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MR. KAISER:  Good morning, ladies and gentlemen.  We're meeting this morning in the continuation of the discussion that we were having last day and, of course, with the procedure that was outlined on September 21st.  I would like to welcome you all here this morning.  


I am also told that we have some distinguished gentlemen from Brazil here watching this proceeding, so be on your best behaviour.


We're going to start in ‑‑ having trouble hearing?


UNIDENTIFIED SPEAKER:  Yes.


MR. KAISER:  Well, I will do my best to speak up.  We have circulated a list which we propose to be the order for addressing the issues today.  The first panel will be a panel from Board Staff.  


The idea this morning is that you will have all received written answers to the different questions put to the different groups, and we will have any follow-up questions or clarification that you may require with respect to that.  We hope it won't be too lengthy so that we can get through this matter today, but we will start with Board Staff and we will proceed, if it's acceptable, going around the room this way, starting with Lynne Anderson and proceeding around to Mr. Aiken.  

Are you ready, Mr. Fogwill?


MR. FOGWILL:  As I understand it, we're prepared to answer questions ...


MS. CHAPLIN:  Put on your mike.


MR. FOGWILL:  Sorry.  As I understand it, we'll be answering questions related to the responses we have been given.


MR. KAISER:  That's correct.  

Ms. Anderson, any questions?


MS. ANDERSON:  I will pass that to Mr. Rogers.


MR. KAISER:  Mr. Rogers.


QUESTIONS BY MR. ROGERS:

MR. ROGERS:  Good morning.  Just a few clarifying questions.  

The CLD asked on question 23 about the Board Staff proposal for deemed short‑term debt, and, frankly, we still don't understand Board Staff's position about how it intends to treat the issue of short‑term debt in the Code.  


So we have your answer here where you flag that.  I gather that Board Staff is concerned that some LDCs in Ontario might be seizing upon an arbitrage opportunity by relying on short‑term debt rates where they have a regulated higher interest rate for longer-term debt, but I wonder if you could just clarify your position on this, because at this point my clients aren't sure how to respond to this issue in the final submissions that are due in a couple of weeks hence.  


I wonder if you could take us through this, once again, how you are approaching this issue of short‑term debt.


MR. FOGWILL:  Very well.  What I will do is I will take you through some of the thinking that we've engaged in, and it is still evolving.


What we were looking at was recognition that there were some LDCs that are using short‑term debt in their structure right now.  And so the issue became how would we -- 


UNIDENTIFIED SPEAKER:  Sorry.  We can't hear.


MS. BRICKENDEN:  There is space available around the table here, if you would like to come forward.


UNIDENTIFIED SPEAKER:  I think all of us can't hear.


MR. FOGWILL:  We've got someone coming by to have a look.  What we will do for the time being is try and be very loud.  How does that sound?  Does that work?  It doesn't work with my kids.


So where was I?  Oh, so we're recognizing that there was some short‑term debt in the structure, and then the issue became:  How do we determine what that amount should be set at?


And the only piece of information we had available to give as any guidance on that right now is this Hydro One lead-lag study.  So that is where we got to the 8 percent.


Now, I don't think Staff is firm on that 8 percent, in terms of what the amount should be, and so we could look at alternatives to determining what that amount is.


What I think we would want to do, though, is find an approach that didn't require evidence to be filed by each individual LDC.  So one approach we were thinking about, which is not necessarily reflected here or maybe we didn't mention it, is taking an average of what the short‑term debt amounts are out there right now and using that as an appropriate amount for LDCs to use as part of their short‑term debt, but there may be others.  And it is a point we would like to get other views on with respect to how we would determine an amount, keeping in mind the principle being we don't want evidence necessarily to be filed on an individual utility basis.  


So if we used that principle, what would be an option we could consider?


MR. ROGERS:  And, Allan, when you come up with this, with this average, is it Board Staff's expectation that the LDCs will change their structures to comply with the average?


MR. FOGWILL:  Yes.


MR. ROGERS:  So this is aimed at, directed at changing how utilities actually utilize short‑term debt so they all -- the whole industry comes within a certain bandwidth?


MR. FOGWILL:  It would be how it would be reflected in rates.  Determining whether or not that is an exact structure that a utility has, that's up to the utility management.


MR. ROGERS:  There may be some other follow-up questions on this point from Colin and Lynne Anderson.


QUESTIONS BY MS. ANDERSON:

MS. ANDERSON:  Yes.  I guess what my question is is:  Your comment that said that this is not meant to be addressing how we calculate the rate base.  So this is not about the working capital allowance included in rate base; is that correct?


MR. FOGWILL:  That's correct.  I mean, we use that as a means to start off the discussion and say, Well, let's look at it from that perspective.


But we could move away from that concept, given the fact that if you look at the actual short‑term debt amounts that some of the LDCs have, they don't necessarily reflect their working capital.


MS. ANDERSON:  Just to clarify, at the moment Board Staff isn't proposing a change to the way they calculate the rate base, the working capital allowance component of the rate base?


MR. FOGWILL:  No, absolutely not.


MS. ANDERSON:  Okay.


QUESTIONS BY MR. McCLORG:

MR. McLORG:  Good morning, Allan.


MR. FOGWILL:  Good morning.


MR. McLORG:  I think my question really follows from Lynne's.  I was trying to determine what the nexus was between Board Staff's views on short‑term debt as a component of the capital structure versus the use of short‑term debt, if any, for purposes of working capital allowance.


So what I understand now is that your proposal doesn't pertain to the calculation of the working capital allowance and that you wouldn't, for example, be proposing that something different than 15 percent of cost of power and certain operating expenses be changed.


MR. FOGWILL:  That's correct.


MR. McLORG:  Okay.  And then just to make it very clear for me, I understand Board Staff's concern to be what Mark outlined, which is that there can sometimes be an allowance incorporated in rates that assumes a higher interest rate for long‑term debt that, in fact, is not realized in practice by utilities that finance their operations, even long‑term assets, by way of short‑term debt.  So that's your concern?


MR. FOGWILL:  Yes.


MR. McLORG:  And would it be possible, then, to adopt an approach where the Board could have a rule such that perhaps by default a long-term debt component and an associated debt rate could be permitted in the cost of service, provided that that is actually reflective of the capital structure of the utility, but if the utility chose to go entirely short‑term debt, that they would have the ‑‑ an associated deemed short‑term debt rate used for the purpose of costing that component of their capital structure?


It wouldn't have to do with working capital at all or be expressed as a certain percentage of rate base?


MR. FOGWILL:  That's right.  That's correct.  That's a possibility that could work if you were reviewing the particulars of a utility when they were coming in to set their rates through a rebasing exercise, for example.  It would not necessarily be something that would work in this Code-related type of approach that we're seeking to use for 2007.


So, I mean, that's one element that could be considered as an option.  If you had a certain specific Code and if you were under some sort of incentive regulation, it would be this.  Otherwise, if you're coming in for a rebasing, it could be that, kind of thing.


MR. McLORG:  One quick follow-on question, if I may, just pertaining to that.  What information do you think that Board Staff will, or the Board will require utilities to file or provide to the Board in order to effect the 2007 rate adjustment?  Are we going to be required to ‑‑


MR. FOGWILL:  Nothing.


MR. McLORG:  Okay, thank you.


QUESTIONS BY MR. ROGERS:


MR. ROGERS:  The next question:  The Coalition of Large Distributors had asked in question 34 to Board Staff about the formula or the approach intended to use for the new codes, and we asked specifically about the approach that you're thinking about at this time, at least, and, that is, whether the codes would have a true formula or whether the codes would really have more fixed numerical values.


And in your answer back to question 34, you said that ‑‑ you say that the method proposed by Staff contains both variable and constant terms in a formula.  I wonder if you could just explain that a bit further.  What do you mean by ‑‑ what would be an example of a variable term?  What would be a variable ‑‑ or an example of a constant term?


MR. FOGWILL:  Well, the constant term could be the premium above a riskless rate; it could be, for example.  And the variable term could be the riskless rate itself.


MR. ROGERS:  So that the formula could have series of fixed numbers?  That's what we could see in the code?


MR. FOGWILL:  Yes, that's possible.


MR. ROGERS:  And it could also have what I would call a more true formula; not the answer but components that would lead to a number?


MR. FOGWILL:  Well, I don't parse that distinction.  I think in any formula there are always constant and variable terms.  It is just simple math; right?  So a formula can have both.


MR. ROGERS:  For those parts of the formula that will require numbers and numbers updated over time, do you see the code actually spelling out, Here's going to be our sources of data?


MR. FOGWILL:  Yes.


MR. ROGERS:  Here's the time lines and the time periods from which we extract data?


MR. FOGWILL:  Yes.


MR. ROGERS:  Now, I also wanted to ask a question.  This seems like it is the best forum for it.  I will explain that shortly.

In question 4, we had asked about jurisdiction for this approach of Codes of Conduct or codes for cost of capital and IRM.  And the answer back, in part, was that the Board's license amendment proceeding, EB-2006‑0087, is a more appropriate form for addressing concerns regarding the Board's overall approach to implementing the cost of capital incentive regulation methodologies.  


But since these answers have come out and since the first Technical Conference, we now have the first procedural order for the licence amendment hearing, and you will note that some of the issues that are taken off the table deal with some of these questions, whether IRM is appropriate, the details of the cost of capital study, whether exemptions should be granted.  


So I guess we're left with a dilemma that, you know, in this answer from Board Staff, it referred us to another forum; but in that other forum, now the issues that we're interested in have been taken off the table, so we're left with the question of where the parties get to raise these issues in this process.


MR. FOGWILL:  You're talking about the jurisdictional issue?  You say that is not on the table in the other ‑‑


MR. ROGERS:  Well, the whole approach to whether this is an appropriate approach, the details of what's being put forward.


MR. FOGWILL:  The details are here, but the jurisdictional matter is there.


MR. ROGERS:  At the cost of capital?


MR. FOGWILL:  No.  The details related to cost capital incentive regulation will be dealt with here, and the jurisdiction about whether the Board can use those codes to effect rates will be dealt with in that licence amendment proceeding.


MR. ROGERS:  Well, let me ask you ‑‑ let me ask it this way:  One of the issues that is now removed as an issue from the licence amendment hearing goes to the issue of exemptions, who should be ‑‑ what utility may be exempt from the code approach.  That's not to be discussed at that hearing.


On that issue, does Board Staff ‑‑ what's Board Staff's view on how easy or not so easy it will be for utilities to seek and achieve that exemption?


MR. FOGWILL:  Well, in terms of ‑‑ and I will let Mr. Millar step in if I run into some legal trouble here.  But in terms of being able to ask for an exemption, the LDCs will always have that ability.


MR. ROGERS:  Mm‑hm, yes.


MR. FOGWILL:  But in order for you to ask for an exemption, you must first have something to ask for an exemption from, and that's the point that I think is raised by that removal of that point in that proceeding.  


So you need to establish whether or not that licence amendment is going to be put into place, and only then can you ask for an exemption to it.  

Now, whether or not the utilities will be successful, that will be up to a panel to decide.


MR. ROGERS:  See, because I think what probably the CLD is struggling with, when you look at the record of the questions and answers from our earlier session and the answers we've got back now, it appears that at least part of the driver for these codes is administrative expediency.  


You have 90 utilities in the province.  They all can't do their own cost-of-capital studies.  So understandably it may be beneficial to have a code in place for the vast majority that would just go through the standardized approach.  


However, if there are utilities that do want to take on things like their own cost-of-capital studies, we believe they should be allowed to do so.  But if it's the expectation of Board Staff that once the code is issued and promulgated and approved, then it has the force of law on these utilities if they don't comply, they could be in breach, they could have compliance orders, and if it's going to be a huge hurdle in Board's mind to obtain an exemption, we would like to at least know Board Staff's position on that.


MR. FOGWILL:  Well, I can't answer ‑‑


MR. ROGERS:  If we can't raise this at the licence amendment proceeding, it would be nice to have on the record now Board Staff's position of at least their expectation of how ‑‑ whether this is part of the understanding of all the participants that if you do want to go outside this code, you should be able to do so fairly easily, as long as you're prepared to meet the evidentiary burden.  And I think that is the point.  


If we can't raise that at the licence amendment hearing, we at least get this on the record now what Board Staff's position is.  We're not asking for the OEB's position, but since -- you know, the unique role of Board Staff, that would be helpful to have that laid out for the parties.


MR. ROGERS:  It's impossible for me to speculate on how easy or difficult it will be for a utility to be successful in an exemption application.


Each individual utility is going to have to file its own separate application.  Each application will come with its own conditions and situation.  Some may be extremely obvious and straightforward.  Others may be extremely difficult and unsuccessful.


So there is no way for the Board Staff to say, with any assurance, if it will be easy or difficult.


MR. ROGERS:  Has Board Staff thought in its deliberations to date about the Code itself including a component of the Code which deals with exemptions, for example, parameters of, here's the kind of things that at least Board Staff would expect to see in an exemption application?


MR. FOGWILL:  No, we haven't dealt with that.


MR. ROGERS:  Just a final ‑‑ and this is a general comment.  Again, this comes from intervening events.  Within the past couple of days, there was a letter from the Board to all utilities requiring them to file a plan on Smart Meters by December 15th.  


I'm wondering if there is anything in the Board Staff positions around these codes, particularly for 2007, that that impact Smart Meters that may impact this additional filing that has to be done on December 15th?


MR. FOGWILL:  No.  That plan was a consequence of a generic decision that came out in March.  March.  And if you recall, it was the requirement for the plan was 90 days after the decision, and that was delayed because the regulations hadn't come through the government yet.


So the letter is really just stating that it's time for everyone to file those plans.  You will note in the document, in the letter, it says that if utilities have some concern about funding above and beyond what's anticipated in the Board Staff's discussion paper, that they should bring that to the attention of the Board through an application for rate relief.


So it's really the -- what that is really intended to do is to look at exceptional circumstances where the ‑‑ it's a dollar right now; right?  The dollar rate rider that we are suggesting in the discussion paper is insufficient to provide that necessary funding, and you're looking for something a lot more than that.


MR. McLORG:  Allan, just clarifying, the rate relief that you just mentioned would take effect at what time?


MR. FOGWILL:  Well, that would really depend on the application, but we would, I guess, try and coordinate that with the regular annual change on May 1st.  But, I mean, if someone was looking for it sooner, it all depends on the particulars of the application.


MR. McLORG:  I think we're almost done CLD questions, but I do have one other that just comes from some of the generic answers that Board Staff provided to several questions.


It seemed, in several instances, that you invited parties, generally, to address in their final written submissions alternative proposals that they may have, you know, concerning any of a number of questions or issues.


In a few of those, I noticed that you were inviting parties to provide studies or generally to lead further evidence about some of the things that were of concern to them.  I just wanted to confirm my understanding that it's not that you are contemplating any further testing of evidence at all so in final written submissions parties might bring evidence of some kind, but it would lie there upon the record without being tested or questioned in any way.


MR. FOGWILL:  This is not evidence.  It's a consultative process that involves the conversation amongst a number of stakeholders.


MR. McLORG:  Yes.


MR. FOGWILL:  We don't test evidence through this process.  But to get to the essence of your question, there will not be an opportunity for people to ask questions of whatever nature about that information.  That would be provided at the end of October.


MR. McLORG:  Thank you.


MR. ROGERS:  Those are our questions.  Thank you, Mr. Kaiser.


MR. KAISER:  Thank you, Mr. Rogers.  

Any questions from the water power?


MR. TUNLEY:  We have none.


MR. STEPHENSON:  We have no questions.


MR. KAISER:  Hydro One.


QUESTIONS BY MR. COWAN:

MR. COWAN:  Thank you, Mr. Kaiser.  

First off, Hydro One wants to say we certainly appreciate the efforts of the various parties to respond to the numerous questions posed in this latest round of discovery.


Clearly, much work is needed to sort through the responses, determine the final recommended position, and implement the Board's final decision, not to mention the work necessary to finalize the structure of their generation IRM.


Realizing that Board Staff hasn't had the opportunity yet to investigate what form third generation IRM will take or really how to implement second generation IRM, Hydro One will not pursue any of these matters further today.


Hydro One believes we have enough information now to make our final submission on October 27th, subject to asking three clarifying questions.  Our purpose for being here today is really just to provide any clarification that any of the parties may have to our responses already filed.


Basically our position continues to be that we believe that the best direction with respect to the determination of the appropriate ROE, absent full evidence and its testing in a rate proceeding, is a continuation of the status quo, i.e., the application of an automatic adjustment mechanism, or the Cannon methodology as properly applied, to what the Board does for the gas industry and what is used in many other Canadian jurisdictions.


With the inclusion of Hydro One's recommended CI adjustment mechanism, we believe the second generation IRM proposal should be adopted, given the short time frame it will be in use prior to the establishment of third generation IRM framework.


Now, as noted, we have three questions.  The first one is for Dr. Lazar, and it's in reference to our question 3(b).  

Dr. Lazar, we understand from your response that you were not able to use publicly available data but had to rely on a third party to get your yield data.  I was wondering if you could let us know who that third party data provider was, and, secondly, whether you had the opportunity to verify how the raw data was calculated by that third party.  


DR. LAZAR:  The third party data, unfortunately I'm the wrong person to ask that.  It would be my colleague Eli Prisman who obtained through our Schulich School.  We have access to various databases there, and it was one of those databases that, in turn, relied upon Bank of Canada data.  Obviously given the timing, there are probably some adjustments.


Have we checked it with the actual Bank of Canada data?  No.  The answer to that is we have not done so.


MR. COWAN:  So this would be a paid third party subscription, would it?  


DR. LAZAR:  I guess Schulich School does pay for it, but there is no costs, obviously, to the faculty members.


MR. COWAN:  Okay, thank you.  My last two questions, I believe, would be for Allan.


Allan, in response to question 6(a), we were just wondering:  Does Board Staff believe that preferred shares have the identical equity value as common equity?  I.e., does Board Staff believe that capital markets' view, 36 percent comment plus 4 percent preferred, has been as strong a capital structure as a utility with 40 percent common equity?


MR. FOGWILL:  No.


MR. COWAN:  Okay, thank you.  And, finally, and this is -- in your generic question number 4, which is entitled "Return On Equity Cannon Methodology", in B part to that, you ask:   

"What should the starting point for the ROE applicable to electricity distributors be; i.e., the 9.88 percent or the 9 percent?"


Now, I note in your response to CLD question 15, you provided three examples, but you did not use 9.88 percent and I was just wondering, why not?


MR. RITCHIE:  It's Keith Ritchie for Board Staff.  

If you may recall, in fact the 9.88 itself originally came from a Hydro One TXDX rate update in March of 2000 and was in fact developed through the annual adjustment method of the Cannon methodology to the 9.35 percent that the Board approved for Ontario Hydro Services Company at the time in its RP-1998‑0001 decision.  


So I believe it is the third example in Board Staff's response to CLD 15, actually started from the 9.35 and applied the update methodology from that point.  


MR. COWAN:  Thank you.  Those are all of our questions.


MR. KAISER:  Thank you.  

Mr. Moran.


QUESTIONS BY MR. MORAN:

MR. MORAN:  Thank you.  I would like to follow up on the short‑term debt question.


Allan, you indicated that Board Staff aren't firm on setting the amount at 8 percent and that your position is evolving.  I'm wondering if you might help us with your thought processes with respect to setting the rate for short-term rate, the cost rate.


MR. FOGWILL:  What the rate would be?


MR. MORAN:  Yes.


MR. FOGWILL:  We would identify that as being ‑‑ it's going to have to be consistent with the work that the Board is doing on interest rates for variance and deferral accounts, which is happening in another process.


MR. MORAN:  Right.  I'm just wondering if you could help us understand what the thinking is at this point on the rate.


MR. FOGWILL:  On what the rate is?


MR. MORAN:  On what the rate might be.


MR. FOGWILL:  I haven't been following that process, but I believe there was a discussion paper sent out for comment.

Duncan; is that correct?  


MR. SKINNER:  Duncan Skinner.  

Yes, there was a discussion paper that was sent out proposing to use the Scotia Capital medium-term note, quotes that are in the public domain.


MR. MORAN:  Is that not something that comes into play here, given that you're thinking about including short‑term debt as part of the cost of capital?


MR. FOGWILL:  Well, it is, and we do have a public process surrounding that element, as well.  So given that we have -- stakeholders are able to respond both to this process and the majority of the work we're doing here, plus this other element in a separate process, we didn't see the need to repeat that through this process.


MR. MORAN:  So how would it feed into this process, then?


MR. FOGWILL:  Well, it would become the marker for the short‑term debt amount.


MR. MORAN:  And it would be incorporated in the Code in some way?


MR. FOGWILL:  Yes.  We would reference that adjustment mechanism in the Code.


MR. MORAN:  So this other process is also a code-making process, then, the one that you're referring to?


MR. FOGWILL:  No.


MR. MORAN:  It's not, okay.


The next question is whether Board Staff intends to make any legal submissions on the jurisdiction issue in the context of the licence amendment proceeding.


MR. FOGWILL:  I'm not sure.  

Do you want to take that, Mike?


MR. MILLAR:  Yes, thank you, Allan.  

Mr. Moran, I don't believe we are.  Board Staff obviously feels we have the jurisdiction to do this or we wouldn't be undertaking this course of action.  


If we are challenged, I guess we have to make submissions on it, but we don't plan to make submissions on it otherwise, I don't think.


MR. MORAN:  So in advance of the 20th, we won't understand the basis for your feeling that you have jurisdiction?


MR. MILLAR:  Well, the basis is we think the Act gives us the power to do that.


MR. MORAN:  My last question has to do with question one that the EDA posed to you and had to do with providing sources of data for arriving at the ratios that were used in tables 1, 2, 6 and 8 of your report calculating the cost of capital for LDCs in Ontario.


I just want to follow up on that.  I'm assuming, based on the answer, that Board Staff and its consultants had access to the RRR data for purposes of preparing its approach to cost of capital?


MR. FOGWILL:  That's correct.


MR. MORAN:  And is there any intention of sharing that data with the folks who are going to be affected by the results of that work?


MR. FOGWILL:  That information is going to be available.  It may be the end of this week.  As soon as the end of this week, it will be available.


MR. MORAN:  Thank you.  I don't have any other questions, thanks.


MR. KAISER:  Thank you, Mr. Moran.  

Who is next? 


UNIDENTIFIED SPEAKER:  No questions.


MR. KAISER:  Mr. Aiken, any questions?


MR. AIKEN:  No, no questions.


MR. KAISER:  All right.  Next up is Hydro One Networks.  We will start the questioning with Board Staff.


QUESTIONS BY MR. RITCHIE:

MR. RITCHIE:  Thank you, Mr. Kaiser.  I have one question for Hydro One Networks, and it's related to Hydro One Networks' response to Board Staff question number 12.  And in the response to question 12, Hydro One Networks responds that it, quote:

"... estimates that Smart Meter costs will be approximately $2.00 per month in 2007."


I would like to get some clarification on this.  Is this amount of two dollars per month per installed Smart Meter, or is this a cost averaged over all of Hydro One Networks' metered customers?


MR. COWAN:  First off, “by the end of 2007” is a typo.  It should ‑‑ the Smart Meter costs that we have quoted in our response should have been ‑‑ yes, that's right, for 2007, and that's the costs that we have and we feel we will have incurred on average, divided through by the number of customers that will have had a Smart Meter at that point in time, and we expect that to rise over time probably to -- by 2010, 2011, we expect it could be upwards of closer to about seven dollars.  That's an all-in cost.  It includes not only the cost of the meters, but the infrastructure, et cetera.


MR. RITCHIE:  Okay.  So in the Board Staff discussion paper, we have sort of proposed sort of -- I guess sort of the existing amount, which I believe is about 27 cents per month on metered customers, plus an increment of about a dollar.


So since you are basically signed up, I guess, to help achieve the government's objective for Smart Meters by the end of 2007, as you've indicated in this response.  So basically would that amount sort of be sufficient for you, or is your concern that that amount is insufficient for ‑‑


MR. COWAN:  The $1.30 would be insufficient.  We are saying our costs for 2007 will be closer to two.  We're saying by near end of the program it's going to be up near seven.  So if we don't have some sort of annual adjustment, you're going to have a significant deferral account variance to deal with at the end of that time.  


So our recommendation is that there should be some sort of annual adjustment to keep pace with what the costs will be.


We note that I believe the initial estimate for some of the utilities, what they're paying is roughly $3.50 right now.  So the $1.30 certainly for '07 would not cover the costs that we anticipate.


MR. RITCHIE:  Okay.


MR. FOGWILL:  It's Allan Fogwill.  

I just want to follow on two points on that one.  First of all, you said it is around two dollars and it would escalate.


MR. COWAN:  That's right.


MR. FOGWILL:  Did I understand you correctly it was two dollars per Smart Meter, or two dollars per metered customer?


MR. COWAN:  Per customer.


MR. FOGWILL:  Per customer, all right.  Now I understand.  

And the other point is:  If that dollar that was in the proposal ‑‑ I mean, when you're ‑‑ no, never mind.  I think I've figured it out here.  Thanks.


MR. KAISER:  Any other questions for Hydro One?  

Mr. Rogers?


MR. ROGERS:  No questions, thank you.


MR. KAISER:  Anyone else?  

Go ahead, sir.


QUESTIONS BY MR. HARPER:

MR. HARPER:  Bill Harper with VECC, for the record.  Bill Harper with VECC.  

The first one is in response to your question, Board Staff question number 4.  I will just give you a minute to find it.


I think Board Staff there was asking about, if the Cannon methodology was followed, how frequently should the ROE be updated.  I just want to be clear that I understand what your position is on this, particularly for utilities that are still under the IRM mechanism.  Clearly the ROE would be updated when they are rebasing, but for a utility that continued to be under the IRM mechanism, let's say, in the second year of that term, do I understand you, from this response, that the ROE would be updated if the application of the Cannon methodology in that subsequent year showed there was a need for a change in the ROE?


MR. COWAN:  In my concluding remarks on the Wednesday of the last Technical Conference, we put forth a recommendation of how we felt the ROE should be updated on an annual basis, and we said you could simply use the Cannon methodology for those that have not been rebased yet.  So the answer is, yes, there should be an annual update for all utilities and the Cannon methodology is the appropriate methodology to use.


MR. HARPER:  To work that through the IRM mechanism, would you see using something like the Board Staff's K factor maybe on a utility-specific basis in order to do that?


MR. COWAN:  I don't see the need for the K factor.  You could just simply continue to use the Cannon methodology to do the ROE adjustment separate of the IRM methodology.


MR. HARPER:  But you somehow have to translate the cost of the ROE change into a change in the -- for price escalation that you're using for the IRM methodology.  I guess I understood the Board Staff K factor was one way of, you know, translating the ROE change into a change in the price that you're going to use if you're still under the IRM mechanism.


MR. COWAN:  You may determine the change through the Cannon methodology, and I guess if you are going to keep a K factor in there, you would have to make some adjustment to it.  But the Cannon methodology would be the base of whatever that K factor would be.


MR. HARPER:  No, I understand.  I just wanted to be clear that you would then need something like the K factor to implement the Cannon methodology.


MR. COWAN:  Yes.  There would have to be some sort of mechanism factored into the ...

     MR. HARPER:  The second question had to do with your response to Board Staff 10(f), and that had to do with Mr. Todd's CI factor methodology.  I guess there you were expressing the view that, I believe that -- if I understand this correctly -- and maybe it wasn't 10(f).  It was one of those that -- I think you were expressing the view that all of the data, in order to implement the CI factor methodology, would be available from the 2006 rate‑setting process.


MR. PORAY:  Yes, that was our response.


MR. HARPER:  And that was because I understood, when we were talking with Mr. Todd when he was here, that if you are looking at implementing a CI factor in, say, the second or the third year of the IRM term, that you would actually have to be updating your rate base for the most recent information and your depreciation values for the most recent information.  


So it wouldn't be coming from the 2006 EDR.  It might be 2007 actuals or 2008 actuals.  I was just wondering if that was ‑‑ so I was wondering if there was a change in understanding as to how the methodology would apply on a going‑forward basis.


MR. PORAY:  I think our understanding is that it would be from the 2006 base.


MR. HARPER:  Well, that's your understanding.  We will deal with it there.  Thank you.  

Thank you.  That's all.


MR. KAISER:  Thank you.  Any other questions for Hydro One?  

All right, we will proceed next to the CLD.  Start with Board Staff.  No questions?  Any other questions for the CLD?  No questions for the CLD.  

You have one, Mr. Harper?


MR. HARPER:  Yes.  Actually, I'm sorry if I can't find the reference.  And, actually, through the CLD there were a number of people providing the same response, but since you happen to be up first, I will just ask it once.  


It had to do with the issue of ‑‑ one of the Board Staff questions had to do with the issue of weather normalization and whether weather normalization was needed in order to get -- to calculate the load growth.  


And the response that you gave to Board Staff - and I believe a number of other parties gave, as well - was, No, we wouldn't need weather normalization; we could use the same approach we did in the 2006 EDR, which was average -- you know, in 2006 to get a normalized level of use for customer, we just averaged over three years.  


I can understand how averaging over three years gives you a normalized use for one point in time.  I couldn't quite understand how it would actually give you any indication as to what might be a normalized growth rate.


MS. ANDERSON:  Certainly.  I guess ‑‑


MS. CHAPLIN:  Microphone.


MS. ANDERSON:  Sorry ‑‑ in‑depth about the details of the CI factor.  I guess what we had looked at ‑‑ is it on?


MS. CHAPLIN:  It is on.  Glad I had a job.


MS. ANDERSON:  I guess where my concern was with -- the CI factor's advantage is its simplicity, and the difficulty is, if you are going to try and have some kind of weather normalized growth factor for whoever is going to apply for this, it wasn't clear how that could be done with simplicity.  That was the concern.


If there was a way of having a simple way of doing it that didn't require a major filing with the Board -- which I think is what they're trying to avoid, something that uses information already on the record.  So I think that is where the answer was based on.


I certainly ‑‑ we didn't file on a historic basis.  We filed on the forward.  So we clearly have a growth factor that we could apply from our EDR, and that is what we were thinking, that it should be something that comes out of the EDR.


MR. HARPER:  Okay, thank you.


MR. KAISER:  Thank you.  Any other questions for CLD?  All right.  

Next is Newmarket Hydro.  Board Staff, any questions?  No questions.  

Anyone else have any questions for Newmarket?


All right, next is Chatham Kent.  Any questions for Chatham Kent?  

None from the Board Staff.  Anyone else?  


All right, Waterloo North, questions?  

Canadian Niagara Power, any questions?  

COLLUS Power, any questions?  Yes, go ahead.  


UNIDENTIFIED SPEAKER:  Is there someone from COLLUS here?


MR. KAISER:  We'll see.  Anyone from COLLUS?  Nobody here.  We will come back to them next year.  

Grimsby Power, any questions?


MR. RITCHIE:  Grimsby?  Yes.  


MR. KAISER:  Do we have somebody here from Grimsby?  Yes, sir, could you come up possibly next to Mr. Skinner here?  

Yes, go ahead.


QUESTIONS BY MR. RITCHIE:

MR. RITCHIE:  Mr. Weber, I have one question.  In response to ‑‑ in your response to School Energy Coalition question number 5, you have indicated that you partnered with a neighbouring utility and have financed a joint transformer station through debt financing.  


You further indicate that you discussed the matter with the third party vendor of the promissory note and you state uncertainty both with respect to the debt coverage ratio could be offside of the covenants and the stamping fee charged as a risk premium may increase.


Now, if your embedded cost of debt and your deemed capital structure remained the same as what is in the 2006 EDR but the ROE was to be adjusted, say, to about 8.65 as shown in the response, in Board Staff's response to the CLD question 15, would you still be offside of your debt covenants in terms of interest coverage ratio?


MR. WEBER:  That's something that I do not know, and I would have to go back and take a look at.


My background is not financial, and I raised the questions before the third party vendor to comment on this, and I've relayed their comments as generically as I can, but did specifically speak to our bank for the comments that I've submitted before you.


MR. RITCHIE:  Okay.  I just think that it probably -- you know, the Board could be informed by understanding the situation, and maybe if you could address it in, say, any final submission you made for October 27th, it would certainly be helpful.


MR. WEBER:  Yes, I can do that.


MR. RITCHIE:  Thank you.


MR. KAISER:  Thank you, Mr. Weber.  

Any other questions for Grimsby?  

All right, Haldimand County, any questions?  

First Power, any questions?  

London Hydro, any questions?  

St. Thomas Energy, any questions?  

Whitby Hydro, any questions?  

The EDA, any questions?  

VECC, any questions?  

School Energy Coalition, any questions?  

Energy Probe, any questions?  

Energy Cost Management Inc., any questions?


All right.  What's next, Mr. Millar?


MR. MILLAR:  Miraculously, I think we might be done.


MR. FOGWILL:  Ms. Girvan has something.


QUESTIONS BY MS. GIRVAN:

MS. GIRVAN:  I just had a general question.  I guess in terms of final submissions, is there any sort of specific format the Board wants people to follow?  We have a lot of issues all over the map, and I just wondered if some sort of outline -- or the Board was looking at that?


MR. FOGWILL:  No, there is no specific format.  What we're looking for is your views and comments on all of the issues and, in particular, if you've got some concerns, to provide as much concrete, factual information as you can to substantiate those concerns so that we can use that when the Staff is struggling to put together its final report to the Board.


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

‑‑‑ Whereupon the Technical Conference adjourned at

9:50 a.m.
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