INNIS:  Yes.
     MS. CAMPBELL:  Collection lags.  Would the same approach apply to the collections lag?
     MR. INNIS:  I'm just looking at where the -- in that particular case, there is no midpoint.  That's a different basis, again, to calculate the days.  It is not using what happens in the current month.  We're looking at our aged accounts receivable report and taking midpoints based on an aged accounts receivable report.
     So in looking at how we receive collections information, it would be sorted by aged accounts receivable and therefore we calculate the midpoint methodology.  We don't go to the number of days of the month divided by two.  It is not an appropriate methodology to use on a collections lag.
     MS. CAMPBELL:  Okay.  My final question has to do with the calculation of the GST on the cost of power, which is page 33.
     MR. INNIS:  Just looking at this here -- just give me a moment to calculate this, please.
     MS. CAMPBELL:  Certainly.
     MR. INNIS:  This appears to use the methodology that has been discussed before about the service end date minus the service beginning date.
     MS. CAMPBELL:  So you're saying there is a day dropped there?
     MR. INNIS:  In this particular case, the GST on cost of power, it appears there is, yes.
     MS. CAMPBELL:  Thank you.  I would like to move on to a second area, and this requires interrogatory H, 4, 22.  This is -- this has to do with weighting factors.
     Now typically everything we've been discussing, we've always come up with a day; right?  So you use weighted days to determine lags.  Because working cash is the amount of funds to be carried on the books to meet the day-to-day cash requirement.  So we're talking days, we're measuring in days.
     And in service lag, dollar weighted days weren't used.  Numbers of customers were used.  And this is page 15, table Roman numeral IV-2.  And there is an Energy Probe interrogatory on this, and it is H, 4, 22.  And the question was why the weighting factors used were based on customer numbers.
     And the answer was that they're based on a -- on number of customers because the company's billing cycle initiate a revenue cycle which impacts specific customers, regardless of the revenues associated with those customers.
     So it is appropriate to determine that revenue service lag based on customer accounts.
     And it was asked by Energy Probe that you recalculate it based upon revenue as the weighting factors.  And if we look at the bottom of H, 4, 22, you will see the revised table 4.
     If you contrast that with the original, which is on page 15, what you will notice is that the number that appears at the bottom, which are the days, it was 20.95; it's now 18.36.
     MR. INNIS:  Correct.
     MS. CAMPBELL:  Based on this recalculation.  Does Hydro One accept that this is an acceptable alternate calculation?
     MR. INNIS:  We believe that the methodology, the Navigant report represents what our working capital requirements would be as it would -– there a number of different approaches.  There are alternative ways to do things.  We believe what is in the Navigant report is the best way to do the calculation, and that reflects the management of our billing cycles.  
     MS. NOWINA:  Why is it the best way, Mr. Innis?
     MR. INNIS:  The billing cycles happen regardless of the dollars that are associated in those billing cycles.  So we don't bill customers based on the value of their account; we bill them based on the type of customer class they fall into.  So that's why we looked at the billing cycle, as opposed to a dollar weighting of the billing cycle.
     MS. NOWINA:  Thank you.
     MS. CAMPBELL:  I'm going to move off the value of days and bits of days and calculations and move to calculations using parts of years.
     What I understood was that working capital is an annual requirement.  You use annual data, so you look at a year.  And there are a couple of charts that don't use full years.  So the Trinity lease payments and the interest on long-term debt don't use full years.  I'm just wondering why.
     I will just take you to the page 26 and page 29, and if you look at page 26, the Trinity lease payments start with January and end with August.  I'm just wondering why the entire year wasn't used.
     MR. INNIS:  Mm-hmm.  I can help with that.
     MS. CAMPBELL:  Certainly.
     MR. INNIS:  The -- what we're doing in the study, in terms of establishing the number of days -- or the consultants with our help took a sample of the invoices associated with this particular case with the Trinity lease.  So the data on table D8, the sole purpose of that table is to get a representative sample of what, on average, the payment cycle would be associated with the lease.
     So taking eight month's worth of data provides you a very good sample of what the typical year would be.
     So we take that number, in terms of the days established on that table, but then apply it to the dollars that are done on a full annual basis.
     So this relates a sampling methodology, and we believe eight months is a representative sample for the whole year.
     MS. CAMPBELL:  I guess my question is:  Since you're using the year that is complete, why can't you use the whole year?
     MR. INNIS:  This is where the -- we felt reasonably comfortable that we capture the regular payments over an eight-month period.  We did similar things for sampling invoices and other payment streams as well.  We didn't look at every payment that we made, but it was certainly a representative sample of the duration of the transactions.
     So it is important to keep in mind that we're trying to establish the number of days here, but we still use the annual dollars.  
     MS. CAMPBELL:  The interest on long-term debt, it's only, if I look at page 29, table Roman numeral V-10, it starts -- if I go to the third column over, which it appears to start in June 2005.  It goes -- it starts in the middle June 2005 and onward.
     Again, I'm just sort of wondering:  We appear to have jumped into the middle of a year to get the interest on long-term debt.  I'm sure there is a reason.
     MR. INNIS:  In this particular case, at that column that you're looking at, maturity date, that represents the maturity date on the actual bond itself.  So it is a means of identifying that financial instrument.  So you will see that those dates, if you look at the very bottom of column C, goes out to, I guess, April 22nd, 2043.
     So that column there is just identifying the bond issue.  It's not used to calculate the dates.
     MS. CAMPBELL:  Okay.  Thank you.  Now I would like to go to an issue that was the subject of an interrogatory.  It's H, 1, 9.  This has to do with security deposits.
     Now, first of all, before we get there, the Handbook states, at page 33: 

“The Board regards security deposits to be in the nature of funds in trust pending use to reduce delinquency or return to the customer.  Their inclusion in the WCA is inconsistent with this character, and the Board will not require the WCA to be reduced by the amount of security deposits held.”

If I go to H, 1, 9 which is a Board Staff interrogatory, and I look at that, it establishes that as of September 2005, Hydro One had consumer security deposits on hand that had a value of $28.7 million and there were retailer -- that had a value of 4.8 million for a total of 33-1/2 half million.


There was an interrogatory by Staff, schedule 125, that asked questions about the security deposits, and the question was:  

"In attempting to arrive at an appropriate level of working capital, the application appears to make no mention of the security deposits that are collected from consumers by Hydro One.  Such security deposits are retained for a period of one to seven years.  Are such security deposits not used in any way as a source of cash flow by Hydro One?  If not, please explain what is done with the security deposits that are collected.”


And the response was that Navigant excluded them from the calculation and that the updated distribution system code places greater restrictions on the company's retention of security deposits and they cannot be assured as a source of working capital.  

Then there is reference to the fact that interest has to be paid on the amounts.  


I am not clear from that what Hydro One does with the security deposits.  Are they segregated?


MR. INNIS:  Segregated in terms of a separate bank account?


MS. CAMPBELL:  Account.


MR. INNIS:  I would have to ask our treasurer where the actual dollars reside, but in terms of for accounting purposes, certainly they're segregated and we manage those separately.


MS. CAMPBELL:  They are segregated?


MR. SULEMAN:  No, I believe we don't have a segregated account.  If they are -- I suspect they're credited to the account of the customer.  I do not believe we have a segregated account.  But I can come back and confirm that with you later.


MS. CAMPBELL:  Do you know if the funds form part of general revenue?  I'm trying to figure out what is done with them.


MR. INNIS:  I will confirm that with you.  I'm not aware of any segregated bank account.


MR. ROGERS:  There's two questions.  Excuse me.  We're talking at cross‑purposes, I think.  My instructions are that that is correct, there is no separate bank account.  But as was indicated by the other witness, they are segregated for accounting purposes.  Both witnesses are right, but it is a little confusing.


MS. NOWINA:  It's probably not terribly material what bank account they go into.  It would be the accounting treatment that would be of concern, I would think.


MS. CAMPBELL:  Yes.  My question is going to be whether or not those security deposits play any part in the day‑to‑day operations of Hydro One.  Do they form part of general revenues?  Are they used on a daily basis?


MR. INNIS:  I'm not too sure what you mean by "used," but in the sense that if we receive these funds from our customers and we put them in our bank account, those funds are residing in the bank account.


The purpose of the response that we had to interrogatory H, 1, 125 indicates that these funds are very -- they're less accessible to us, in terms of the policy.  We refund those continually and also we pay interest on them.


So we are not using those funds to the extent we are paying interest on them, as well as they have to be ready to be reimbursed to customers once they meet the appropriate security requirements for refund.  


MR. COWAN:  the other thing I wanted to add, too, in the Board decision at page 33 on the Handbook, it said to exclude security deposits from any working capital calculation, and at page 33 of the Handbook it says no adjustment for customer security deposits is to be made in the calculation of working capital.  I just wanted to bring that up as well.


MS. CAMPBELL:  I understand that, but it wasn't clear from the answer that was given back in Interrogatory 125, which said, How are they used in any way as a cash -- source of cash flow?  I didn't feel the answer was clear, and that is what I'm really trying to find out.  What you're saying to me is they're not?


MR. INNIS:  They would reside in our bank accounts.  I could say that.  But in terms of do we say, Let's go spend that?  I would say, no.  We don't specifically ‑-


MS. NOWINA:  So you have to maintain that reserve, because you might be obligated to pay them out?


MR. INNIS:  Exactly.  At any point in time should our customers fulfil the requirements for having those deposits refunded, we need to have those funds available to refund their security deposit, once we no longer are required to have it.  So those funds have to be accessible.  

In the interim, when we do have those funds, we pay them a rate of interest on it.  So because of those reasons, that's why we don't include them in working capital, and I think that is why the Board also indicated that they're not appropriate to part of working capital.


MS. CAMPBELL:  So what you're saying is that Hydro One treats them in the spirit that they are characterized in in the Handbook?


MR. INNIS:  That's correct.


MS. CAMPBELL:  Okay, thank you.


MR. VLAHOS:  Ms. Campbell, if I may?


MS. CAMPBELL:  Certainly.


MR. VLAHOS:  Mr. Innis, traditionally the cash working capital, it's a subtraction from rate base.  What do you think changed this time for the purpose of the Rate Handbook?  What was it that changed it or, Mr. Cowan, whoever?


MR. COWAN:  It certainly is different than the gas side, where it is subtracted.  I know there was discussions in the Handbook proceedings as to whether it should be in or should be out.  And all I can rely on is what the Board decision was at the time, where it did say -- I can get the quote.  It talked about the nature of the funds, that it would not be appropriate to have it as a deduction.


There wasn't a lot of discussion on it, but the Board's final ruling was to exclude.  I've given the two references, page 33 in the decision and 33 in the Handbook. 


 MR. VLAHOS:  And this has to do with ‑‑ this is regardless of the method of calculation of the cash working capital, whether you're going to the 15 percent, or you do it through a lead-lag study?


MR. INNIS:  If I could clarify, what Mr. Cowan is answering is in terms of the security deposits.  Is your question in respect to the total cash working capital requirements or just the security deposits?


MR. VLAHOS:  No, I'm talking about the security deposits.  I'm sorry, maybe I misphrased it before.  I'm talking about security deposits being a negative number.  Whether it comes out of a cash working capital or rate base or working capital, it doesn't matter.  It is a negative number.  It's a number that has been subtracted to end up with a net rate base.


But in our case here, we're saying it is not subtracted at all?


MR. COWAN:  That's correct, per the Handbook.


MR. VLAHOS:  It's not just from the cash working capital component.  It is from the ‑‑ it's from the total rate base?  It's from the working capital, period?


MR. COWAN:  It is included in the working capital, which ultimately becomes part of rate base.


MR. VLAHOS:  Right, okay.  All right.  Thank you for that.


MR. BETTS:  One question I believe I know the answer to, and hopefully you can confirm it:  The interest rate that would be paid on the service deposits, is it the same rate that one would evaluate the cost of the working capital?


MR. INNIS:  The requirements that we have, per the code, is that the interest that we pay is the Bank of Canada rate currently prevailing for that quarter less 2 percent.


So if I had to say what was the rate in Q 4/05, I believe it was about 4-1/2 percent.  So we would be paying net 2.5 percent on our security deposits.


MR. BETTS:  Which is substantially lower than what you would consider to be the cost of debt, your debt, in a rate-making environment?


MR. SULEMAN:  That wouldn't be substantial, though.  I believe today our short-term rate is about 3-1/2 percent, so it would be about a percentage point lower if the rate is 2-1/2 percent; that is correct.


MR. BETTS:  So there is the cost -- the cost of your working capital and the interest that you pay to your customers by holding their deposits, it is not a wash.  There is a benefit there to the corporation, I would say.  Is there not?  


MR. INNIS:  On any new funds, if we had to borrow it at -- what rate was it?


MR. SULEMAN:  The short-term rate is 3-1/2 percent.


MR. INNIS:  So if we had to borrow at 3-1/2 in Q 4/05, I believe we're paying about 2-1/2 percent.


MR. BETTS:  Okay.  I don't suppose anybody could put 

-- quantify that into dollars, as to what that represents in total dollars as one would evaluate the amount of money that is there in customer deposits as being available to fund working capital?


I appreciate what you said about using this in the intent of ‑‑ but in reality, it is all in the same bank account.  It is hard to segregate which dollar is which.  If one had to go out and borrow money to replace, if you had no customer service deposits, you would have to have something in the bank to replace that and it would cost you a certain amount of money.  And it would probably cost you -- probably cost you more than what you're going to be paying the customer by using it.
     MR. INNIS:  If I could help with that response, please.
     MR. BETTS:  Yes, please, if you can.
     MR. INNIS:  I guess the first part is it's not been included in the Handbook not to do that deduction.  Having said that, if there are about $30 million worth of customer deposits, at any point in time it ebbs and flows during the course of the year, and if the, if you will, the interest rate differential is 1 percent.  So that would be 1 percent of the $30 million, which is $300,000; that would be the difference calculated.
     MR. BETTS:  Thanks for helping with that.
     MR. ROGERS:  Of course, sir, you have to take into account -- just to think this through, I imagine there are costs associated with collecting and refunding this money that would have to be taken into account, I suppose.  As I understood it -- I don't want to get into argument here, but just so we understand ourselves, the money, although it is in the company's bank account, they keep a reserve because they must be ready every moment to repay it.  So it isn't really readily available as working capital in the traditional sense.
     MR. BETTS:  I think they had trouble telling me -- if that was in a separate bank account, I might find that to be an acceptable argument; but if it is in the same bank account, it just ebbs and flows with cash coming in and going out.
     But I appreciate the answer I got, which is it's not a lot of money and there are costs associated with it, and I just needed some -- I needed you to help me through the mathematics.
     MR. INNIS:  That's correct.  It's not a lot of money, and there are indeed costs associated with administering that and reconciling it and ensuring that our customers are refunded appropriately.
     MR. VLAHOS:  There isn't a lot of money difference.  We're talking about whether it costs you, whether the cost of your borrowing versus what you pay out.  But there is a price, I guess, to the customer, in terms of not recognizing those funds as subtraction to rate base.  I think we have established that.
     MR. INNIS:  That's correct.  There could perhaps be $300,000 available in terms of a rate-base calculation, and then the impact on revenue requirement would be, you know, substantially smaller than that.
     MR. VLAHOS:  I'm sorry, what was the difference?  We're talking about -- what's the total security deposits for 2006?
     MR. INNIS:  In -- historically I'm not sure what they will be in ’06, but in ‘05 they're in the order of $30 million.
     MS. NOWINA:  Thirteen or thirty?
     MR. INNIS:  Three-zero million dollars.
     MR. VLAHOS:  $30 million.  Then it is the carrying cost on that amount of money --
     MR. INNIS:  Yes.
     MR. VLAHOS:  -- that we're talking about that is the impact on the revenue requirement.
     MR. INNIS:  The interest rate differential, which would be the $300,000.
     MR. VLAHOS:  It would not be the interest rate differential.  It would be the carrying costs of $30 million; in other words, what would be the change in revenue requirement if you had to have a lower base, rate base by $30 million, and it’s the carrying cost, the cost of capital to rate base, if you like.  It's the 9 percent, and you just gross-up for the return of common equity.  So let's call it 14, 15 percent.
     MR. INNIS:  I would have to work through that calculation, sir.
     MR. VLAHOS:  Okay.  But -- so it is 14, 15 percent - and you can correct me later - but it is 15 percent times $30 million, isn't it?
     MR. INNIS:  I don't believe that would be the case, but I would have to --
     MR. VLAHOS:  Would you do that for me, please, and tell me if it is not so, whether it is 14, 15 percent.  I don't care.  It's just -- it's the -- grossing-up the common equity component, that's all you have to do to come up with that thin figure, as opposed to the cost of capital, overall cost of capital.
     MS. NOWINA:  Let's do that as an undertaking, 

Ms. Campbell.
     MS. CAMPBELL:  Certainly.  That will be J8.2.
     UNDERTAKING NO. J8.2:  PROVIDE CHANGES IN REVENUE

REQUIREMENT IF SECURITY DEPOSITS WERE SUBTRACTED FROM

THE DETERMINATION OF RATE BASE.
MR. ROGERS:  J?
MS. CAMPBELL:  J8.2.

MR. ROGERS:  We will provide an answer to you, sir.  I have to think this through, but I understand where you are driving here.  We will respond.
     MR. VLAHOS:  Just to make sure the record is clear, it's the change in the revenue requirement --
     MR. ROGERS:  Yes.
     MR. VLAHOS:  -- if the security deposits were to be subtracted from the determination of rate base.
     MR. ROGERS:  Right.  My concern was that you were focussing on the equity component, and I wasn't sure in my own mind whether that was correct.  That is what I meant.
     MR. VLAHOS:  Forget that part.  Let's see what the calculation is.
     MR. ROGERS:  I understand.
     MR. VLAHOS:  The grossing-up is something that has to be done by the company, and my figures were just estimates.
     MR. ROGERS:  I understand.  That will be done.
     MS. CAMPBELL:  And I point out that we have arrived at our traditional lunchtime.  I have one small section to finish on the lead-lag study.  Then I probably have between 30 to 45 minutes worth of questions, then I'm done with the panel.
     MS. NOWINA:  Why don't you finish the lead-lag study.  Then we will break for lunch.
     MS. CAMPBELL:  All right.  Finish on a high note.
     The last thing I am going to deal with has to do with the collection policy.  This would take us back to page 17 of the Navigant study.  And we already touched on that.  

I pointed out that 15 percent of your -- I'm not going to say “your bad customers” - let's just call them your delinquent customers - add a significant amount to the collection lag days.
     You were asked a question that went directly to trying to hurry up, what can be done, what are your policies concerning collections.  And that is IR H, 128.  And the focus of this interrogatory was the fact that a significant component of the lag are the payments for the -- those that are greater than 120 days, which is four months.  You were asked to talk about the company's – sorry, not you personally, sir.  Hydro One was asked to state the company's collections policy and the criteria for 

Writing off debt.
     And I guess what this whole area goes to is, what can be done to tighten up the lag, because this is a huge lag, and something that is over 120 days, it means four months.  It is hanging out there, and as we know, from going through this in heart-rendering detail, each little bit of a day in a lag adds to the cost.
     So you indicated, under "Response A" that various steps are taken to ensure collection of billed amounts.  And this goes from establishing payment terms right down to employing the services of a collection agency.
     First of all, I take it that these steps are taken in all cases.  Is this something that is done in every single case or as a policy; in other words, you run through all of these steps?  Or does the policy vary with the customer?
     MR. INNIS:  These are our standard collection practices that would be consistent across all of our customer base.
     MS. CAMPBELL:  Okay.  My question goes to response B, which says:  

“Accounts are written off after all cost-effective collection efforts have been made.”  

And it says that: 

“Accounts with balances greater than $15 are

generally written off to bad debt after they've

been final billed and have aged 120 days, since

the account has been final billed.”  

When are they final billed?

MR. INNIS:  Customers would be final billed when they no longer are receiving service from us.  So in a circumstance where somebody has moved, or there's been a disconnection, or a business is closed, would be circumstances where people would be final billed.
     MS. CAMPBELL:  Any idea in a rough sense how long that is?
     MR. INNIS:  I'm sorry, how long what is?
     MS. CAMPBELL:  How many days elapse before final billing.
     MR. INNIS:  Final billing can happen at any point in time.  If a customer moves, the final bill is right away.
     In terms of, if you're thinking, do we wait a long time before final billing?  No, that's not the case.
     If we had a customer simply that has moved from one house to another house, we would come out and read the meter and send the final bill.  That person's account could be current still, and they could be a very prompt paying customer, but we would final bill them then.
     Then if they choose not to pay, then that would trigger the bad-debt practice.  But the final billing doesn't relate to the over -- the classification of payments, in terms of outstanding over 120 days.  There is two separate events taking place here.  
     MS. CAMPBELL:  Can I just ask why so much time takes place before you actually write something off.  Because we've got 120 ‑‑ a very significant number of these are aged accounts of over 120 days.


If you look at that final column of over 120 days, you see that the weighted lag time, even though it is only 7 percent of your customers, is 13.27 days.


MR. INNIS:  Correct.


MS. CAMPBELL:  What can be done to tighten that up, or what is Hydro One doing?


MR. INNIS:  Certainly our standard terms are applied in terms of how we pursue the collection of accounts, is as Interrogatory H, 1, 128.  

In addition to that, one thing that happens is that any customers whose bill is outstanding past 21 days, there is a late payment charge associated with that.


So we would be charging interest on these outstanding amounts, and that certainly is incentive for customers to pay.


And what happens is when we collect that late payment interest, customers across the system is served to reduce our expenses.


So the late payment penalty is one of the significant motivators we have for customers to pay, and certainly collecting late payment revenue, it helps to offset the cost of having those customers pay late, as far as the weighted average days.


MS. CAMPBELL:  What steps are Hydro One taking to cut that down?  What you've indicated is getting people to pay more money, but it doesn't tell me how Hydro One is attempting to cut down the time that it takes to actually write something off, which would reduce the time.


MR. INNIS:  There's a difference between the time it takes to write something off and the time that is on this table.  We believe that all our active customers, we should not write them off, and they would be paying interest to compensate us for the time that that bill is outstanding.


There's a very extensive list of collection efforts that is summarized on the Interrogatory H, 1, 128, and these steps are quite effective.  And so what we find is that we really do have very few customers that we have to actually write off their bad debts.  

In a typical year, for example, our bad debts expense is about $10 million.  And so that is $10 million out of revenue or revenue being received in the order of $2 billion.


So we actually write off very few of our customers, and I think that demonstrates that our collection efforts are quite effective.


MS. CAMPBELL:  Thank you.  Perhaps we could break for lunch now, because I've completed what I intended to do with the lead-lag study.


MS. NOWINA:  Thank you.  Before we do that, maybe we can get an estimate of how long we're going to take.  I'm thinking of whether or not you need to alert panel 8.


MR. ROGERS:  Yes, thank you.


MS. NOWINA:  Ms. Campbell, you think you're going to take how much more time?


MS. CAMPBELL:  Another 45 minutes.


MS. NOWINA:  Another 45 minutes, so if we return at 2:00, that takes us to 15 minutes to 3:00.  

Mr. Adams, you being the lone one here ‑‑


MR. ADAMS:  I think Mr. DeVellis has questions as well.  My questions are only in the area of working capital lead-lag, and I think I can cut my questions down to about 20 minutes now.


MS. NOWINA:  All right, thank you.  You don't have any idea what Mr. DeVellis's questioning will take?


MR. ADAMS:  I thought he had something like 45 minutes.


MS. NOWINA:  Thank you.  Mr. Scully, do you plan to question this panel?


MR. SCULLY:  No, I have no questions.


MS. NOWINA:  I've seen Mr. Dingwall come in and out.  Does anyone know if Mr. Dingwall plans --


MR. ADAMS:  Yes.  Mr. Dingwall may have 15 minutes as well.


MS. NOWINA:  All right.  So I think the swing vote will be Mr. DeVellis, and we will finish at 4:30 today for certain, Mr. Rogers.  So if you want to check with 

Mr. DeVellis at lunch, you can probably do the math and determine whether or not it makes any sense.


MR. ADAMS:  I understand that Mr. DeVellis may require 30 minutes.


MS. NOWINA:  Thirty minutes.  That sounds, then, we will take most of the day.  I think we're bumping up against 4 o'clock, then.  So I will let you determine that, Mr. Rogers.


MR. ROGERS:  Yes.  Thank you very much.  I understand that 4:30 is the cut-off.


MS. NOWINA:  4:30 is the cut-off.  We will now retire until 2 o'clock. 


‑‑‑ Luncheon recess taken at 12:43 p.m.


‑‑‑ On resuming at 2:07 p.m. 
     MS. NOWINA:  Please be seated.  We apologize for the delay.
     Anything come up during the lunch break?

PRELIMINARY MATTERS:
     MR. ROGERS:  I do have a few preliminary matters.  If I could deal with them now, I would appreciate it, Madam Chair.  

First, there have been some transcript corrections that have been accumulating throughout the hearing.  What I propose to do - I prepared copies for Board counsel - is to file two documents which contain these corrections.
     The first, which we have taken the liberty of marking as Exhibit K, tab 8, schedule 2, page 1 of 2, is simply a list of corrections which are either just a reporting error, understandable error because the language is so technical.  I think they're quite harmless.  Either the witness misspoke what he meant to say or the reporter took down the wrong word.  That's the first page.  

Second page, Exhibit K, tab 8, schedule 3, page 1 of 1, is a similar document.  It's a one page document.  But I've looked at these, and while I don't think there is anything critical here, I just want to draw everyone's attention to the fact some people may consider these to be a little more material, so we’ve entitled them, “Hearing transcript corrections (possibly material)” just to alert people to it.  I don't think there is anything here that will cause anybody any concern, but I didn't want to slip it in without highlighting it.

EXHIBIT NO. K8.2:  TRANSCRIPT CORRECTIONS

EXHIBIT NO. K8.3:  TRANSCRIPT CORRECTIONS (POSSIBLY

MATERIAL)

MS. NOWINA:  I appreciate that, Mr. Rogers.
     MR. ROGERS:  Now, that takes care of that.  

I have several undertakings, which I could file now, if I might.  I don't believe these require any description.  I will just give the exhibit number.  The first is Exhibit J, tab 2, schedule 8.
     EXHIBIT NO. J2.8:  ANSWER TO UNDERTAKING
     MR. ROGERS:  I think the Board has been given copies of these.
     MS. NOWINA:  Yes, we have.
     MR. ROGERS:  Second, Exhibit J, tab 5, schedule 1.
     EXHIBIT NO. J5.1: ANSWER TO UNDERTAKING
     MR. ROGERS:  Next, Exhibit J, tab 5, schedule 2.
     EXHIBIT NO. J5.2:  ANSWER TO UNDERTAKING
     MR. ROGERS:  Exhibit J, tab 6, schedule 4.
     EXHIBIT NO. J6.4:  ANSWER TO UNDERTAKING
     MR. ROGERS:  Exhibit J, tab 6, schedule 6.
     EXHIBIT NO. J6.6:  ANSWER TO UNDERTAKING
     MR. ROGERS:  And you will see this is an attempt to estimate what the cost of savings would be or reduction would be if you reduce the target pay level for executives.  It's $486,000 or so.
     Next is Exhibit J, tab 6, schedule 7.
     EXHIBIT NO. J6.7:  ANSWER TO UNDERTAKING
     MR. ROGERS:  Next, Exhibit J, tab 6, schedule 8.
     EXHIBIT NO. J6.8:  ANSWER TO UNDERTAKING
     MR. ROGERS:  And that's it.  

Now, the last thing, Madam Chair, is I have a copy now of the letter of Ms. McShane dated January 19th, 2006, which was referred to this morning in the examination-in-chief, and I wonder if that could be given an exhibit number.
     MS. NOWINA:  Yes, thank you, Mr. Rogers.
     MS. CAMPBELL:  Yes, that would be J8.2 -- point 2, I apologize.  K?
     MR. BETTS:  K.  We now have K2 and K8, as you've submitted so, or --
     MS. CAMPBELL:  I apologize.
     MR. BETTS:  K2, K3.
     MS. CAMPBELL:  I lost my sheet of paper.  It becomes K8.4.
     EXHIBIT NO. K8.4:  LETTER OF MS. McSHANE DATED

JANUARY 19, 2996
     MR. ROGERS:  Thank you very much.
     MR. BETTS:  Mr. Rogers or somebody, perhaps you could help me.  My own attempts at keeping track of these things, I do record when I think they were filed, and I have written already against J2.8 that it was filed on the 23rd.  What might have caused that?  Is it just my ...?     

MR. ROGERS:  No.  Thank you for drawing that to my attention.  You will see the sheet is blue.  The reason it's a blue sheet is it was filed previously, but then I think we were asked by Mr. Dingwall to provide the Hydro One identifier, so we have just re-filed it with the bottom line -- you will see there's a heavy line opposite the bottom line which identifies the Hydro One code.
     MS. NOWINA:  That's right.
     MR. ROGERS:  Thank you for drawing that to my attention.
     MR. BETTS:  Thank you.
     MS. NOWINA:  Thank you, Mr. Rogers.  

Ms. Campbell.

CONTINUED CROSS-EXAMINATION BY MS. CAMPBELL:
     MS. CAMPBELL:  Over the lunch break, Mr. Cincar, who is eagle-eyed, has come up with a single question on the Navigant study.  This question will take us to page 9, and I am sure, Mr. Innis, you can explain it to us.  Page 9 has a table that says:  “Benchmarking of elements of Hydro One's lead-lag methodology.”
     You will recall when we were talking about it this morning, the Navigant study that is, we were talking about the fact that Navigant took the position that four additional elements should be added to the calculation.  And one of the elements was environmental costs, and one of the things Navigant said was, You should add these four things, including environmental costs, because that is what other jurisdictions do and that's the way you get a good study.
     And when you look at the benchmarking table, which seems to have all other elements listed for comparison to other jurisdictions, it doesn't include environmental costs as a heading.
     Can you explain why not?
     MR. INNIS:  Yes, I can.  From the table, I would determine that other jurisdictions would not have those environmental costs as Hydro One distribution does.  As I mentioned before, they related to the amortization of the environmental expenditures, and so they are a cash item for us, so we included them.  

So I would surmise perhaps other utilities do not do their accounting that way, per environmental accounts, their environmental accounting that way.  They would likely simply include environmental expenditures within OM&A.
     MS. CAMPBELL:  Thank you.  Now I would like to move on to the cost of debt.  We're moving through the list of issues for this panel, and we now arrived at cost of debt.   And the issue for cost of debt, the question to be answered is:  For the debt that is forecast to be issued, should the rate be changed to reflect an updated consensus forecast?
     And if I look at, first of all, pre-filed evidence Exhibit B1, tab 2, schedule 2, page 6 of 6, and it talks about the 2006 financing plan.  And it indicates that for 2006 that there will be an issuance of five, ten and long-term debt -- will continue, sorry, to be the main financing to meet the 2006 forecast borrowing requirement of $750 million.  And it will be equally distributed over those terms, and the rates are in the right-hand column, so five-year debt is 4.47, ten-year debt is 5.33, and 30-year debt is 6.14.
     So the quoted -- obviously the quoted interest rates in the table are forecast.  What are the date of the forecasts of those rates?
     MR. SULEMAN:  That was the - excuse me - the February 2005 consensus forecast.
     MS. CAMPBELL:  They were updated somewhat in response to an interrogatory, that's Energy Probe Interrogatory 13, and that's H, 4, 13.
     MR. SULEMAN:  That is correct.
     MS. CAMPBELL:  And when you update them, you were asked what the impact on the overall revenue requirement, including the impact of taxes, would be if the cost of debt was updated.
     And the answer in response C was that it would reduce the 2006 revenue requirement by $600,000.
     MR. SULEMAN:  That is correct.
     MS. CAMPBELL:  Is it possible for you to update this further with the most recent data available?
     MR. SULEMAN:  It is possible to update this schedule, the interrogatory that you are referring to.
     MS. CAMPBELL:  Could you do so?
     MR. ROGERS:  I believe that that can be done.  I don't believe it is terribly difficult to do, is it?
     MR. SULEMAN:  No, it should be --
     MR. ROGERS:  Yes, we will do that.
     MS. CAMPBELL:  Thank you.
     MS. CAMPBELL:  I've been reminded that when you do the updating, if you could include the impact on the cost of that.
     MR. ROGERS:  I assumed that.
     MS. CAMPBELL:  Thank you very much.
     MR. SULEMAN:  I just want to add to that:  There is a whole bunch of interrogatories that dealt with the updating of interest rates, and there is another interrogatory that deals with the updating of the short-term rate as well.  We will provide you with that as well.


MS. CAMPBELL:  Thank you very much, and that would be ‑‑ I can't find the sheet ‑‑


MR. ROGERS:  J.3 ... 


MS. CAMPBELL:  J8.3.


UNDERTAKING NO. J8.3:  A FURTHER UPDATE OF DATES OF

FORECASTS OF RATES WITH MOST RECENT DATA AVAILABLE, 

AND INCLUDE THE IMPACT ON COSTS, AS WELL AS AN UPDATE 

OF SHORT-TERM RATES. 


MS. CAMPBELL:  Thank you very much.  All right.  Moving on to the cost of equity, which is the next question, the next subject matter that we have to deal with, going down the issues list.


We've already talked at the beginning, I think quite fully, about what Hydro One's position was, and you've just filed a letter from Ms. McShane.  And if I could just summarize what I think I understand your position to be.  Your position is the Handbook says 9 percent, and we want 9 percent.  We believe that to be appropriate.  That's what we're asking for in this application.


But if this Panel decides that the economic indicators should be updated, then one of the things you should be taking into account in updating also is the risk premium; is that correct?  


MR. ROGERS:  I believe it is, but Mr. Cowan can correct me if I'm wrong.


MR. COWAN:  That is correct.


MS. CAMPBELL:  All right.  And one of the things that was spoken of ‑ and I can't remember whether was actually recorded or whether it was not recorded - but one of the things that was talked about was that if you do do an update of the economic indicators, there has to be a calculation done in accordance with the Cannon, 

C-a-n-n-o-n, method.  And I know that the letter from 

Ms. McShane has its genesis in another hearing and, also, at that hearing there was a chart entered that has the mechanistic updating in the Cannon formula.  If in fact that is something that would be done, it sets out what it would look like and what the numbers would be.


I'm wondering whether you are familiar with that chart, Mr. Rogers, whether your panel members have seen it?


MR. COWAN:  That's the Board Staff one that was filed?


MS. CAMPBELL:  Yes.  Actually, there are two parts to it.  Yes.  

My only question was going to be this:  If your position is that if a recalculation is ordered, you should consider risk premium, I was going to ask you if you would perform the number crunching that would give us what the numbers would look like under Cannon.  To short circuit that process, I was going to ask if you would accept this chart as being accurate.


MR. COWAN:  This hasn't been entered into evidence; right?


MS. CAMPBELL:  No, it hasn't.


MR. COWAN:  I guess you're referring to the 836, the bottom-line number?


MS. CAMPBELL:  Yes, I am.  What I'm referring to is a chart that is titled "Mechanistic Approach to Update Cost of Capital Parameters For Ontario Electricity Distribution Rate Setting." 


MS. NOWINA:  Ms. Campbell, why don't we enter it as an exhibit, and then the witness can comment on his opinion of it.


MS. CAMPBELL:  Yes.  What I'm trying to do is get an acceptance from the -- that Mr. Rogers and his witnesses are comfortable having that done.


MR. ROGERS:  Yes.  I haven't seen it, but I am quite happy to have it marked as an exhibit.  I think the witnesses have it, though, so we can proceed.


MS. CAMPBELL:  Yes.  What we're going to do, then, because we didn't know ‑‑ this actually just came up before the panel walked into the room.  We do not have enough copies right now.


What I will do -- the only purpose of putting this in is to save Hydro One from having to go and do the calculations.  That's the only purpose.


MR. ROGERS:  Is this a calculation that was done by Board Staff using the so‑called Cannon method?


MS. CAMPBELL:  Yes.


MR. COWAN:  Excluding the risk premium adjustment.


MS. CAMPBELL:  Yes.


MR. COWAN:  Really the only difference between what we would be arguing, if the Board were to do an update and what Board Staff have in their particular piece, is if you look to the exhibit that we just filed as K8.4, the very last column of Mrs. McShane's piece, you will see some similarities in the numbers, the 445 for long Canada matches the 445 on this sheet here.


MR. BETTS:  Sorry, I don't have a copy, and I am not comfortable going ahead without a copy.


MR. ROGERS:  Which don't you have a copy of, 

Mr. Betts, the new exhibit?  And the table that ‑‑


MS. CAMPBELL:  I don't need it.  I'm not going to ask questions on it.


MR. ROGERS:  The comparative table is -- Mrs. McShane's evidence at the tail end has a table as well.


MR. BETTS:  I have got it.


MS. CAMPBELL:  So what we're proposing to do is mark as K8.5 the chart that we have been discussing.  And the purpose for entering it is that if there is a decision by this Board Panel that the economic indicators be updated for the calculation of the return on equity, what we have is a chart that indicates how that calculation would be made using the Cannon method, and that's all.


And obviously if Hydro has any issue with the accuracy of the calculation, they will let us know.  It is simply that now we have something concerning risk premium entered as an exhibit, and that's K8.4.  And now we have the calculation of the readjustment of the economic indicators entered as K8.5.


EXHIBIT NO. K8.5:  CALCULATION OF READJUSTMENT OF

ECONOMIC INDICATORS

MR. COWAN:  All I'm trying to do for the Board is show where the two charts are identical and where -- the one area where we disagree.  And you will see that -- if you look at the second page of Exhibit K8.5 and we compare that to the final column here of K8.4, you will see that for the first three numbers, you will see 4.45 as the ten‑year Canada yield.  On Mrs. McShane's column 5 there, the first row, you do see 445 on the Board Staff.  So they're identical.


When we move down to the next line, which is the spread, we see 0.11 on Ms. McShane's.  We see 0.1 on the Board Staff's.  So at that point, you will then see consensus average, final yield forecast, 4.56.  And on the third line of Ms. McShane's 30-year, we see 4.56.


So at that point we're in agreement.  All right?


The next line on the Board Staff, you see the risk premium of 380.  That's the risk premium that was published in the Handbook.


If you look at Ms. McShane's, that's where we all suddenly digress, because she will have the number of 409 for yielding an overall return on equity using the latest consensus data of 8.65 percent.  The Board Staff have chosen to freeze the 380, not make the adjustment that the Cannon methodology calls for, and they arrive at, as you can see, 8.36.  


So the only difference between the two methodologies is the full application of the Cannon methodology, which has been used by the Board in the gas hearings and consistently over the last few years, which would yield 8.65, and this sudden diversion for the electrical side in freezing the risk premium at 3.8.


As I say, Hydro One's point of view is 9 percent is the correct -- that's what the Handbook said.  There was to be no differentiation between forward test years.  We should live with that decision.  If we want to revisit any of this, the generic hearing is the place to do it, where full evidence can be filed, can be tested.  None of this evidence is being tested.  We have it.  The witnesses aren't there to speak to it.  We have something.  We have a ruling that said 9 percent.  


Our submission is we should stick with it.  But the only difference between these two sheets, strictly, the proper application of the Cannon methodology yielding the 4.09 versus the 3.80.


MS. NOWINA:  And the end result of that is 8.65 in your calculation and 8.36 in Ms. McShane's calculation?


MR. COWAN:  That's correct, Madam Chair.


MS. NOWINA:  Thank you.


MR. ROGERS:  Board Staff's ‑‑


MR. COWAN:  8.36 is Board Staff.  


MS. NOWINA:  That's right.  Board Staff is the 8.36.


MR. VLAHOS:  Madam Chair, I wonder if I could ask a couple of questions by way of clarification of Ms. Campbell and Staff.  This was prepared by Staff, Ms. Campbell?


MS. CAMPBELL:  Yes.


MR. VLAHOS:  And is there a reason why the 75 percent factor is not applied, or is this an oversight?  


MR. THIESSEN:  I understand the reason that that was not applied, there was some sort of an agreement at the time the Rate Handbook was formulated and the payment settled at 3.8, and the 3.8 was used to set the 9 percent in the Rate Handbook.
     And Board Staff’s table there continues with that assumption, that the 3.8 percent continues and is not adjusted.  The risk premium is not adjusted.
     MR. VLAHOS:  All right.  Thanks for that clarification.
     MS. CAMPBELL:  Just staying with briefly -- there was in response to interrogatory, Interrogatory H1, 150, there was a recalculation performed.  The calculation was a return on equity using the most recently available inputs to the formulaic model.  And the recalculation used, government bonds based on October and September 2005 with the fixed equity risk premium we've been talking about.  The end result was a return on equity of 8.52 percent.  It was indicated that changing the allowed return on common equity would reduce the 2006 revenue requirement by 9.9 million.
     Would it be possible for Hydro One to recalculate the return on equity using the - I now have forgotten – Ms. McShane's risk premium and the -- sorry.  Putting it forward, showing how it would look if this Board determined that there should be an update of the economic calculators, and Hydro One implemented what it felt was appropriate with regard to risk premium.
     MR. ROGERS:  Yes.  We can do the calculation.
     MR. COWAN:  Yes, we can.
     MS. NOWINA:  Can we have an undertaking on that, Ms. Campbell?
     MS. CAMPBELL:  Thank you.
     MR. COWAN:  We could include it as all the part of the same, since it is all dealing with the same issues and build-up -- if you just want to add it to J8.3, it may be a more fulsome presentation, I would suggest.
     MS. NOWINA:  8.3 was the cost of debt.
     MR. COWAN:  Yes.  But they’re all dealing with cost capital essentially.  This is just one more component, 

but --
     MS. NOWINA:  But it is one that has a particular interest and significance.  Perhaps we can do it separately.
     MS. CAMPBELL:  It gets its own number; it is J8.4.
     MS. NOWINA:  We're not stingy with the numbers, 

Mr. Cowan.
     MS. CAMPBELL:  We're giving them out today freely to anyone who wants one.
     UNDERTAKING NO. J8.4:  Recalculate the return on 

Equity using Ms. McShane's risk premium and showing

how it would look if the Board determined there should 

be an update of economic calculators and Hydro One 

implemented what it felt was appropriate with regard 

to risk premium.
     MS. CAMPBELL:  The other thing that has been suggested might also be helpful, so that there is something else to compare it to, is to update the answer in Interrogatory 150, which we have just been discussing, that has the fixed risk premium but adjusts the other factors.  Would you do that?  Could you update this?
     MR. COWAN:  Let me understand.  You want us to just update the first two lines, freeze 3.80?  Is that what you're asking?
     MS. CAMPBELL:  Please.  So in other words, update 150.
     MR. COWAN:  You have that, 8.36 in your exhibit.  That is what the answer would be.
     MS. CAMPBELL:  I've been told we don't have the impact on revenue requirement, so that is what we really are looking for.
     MR. COWAN:  Yes.
     MS. NOWINA:  Is that another undertaking Ms. Campbell?
     MS. CAMPBELL:  I'm sorry, there is, and we're giving out yet another number and that number would be J8.5.
     MS. CAMPBELL:  That would be an updating of the calculation done in interrogatory 150.
     UNDERTAKING NO. J8.5:  update calculation done in

interrogatory H-1, 150.
     MR. BETTS:  That's interrogatory H-1 --
     MS. CAMPBELL:  150.  H-1, 150.
     Now we're moving to the next topic, which is capital structure.  And that is:  Should the equity component of the capital structure be reduced to the deemed level of 35 percent.  

There were two interrogatories on this that are relevant to the issue.  The first one is H-1, 151.  The second one is H-2, schedule 3.
     MR. COWAN:  What was the second one again, 

Ms. Campbell?
     MS. CAMPBELL:  H-2, schedule 3.
     MR. COWAN:  Thank you.
     MS. CAMPBELL:  Looking at H-1, schedule 151 first, the question was why Hydro One considered its 

previously-approved debt structure to continue to be appropriate.
     The answer was that the capital structure is identical to that approved by the Board in 1998 and 2000 and that it was consistent with the Board's decision in the 2004 decision where it maintained the same deemed debt equity structure for the 2006 Handbook as was used in the 2000 Handbook.  

There was a question that was posed in H-2, schedule 3, which was:  If there was a 1 percent reduction in common equity from 36 to 35 so that the structure wouldn't be -- I think it is 64, and 36 –- 4 -- so if it was changed, so from 36 to 35, what would the impact be on the revenue requirement?  And the indication was the revenue requirement would be impacted by 3.3 million.
     So in summary, the reason that you have decided to stay with the 36 percent is strictly because of what the Board has said previously concerning the approved capital structure.  Is there any other reason?
     MR. COWAN:  Well, the Handbook is designed for MEUs that don't have actual third-party debt.  The capital structure of Hydro One was established by the government and by -- and approved by this Board at the time of Hydro One's formulation.
     And at that point in time, if we go back to the Board's decisions and some of the letters that were attached to it, at that time it was felt that the capital structure of Hydro One should mirror as closely as possible anyways the capital structure of the gas utilities; there should be a pref component; there should be a debt component, common equity component.  The Board accepted that.  

We have a significant third party debt outstanding in the markets.  We have prefs outstanding, and the Board, again, in 2000, in the 023 decision approved that capital structure.
     There has been no change in the equity component of either Enbridge or Union during the same time period, i.e., the 2000 period to the 2006 period.  Similar to, there's been no change in the Handbook parameters.  So we don't see any reason, without evidence, why there should be an arbitrary reduction in our common equity that's been approved.  The capital markets expect us to have 36 percent, and I would be very concerned if there was going to be an arbitrary reduction in our common equity without sufficient evidence put forth, very concerned about how the capital markets may react to that, just as I am concerned of how they may react to a sudden change in what they feel - they're expecting 9 percent as the allowed return - if suddenly there was a reduction in both our capital equity component and reduction in the return. 

This has been established.  There was evidence presented in the 1998 proceeding, and in the 2000 proceeding, justifying the capital structure.


We suggest that if you want to look at capital structure in components, again, the place to do that is with full evidence.  All parties can put evidence in, and that is at the generic proceeding that the Board plans to have on the capital structure issue.


MS. CAMPBELL:  Thank you.  I would like to discuss -- my last topic is the regulatory assets.  Is it appropriate to use a forecast in establishing the deferral account levels?


And this requires two books:  Exhibit F1, tab 1, schedule 1, and an interrogatory by the Schools Energy Coalition, which is H, 3, 30.


MR. INNIS:  Can you repeat the interrogatory reference, please?


MS. CAMPBELL:  H, 3, 30.


MR. INNIS:  Thank you.


MS. CAMPBELL:  It simply has to do with running through the various accounts with regard to the regulatory assets, just to make sure that we're clear on them.


If I go to F, 1, schedule 2, there is a summary of pending deferral account balances, which has a value -- on April 30th, 2006, the calculation is $103.7 million, and there is an indication, under the table, that Hydro One is forecasting values up to April 2006 for the deferral accounts pending approval and a statement that the ‑‑ many of the accounts can be forecast with accuracy to that date.  And the issue is simply whether it is appropriate to use a forecast in establishing the deferral account levels.


Interrogatory H, 3, 30 has broken down the regulatory assets of $103.7, and the question there was:  Why wouldn't it be more accurate to estimate the value of the assets closer to the date of setting the 2006 rates?


Rather than my going through this in great detail, can you briefly explain why Hydro One has applied for a forecast amount on these accounts?


MR. INNIS:  Yes, I can.  The hearing that we're in right now, we're hoping to have rates reset for our revenue requirement effective May 1st, 2006.  

As part of that, there's two components:  One is the overall revenue requirement, and the other component is regulatory assets.  

What we would like to do is we've had these balances outstanding for a period of time, and we would like to have them all dealt with at the same time, rather than having regulatory assets dragging on for a number of years.


So the reason is basically a clean-up process to start fresh May 1, '06.  And in order to do that, we took a look at the balances and we realized that a lot of these values that we're asking, these are steady monthly amounts that accrue into these accounts.  So for that reason, we've made the statement that they are reasonably predictable or forecastable with accuracy, because we are booking the same amounts into that account each month.  For example, the pension accrual is a set amount.  The OEB invoice cost is a set amount.  And there is other examples as well that are set amounts.


So what we've done simply is take the balances that we knew in those accounts when we filed this evidence, and knowing that the amount should be steady on a monthly basis, we forecasted out with interest table 30-06.


MS. CAMPBELL:  Thank you.  There is, I believe, a true-up that will occur, based on the answer to the interrogatory, that continues on the top of page 2.  It's indicated that for all accounts, once approved, any difference between the approved recoveries and the actual balance will be tracked by Hydro One Distribution and customer rates will be adjusted as appropriate.


MR. INNIS:  That's correct.


MR. VLAHOS:  Ms. Campbell, if I may?


MS. CAMPBELL:  Certainly.


MR. VLAHOS:  Mr. Innis, what is so magical or so critical about a May 1st balance to be disposed of in the deferral account?


May 1st is not even a fiscal year ending.  Your rate year is December 31st.  So what is so critical to forecast it, as opposed to take the latest available actual?  You know, it could be December 31st, it could be some later date, but why do you need to forecast?


MR. INNIS:  It relates to the timing issue of.  May 1st is the date of the overall reset for revenue requirements.  We are at this proceeding talking about a rate reset for May 1st.  And to take these balances, which are reasonably predictable, it aligns everything to the same date from a rates-setting point of view, so ...

     MR. VLAHOS:  I'm going to have to think about this.  I'm just not sure that I'm with you on that one.  Are your filings based on a fiscal year, 2006 in this case, which is January to December?


MR. INNIS:  That's correct.


MR. VLAHOS:  So that's the rate year, 12 months ending December 31st.  So I'm not sure what is so critical about using a forecast -- being forced to use a forecast just because rates will change on May 1st.  We're talking about deferral account balances here.


MR. INNIS:  If we do not forecast the balances out to April 30th, what would happen is there would have had to be another arbitrary cut-off date used as well, and there would be balances -- let's say that arbitrary cut-off date was the end of 2005.  There would have been balances associated with January to April 2006, which some other mechanism would have had to cover those off.


So rather than dealing with all the -- rather than dealing with the very drastic recovery all at once, that would have meant that we'd have to come back to those dollars in 2006 as well.  So it is ‑‑


MR. VLAHOS:  Sorry, why would you have to come back?  Maybe that's why -- I don't think we're talking the same language here.


MR. INNIS:  Sure.


MR. VLAHOS:  Why do you have to come back for anything that is short of May 1st or April 30th?


MR. INNIS:  We would be incurring costs from the period January 1 of '06 to April 30th, '06.


MR. VLAHOS:  Or revenues.


MR. INNIS:  In the case that we have, it's primarily costs.


MR. VLAHOS:  Let's talk about the principal -- or revenues; it could be a deferral account that captures revenues?


MR. INNIS:  That's possible.


MR. VLAHOS:  Okay.  Again, my question is:  What is so magical about forecasting a balance from May 1st?  May 1st is simply a date where the rates will change and use that occasion to also dispose of some balances.  

Now, why do we have to go with the balances that are forecast as opposed to actual?


MR. INNIS:  The actual balances at the time of the filing would have been, perhaps, last ‑‑ last June, I would think, compare last fiscal balances.  Because we can forecast with accuracy, this gives an opportunity to settle these accounts.  

An example would be from the period of time that we filed, the RSVA balance that we have for transmission networks and collections is we are over-collecting that account.


So rather than us continuing to over-collect that account, we are projecting that balance forward and offsetting it with other accounts as well.  So it gives our customers a better alignment with the value they receive from this over-collection of revenue.  At the same time, it gives the company an opportunity to recover costs that we've incurred as well


MR. VLAHOS:  I understand that.  Believe me, I have no problem with using the latest available data possible when it is actual and measurable, verifiable.  

I guess what the issue that I'm discussing with you is:  What is so critical to take it to the forecast part of it?


Anyway, we have, I guess, an exchange on the record, so ...

     MR. INNIS:  Perhaps if I can add one final comment, too - and that's in the interrogatory response - is that after we do forecast, there will indeed be a true‑up mechanism in place that will track the balances.


MR. VLAHOS:  I understand that, sir.  I understand the true‑up part of it, yes.


MR. INNIS:  Okay.


MS. CAMPBELL:  Just one final question on that, 

Mr. Innis:  Is a forecast methodology for these accounts part of the general approach that all LDCs have been told to take in their final regulatory asset application? 


MR. INNIS:  I believe that ‑‑ excuse me.  I believe that the other LDCs that are not filing on a future test year, the ones that are following the Handbook, I believe that they are using values consistent with December 31st, 2004.  And that's what they have been instructed to do.


MS. CAMPBELL:  Thank you.  Now we're moving to the last topic on the list that Staff has questions concerning, and that is regulatory assets not previously approved by the Board, which includes pension, OEB costs, and MEU rate mitigation.  The question is:  Is the quantity appropriate for these assets?
     This is going to require that you pull out F1, tab 1, schedule 2, page 2, and two VECC interrogatories, and that is H5, 68 an 69.  The first one is F1, tab 1, schedule 2, page 2.  Then the two VECC interrogatories are H5, 68, 69.
     MR. INNIS:  Yes, I have those.
     MS. CAMPBELL:  If you go to F1, tab 1, schedule 2, page 2, there is a table that has distribution -- for distribution, sorry.  It is a summary of new accounts.  And it lists the three that I have just referred to, which are pension accounts, OEB costs, and MEU rate mitigation.
     Now, the largest of the accounts is the pension costs, which are 90.6 million, so that is roughly -- it is over 90 percent of the summary of these new accounts.
     Now that -- we've already talked about pensions previously, and I understand that 38 million in the O&M costs for the test year relates directly to costs booked into this account.
     MR. INNIS:  Correct.
     MS. CAMPBELL:  Those costs are based on the filed actuarial valuation of the pension plan?
     MR. INNIS:  Yes, that's correct.
     MS. CAMPBELL:  And you have a fixed interest rate, I believe, of 7.71 percent.
     MR. INNIS:  Yes, that's correct.
     MS. CAMPBELL:  And that comes from a response to H5, 68, which shows the detailed calculation supporting the pension costs and indicates that the annual interest rate is 7.71 percent.
     MR. INNIS:  That's correct.
     MS. CAMPBELL:  Okay.  And the calculation itself is attachment A to H5, 68.
     MR. INNIS:  Yes, that's correct.
     MS. CAMPBELL:  And the second new account is the OEB costs.  And that has a projected balance of $5.2 million on April 30th, 2006.  And the detail for this is found in F1, tab 1, schedule 2, page 4.
     Am I correct that the amounts in this case are directly based on recent cost assessments from the Board and adjusted for the OEB costs already in your rates?
     MR. INNIS:  When we filed the evidence last August, that number was consistent with the OEB invoice that we had received at that time.
     On September 1st, 2005, we received an update from the OEB that, based on a recalculation of their assessment to Hydro One Distribution, there was a new invoice prepared to correct for the invoice amount that was invoiced in our computer slip.  And so the value of 5.2 million is prior to that update from the Board, and the new value for that would be $4.3 million effective April 30th, 2006.
     MS. CAMPBELL:  $4.3 million effective April 30th, 2006?
     MR. INNIS:  Correct.
     MS. CAMPBELL:  So is there going to be an adjustment made, then, as a result of the new figure?
     MR. INNIS:  Yes, there will be.  As part of that 

true-up mechanism that we would have in place, we would adjust for that change in the OEB assessment costs.
     MS. CAMPBELL:  Thank you.  Finally, the MEU rate mitigation amount of 1.2 million, and this is found at F1, tab 1, schedule 2, page 5.
     MR. INNIS:  Yes, I have that.
     MS. CAMPBELL:  Can you explain exactly, if I turn the page -- I'm sorry.  It starts on page 5, and it continues 

-- the table that actually is illustrative of the number is on page 6.
     Can you explain the basis for this account?
     MR. INNIS:  Yes, I can.  This account was required and approved by the Board in our previous -- after our previous regulatory asset hearing.  There were a number of MEUs whose rate increase would be greater than 10 percent.  So those rates were mitigated back down to a certain amount, and the difference between what was approved and what had to be -- what we could bill is the amount we’re putting in this account.  It is the amount that we're not collecting currently, but the amount was approved for collection.
     So we are putting it in this account pending the opportunity to recover it in the future.  And that was approved in the Board's decision March 15th, 2005.
     MS. CAMPBELL:  Thank you.  I'm correct, am I, that you applied an interest rate of 7.71 percent to this also?
     MR. INNIS:  That is correct.
     MS. CAMPBELL:  That's in accordance with the Board direction on the final recovery of regulatory assets?
     MR. INNIS:  The Board decision on December 9th, 2004 instructed us to include interest at the rate of 7.71 percent on all of our regulatory assets, and there's -- we have done that, and there was a further specific direction with respect to OEB costs where we directed to use 5.75 percent, and we have done that consistent with the Board's direction.
     MS. CAMPBELL:  Thank you very much.  Those are my questions for this panel.
     MS. NOWINA:  Thank you, Ms. Campbell.  

Mr. DeVellis?  Mr. Adams?
     MS. LEA:  I have a couple of questions for this panel as well, Madam Chair, relating to an issue which cut across this panel and panel 8.  Thank you very much.  
MS. LEA:  Gentlemen, I have a few questions about the rural --
     MS. NOWINA:  Ms. Lea, we should let the panel know you are representing the Board Staff as well.  

MS. LEA:  Yes, I’m sorry.   I think they know that, but that’s fine.  Thank you.
     MR. ROGERS:  I didn't get an announcement card.  I assume that is the case.  

CROSS-EXAMINATION BY MS. LEA:  
MS. LEA:  I'm Jennifer Lea, with Board Staff.  I have a few questions for you on rural and remote rate protection, because there is an account listed.
     We find that in the evidence at Exhibit F1, tab 1, schedule 2, beginning at page 8 and going over to page 9, we see the amounts.  Have I located the right reference?
     MR. INNIS:  On page 9, there is reference to rural and remote rate protection.  Yes, I have that.
     MS. LEA:  Thank you.  What is it you are seeking from this Board in this rate case with respect to this account?
     MR. INNIS:  We are not seeking any recovery of this balance from the Board in this proceeding.
     MS. LEA:  Are you asking for any finding from this Panel with respect to this account in this hearing?
     MR. INNIS:  No, we're not.
     MS. LEA:  You're not asking us to make any finding with respect to whether the amounts are reasonable; is that correct?
     MR. INNIS:  That's correct.
     MS. LEA:  As I understand it, the disposition of this account, the calculation of what goes into it and what you do with the money that's in it, positive or negative, if I can put it that way, is dealt with by the regulation that deals with rural or remote electricity rate protection.  Am I correct?
     MR. INNIS:  Yes, you are correct.
     MS. LEA:  Okay.  And that regulation does include subsections which deal with what to do with overages or underages, if there is such a word.
     MR. INNIS:  Yes, it does.
     MS. LEA:  Okay.  So you are not seeking any direction from this panel in this rate case with respect to this at all?
     MR. INNIS:  No.  We believe the reg itself is sufficient to deal with any balances in this account.
     MS. LEA:  Then the next, the distribution of this account, the amounts to be collected from the IESO and so on, will be determined by the regular process within the Board that is not part of a rates case?
     MR. INNIS:  That is correct.
     MS. LEA:  Thank you.
     MR. VLAHOS:  Ms. Lea, could I just clarify?
     MS. LEA:  Sure.
     MR. VLAHOS:  I do recall there was some Board involvement pursuant to the regulation.
     MS. LEA:  Yes, sir.
     MR. VLAHOS:  Is it still the case?
     MS. LEA:  Yes.  The regulation - and it is regulation under the Ontario Energy Board Act.  It is 442.01; it's been updated since then - requires the Board to make several findings with respect to the RRRP account, or the RRRP, if I can put it that way, eligibility, who gets how much and the amount that is collected from the IESO and where it goes.  Those Board determinations are made outside of a rates case, but they're still made annually.  

So we receive information from the IESO, we receive information from Hydro One, and we send out directions to the various bodies involved to set that amount.
     The purport of my question is to make sure we weren't changing the procedure and that the applicant was not asking this panel to perform that calculation.


MR. VLAHOS:  Thank you.


MS. LEA:  Thank you.  Thanks, gentlemen.


MS. NOWINA:  Thank you, Ms. Lea.  

Mr. DeVellis and Mr. Adams?  I don't believe anyone else wants to question this panel; is that correct?


MR. DeVELLIS:  Not that I am aware of.


MS. NOWINA:  Who is going to go first?


MR. DeVELLIS:  I believe I will be going first.


CROSS‑EXAMINATION BY MR. DeVELLIS:


MR. DeVELLIS:  I just have two brief areas to touch on.  They both have to do with regulatory assets.


The first is ‑‑ I'm sorry, I may have missed your answer to the last question from Ms. Campbell.  That had to do with the interest rates used on the pension for 2004, 2005.


Now, in response to VECC Interrogatory No. 68, you indicated 7.71 percent.


 MR. INNIS:  That's correct.  7.71 is the rate of interest on that account.


MR. DeVELLIS:  Okay.  And now in VECC 69, you indicated the annual rate interest for the OEB cost deferral balance is 5.75 percent.


MR. INNIS:  That is correct.


MR. DeVELLIS:  Can you just explain why you're using 5.75 for that account and 7.71 for pension?


MR. INNIS:  Sure.  The reason is because we were directed by the Board to use 7.71 in all our regulatory assets.  And then we took the further instruction that we received on OEB costs; when there was a very specific directive to use 5.75, we used it on that account.  For all of the other general accounts, we used the general directive that we received from the Board.


MR. DeVELLIS:  Okay.  The other area I wanted to ask about is with respect to the OEB deferred costs, and specifically on page 4 of Exhibit F, 1, tab 1, schedule 2.


MR. INNIS:  Yes, I have that.


MR. DeVELLIS:  You give a description there of how you arrive at the balance for the OEB cost deferral account, and what you've done is essentially taken the 2004 balance and subtracted the 1999 costs, because the 1999 costs were already included as a rate rider in rates?


MR. INNIS:  When you say “the 2004 balance,” what we would have done is taken the OEB invoice that we would have received for 2004 and deducted it from the 1999 costs to arrive at this balance.


MR. DeVELLIS:  Okay, thank you.  

Now, do you still have VECC No. 69 in front of you?


MR. INNIS:  I have got fingers here, yes.


MR. DeVELLIS:  Now, that's Exhibit H, tab 5, schedule 69.  We asked you there in paragraph (b) whether the 1999 amount included the amounts that would have been from the 87 acquired LDCs.  Your response in (b) was that they had not.  In other words, the 1.9 million only includes the Hydro One amount.


MR. INNIS:  That's correct.


MR. DeVELLIS:  Okay.  Now, it seems to me, then, that you're undervaluing the subtraction that you should be making in that line item, because you haven't included amounts that were already assessed on ratepayers of the 87 acquired LDCs.  So, in effect, those ratepayers or all of those ratepayers will be paying that amount twice.


MR. INNIS:  You're correct that the amount for the acquired LDCs was not factored into that calculation.  And when we took a look at that subsequent to this, in preparing for the hearing, we looked at the value, and even though we don't have the specific invoices for all of our acquired LDCs, those records were not available.  

In doing a very macro calculation, in terms of the energy level of those acquired LDCs compared to the system, the value would be in the order of $200,000.


MR. DeVELLIS:  Okay.  Are you making an adjustment for that amount?


MR. INNIS:  That adjustment is not specifically factored into this balance.


MR. DeVELLIS:  Okay.  It's not factored into it, but are you going to make an adjustment to account for that?


MR. INNIS:  We would have to validate that number in order to do that.  At this time, we're not considering making that adjustment.  We don't have the specific records of the 87 LDCs' invoices.


MR. DeVELLIS:  You based it on, you said, sort of a macro level, comparing their consumption to Hydro One's?


MR. INNIS:  That's correct.


MR. DeVELLIS:  Well, doing that would at least give ratepayers some credit for the amount they paid before, as opposed to none.


MR. INNIS:  I believe that would be fair, yes, but we would have to fine-tune that methodology to be more accurate.


MR. ROGERS:  I don't think the applicant intends to amend the application.  The amount involved is not huge.  I know it's not insignificant.  But compared to others that would occur, we don't intend to make an amendment to the application.


MR. DeVELLIS:  Now, the rate rider for the 1999 amount, is that still effective -- still in effect?


MR. INNIS:  I'm sorry, the rate rider for the 1999 ‑‑


MR. DeVELLIS:  The 1999 OEB costs.


MR. INNIS:  No.  The rate rider that we currently have in place would not have included the OEB cost.  That account was created after the balances were due for the rate riders.  So it is not currently being recovered.


MR. DeVELLIS:  Okay.  My question was whether the amounts collected have been adjusted as a result of increased consumption since 1999.


MR. INNIS:  Could you repeat that question, please?  I'm having a problem following it.


MR. DeVELLIS:  Well, volumes have increased since 1999 presumably?


MR. INNIS:  Yes.


MR. DeVELLIS:  My question is whether the amounts deducted from the 2004 have been adjusted to account for the increased volume.


MR. INNIS:  There's been no adjustments to the 2004 value that would show on this account.


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


MS. NOWINA:  Thank you, Mr. DeVellis.  

Mr. Adams.


CROSS‑EXAMINATION BY MR. ADAMS:

MR. ADAMS:  Thank you.


Just for the clarity of the record and the comfort of Mr. Rogers, it is Energy Probe's ‑‑ Energy Probe has been one of the complainants about the sentinel lighting program and we're, for conservation reasons, keen to see that program wind down.


The focus of my questions is primarily in the area of lead-lag and working capital.  

I want to say at the outset that we are supportive of the overall direction that the company has taken and hope that the approach that you're using becomes a model that other utilities follow.  


I don't want to leave the impression, because of my questions, that we are fundamentally critical of the approach, but there are a number of areas that -- some of which overlap with some comments that you've already received, or questions you have received from Board Staff that do raise some concerns for us.


MS. LEA:  Mr. Adams, the Panel can't hear you.


MR. ADAMS:  I'm sorry.


MS. NOWINA:  You may have the bad mike, Mr. Adams.  There is one bad mike.


MR. ADAMS:  Maybe this is better.


There are two main areas and a miscellaneous category that I want to take up with you.  One is this:  The question of service lag, customers versus revenue that -- the Board Staff asked questions in that area.  The second is a general category of what costs to include or not include.  And, finally, a few miscellaneous clean-up questions, again all focussed around this question of working capital and lead-lag.


On the question of service lag, whether to use customers or revenues, I want to get into your rationale for utilization of the customer numbers.  I know there was discussion about this earlier.


I will tell you where we're going with this.  Revenue lag, of which service lag is a component, is -- from our point of view, it is just that it's a lag of revenues that's trying to be estimated.
     So my question is:  If you're trying to estimate this revenue lag, wouldn't it be best to, where possible, rely on a direct measurement of revenue, rather than an indirect measurement of revenue, which would be customer numbers?
     MR. INNIS:  That would be another methodology.  Another methodology that we followed relies on customer billing cycles.  I believe in many of these examples, there is different methodologies that could be employed.  The consultants that we retained, Navigant, believed this was the best methodology for this service lag calculation.  And in other cases, there is methodologies that have been used that we could do something different.  Sometimes they're resulting in different amounts.
     I don't think there is a right or wrong, I think they're just different methodologies.
     MR. ADAMS:  I just want to establish -- I think we have enough information on the record, both in the pre-filed and the previous rounds of questioning into the logic of the two alternative positions, so I don't want to go there.  But I just want to make -- see if I can get the record fleshed out slightly so that we can have before the Board, for the purposes of argument, the consequences of the two alternative approaches clarified.
     If we turn to page 14 of the Navigant study, table 

IV-1, which is the calculation of the revenue lag.
     MR. INNIS:  Yes, I have that.
     MR. ADAMS:  We calculate that if the approach is taken to depend on the revenue lag as opposed to the customer numbers, that this change alone would reduce the working capital component of rate base by approximately $17 million.  Are you in a position to confirm whether that is approximately accurate or not?
     MR. INNIS:  I could confirm that that is approximately accurate.  The flow-through impact on working capital requirement would be in that order.
     MR. ADAMS:  I want to be able to use this number in argument.  So if there is any -- if you come up with a reason to -- any other opinion about that number, then you can inform us appropriately at the appropriate time.
     MR. ROGERS:  Yes.  Yes, we will.  

I take it my friend Mr. Adams just really wants an approximate number that if you follow that methodology, that's the result.  And if it is materially different, then we will let him know.
     MS. NOWINA:  Thank you.
     MR. ADAMS:  That is perfectly good for our purposes.
     If I can take you to Energy Probe Interrogatory 22.  There's a table here that provides a revised version of table IV-2.
     MS. NOWINA:  Mr. Adams, what tab of the Energy Probe?
     MR. ADAMS:  I'm sorry, H4.
     MS. NOWINA:  Thank you.
     MR. ADAMS:  22.
     MS. NOWINA:  I know you think they're the ones we always have up, but not necessarily.
     MR. ADAMS:  They were referred to several times before by Board Staff, and I was careless.
     MS. NOWINA:  You can go ahead, Mr. Adams.
     MR. ADAMS:  My question is:  Would it be possible to update table IV-1 to reflect the change in the service lag based on the response to Energy Probe 22?  Here the change is to change the service lag from 22.95 days to 18.36 days.
     MR. INNIS:  It would possible to do that, yes.
     MR. ADAMS:  Could I get an undertaking for that, please.
     MR. ROGERS:  Yes.
     MS. NOWINA:  Yes, you may.
     MS. CAMPBELL:  That would be Undertaking J8.6.
     UNDERTAKING NO. J8.6:  UPDATE TABLE IV-2 based on

the response to Energy Probe 22 AND UPDATE THE 

NETWORKING CASH REQUIRED IN TABLE 6-1 TO REFLECT A 

CHANGE IN THE REVENUE LAG.
     MS. NOWINA:  Thank you.
     MR. ADAMS:  Actually, it may be -- my next question is related, and it might be appropriate to roll it into the same undertaking.  Could you update the networking cash requirement in table V-1 to reflect a change in the revenue lag?
     MS. CAMPBELL:  Sorry, could you say that again?  Update ...     

MR. ADAMS:  Update the networking cash required in table -- I'm sorry, 6-1, my mistake.  6-1 is over on ...     

MR. INNIS:  Would that be page 38?
     MR. ADAMS:  Yes.
     MS. CAMPBELL:  Page 38 of the Navigant study?
     MR. ADAMS:  To reflect the change in revenue lag.
     MR. ROGERS:  I think that can be done without weeks of work.
     MR. INNIS:  Yes, that could be done.  Just give me a moment, please.
     MR. ADAMS:  Would that be most efficient as one undertaking?
     MR. ROGERS:  If we could have a moment to let the witness have a look at it.  I have no objection if it can be done reasonably easily.
     MS. NOWINA:  Yes.  We will take a moment.
     MR. INNIS:  The reason I'm just looking through the records is -- we've already updated that table once in response to Exhibit H, 4, 24.  I'm just seeing if that was -- no.  That is updated for a different purpose.
     Okay, so that would be your request.  Thank you.
     MR. ROGERS:  Yes.  The applicant will do that.
     MS. NOWINA:  All right.
     MS. CAMPBELL:  J8.6.  I thought we rolled it all into one.
     MS. NOWINA:  Fine.  If that works for you, Mr. Rogers?
     MR. ROGERS:  Yes.
     MR. ADAMS:  Thank you for that.  That should give us the two alternative pictures with both alternative approaches so the record is complete.
     MR. INNIS:  Just one comment, if I could add to that.
     MR. ADAMS:  Yes, please.
     MR. INNIS:  I agree there is alternate approaches by shifting some of the days here and some of the days there.  And if we look at this study, though, the consultants have landed on something that is a fair representation.  There is other aspects of the study that we could say, Well, the estimate that we used really is more in the customer's favour than what the company's cash position out of pocket would really be as well.
     So although I appreciate updating for those items, I believe that there is other items that, in terms of the corporation's cash, working capital, we have not fine-tuned the methodology to that degree.  And in some cases I believe that we have basically shortchanged ourselves in working capital.  

An example would be the table 5-1 on cost of power with our customers.  When we bill our customers in zero -- I'm sorry when we bill our customers on table 4-3, we give our customers 21 days to pay a bill.  That's what we allow people.
     The working capital study took the 0 to 21 days, divided it by 2, and said half the customers would pay before the 10 and a half days, half after.  In reality, our payments received is closer to 21 days.  When people actually pay their bills would be closer to the due date, as opposed to the middle of that grace period that we give them.  
     That is something that we've given the customer the benefits in terms of the working capital calculation.


MS. NOWINA:  Mr. Adams, would you object if those -- comments like those were on the undertaking, just to put the undertaking in context?


MR. ADAMS:  No, I wouldn't object at all.  I think it is important to get all of this information in one coherent fashion.  I think for the ‑‑ we can deal with it, for the purposes of argument, in terms of responding to those comments, rather than attempting to do it here.


MR. ROGERS:  That's a good idea, Madam Chair.  I was going to do this in re‑examination, actually, because you can see that there is -- the applicant's position would be that that study is a valid study and some go the customers' way and some go the company's way, but you can't cherry pick.  It would be helpful if we could show some examples on this answer to Mr. Adams.


MS. NOWINA:  It would be helpful to the Board, probably, if they were the same undertaking, so we can look at them together.


MR. ROGERS:  Very good.


MR. ADAMS:  My next question, actually, is going in a different direction.  Our overall perspective here, again, at a kind of high level, is to just try to come up with a fair system that is accurately reflective.


There's one area where -- that I don't think was on this list that Mr. Innis just presented, where there seems to be a slight advantage to the customer, disadvantage to the utility, that might belong on that list as well.


If I could turn you to page 28, 29 of the Navigant study.  In this instance ‑‑ well, the approach that you've used is to include interest on long‑term debt in the working cash study.


MR. INNIS:  That's correct.


MR. ADAMS:  I'm advised ‑‑ this is a highly technical area.  It's not an area of direct familiarity to me.  Energy Probe retained the assistance of Randy Aiken to help us sort through this.  Mr. Aiken advised me that it is unusual to include the interest component of long‑term debt in the working cash study, but he observes ‑ and I wonder if you agree with this ‑ that in this particular instance, there appears to be a slight advantage to the customer on reducing rate base, he estimates, by approximately 2.1 million.


Is that a fair estimation?


MR. INNIS:  That's correct.  And that number appears on page 38.  I would agree with that, in terms of the number.


In terms of the conceptual inclusion of working capital, as a result of Navigant's work and their experience in other lead-lag studies, they suggested to us that that was an appropriate -- it was appropriate to include that.  And not wanting to influence the outcome of the study, we accepted that advice even though it was detrimental to the company's working cash total.


MR. ADAMS:  Just in terms of the comparability of the approach that you've taken versus the approach taken by other utilities close at hand to the Board's mandate, I've observed that Union Gas has recently filed its rates case EB-2005‑0520.  It's another utility subject to the regulation of this Board, of course.


In it, they have filed a lead-lag study.  I understand that ‑‑ I mean, there was an undertaking this morning where you were going to compare and contrast against the other utility -- the gas utilities.


I have a specific question in that regard.  In the Union exhibit, which is -- appears as B, 1, tab 8 of that filing, at pages 6 through 8 and table 2 on page 10, the approach that Union sets out for its lead-lag study includes only O& M costs and GST; that is, it does not include depreciation, taxes, or long‑term debt.


My question is this:  Would it be possible to review the Union exhibit that I have just referenced and to prepare a comparable table reflecting putting your costs into their methodology and generating a result that we could have in evidence for this case?


MR. ROGERS:  Excuse me.  Before the witness answers, I think I must object at this point.  This is a study for a different utility in a different process.  There is no witness.  There is no support for it.  I really question the probative value of such an exercise for this case.


MR. ADAMS:  May I reply?


MS. NOWINA:  Yes, Mr. Adams.


MR. ADAMS:  The consistency of the approach between utilities is something that might provide efficiency in the regulatory process.  There may be arguments for and against, but I think it would be appropriate for the Board to have a complete set of information where there are close-at-hand comparables.


So if this is not an onerous task, I think there is value to the Board to be able to see how two large regulated utilities would treat this.


MS. NOWINA:  Mr. Adams, we asked for the undertaking this morning, and you see this as in addition to the undertaking this morning?


MR. ADAMS:  I see this as a slightly ‑‑ as a more focussed way of presenting the numbers that would flow out.  It may be that the undertaking this morning covers this, in which case I resile from my request.


MS. NOWINA:  The other question, the case in point you're talking about is the recently filed Enbridge application?


MR. ADAMS:  It is the Union case.


MS. NOWINA:  Union.  Sorry.


MR. ADAMS:  It has been filed.  I understand that no notice has been issued.


MS. NOWINA:  So my point to that is that it's therefore not an approved methodology.


MR. ADAMS:  I believe that is the case, but I also believe that there are ‑‑ that Union is not recommending any major changes in their approach, that this filing is reflective of a previously Board‑approved approach.


MS. NOWINA:  It might be more helpful for us to get the information from approved cases.  So that is only one comment that I make.


The question to you, Mr. Rogers, is:  How much effort is this going to take?


MR. ROGERS:  I was just going to suggest -- I can see that people want to speak to me about this before I say any more.  Can I do this?  Can I take this under advisement over the evening and let you know in the morning?  I'm worried about -- this is an untested report by someone, I gather, in another case for another utility.  I have no idea how much work is involved in trying to replicate the study that my client has spent a fair bit of money to get an objective view upon, so ...

     MR. INNIS:  If I could add one comment as well.  Applying a methodology that is used in the gas utility would not be appropriate for us on many of the line-item bases.  In our leads and lags, for example, the gas company would not have an IMO billing lag, for instance.


So then to recalculate the whole thing, we're talking two different businesses with different payment streams, different settlement terms and conditions.  So they're not really comparable to just ‑‑ it's not just a matter of putting Hydro One numbers to a Union process, because our process reflects the nature of an electrical utility and the conditions and codes we're working under; whereas, Union would represent a different set of rules.


MS. NOWINA:  Just give me a moment to confer with my colleagues here.


[The Board confers] 
     MS. NOWINA:  Mr. Rogers, I think your suggestion that you think about it overnight is a good idea.  Perhaps do more than think about it.  Maybe you could talk to 

Mr. Adams and determine exactly what it is that he's looking for that would satisfy his request and then tomorrow come back with some kind of suggestion about whether or not it could be --
     MR. ROGERS:  Well, just while you were conferring, I was doing the same.  I do understand there are some major differences, but there may be some things in common that we can do that will satisfy Mr. Adams, so let me speak to him and I will report to you in the morning, to the Board in the morning. 

MS. NOWINA:  Will that work for you, Mr. Adams?
     MR. ADAMS:  Yes.  I will have to drag Mr. Aiken into that discussion as well, but I think he is available, and we will make every attempt to facilitate that discussion.
     MS. NOWINA:  Thank you.
     MR. ADAMS:  I think these are clean-up items.  I've got two interrogatories I want to turn you to.  One is Exhibit H4, Energy Probe interrogatory 26.
     The other one I'm going to turn you to is H4, Energy Probe interrogatory 24.
     In H4, 26, we're talking about the -- we're requesting information about the lead lag implications of the CapGemini contract.  And the response in the table below identifies the three-quarters of a day, the .75 day’s impact.
     Just keep that in your mind and flip over to Energy Probe 24, part E.  There is an attachment there, table -- attachment A, that's recalculated to reflect this alternative calculation.
     I just wanted to make sure that the CapGemini contract lag, in this table attachment A, reflects the drop, the lag drop from negative .75 to negative .25.
     We weren't able to back-calculate it and just confirm that.  If you could confirm that, that would help.
     MR. INNIS:  We would be prepared to confirm that.  I will have to check the background calculations to confirm that that is the case.
     MS. NOWINA:  Why don't we take it as an undertaking.
     MS. CAMPBELL:  Thank you.  That would be Undertaking J8.7. 
     UNDERTAKING NO. J8.7:  CONFIRM IF CAPGEMINI CONTRACT

IN ENERGY PROBE INTERROGATORY 24, PART E, ATTACHMENT A REFLECTS LAG DROP FROM NEGATIVE .75 TO NEGATIVE .25.

MR. ADAMS:  Now, in Energy Probe Interrogatory, that is, H4, 25, there is a revised table V-3, payroll and benefits.
     MR. INNIS:  Yes, I see that.
     MR. ADAMS:  We get a problem here calculating the totals.  There is a lag of 21.33 days shown in table V-3.
     MR. INNIS:  Yes, I see that.  21.73 is the number that I have.
     MR. ADAMS:  Right.  I guess this corresponds to an original table, V-3, in the previous exhibit, in the Navigant exhibit.
     Yes, okay.  I guess we need both pieces of paper in front of us here.  So we have the Navigant exhibit that shows the payroll and benefits at 21.33 days.  Then in the Energy Probe update that has asked for the amendment on a different calculation methodology, the result is 21.73 days.
     MR. INNIS:  That's correct.
     MR. ADAMS:  So the difference is .4, .4 days between those two approaches.  But the Energy Probe Interrogatory 25 asked for an adjustment based on a .5 day’s adjustment, dropping the half-day -- or dropping the day, then dividing by 2.
     So we were confused as to why the calculation resulted in not a .5 day’s drop.  It seems to be -- there's something going on in the calculation that we can't understand.
     MR. INNIS:  I believe that would be due to the dollar weighting of the amounts, but I would have to check that also.
     MR. ADAMS:  If you could, that would help us.
     MS. CAMPBELL:  That would be Undertaking J8.8.
     UNDERTAKING NO. J8.8:  VERIFY THE DIFFERENCE BETWEEN

NAVIGANT TABLE, PAGE 21, 21.33 DAYS, AND H4, 25 OF 

21.73 DAYS.
     MR. ADAMS:  If you find, upon your review, that there is a line missing or something from the calculation, maybe you can explain what that is.
     The final one, and then I will stop bothering you, if we can go to, in the Navigant study, table V-8.  This is the Trinity lease payments.
     MR. INNIS:  Yes, I have that.
     MR. ADAMS:  I will just explain what our problem with this is.  This appears to be a data set reflecting a time period slightly less than six months.  We're just not clear on why this period was selected.
     Is this – like, why did your methodology focus on just a truncated data set like this?  Wouldn't it make sense to do this on an annual basis?
     MR. INNIS:  The calculation of the days in that table Roman numeral V-8 is a sample of our Trinity lease payments, and so it's not necessary to get every transaction that was paid on that lease for the course of the whole year.  What is important is to have a representative sample so we can calculate the number of days.  And the sample with the line items and the payment references that you see there would be sufficiently appropriate to determine an average number of days for the entire set.  So rather than going to all of them, a sample is appropriate.
     MR. ADAMS:  The payment lead time here, column H, appears to be calculated as the paid date, that is, column F, right, minus the end of service month, column C, with no adjustment for the midpoint of the service period.
     Is that how the H is arrived at?
     MR. INNIS:  Yes, that is correct.
     MR. ADAMS:  Why is that the right way to calculate this?
     MR. INNIS:  We had received the service, that is, F, column F, minus C.
     MR. ADAMS:  But wouldn't it make sense to adjust for the midpoint of the service period?
     MR. INNIS:  Just give me a moment to look at the table, please.
     MR. ADAMS:  Yes.

MR. INNIS:  That would be the difference between column F and column D; correct?  And then we are -- the payment lead time in that particular invoice is indeed five days.  I will confirm that.


MR. ADAMS:  Okay.  I think we can review that in argument.


Thank you, panel.  Those are my questions.


If I could just be allowed one brief remark.  This is -- Madam Chair, this is one area of argument where we anticipate some calculations will be required for the purposes of presenting our argument, and we're going to be able to draw upon the helpful undertaking responses that the utility has provided here.  But for the purposes of our presentation in argument, we are planning on presenting this in a written format for the clarity of the record in some fashion.


I know you've asked for oral argument with a written guideline, but I just want to identify our concern about attempting to present tables with numbers in this area without the support of written material.


MS. NOWINA:  I think that's fine, Mr. Adams.  We might confer with Board counsel and see if there are any issues with it and let you know tomorrow, but I think that is fine.  As long as you present it at the same time as you present your oral argument and you are meeting all of our deadlines, I suspect that won't be an issue.


MS. LEA:  We have in the past on occasion where this has occurred, where there's been calculation tables presented as part of an oral argument, asked the reporters to include the tables in the transcript so you only have to go to one place.  I will make inquiries, then, as to whether that is still possible, given the reporting system that we have now.  We haven't done it in a while, so it may be possible, or it can form an appendix to that transcript so that, again, you only have one place to go.


MS. NOWINA:  All right, Ms. Lea.  So we will look into that.


MR. VLAHOS:  The last time I tried that, Ms. Lea --


MS. LEA:  It didn't work?


MR. VLAHOS:  Well, no, I understand the rules have changed or something, or it was not doable.  So it may be 

-- maybe it is doable, but -- good luck.


MS. LEA:  I will make enquiries.


MS. NOWINA:  But we certainly have received materials and kept them filed separately to go with the oral argument, so we will let you know tomorrow, Mr. Adams.


MR. ADAMS:  We are looking for some way to make it convenient for you but at the same time clear so you can follow the story.


MS. NOWINA:  I don't want to listen to you say all of the numbers without having a piece of paper in front of me, Mr. Adams.


MR. ADAMS:  I don't want to say them.


MS. NOWINA:  Mr. Rogers, would you like redirect?


RE-EXAMINATION BY MR. ROGERS:

MR. ROGERS:  I just have a few questions, thank you.  I think I would like to do that with this panel.


First of all, I want to just ‑‑ we may not have to do this, but let's do it.  Could you turn up Exhibit A, tab 5, schedule 1? 


This is for you, Mr. Innis.  Exhibit A, tab 5, schedule 1, page 6.  Now, we've had a great deal of talk today about the Navigant study and the lead-lag study and the results of that study.  You've been through that with a number of people.


MR. INNIS:  Yes, we have.


MR. ROGERS:  In the pre-filed material where I directed you, is there a table which showed what the difference is between what this company is asking for, based on the Navigant lead-lag study, and what it could have applied for, based on the Rate Handbook?


MR. INNIS:  Yes, there is.


MR. ROGERS:  Would you just tell us what the difference is?


MR. INNIS:  Yes.  The company is applying for a reduction in rate base of $54.6 million, and this would impact revenue requirements by 5 million; meaning that because we've done our own revised study instead of using the Board-approved 15 percent, we have reduced our revenue requirement by $5 million. 


MR. ROGERS:  In other words, if the company had chosen to use the Rate Handbook -- which I think mandates 15 percent?


MR. INNIS:  That's correct.


MR. ROGERS:  Of OM&A expenses; is that what it is?


MR. INNIS:  Of OM&A and cost of power expenses.


MR. ROGERS:  You would have a number to be put in the rate base.  But the approach that the company has taken by following the Navigant recommendations results in an addition to rate base which is $54.6 million less than it would be if the company relied on the Handbook?


MR. INNIS:  There was a reduction of rate base of 54.6.


MR. ROGERS:  And the revenue requirement reduction that would flow from that rate base reduction is approximately $5 million, as shown on this exhibit?


MR. INNIS:  That is correct.


MR. ROGERS:  All right, thank you.  By the way, did you direct Navigant in any way to skew the results of this study in favour of the utility?


MR. INNIS:  Absolutely not.


MR. ROGERS:  Did you follow all of the recommendations?


MR. INNIS:  Yes, we did.


MR. ROGERS:  I have another question, just changing topics very slightly.  My friend, Ms. Campbell, was asking you a great many questions about -- I guess this was in the lead-lag study, too.  I think it was.  No, it wasn't.  It had to do with accounts, liquid accounts in excess of 90 and 120 days.  Do you recall that discussion?


MR. INNIS:  Yes, I do.


MR. ROGERS:  I don't think we need to go to the exhibit.  But you were asked about what, if anything, you were doing to write off those accounts sooner.  Do you recall that discussion?


MR. INNIS:  Yes, I do.


MR. ROGERS:  Now, my question is this:  If the company did decide to write those accounts off sooner than what you do presently, what would be the result so far as the revenue requirement was concerned?


MR. INNIS:  In order to write off those accounts, they would have to be charged to a bad debt expense, and that bad debt expense would increase and the revenue requirement would have to increase also.


MR. ROGERS:  So if these delinquent accounts -- you explained to us the length you go to try to collect them.  If you simply wrote them off after 90 days, would there be a direct addition to the cost of service for that amount?


MR. INNIS:  Yes, there would be.


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


MS. NOWINA:  Thank you, Mr. Rogers.  

Mr. Vlahos.


MR. ROGERS:  Excuse me, I beg your pardon.  There is one other thing that really isn't re‑examination.  It was something I overlooked at the beginning of this afternoon, and I think Mr. Cowan had an answer to a question that was raised this morning and I just forgot to mention it.  Perhaps I will do it now before the Board begins, if I can just find ...

     It has to do with a Board question.  It had to do with, yes, the high voltage distribution system.  Do you remember that, sir?


MR. COWAN:  Yes, I do.


MR. ROGERS:  You were asked some questions about what the gross amount of that amount would be and what the impact ‑‑ what the net book value effect was.  Do you recall that?


MR. COWAN:  Yes, I do.


MR. ROGERS:  Are you able to advise the Board now of the more precise figures?


MR. COWAN:  Yes, I am.  I think this morning I mentioned the figure of approximately 90 million, but I wasn't quite sure whether it was a gross number or a net number.


MS. CAMPBELL:  Yes.


MR. COWAN:  Over the lunch, I got the actual numbers.  The gross number is actually approximately 85 million and, the net book value of that would be 55 million.


MS. CAMPBELL:  Thank you.


MR. ROGERS:  One last thing and I promise to stop.  I apologize.  I forgot this as well.


Mr. Innis, I think it was you were being asked a question.  I think it was Mr. Vlahos was asking you about why it was important to include a forecast of the deferral account to begin collection May 1st, 2006.  Do you recall that discussion?


MR. INNIS:  Yes, I do.


MR. ROGERS:  Now, help me understand why you think it is important.  After May 1, 2006, would the company be putting any additional amounts in those deferral accounts?


MR. INNIS:  Many of the deferral accounts that we are requesting recovery for here will no longer be required.  Any recovery, for instance, for the OEB rates -- or OEB costs would be put in rates.  So a number of these accounts would cease after April 30th of 2006.


MR. ROGERS:  The low voltage, for example, would that ‑‑ would you continue to record items in that account after May 1, 2006?


MR. INNIS:  No, we wouldn't.  No, we wouldn't.  The low voltage account would no longer be required to be set up as a regulatory asset.


MR. ROGERS:  Does that fact have anything to do with the reason why the company is asking that the forecasted amounts be recovered beginning May 1, 2006?


MR. INNIS:  Yes, it does.


MR. ROGERS:  Just explain ‑‑ just connect those dots for me, would you?


MR. INNIS:  Certainly.  The accounts that we have requested recovery for, as mentioned, a number of them will no longer be required after we reset rates.  One of the reasons that we have deferral accounts is because we've had no opportunity to recover those costs.  

However, once we have a rates ruling, we have put these costs in rates going forward such as pension, such as the OEB assessment cost.  And allowing us recovery of those accounts up to April 30th, ‘06 will allow us to close those accounts out, and dollars will not be added to a number of those accounts going forward.  

And this is a good thing, that it will help us to clean-up the regulatory asset balances.  We will not be dragging them out over the future for subsequent recovery.  And as we're putting those dollars into the accounts, we will close them out on the balances to be approved.
     MR. ROGERS:  All right.  Thank you.  
     MR. VLAHOS:  Thank you, Madam Chair.  

Mr. Innis, I wish you would have responded like that before.
     MR. INNIS:  So do I.
     MR. ROGERS:  For the first time in this hearing, I'm glad I was here.  
     MS. CAMPBELL:  Just ...     

MR. VLAHOS:  Sorry, I was going to -- go ahead, 

Ms. Campbell.
     MS. CAMPBELL:  Mr. Rogers is forgetting things; so am I.  One of the things that happened:  We made K8.5, which is the mechanistic approach to update, and we didn't have enough copies.  We now have an abundance of copies for the Board Members.  I thought, before I forget this – 

Mr. Rogers forgetting it reminded me I'd forgotten - I will give you your own copies, properly marked.  Thank you very much.  Thank you.
     QUESTIONS FROM THE BOARD:
     MS. NOWINA:  Mr. Vlahos, I think you finally have the floor.
     MR. VLAHOS:  Mr. Innis, that does help me to understand the rationale for an April 30th balance.
     Just to complete the record, though, are we talking about the regulatory asset accounts that the Board has dealt with in the past?  Are we also talking about the new proposed deferral accounts as part of this application?
     MR. INNIS:  In our Exhibit F1, tab 2, schedule 1, we're listing all of the balances we're seeking recovery for as part of the generic --
     MR. VLAHOS:  Sorry, just give me a second.  F1, tab 1, schedule 1, page ...?     

MR. INNIS:  Page 2.  That is the list of balances that we are seeking recovery for, with the exception of that discussion we had on the RRP.
     MR. VLAHOS:  Sorry, give me a second, because I had some difficulty before finding that reference.
     MR. INNIS:  Exhibit F1 --
     MR. VLAHOS:  Exhibit F1, tab 1, schedule 1.
     MR. INNIS:  No, tab 2.  Tab 2, schedule 1.
     MR. VLAHOS:  Let's try again.  Exhibit F1, tab 1, schedule 2, page -- page 2?
     MR. INNIS:  Exhibit F1, tab 2, schedule 1, page 2.
     MS. NOWINA:  Tab 2, schedule 1, page 2.
     MR. INNIS:  Page 2.
     MS. NOWINA:  Yes.
     MS. NOWINA:  Which starts out "Pension costs."
     MR. VLAHOS:  Okay.  I have it now.  Continue, please.
     MR. INNIS:  So, the table 1 on page 2 lists the accounts that are included for recovery that we're seeking recovery for at this hearing.  We have also indicated, in our evidence, that there were other accounts that we requested, variance accounts, and that is in Exhibit F1, tab 3, schedule 1.
     MR. VLAHOS:  Before we go there, though, let's stick with that table 1.  Those are all accounts that they're linked to the regulatory assets decision?
     MR. INNIS:  When you say “regulatory assets decision,” do you mean the one in 2004?
     MR. VLAHOS:  I'm talking about the last and still current, a decision by the Board in disposing of the regulatory asset balances.
     MR. INNIS:  Some of these accounts existed consistent with that decision; however, the dollar balances in these accounts are strictly for items that are subsequent to that decision, that would have started January 1 at 2004.
     So the account existed, but the dollars are -- are dollars subsequent to that decision.
     MR. VLAHOS:  Let's go line by line, then.  Pension costs, did that account exist?
     MR. INNIS:  No, it didn't.
     MR. VLAHOS:  It did not?
     MR. INNIS:  No.
     MR. VLAHOS:  So that is a new account?  

MR. INNIS:  That is correct.
     MR. VLAHOS:  All right.  OEB costs, did that account exist?
     MR. INNIS:  That is a new account also.
     MR. VLAHOS:  Is?
     MR. INNIS:  A new account.
     MR. VLAHOS:  A new account?
     MR. INNIS:  Yes.
     MR. VLAHOS:  The ISVA, that's -- those did exist.  Same with retail cost variance accounts.  

MEU rate mitigation?
     MR. INNIS:  That is a new account.
     MR. VLAHOS:  The RRRP, stands for?
     MR. INNIS:  Rural and remote rate protection.
     MR. VLAHOS:  We said that doesn't.  There is no jurisdiction, really, by this panel to do anything with that.
     MR. INNIS:  That's correct.
     MR. VLAHOS:  Okay.  So that is not applicable, okay.  

And the low voltage, that existed?
     MR. INNIS:  The account existed, and the dollars in this account are subsequent to Jan. 1, 2004.
     MR. VLAHOS:  Okay.  And you want to forecast the balances of the accounts that existed at that time of the Board's decision plus the new accounts that you're proposing to set up?
     MR. INNIS:  That is correct.  And each of those forecasts were based on information we had in mid-2005.
     MR. VLAHOS:  So let's deal with the new accounts, and that is the pension cost, the OEB costs, and the MEU rate mitigation.
     Now, if you get your May 1st balance, all of these accounts go away?
     MR. INNIS:  Yes, that's correct.
     MR. VLAHOS:  All of them disappear?
     MR. INNIS:  That is correct.
     MR. VLAHOS:  And any differences from the balance to be disposed of and the actual would be collected in an account?
     MR. INNIS:  Yes, that is correct.  We would track that.
     MR. VLAHOS:  I do recall the account.  When it comes to the regulatory asset accounts that the Board dealt with, I'm not familiar with which account those three new account balances would go to.
     MR. INNIS:  In a similar fashion, it's the last regulatory asset approval, the Board-approved collection of those accounts in a regulatory asset recovery account.
     Now, we would also be requesting that these balances be transferred to that account so we could monitor that and track it in a similar fashion to what we're doing currently with the other regulatory asset approvals.
     MR. VLAHOS:  So if that is the case, Mr. Innis, come May 1st the company will have absolutely no deferral or variance accounts.
     MR. INNIS:  We'll have the ongoing ones --
     MR. VLAHOS:  That's a good question, by the way.
     MR. INNIS:  I would like that to be the case; however, there will be the retail settlement variance account, retail cost variance account, and the RRP, ones that were required by a statute to track on an ongoing basis.  So the ones that are required that are not our own creation will continue.  The ones that we have requested --
     MR. VLAHOS:  Just step back a couple of steps now.  You said that none of these accounts -- that the reason that you want an April 30th disposition is because those accounts would not be needed going forward after that date.  That's what I heard you --
     MR. INNIS:  That is correct.  When we went through the list, I'd fired those.
     MR. VLAHOS:  Right.  Now you're saying retail settlement variance accounts and retail cost variance accounts, because they're legislation, they will have to continue?
     MR. INNIS:  That is correct.
     MR. VLAHOS:  Are there going to be any dollars booked into them?
     MR. INNIS:  Yes, there will be consistent with the accounting rules for those dollars.
     MR. VLAHOS:  I'm having difficulty, then, with the answer before --
     MR. INNIS:  No.  When we went through the list, we looked at those accounts, and we did not say that they were closed out.  So those accounts would carry on.
     I think perhaps if I can help this way.
     MR. VLAHOS:  I'm sorry, I misunderstood the answer, then.  If those accounts will carry on, then my question still stands:  Why do you need to forecast for May 1st?
     MR. INNIS:  A number of these accounts will not carry on.  The accounts that will carry on are the RSVA and the RCVA and RRP accounts.  And they carry on by statute.  So the account will exist past May 1st, 2006.
     MR. VLAHOS:  Okay.  Let's forget about the RRP, because we decided there is no jurisdiction by this panel.  We're talking about the retail settlement variance accounts and retail cost variance accounts.  They will continue to accumulate balances.  They will be recording in those accounts going forward.


MR. INNIS:  That is correct.


MR. VLAHOS:  So my question on those two groups of accounts ‑‑ and there are many accounts under those two headers; right?


MR. INNIS:  Mm‑hmm.


MR. VLAHOS:  I would say that's the majority of the deferral accounts you have today.


MR. INNIS:  There are a number of sub-accounts in the RSVA; correct?


MR. VLAHOS:  Correct, many sub-accounts.  So if they will continue, then my question, going back, then, some many pages ago:  Why do you need to dispose of the balances and to do so on a forecast basis?


MR. INNIS:  For those ones in particular, you will notice that there is a credit balance to them.  We are attempting to refund dollars to our customers.  We did not think it would be fair just to seek recovery of money that we are owed, but we wanted to be consistent, and, in cases where we owed money to our customers, we are wanting to return that to them.


MR. VLAHOS:  That says balance as of April 30th.  It doesn't tell me what the balance is as of the actual -- the actual balance that's available today or may be available 

-- may be available by the time we close this proceeding.


MR. INNIS:  The balance that I have here for Q3 was $38 million, Q3/05, and we believe that we have looked at that account and that is tracking with our assumptions.


MR. VLAHOS:  Q3, that is your calendar; right?


MR. INNIS:  That is September 30th, 2005.


MR. VLAHOS:  Okay.  But presumably you will have December 31st balances soon?


MR. INNIS:  We are in the process of closing out our financial records for the year.


MR. VLAHOS:  So those will be known to you very soon?


MR. INNIS:  Yes, they would be.


MR. VLAHOS:  And the $30 million as of September 30th, we're talking about the retail cost variance accounts now.


MR. INNIS:  That was a retail settlement variance account.


MR. VLAHOS:  Settlement.


MR. INNIS:  That's correct, and that is 38.8 million.


MR. VLAHOS:  Sorry, is that a debit or credit?


MR. INNIS:  That is money that we owe other customers.


MR. VLAHOS:  Yes, okay.  And the other account, groups of accounts, retail cost variance accounts?


MR. INNIS:  Yes.  The retail cost variance accounts, the balance as of September 30th, 2005 was $400,000.  And, once again, that is money that we owe our customers.


MR. VLAHOS:  Okay.  Thank you for that.  

Madam Chair, I have one other area.


Oh, just before we finish that area, though, on deferral accounts, we know Hydro One has a number of embedded customers, embedded distributors.  Is there anything that turns on the decision from this proceeding with respect to those embedded LDCs?  In terms of timing, how is it going to play out?


MR. INNIS:  I'm not aware that there is, but perhaps my colleague, Mr. Roger, on the next panel could address the rate impact of decisions.


MR. VLAHOS:  You're not aware of that?


MR. INNIS:  No, but Mr. Roger could help out with that.


MR. VLAHOS:  Mr. Cowan, are you aware of anything?


MR. COWAN:  I'm just trying to think from the last regulatory asset decision.  There was something with respect to LV, but I think that may be an issue we need a decision from this Board for revenue requirement in order for Mr. Roger, I think, to determine the LV rate, if I'm right.  So I think that is possibly getting at what you're asking.


MS. NOWINA:  My guess is Mr. Thiessen knows the answer to that question.  Will you elucidate? 


MR. THIESSEN:  Yes.  Tomorrow's panel is dealing with the disposition of these amounts.  In that panel, they will talk to the fact that a number -- or a great portion of these regulatory assets will be allocated to the embedded LDCs, 71 of them, and how that co‑exists or intermingles with the rate applications of the other distributors, 71 of them which are embedded.  


So it goes back to getting a decision in this case on these amounts so that those LDCs can include those amounts in their applications.


They have a proxy amount in there right now, which is based on this application, all right.  And if this application is approved as is, then everything is fine.


If those numbers change because of the approval of this application, then they will have to amend their -- likely will have to amend their applications; although, there is a true‑up mechanism at the end of all of this for regulatory assets, at the end of the period, and that's where this true‑up will happen, even for these forecast amounts or any other amounts that sort of have come in into the mix before the end of the recovery period.  Is that clear?


MS. NOWINA:  Thank you.  To me it is.  Thank you.


MR. VLAHOS:  Yes, it is.  Thank you.  

Mr. Innis, just lastly, going back to the Navigant study, the inclusion of interest charges of long‑term debt and taxes as part of the cash-working capital.  What is your understanding of the rationale for including those items?


MR. INNIS:  My understanding is that these are situations where we are required to fund the associated payments for taxes.  We have to come up with the cash to make those tax payments, and so that is a component of working capital because of our use of cash.


MR. VLAHOS:  But you're recovering those amounts, though, through the rate-making process.  The rates do reflect the income taxes the company will have to pay.


MR. INNIS:  The rates reflect the taxes.  The rates reflect the expenses.  And what the working capital components of the rates reflect is the use of cash to fund those OM&A payments or to fund those tax payments, not the absolute payment itself.


MR. VLAHOS:  That's for taxes.  Now, the same would apply for interest charges?


MR. INNIS:  Yes, a similar analogy would be appropriate.


MR. VLAHOS:  Is there any discussion, lengthy discussion, of this in the paper itself?


MR. INNIS:  In terms of the ‑‑


MR. VLAHOS:  In the study itself, the Navigant study, the rationale for including the interest charges on long‑term debt and taxes?


MR. INNIS:  There is a section in the study that deals with it in summary paragraph form, the components of working capital, and would include a tax discussion and would also include an interest discussion in the report itself.


If I could refer you to page 30 of the Navigant report, there is a discussion of the taxes in that section.


MR. VLAHOS:  Just give me a second.


MS. NOWINA:  Do you have the page?


MR. INNIS:  Yes.  It's page 30 of the Navigant report.


MS. NOWINA:  Thirty?


MR. INNIS:  Yes.


MR. VLAHOS:  Okay, thank you very much, sir.  Thank you, panel, Madam Chair.  Those are my questions.  Thank you. 

Mr. Betts.


MR. BETTS:  Thank you.  I have two much higher-level questions, and I won't try to get into details.


The first would be to Mr. Innis, and I think I would ask Mr. Rogers to listen as well.  This is with respect to the questioning of Mr. DeVellis and his concern about a potential $200,000 credit to ratepayers.  I think the $200,000 amount was a number that you threw on the table as an approximation of what a credit might be, Mr. Innis; am I correct?


MR. INNIS:  That is correct, sir.


MR. BETTS:  Okay.  You indicated, in response to a question from him, that it seemed fair to you that the ratepayer might be able to ‑‑ that the ratepayer should, perhaps, enjoy that credit, subject to refinement of the methodology, I think your words were.


Do you see any reason why the consumer should not get that credit at this point, subject to your review of the methodology and, I guess, refinement of the number?


The reason I asked Mr. Rogers to listen in as well, clearly he indicated that the applicant would not be changing the application.  I just need to know from you:  Can you see any reason why the applicant cannot or should not?
     MR. INNIS:  If we had perfect knowledge of what that amount would be, that would be an appropriate adjustment to have made.
     In terms of adjusting an application, I would defer to the bigger picture about adjustments that are made for amounts of that nature.
     MR. ROGERS:  If I could just respond.  I did speak in a fairly definitive statement.  Perhaps it is late in the day, perhaps I was impatient in speaking rather than my usual good humour, but the problem is the information is not available to fine-tune that number.  So why there may be credit available, I understand that the data that is required is not available to the applicant.  I think the Ontario Energy Board has the data.  We would have to go back to what was billed in 1999 in order to do the calculation and in view of the fact that it's thought that it would be a relatively modest amount, relative to the other costs, many of which go both ways when you're forecasting costs in a case like this.  That was the basis of my answer.
     MR. BETTS:  Okay.  Mr. Innis, do you agree with that, that it, first of all, is difficult to get and it's not perhaps material?  Is that what you think you have assessed?
     MR. INNIS:  From our point of view, that information would be difficult to get.  We don't have the specific invoices to reach the required LDCs.  That would be difficult to obtain.
     MR. BETTS:  Okay.  Thank you.  

My next question is to Mr. Cowan, again high level.  But there has been two references that you've made, 

Mr. Cowan, regarding a 9 percent ROE.  I know your mind will go to those two references.  One specific one was your concern regarding how the rating agencies have assumed that in 2006 Hydro One will be getting a 9 percent return on equity and your concern regarding the potential of the OEB changing that.
     I would like to hear a little bit more about that.  First of all, whether you feel it is unreasonable that that 9 percent ROE should be considered, reconsidered in 2006 on a 2006 rate application and, also, the Board's responsibility to the ratepayer to ensure that as well as making certain that the rating agencies are happy, that they're not paying any more than they should.  I would like your comments on that.
     MR. COWAN:  Yes.  Two things.  Obviously the Board can decide what they want as far as the ultimate return on equity will be.
     Our concern with sticking with the 9 percent obviously was - we thought it was very clear, as did Toronto Hydro and Hydro Ottawa - that the 9 percent was going to be what would apply for the 2006 test year, because in neither the decision nor the Handbook was there any discussion about; however, for a forward-test-year person, the rules may change on this particular item.
     And in regard to the rating agencies, as you know, they've -- they like to look for basically three things:  They like to look for consistency in decisions, predictability in decisions, and transparency of decisions.  

And in a very recent Standard & Poors update to Hydro One, they made mention of two things.  They said that, basically, the company's economic return is based on a deemed equity component in its capital structure for regulatory purposes of 36 percent, so they're expecting 36 percent there still.  And then they make a further statement:  The ROE is expected to fall to about 9 percent as part of a rate review scheduled for late 2005.
     They then -- then they go on to say the existing and the proposed allowed equity returns are low by international benchmarks.  

In recent filing that Toronto Hydro did, which was Undertaking 3.2, they also filed an updated Standard & Poors report, and there was a similar statement there with respect to the 9 percent.  It says with -- coupon rates haven’t fallen since the company's last rate review in ’99, however the allowed ROE applicable in 2006 is expected to fall to about 9 percent.  
     So in both cases, with two different companies, the rating agencies are implying that they're expecting 9 percent.  In fact, we do know they're very, very interested in this proceeding.  Mr. Suleman over the noon hour actually got a little BlackBerry message from one of our rating agencies just letting him know they were following this proceeding closely.  Why is that?  Why is it important?  Again, we have to get back to:  Look at the significant amount of third-party debt Hydro One has out there.  It's significant.
     So the rating agencies are very concerned about consistency.  The Handbook said 9 percent.  Everybody thought it was going to be 9 percent.  In the Toronto Hydro proceeding, in fact in their settlement conference, that issue was settled at 9 percent, and then it was brought onto the table, as I understand it, by Board Staff.  They said, Well, no, let's rethink this.  That's what brought it up in that area.
     Of course, it's been on our issues list as ROE, as an issue.  But -- we're here to try to defend why we feel it should be 9 percent, and we say because the rules were set.
     Now, at the same time, in the Handbook proceeding, Hydro One was one of the very few people who did say there should be an update.  And we won't change our opinion on that from the point of view of, you know, there should be updates as part of the mechanism, but it's got to be known up front that that is going to happen.
     So we're saying if the Board does decide to do an update, let's follow the same, the correct procedures, which is the full Cannon methodology, but in this particular case for 2006, we feel that 9 percent should be what is in the -- should be what is the rule.  And going forward, the Board has planned this generic hearing.  Let's re-look at the whole issue, let's look at the Cannon methodology, let's look at other issues, and all parties can file evidence, it can be tested by all parties concerned, and to me that is the better approach to this proceeding.
     MR. BETTS:  Thank you.  I appreciate your clarification.  

That's all, Madam Chair.
     MS. NOWINA:  And I have no questions.
     Mr. Rogers, did you have any further redirect?
     MR. ROGERS:  No.  I still have $200,000 on my mind.  I may talk about it again tomorrow.
     MR. ROGERS:  Thank you very much.  I had arranged for my next panel to be here.  I think it is probably best to start tomorrow morning with them.
     MS. NOWINA:  I think we're finished today.  And we will resume again tomorrow morning at 9 o'clock for hopefully our last day of hearing witness panels.  

Thank you very much, everyone.  Thank you very much, witness panel, for all of your help.
     --- Whereupon hearing adjourns at 4:16 p.m.   
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