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NO UNDERTAKINGS WERE FILED DURING THIS PROCEEDING


Monday, June 11, 2007


--- Upon commencing at 9:36 a.m.


MR. SOMMERVILLE:  Please be seated.  Thank you.


Good morning, everyone.  The Board has convened this morning in a combined proceeding involving four local electricity distribution companies.  These cases have been combined because they deal with the same issue, which has to do with Z‑factor claims arising from the EDR 2007 rate applications.


This proceeding will consider the respective claims of the applicant companies, and we hope to complete the evidentiary phase, at least, today.  


May I have appearances, please.


APPEARANCES:

MS. LEA:  I'm Jennifer Lea.  I'm appearing for Board Staff.


MR. SOMMERVILLE:  Thank you.


MR. STEPHENSON:  Good morning.  My name is Richard Stephenson.  I am counsel for Canadian Niagara Power Inc., and they are the applicant in respect of two of the matters here.


MR. SOMMERVILLE:  Thank you, Mr. Stephenson.


MR. SHEPHERD:  Good morning, Mr. Chair.  My name is Jay Shepherd.  I am here on behalf of the School Energy Coalition.  With me is Rachel Chen.


MR. SOMMERVILLE:  Good morning, Ms. Chen, Mr. Shepherd.


MR. BUONAGURO:  Michael Buonaguro, counsel for the Vulnerable Energy Consumers Coalition.


MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.


MR. HOGGARTH:  Andy Hoggarth, CFO Peterborough Distribution Inc.


MR. SOMMERVILLE:  Welcome, Mr. Hoggarth.


MS. MAW:  Margaret Maw, CFO [microphone not activated]


MR. SOMMERVILLE:  I think your microphone was not working.  I'm sorry.


MS. MAW:  Margaret Maw, Lakeland Power, CFO.


MR. SOMMERVILLE:  Thank you, Ms. Maw.


MR. LITSCHKO:  Chris Litschko, president, Lakeland Power.


MR. SOMMERVILLE:  Thank you, sir.


I see we have a witness panel and -- this is your witness panel, Mr. Stephenson?


MR. STEPHENSON:  That's right, Mr. Chair.  I was proposing to introduce them.  They have to get sworn in and so forth, but we can introduce them.


MR. SOMMERVILLE:  Just before we get there, are any preliminary matters?  Ms. Lea, do you have any proposals with respect to the course of proceeding today?


PRELIMINARY MATTERS:

MS. LEA:  Thank you, Mr. Chair.  We have three applicants before us, with a total of four applications.  I think that our proposal is that we hear all of the evidence first, and then turn our minds to whether we have argument or not or in what form that might be delivered.


I understand that the CNPI witnesses are ready to proceed, so I recommend that we hear the evidence of that applicant first, and then I believe that Lakeland Power is ready and Mr. Hoggarth is ready from Peterborough and we can proceed in that order, although it is always open to negotiation, if anybody has a strong feeling about it.


We can consider the matter of submissions or argument perhaps once we have heard some of the evidence.


MR. SOMMERVILLE:  Thank you, Ms. Lea.  Are there any comments respecting that?  I note that, Mr. Hoggarth, you're not counsel.  You would be representing the utility yourself?


MR. HOGGARTH:  That is correct.


MR. SOMMERVILLE:  Ms. Maw, similarly, you are not counsel, but you will be representing the utility?


MS. MAW:  That's correct.


MR. SOMMERVILLE:  If you have any questions, don't hesitate to ask at any time.  Our process is not meant to ‑‑ it's meant to accommodate you, not to alienate you.  So if you have any questions, don't hesitate to ask Ms. Lea or the Panel itself while we're in session, about any aspect of our proceeding.


MR. HOGGARTH:  Thank you, Mr. Chair.


MR. SOMMERVILLE:  You're welcome.  Mr. Stephenson, you have a witness panel?


MR. STEPHENSON:  I do, Mr. Chair.  Just to make things clear for the Panel, I am here on behalf of ‑‑ and my witnesses are here on behalf of Canadian Niagara Power.  They operate two electrical LDCs in two different service territories that are here before you today.  One of them is Fort Erie and the other one is Port Colborne.  


There is ‑‑ materials have been prepared and filed.  The applications have been filed separately in respect of each of those two service territories.  There are separate claims for each of the two of them.


The claims arise, you will hear, in respect of the same incident, and I would simply propose that when the witnesses are speaking to these, they speak to all of the matters.  The matters are largely overlapping, almost entirely.  


So I am proposing they be sworn in in respect of both matters and that their evidence be given in respect of both matters, and where it is necessary to discern between one or the other, we can deal with that as we go along.


MR. SOMMERVILLE:  As you know, Mr. Stephenson, it is our practice to keep examination-in‑chief reasonably brief.  In this instance, I think there is some value in exploring some of these -- the aspects of the claims in more detail in chief.


MR. STEPHENSON:  In fact, Mr. Chair, I was proposing to do no examination-in‑chief.  I can tell you what ‑‑ just after the witnesses are sworn, I can tell you that Mr. Hawkes, one of our witnesses, has a brief overview statement that he was proposing to give in order to frame the application for you and outline essentially why we are here, at least from our perspective.  But I was then going to turn it over to Ms. Lea and we will see where we go from there.


MR. SOMMERVILLE:  That is certainly within your prerogative.


MR. STEPHENSON:  Just before ‑‑ let me introduce the witnesses, and then perhaps we can have them sworn.


I have provided CVs to Ms. Lea, and they have been distributed to the people in the room and I believe you have them.  But starting to my immediate left is Mr. Scott Hawkes.  He is the vice president, corporate services and general counsel of Fortis Ontario and he has, I believe, general supervision of the application.


Beside Mr. Hawkes is Mr. Glen King.  He is vice president finance and chief financial officer.  He is a chartered accountant, and he will be speaking largely to accounting and finance issues that arise in the application.


And beside Mr. King is Mr. Bradbury, Mr. Douglas Bradbury.  He is the director of regulatory affairs.  He is a professional engineer and he will be speaking to many of, sort of the detail, if I can call it, issues arising from the application.


I wonder if I could have the witnesses sworn.


CANADIAN NIAGARA POWER INC. - PANEL 1


Douglas Bradbury, Sworn


R. Scott Hawkes, Sworn


Glen King, Sworn 


MS. LEA:  I wonder, Mr. Stephenson, also, if we will mark these CVs with the attachment of the opening statement, which you provided to me, as an exhibit for identification purposes.


MR. STEPHENSON:  Sure.


MS. LEA:  What letter am I supposed to be using?


MR. STEPHENSON:  The four pages as one bundle.


MS. LEA:  Thank you.  There is a rule now about what letter I have to use, and it's K.  Thank you.  All right, that's fine.  So K1, please.


EXHIBIT NO. K1:  CVs OF CNPI WITNESS PANEL.

MR. STEPHENSON:  Thank you, Ms. Lea.


MS. LEA:  CVs of CNPI.


MR. STEPHENSON:  Yes, Mr. Hawkes.


MR. QUESNELLE:  Excuse me.  Just a note, when the green light is flashing, the mikes are on and the buttons operate in tandem.  You will turn off the whole dais on one side or the other.  Okay, there it is.  


MR. HAWKES:  Jennifer, you mentioned attaching something to the opening statement.  I just wanted to make sure.  Was it the opening stage or the two‑pager summary, Richard?


MR. STEPHENSON:  It is this document right here.


MR. HAWKES:  Because I do have my opening statement in writing.


MR. STEPHENSON:  You can give that orally.


EXAMINATION-IN-CHIEF BY MR. STEPHENSON:  

MR. STEPHENSON:  Before we start, just to start, Mr. Hawkes, I understand that you supervise the preparation of the applications in respect of Fort Erie and Port Colborne in respect to this matter; is that right?  


MR. HAWKES:  That's correct.  


MR. STEPHENSON:  And on behalf of Canadian Niagara Power, can you attest to the fact that these, the application is correct and accurate to the extent of your knowledge?  


MR. HAWKES:  Yes.  


MR. STEPHENSON:  Now, Mr. Hawkes, I understand that having generally supervised the -- the preparation of the application, you wanted to just do a brief overview of the matters that are set out in the application and assist us as to why you are here seeking relief in this application.  


MR. HAWKES:  Yes.  


MR. STEPHENSON:  Maybe you can do that. 


MR. HAWKES:  Thank you.  


Mr. Chairman, I would like to just provide an overview at a very high level of the three sort of main aspects of our application.  


First, Canadian Niagara Power has filed applications that are sound.  The Z-factor costs meet the OEB eligibility criteria and the implementation plan for recovery is reasonable.  


To recap, an unprecedented natural disaster began on October 12, 2006.  The event began as lake-effect rain and changed over to moisture-laden lake-effect snow, which accumulated very quickly on fully leaved trees.  This is October.  


In a short period of time, over 30 centimetres of snow had accumulated and the electrical distribution systems in both Fort Erie and Port Colborne took a beating.  All 15,000 customers were without power in Fort Erie for an outage that lasted about ten days.  In Port Colborne, 3,500 of the 9,000 customers were without power for an outage that lasted approximately six days.  


CNPI has filed applications for the two service territories, Fort Erie and Port Colborne, pursuant to section 78 of the OEB Act for orders approving its Z-factor amounts incurred in connection with the natural disaster that occurred in October 2006.  


They are complete in that they include supporting documentation and a detail for the claim listing the materials and operation and maintenance costs.  Board Staff has acknowledged that this is -- also includes pro forma calculation of interest costs, management representations, including a detailed chronology of recovery initiatives undertaken to restore power, and a discussion on eligibility criteria, recovery methodology calculations, photos and maps of the affected areas, weather reports, news releases, declarations of states of emergency and testimonials from other LDCs in your local area.  


Further, Canadian Niagara Power has answered interrogatories and responded to intervenors' arguments in a thorough and thoughtful manner.  


This, indeed, was a natural disaster that hit 18,500 customers with more than 30 centimetres of snow and was of historic proportions of the kind never experienced by CNPI in its history.  In neighbouring Buffalo, there were deaths reported in addition to widespread outages.  


CNPI's Z-factor costs are in the aggregate amount of 1.9 million.  Now, this is net of offsets for non-incremental labour, net of insurance proceeds, and net of transmission work, and meet each of the eligibility criteria of causation, materiality, and prudence.  They are costs outside the base upon which rates are derived.  


These costs, 85 percent of which were third party billings for 130 additional line crew and forestry workers, were incurred in response to a natural disaster beyond the control of management.  And officially recognized as such by reason of the states of emergency declared in both Fort Erie and Port Colborne.  


There were broken trees and limbs on lines, broken poles and downed lines, poles sheered from loading of snow, wind and trees, dangling tree limbs or hangers, as the line crews refer to them, were everywhere.  Basement flooding was common, with no power for sump pumps.  The deluge of water overloaded the sanitary system and sewage was being spilled into Niagara River and Lake Erie.  


Essential services such as hospitals and nursing homes and other socially assisted residence were threatened with lack of electricity for meals and accommodation and gas stations and groceries were without power.  


The Z-factor costs had a significant influence on CNPI's operations requiring the replacement of 100 broken poles and three kilometres of power lines.  Now, this is not in a straight line, but spread randomly throughout the system, which costs exceed 0.2 percent of total distribution expenses.  


As well, the Z-factor costs were prudently incurred as the response from CNPI was swift, it was appropriate and it was carried out in accordance with a disaster recovery plan.  They were cost-effective by utilizing resources, first within the company, then in close geographic proximity, and then under a Niagara-Erie power alliance emergency services agreement.  OEB staff has confirmed the mitigation and implementation plan is reasonable.  


CNPI's treatment of insurance proceeds and further mitigation measures benefit consumers.  CNPI's Z-factor claim would have been $50,000 greater had CNPI prorated the half a million dollar proceeds against non-incremental costs as well as incremental costs.  This amount of $50,000 is being borne by the shareholder.  


Further, it is proposed for the consumers in Fort Erie, who incurred the majority of the costs, that the proposed recovery be over a two-year period.  In terms of bill impact for a 1,000 kilowatt-hour residential consumer, this represents an annual impact to a Fort Erie customer of approximately five percent of the bill and less than three percent over a one-year period for a consumer in Port Colborne.  


In summary, the applications are sound.  They meet the OEB eligibility criteria.  And the plan for recovery of Z-factor amounts is reasonable.  


Finally, the accounting and recovery methodology are the same as the 2006 EDR and consistent with OEB Staff's submission views.  In particular, the Z-factor costs are being treated as extraordinary event costs, and have been allocated to the classes on the basis of number of customers and recovered on the basis of volumetric billing determinant.  


MR. STEPHENSON:  Thank you, Mr. Hawkes.  I have nothing further by way of our presentation in chief and I turn it over for Board Staff.  


MR. SOMMERVILLE:  Thank you, Mr. Stephenson.  Ms. Lea.  


CROSS-EXAMINATION BY MS. LEA:


MS. LEA: Thank you, good morning, gentlemen.  Thank you, Mr. Hawkes, for that summary in chief.  I have a couple of questions arising out of it.  


You’ve indicated that you mitigated your costs.  I heard three ways.  You had a storm contingency plan which you implemented.  You have reduced the total cost incurred by all non-incremental internal labour costs, administrative costs and also the insurance proceeds.  


And thirdly, you had an agreement with the Niagara-Erie Power Alliance and they came to your aid as well.  Have I summarized those reasons accurately? 


MR. HAWKES:  That's correct.  I guess the only other  -- or -- the only other adjustment would be we made an adjustment for transmission work as well.  


MS. LEA:  Yes.  Can you just explain that a little bit to us, please?


MR. HAWKES:  Well, I will explain in an overview.  But CNPI also is a licensed transmitter and part of the distribution -- or part of the repair work involved some repairs to our transmission line.  And so that work was deducted from the distribution Z-factor claim.  


MS. LEA:  Okay.  Thank you.  Now, just to understand what happens when a storm of this magnitude or even having heard your less magnitude occurs, the costs that you incur in order to restore power, are they significantly greater than you would incur to do a restoration in, over a longer time period and in less of an emergency situation? 


MR. BRADBURY:  I think -- well, the short answer will be yes.  You're working under rather adverse conditions.  There was a number of things, like, you know, to get fuel for our vehicles, we had to set up a depot and go to the town.  So things like that were an inconvenience.


A number of circumstances.  I guess the biggest one, from the onset, was the roads were not passable.  I think some of the photographs that we provide in our evidence showed that, that very large trees, we would have trees on the east side of the street which would come down and take out a line on the west side of the street.  Our vehicles just couldn't get through.  And the first night, I think, was important.


We follow what is generally termed as good utility practice, and as feeders and distribution lines were tripping and we had our own crews out that evening, they worked -- you know, the storm started during regular hours and they continued on in the evening.  And they were, like, clearing tree branches and getting feeders back on and we would restore power.


It came a point that night, on the 12th, in which the emergency officials of the towns, both Fort Erie and Port Colborne, were calling and saying, you know, We put a line back on and we have a fire.  There's fire on the ground.  You know, there were no traffic lights.  Police were trying to control things.  


It came a point late on the 12th that we had to make a decision that as feeders were going off, we were not going to restore.  We moved into the next stage in which now we had to assess the situation and plan a more formal response, so the response would begin on daylight of the 13th.  


So most of the latter part of the 12th we were now assessing damage, finding out where the worst of the damage was, because we couldn't risk, in the public safety domain, to re-energize feeders that could burn houses or could possibly be a cause -- a car with people trapped inside of the car, this type of thing.  


So, yes, there are -- in a major storm, there are factors which would cause greater costs.


MS. LEA:  Okay.  So as I would understand that answer and some of the material you filed, the costs are increased because of the overtime work of your own crews, the need to call in other crews from other utilities.  And, also, there are safety and reliability factors -- well, let's say safety factors you just enunciated that would create the need for an overall plan?


MR. BRADBURY:  That's correct.


MS. LEA:  Are you able to assist us as to how much of these costs that we're looking at are driven by the need to do things quickly and the need to do things safely compared to, say, Oh, we have an old pole fallen down, we're going to deal with that now?


So can you tell me how much of the costs are driven by the sort of catastrophic emergency you were facing?


MR. BRADBURY:  To quantify it, I wouldn't be able to, not to quantify it in a dollar value or a multiple value.  It would be speculating. 


MS. LEA:  All right.  You mentioned that the roads were impassable and you were getting calls from the municipalities.  Did you assist the municipalities or did they assist you?  Was there some sort of mutuality of effort there?


MR. BRADBURY:  It was a mutual effort.  A lot of cases, the fire department played a big role.  They would lead trucks or personnel to protect an intersection until we could either, in some cases, disconnect power or something like that, if there was, as they refer to it, a burning conductor on the ground.


MS. LEA:  Did your crews assist the municipality and other services during the cleanup effort?


MR. BRADBURY:  No, I don't think we ‑‑ it was a mutual effort early, very early on the 12th, to gain control of the situation.  But following that, no, we each played our role.  The municipality were preoccupied, I think, with clearing trees and looking after the sanitary sewer systems and the socially assisted people in the community.


No, I ‑‑ well, I would think there was mutual cooperation, but not formal assistance where we had our crews working for them.


MS. LEA:  All right.  So none of these costs we're looking at today, then, are costs that you spent on behalf of the municipality, like going to their sites and clearing snow?


MR. BRADBURY:  No, no.


MS. LEA:  Okay, thank you.  I was interested in your storm contingency plan.  How did you create that plan?  Did you refer to some industry standard, or is there something the Board can look at or that you looked at in order to develop that plan?


MR. HAWKES:  We, I guess, have had -- a number of employees from various companies within the group come with various types of storm and contingency plans, and risk management is one of the areas that I think a lot of companies have been looking at over the last few years.  So we were in the course of putting one together.  


And at the time, we had a draft of a contingency plan which we had collaborated on, all the managers within Canadian Niagara Power, and I guess the three main aspects of the plan are to have a restoration ‑‑ this is with respect to storm contingency in terms of disaster recovery and other things.  There are other plans for IT.  There are other plans for flu epidemics and that sort of thing.  


But the one relating to storms, the three main components are the restoration coordination procedures, and that is basically having a very high‑level sort of like organizational chart where you've got the coordinator and how everyone else communicates to that person, how information flows.


MS. LEA:  Mr. Hawkes, could you do me a favour?  The screen is blocking my view of you and I wouldn't want to miss it, so if you could tip it forward.  It bends forward.


MR. HAWKES:  I hope I haven't broken anything.


MS. LEA:  That is my fault if you broke it.  Thank you.


MR. HAWKES:  The first aspect was the coordination procedures, which looks like an org chart.  There is roles and responsibilities, because everyone's role changes.  For example, I was out there delivering meals to crews.  Everyone's got particular roles that they follow, organizing rooms for all of the line crew there, how the whole procedure works in terms of the communications between customer service and the operation group, and also contact information.  


I mean, the contact information is enormously important, whether it is the municipality, major consumers, which consumers are on which feeders.


So that played a big role in making sure the whole process runs smoothly.


MS. LEA:  And do you share with other utilities your emergency contingency plans?  Is there some discussion in the industry as to best practices with respect to this?


MR. HAWKES:  It's very specific to your organization.  You know, it depends where your expertise is.


MS. LEA:  Yes.


MR. HAWKES:  Contact information would be very specific.  You know, who do you need to contact at the fire department?  Who -- you know, your major consumers.  I think the only thing that sort of is a high level is maybe the reporting structure, but, again, that is going to be unique, and who has the skill set really within that ‑‑ the utility.


MS. LEA:  And did your experience with your 2002 emergency cause you to modify your plan at all, or was it ‑‑ is it updated regularly?


MR. HAWKES:  I'm not sure the plan that we used in 2002 was the basis for this current one.  I do know that following the natural disaster in October, we sat down and made comments and improvements on various aspects of it.


MS. LEA:  Okay, thanks.


Now, some time ago, EnWin, the utility EnWin, brought a storm cost claim and they provided us with a review - I think it had been done by an external party - reviewing their performance and all of the various strategies they had used during the emergency.  Did you do anything like that?


MR. HAWKES:  We had no one externally review the plan.


MS. LEA:  That's common practice?  In other words, this was not an exception that you did not have an external review?


MR. HAWKES:  Oh, I think we had enough expertise within our group, from such a cross‑section of countries and provinces of Canada, that we sort of had a best practice approach.


MR. KING:  Let me just add to that.


MS. LEA:  Sure.


MR. KING:  Our storm contingency plan was developed, and I believe we used Newfoundland Power as the basis for that plan.  And our internal auditor, who is a Fortis employee, came in and did a review of that.  So there is not an external review, but there is a review by an independent party of our storm contingency plan.


With respect to updating, certainly it was recently updated and our contact information that Scott mentioned gives specific examples.  We have all contact names of all our larger customers and all their cell phone numbers.  In a storm situation, maintaining contact with your main consumers that have manufacturing plants, nursing homes, hospitals, is crucial and to have that at your fingertips is critical.


One of the most important parts in a storm situation is customer service and maintaining contact with customers, because certainly you're working on restoring power, but knowing when it’s coming back on, any particular customers be it grocery stores.  So that’s critical.  And that’s one of the uses of a storm contingency plan and how it’s updated on a regular basis.  


MS. LEA:  Okay, thank you.  One moment, please.  


Do I understand from the evidence that you originally filed, sir, that the CNPI is in an area of the province which makes it particularly vulnerable to these type of storm damage?  


MR. BRADBURY:  I don't know if we would say we're particularly vulnerable.  We are at the bottom part of Lake Erie and we're in a weather pattern very similar to Buffalo and we are susceptible to lake-effect snows.  


I've been there for -- I have lived in Fort Erie now for ten years.  I had not seen snow.  We have a, coming from Newfoundland, I refer to it as a very gentle climate, and I hadn't experienced anything like it.  So it was a freak occurrence, I would describe it.  

But we can, in the wintertime, get a large build-up of lake-effect snow, but it’s a very light powdery snow.  It’s not what we saw in October.  


MS. LEA:  Okay.  What about -- we were looking at your contrast between your net book value and the cost of materials to replace it.  Just correct me if I'm wrong.  


In appendix C to your application, you indicated that the net book value of the damaged assets that were no longer used and useful was about $28.8 thousand for Fort Erie.  And 4.3 thousand for Port Colborne.  But the costs of materials that relate to the new assets was 233.4 thousand for Fort Erie and 35.2, approximately, for Port Colborne.  


Does that suggest or am I reading something into it that doesn't exist, does that suggest that the damaged assets were old?  


MR. KING:  Yes, it does.  


MS. LEA:  Okay.  And how old were these assets?  


MR. KING:  There's a hundred poles broken off throughout the service territory so it was difficult to assess how old the assets are.  They’re of varying ages but just by looking at the net book values.  And of course every pole is not amortized.  It's a –-


MS. LEA:  I understand. 

MR. KING:  -- group accounting that happens with respect to that.  But difficult to determine how old they are and the average life of those --


MS. LEA:  Let me put it this way:  Were they scheduled for replacement in the near future, any of these stretches of poles?  


MR. KING:  Not necessarily, no.  


MS. LEA:  If they had been replaced before the onset of the storm, do you think you would have had less storm damage?  


MR. KING:  Some of the poles are newer.  Some of the poles were older.  And they were various throughout the system.  


MS. LEA:  You have a pole replacement program, I presume?  


MR. KING:  We have a feeder replacement program.  


MS. LEA:  Okay.  And how often does that mean that a feeder line and its poles are replaced?  


MR. KING:  Do you want to speak to that?  


MR. BRADBURY:  We don't -- I have to try to describe it.  Parts of Fort Erie are residential neighbourhoods.  We saw a lot of damage of very old residential neighbourhoods.  


We have -- the primary focus, I think, from an engineering rebuild at our utility right now in Fort Erie, is to upgrade some of our really old stations and move up to an higher voltage level.  We operate a fair bit of our system on a delta configuration.   


MS. LEA:  And what does that mean, sir?  Sorry.


MR. BRADBURY:  A delta configuration of a distribution system basically has three wires, no neutral.  It’s uncommon in Canadian distribution.  

Maybe I could tell you a little bit about the history.  We operate a system that’s I guess more associated with the United States and Buffalo was all built in the same time era, and the common voltage was a 4.8 kV delta.  


Since -- since 1997, when I moved here, one of the -- one of our plan to upgrade the system was to replace our distribution system and gradually build out a more modern 15 kV class distribution system, which is more of the standard, I think, that you see in Ontario and different municipalities of our size.  


So our pole replacement program has sort of been geared to the expansion of our conversion program to a higher voltage and Y configured distribution system.  So to say we target poles specifically, we target them during our annual inspections, we know we have a bad pole or several bad poles in a line and we will address that.  But our rebuild is more along the lines of an upgrade, overall system upgrade.  


MS. LEA:  I guess it is fairly obvious what I am getting at is, is should you target or do your asset management, if I could put it that way, in recognition of an apparent susceptibility to your system to weather events, because you get weather events, and because you've had a couple of storm claims in the past few years, there’s 2002, for example, I am just wondering if there was something that CNPI could do itself.  You can't control the weather, but perhaps can you do anything with your system to make it less vulnerable?  


MR. BRADBURY:  We have concentrated over the past number of years in answering our vegetation management program.  We’ve developed a more rigorous program, a more focussed program.  And we have invested fairly heavily in vegetation management over the past few years.  


MS. LEA:  Yes.  I was going to ask you about that, because I think that in your claim about 85 percent of the costs you incurred during restoration were for tree trimming and line crews? 


MR. BRADBURY:  Third party costs, yes, of which tree trimming was a portion of that. 


MS. LEA:  So has your vegetation management then changed partly as a result of this storm?  


MR. BRADBURY:  I am not directly involved, but I understand the vegetation management has been enhanced to more of a cyclical -- to develop more of a cyclical program, where we're targeting areas. 


MS. LEA:  Do you believe that you need to, in addition to looking at your vegetation management program, look at your asset management program to determine, for instance, if there are parts of your system that are particularly vulnerable and whether there’s anything you can do to make them more secure or protected?  Or is it all vegetation management?  


MR. BRADBURY:  No.  It’s not all vegetation management, by any means.  No doubt Fort Erie has a very significant urban forest. As I said earlier, its neighbourhoods, it has seen little growth.  Just within the last few years as it’s beginning to see subdivisions developed as, like, we're seeing retirement subdivisions being developed in our area.  


So the concentrated residential in the area in Fort Erie are very mature, with very mature trees, very large trees I think they refer to it as Carolinian forest.    


From an engineering point of view, and probably those of us who worked out in the field, you can strengthen -- you put up larger conductors and you strengthen with ACSR tensile conductors and a large tree comes down, you have a pole and transformers on the ground.  In some of the older areas where there are smaller conductors, the tree comes down and it breaks the crossarms and conductors.  If  the crossarms and conductors come down, it’s not an asset unit.  So when it goes back up, it's an expense nature.  So we see ourselves into a lot of materials, a lot of sleeving, a lot of crossarm pins, a lot of insulators  going back out which are not an asset unit, I guess.  


So just -- when one would look at the amount of vegetation that came down, the amount of damage, one hundred poles, you know, would one think more -- more would have come down.  And probably more will be replaced like in a follow-up inspections, 

I don't think there is any one answer, tree trimming, vegetation management is part of it.  Our distribution reconstruction program is another part of the solution, but I don't think there is a -- this silver bullet that solves this problem, this issue of the weather.  


MS. LEA:  Okay, thank you Mr. Bradbury.  You have insurance coverage.  Can you describe what the nature of that is, who the policyholder is, that kind of thing?


MR. KING:  I will speak to that.  One of the things that Fortis does - it is our parent company, Fortis Inc. - it centralizes its insurance program, probably the only thing that Fortis does on a centralized basis.  So our insurance policies are held by ‑‑ all Fortis companies participate in that.


Our particular prop insurance policy is with our underwriters, FM Global.  It is renewed on an annual basis.


With respect to T&D insurance, we have limited T&D coverage.  It is 500,000.


MS. LEA:  What kind?  Is that T&D?


MR. KING:  T&D.

MS. LEA:  T&D.


MR. KING:  Let me slow down a little bit for you here. 


MS. LEA:  That is all right.  It is partly the reporter, as well, who is taking down everything you say, so have mercy.


MR. KING:  Okay, sorry.  We will have limited T&D coverage.  Our coverage is limited to $500,000 per company  per incident, with an aggregate limit of $1.5 million.  That would be inclusive of Fortis Ontario, which would be CNPI and Cornwall Electric, Fortis Alberta, Fortis BC, Newfoundland Power, Maritime Electric, mainly the Canadian subsidiaries of Fortis.


But the limit is $1.5 million, aggregate limit.


MS. LEA:  For all of those companies in a given year?


MR. KING:  Yes.


MS. LEA:  Hmm.


MR. KING:  When we speak to the underwriters and you ask about T&D insurance, it is simply not available at economic prices, and it really depends on the market that is out there.  Sometimes that limited coverage that we have is not available.


The more standard T&D insurance that is available, the limited standard, it is within a thousand feet of the insured property.  Our underwriter at the time was not ‑‑ were not comfortable with that, because they couldn't measure the risks associated with that.  So they gave us coverage of an aggregate amount annually of $1.5 million.


So when we go back for renewal on July 1st, I'm not sure if we will continue to have that coverage.  We have had it for the last number of years.  If we change our underwriter for other reasons, because -- from a prop insurance perspective, maybe the secondary market or the other underwriter may not have that coverage.


MS. LEA:  Okay, thank you.  Let's turn to some exciting questions about the accounts.  Can you confirm, please, that there are no other costs recorded in account 1572, other than the costs related to this October 2006 storm?


MR. KING:  Yes.


MS. LEA:  Okay.  And you expense the non‑incremental costs related to the storm damage claim, and these are reflected in the annual O&M amounts reported for 2004 and 2007 in your financial statements?


MR. KING:  Excuse me, 2004, 2007?  They would have been recorded in 2006.


MS. LEA:  2006, yes.  Okay, thank you.


Now, you indicated, I think it was in IR number 8 from Board Staff, that you account for major storm costs separately.  Can you just explain how you do that, please?


MR. KING:  Well, certainly, obviously in this particular case, it was a major storm event and it was recorded in the 1572 account.  So when we speak of major storms --

MS. LEA:  So how do you classify what is a major storm for you?


MR. KING:  Well, in this particular case ‑‑ well, that's when the materiality comes into effect.  But the only storm that we have ever put into that account were the ice storm that you previously mentioned --


MS. LEA:  The one in 2002?


MR. KING:  January 2002, and this particular event in October 2006.  So when you say were accounted for separately...


MS. LEA:  Is the materiality the Board's level of materiality or something that you determine?


MR. KING:  Certainly the Board's level of materiality is taken into consideration.  I can't recollect any other major storms we had that would have been greater than the 12,000.  Some very close to it.  We have had ‑‑ to back it up a little bit and give you some background, we do have minor storms as any LDC does throughout the year, and these aren't accounted for in a separate account within our O&M expenditures.  


They are part of a call=out in the middle of the night because of a wind storm and there are some trees down.


So when we answered that interrogatory, we couldn't identify any minor storms, and I'm not sure what the definition of a minor storm is.  Maybe it is materiality.  We will use that.  


But what we did do, as you saw in our submission, we went back and looked at our logs and looked for weather-related incident and looked for any particular items that would have happened, and we determined a few, a handful, a couple in 2006 that were minor storms, less than $12,000.  That would have went to our O&M expenses.


MS. LEA:  Okay.  Now, the cost assumptions about storms and everything else, frankly, underline your current rates for both Fort Erie and Port Colborne.  They're based on the 2004 year, am I correct, because of the 2006 EDR process we went through?


MR. KING:  Yes, yes.


MS. LEA:  And the 2004 year had no material weather events?


MR. KING:  Yes.


MS. LEA:  Hmm‑hmm.  So do your current rates reflect any costs for storm‑related events?


MR. KING:  Nothing material.  Nothing significant.


MS. LEA:  So when you say "nothing material", are you referring to the $12,000 for Fort Erie and the $4,000 for Port Colborne that you have mentioned in 2006?


MR. KING:  Yes.  Using our best definition of "materiality", yes.


MS. LEA:  So that is a number we could use in the absence of another number?


MR. KING:  Yes.  We said in our submission we went back, and, when we looked through all of our logs, we didn't see anything, any weather event that caused much in the way of storms at all in 2004.


MS. LEA:  Okay.  We need to go into a little bit of detail on the costs now, and refer to your evidence at any point, if that is helpful.


MR. KING:  Sure.


MS. LEA:  Now, I was looking at your reply submission and you referred to non‑incremental costs, and at page 5 of your submission, I think that you are speaking about non‑incremental labour costs incurred during the restoration effort?


MR. KING:  Do you have a line reference?


MS. LEA:  Yes, lines 14 through 16, your reply submission.  It is not so much that ‑‑ I just need to understand what you mean by "non‑incremental".


[Witness panel confer]


MR. KING:  When we refer to "non‑incremental", we are essentially speaking with respect to labour costs and the regular labour time that was paid to our crews and management team that worked on the restoration effort.


MS. LEA:  Okay.


MR. BRADBURY:  May I?


MS. LEA:  Please.


MR. BRADBURY:  When we went through the process in the 2000 -- the earlier storm that we referred to, 2001, 2002, and when we -- through the Board's interrogatory process and questioning during that, the Board made specific reference to what they called our non‑incremental costs, and that was our normal -- normal hourly rate paid to our own crews.  To put it frankly, they would have been working anyway.  We would have paid those costs.  And the Board was specific in that case that those costs should be removed from any claim, and we went back and removed that.


So we made the assumption in this process, up front, that we would not include any of our own regular labour costs within the claim.


MS. LEA:  Thank you.  That's helpful.  One moment.


Your 2006 costs do show a spike, though, for non‑incremental costs, and we're just a little bit confused about, if those are are going to be incurred in the year anyway, why would there be this spike?  


MR. BRADBURY:  Had not the storm occurred, our crews would have been employed in completing our capital works program.  When we discussed a bit further our conversion programs.  And because of the ongoing storm and the cleanup efforts after that, our regular capital program was deferred until we had gone back and cleaned up all of these expense items.  


MS. LEA:  So do I understand you to be saying, then, that you had planned to have a, an increase in those costs anyway for the year for your capital maintenance and replacement?


MR. BRADBURY:  No, no.  


MR. KING:  What happened was, this is regular time, which in theory are included in our rates already.  So this is non-incremental or straight regular labour hours.  These costs, our staff would be working in O&M or they would be working in capital.  Well, in this particular incident they worked on the storm.  So all of those storms were captured in order and we took those costs that were deemed to be "regular labour hours" and we wrote them off to operating.  And that's why the spike in O&M.  


As opposed to, otherwise part -- a portion of those would have been working on capital in that period of time.  


MS. LEA:  Thank you.  That's helpful.  Did you incur any backfill labour costs during the emergency restoration period?  


MR. KING:  No.  


MS. LEA:  Okay, thank you.  Now, you don't track annual storm costs separately for anything but major storms, as I understand it.  Do you track whether internal labour costs are incremental, or not, for those types of storms?  


MR. KING:  No.  We don't.  Since we don't track the storm or the major costs, we don't track incremental.  Certainly there is going to be so many overtime hours in any given year, but specifically related to a storm or a scheduled outage or Saturday work.  


MS. LEA:  Now, for this storm, you asked for services of the NEPA, which we've talked about, as well as other LDCs and some non-LDC contractors.  How often have you had to do this in the past five years?  


MR. HAWKES:  I think this is the first time we ever called under the NEPA because it is a fairly recent agreement. 


MS. LEA:  When did the agreement come into effect?  


MR. HAWKES:  October 31st, 2006 is the date of this, but this had been circulated I guess about three months prior, for discussion.  


So at the time of the storm, I think of the 11 members, there were about eight who had signed up, and the remaining members charged as if they were acting pursuant to the terms of the agreement.  


MS. LEA:  Okay.  Do you often have to call on -- or how often do you have to call on other LDCs or non-LDC contractors for storm work?  


MR. BRADBURY:  I can, from my background in operations -- I was manager of T&D for a number of years -- other than the storm, the ice storm that was previously claimed, I don't recall -- I don't recall any event where we had to bring in neighbouring utilities.  


We do have a contractor that augments our own forces during our construction period.  We operate -- we refer to it, we maintain a core work force.  So we augment with contractors, to do it and that contractor is often available, particularly during vacation periods where we're -- where we get called.  He is more -- they are more likely to get called out for a vehicle accident or that type of thing.  That's a more likely event.  


MS. LEA:  Okay, thank you.  One moment, please.  


Gentlemen, going forward, I understand that the, your rates are set out on a 2004 base now.  


Going forward, do you think it would be appropriate for CNPI to start to track separately its storm costs so that you would have a better understanding on a going-forward basis of what is incremental to any particular storm?  Particularly major storm.  


MR. BRADBURY:  We're beginning discussions right now on our next year's capital forecast.  We do it quite early.  And one of the things we have defined in our forecast for accounting is, we've already selected account number and maintenance and operating and maintenance numbers to be related to storms.  So we have already made that decision on a go forward basis that we will track storms separately than straightforward O&M. 


MS. LEA:  That is both minor storms and major storms, sir?  


MR. BRADBURY:  Well, at this point we have, what we said is the first call will be once a storm, once we're into a storm response, we will use those numbers.  We will make a decision post the storm, like if it was just that one evening, the weather subsided we had everything back on in the morning, we would not -- we would then classify that as a minor storm.  If it was -- it would be a subjective call.  If it was a protracted recovery period, we would likely define it as a major storm, and document it, not necessarily seek recovery but at least document the storm, so we know and have a better handle on that.  


That's prudent, I guess, moving into a forward test year regime as well where we will, when we come in for a forward test year we will have to anticipate and have some evidence of what our operating costs would be.  


MS. LEA:  Yes.  That was, I think, a question I was going to ask.  Do you know what year or do you have a plan for what year you are going to rebase?  


MR. KING:  I will speak to that.  We certainly aren't up in 2008.  We were anticipating 2009, May 1st, 2009.  


MS. LEA:  Okay, thanks.  Now, in the 2006 regulatory asset application, which you went through with this Board, you provided storm-related costs on a budget and actual basis in answer to an interrogatory for the years 2003 to 2005.  


You managed to get data apparently then, but when we asked you the same question for this proceeding, you were unable to produce those numbers.  Is there something that we are misunderstanding here?  


MR. BRADBURY:  I could have quite possibly misunderstood Energy Probe's enquiry back then.  But we used to, in our capital budgeting program -- being, I was involved and the former VP of operations both come from the east coast and we felt it important to have a capital budget that was -- and the name on the budget was described as distribution rebuild/storms.  


And in response to Energy Probe's question, I provided those capital estimates and the actual spending that were capitalized in those accounts.  They weren't all storms.  It may have -- pole fires, for instance, was quite relevant.  I think there was one year the Ministry of Transportation was using a new substance on the roads and it caused a great deal of pole fires immediately west of the QEW, down prevailing wind.  And those pole fires were recorded in that account.  


So I think it is more that I misunderstood Energy Probe's questioning and provided a capital summary of what we had done.  And of course, anything that was recorded would have been capitalized and, if in 2004, would have been in rates.  


MS. LEA:  Okay, thank you.  I would like to turn to issue 3 in this proceeding which relates to the capital claim versus an O&M claim.  


Now, in your reply submission at page 8, I think you indicated that 85 percent of the restoration activity was not capital in nature.  Does that mean that 15 percent of it was?  


MR. BRADBURY:  Eighty-five percent, I think what we indicated early on, was directly related to our third party costs, the tree trimming.


MS. LEA:  Right.


MR. BRADBURY:  We did make an effort -- I think Board Staff followed up their question early on.  We tried to ‑‑ the question was to go back and retrospectively determine what it would cost you, under a capital program, to replace 100 poles and string 3 kilometres of wire.


MS. LEA:  That's right.  I think that was IR number 5 from us, yes.


MR. BRADBURY:  Yes.  And the final submission flows from that.  We acknowledge that in normal ‑‑ in the normal run of things, like, a pole is an asset, a conductor is an asset.  And if we were to go out under a project basis and replace 100 poles and string 3 kilometres of wire -- which was not what happened in the storm.  Of course, the poles were widely disbursed.  The wire went up in short lengths.  The wire may have been burned in two or three places, not able to put the existing conductor back up, so we would put in, like, 1,000 feet or replace them.  So it is widely disbursed.


So we made an effort, using our normal engineering practices, to estimate and provide some measure of what that -- what that capital investment would have been.  I think we understand and acknowledge that, you know, there were capital assets replaced during the storm.  


And by default, you could say upwards of 15, but I don't know if I would do a direct correlation.  But we know 85 percent of it and a vast majority of -- you know, we had substance amounts of tree trimming crews and forestry workers.


MS. LEA:  Okay.  So is your best estimate, then, that it is 15 percent of this -- if you were going to slice it up, is your best estimate still that 15 percent of it is capital in nature?


MR. BRADBURY:  My best estimate would be the $225,000 that was ‑‑


MS. LEA:  I'm sorry, sir.  I didn't hear you.


MR. BRADBURY:  My best estimate, I think, was I said for Fort Erie $225,000, and Port Colborne somewhere in the area of $30,000 and change.  I don't recall the exact number.


MR. HAWKES:  33,000.


MR. BRADBURY:  Okay, thank you.  33,000.


MS. LEA:  Does the randomness of the damage ‑‑ and I think you spoke to this.  The randomness of the damage suggests that in fact the estimate of what it would normally cost you to replace it, the capital figure it would normally be, it would make it higher, would it not?


MR. BRADBURY:  I think we made some attempt to quantify or discuss that in our evidence and, you know, retrospectively, in preparing to come and answer your questions, thinking back over the way in which we managed, for instance poles.  My role during the storm, I was a night supervisor.  I supervised crews on the midnight shift.  


So I began work around 5:00 in the afternoon and finished 2:00 the next day, roughly.


And the crews I had would have placed poles, but what would have happened, we had engineering staff in the field patrolling the feeders ahead of me, so when I got my work instructions that night, I knew when I got at this stage on the feeder there was going to be a pole replaced.  But the engineering staff had already gotten the locates.  The pole -- and quite often the hole was prepared and the pole was laying there for a qualified line crew to come and place that pole.


So it made ‑‑ yes, there may be a premium to do it in a storm situation, but I think, also, that through our storm restoration plan and our efforts, it was a well‑orchestrated recovery.  And I can't ‑‑ I can't quantify it with a percentage, but...


MS. LEA:  There is no argument, sir, from this side of the room, in any event, that it was a well-orchestrated and very well carried out recovery.  No argument at all.  But as you understand, we have to pick a number.


MR. BRADBURY:  Yes.


MR. KING:  Yes.


MS. LEA:  Part of the duty of the regulator is to pick a number, so we are working on that.


MR. KING:  That is certainly one of the challenges in any storm.  You know, your priority one is restoration of power, and what proportion is related to capital, what proportion is related to operating and general nature is difficult and will always be difficult.  


You're not setting up capital orders, and, you know, crews are going out doing jobs, and if there was capital-type work type that needs to be done, it is capital type work.  I believe the evidence by Mr. Shepherd related to the EEI, talking about, rule of thumb, 20 to 25 percent would be a capital in nature.


In our particular case, there was trees down everywhere and there was patrolling lines, re-stringing lines.  You know, it is a challenge to know exactly.  225 was our best guesstimate.  Is it 300?  Is it 150?  That's a fully-loaded number, too.  That's both incremental and non‑incremental type costs, which is another issue associated with that.


MS. LEA:  Okay, thank you.  Now, in account 1572 there are both capital and non‑capital sub-accounts.  Do I understand correctly that you haven't actually recorded any amounts in the capital sub-account of 1572 for this storm?


MR. KING:  We haven't.


MS. LEA:  Okay.  And you ‑‑ for recovery purposes, you have not treated any part of the claim as capital?


MR. KING:  True.


MS. LEA:  Why is that?


MR. KING:  In our interpretation of the Board report, there was no ‑‑ there's no discussion about recovery of amounts, whether it was a capital or non‑capital type item and any distinction between the two.  There is a materiality difference, but the recovery, it just talked about Z‑factors.


Secondly, in our 2002 storm, similar to the EnWin storm, the recovery of both capital and non‑capital items were of similar nature.  Going further back to -- our transitioning costs, again, were capital and non‑capital type items and they were all recovered through a rate adder as part of regulatory assets.  


So even though there might have been capital, and we're talking an accounting difference of one account versus the other, there was no distinction on a collection of those two items.


MS. LEA:  So from the past practice that you had observed and from the appendix that we provided, you didn't anticipate that there would be a capital portion?


MR. KING:  We didn't, no.  Well, you know, we knew there was a capital ‑‑ there is some capital rate of work, but we didn't expect it would be an issue of capital versus non‑capital.  Nothing in our reading led us to believe that.


MS. LEA:  And is there any reason, in your view, that capital expenditures, just because you are claiming them via a Z‑factor, should be treated differently than capital expenditures you incur in the normal course of business?


MR. KING:  Well, there is a couple of issues there.  First of all, it's easy argument.  It's a simplistic and transparent and reasonable nature of the recovery of this.


The amount of our capital, $225,000, was small.  There was limited impact to customer rates.  Is it really a capital ‑‑ you can debate whether or not it is a capital-type item.  It brought our system to a status quo.  Is there really any enduring benefit to the system by this work?


Relative to the total size of our book value, our rate base, it was small.  So we sort of left it and said, Well, let's make it all part of the Z‑factor.  There are arguments to make.  You know, there is both sides of it.


MS. LEA:  Did you consider -- when you were thinking about this Z‑factor, did you consider not making a claim at all, but just waiting for rebasing?


MR. KING:  No.


MS. LEA:  Is that because of the materiality of the loss?


MR. KING:  Well, because most of the costs were operating in nature and we would have to take those as an O&M expenditure.


MS. LEA:  One moment, please.


MR. VLAHOS:  Mr. King, could you clarify something for me?  You mentioned the regulatory treatment of the regulatory asset costs, and those are recovered through a rider, you mentioned.  But there were a combination of capital and O&M expenditures; correct?


MR. KING:  Yes.


MR. VLAHOS:  All right.  So to the extent that you have recovered those costs through the raid rider, the capital costs that would have been booked into your accounting is still there and it forms part of rate base, or does it?

MR. KING:  No, no.  It was isolated.  There is no double counting here.  It gets recorded as a regulatory asset in this 1572 account.  So it is not also part of rate base.  

MR. VLAHOS:  So it fits into the accounting books of the company? 


MR. KING:  Yes. 


MR. VLAHOS:  When it comes time to, I guess, take those financial statements into rate base statements, then you net it out?

MR. KING:  In actual fact as it relates to the regulatory assets all of those accounts would be closed into -- and Ted can help me out here -- this 1590 account where the net of your regulatory assets and your recovery become one balance.  They do not roll up into your rate base at a point in time, is my understanding.  


MS. LEA:  I knew there was a reason Mr. Skinner was in the room.  Is that correct?  Yes, I understand from advice received from afar, that that is correct, sir.  


MR. VLAHOS:  Just to follow up.  So if an asset has a life of 30 years -- 


MR. KING:  Yes. 


MR. VLAHOS:  -- okay?  And that's part of your original expenditures to get yourself market ready, what would happen to that item that has a life of 30-years?  


MR. KING:  It wouldn't have a book value at all in our records. 


MR. VLAHOS:  It would not?  After the third years of recovery?


MR. KING:  After May 1st, 2008, I believe it is, there will be a residual amount, but it will not have a book value on my records, on our records.  


MR. VLAHOS:  All right.  And that would be because of the way the Board has ordered the accounting?  


MR. KING:  Yes.  


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


MS. LEA:  Thank you, sir. 


MR. VLAHOS:  Thank you, Ms. Lea. 


MS. LEA:  Thank you, Mr. Vlahos.  Mr. King, perhaps you can confirm to us.  The regulatory asset recovery was an unusual circumstance, in that there was a government directive that these amounts be recovered over a four-year period.  Do you recall that, sir?  


MR. KING:  I don't recall that particular announcement. 


MS. LEA:  Okay.  Yes, there were so many.  


MR. KING:  Absolutely.  


MS. LEA:  I just -- I am just trying to make the point, sir, there may have been some constraint on the Board in the way it chose to deal with regulatory assets, whether capital or O&M, when it had before a government directive that appeared to prescribe a recovery methodology.  


So the comparison of Z-factor storm costs to regulatory assets may not be a one-for-one comparison.  This is something I'm sure that Mr. Stephenson will deal with rather than yourselves, but -- we're beginning to vet these issues now.


MR. STEPHENSON:  For what it is worth, I can't imagine that this one can really assist us on that.  I mean he would just be guessing.  


MS. LEA:  All right.  


MR. STEPHENSON:  To be fair. 


MS. LEA:  Thank you.  


MR. KING:  The only comment I would add there, Richard, would be with respect to the 1572 account, while it was a regulatory asset I'm not sure that was also part of the directive of 2002 storm costs; certainly transition costs might have been.  


MS. LEA:  Thank you.  If I could have a moment, please.  


Gentlemen, we sent you, Board Staff sent you a model which was an attempt at an illustration of a Z-factor rate calculation and I think that in that illustration we chose a number of 50 percent which was totally arbitrary and not specifically related to your claim, just to illustrate the point.  

Did you have an opportunity to look at at least whether we got the figures correct, in the evidence -- yes, okay.  That's fine -- that at least we took from your evidence accurate figures and that the methodology appeared to be mathematically correct?  


MR. KING:  Yes, yes.  We went through it and mechanically it worked.  There was one small adjustment related to the calculation of taxable income, which we had spoke to Neil about and I believe since corrected.  But we were comfortable with the model, that it worked as a mini rebasing.  


MS. LEA:  And if the -- 


MR. SHEPHERD:  I wonder if I could interrupt.  Is that in evidence?  


MS. LEA:  It was not marked as an exhibit.  It was sent to you about a week and a half ago. 


MR. SHEPHERD:  I wonder if we could mark it as an exhibit. 


MS. LEA:  I don't have extra copies with me, but the panel members have it and the witnesses and intervenors have it.  

Let's call it K2, and that would be Board Staff cost of service models.  Now we have one for Fort Erie and one for Port Colborne.  Why don't we call Fort Erie K2 and Port Colborne K3.  

EXHIBIT NO. K2:  BOARD STAFF COST OF SERVICE MODELS, FORT ERIE

EXHIBIT NO. K3:  BOARD STAFF COST OF SERVICE MODELS, PORT COLBORNE

MS. LEA:  Thank you very much, Mr. Shepherd.  


Would the utility be in some financial jeopardy if the Board were to adopt this method of recovery for you, sir?  


MR. KING:  Certainly, you know, the 50-50 you say is arbitrary.  I would question that.  But with respect to the 225, any financial hardship, no.  Speaking specifically with respect to CNPI.  


MS. LEA:  Yes, I understand.  And is it, in your view, to your disadvantage for the amounts to be treated as capital and put into rate base and you earn a return on them?  Is that a worse result for you than having them expensed in the year?  


I recognize your point about they're small.  


MR. KING:  I don't classify it as a worse result for us.  Our preference is to keep it simple, administratively, and measuring the impact to our customers, looking at the precedents.  Our preference would be to keep it as one Z-factor amount. 


MS. LEA:  Sorry how does the impact -- oh, because it is not a large impact?  


MR. KING:  Yes.  We mitigate it by two years, five percent.  


MS. LEA:  No doubt the impact on customers would be somewhat lower through the cost-of-service approach, which we've put forward?  


MR. KING:  Yes.  That's correct.  


MS. LEA:  Okay.  Now, in this model we included a working capital allowance, but we're not sure whether that is actually appropriate, in light of the fact that the subject event has already happened.  Its financing has already occurred.  


Should we be including a working capital allowance for these sunk costs?  


MR. KING:  I think you're correct in saying that.  


MS. LEA:  Which, sir?  


MR. KING:  We are getting the interest income or interest improvement associated with that.  


MS. LEA:  Yes.  


MR. KING:  Those costs that have been spent already.  


MS. LEA:  So you're suggesting that I'm correct that no working capital allowance should be included?  


MR. KING:  I don't want to say that, but, yes, I think you're correct.  


MS. LEA:  I just -- okay.  The other factor, okay.  So interest improvement will assist you with any delay of getting these assets into rate base. 


I guess we were attempting to account for that, in part, through the working capital.  


MR. KING:  Sure.  


MS. LEA:  Okay.  Now, you talked about simplicity, sir.  If the Board decided to apply a cost-of-service type treatment to a portion of the claim, say the $225,000 for one and I've forgot everybody, 33,000 for the other, what kind of guidance would you need with respect to reporting requirements for that?  Would it complicate matters?  


MR. KING:  We would require to set up some additional accounts because they would not be part of our existing rate base.  It would be brought into rate base upon rebasing.  Just the tracking of that and depreciation associated with that.  

And we would hope there is nothing in those assets that would need to be retired early in the event that something might happen that would complicate matters.  


The bigger challenge is, you have 90 LDCs in Ontario and if you had a lot of these -- it is just administratively, it is another regulatory asset account to maintain and to track.  


MS. LEA:  Could you not use 1572?  It does have a capital components or some account.  


MR. KING:  Certainly you could.  


MS. LEA:  So there would be four types of costs in the four years of recovery.  There would be the O&M portion of the claim, there would be the annual amortization expense associated with the capital portion of the claim, there would be the return on rate base for the capital portion, and the associated grossed-up PILs on the equity return?  


MR. KING:  Yes.  The O&M type expenditures, obviously we have asked to recover that over a two-year period to mitigate the exposure.  So there would be some impact of that and whether that would be through a rate rider similar to what we proposed.  You have completed our revenue requirement calculation.


MS. LEA:  If there were that split, would you still deem a two-year recovery necessary for mitigation, for the O&M component, of course?  I'm presuming yes, because you don't consider the capital ‑‑


MR. KING:  Yes, yes.  Given the size of the capital, 225, I don't know the exact number, but, original, it was greater than 10 percent.  So we thought that was a large impact to our customers and we didn't think it was appropriate and that is why we mitigated over a two-year period at 5 percent.


MS. LEA:  Would there be complications in identifying the amount of the variance in account 1572, given that you would be recovering both O&M and capital in these ‑‑ in this two-year period?


MR. KING:  When you talk about mitigating the variance, can you further describe what you mean by the variance?


MS. LEA:  Yes.  What I'm saying ‑ maybe I used the wrong word - tracking the variance in that account.


So the variance that arose during the period of time that O&M was being recovered, we would have to identify the portion of the rate add or rate rider that was recovering the O&M and isolate that from the capital amounts --


MR. KING:  Sure.


MS. LEA:  -- in order to true‑up the O&M portion?


MR. KING:  Sure.


MS. LEA:  Okay.


MR. KING:  But with respect to the piece that would go in capital, would that simply not be added to our base rates and there would be no variance to track, because any residual amount at the end of the day gets rolled up into your rate base on rebasing?


MS. LEA:  Certainly that would be the way it was expected.  We're just trying to understand, sir, how the actual rates would work and where the need for the true-up would come in.


I guess, sir, the ‑‑ it would go into base rates in 2009 for you; in other words, in whatever year you rebase?


MR. KING:  Yes, exactly.  But the true‑up would only happen with respect to the ‑‑ if we went into this particular circumstance, it was only with respect to the operating expenses.


MS. LEA:  Okay.  If we went for ‑‑ if the Board did decide to capitalize part of this, would there be a problem -‑ what I'm trying to get at, would there be a problem in identifying the amount of truing up that was necessary for the O&M portion?


MR. KING:  There shouldn't be, no.  We would have a separate rate rider within our system that would track the recovery of the 2006 October disaster, in addition to rate riders we have to our existing regulatory assets, and those costs would go in a sub-account against the O&M-type expenditures.


MS. LEA:  Would it be easier if the Board, if it decided to capitalize a portion of these costs, actually provided you with two rate adders or riders?


MR. KING:  Yes.


MS. LEA:  Yes, okay.


Mr. Chairman, I see it is 11 o'clock.  I have about ten minutes left.  Do you wish me to proceed or do you wish to take a break at this time?


MR. SOMMERVILLE:  I think if you can proceed for the next ten minutes and conclude your questioning, that would be advantageous.


MS. LEA:  Thank you.


Now, is there a concern in CNPI about stranded costs?  I was wondering if you have a number for the annual value of the damaged assets remaining in the rate base, including annual depreciation and PILs.  Have you had an opportunity to do that calculation?


MR. KING:  With respect to depreciation and PILs, Doug is just checking that.  I'm not quite sure.  It is a small number.  Obviously we saw your response to that.  


The stranded costs and the retirements that we wrote off were approximately $33,000 that we will be actually writing off in 2007 with respect to those assets --


MS. LEA:  And that's ‑‑


MR. KING:  -- those damaged assets.


MS. LEA:  Is that for the two service areas combined?


MR. KING:  Just Fort Erie.


MS. LEA:  Just Fort Erie, okay.  And do you know if you have other costs like that for Port Colborne, or is it immaterial?


MR. KING:  Well, it is likely also immaterial, but adds further complication.  Those assets are -- we lease those items.  Those assets are owned by Port Colborne Hydro, but they're immaterial, in any event.


MS. LEA:   But they're not in your rate base if you're leasing them?  And you're nodding.  Thank you, sir.


MR. KING:  Yes, sorry.


MS. LEA:  What would be the appropriate treatment for these costs going forward for the next rebasing?


MR. KING:  Certainly, if we ‑‑ when we write those off in 2007, it would be taken by the shareholder.  They're not in our existing rates, any retirements that would happen.  If you look at our retirement policy, I'm not sure what the other LDCs do, but there are various retirement policies here.  


In our particular circumstances, when we retire our asset, we take a P&L hit on those assets, which is more of a general accounting rule.


A lot of LDCs or more standard utility practice would be retire to accumulate depreciation, and so there is no P&L hit.  So the capital recovery would happen at a later point in time.  These would be larger LDCs who would have depreciation studies done on a more frequent basis to ensure the appropriate depreciation reserve is there and the accounting rates that are utilized are appropriate items.  


In our particular case, we take a P&L hit.  We drive those assets to our earnings.


MS. LEA:  Mr. Bradbury, do you know if there is any amortization amounts included for those assets?


MR. BRADBURY:  No, I do not right now.  I couldn't find it.  I will look for you.


MS. LEA:  Is it likely to be material, sir, if it is included?


MR. BRADBURY:  If you define "material" as a materiality, then, no, it is not likely.  It would be very small.


MS. LEA:  Is there anything that this Board should do, then, between now and the next rebasing period to remove those costs from your rate base so that you're not recovering even a small amount from ratepayers for those assets that are no longer used and useful?


MR. KING:  I don't think so.


MS. LEA:  And the reason, sir, is?


MR. KING:  Given the small size associated with that.


MS. LEA:  Okay.  The last issue I wanted to discuss with you a little bit is allocation and your mitigation.


Now, as I understand it -- I understand the allocation between the two service territories, and your allocator for apportioning costs to the classes in both of these service territories that is between the classes was customer numbers.  Am I correct?


MR. BRADBURY:  That's correct.


MS. LEA:  And why did you choose that allocator?


MR. BRADBURY:  We chose that allocator because it was the allocator that had been associated with account 1572 and regulatory asset decision for Canadian Niagara Power.


MS. LEA:  Okay, thank you.  And it was the Vulnerable Energy Consumers Coalition that suggested, in its submission, that a different allocator be used.  In response to that, you said that the cost allocation filing methodology had not yet been tested by the Board, and it does not necessarily represent the manner in which the distribution system was restored.


I was intrigued by that last comment.  Is there something about the way that restoration occurs during ‑‑ after a storm that would suggest that customer numbers is a better allocator between classes?


MR. BRADBURY:  I think what I ‑‑ the point I was trying to make is, from a somewhat simplistic view and not thinking through it, you know, heavily, if you were to look at the disbursement of your customers, it is the residential neighbourhoods that are heavily treed and have the urban forest.  


If you go into your industrial parks and on the fringes of your area where there are larger customers and even your Wal-Marts and Sobeys that are established, you're not going to see a large forest canopy.


It is the residential customers that have this canopy and, you know, that are planting these trees, and the point I was trying to make, in a lot of cases the outages are widespread.  Once a tree comes down, it is not only that residential customer with the tree in its backyard.  It takes out 1,000 customers or 5,000 customers, depending on the nature.


And I think what I was trying to draw is the cost allocation model drew correlations between demand costs and customer costs to, say, line transformers or conductors are allocated in a certain manner and I was pointing out or trying to make the point that the actual distribution system, the physical layer of the distribution system may not have those same attributes as does a cost allocation study.  


MS. LEA:  And for your allocation within a class, you’re proposing to use consumption volume as a billing determinant?  


MR. BRADBURY:  In the -- that was the way in which it was decided and 1572 on the regulatory asset model --


MS. LEA:  So --

MR. BRADBURY:  -- and we chose just to follow that precedent.  We didn't deviate. 


MS. LEA:  Is anything that you have just explained, then, does that suggest that that is an inappropriate allocator?  Or an appropriate allocator?  


MR. BRADBURY:  It -- I don't think what I said -- well, it may be an inappropriate allocator, given that a customer, regardless if they use 1,000 kilowatt hours or 5,000 kilowatt-hours, didn't have any more impact or cause the storm to be prolonged.  


So looking at some of the other, I think, applications that are advocating the costs be collected on the fixed charge as merit, but I, again, go back to the volumetric charge was selected purely because it was the precedent that was before me in allocating.  


MS. LEA:  What about distribution revenues, sir, as an allocator within a class?  


MR. BRADBURY:  Again, I don't see a correlation between distribution revenue.  Again, if I go back to my large industrial customers, it is a customer, but uses a considerable, you know, much more energy than does a residential customer.  I don't see where the presence of that customer, you know, is associated with the damage or the recovery cost, other than the fact it is a customer and we had to restore power to them. 


MS. LEA:  And what about between the classes?  Would the same argument apply?  


MR. BRADBURY:  Again, the only correlation that I could draw was, it's the residential neighbourhoods that are heavily treed and we see the most damage and the greatest effort to restore, because there’s more equipment, you know, associated with the class of customer.  When I say more equipment, more miles of lines, more feeder lines, more service drops.  That's the only correlation I could draw.  


MS. LEA:  Now you're proposing also to mitigate the rate impact, sir, by extending the recovery period over two years.  Am I correct?  


MR. BRADBURY:  That's correct.  In Fort Erie. 


MS. LEA:  In Fort Erie, right, okay.  Yes.  And that leads to an impact of about five percent, do I understand you?


MR. BRADBURY:  Roughly five percent, yes, that's correct.   


MS. LEA:  If the Board found that impact was too high, would a longer recovery period adversely affect your customers?  


MR. BRADBURY:  From a customer point of view, adversely affect?  Possibly not.  


We were thinking that, you know, the customers are well aware of what happened in October and for us it was thinking of a transparency, a mitigation that it’s fresh in their minds.  It’s – you know it happened.  Let's collect it.  Get it over with.  You know, if there is collection, let's do it.  You know, not protracted out for an extended period where, you know, three years from now you have a customer coming in with a bill complaint and say why am I still paying for this? 

So it is more of a debate within the group saying, you know, our best feeling, what’s -- how will the customer understand this and react to it.  


MS. LEA:  Okay.  Another mitigation measure, sir, that you undertook was to reduce the net claim by $44,000 by putting all of the insurance proceeds to the customer rather than the shareholder. 


MR. BRADBURY:  That's correct.  


MS. LEA:  Okay.  In your reply submission, you compared the use of a rate rider versus a rate adder.  


MR. BRADBURY:  I -- 


MS. LEA:  Yes?


MR. BRADBURY:  I view the two as being somewhat separate.  I view a rate adder as a number that is embedded in your rate, like you know when we go through the previously in the regulatory asset before the final decision, we were picking pieces out of our rates.  So you know every time we billed a customer a dollar we had to take three cents and put there and four cents and put here.  So that -- and that was somewhat confusing, especially if you start talking to the customer and that – that’s a very difficult concept to explain.  


Whereas if you have a rate rider -- and I view that as a number in your rate order that’s distinct from your normal distribution charge.  So you can very clearly talk to your customer and say, you know, it is X dollars a month or X dollars per kilowatt that we're collecting.  

The storm cost this much. We have 15,000 customers.  You can do the math and you can very quickly demonstrate the manner in which the storm, the costs are being collected as opposed to a rate adder.  It gets confusing for the customer and for ourselves.  


MS. LEA:  Okay.  Thank you.  I hear what you're saying about that.  And do you have any view, as well, with respect to the use of the fixed charge versus the volumetric charge?  Some of the utilities before the Board applying to use the fixed charge and you're proposing the volumetric.  Am I right?  Portion of the rate. 


MR. BRADBURY:  Again, as I said earlier, we chose a volumetric because that was the way in which it was dealt with in previous orders and -- 


MS. LEA:  So you don't have an opinion as to how that choice affects customers?  


MR. BRADBURY:  I think both have merit.  And retrospectively looking at what the other applicants did, it definitely has merit and we –- 


MS. LEA:  You don't have a strong opinion on it?  


MR. BRADBURY:  No.  We don't have a strong.  We're not married to either one.  


MS. LEA:  Thank you very much.  Those are my questions.  Thank you.  


MR. SOMMERVILLE:  Thank you, Ms. Lea.  We will take our morning break.  We will reconvene at 11:30.  


Have counsel for intervenors arranged an order?  


MR. SHEPHERD:  Yes, Mr. Chairman.  I’ll go first. 


MR. SOMMERVILLE:  We will start with Mr. Shepherd when we come back at 11:30.  Thank you.  


--- Recess taken at 11:30 a.m. 

‑‑‑ Upon resuming at 11:39 a.m. 


MR. SOMMERVILLE:  Thank you.  Please be seated.


Mr. Shepherd.


CROSS‑EXAMINATION BY MR. SHEPHERD:

MR. SHEPHERD:  Thank you, Mr. Chairman.  Witnesses, my name is Jay Shepherd and I represent the School Energy Coalition.  The School Energy Coalition represents the 5,000 schools in the Province of Ontario, and between the three utilities here there are 80 schools, roughly 80 schools.  They pay you something in excess of $1 million a year in distribution costs.


Before I ask my questions, maybe I will just set the stage a bit so that you can understand where I'm coming from.  I have talked to you privately, as well.  We're not going to be -- unless something surprising happens in the evidence, we're not going to be asking the Board to disallow your storm damage expenses, although we will be listening with interest to the questions of O&M versus capital and cost allocation. 


What we do want to look at is the question of whether the materiality test is appropriate, and whether there are ways that you, as LDC managers, can prudently manage this sort of costs in a way that is beneficial to the ratepayers.


So let me first ask you about materiality.  Your materiality test you applied for this application was about 12,000 for Fort Erie and about 8,000 for Port Colborne; right?


MR. KING:  Yes.


MR. SHEPHERD:  Did the storm for which you're making this claim affect any other utilities?


MR. KING:  No.


MR. SHEPHERD:  It was all localized in your area?


MR. BRADBURY:  Not in Canada.  In the United States.


MR. SHEPHERD:  In the United States it did.


MR. BRADBURY:  Yes.


MR. SHEPHERD:  You're sort of surrounded by Hydro One, aren't you?


MR. BRADBURY:  No, we're not.


MR. KING:  No.  It is very unique, our geographic position.  Living in Fort Erie, there is a road called Nigh Road, and it is like a different world once you pass Nigh Road with the lake effect snow.  We have had our staff, who drove to -- that day drove to Niagara Falls and people looked at them in Niagara Falls - it wasn't a nice day - but, Where were you?  Where did you come from?  The cars were full of snow; in Niagara Falls, there was absolutely zero snow on the ground.


MR. SHEPHERD:  Okay.  Now, you had some questions from Ms. Lea about storm damage costs in previous years.  And you haven't been able to segregate those; right?


MR. KING:  Yes.  The non‑material, we'll call it for lack of better ‑‑


MR. SHEPHERD:  You did have storms in those years?


MR. KING:  We had weather events, absolutely.


MR. SHEPHERD:  In the Toronto newspapers over the weekend, there were a number of stories about severe thunderstorms and potential tornados that hit southwestern Ontario on Friday, and, in fact, Hydro One said that they had 100,000 customers without power on Friday night.  


Were you affected by those storms?


MR. KING:  Yes, yes.  On Friday night we lost 7,000 customers in Fort Erie.  Our station 17 went out due to lightening strikes for an hour to a couple of hours, and we lost 2,000 customers in Port Colborne.  We would call our crews in.  They would have restored it, um..., within a couple of hours.


MR. BRADBURY:  Did you clarify in Fort Erie there was no physical damage done to our distribution plant?  It was a direct strike on our transmission station.  It knocked out ‑‑ took out our protective relaying in our transmission station.


MR. SHEPHERD:  Is it safe to say your costs associated with that event on Friday will be above the materiality level?


MR. KING:  No.


MR. SHEPHERD:  It won't be above $12,000?


MR. KING:  Absolutely not.  I don't know how many crews we sent out.  A couple of crews, a couple of trucks for a couple of hours, you know, a minimum call-out.  It wouldn't ‑‑


MR. SHEPHERD:  Okay.


If you had a cost -- let's say I had costs in 2004 that was $12,000.  You wouldn't necessarily claim that as a Z‑factor because it is above your materiality limit; right?


MR. KING:  No, no.


MR. SHEPHERD:  Because that is not very much to you?


MR. KING:  To go through a hearing and putting together an application for $12,000, no.


MR. SHEPHERD:  It is because of the regulatory costs or it is because it's a normal course cost?


MR. KING:  I'm being facetious here, but the 12,000 we would not, no.


MR. SHEPHERD:  Do you have a number that you use?


MR. KING:  No.  Because we only had two ‑‑ we have never had any material in-between type storms.  We have had -- I stand corrected, but our costs associated with the 2002 storm were a couple hundred to $300,000, and actually this was quite substantially more.  So we haven't had a $100,000 storm and, What do we do, or a $50,000 storm.


MR. BRADBURY:  I think it is safe to say we have never had to answer that question.  We have never had to sit down and debate whether we should seek recovery.


MR. SHEPHERD:  Okay.  For normal storm damage, the routine stuff that happens all the time, you have a budget for repairs and maintenance that covers it?


MR. KING:  We would have O&M budget, and included in that would be storms, but not a particular one account category called storms.


So the routine that happened Friday night, that would have went as part of our O&M costs.


MR. SHEPHERD:  How much is that annually ‑‑ how much of your annual O&M budget would be for repairs and maintenance to your system, roughly?


MR. BRADBURY:  In Fort Erie, our total O&M is somewhere in the area of about --


MR. QUESNELLE:  Sorry.  Your microphone is not on.


MR. BRADBURY:  I think in evidence we said our total O&M costs for Fort Erie is somewhere in the area of an average about $1.6 million a year, but that's all -- that is overhead, underground, our vegetation management.  That is all inclusive of our maintenance costs.


MR. SHEPHERD:  I am trying to get a sense of how much you spend each year to fix stuff that is broken.


MR. BRADBURY:  Again, unfortunately, we don't -- in the past, we've never actually set up a tracking number or an account number that does that on an O&M basis.


In order to somehow quantify it, what we had attempted to do in evidence, we went back through our SCADA records and we examined our ‑‑ we report our outages on a monthly basis.  So we took those outages and looked for weather-related events.  


We narrowed the dates down from SCADA and went back in search of our O&M costs and tried to correlate costs with those dates.


And I think in 2004 we couldn't find any material ‑‑ when I use "material" in the evidence, it was a small M material.  I was trying to somehow descript the amount of money.


MR. SHEPHERD:  It's not $12,000?


MR. BRADBURY:  No.


MR. SHEPHERD:  It is what you think of as material.


MR. BRADBURY:  I think it is more in the line like the storm we would have had would have cost us maybe 1,000 or $1,500.


We send -- you know, if we get a wind storm and we have a feeder outage, we send out a two-man crew.  They go out and say, Okay, we have a limb down on the line.  The feeder may have taken out 1,000 customers.  We pay two men two hours to remove that tree.  We really consider it just standard operating and we don't make any attempt to distinguish.


So we have nothing in our records, really, other than go back and search out each record and try to correlate it. 


MR. STEPHENSON:  We have nothing to categorize it.


MR. SHEPHERD:  Okay.  Now, let me turn to the risk of major storms, which is quite different; right?  And you have insurance on that risk, which you talked about.


MR. KING:  We currently have some insurance, yes.


MR. SHEPHERD:  And that insurance, that just covers the out-of-pocket costs associated with the storm.  It doesn't cover your lost revenue?


MR. KING:  Correct.


MR. SHEPHERD:  Okay.  That's an exclusion in your policy?  Normally, your policy covers lost revenue, except for storms; right?


MR. KING:  I do not believe we have business interruption coverage.


MR. SHEPHERD:  Maybe I misread the policy, okay.


MR. KING:  You might have read something in there as related to some of the generation assets that Fortis would own.  But as it relates to T&D, we do not have business interruption insurance in Fortis Ontario. 


MR. SHEPHERD:  Now, we asked you for -- in our interrogatories, for the adjuster's report for this claim.  It's about a half-a-million-dollar claim; right?  


And you said, in your IR response, that there wasn't one.  So I went to ‑‑ the rest of the lawyers in my law firm, basically all of them act for insurance companies all the time, so -- as Richard knows.


MR. STEPHENSON:  My condolences.


MR. SHEPHERD:  So they said to me, Well, there's always an adjuster's report.  You can't go without one.  Nobody pays a claim without one.  So I don't understand.  Can you help me with this?


MR. KING:  Yes.  Let me just talk you through the process with regards to insurance claim.


During the storm, during the restoration, you know, we made a call to our insurance people, who contacted FM Global.  On the Friday after the storm, two engineers from FM Global came down and visited us, and we brought them around for a half day and toured the system; right?


And they saw firsthand the devastation and the impact of the storm, while we were still in the restoration stage, after which we ‑‑ it wasn't until January of 2007 that we had collected or received all of the invoices from the LDCs and the third parties, and we submitted our claim end of January, early part of February.


In the interim, they had engaged an accounting firm.  They weren't quite sure if they were going to bring an engineer in to ask about it or bring an accounting firm in.  But they engaged an accounting firm, it slips me it wasn't one of the tier one firms.  It slips me as to exactly who it was.  And I had a couple of conversations with the claim.  


So the total amount of our costs, as you see in our evidence is $2.6 million.  We have $500,000 in coverage and we have a $300,000 deductible.  For our claim all we did -- we just gave them all the third party invoices, because that was $1.8 million, more than ample to cover off the claim.  So they didn't ask for full-blown report on our storm, because our coverage was so limited.  


We did ask about a property damage report or some sort of report, and we said there is no report.  As recently as two days ago I had a conversation with our individual who directs all of our insurance claims or insurance policies for Fortis and he’s not familiar with any of those type reports.  So I -- you know, he said, Glenn, all of the claims we've made, I'm not familiar with the reports.  We submit a Statement of Claim and they certainly will often come in and ask questions on that, but a full report on, did we do a good job or a bad job or, you know...


Certainly some claims might be denied, as they relate to, well, we know things are within the policy, et cetera.  But not familiar with that report.  


MR. BRADBURY:  I should add.  We did go directly to FM Global and ask if a report was available and, if so, could we have it and the answer was "no", there was no report.  Other than their internal memos directing payment of the -– on this.


MR. KING:  Whether this accounting firm wrote a report and gave it to FM Global, I'm not sure.  I'm sure they did something but nothing we were privy to.  


MR. SHEPHERD:  Thanks very much.  Now as you indicated to Ms. Lea, it’s becoming harder to get storm insurance, right?  


MR. KING:  Yes.  


MR. SHEPHERD:  More expensive and less available?  


MR. KING:  Yes.  


MR. SHEPHERD:  And in fact, I this you indicated you may not actually renew your policy in July.  


MR. KING:  Certainly as part of our renewal process, we look at our underwriters and our relationship with our underwriters and we look at other markets and for premiums as they relate to T&D or property coverage and all of our policies we change underwriters as markets harden and soften and when we get better terms, like a tendering process.  


MR. SHEPHERD:  I wonder if you could turn up a document which we provided to all parties last week called, "After the Disaster:  Utility Restoration Cost Recovery".  This is a report authored by the Edison Electric Institute.  Do you have that?  


MR. KING:  Yes.  


MR. SHEPHERD:  I wonder if I could get an exhibit number for this. 


MS. LEA:  K4.  Do you have copies you could provide us?  All right.  One moment.  


EXHIBIT NO. K4:  DOCUMENT ENTITLED "AFTER THE 

DISASTER:  UTILITY RESTORATION COST RECOVERY", BY 

EDISON ELECTRIC INSTITUTE

MR. SHEPHERD:  The Edison Electric Institute is the utility-sponsored research organization in the United States; is that correct?  You're familiar with them?  


MR. KING:  I'm vaguely familiar.  Certainly I have seen the report and from their intro. 


MR. SHEPHERD:  Can you turn to page 10 of their report.  And they talk about -- on page 10 there’s a box there that talks about storm insurance and it indicates that storm insurance is now more expensive and less available than it used to be.  

Now I understand it is different in the United States because they have hurricanes which we generally don't.  But Am I right in saying that the nature of the problem, that is, the ability to insure against this risk, is the same here, you're having more difficulty?  


MR. KING:  I'm not really an insurance expert but generally I would say yes.  


MR. SHEPHERD:  Do you know what MEARIE is? 


MR. KING:  Yes.  


MR. SHEPHERD:  And what is it?  


MR. KING:  It's the – Yes, it’s a reciprocal insurance agency that operates for the EDA that most LDCs in the province would participate in and have a reciprocal agreement with respect to insurance and in some cases water. 


MR. SHEPHERD:  Have you talked with MEARIE about storm damage insurance? 


MR. KING:  No, I have not. 


MR. SHEPHERD:  Do you know whether it’s offered through MEARIE?  


MR. KING:  What I do know about MEARIE is, I’ve spoken to them in the past, they also use FM Global.  Their policy, I understand is similar to ours and it is offered at commercial reasonable rates.  But whether or not MEARIE offers storm damage coverage, I cannot comment on that. Thank you.   


MR. SHEPHERD:  Now the other way -- if you can't insure against sporadic risk, if you have a big risk that doesn't happen every year, it happens sporadically, and if you can't insure against it, one of the things you can do from an accounting point of view is establish reserves, right?  


MR. KING:  Yes.  


MR. SHEPHERD:  Are you an accountant?  


MR. KING:  Yes.  


MR. SHEPHERD:  So you know more about this than I do.  And under the OEB rules you can't establish reserves for storms, right?  


MR. KING:  Correct.  


MR. SHEPHERD:  Currently?  


MR. KING:  Correct.  


MR. SHEPHERD:  I wonder if you could turn to page 11 of the Edison report.  There’s a discussion there about storm damage reserves in the US.  Have you had a chance to look at that?  


MR. KING:  Yes, I have.  


MR. SHEPHERD:  Now you -- assuming the OEB allowed you to, you could, in effect, amortize storm risk through reserves using something similar to what they're talking about here, couldn't you?  


MR. KING:  Yes.  


MR. SHEPHERD:  And you could set up storms – sorry -- you could set up -– you could set up reserves either on an -- just an accounting basis or you could actually fund them.  


MR. KING:  True.  


MR. SHEPHERD:  Okay.  But as far as you know, do any Ontario utilities do that?  


MR. KING:  I’m not aware of.  The only possibility I would add to that would be larger LDCs in Ontario might, through a forward test year, have storms as part of their recurring costs and showed as operating O&M type expenditures.  


So I would forecast storms.  So in the case of a larger LDC, maybe their number is bigger and they track them separately.  So on a forward test year I would say, well, I'm going to have a hundred thousand of storms this year and I’m asking for a revenue requirement to support that.



MR. SHEPHERD:  But that still wouldn't cover the once in thirty years -- 


MR. KING:   No, absolutely not, you're correct.  


MR. SHEPHERD:  Okay.  What do you think of using reserves as a method of managing your storm costs?  Your major storm costs?  


MR. KING:  The challenge with using reserves is -- My philosophy on most things are keep things simple.  This would be another process where you have to record a certain amount of -- what you say is not funded by certainly it would be part of your revenue requirement and you would set up a reserve on your books, so somehow it is funded even though there is not cash separated for it.  But it is funded.  It is being paid for by the ratepayer as part of your normal costs. 


It’s another piece, another aspect that needs to be managed by Board Staff, given that there is 90 LDCs in Ontario it’s just another cumbersome piece to manage.
Having said that, I know our sister company, Fortis Alberta has somewhat of a self-insurance reserve –- they -- which is funded through tariffs, that they are allowed to record on their balance sheet.  At their next GRA they would go in and show what they've -- claims they made against that account and ask for, to bring that -- in most cases in the debit position, i.e., there is more storms, the money they have collected.  So they bring that down to a zero.  They use that with the commercial insurance and the minimum amount they put in there would be $100,000.  


So it is -- now, our other sister company in Newfoundland, Newfoundland Power does not have insurance reserve and you know they would forecast for small storms, major storms over a half million dollars.  Doug, they have capital fund for that?  So there are different treatments in Canada.  


MR. SHEPHERD:  So just on Newfoundland Power.  Can you tell us a little bit about the capital fund they use for major storms.  


MR. KING:  Doug, can you?  


MR. BRADBURY:  My understanding, again it’s some time since I worked there and I try to keep abreast they forecast, they refer to -- I should take it back.  

Newfoundland Power, they have to go before the regulator, as a part of their revenue requirement, they go before the regulator with their capital and operating budgets annually.  So the regulator will review.  So in their operating budget they will have forecast the minor storms.  And it's based purely on the historical, brought forward.  So they said the storm costs are trending, and they include it and the regulator approves it.  


MR. SHEPHERD:  Now, you said earlier -- and I think, correct me if I'm wrong –- they have a lot more storms than you do in Fort Erie. 


MR. BRADBURY:  It is a much harsher climate than Ontario, yes, that's an understatement. 


MR. KING:  I’ll attest to that. 


MR. BRADBURY:  So they will forecast in O&M, and what they refer to as non-foreseen capital.  And the Board, through historical records will grant approval of those amounts.


Then as the year progresses they will -- you know, storms be they minor, major, will go into this O&M.


Using their capitalization policy with the regulator, if there is a large single event, then they have the opportunity to place that into the -- this unforeseen capital.  So it will go into rate base immediate year.  


Now, they will return to the regulator.  When they go back into the regulator for the next year's revenue requirement, a part of that is to review the current year's and the previous.  So it is always a true-up type of thing.


So if a storm doesn't occur, then the regulator has a chance to correct things midstream, so to speak.  So from my understanding, like, they won't benefit, like, by, you know, this general expenses capital, unless something happens.  Like, the revenue requirement --


MR. SHEPHERD:  From the ratepayer's point of view, it is largely a smooth cost?


MR. BRADBURY:  Yes.  It is a stabilization type of mechanism, really.  I would describe it in that nature.


MR. SHEPHERD:  It works like insurance?


MR. BRADBURY:  I think it augments insurance.  You know, you have this -- you have this to sort of minimize the impacts, and you also have insurance riding.


MR. SHEPHERD:  All right, I understand.  Can you go to page 15 of the Edison report?  In the second last paragraph, this is the conclusions of the report.  It says:   

"Given the lack of commercially available storm insurance at affordable rates, the industry should adopt a self-insurance mechanism for storms either within individual companies or possibly on an industry basis."


Now, I'm giving you that for context.  What do you think of the idea of an industry‑wide pooled self-insurance, within Ontario, to spread the storm risk and build it into your annual operating costs?  Would that make sense for you, as a company?


MR. KING:  Certainly if there was a larger pool we could apply to receive funding from, given our geographic location in Fort Erie, it certainly would work for us.


Again, it is a challenge about administration of such a pool and how it gets set up and what the appropriate trigger points are to come in for a claim, the mechanics that relate to that and how much it goes in there.  It is a self-funding, self-insurance type thing.  


So it merits more discussion.  Generally, I have no big issues with it, except for the complexity in the administration of it.


MR. SHEPHERD:  Let me turn to one other area, and that is, in our final argument, the School Energy Coalition asked the questions whether the utilities should hedge storm damage risk with weather derivatives.  Has Fortis ever explored the question of whether weather derivatives could be used to reduce those risks?


MR. KING:  Not that I'm aware of, no.


MR. SHEPHERD:  No?  So let me just step back and ask the general principle question.  I'm sort of dancing around it, so let's get right to it.  


If one of your vehicles is involved in a car accident, you don't go ‑‑ you don't ask for a Z‑factor to pay the $1 million settlement amount, because you have insurance; right?


MR. KING:  Well, we have some insurance for our vehicles, yes.


MR. SHEPHERD:  Is there something different about storm damage as a risk that is ‑‑ that it shouldn't ‑‑ it should be left as a sporadic cost as opposed to being built into your operating costs?


MR. KING:  Well, it shouldn't be left to be ‑‑ well, I think the Z‑factor, as it is set out, to be quite frank, has some merit to it.  It allows the utility to choose whether or not it can make a claim, be it $12,001 for Fort Erie or $50,000.


And it forces the utility to prove that the storm had a significant impact and all of the principles set out in causation and materiality and prudency.  So there is merit in that.  


Now, the simple, minor storms that happen are normally taken up in your operating and maintenance expenses, so that is covered off.


So there is merit in the Z‑factor type formula that is here today.  It is to how much would you ‑‑ is enough to have in a self-insurance fund?  What is the appropriate amount?  I can't remember seeing someone justify us putting in $2.6 million or $2 million in a self-insurance reserve and it would continue to grow for the ten-year storm or 15-year storm.  


You know, questions like that, what is the appropriate amount and, if that appropriate amount is not covered off, do I go back and ask for more, or am I ‑‑ because it is there, I'm going to start making a lot of small claims on it because it is easier now?  


It deserves merit and discussion, but there are issues with respect to a one big centralized, or if it is at the LDC level or it is something that is administered by the OEB or the IESO, or, you know, collected through the uplift charge.  I don't know.  There is all kinds of items that you could consider.


MR. SHEPHERD:  Two other brief questions.  You had some discussion about capital versus operating costs.  Do I understand that one of the effects of this particular storm was to shift some of the costs that you had budgeted as capital costs into O&M?


MR. KING:  Yes.


MR. SHEPHERD:  That was a couple hundred thousand dollars?


MR. KING:  Well, I don't know if it was a couple hundred thousand dollars, but certainly some of the costs that were non‑incremental type costs, that would otherwise have been capitalized, were now expensed, because we captured it into our -- you know, our storm work order, and then we ended up capitalizing, which is a point which I wanted to elaborate on earlier and I didn't, and I will bring it up now.  


With respect to the 225 that we talked about earlier, that cost, well, that is a fully-loaded cost.  So that would be incremental and non‑incremental costs.  So if I was to simply, in accounting terms, credit and take it out of my storm, my Z‑factor costs, and bring it over to capital, I would be somewhat understating my operating.  


In hindsight, shouldn't I have taken some of my capital, if I ‑‑ if I knew I was going to throw it into capital, wouldn't I have taken the full capital cost of doing that capital work and throw it into my capital account, and I would have, thus, less in my non‑incremental costs?  


I didn't do that, because I looked at it, well, the Z‑factor is -- I'm not allowed to have non‑incremental type costs here.  So the 225 is a little inflated number in one sense, because it is a full cost, not just the incremental -- non‑increment ‑‑ or incremental costs.


MR. SHEPHERD:  My last questions concern the amounts you paid to neighbouring utilities.  And the invoices have hourly rates for their people; right?  Most of it is people costs?


MR. KING:  Pardon me?


MR. SHEPHERD:  Most of those invoices are people costs?


MR. KING:  Yes.  There would be truck costs and, you know, some of them had their own meals, but for the most part it would be people.


MR. SHEPHERD:  The hourly rates you paid to the neighbouring utilities, those are cost base rates; right?


MR. KING:  Certainly some of them are.  Some of them would include overheads and, you know, how much they marked it up.  I don't expect there is any profit taken in there, certainly with our NEPA members.  It is difficult to go back and challenge the LDC on, What is that rate?


MR. SHEPHERD:  You didn't take any steps to verify that ‑‑


MR. KING:  We certainly --


MR. SHEPHERD:  -- benefitting from your misfortune.


MR. KING:  No.  We certainly -- the invoices came in.  Our T&D team looked at them and approved them, made sure the hours were reasonable.  If the rate looked unreasonable, in a couple of cases we asked questions on, Well, where is -- just how is this rate as such?


MR. SHEPHERD:  Did you change any of the rates as a result of that?


MR. KING:  No, but we did ask some questions.


MR. SHEPHERD:  So, for example, you had one utility charging you $70, $80 an hour for the people.  Did you challenge that?


MR. KING:  I can't remember that particular case, if we challenged that one.


MR. SHEPHERD:  Now, when you assist other utilities with their storms, right --


MR. KING:  Hmm‑hmm.


MR. SHEPHERD:  -- you don't mark up your labour costs, except for your actual out of pockets?


MR. KING:  Yes.  Our costs with regard to our NEPA members would be our full costs, our ‑- the labour rate, plus a markup of -- is it 12 percent or 10 percent?  There is a percentage which is meant to be, you know, the CPP or not ‑‑ the pension type of costs associated with that.


MR. SHEPHERD:  But it is intended to just be cost recovery?


MR. KING:  Absolutely.  We're here to help each other and not to make any profits on someone's misfortune, absolutely.


MR. SHEPHERD:  Thank you.  Those are my questions.


MR. SOMMERVILLE:  Thank you, Mr. Shepherd.  Mr. Buonaguro.


MR. KING:  Thank you for moving.


CROSS‑EXAMINATION BY MR. BUONAGURO:

MR. BUONAGURO:  I'm not sure if it is an advantage or disadvantage that you can see me.


My name’s Michael Buonaguro.  I'm counsel for the Vulnerable Energy Consumers Coalition.  I just have a couple of questions following up on the questions that Board Staff asked you with respect to cost allocation.  


And specifically, you were asked about your reply argument on page 11, and this is with respect to the Niagara reply argument, page 11 to 13.  I’ll just read what you said:

"CNPI Fort Erie does not agree with VECC's submission.  CNPI Fort Erie believes that the allocators and the information filing have not been tested by the Board and do not necessarily represent the manner in which the distribution system was restored."  


And I -- So I recall your answer to that question, what you meant by that was that because residential areas are heavily treed, they tended to have caused more of the damage, therefore were deserving more of the costs.  


MR. BRADBURY:  I drew a correlation, I think, between the locale of residential customers and the -- say the cost of restoration.  I’m trying to -– like we have a number of industrial parks in Fort Erie and Port Colborne.  Well, there may have been, you know, a conductor torn free from the pole or something like that.  But normally we don't see a lot of tree cover.  So we weren't in there doing a lot of repairs.  


Where we did do a lot of repairs way trying to get into the high density residential subdivisions and these subdivisions, for instance, where I live the subdivision dates back to 1892.  And these are very mature, very large trees, you know, well above the lines.  And what I was doing was trying to draw a correlation about the amount of effort it took to restore the system.  There was more effort within the residential area.  We spent more time in those geographic zones than we did say in the industrial zones or the areas where -- where a school may be may be located in a cleared area, this type of thing.  So it was purely a correlation, I think is what I was trying, not to categorically say that it caused more damage.  


MR. BUONAGURO:  So, but that wasn't, in terms of your application, that wasn't the reason put forward as I under stand it --

MR. BRADBURY:  No, no.

MR. BUONAGURO:  -- for the treatment.  In fact the reason for the treatment was the precedent established with respect to account 1572. 


MR. BRADBURY:  I think in my answer I said retrospectively in reviewing through some of the interrogatories that were asked. 


MR. BUONAGURO:  And then since that time the Board issued, what do we call it, "Cost allocation informational filing guidelines for electricity distributors", that was our submission, that you should follow those. 


MR. BRADBURY:  Yes.


MR. BUONAGURO:  Because that came subsequent to the 1572 treatment. 


MR. BRADBURY:  Yes.


MR. BUONAGURO:  And you're saying, again I refer to this paragraph, that it doesn't necessarily represent the manner in which the distribution system is restored.  


And I'm just thinking about, I think it was earlier in your testimony on -- maybe the preamble, talking about what happens when the storm hit.  And one of the things that you do initially is contact your major customers, right?  


MR. BRADBURY:  We have -- we identify some major customers who have to take mitigating steps if they know there is going to be a power outage.  For instance, one of our larger customers is a colour printing plant.  Well it’s an automated plant for the most part, with maybe four or five people working there in a shift.  If they know that there’s an outage they very quickly call their maintenance staff and get in and mitigate their costs.  


I mean, I think in the EEI report that Mr. Shepherd’s brought, I think somewhere in the case they talked about the socialized costs that maybe for every dollar that the utility incurs, society is somewhere between $10 and $100, maybe, in their costs. 


So these large customers have to take steps, schools being one; they have to get in maintenance staff and orderly shut down things.  And so, yes we do. 


MR. KING:  We just – let me add to that.  We certainly do try to contact our larger customers.  You can't contact your residential customers because there are so many of them.  But just during that storm incident we had I think it was 7,500 calls in that five-day period which is two times our monthly average of calls.  We've had a tremendous amount of calls and there our customer service reps in contact with our -- with the residential customers, we didn't directly call them, they called us.  

But we contacted our major customers and kept them informed of when we expected their feed or their system. 

So yes, we tried to use radio and, you know, one of the key things in a storm is keep people informed. And that was our main aspect there.  

     MR. BUONAGURO:  Now, in terms of bringing up this, in the context of an appropriate cost allocation, I haven't thought about it because I hadn't heard this answer until today.  But it would occur to me that you may, following that line of thought, there might be scenarios where you might try the same thing with respect to a large industrial customer, because of their particular role in the system and particular characteristics, they might cause an outage themselves.  Would you then allocate the entire costs of responding to that to them?  

     MR. BRADBURY:  Difficult to imagine that.  In answering the question, I would have to go back to the cost allocation model and the cost allocation study and the report that was published by the Board. 

     The cost allocation really was a mechanistic method of 

allocating fixed costs components, demand-related components and energy components to the various customers.  Each group of customers has a different profile, different demand, you know.  For a large customer we got to put in a bigger plate, a bigger wire.  So you know, so there's more demand-related customer costs associated with some.  

     When you think of a storm and the power is out, I view that as a minimum system.  Your number one goal is to restore your minimum system capability and the entire cost allocation was predicated on a minimum system model.  

So our goal was to get power to each customer, from that theory.  So if you look at it from that way, it is difficult to draw a correlation from trying to get everyone's 100 watt light bulb turned on or in the case of our guy, 400 watts.  It’s difficult to correlate that with the actual costs of doing it or say that a certain customer group is, in some way, contributed to more of your costs.  

     So I mean, each argument I think has merit, but on the 

balance of things -- and again I said earlier, we didn't sit down and really, you know, try to think through this.  We said, what did the Board say to us when we had a 1572?  And what did the Board say to the other utilities?  

The Board indicated that you will recover by customer volume, by volumetric rate.  And that was the extent of our thought process, really. 

But retrospectively, you can think of a number of different ways.  I think the other LDCs have some valid points in theirs.  But I can't draw a correlation between a commercial customer and his demands on the system, driving any of the cost restoration.  I just -- I don't see any correlation there, on that.  

     MR. BUONAGURO:  It just seems to me -- perhaps you can agree or disagree -- that the two options are allocate costs based in accordance with your normal cost allocation, and in this case it would be suggested that the new -- we would suggest, at least, that the new cost allocation requirements would be that; and another option, which you seem to have touched on although I understand you weren't specifically proposing it in this case, which is try 

to identify some sort of class-based allocation factor, in this case landscaping, and somehow relate the cost allocation of that. 

And it would seem to me as between the two, the one that has the potential for a slippery slope and for that reason should be avoided would be the second.  And that rather, you should stick with the cost allocation in general.  

     MR. BRADBURY:  Again, from a cost allocation point of view -- and one of my statements here was untested -- I have submitted cost allocations for three service territories.  All three of them resulted in somewhat different allocation of costs to customers.  And I think in Fort Erie, the very preliminary -- the numbers that I have submitted -- and they haven't been tested by the Board, the Board hasn't come back and said are your services count right, did you do this.  

But we're seeing in Fort Erie where the commercial customers are paying more than their share of the allocated costs.  You know.  And residential customers are under-recovering.  

     So like I don't see how I can, you know, in a transparent environment, take my cost allocation numbers and apply them to recovery, because these are real dollars and we're very well aware the customer is going to pay real dollars for this recovery.  And I think it should be based on something that, you know, is measurable, and right now I ‑‑ again, I will go back.  I can't draw a correlation between the way in which the costs allocation methodology was followed through and the -- and the restoration of the storm.


Again, I mentioned, again, retrospectively, because we didn't do it.  But, retrospectively, when you look at where your efforts were, you know, they were in the backyards.  They were in the heavily forested residential neighbourhoods.  You know, they were impassable.  We couldn't get, you know, to certain lines.  


So, again, that is just a retrospective view.  It is not what we did.


MR. BUONAGURO:  You would agree with me that the efforts were meant to mitigate the impact of the storm damage on all customers, not necessarily one customer class or another?


MR. BRADBURY:  Yes.


MR. BUONAGURO:  Thank you.  Those are my questions.


MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.  Mr. Stephenson, we will proceed with questions from the Panel, and then you can have an opportunity for redirect.


MR. STEPHENSON:  Thank you.


QUESTIONS FROM THE BOARD:

MR. SOMMERVILLE:  Mr. Quesnelle.


MR. QUESNELLE:  I will direct these questions, the first ones, anyway, to Mr. King, but anybody else can chime in, by all means.


I think what we are reaching for here, and I think what a lot of the discussion is going to, seeing if we can come up with some approaches.  You know, the applications that are before us in this combined proceeding suggests that there are differences of opinion of how we can approach these, and there are certainly interrogatories that suggest the same.


I think if we're looking at principled approaches to this or a principled approach -- I'm just setting this up.  Forgive me for going back to the theoretical basis, but at a very high level, and I am asking you, Mr. King, what is the purpose of having the separation of your O&M in current and your capital in long term, as far as someone looking at a company, looking at its financial records and saying, Okay, this is what I think about the health of this company?  


What are you trying to do when you are setting up an asset, capitalizing an asset versus expensing it?


MR. KING:  Well, more of an accounting type of question, and, you know, a capital asset is meant to be something that has a longer-term benefit to the company.  There is an enduring benefit to the company over a longer period of time.


O&M type of costs are more current period costs that are non‑recurring in nature.  They're specific to the point in time, the matching principle, the benefit you get from your current assets or your rate base matching to ‑‑ and you ‑‑ the capital gets amortized into your P&L and is picked up through your revenues.  It is that type of basis that ‑‑ did I answer your question?


MR. QUESNELLE:  Yes, you have.  I think that we're looking at something that someone can take a look at a company, and, depending on the nature of that company, take a look at -- and in the context of the LDC sector in Ontario, perhaps be able to do some comparative analysis, as well, and suggest, you know, putting that forward and asking if you agree or disagree.  


But it would be important to have a consistent approach to the treatment of whether or not things are current or capitalized.


MR. KING:  Absolutely.  I think there should be a consistent treatment.  And if you talk to every LDC in Ontario and -- you know, there are going to be differences.  Whether or not one pole gets capitalized or not or whether or not, you know, rate bases are a different size, it is difficult to take a rate base and divide it by a number of customers and see if that is a reasonable amount.  


There is lots of different policies out there with respect to capitalization.


MR. QUESNELLE:  So if we're speaking about a sector which is dependent in total on the infrastructure that it uses to deliver the service that it does -- you know, it's a capital intensive sector and rely on the infrastructure.  That is the nature of the business, to keep the infrastructure whole.


MR. KING:  Absolutely.


MR. QUESNELLE:  Why is it that you would suggest ‑‑ and maybe you don't suggest this, but your application doesn't differentiate between, for instance, the cause of your requirement to change things out, to add new asset units.


MR. KING:  Yes.


MR. QUESNELLE:  If it were done in a routine rescheduling on lifecycle replacement versus a storm incident, the before and after pictures are identical.  You have one situation where the assets are of average life, and you have -- regardless of the event, it changes.


MR. KING:  Yes.


MR. QUESNELLE:  Why would things be event specific as to the capitalization treatment versus what is now the current picture of the asset?


MR. KING:  A couple of things on that.  As I stated previously, we looked at ‑‑ our interpretation of the Board report was there was no ‑‑ even though there were sub-accounts, there was no distinction between a capital and non‑capital or operating-type expenditure and our past history with the transition costs and our previous storms.  


So that was sort of our guiding principle, but you can look at it deeper.


You can look at whether or not this event was -- actually, these expenditures were capital.  Did I have enduring benefit?  Did I add value to my system?  Will I reduce my operating expenses related to this?  Will the life of my physical plant increase because I put one pole here and another pole over there?  Not marginally, but there is no significant benefit.  


So is there any value added to it?  So from that principle alone, you could say, well, was is it really a capital-type item?  You can challenge that.


I brought my system back to a status quo.  Prior to, I had a power system that supplied power to all of my customers.  A storm came in; it brought it down.  And we brought it back to a status quo where it has applied power.  No better than it was before; no worse.


MR. QUESNELLE:  Now, you just extend that, say, logic.  How is that different than any planned capital work, though, unless you are expanding the system?  Let's work with a finite sized system.  Expand it to your boundaries and there are you are.  


Isn't that the case, in that we're always going to be using the infrastructure to deliver electricity?  Unless the nature of it changes, we're always going to be going to status quo by updating the average life, or are they changing the lifecycle replacement cycle?


MR. KING:  You're correct in saying that, absolutely.   Standard utility practice, those types of items would be capitalized and brought in to -- in certainly our capital policy, it would be brought into normal capital.


MR. QUESNELLE:  So there may be elements of threshold of materiality as to when we do certain things.  But going back to the principles, would you agree that in principle, if the end goal is to have a fair financial reporting, it would lead to a fair understanding of what it takes to run that business, as far as what is the asset requirement to run this business?


You would always want to look at -- regardless of what the cause of the triggering event, you want to look at what is the status of the infrastructure in age and life expectancy after that event, regardless of what the event is?


MR. KING:  True.


MR. QUESNELLE:  Okay.  The $250,000, in rough numbers, the two applications that you have assigned as the capital component in a retrospective look, going back and saying, Okay, what do we have as far as units of asset replacement; therefore, giving a longer life, and you assigned that number to it?


Now, it may be in here and I will just ask you.  How was that derived, if you could run that by me again, as to the labour component and whether or not it looks to make sense?  Does it pass the asset test as to, What did you have after the fact?  Did you have three kilometres of line and 100 poles?  Did you just take that number and do a unit costing?  Did that seem to make sense as to what the capital increase would be?   Can you run that by me?


MR. KING:  Yes.  Doug, do you want to elaborate on that a little bit?


MR. BRADBURY:  Basically, in response to the interrogatory, I asked our engineering department to prepare an estimate to erect 100 poles along the road right‑of‑way, and irregardless of spacing, and then string 3 kilometres of four conductors' wire.  


And using our current values that we use in our capital budgeting, they derived that number, based on the labour and materials.


MR. QUESNELLE:  Okay.  So if that is a scenario where we're doing kind of a greenfield build of new assets with your incremental labour costs in, as opposed to ‑- and this is where I'm going back to the notion of having comparative data and reflecting real life costs.


If a utility is in a zone which receives higher occurrence of foul weather causing early retirement of its assets on a regular basis, would you not expect that you would want to take a look and say, All right, on a per-customer basis, this is a more capital-intensive utility to run than one that is in a calm weather zone?


Would that be a ‑‑ to look at what is the cost to run this business, what is long term versus short term, you know, the matching principle, what have you, that you would expect to see a higher capital requirement per delivery point, per whatever, that it would reflect that?


MR. KING:  Certainly you would end up replacing your assets on a more frequent basis if that was the case.  There would be more wear and tear on your assets through normal storms.  There may not be damages, and you would expect your depreciation rates to be higher.  And, as I mentioned earlier, your rate base would likely be higher, as well, because you would expect to have a stronger system because of the weather‑related events.  You would build your system to withstand more than a line going through a middle of an open field.


MR. QUESNELLE:  Even after doing all of the perfect engineering that can be done, you decide that it's more cost‑effective to have to replace this more often than build it stronger?


MR. KING:  That's an engineering judgment, and that could very well be the case.


MR. QUESNELLE:  You would expect that it would be acceptable, if prudently incurred costs, that you would have a larger rate base to serve the same number of customers in that zone?


MR. KING:  Absolutely.


MR. QUESNELLE:  Again, back to my original approach here, we're looking at principles here to come up with something which is -- you know, so if we can agree that to the extent that there may be materiality thresholds, what have you, what we're attempting to do is come up with an accounting treatment of this which gives a picture after the fact, or we may be looking at the benefits of that.  


I'm not suggesting it is an end goal, but a benefit may be that we have a true picture of what the asset requirement is for that LDC, and, therefore, would you agree or disagree that putting in the non‑incremental costs into that capital replacement of 100 poles would make sense, in that scenario, that those are true capital costs, the labour component at that point in time, reflecting the foul weather?


MR. KING:  Yes, absolutely.  If the ‑‑ I would expect if I was to capitalize anything, I would put the full costs of -- going back to your theory, the full costs of putting that capital in the ground, including the non‑incremental costs, which is what ‑‑ not the 225 ‑‑ well, it does include that, absolutely.


MR. QUESNELLE:  It would be beyond that, given the nature and the quick response requirements, and that it is in greenfield, it is sporadic and there is extra costs?


MR. KING:  My problem now is I have my non‑incremental costs, you know, in my retained earnings over my P&L, because that wasn't the principle I followed; right?


MR. QUESNELLE:  I am trying not to divorce ourselves from the past and the treatments, but I think this is maybe one of the first times the Board has sat down with real applications looking at this from the point of view of, Okay, we have got some things.  We combined this proceeding for a reason and to do some comparative analysis of different approaches.


What I am trying to flesh out here is what are some possibilities here, you know, so don't take, you know...


MR. KING:  Yes.


MR. QUESNELLE:  There is another area along those lines, if you continue that thought process.  If we were to look at the nature of storms as to the ability for the Board to come up with rules of thumb or, you know, splits between the capital and the expense in any given storm.


I think in this particular case, it has been described as very labour intensive from an O&M point of view because of the nature of it, and understanding that you're not necessarily -- given the specifics of the storm where you have lots of limbs down due to wet snow on leaves, trees, foliage, you can do an awful loft of work ‑‑ I'm asking you to agree or disagree with this.  A lot of work needs to be done that isn't necessarily replacing units of assets?


MR. KING:  Yes.


MR. QUESNELLE:  You're just removing limbs so that you that can re-energize?


MR. KING:  Yes.


MR. QUESNELLE:  You're doing tree trimming so you can re-energize, but you haven't done anything but enable the energization.  You haven't extended the life?


MR. KING:  Well, you go back to Doug's earlier point on the first day when we weren't trying to re-energize lines and feeders, because they were causing fires and there was flashes.  Before any feeder could be brought back online, you had to patrol the feeder with our crews to ensure there is nothing there and there was no damage to that system.  So everything had to be walked, and then patrolled.


MR. QUESNELLE:  So the characteristics of the storm itself would certainly drive you to perhaps different ends as to what the split between capital and O&M, and I will put forward another premise.  If we had a very isolated situation where you had a tornado come straight down a road allowance, not take out one tree, but just flattened the whole asset base, you are going to go in and replace everything there.  There is going to be very little O&M?


MR. KING:  Yes.


MR. QUESNELLE:  So my only point, and I ask if you agree or disagree, that it would be difficult to come up with a general rule of thumb on this split of storms in general?  You're looking at the picture before and the picture afterwards and looking at the infrastructure and back to my higher level theoretical accounting question as to:  What's -- the purpose of the report, of financial reporting, is to lay out what is the infrastructure requirement in this particular surrounding?


MR. KING:  To generalize is next to impossible, although Mr. Shepherd, in the Edison Electric report that he has put forth, it does talk within there of the storms.  In that survey, there was 20 to 25 percent ‑‑ of the storm costs itself were capital in nature.


MR. QUESNELLE:  Yes, okay.  But those two different scenarios I just gave you are probably a real-life situation, if I could?


MR. KING:  Absolutely.


MR. QUESNELLE:  Okay.  One other thought on that line.  If we were to take an approach that we wanted to get to that granular and what goes on in these events, which are, you know, no more than taking, you know, what may happen -- typically, the infrastructure, its wear and tear is the environment that it is in.  


So this is a rapid occurrence of things that may have occurred over many years; also, the physical nature of it, high winds, limbs, whatever.  We're not designing systems to withstand those, necessarily, so it is a combination of the two.


Would it be possible to capture that type of information required during an event like that to be able to make the assessment of allocation between the capital and maintenance after the fact, meaning -- like, I'm getting down to very a nuts and bolts question here.  


The crews that are out there, can they provide the information on time sheets, and what have you, to say, This is what I did versus this is what I did?  Do you find difficulty with that or do you think it is worth it?


MR. KING:  It would be very, very challenging.  The number one priority is the restoration of power.  The accountants come and ask the crews, Well, did you put up a pole today or did you do that?  They're going to look at you and go, you know, I just worked 16 hours.  Don't ask me to do that, to be quite frank.  I don't mean to be too blunt here, but it is a challenge to do it, to isolate what would be capital.  


Certainly you can get approximate estimations, but to set up a capital work order, people had their job assignments they went out for, but it was this whole feeder.  You take this feeder line and you patrol it, and you see what's on it.  And you're going to come across capital work and you're going to come across operating work.  


A lot of it is actually patrolling it and just maybe throw a conductor off.  So is that a capital?  It is very challenging to do.


MR. QUESNELLE:  If you took a look at your materials list and backed out from there what the activity that likely led to that material being required, would that be an approach?


MR. BRADBURY:  I think in a way that is what we did.  We did identify the poles and the conductor.  We use -- a lot of the conductor would have been spliced.  You splice in maybe 20 feet or you may -- you know, the crew may have called back and said, I can't put this conductor back up.  A piece of snow clearing equipment has torn it off, or something, and I have to replace 1,000 feet.  


So, in essence, we did use the material as the basis of determining capital.


MR. QUESNELLE:  Okay.  I just want to take Mr. King back to one question I had earlier on -- bear with me for a second.


I just wanted you to more fully explain.  I didn't quite catch it the first time through, is on the notion of capitalizing, what it would do to your O&M.  I will just state something back to you here.  I am paraphrasing slightly, perhaps.


You mentioned that in accounting terms, to credit and take it out of your storm or your Z‑factor costs and bring it over to capital, I would somewhat be understating my operating.  In hindsight, shouldn't I have taken some of my capital if I knew I was going to throw it into capital, and when I have taken the full capital costs of doing that capital work.


MR. KING:  If I look at -- my total costs were $2.6 million and 2.1 net of the insurance proceeds.  If at that point in time I was to capitalize something, I should capitalize using the $2.1 as my base number, not the -- our $2 million claim, because I have already taken $242,000 in non‑incremental costs and expensed them.  


So I am bringing over ‑‑ this 225 is meant to represent full costs, which would be rate incremental and non‑incremental.


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

MR. SOMMERVILLE:  Thank you, Mr. Quesnelle.  Mr. Vlahos.


MR. VLAHOS:  Thank you, Mr. Chairman.  Gentlemen, just one question.


Clarify for me, did you have a former regulator in this province, being a private system?  Was Ontario Hydro your regulator before?


MR. KING:  No.


MR. VLAHOS:  It was not?  Okay.  Those are all of my questions.  You couldn't help me, then, with the questions I have.  Perhaps I could ask the other applicants later on.


MR. KING:  Just to elaborate, we had a franchise agreement with the Town of Fort Erie.  Our rates were sort of set based upon, you know, the average of the utilities around us.  So it wasn't regulated by Ontario Hydro.


MR. VLAHOS:  All right, thank you.  Those are all of my questions, Mr. Chairman.


MR. SOMMERVILLE:  Thank you, Mr. Vlahos.  Just a couple of questions to the panel.


Mr. Quesnelle was asking you a number of questions about approaches to this question of how much of the overall expense ought to be recognized as capital and how much is expensed.


He talked about some principles.  One of the pieces of evidence that came in today was the Edison report.  That talks about a 20 to 25 percent allocation of costs associated with storms into capital.  


What is your reaction to that -- they describe it as a rule of thumb; what is your reaction to that rule of thumb?


MR. KING:  This was my first major storm.  Certainly the low number in capital makes a lot of sense to me, for reasons just talked about.  A lot of it is patrolling lines.  So it is not a negative reaction.


But having said that, that was an average number.  It could have been that tornado that went down the middle of the road for some, and others it could have been all patrolling of lines.  So you need to look at each case.  But as a general, 20 or 25 percent doesn't seem unreasonable.


MR. SOMMERVILLE:  I was impressed with your mantra about simplicity, simplicity of administration and so on.  The complexity of making those determinations, how do you assess that overall? 


In sort of looking back over this particular storm event, for example, I took your answers to be along the lines it would be very difficult to try to make a more precise assessment as to how to allocate these costs.


MR. KING:  Absolutely.  It would be challenging to ‑‑ with respect to between O&M and capital now.


MR. SOMMERVILLE:  Indeed.


MR. KING:  Very challenging to do so.  We asked for our engineering group to do 100 poles in a line, and, you know, that was the only approach we knew of to do -- to use.


MR. SOMMERVILLE:  Thank you very much.  Those are my questions.  Mr. Stephenson, redirect?


RE‑EXAMINATION BY MR. STEPHENSON:

MR. STEPHENSON:  Thank you, Mr. Chair.  Just a couple of matters for the panel.


I believe it was Ms. Lea that was reviewing with you the issue of so‑called minor storm damage and the degree to which expenses were already embedded in your rates in 2000 in relation to so‑called minor storms, and I think the answer was that your best estimation is that there was, to some degree, because of the fact that some amount had been spent on minor storm recovery in 2004, and that formed the basis, through EDR, of your 2006 rates.  Am I right about that discussion?


MR. BRADBURY:  Yes.


MR. STEPHENSON:  Okay.  My question for you is this:  Leaving aside your October 2006 major storm that we've been focussing on here, to your knowledge, did either or both of Port Colborne and Fort Erie spend any money in terms of dealing with so‑called minor storm damage otherwise in 2006?


MR. KING:  Yes, that is the case.  The exact words is in evidence, but with respect to the sheet that Mr. Hawkes presented, there was amounts of 10,000 in Fort Erie and ‑‑ 12,000 in Fort Erie and 4,000 in Port Colborne that we were able to identify, costs prior to the October storm, of minor storm damage --


MR. STEPHENSON:  Okay.


MR. KING:  -- tracking through our records.


MR. STEPHENSON:  So is it then fair to say that this is truly incremental?  To the extent anything is embedded in your rates in respect to storm repairs, your October claim is truly incremental?


MR. KING:  Yes.


MR. STEPHENSON:  Let me just deal with another issue, coming back to the so‑called capital/O&M split.


Certainly Mr. Quesnelle, I think, quite clearly pointed out that there were certain circumstances where it might be that you had a clearly identifiable almost pure capital damage of the tornado going down the line.  You recall that exchange?


MR. BRADBURY:  Yes.


MR. STEPHENSON:  Okay.  Now, the issue, I guess, I had for you is that I think you did describe to us that -- in your evidence earlier that, in fact, in this case there were poles on a widely dispersed --


MR. BRADBURY:  Sporadic.


MR. STEPHENSON:  Sporadic.  I guess what I'm going to ask you is, in terms of ‑‑ I want to explore with you the extent to which this ‑‑ these replacements of these poles as a result of this storm will actually have on extending the life of your current system.


I guess my question for you is -- and you do have some kind of a pole replacement program that you would undertake in the future?


MR. BRADBURY:  Yes.


MR. STEPHENSON:  Okay.  If you were doing, say, ten years from now, replacing poles down a street as part of a pole replacement plan, and you had a bunch of poles that were 50 years old, and then one pole that you had replaced in October 2006, can you assist me?  Would you save the October 2006 pole as a matter of your replacement program, or what do you do with it?


MR. BRADBURY:  Under normal circumstances, in all likelihood that pole would get replaced, as well.  One of the driving factors that we're finding recently in our reconstruction program is the standards, the changes in standards, because of the ESA standards and the audit process and verification process.


In instances before where we could have used a pole top extension to, you know, raise a shorter pole or we could have had grading issues or clearances between communications and power, those issues are much more distinct now and are handled through engineering.  


So in all likelihood -- because when you replace a pole, you have to replace it pretty well in lines of the poles that are there.  If it was a 40-foot pole line, you can't have a 50-foot pole and the conductors going up in a peak.  So you replace like for like, in many cases.


However, when you are reconstructing and you're coming through, you are normally increasing out to the poles or changing the span lengths or relocating equipment, this type of thing.  So I would say, in all likelihood, that the pole would be replaced during the reconstruction project.


MR. STEPHENSON:  Great.  Thank you.  Those are my questions.


MR. SOMMERVILLE:  Thank you.  It is about 12 minutes to 1:00.  I would think that, if at all possible, we would like to dispose of these two cases as early as possible.  

PROCEDURAL MATTERS: 


MR. SOMMERVILLE:  Is anyone prepared to proceed to submissions at this stage?


MS. LEA:  Sir, I can do so for CNPI, in the sense that what I have to say is extremely brief.  It is only incremental to the submissions that we have made before.


The only issue that I can't deal with now completely is issue number 4, which is the allocation methodologies.  But I can certainly -- if it would be of assistance for Mr. Stephenson, for example, to think about it while we're doing the other cases, I can certainly say what I have to say about the CNPI application at this time.


MR. SOMMERVILLE:  Mr. Shepherd.


MR. SHEPHERD:  Mr. Shepherd ‑‑ Mr. Chairman, my --


MR. SOMMERVILLE:  I'm Mr. Sommerville and you're Mr. Shepherd.


MR. SHEPHERD:  Thank you for that assistance.  I don't have submissions specific to this application.  My submissions deal with all of the applications as a matter of principle.  


MR. SOMMERVILLE:  Okay.  


MR. SHEPHERD:  So I don't think I could be helpful at this time. 


MR. SOMMERVILLE:  Thank you.  Mr. Buonaguro.  


MR. BUONAGURO:  Our submissions would also be incremental to what we've already submitted, and I think generally speaking they're restricted, so far, to the allocation question and, again, there’d be general –- it would be a general way of allocating the costs between classes in any event.  So similar to Mr. Shepherd, in the cost of the cases.  


MR. SOMMERVILLE:  And of what length, Mr. Buonaguro?  


MR. BUONAGURO:  Not long.  But I would be -- I want to see what happens in the next few cases before I, before I make the -- in that -- with the other utilities.  


MR. SOMMERVILLE:  Okay.  This is a combined proceeding, not a generic proceeding.  So these two applications stand on their own, notwithstanding that they are united both in terms of their, the corporate common ownership.  These applications fall to be decided on their own merit and the Board can take into account submissions of general nature that would be made with respect to the other applications as well.  

But just a caution that, this application -- these applications need to be decided on their own merits and will be so.  


MR. BUONAGURO:  Also, Mr. Chair, we don't have any specific submissions with respect to numbers --  


MR. SOMMERVILLE:  Very good.


MR. BUONAGURO:  -- for example. Maybe it’s more about the principles.  


MR. SOMMERVILLE:  So why don't we proceed in this fashion.  Why not have Ms. Lea provide the submissions that she has indicated she can provide at this stage.  We’ll then break for lunch.  


Mr. Stephenson -- or Mr. Stephenson, do you consider that you would be in a position to respond to those submissions? 


MR. STEPHENSON:  I think -- I do think so, yes.  If we have our lunch break I think we’d be in a position to do that. 


MR. SOMMERVILLE:  And we’d then proceed directly to a consideration of the remaining two applications, Peterborough and Lakeland.  And we would hope to complete, certainly, the evidentiary portion of those today and we consider the submissions portion separately.  


And perhaps the parties could consider over the break as well how they want to deal with the submissions side of this matter going forward.  

It occurs to me, if I’m hearing Mr. Shepherd and Mr. Buonaguro correctly, that a very brief written submission might be the way to proceed with that.  I’ll look to guidance from all of the parties on that score as we go forward.  But that might be the easiest way to deal with the submission portion for all of the applications.  


So talk about that during the break.  So Ms. Lea, if you want to proceed to provide your submissions at this stage.  


SUBMISSIONS BY MS. LEA:


MS. LEA:  Thank you.  I should say, for the benefit of the Board, I did speak to the representatives of the Lakeland and Peterborough utilities this morning, and they were quite eager to have the discussion, as necessary, while they were testifying.  So that I wasn't planning to give further submissions at the end of those cases; I was planning to discuss the issues with the witnesses on the stand as we went along.  


Apart from issue number 4, which I’ll discuss with them, I’m not sure that -– I’m not sure we will need more.  But anyway we will see what happens.  


Okay, with respect to CNPI then, as you know staff provided a submission.  And with respect to issue number 1, we did not have a problem with prudence or materiality initially in our submission; we continue to not have any difficulty with that.  


We have no particular criticisms of any actions taken and clearly, the Board's materiality threshold is so low that these storm costs are above them.  


With respect to issue number 2 in the Board's procedural order, which is kind of an incrementality or causation, if I can put it that way.  We expressed some concern in our original submission with respect to whether the claim was truly incremental.  But having thought about it and having heard the evidence today, it seems clear to us that it’s the 2004 year that underlies the rates, that that year did not contain any material storm costs.  So we don't see any evidence to suggest that these claims are not incremental.  So in other words, we are not -- we don't have any submissions that suggest that there is a problem in accepting these claims as incremental to the rates.  


With respect to issue number 3, I guess that’s the most material thing that we have to discuss.  I don't believe this was raised in our submission to any degree.  

And our problem is that we don't understand why costs created by storm damage should be treated differently than other costs.  In other words, why wouldn't you split it into O&M and capital?  And there's been quite a bit of discussion about it today which I will not reiterate.  


I would say that we did provide some precedents, the examples of the approach where everything was rolled in together and treated as expenses, there was the EnWin case, CNPI's previous reg assets case and the Essex case.  

I would suggest that the regulatory assets decisions may not be a good precedent give the government instruction that those costs, those amounts in those accounts, are going to be recovered over a four-year period.  


So that would suggest that there was some restriction on the Board as to how it would proceed and the Board's communication to utilities at the time did indicate that it recognized that these costs had to be collected over a four-year period.  

There has been a decision rendered since that time, however, in the 2007 process and that was the Lakeland CDM claim -- Lakefront, I'm sorry, yes, absolutely.  Don't be shocked -- Lakefront CDM claim in which the Board deliberately separated the O&M and capital components of that claim and found that, given the normal course of events, these amounts would be divided into O&M and capital.  


Account 1572 does -- which is the extraordinary event account, does contain both O&M and capital sub accounts.  Appendix C to the Board's report that deals with Z-factors under which we're operating now, does provide a materiality threshold for both O&M and capital.  


So this would suggest to us that storm costs could be properly divided into O&M and capital.  

And the fact that a Z-factor opportunity was provided at all appears to relate to the fact that this is not a rebasing year.  So the Board recognized it may need to give some relief to utilities that experience extraordinary events.  And the model that we have filed gives a proxy for putting capital into rate base.  It’s a way to recover O&M and capital-related annual costs.  


That said, I recognize it’s difficult to quantify storm-specific capital costs and I think that the evidence, in this proceeding, has not given us a fixed and firm number, other than the ones that we have heard from the –-from the witnesses.  


With respect to issue number 4, we see this being problematic in this way.  Does the Board seek a consistent allocation methodology between these utilities that are before it today?  Or as some sort of general rule?  


There is not, as far as we have been able to discover, a consistent methodology for these things.  There hasn't really been a time when this issue has been directly before the Board.  


However, consistency is one way to think of it.  Another way to think of it is that a utility's own proposal should be accepted, because it understands its customer base, and it understands what the nature of the restoration effort was and perhaps the nature of the restoration effort and the nature of the factors - the customer base, the trees, whatever - that they had to deal with, does in fact suggest an allocation methodology.  


We don't have a fixed idea on this, but I would ask folk to consider, are we looking for consistency among all utilities?  Or are we looking for a utility-specific, storm-specific way of allocation which recognizes some of these other factors?  

So those are our submissions with respect to CNPI and thoughts for the future.  Thanks.  


MR. SOMMERVILLE:  Thank you, Ms. Lea.  We will adjourn until 1:45.  We would then expect your brief reply submissions, Mr. Stephenson, and we will then proceed directly to a consideration and you guys can work out which of you wants to go first.  

I see they're pointing at you, Mr. Hoggarth, so we will deal with Peterborough directly after we hear from Mr. Stephenson.  


MR. HOGGARTH:  Thank you.  


MR. SOMMERVILLE:  Thank you very much.  


--- Luncheon recess taken at 12:59 p.m. 

‑‑‑ Upon resuming at 1:54 p.m. 


MR. SOMMERVILLE:  Thank you, please be seated.


Mr. Stephenson.


PROCEDURAL MATTERS:

MR. STEPHENSON:  Thank you, Mr. Chair.  Maybe if you could just assist me for a moment.  As I understand, I am going to make submissions at this time responding to submissions from Board Staff, but that there may be some generic, shall I call it, submissions from my friends, Mr. Shepherd and Mr. Buonaguro, at the end of the next session, and presumably I will have some opportunity, to the extent that that touches on my client's application, to make a brief response to that?


MR. SOMMERVILLE:  I did indicate that your clients' positions stand to be adjudicated on its own merit.  You will have access to the transcript and if there is something that, in the submissions of Mr. Shepherd or Mr. Buonaguro or Ms. Lea, as it turns out, or any other party, that you think has a material impact on the positions of your client, you can ask the Board for leave to make further submissions.


MR. STEPHENSON:  Right.


MR. SOMMERVILLE:  Fair enough?


MR. STEPHENSON:  Fair enough, yes.  I don't anticipate that.  In fact, I think, for what it is worth, I think we're going to hang around to see how things play out this afternoon.


MR. SOMMERVILLE:  Very good.  Thank you.


SUBMISSIONS BY MR. STEPHENSON:

MR. STEPHENSON:  Board, just dealing with the issues list, which is attached as appendix A to Procedural Order No. 1 in these matters, both on the basis of what I've heard from Ms. Lea on behalf of Board Staff and on the basis of the interrogatory process and the questions during today's hearing, as I understand it, I do not understand there to be a serious issue with respect to issues number 1 and 2 on the issues list, specifically whether or not my client has established that it has met the three criteria established by the Board for entitlement, specifically causation, materiality and prudence.


In the absence of any specific questions that the Board may have further in relation to certainly item number 1, I don't propose to spend any time in submissions with respect to that, except to say that we rely upon the material that has been filed and on the evidence you have heard here today.  In my submission, it is a well-documented application.


Secondly, with respect to the second issue, again, as Ms. Lea indicated, I think the issue today has been resolved with respect to whether or not the amount of the claim is truly incremental, in the sense that it is in addition to any amount which would already be reflected in the 2006 rates for these service areas.  And the answer to that question is, yes, it is truly incremental.  There is no double recovery, in the sense of matters already within their rates.


The issue, then, I want to focus on is on issues 3 and 4.  If I could just deal with them in reverse order, if I could.  The allocation and implementation methodology.  Obviously my client has no financial stake in the resolution of this question, in the sense that once the amount to be recovered has been determined, the precise manner in which it is to be recovered is really not a financial issue from my client's perspective, and it is indifferent from a financial perspective.


It does have certain views, however, with respect to what is just and reasonable and fair and appropriate, in terms of dealing with its customer base, and its view on those matters is as embodied in the application in terms of the allocation as between customer classes and the manner in which it is going to be recovered within a customer class.  


From my client's perspective, it is not dogmatic in terms of its view as to the appropriateness of that.  Certainly, as expressed in the evidence here today, my client doesn't take any quarrel with, for example, the proposal made by either Peterborough or Lakeland.  It doesn't view those as being unreasonable in any respect.


On the question of whether or not there should be a uniform treatment imposed by the Board, certainly there is some benefit in consistency, but the question as framed by the issue is the reasonableness of the allocation and implementation methodologies.  It is not ‑‑ which, in and of itself, obviously reasonableness is the test.  There is no doubt about that.  And reasonableness allows more than one outcome which can be reasonable.


So certainly from my perspective, I think that there is some value in Ms. Lea's comments that the LDC certainly does have some information in terms of both the makeup of its service territory and the particulars of the incident that it is responding to, and, in many respects, is in the best position to make a judgment about allocation methodology. 


Certainly to the extent the Board considers the proposal to be unreasonable and that there is another proposal which is reasonable, then my client is quite prepared to live with that.  But it considers that the proposal is reasonable and should be accepted as filed.


Let me then just turn to the last issue, which is the so‑called capital/O&M split issue, if I can call it that.


Let me start by saying this.  My client doesn't have a dogmatic view about this issue, either, in the sense that it recognizes that there are ‑‑ there are some valid questions around this and that there certainly is a case to be made, in terms of treatment, either in having a capital and O&M split or not having a capital and O&M split.


As I think my ‑‑ as Mr. King indicated, that certainly in terms of their calculation of the O&M associated with this matter, which I believe the evidence was $225,000, they can live with an outcome whereby that amount is capitalized, and there is no issue about financial hardship and so forth.


That all being said, in my submission, there is some real benefit and there is, in my view, some merit to the view that there should not be a capital and O&M split.  Where I start ‑‑ my starting point on this, really, is the Board's proceeding that dealt with cost of capital and second generation incentive regulation.


The Board made it clear, throughout that proceeding, that it considered this second generation model to be a transitional model which was going to have a short duration, and that to call it quick and dirty is to do it injustice, but nevertheless there is a certain element of that in the process; that the Board recognized that it was not achieving a perfect end state model here, but that there were ‑‑ it was intended to be a fairly expeditious means of getting us through the next few years and into a third generation incentive regulation, which was foreseen to have a more enduring quality.


So, in my submission, we should not ‑‑ I think the Board made it clear that it was not looking for perfection.  I do think, however, that if you look at the report of the Board in the second generation incentive regulation report, there are some hints as to how the Board was thinking about this issue.  And I -- let me just say this.  Of course this panel is not bound by anything that is or isn't in the report of the Board.  But the report of the Board is a policy, as I understand it, a policy statement by the Board as to how it intends to deal with these matters. And if the -- the Board, in dealing with this particular application, as in all particular applications, must ultimately decide that application on the basis of what is just and reasonable on the merits of that application, and it’s not bound by any particular interpretation it places onto a prior Board policy statement.  


Now, I have handed up or I’m about to hand up a little bundle for you, and I just want to take you to a couple of things.  These are the -- fundamentally there’s two documents that I want to take you to.  There is actually three pieces of paper, but that’s really as a result of my poor stapling.  The first piece of paper is an excerpt from the report of the Board on cost of capital and second generation incentive regulation.  


The second document is a single piece of paper that has in large letters -- wording on it 4.3 off-ramps.  That’s actually also an excerpt from the same report, the December 20th, 2006 report.  The other document is an excerpt from the first generation PBR handbook.  But if I can, I would just like to take you, for a moment, to the 2006 report and, in particular, if I can take you to 

page 34.  


Point number 1, and this is where the Board is reviewing the rationale and policy for Z-factors.  And the second-last paragraph on that page, it makes it clear that, of course, the Board understood that capital could well be -- form part of a Z-factor claim because it establishes, of course, a materiality threshold for it.  


In the paragraph immediately below that, the last paragraph on page 34, there is a reference to the guidelines for first generation incentive mechanism.  And a reference to appendix C to this report, which outlines the requirements of Z-factors, and if you just go over the page to page 35, at the top of the page, the report indicates that the requirements have been adapted from the Board's 2000 EDR handbook.  These requirements were established in consultation with stakeholders on the matter of performance-based regulation for electricity distributors.  So clearly the Board has premised its report, in this case, building upon the 2000 EDR and first generation PBR.  


If I could just, then take you to -- I have attached the appendix C at the back of this excerpt, which deals with the Z-factors.  And again, at page I guess it is VI there’s a reference to the two materiality thresholds.  Then on page VII at the bottom of the page there is a reference to disposition of the account, which of course contemplates the fact that a Z-factor account is created at the first instance, and then disposed of in the second instance.  


And that -- so that there is, obviously, this concept of a disposition through a rate rider to customers.  

The point that I am getting at, ultimately, is that the Board -- if the Board had contemplated that there would be a capital and O&M split, in my submission, they would have said something very different than what they, in fact, said in this report, because inevitably if you're going to get into a situation of a capital and O&M split, you have to get into the kind of treatment that Board Staff has, in fact, generated in the context of this case.  You have to do a mini cost of service analysis within the context of a Z-factor application.  

And the Board was clearly looking, in my submission, for something which was simple and straightforward and quick and dirty if I can use another word for it, and certainly wasn't going to be entailing a rebasing or reassessment of cost of service. 

And the further point on evidence of this view, in my submission, is obtained in the one-pager that is actually another excerpt from the 2006 EDR -- or sorry, 2006 second generation IRM and it is on relation to the issue of off-ramps.  Because as you know within any of these formulaic rate-setting schemes there are a variety of ways, exceptions to the formulaic outcomes.  One is the Z-factor where you've got a specific application and another is a more fundamental way out of the formulaic rates and that is the off-ramp.  


And here is what the Board says about off-ramps in their report.  They say: 

The Board expects distributors to use the incentive mechanism to file a rate application as required over the three-year period to affect rate adjustments in 2007, 2008 and 2009.  As previously noted, there are limited adjustments available to distributors, the Z-factor being one of them.  If these adjustments are insufficient for specific cost pressures (e.g., additional capital investment), or the distributor is in the tranche to be rebased then the Board would expect these distributors to file a comprehensive cost of service application and not to rely on a simplified filing requirements of the incentive mechanism."  


So the Board contemplates a system whereby, you will come in for a complete cost of service review where your circumstances warrant.  And I guess where I'm getting at is this:  What the Board staff is proposing here is some kind of, in my view, odd, middle ground between simply the creation of an account and the disposition of an account, and a full cost of service review which is specifically contemplated in the off-ramps.  


What we have here is a sort of, they have created a mini off ramp, that there is in fact a fundamental rebasing where you're going to create a permanent impact or a near permanent impact on rates as a result of the Z-factor.  Because you will be creating a very short term depreciation and amortization account for a specific period of time and then rolling up that depreciation and amortization account into rates on a permanent basis upon rebasing.  


What I am suggesting to you is that this kind of process -- my client can live with it if need be,  but this kind of process is not what was envisaged by the Board in the, in its report.  They anticipated a two category world.  Either a Z-factor world, creation and disposition of account, or an off ramp, and not this sort of third way.  There is no room for a Tony Blair third way in this world.  There is a -- it's a two outcome world.  

That is my -- that is my first submission.  But tied into that, and I want to refer you in the next document, is back to the March 9, 2000 electricity distribution rate handbook.  


And as -- I referred to you earlier, it is clear the Board was building upon this in its 2006 report.  And in this document, I would like to take you first to -- I have attached two chapters of the rate handbook.  It’s chapter 5 and chapter 6.  I think I only gave you chapter 5.  I will give you chapter 6 in a moment.  

Starting at page 5‑4, heading 5.5, "The Z‑factor", and you will see there is a discussion which follows about the Z‑factor.  And, frankly, much of the language and many of the thresholds are very, very similar to what is recycled by the Board in its 2006 report.


The 2006 report is much more restrictive in terms of the circumstances where it was eligible, but the same kinds of factors are discussed.


Now, I've got to take you to chapter 6, which I haven't given you.  Just bear with me a moment.


MR. SOMMERVILLE:  It's typically not our practice to give materials, particularly Board materials, exhibit numbers.  

Ms. Lea, I am in your hands as to whether we need to enter exhibit numbers for these documents or whether they can simply be -- the reference in the transcript is adequate.


MS. LEA:  Because they are available on the Board's website as public documents and they're precedents from this very organization, I don't consider it necessary to mark them as exhibits.


MR. SOMMERVILLE:  Thank you.


MR. STEPHENSON:  That's where I got them.  The page I would want to refer you to is page 6‑8, which deals with the "Rate Adjustment ‑ Calculations For the Z‑Factor".  It is under heading 6.2.2.


The first paragraph just describes what the Z‑factor is, and the second paragraph is the thing that is significant to me.  The second paragraph says:  

"It is important that two properties of the Z‑factor be noted.  First, the Z‑factor is a transitory adjustment to rates, not a permanent adjustment.  The Z‑factor is in place only for the period of time necessary to recover the costs for which it was invoked.  Once the costs have been recovered, rates revert to what they would have been had no Z‑factor been applied.  Ongoing costs will be examined and considered at the time of rebasing."


And the third paragraph goes on to deal with other issues.  And, in my submission, that's the key concept that the Board was intending, that these are temporary adjustments.  At the end of the day, what you have is you've got some kind of force majeure imposed on a utility, costs incurred for the utility to return itself to a status quo situation, and a tracking of those costs and a disposition.  


But by separating O&M and capital, and by depreciating ‑‑ by treating capital by virtue of ‑‑ through depreciation and amortization, you are putting those costs into rates on a permanent basis or as permanent for, as long lived as anything is in rates, in the sense that it goes in for the useful economic life of those assets; which is, in my view, a complete ‑‑ is completely contrary to the notion that this is a temporary matter.


What "temporary" means, I suppose, is a subjective one, in the sense that it is for a ‑‑ it may be a year or two years, or it may be a longer period of time, I suppose, to deal with rate impact issues.  But, in my submission, this notion by the Board about its temporary quality and that there is a reversion -- I mean, once you capitalize these costs and put them into rate base, how is there a reversion, in my submission?  I just don't understand how you could possibly capture that notion.


Now, let me just say this about that.  Number one, I appreciate it this is a Board policy document.  It has now been superseded, and this Panel at the end of the day can do what it considers to be appropriate.  But this is a matter that doesn't affect merely these applicants here, these three applicants.  In theory, it will affect, you know, any other LDC that experiences one of these kinds of cases.  


These kind of policies were developed in the context of broad consultations across all LDCs, and the Board had the benefit of their input.


I also suggest to you that there is some intrinsic merit to the kind of concepts that the Board is dealing with or refers to here.  And there are a number of reasons, policy reasons, why I think that that kind of an approach is a reasonable and a good one.


Number one is - and you heard about it from these witnesses here today - the process of trying to discern what is O&M and what is capital in the context of responding to an emergency has got some serious practical problems to it. 


Number one, we heard about, you know, you're not going to get a lineman who has been out 16 hours stringing wires in an ice storm to come back and give you a detailed breakdown of what was capital and what was O&M.  

But, secondly, of course, the capital programs by their nature tend to be highly planned and budgeted, and the work that is being done here simply doesn't conform to that norm, at all.


You would never engage in a capital program that had this very diverse fixing a pole here and a piece of conductor 3 kilometres away.  You would never undertake an organized capital program in that manner.  So to characterize it as capital is a bit, shall we say, odd.


So for the sake of ‑‑ you are never going to get it right, anyway, is I guess the point.  So let's not worry too much about that.  So there is certainly a simplicity benefit from it.  


There is also a comprehensibility benefit from it and a transparency benefit from it, in the sense that ratepayers will remember the storm of October of 2006, at least for a while.  And so when ‑‑ and I confess I don't know whether it shows up on their bill or it doesn't show up on their bill, but it certainly will show up on some rate schedule somewhere in the utility.


And people complain or want to understand why they're being charged a surcharge.  There is a very real and tangible ability to point to, Well, you remember that event.  So there is a customer acceptability issue, in my submission.


Thirdly, there is also another issue about whether this is truly capital or not.  At least in some cases, like this one, there is a real issue about whether or not there is, in fact, any net system benefit in the sense of greater longevity to the system by virtue of having done these replacements. 


Sometimes it will differ and it will vary depending upon the nature of the incident, but in many cases ‑ and this is an example ‑ there is a real arguable question whether there is, in fact, any measurable net system longevity benefit.


So at the end of the day, in my submission, there is a very good argument to be made that treating these as a single account and disposing them through a single mechanism is entirely what the Board intended in its process, through both processes, both back in 2000 and in 2006.  And, moreover, that treatment has got some logic to it, some customer acceptability issues to it, as well. 


I just want to conclude by just dealing with one other issue, which is, let's assume for a moment that you don't accept that submission and you decide, in fact, you do want to do some form of capital and O&M split.  And one issue was raised about, well maybe there should be a rule of thumb about some percentage that is capital, some percentage which is O&M.  


And from my client's perspective, we think that is a bad idea.  Number one, there is no evidence before you today, frankly, of anything that is reliable as to what rule of thumb is a good proxy.  There is reference to the Edison Electric report, but even then it says that there is wide variation, in terms of actual experiences, and who knows whether or not the data that they are using is really that applicable to Ontario.  I'm not saying it is not.  Frankly, there is no good evidence that it is.   


But the second problem is, of course, that at best it is going to be a rule of thumb.  It will never be -- there will always be exceptions.  In fact virtually everything will be an exception, it seems to me.  

And one of the problems with the exceptions is that you get into one of my friend Mr. Shepherd's favourite concepts, is that you get an asymmetry and the asymmetry involved in it is this, is that of course when it is in an LDC's benefit to go buy a 20 or 25 percent rule of thumb they will apply for the 20 or 25 percent rule of thumb.  But when it’s to the benefit to say that it was more or less, depending on which way the circumstances are, you can be rest assured that they're going to be coming in here and applying for some other number and saying that, We have good evidence that our number isn't the rule of thumb number.  It’s some other number.  


So there is -- in my submission, you're not really doing anybody a favour by establishing a rule of thumb.  At the end of the day, I think it really is incumbent upon the LDC to prove the number. 

And the difficulty in proving the number, in my submission, is just one of the reasons why maybe the distinction shouldn't matter all that much and it should all be treated as one account for disposition in one manner.  


Subject to any questions from the Board, those are my submissions.  Thank you very much. 


MR. SOMMERVILLE:  Mr. Stephenson. 


MR. VLAHOS:  Mr. Stephenson, you recall my questions about what the Board ordered by way of accounting to avoiding double counting in the case of regulatory assets?  


So if we go with the option that you’re advocating, to the extent that those are assets in the accounting records of the company, does the Board now have to deal with that additional item going forward, as to how to clean up records so that there will be no double counting?  Have you turned your mind to that at all?  


MR. STEPHENSON:  Certainly they would not go into rate base, and that is obviously -- if they had been expensed they don't go into rate base.  There is no doubt about that.  And if -- if your question is, is there an account that they would be allocated to that makes it clear that these are not part of the rate base for accounting purposes and reporting to the Board, I think the answer to that is that, there certainly could be an account.  

But I mean the bottom line is, is that they're not going into rate base.  And you will have a record of what is going into rate base, and at the end of the day, that’s all that matters.  These aren't on the list.  


MR. VLAHOS:  All right.  Thank you.  I’m sure you are aware of the principle that ratemaking should match the life of an asset.  So if we're looking at poles with 40, 50 years' lifespan, are we validating -- should we be concerned about validating that principle of matching?  


MR. STEPHENSON:  I accept that this is -- there are compromises that are getting made here.  But we’re talking here about something which is exceptional as a starting point.  

You heard the evidence that, you know, the fact that when you are replacing a pole here and there, doesn't mean that it’s going to actually stay there for its entire economic life.  As part of an organized capital program, it may get yanked out of the ground well before the end of that point in time, given the life of the assets around it.  There will be other examples where it’s is cleaner.  If you had a transformer substation which was totally demolished then rebuilt, that would be all capital.  And I could see a different argument apply there.  


I guess at the end of the day my answer to you is this, is that this -- while these assets are capital assets, they aren't -- or in the nature of capital assets 

-- what is really going on here is a substitution of the prematurely destroyed asset with a newer one.  And you’re putting the system back in its status quo position and you’re undertaking extraordinary costs to do it.  


These are, by definition, extraordinary, calling for different treatment.  And the only issue becomes how much different the treatment that you are allowing is.  I appreciate that that is the different -- that is a difference.  

I guess the question is, once you're into the realm of the extraordinary, how much differences are you going to tolerate in pursuit of a scheme which is designed to achieve certain objectives?  And in my submission, the objective that this is designed to achieve is to make the utility whole in a way that the customers can understand.  


MR. VLAHOS:  Did I hear you say if it was a transformer station the argument may be different?  


MR. STEPHENSON:  Well it is more compelling, in the sense that there’s not a heck of a lot of evidence on this record that these assets are going to have any particular economic life.  They are, on the face of them, capital assets.  But because of the nature in which they have been deployed we don't know when -- how long their economic lives are going to be, in fact.  You know, and I would just say that would be a more compelling case.  It’s not our case, but it would be a more compelling case.  


MR. VLAHOS:  All right.  Thank you, sir.  


MR. SOMMERVILLE:  I have no questions.  Thank you, Mr. Stephenson.  Thank you to the witness panel for your very forthright evidence.  We appreciate it.  Have a safe trip home.   


Mr. Hoggarth.  If you would swear Mr. Hoggarth, please.  


PETERBOROUGH DISTRIBUTION INC. - PANEL 1

Andy Hoggarth; Sworn  


MR. SOMMERVILLE:  Mr. Hoggarth, it's odd to ask yourself questions.  So presumably you have a statement in support of your application which will then be subject to examination from Ms. Lea and the intervenors.  And we will deal with the subjective submissions at the conclusion of that.  


MR. HOGGARTH:  Thank you very much.  


MR. SOMMERVILLE:  Thank you.  


MR. HOGGARTH:  I’ll proceed.  


MR. SOMMERVILLE:  Thank you.  


EVIDENCE-IN-CHIEF PRESENTED BY MR. HOGGARTH:

MR. HOGGARTH:  I’d like to give the Board and the others an overview of the situation.  

A severe thunderstorm struck Peterborough shortly after 11 p.m. on the night of Monday July 17th, 2006.  The distribution system registered its first significant disturbance at about 11:07.  


Strong winds began around 11:15 p.m. and lasted 15 minutes.  Thunder and lightning battered the city until about 11:38.  Initial reports were that the utility had suffered some outages, but as the night went on, it became evident that the utility had major damage and significant customer outages on the distribution system.  


A report to city council in the following September outlined that the city had over $300,000 damage as a result of trees that fell during the brief wind storm.  The city lost 300 to 400 public trees in the storm.  The loss of private trees would be in addition to this.  The areas that experienced the greatest tree damage were in the little lakeshore lines, the avenues and other areas where matures dominate the landscape.  I should mention that those are all residential areas.  


The distribution system experienced damage in all quadrants of the city, primarily in rear yard installations in the older sections of the city where overhead service is still prevalent.


The city has had a bylaw in place for underground residential distribution since the late 1970s.  Of course these relatively new subdivisions escaped significant damage from the storm.


Initially, at the height of the storm, the utility had four major feeders, and 15 distribution 4160 kV feeders tripped out.  The utility had 14,000 customers.  Forty-two percent of our customers were without power, with a few Lakefield and a few in Norwood.  Peterborough Distribution owns the service territories in Peterborough, Norwood and Lakefield.


Due to the storm hitting at the prime vacation time, the utility was missing one supervisor and four power line maintainers, or 34 percent of our full complement.  During the early morning hours of July 18th, staff were assessing the damage and was restoring major feeders and power where possible.  


At the first light on Tuesday, it was confirmed the utility had sustained a significant amount of damage to the electrical system, the most at the ‑‑ in anyone's memory.


To effect repairs and restore power to customers quickly, it was determined that the utility would need help.  Calling our mutual aid agreement members, two line crews from Oshawa PUC Networks and two from Whitby Hydro Energy Services were requested.  That would essentially double our manpower.  


The out-of-town crews arrived late on the afternoon of the Tuesday.


Peterborough utility crews had restored all of the major feeders in all of the 4160 kV feeders by 9:15 p.m. on Tuesday, July 19th.  At this point, power was restored to all but 1,300 customers or about 4 percent of our total customer base.


During the day on Tuesday, the utility had enlisted the assistance of our regular tree trimming contractor, who sent two crews to begin the task of cleaning trees from our lines so that the remainder of the power repairs could begin.  Another local private tree trimming contractor was also hired to augment the storm response team.  


Later in the week, a local private electrical contractor provided a crew to start constructing a new overhead pole line required to restore power to an area in the northeast section of the city.


Crews worked until midnight on Tuesday, and then were sent home to rest, as some of the staff had been working for 24 hours straight.  The utility left one two-man crew on overnight to respond to police and fire calls and make small repairs to services where they could.


On ‑‑


MR. SOMMERVILLE:  Mr. Hoggarth, I hate to interrupt.  I note that this is, in effect, the specific document that you filed with the Board.


MR. HOGGARTH:  Yes.


MR. SOMMERVILLE:  Which we have and we have read.


MR. HOGGARTH:  Okay.


MR. SOMMERVILLE:  I am just suggesting you may be better served to paraphrase that document and to take us to the points in the document that you particularly want us to appreciate.


MR. HOGGARTH:  Thank you very much.


MR. SOMMERVILLE:  You're welcome.


MR. HOGGARTH:  On July 18th, in the morning, the City of Peterborough emergency control group activated a public enquiry centre.  The emergency control group was assembled in the early morning to coordinate a response team to look after the damage caused by the storm.


The group included the efforts -- or the officers of the city council, senior administration, the fire department, police department, Peterborough Utilities and the health unit.  The public enquiry centre continued until about July 21st.


With respect to the claim, the Z‑factor claim, Peterborough Utilities feels very comfortable in the fact that it has adhered to all of the requirements of the Ontario Energy Board.  Certainly with respect to the causation, we have demonstrated in our submission documents that the impact of the storm was unprecedented and created significant damage to our systems.


With respect to materiality, I would like to mention to the Board that our total costs to repair the system were $487,303.00.  The operation and maintenance costs were $437,103.00.  We did capitalize, which is not included in the submission, $50,200.  Of the $437,103 in O&M, our claim ‑‑ oh, I'm sorry.  Just one second here.  Yes, our claim was $374,586.00.


Our claim only recovered the incremental costs associated with the storm, as our normal overhead and labour rates would have been included in our rate base.


I would also like to mention that we did capitalize one portion of the infrastructure.  It was an area that exceeded three pole lengths and was an area that was going to be refurbished within the next few years, and Mother Nature increased the requirement to do that to July 18th.


As a result of that, we did capitalize that particular section and will form in our rate base at the next time we rebase.


With respect to prudency, Peterborough acted very quickly, efficiently and safely in restoring the power to our over 14,000 customers.  Peterborough has implemented a tree trimming policy since 1977 where we do one‑third of the city every year.


The causation or the cause of the major damage was a result of 80 100-year-old trees being uprooted and falling on the power lines.  No amount of tree trimming could avoid that type of situation.


Peterborough Distribution has requested that the Z‑factor be recovered by way of a fixed amount on customers' bills of 99 cents per meter, per month, for a 12‑month period.


The cost to the residential customers in total will be higher than -- as a percentage, than their percentage of revenues that we receive from them as compared to our total revenue.  

In fact, it is just about the opposite.  Two‑thirds of the revenue will come from residential, one‑third from general service; whereas our revenues for this recommendation, where our revenue is actually come in the other way.


The reason we're recommending that is, again, for simplicity and transparency; that a fixed rate, a fixed rate adder, would be there today and gone tomorrow, much the same as most of our distribution system that day.


And the residential areas were the ones that were impacted.  That's is where all of the costs were incurred.  

Again, primarily due to residential customers wanting the shade of trees and so on, we felt that it was prudent and applicable in this case to go with a fixed rate rather than rate based upon volumetrics.


Mr. Chair, that is a summary of our application.


MR. SOMMERVILLE:  Thank you, Mr. Hoggarth.  Ms. Lea.


MS. LEA:  Thank you, sir.  


CROSS‑EXAMINATION BY MS. LEA:

MS. LEA:  Good afternoon, Mr. Hoggarth.


MR. HOGGARTH:  Good afternoon.


MS. LEA:  I remember you very well from the 2006 EDR process.


MR. HOGGARTH:  Yes.


MS. LEA:  We worked together.  Sir, I wanted to just clarify a couple of things about the quantum of your claim.  You are asking for the Board to authorize the recovery of $374,586.00; am I right?


MR. HOGGARTH:  That is correct.


MS. LEA:  Okay.  And that is less than what the total cost you for the storm?


MR. HOGGARTH:  The total costs that we incurred for the storm were $487,303.


MS. LEA:  And do I understand correctly that $60,000 of that reduction is for the cost of regular employees during that period?


MR. HOGGARTH:  That is correct.


MS. LEA:  Okay.  I didn't understand your evidence about capital.  At one point, you said you that you capitalized $50,200.  Then you talked about a section of the work that you capitalized.  Are these two the same thing or is that something different?


MR. HOGGARTH:  No, they are the same thing. 


MS. LEA:  The same thing.  Can you just explain to me, then; you capitalized a portion of the work for what purpose?  What reason?  


MR. HOGGARTH:  Because based upon our capitalization policy, that line that was replaced that day would have been capitalized in the normal course of events.  That entire section, it was wiped out.  And would have been capitalized in the normal course of events.  


In addition to that, the reason that it wasn't considered capitalized for Z-factor is because it did not meet the threshold, the materiality threshold for capital for Z-factor, which in our case was $75,000.  


MS. LEA:  Okay, sir.  So for the other work that you did, then, you did not capitalize any of those costs?  


MR. HOGGARTH:  No.  Because -- that's correct.  


MS. LEA:  Why is that?  


MR. HOGGARTH:  All of the other work was basically to repair or to replace a pole here and there.  There was no single line that was reconstructed during the -- during this storm outage other than the one we did capitalize.  


The argument that we have held is that when you replace one pole of an entire section, that one pole does not have any capital value in the fact that at some point in time in the future, perhaps in 20 years, that entire pole line will be replaced as a normal course of rehabilitation of the system.  And it’s -- very unlikely that that one pole will be kept in the system with the others around it being 20 years newer.  It just does not make fiscal or financial sense and it certainly doesn't make operational sense, either.  


On that basis, these assets, although they're replaced in various locations, do not contribute significantly to the infrastructure within the local distance of that particular piece of equipment.  


MS. LEA:  So can I put it this way?  The -- and correct me if I am wrong, the premises, that -- because you had to replace assets in a whole bunch of varied locations, poles, let's say, in a whole bunch of varied locations as a result of the storm, that is not going to change your capital plans with respect to the whole line to which those poles are attached, for example.  


MR. HOGGARTH:  That's correct.  It has no impact whatsoever on the asset management plan for that particular line, for that particular section.  


MS. LEA:  Now, I understand that you replaced 24 individual poles during this rehabilitation effort?  


MR. HOGGARTH:  Actually there was nine poles. 


MS. LEA:  How much?  


MR. HOGGARTH:  Nine, I believe.  


MS. LEA:  Nine, okay.  


Were there other materials that would normally be regarded as capital that had to be replaced as well?  I don't know, transformers, things like that?


MR. HOGGARTH:  I believe one of the interrogatories we responded to that and we indicated five transformers, 14 switches, 44 insulators, a 2 kilometre secondary line and approximately two tenths of a kilometre of primary.  


MS. LEA:  And did you give us a value for those materials?  


MR. HOGGARTH:  The total value for those materials was approximately $102,000.  


MS. LEA:  102,000.  Okay.  


Now, the value of those materials, the actual value of them would be the same as if they were being used as part of regular capital program, that is that the value of them or the cost of them is not higher during storm restoration? 


MR. HOGGARTH:  That's correct.  


MS. LEA:  But the labour may in fact cost more to put them up?  


MR. HOGGARTH:  That's not correct.  


MS. LEA:  That's not correct?  Tell me what is correct. 


MR. HOGGARTH:  I don't believe so.  In a storm restoration situation, I’m just looking at the fact that we will have much more labour with respect to restoration of the site in order to put up the equipment.  So we may have to remove trees, we may have to block traffic, and so on.  


But the actual construction or the actual replacement of the pole would be no different -- ignoring those other costs that are obvious in a storm, the replacement of a pole under those circumstances would be the same.  But you do have those extraordinary costs surrounding that particular exercise to replace that one pole. 


MS. LEA:  So it is preparatory work as much as anything else for any given pole? 


MR. HOGGARTH:  Is what creates the costs during a storm.  


MS. LEA:  So, Mr. Hoggarth, then, do I gather that it is your argument to the Board that none of the amount that you are claiming in this Z-factor claim should be capitalized for the reasons that you’ve described?  


MR. HOGGARTH:  Yes.  I would argue very strenuously that the entire amount that we're claiming is what we consider operation and maintenance.  We have taken great measures to exclude items that should be capital and we’ve taken great measures to exclude those items that are incremental in nature -- or to only include those items that are incremental in nature in our O&M claim.  


MS. LEA:  Now you also received, I think, Mr. Hoggarth, an example from Board Staff which gave you a model for capitalization, if the Board had chosen to do that?  


MR. HOGGARTH:  Yes, I did.  


MS. LEA:  And did you have an opportunity to confirm that at least we got the mathematics correct in that? 


MR. HOGGARTH:  Yes, you did. 


MS. LEA:  Okay.  I would like to make that an exhibit for reference, please, that would be K5, so that is the Peterborough cost of service model.  


EXHIBIT NO. K5:  PETERBOROUGH DISTRIBUTION INC. COST 

OF SERVICE MODEL


MS. LEA:  You have this at the dais, I gather?  Yes, thank you.  


Mr. Hoggarth, you may have heard us discuss the complexities with CNPI involved in dealing with part of this claim as capital.  Can you indicate whether, for Peterborough Utilities, two things.  


First, would it cause you any financial hardship if the Board were to choose to capitalize a portion of your claim?  


MR. HOGGARTH:  Did you want a yes-or-no answer?  


MS. LEA:  No.  You can give me as many words as you like.  


MR. HOGGARTH:  No, I don't believe it would cause us any financial hardship, one way or the other.  However the Board wanted to treat it.  It would -- 


MS. LEA:  Sorry, go ahead.  


MR. HOGGARTH:  No.  I'm done, thank you.  


MS. LEA:  The other thing is, do you see that recovery would be complicated by an attempt to split the capital and O&M portions, given that you are proposing to recover O&M over a certain period and the recovery of the rate base items would flow for a few years until you rebase?  


MR. HOGGARTH:  Absolutely, I do see a problem with the situation.  


It was one storm that to anyone's memory has not occurred in Peterborough.  We are not subject to storms of that significance.  And I certainly believe that a one-year recovery is much more transparent to the customers than including portions of it in our rate base and having recovery over a lengthy period of time.  


I firmly believe that in this type of incidence, in a Z-factor, it is transitory in nature, a Z-factor adjustment and therefore it should be there and it should be gone once it expires.  


Capitalizing a portion of it will make it live for many years.  


MS. LEA:  Okay.  Thank you.  Now, you’ve accounted for the cost of the storm damage restoration in your income statement, including the replacement cost of the materials taken out of inventory; is that right?  


MR. HOGGARTH:  That's correct.  


MS. LEA:  Okay.  So the balance sheet item "inventory" and the value of the poles and wires in the balance sheet, are identical to what they would have been had the storm never happened?  


MR. HOGGARTH:  That's not correct.  


MS. LEA:  Can you correct me?  


MR. HOGGARTH:  The inventory would have been reduced for the value removed from the -- or the inventory value would have been reduced for those assets removed from the inventory.  So the balance sheet for inventory would actually be down, unless we reordered and replaced those particular items.  All else being the same, the inventory balance would actually go down.  


In our case, approximately $57,000 of that 102,000 went into operations and maintenance, and the rest of it was capitalized as part of that one extension I referred to earlier, that we did capitalize.  


MS. LEA:  Okay.  Thank you.  Now, your net income for 2006 is about $2.1 million; is that right?  


MR. HOGGARTH:  That's correct.  


MS. LEA:  Okay.  So without this particular storm, the net income would have been about $375,000 higher?  


MR. HOGGARTH:  That's correct.  


MS. LEA:  And if the Board grants you a Z-factor claim, as it's sought, would you restate your 2006 income?  Or would it be in addition to 2007?  


MR. HOGGARTH:  May I go back and reconsider that last answer --


MS. LEA:  Sure.  


MR. HOGGARTH:  -- I just gave you, please?


MS. LEA:  Please.  Yes.


MR. HOGGARTH:  You asked if our income statement would be different by $375,000, and that is not correct.


MS. LEA:  Okay.


MR. HOGGARTH:  The storm -- operation and maintenance perspective, the storm added $437,000 to our expenses in that year.


MS. LEA:  Okay.


MR. HOGGARTH:  Of which we're only claiming, as a Z‑factor, $374,000.


MS. LEA:  Right.  Sir, yes, indeed, I had forgotten there was that part that you weren't claiming.  So the difference in the income statement would be the actual costs of the storm?


MR. HOGGARTH:  That's correct.


MS. LEA:  Okay.


MR. HOGGARTH:  Including amortization on the capitalized portion going forward, to the point where that particular project would have been carried out in any case sometime in the future.


MS. LEA:  If you receive a recovery, then, on the ‑‑ well, approximately $375,000 that you are seeking from this Board, would that result in a restatement of your 2006 net income or would it go to the subsequent years?


MR. HOGGARTH:  I believe how we would treat it, we would show it as income in the year that we receive the funds from the consumers if the Z‑factor was granted.  If the Z‑factor was granted over a 12-month period and say, for example, it began on July 1st of 2007, the Board granted it, we would show half of that amount in income in 2007 and the remainder of the $374,000 in income in 2008.


MS. LEA:  Okay, thank you.  Was the amount of dividends that you could pay out this year affected by the storm damage costs?


MR. HOGGARTH:  No, it wasn't.  We had sufficient retained earnings to be able to provide our commitment to the shareholder.


MS. LEA:  Okay.  So you reduced your retained earnings to some degree in order to pay the dividend?


MR. HOGGARTH:  Yes, we did.  Our dividends exceeded our income in 2007.  However, we did have retained earnings to offset that difference.


MS. LEA:  Okay.  Another clarification, sir.  Your customer contributions in aid of construction in 2006 was considerably higher than 2005.  However, I presume that that was not related to the storm damage, in any way?


MR. HOGGARTH:  No, it's not.  That is purely related to ‑‑ Peterborough grows very small, or very -- what's the word -- very slowly, at less than 1 percent per year.  And when we have a subdivision of 800 homes, it increases our contributed capital considerably.


MS. LEA:  You have a line of credit with the city; is that right?


MR. HOGGARTH:  We have a shareholder loan on a demand basis with the City of Peterborough, yes.


MS. LEA:  Did you have to draw on that to assist you with the storm recovery costs?


MR. HOGGARTH:  No, we did not.


MS. LEA:  Would it be correct to say that although this was a storm, let us say, that created unprecedented damage, did it affect your healthy finances?


MR. HOGGARTH:  I would suggest that it meets all of the requirements of a Z‑factor adjustment by the Board.


MS. LEA:  There is no question of that, sir.


MR. HOGGARTH:  And as a result of that, our finances should be withheld and the Z‑factor -- that's why we're seeking the Z‑factor.


MS. LEA:  Hmm‑hmm.  So as far as you are concerned, the ‑‑ if there had been no specific materiality limits set by the Board, is this something -- a storm you would have considered sufficient to come to the Board about?


MR. HOGGARTH:  Absolutely.  We do have many storms every year, smaller storms, that are embedded in our rate structure.  This storm is unprecedented.


As I indicated in the interrogatories, our operation and maintenance expenditures are typically in the $900- to $1 million range.  In 2006, they were $1.5 million, a 50 percent increase, as a result of the storm.


MS. LEA:  Okay, thank you.  You spoke about two things in your evidence, about your tree trimming program and about your ability to call on the group of five mutual assistance plan as being two things that reduced the costs and the damage that this ‑‑ reduced the damage first, and, secondly, the cost of restoration; is that right?


MR. HOGGARTH:  That's correct.


MS. LEA:  Do you know, the five distributors that are part of this group of five, do you create best practices for yourselves with respect to tree trimming and with respect to storm restoration?


MR. HOGGARTH:  I am not aware of what the other distributors do.


MS. LEA:  Okay.


MR. HOGGARTH:  This is simply a mutual aid agreement.


MS. LEA:  Okay.  So do you have sort of a mutual emergency response plan?


MR. HOGGARTH:  Yes, that's what our agreement is, actually, a plan.


MS. LEA:  And does this prescribe any particular requirements for any of the distributors that are participating, that they have certain ‑‑ that they maintain certain standards, for example?


MR. HOGGARTH:  No, it does not.


MS. LEA:  Do you have any idea how much you have saved as a group from being able to call on each other in this rapid manner?


MR. HOGGARTH:  No, we have not done an economic analysis of that, and --


MS. LEA:  Sorry?


MR. HOGGARTH:  I should mention that an economic analysis would include the costs to the local economy, and so on, with respect to the longevity of power outages, which typically far exceeds the costs of the actual restoration of power from any studies we have seen in the past.


MS. LEA:  Yes, sir, thank you.  Now, you called on Oshawa and Whitby; you did not call on the other two?


MR. HOGGARTH:  No, we did not.


MS. LEA:  You mentioned that you used some private contractors, one of which is a tree trimming firm that you generally use?


MR. HOGGARTH:  That's correct.


MS. LEA:  Also from a private electrical contractor, I think?


MR. HOGGARTH:  That's correct.


MS. LEA:  Why did you choose to use these private firms rather than require further assistance from the group of five?


MR. HOGGARTH:  Actually, they are in Peterborough --


MS. LEA:  Hmm‑hmm.


MR. HOGGARTH:  -- these firms, and we prefer to use firms within the City of Peterborough in emergencies like this.  We do use them occasionally in regular operations and maintenance, and we do have ‑‑ they do know our safety practices.  They know our equipment.  They know our systems.


And, as a result of that, it is typically -- in the event of a major disaster such as this, a lot of time is spent in the planning, ensuring safety of the public, ensuring safety of your crews and so on.  And if you can get crews in that understand your system that have worked on it before, know your practices and so on, it does speed up the recovery efforts.


MS. LEA:  Does it cost you more to use the local private contractors than to use the assistance from the neighbouring utilities?


MR. HOGGARTH:  I suspect the costs would be comparable, based upon the agreement that we have with the other utilities.


MS. LEA:  Okay.  So you know what the utilities are going to cost you.  Are you saying that generally the local contractors are slightly lower in costs than the other utilities?


MR. HOGGARTH:  I can't answer your question without actually ‑‑ I have not done a study of the difference in the rates.  So I am unable to answer your question on that today.


MS. LEA:  Okay.  So the best evidence you can give us is that you believe it would be comparable?


MR. HOGGARTH:  Yes, I do.  Comparable for the same type of skill level, yes.


MS. LEA:  Would you recommend to other utilities that they have a cooperative plan for mutual aid?


MR. HOGGARTH:  Absolutely.  I think it is an essential ingredient in ensuring ongoing restoration and power in cases like this.  What we find is that having geographic partners is not always the best situation.  If you get a major storm like this, you may find that your partners, if they're located beside you, may be in the same position.


MS. LEA:  Yes.


MR. HOGGARTH:  So we have typically -- you can tell from Oshawa, Whitby, Peterborough and so on, we're geographically dispersed, lakeshore and not lakeshore, in that situation.  But I do find that most utilities in the province of Ontario - in fact, I am not aware of any that don't - in the case of a major disaster will respond to the call of their neighbours even without an agreement.


MS. LEA:  Yes, sir.  Thank you.


Now, you do not carry property insurance for storms?


MR. HOGGARTH:  No, we do not.  Our insurance company is MEARIE, the Municipal Electrical Association Reciprocal Insurance Exchange.  It does not offer that insurance.


MS. LEA:  Have you ever looked as to whether it would be worth your while to buy it privately?


MR. HOGGARTH:  On the basis of risk management, again, a storm like this has never happened.  The storms we normally get are covered in our normal operations and maintenance.  It has not been an issue in the past.  And we can only go on hearsay, from others who have attempted to receive it or to get it, that it is either non‑existent or extremely expensive.


MS. LEA:  Thank you.  Mr. Chair, I just need a moment.

Mr. Hoggarth, like CNPI is the amount in your rates at this time whatever the base was set in, for using the 2004 year in the 2006 process? 


MR. HOGGARTH:  Yes, it is.  


MS. LEA:  Do you think that –- do you track storm damage annually in your rates?  


MR. HOGGARTH:  We have not in the past.  


MS. LEA:  And do you plan -- do you know when you would like to come for rebasing?  


MR. HOGGARTH:  Possibly 2009.  We’re looking at harmonization issues as well. 


MS. LEA:  I see.  I understand.  I was just wondering whether you think it would be of use to track these costs and see if an annual amount should be included as a provision in your rates at the time of rebasing.  


MR. HOGGARTH:  Just to answer your question.  The -- when you look at the value of our operations and maintenance, prior to this storm, and then see the 50 percent increase in the year of the storm, we're certainly hoping that storms of that magnitude do not occur on a yearly basis.  


Certainly if they do, we would have to relook at actually how we do our budgeting process.  Our budgeting process typically includes the average number of storms for the average year which in our case, our engineering estimates between $30- to $50,000 a year is included in our rates for that type of event.  


MS. LEA:  Thank you, Mr. Hoggarth.  The last topic I wanted to discuss with you is the allocation to your customers of the cost.  And can I just review with you, you're proposing an equal allocation to all metered customers in the fixed charge.  Do I have that right?  


MR. HOGGARTH:  That's correct.  


MS. LEA:  Okay.  Now, I wonder if you could describe to me the difference between a customer and a metered customer in Peterborough.  Or is there a connection?  I'm just trying to get a grip on how many folk we're talking about here.  


MR. HOGGARTH:  For the purposes of billing, a metered customer is a customer.  


MS. LEA:  Hmm-hmm, okay.  


MR. HOGGARTH:  We do have unmetered scattered load, as well. 


MS. LEA:  You have unmetered scattered load.  So the unmetered scattered load will not be paying any cost of restoration?


MR. HOGGARTH:  That's correct. 


MS. LEA:  Does that include street lighting?  


MR. HOGGARTH:  Yes, it does. 


MS. LEA:  And if you were tell us how much revenue you collect from the metered customers versus unmetered customers, could you give us any estimates of the percentages?


MR. HOGGARTH:  I would suggest it would be in the 92 to 95 percent range, metered versus scattered load. 


MS. LEA:  Hmm-hmm, okay.  And you’ve indicated that one of the reasons that you are proposing to use this allocation, fixed rate per metered customer, is because the damage was primarily in residential areas.  Is that right?  


MR. HOGGARTH:  That is correct.  


MS. LEA:  So if you had downtown customers or an industrial park, would you have proposed something different?  


MR. HOGGARTH:  Our primary thoughts were that we wanted a fixed charge so that it was very transparent to the customer.  


If the damage had occurred throughout the city and we could determine that the damage was based upon such things as load profiles and so on, we would probably look to a volumetric charge as a result of that study; however, that’s not the case, and that's why we have recommended a fixed rate.  


MS. LEA:  So you did not do such a study in this case?  


MR. HOGGARTH:  No, we did not. 


MS. LEA:  No.  That was because your observations led you to conclude that the damage was largely to those areas that you have described?  


MR. HOGGARTH:  Yes.  We felt that it was a reasonable method or argument with respect to the distribution of the costs throughout the different customer classes.  


MS. LEA:  Do your -- do you have more than one street lighting customer?  


MR. HOGGARTH:  No, we do not.  


MS. LEA:  Okay.  So that customer must be the City of Peterborough?  


MR. HOGGARTH:  I should -- I would like to change my answer. 


MS. LEA:  Sure, please.  Yes.  


MR. HOGGARTH:  We have -- we have three distribution territories within Peterborough Distribution Inc. 


MS. LEA:  Yes.  Pardon me.  I should have been more specific, too.  I meant just in Peterborough.  


MR. HOGGARTH:  That is correct.  


MS. LEA:  One moment, please.  


Sorry.  Mr. Hoggarth, my detailed analysts are helping me here.  You mentioned a total value of materials in your claim of $102,000.  

Would that include the $50,200 that you did capitalize?  


MR. HOGGARTH:  The material to capital was $42,880. The materials that were expensed through operations and maintenance were the 57 thousand -- 


MS. LEA:  About $57,000. 


MR. HOGGARTH:  One hundred and twenty dollars. 


MS. LEA:  57,120.  Well I thank Mr. Antonopoulos for that.  That’s helpful clarification.  

Thank you, Mr. Hoggarth.  Those are my questions.  


MR. SOMMERVILLE:  Thank you, Ms. Lea.  Mr. Shepherd.  


MR. SHEPHERD:  Thank you, Mr. Chairman.  


CROSS-EXAMINATION BY MR. SHEPHERD:


MR. SHEPHERD:  Mr. Hoggarth, I have mostly the same questions you have already heard from the previous panel.  So let me start by confirming your materiality level is 16,500. 


MR. HOGGARTH:  For operation and maintenance Z-factor, yes.  


MR. SHEPHERD:  The storm that is the subject of this claim, it affected other utilities, right?  


MR. HOGGARTH:  I believe Hydro One had, from the newspaper articles, about the same week, had damage in excess of $400 million.  


MR. SHEPHERD:  And you have also reported that Cobden and Sudbury and New Liskeard and North Bay and a number of others were also affected; is that right?


MR. HOGGARTH:  Were affected in some degree or another, yes. 


MR. SHEPHERD:  Okay, as far as you know, did any of them make Z-factor claims?  


MR. HOGGARTH:  Not that I'm aware of. 


MR. SHEPHERD:  Do you have any idea why?  


MR. HOGGARTH:  No, I have no idea.  


MR. SHEPHERD:  Do you know whether you had any storm damage costs in 2003, 2004 or 2005 that exceeded your $16,500 threshold?  


MR. HOGGARTH:  I’m not aware of any single storm that exceeded that.  I can tell you that our engineering and operations department is telling me that the budget typically contains $30- to $50,000 a year for storms, but I am not aware of any single storm that would have caused more than 16,000 damage.  


MR. SHEPHERD:  Okay.  You were, I'm sure, very interested in the storm over the -- on Friday?  


MR. HOGGARTH:  Yes. 


MR. SHEPHERD:  It was supposed to -- you were on a tornado watch, right?  


MR. HOGGARTH:  Yes, we were on tornado watch. 


MR. SHEPHERD:  But you didn't get any in the end?  


MR. HOGGARTH:  It fizzled out. 


MR. SHEPHERD:  Did you have any damage?  


MR. HOGGARTH:  Yes, we did.  We had one feeder trip out and we had a tree down and total damage was about $3,200.  


MR. SHEPHERD:  So we're safe within the $16,500?  


MR. HOGGARTH:  Yes, we are.


MR. SHEPHERD:  In the ‑‑ I'm skipping a bunch of questions, you will be happy to know.


MR. HOGGARTH:  It's okay.


MR. SHEPHERD:  Let's turn to major storms.  You don't have insurance?


MR. HOGGARTH:  That is correct, we do not have insurance.


MR. SHEPHERD:  And the reason is because it is not offered by MEARIE?


MR. HOGGARTH:  That is correct.


MR. SHEPHERD:  And out in the marketplace, it would be too expensive?


MR. HOGGARTH:  I am not ‑‑ I have not attempted to secure that type of insurance in the past, other than to request MEARIE for a quotation on it, and it is not part of their regular package that they provide utilities for the province.


MR. SHEPHERD:  You asked for a quote from MEARIE before or after the July 2006 ‑‑


MR. HOGGARTH:  After, to determine whether or not the insurance was available, and it is not.


MR. SHEPHERD:  Prior to that, you didn't think that storms were something you needed to manage?


MR. HOGGARTH:  No.  Like I say, in living memory of the staff at the utility, we have never had a storm of that significance.


MR. SHEPHERD:  But that was a tornado watch in July 2006 and you just had one last week, as well; right?


MR. HOGGARTH:  That's correct.


MR. SHEPHERD:  But those are the first times, or is that -- how unique is that?


MR. HOGGARTH:  It is difficult to answer that question.  I don't know firsthand.  I haven't studied the environment warnings issued in our area for any length of time.


I have a sense that there are certain areas of the province that are susceptible to storms.  Peterborough, up until this point, has not been considered a high-risk area, if I could call it that, where other areas are naturally high risk because of their topography.


MR. SHEPHERD:  Okay.  Were you whacked by the ice storm in 2002?


MR. HOGGARTH:  It -‑ we were on the border of that ice storm.  We did not sustain major damage and our crews assisted Gananoque and those areas.


MR. SHEPHERD:  You had more than 16,500 in damage?


MR. HOGGARTH:  I can't answer that question.  I don't believe that we did.  I believe that the storm tracked just south of us.


MR. SHEPHERD:  I asked questions of CNP about the possibility of a province‑wide pool to ensure ‑‑ so that all utilities could spread the risk.


In light of your low-risk area, do you think that that is something that you think is a good idea for your utility?


MR. HOGGARTH:  It depends on how it would be maintained, administered.  I would be very concerned if we were included in a pool of organizations and we had no control over their operations and maintenance expenditure patterns, their upkeep of their equipment and so on.  And if they relied solely on this fund for repairing their damage, that would be a major concern to me.  

I see that as a major stumbling block to any particular type of fund.  I firmly believe that if it was potentially successful, the private sector would have already picked up on it.


MR. SHEPHERD:  Or MEARIE?


MR. HOGGARTH:  Or MEARIE.


MR. SHEPHERD:  Let me just ask about capital versus operating.  You said in your opening statement that the damage to your system was primarily in the older lines, your older assets, in the back of residential ‑‑ the residential backyards; right?


MR. HOGGARTH:  Yes.  I wouldn't necessarily assume that they were older equipment.  They are more established neighbourhoods, but I don't have evidence to indicate those neighbourhoods may have been rehabilitated ten years ago and some of them may be the same structures that were installed 30 years ago.  I don't have that information.


MR. SHEPHERD:  Maybe I am misunderstanding -- misunderstood your evidence, then.  I understood you to say that you have an undergrounding policy in recent years ‑‑


MR. HOGGARTH:  That's correct.


MR. SHEPHERD:  ‑‑ so the stuff that is above ground would tend to be older.


MR. HOGGARTH:  That's correct.  But, again, we have a rehabilitation program and some of that overhead may have already been replaced, depending on the age of the neighbourhood.


MR. SHEPHERD:  I see.  Just one other question about capital versus O&M.  One of the things that happens on a regular basis, presumably, in an area like yours, is that you have a car accident and it knocks out a feeder for a while; right?


MR. HOGGARTH:  Hmm‑hmm.


MR. SHEPHERD:  That is a common occurrence?


MR. HOGGARTH:  Yes, it is.


MR. SHEPHERD:  When you replace that, is that a capital cost or is that an O&M cost?


MR. HOGGARTH:  That's an O&M cost, recoverable; recoverable from the insurer or the car owner.


MR. SHEPHERD:  If it's not covered by insurance, you don't treat it as capital?


MR. HOGGARTH:  It is treated as O&M, operation and maintenance.


MR. SHEPHERD:  And ‑‑ those are my questions.  Thank you.


MR. HOGGARTH:  You're welcome.


MR. SOMMERVILLE:  Thank you, Mr. Shepherd.  Mr. Buonaguro.


CROSS‑EXAMINATION BY MR. BUONAGURO:

MR. BUONAGURO:  Sorry for not moving.  I just have a couple of questions.


You mentioned in your opening that part of the reason for your choice of allocation was the fact that all of the costs were incurred in the residential area.  Was that part of your original application, that rationale?


MR. HOGGARTH:  It was a request in our interrogatory why we chose a fixed amount rather than an amount based upon a variable.


MR. BUONAGURO:  Okay.  But in terms of an allocation based on essentially what I understand to be a customer count versus a customer count plus usage, per the more recent filing guidelines issued by the Board, is that part of the rationale?


MR. HOGGARTH:  I'm sorry, I did not hear your question.


MR. BUONAGURO:  Sorry.  You referred back to the choice of a fixed charge versus a variable charge or a charge based on volumetrics as between ‑‑ within a class, presumably.  But in terms of allocating between classes, between residential classes and other classes, you're basically doing it on a customer count basis?


MR. HOGGARTH:  Yes, we are.  We are doing it on a customer count basis.


MR. BUONAGURO:  You are not doing it on a customer count plus usage basis?


MR. HOGGARTH:  That is correct, we're not.


MR. BUONAGURO:  What I'm asking you is:  Was there a rationale presented in the application for that choice as opposed to the fixed charge versus volumetric charge?


MR. HOGGARTH:  The rationale provided to the Board in the original application cited that the major amount of the damage was in the residential area, and I think we expanded on that in their interrogatory from the Board.


MR. BUONAGURO:  All right.  Now, I understand ‑- you're saying that all ‑‑ I think I am quoting you from earlier on.  You said all of the costs were incurred in the residential area.  Was the impact only on residential customers?


MR. HOGGARTH:  No.  Because there are some feeders throughout the ‑‑ that may lie in areas of residential that actually feed commercial areas.


MR. BUONAGURO:  So would it be fair to say that the impact was not limited to one particular rate class?


MR. HOGGARTH:  That's correct.  As I indicated, we had a large percentage of our customers out, so that would have included commercial, institutional and industrial, as well.


MR. BUONAGURO:  Thank you.  Those are my questions.


MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.  

At this stage, we will have questions from the panel, Mr. Hoggarth, and following that we will consider -- as I understand it, you don't have an interest in providing submissions, per se, or argument, per se?


MR. HOGGARTH:  No additional from what we have already filed and from my responses.  I am satisfied with that.


MR. SOMMERVILLE:  We will have questions from the Panel, and then we will probably take a few minutes' break, and then proceed with the Lakeland case, and then have a joint argument at that stage from the intervenors respecting the issues that concern them.  Ms. Lea?


MS. LEA:  Thank you, Mr. Chairman.  I just wanted to point out, and I'm not sure whether I made this clear in my earlier submission, that issue number 4, the allocation, is kind of a tricky one.


All of the utilities, in a sense, are using the same method for allocation between the classes, in the sense that it is number of customers.  However, the allocation within the classes is quite different:  consumption volume for CNPI; equal allocation to all metered customers for Peterborough; and equal allocation to all customers on a customer count basis for Lakeland.


As I say, I am not sure that we have a definitive answer as to whether it should be consistent or utility‑specific, but it is fairly ‑‑ all of the proposals are different, at least in allocation within the classes. 


MR. SOMMERVILLE:  That appears so.  I am assuming the nuance as between Lakeland and Peterborough relates to the unmetered scattered load category.  But that otherwise it’s identical?  

MS. LEA:  And street lighting.  


MR. SOMMERVILLE:  I take your point, I think that’s a matter that the panel will have to deal with in its decision, that very issue.  Mr. Quesnelle, do you have questions?  


QUESTIONS FROM THE BOARD: 


MR. QUESNELLE:  Yes, a couple, Mr. Hoggarth.  It goes to the point I believe you were present for earlier, a discussion  we had with the previous applicant on the whole nature of what gets capitalized and what is operationalized.  

At a very high level, and it may appear I'm going off on a tangent here, but I will bring it home again in short order, hopefully.  


If the Board has an interest in -- or shall I put 

it -- transparency and transparency across the sector allows for comparables and how efficient -- the efficiency issues of how LDCs are run, comparables matter.  And if we strive for equal application or common applications of accounting principles, would you agree that that is a worthwhile objective?  


MR. HOGGARTH:  Absolutely.  


MR. QUESNELLE:  To the extent that we're looking for consistency -- and this goes to the public confidence in the accounting processes and the information released, and also from other LDCs' perspective in doing valuations of perspective purchases of LDCs -- would you agree that a common approach to what is capitalized and what is expensed would be -- have a bearing on that ability to do a valuation on a utility?  


MR. HOGGARTH:  I think it could definitely have a bearing on the ability to evaluate, if there is no standard application of a policy such as capitalization versus O&M.  It certainly has to be something that there would be viewed as part of your due diligence review in a potential acquisition of that company.  


MR. QUESNELLE:  In the area –- specifically staying with that area, if you were to simply look at the financials without looking at any asset condition reports, the amount of -- the proper amount of investment, reinvestment in capital would come to mind as to why you would want that common approach to capitalization and expensing, and activities.  


MR. HOGGARTH:  If you knew that there was a common and consistent application, that would certainly help in your valuation of the assets.  If it had been in place for some time.  


MR. QUESNELLE:  You’d mentioned in response to a question from Mr. Shepherd that, you gave an example of a car taking out a pole.  And you response to that would be that that would be a maintenance item.  Now that's in response to an unplanned event, obviously, and maybe that is what drives some of the thinking on what -- how it would be dealt with.  

But to the larger point, and you responded to it as well, in questioning the value, asset value of single placement of poles, for instance, and I’m just wondering, does that philosophy carry through to other elements of the infrastructure?  


I note in your evidence, it suggests -- not suggests but provides information on how many switches, for instance, were replaced.  We’ve heard from yourself and others that it would be difficult to assign an expected life of a single pole in a line, because you may have an earlier date than its asset retirement date -- change the whole pole line out.  

Would the same hold true for things that are reusable, like switches and transformers?    


MR. HOGGARTH:  We apply that methodology to any asset that we consider a grouped asset.  And a grouped asset follows the old Ontario Hydro definition of assets.  And in a grouped asset scenario, the conduit -- or sorry, the wire, the poles, overhead transformers would all be -- meters are all considered what we call grouped assets.  


We don't follow the life of those assets individually and keep track of the maintenance records for each one of those assets.  Transformers over a certain size, we do.  Power transformers over a certain size.  But -- so in that case, where you don't track that on an individual basis, we typically call it a grouped asset.  


MR. QUESNELLE:  That drives you to expense the replacement as opposed to capitalize it?  


MR. HOGGARTH:  If it’s a single item in a larger structure.  


MR. QUESNELLE:  Okay.  If we take that and use another example of a you know, fairly I would say widespread or certainly well recognized asset replacement program would be the actions that a utility would take after a pole testing regime -- with a pole testing regime in place, which may give you a very sporadic locations, as far as the reports you get back as to what poles require replacement and which ones don't.  


If you were to embark on -- or maybe you have -- embark on that type of program where you have a regime in place which is going to identify poles in need of replacement, but they are, as in other examples, not geographically adjacent to one another, would you still have the same philosophy, that that would be expense items as opposed to capitalization?  


MR. HOGGARTH:  I think it would depend on -- from an accounting perspective, you have certain questions you have to answer and determine whether something is capital or not.  Certainly magnitude would come to mind, you know, what is the total value of the investment you are going to make compared to your total asset value on your balance sheet, in a situation like that would be one of the questions you would look at.  


But I believe that in that example you gave, we would be looking for the average -- we would be looking for the condition of poles but rather than replace one pole we would still be looking at the areas that needed a full pole replacement in one specific area.  


MR. QUESNELLE:  So until you would have a critical mass in an area, you may expense them, but then it might drive a conclusion that you should change the whole area out and that would be a capital project?  


MR. HOGGARTH:  Absolutely.  


MR. QUESNELLE:  Okay.  That's all I have.  Thank you.  


MR. SOMMERVILLE:  Mr. Vlahos.  


MR. VLAHOS:  Mr. Hoggarth, just to follow up on the car-hits-pole scenario.  So this is -- you have indicated this is a maintenance expense.  An O&M expense.  


MR. HOGGARTH:  Yes.  


MR. VLAHOS:  I am just curious – and I am not an accountant.  I don't know if you are, or not. Are you?


MR. HOGGARTH:  Yes, I am.  


MR. VLAHOS:  Oh, you are?  Good.  So from the booking, accounting perspective, would it show as an asset somewhere?  


MR. HOGGARTH:  In the first case where someone damages equipment of a utility, I think most utilities typically recover those costs from that individual.  So it does not show up -- that investment you’ve made, you’re recovering from that individual.  


If that individual does not -- so it could either be shown as contributed capital, if it was going to be capitalized, but in most cases that would be an operation and maintenance, if you were unsuccessful in the recovery.  


MR. VLAHOS:  All right.  So if I have two utilities and one lost a pole because of a car accident, the other one replaced it but it was not in the, what do you call the grouped asset methodology -- 


MR. HOGGARTH:  Right.  


MR. VLAHOS:  -- then you would have a different representation of fixed assets.  Is that fair?  


MR. HOGGARTH:  The sample you gave where one capitalizes one O&Ms? 


MR. VLAHOS:  Right.  


MR. HOGGARTH:  Yes.  


MR. VLAHOS:  And therefore that would lead to different rate bases for ratemaking purposes?  


MR. HOGGARTH:  Yes.  I understand that the Board is looking at the entire issue of capitalization policies or maybe in the future, asset lives and so on.  But you may have different -- each corporation will set up its capitalization policy based upon its -- what it considers appropriate for its business and regulation and so on. 


MR. VLAHOS:  All right.  Sir, just moving on there’s  a couple of areas I want to cover with you.  


I did not recall the rationale for not allocating any of the costs of the unmetered or scattered load.  Did you give some rationale?  I did not pick it up.


MR. HOGGARTH:  At the time, again, it was just for simplicity purposes.  That's the only answer I can give.


MR. VLAHOS:  And what would be the complication?


MR. HOGGARTH:  I'm not aware of any serious complication.


MR. VLAHOS:  Now, there was also some question about whether you are or you are not tracking the storm damage costs over the years.  And I can't recall what the answer was.  Are you or are you not?


MR. HOGGARTH:  No.  We are currently not tracking the storm damage on a per-incident basis.


MR. VLAHOS:  Okay.  Not even on a annual basis?


MR. HOGGARTH:  No.


MR. VLAHOS:  No.  Could you, after the fact?  If someone ‑‑ if a utility doesn't track that, could that utility go back to its records and do it, or is it too late?


MR. HOGGARTH:  I suspect it could.  Depending on the system the utility is using, they could recreate it.  If they knew the date and they used a work order or job cost system, they could possibly go back, and it would depend on the records of the utility.  But I think most utilities probably could.


MR. VLAHOS:  That would be a substantial effort, would it?


MR. HOGGARTH:  It would be a substantial effort to go back retroactively and attempt to recover ‑‑ or to capture that information.  But, again, I would stress it would be dependent upon the system and how it is configured.  

MR. VLAHOS:  Okay.  Now, the question that I left to ask you from the previous panel is:  You are ‑‑ sorry, how long have you been in the industry, sir?


MR. HOGGARTH:  I've been in the industry since 1986.


MR. VLAHOS:  1986, okay.  So you are familiar with the regulation of Ontario Hydro municipal systems?


MR. HOGGARTH:  Yes.


MR. VLAHOS:  I'm just looking for some education.  Can you tell us how they would apply a request for relief in circumstances of storm damage?


MR. HOGGARTH:  I do not have any experience in seeking relief under the Ontario Hydro regime for this type of situation.


MR. VLAHOS:  Oh, okay.


MR. HOGGARTH:  The regime in that case was much different than what it is today.


MR. VLAHOS:  I won't put you on the spot of whether it was better or worse.  You don't have to answer that.


MR. HOGGARTH:  Well, I can't answer that.


MR. VLAHOS:  Okay.  Just lastly, there were a lot of questions from Mr. Shepherd and others about the materiality, the threshold.  And in your case, I believe it was $16,000.


MR. HOGGARTH:  For the operation and maintenance Z‑factor, yes.


MR. VLAHOS:  Yes, right.  But at this point, 2 percent, I believe, whether it is O&M or rate base?


MR. HOGGARTH:  I'm sorry, I missed that question.


MR. VLAHOS:  I'm sorry.  I have to face you and the microphone is now right in front of me.  In terms of O&M, it is $16,000?


MR. HOGGARTH:  Yes.


MR. VLAHOS:  And in terms of capital expenditures, it is, what?


MR. HOGGARTH:  Approximately $75,000.


MR. VLAHOS:  Okay.  So let's just take one.  Let's take the O&M, okay, $16,000.  Now, what would be the total revenue for the company?  Just put it in dollar numbers.  We know the percentages.


MR. HOGGARTH:  Our total revenue is approximately 

$62-, $65 million a year in total billed revenues.


MR. VLAHOS:  Okay.  And you say that, you know, your request for relief is based on what the Board said in its book, in its handbook?


MR. HOGGARTH:  That's correct.


MR. VLAHOS:  Now, $16,000 is a pretty significant amount when it comes to the possible over-earnings or under-earnings of the utility for a typical year, isn't that so?


MR. HOGGARTH:  Yes.


MR. VLAHOS:  All right.  And one could be concerned about perhaps the selectivity that can be applied to coming forward with relief of $16,000 as opposed to the company having a pretty good year otherwise, a windfall gain.  It may be a big customer that was not in the plan.


So do you understand what I'm saying about selectivity, whether one should be concerned about the level of threshold, $16,000?


MR. HOGGARTH:  I think any time you set a threshold ‑‑


MR. VLAHOS:  Right, okay.


MR. HOGGARTH:  ‑‑ it is a significant issue that determines a lot of due diligence behind the number.


MR. VLAHOS:  I'm sure that you go through a budgetary process and some things turn better, some worse.  Some worse by more than $16,000; right?


MR. HOGGARTH:  That's correct.


MR. VLAHOS:  And you have not come forward to ask for relief for those other events?


MR. HOGGARTH:  No, we have not.


MR. VLAHOS:  You have come forward because the book says that you can come forward?


MR. HOGGARTH:  No.  Well, partly true.  I think the significance of this event, from a financial burden perspective, necessitated management in its role to come to the Board to seek relief.  We would not be doing our jobs otherwise, because of the significance of it.  

And there is a vehicle in place, set by the Board, to allow adjustments to be made while we move to another rate model process.


MR. VLAHOS:  All right, sir.  I hear your answers.  It was the level of loss, if you like, that made you come forward.


MR. HOGGARTH:  Absolutely.


MR. VLAHOS:  Let's go back to the threshold itself.  I will ask this question, and you may choose not to answer it.  Do you think the threshold is too low?


MR. HOGGARTH:  That is much lower than our own materiality limit.


MR. VLAHOS:  Well, it invites the next question.  You say "your own materiality limit"?


MR. HOGGARTH:  Our own materiality limit we use for internal audit and for external audit purposes varies depending on the area of the financial statements you are looking at.  And it is probably not a number that I wish to disclose here.


MR. VLAHOS:  That's fine.


MR. HOGGARTH:  But I can tell you that it is lower than that number.  $16,000 is lower than the number we use for materiality on the income statement.


MR. VLAHOS:  Substantially lower?  Appreciably lower?


MR. HOGGARTH:  It is lower.


MR. VLAHOS:  Lower.  All right.  Thank you, sir.


MR. HOGGARTH:  You're welcome.


MR. SOMMERVILLE:  That was precisely the question I was going to ask, in terms of your internal materiality standards, and I think you answered that question, Mr. Hoggarth.  Thank you very much.


MR. HOGGARTH:  You're welcome.


MR. SOMMERVILLE:  It is quarter to 4:00.  I am thinking that there is a significant benefit if we can manage to conclude the evidentiary portion today.  That will enable you to go back home tonight, perhaps; is that correct?


MS. MAW:  Yes.


MR. SOMMERVILLE:  So we will try to conclude this proceeding this afternoon.  We are going to take a ten‑minute break at this stage, and we will reconvene with the Lakeland materials, and we will also address the question of argument at that stage to govern these last two cases.


So we will reconvene at five minutes to 4:00.

‑‑‑ Recess taken at 3:45 p.m. 

--- Upon resuming at 4:00 p.m. 


MR. SOMMERVILLE:  Please be seated.  Thank you.  


LAKELAND POWER DISTRIBUTION LTD. - PANEL 1

Margaret Maw; Sworn

Christopher Litschko; Sworn


MR. SOMMERVILLE:  Mr. Litschko and Ms. Maw, you’re  free to sort of elucidate your application.  Try not to read what is in your application, but bring us to the points that you really want to emphasize as part of your application.  You’ll then be subject to examination by Ms. Lea, who will ask you a series of questions.  You’ve seen the drill earlier today.  And then the intervenors will have some questions as well followed by the Board panel and we will also have – and I understand that you are not particularly interested in an opportunity for submissions, per se.  


Perhaps it is timely at this stage to deal with that question.  Ms. Lea, do you have any observations at this stage on the question of submissions? 


MS. LEA:  I believe I have nothing further to add, sir.  I understand that my friends, Mr. Shepherd and Mr. Buonaguro, will probably prefer to present oral submissions today, at least that is what I understood.  But I will leave them to speak for themselves.  


MR. SHEPHERD:  Mr. Chairman I have 10 or 15 minutes at most, maybe even less and I would prefer to do it orally, so that I’m done. 


MR. SOMMERVILLE:  Mr. Buonaguro?  


MR. BUONAGURO:  I can't say I prefer to do it orally, but I am content to do so because I only have about five minutes.  


MR. SOMMERVILLE:  Okay.  Well, we then have a clear path.  If you would like to begin with your elucidation of your application and then we’ll proceed to examination. 


EVIDENCE-IN-CHIEF PRESENTED BY MR. LITSCHKO:


MR. LITSCHKO:  Thank you to the Board.  Again, on my right is Margaret Maw, our chief financial officer, who’ll  be assisting also.  Just really quickly:  Lakeland Power was merged on September 1st, 2000 with five municipalities Huntsville, Bracebridge, Burke’s Falls, Sundridge and Magnetawan.   And on August 2nd, Wednesday of 2006, we had a storm hit about 7:15 in the afternoon -- or at night, in the evening.  Environment Canada has stated approximately six tornados or down bursts had struck the Bracebridge area.  While we did have some outages up in the Huntsville and our northern utilities areas, basically the brunt of the storm hit Bracebridge directly.  And at 7:15 we lost power to the whole municipality.  And at that point I was called in and we declared an emergency, with -- according to our emergency plan approximately 8:30 that night, with no power on anywhere.  Also Hydro One was out in our area, too.  


So from there, we put in the emergency plan and peoples' duties and responsibilities went from there.  We called in -- after assessing as much as we could, we called in crews locally, contractors and then also LDCs, North Bay Hydro and Orillia.  Veridian, just south of us, because they abut our area, was also working on the storm damage too.  So about 5, 6 o'clock in the morning the next morning, a lot of the power was restored in Bracebridge but it took until approximately Sunday afternoon to get everybody else on.  So it went from Wednesday to Sunday afternoon.  


Muskoka is one of the most heavily forested areas in Ontario and a lot of the damage was caused by the wind and the trees.  And basically we've submitted $217,870 and we believe we’ve met all of the eligibility criteria for the Z-factor and we plan to recover these costs on a fixed charge component of the bill.

That's it, in a nutshell.  


MR. SOMMERVILLE:  Thank you.  Ms. Lea.  


MS. LEA:  Thank you.  


CROSS-EXAMINATION BY MS. LEA:  


MS. LEA:  Mr. Litschko, you will remember the Board Staff asked you a couple of interrogatories about one component of your costs that we weren't sure about.  And that was the line relating to regular labour costs, I think it was in just over $7,000 worth of costs there.  It was the costs of regular hours worked by your own folk Lakeland Power Labour.  And we didn't understand why that was part of the incremental costs of the storm.  Can you elucidate?


MS. MAW:  Actually it is not incremental.  We had put it in the storm costs at that time, not realizing we should have pulled that incremental portion out.  


MS. LEA:  Hmm-hmm, okay.  So should we, then, reduce the total claim which Mr. Litschko just listed at $217,870 by $7,133?  


MS. MAW:  Depending on how much it is going to be -- if we decide to do part of it as capital after various discussions today, if it was a capital asset or it is deemed a capital asset, it would have regular labour attached to it to be put in capital.  But yes, it could be reduced as part of the O&M portion. 


MS. LEA:  I understand.  Okay.  To make it clear, then, if your entire claim is recovered through O&M expenses, the reduction would be that amount?  


MS. MAW:  Yes.  


MS. LEA:  However if the Board decides to capitalize part of the claim, then regular labour is part of the capitalized labour that goes towards those?  


MS. MAW:  Correct.  


MS. LEA:  All right.  Okay.  I think we will deal with that again in a moment when we get to the capital and O&M treatment, because it still, I guess has to be related to the storm and I'm not sure whether regular hours by your staff are related to the storm. 


MS. MAW:  Pole replacement by our regular staff done during the regular day would have to be, if it was capital in nature for that pole replacement and it was done during the day, the following morning, it would be regular labour, rather than overtime labour.  


MS. LEA:  Now, you -- did you do any work during your storm restoration for anything other than the regulated utility?  In your evidence, you mention that your costs were related to getting the power restore the as quickly as possible and also to providing a call centre.  But I am not sure, maybe our Interrogatory No. 8 wasn't clear.  Can you just clarify if all of those costs were on behalf of the regulated utility?


MS. MAW:  Yes, they were.  


MS. LEA:  And you’ve heard me ask this question before today, but how do you balance the question of how much resources, particularly resources that you have to pay a premium for because they're overtime or from other places, but how much do you balance getting power on very quickly with the additional costs that you will incur in order to provide that quick restoration?  


MR. LITSCHKO:  Well, it is more than cost when you look at a storm.  It is also familiarity with your area so on and so forth.

So we used local contractors who do work with us and also working with Orillia and North Bay, we’ve worked with them in the past.  North Bay, we had been up in their area one month before they had a storm and we assisted them, so they had no problem coming down assisting us.  

But it is more than -- you are looking at restoring power as quickly as possible but as safely as possible.  And if you can draw locally first, which we did with our local contractors and anybody else that could assist us, we would do that first.  


MS. LEA:  Hmm.  In looking at the costs that were being charged by the neighbouring LDCs, it looked as if their rates for doing the same sort of work were higher than Lakeland's rates itself, that particularly the labour component.  Is it that your labour component rates are consistently lower than the neighbouring utilities?  Or was there a premium that you paid to them for the services they provided?  


MS. MAW:  I don't believe it was a premium.  That is their normal chargeout rate.  I didn't put in overhead allocation on our rates.  I just put our base load.  So basically our normal regular rate, plus benefits.  No overhead allocation, which I would imagine I got that from the other surrounding utilities. 


MS. LEA:  All right.  So part of the increase may be due to the fact those costs are fully loaded from the other utilities? 


MS. MAW:  That's right.  And we did not put in fully loaded costs. 


MS. LEA:  And have you investigated those costs at all to determine if that was the reason? 


MS. MAW:  Not specifically.  That is Orillia's chargeout rates.  Whether it is us, or whoever, that is what they charge.  Same as North Bay.  There wasn't a deal, per se, to us, but then we also weren't overcharged either.


MS. LEA:  Now, do you have any kind of formalized mutual help arrangement, such as Mr. Hoggarth described with the five utilities?


MR. LITSCHKO:  No.


MS. LEA:  Do you find that that is a problem for you, or do you find that they help you out despite the lack of an agreement?


MR. LITSCHKO:  They help you out despite.  It is kind of historic in the whole electrical industry that you help out your neighbour when in need.


MS. LEA:  Do you plan to come up with some kind of mutual aid arrangement, or do you think it is unnecessary?


MR. LITSCHKO:  Hard to say.  The problem you are running into is usually if ‑‑ maybe not so much for us, but other utilities, because they're so close together, they're probably all getting the same storm.  So now you are getting farther and farther out to try to get your assistance, so now you're getting into utilities possibly that you don't have an agreement with.  


But I don't think it hurts having an agreement.


MS. LEA:  And did you learn anything ‑‑ well, perhaps I can ask you this.


You talked about putting into effect your emergency plan or contingency plan; is that right?


MR. LITSCHKO:  Yes.


MS. LEA:  Is that something that is written down?  Is it documented?


MR. LITSCHKO:  Yes.  I have it here, yes.


MS. LEA:  Okay.  How did you develop it, sir?  Was it something that you developed with others in the industry?  How did you come up with it?


MR. LITSCHKO:  One of our managers had brought it from his former job at another LDC, and then we customized it.


MS. LEA:  What sort of things did you customize?


MR. LITSCHKO:  Well, just more customary, the phone numbers, so on and so forth, working through it with our managers and just anything that is more local.


MS. LEA:  Did you follow that contingency plan throughout the emergency?


MR. LITSCHKO:  Yes.


MS. LEA:  Is there anything that you learned during that emergency that leads you to believe that you need to change the plan or change your approach?


MR. LITSCHKO:  A couple of things we did learn.  One thing was, especially when we are bringing crews from out of town, is to have a package available for them, an information package, with the restaurants, phone numbers, so on and so forth.  


But the other thing we did learn, and -- we do get a lot more done in daylight hours.  We found that when we were working nights, the productivity plummeted, and I was out there with the crews trying to assist them.  You see how much slower you get work done.  


So going forward, we're going to try to get everything done during daylight hours and let them sleep during the night.


MS. LEA:  Now, you said also that staff from Lakeland Energy provided restoration assistance.  What is Lakeland Energy?


MR. LITSCHKO:  It is it an affiliate of ours.  It has no real employees, but we use contractors for street light maintenance, so on and so forth, and that, and those contractors were used in restoration of our system.


MS. LEA:  Okay.  So did you pay ‑‑ I am not quite sure why you would use Lakeland Energy to hire contractors.  Did you pay Lakeland Energy or the contractors directly, or what?


MR. LITSCHKO:  We paid the contractors directly.


MS. LEA:  So there was no actual payout to Lakeland Energy?


MR. LITSCHKO:  Correct.


MS. LEA:  Lakeland Energy itself has no employees?


MR. LITSCHKO:  Correct.


MS. LEA:  So do you ever provide services to Lakeland Energy?


MR. LITSCHKO:  Does who?


MS. LEA:  Do you, as the regulated utility, provide ‑‑


MR. LITSCHKO:  No, we're not allowed to because of the arc (sic).


MS. LEA:  Do you cover any property insurance?  Do you carry any property insurance coverage?


MS. MAW:  Not for storms.


MS. LEA:  And is the insurance you carry with MEARIE?


MS. MAW:  Yes.


MS. LEA:  Uh‑huh.  And why did you decide not to get storm insurance?


MR. LITSCHKO:  I think, just like everybody else, historically it's something we never looked into, something we never thought we required, and we have since looked at MEARIE and they do not cover us.


MS. LEA:  In response to Board Staff Interrogatory No. 10, you gave us statistics from maintenance and operations, and also for storm only costs.  And for maintenance and operations, it was an amount of $785,000, and for storm only costs it is $169,500.


Is that $169,500 -- is that a storm cost, excluding this storm?


MS. MAW:  Yes.  And it is somewhat of a misnomer.  I put storm costs only.  It is more of our trouble overtime, costs which are often storm related.


MS. LEA:  What other things would it include?


MS. MAW:  Squirrel in the transformer, or...


MR. LITSCHKO:  It is all overtime.  Call it trouble costs.


MS. LEA:  Trouble costs?


MR. LITSCHKO:  Yes.


MS. LEA:  I see.  So there is sort of regular O&M, and then there is trouble?


MR. LITSCHKO:  Yes.


MS. MAW:  Yes.


MR. LITSCHKO:  A lot of that would be directly to storm.  The percentage we don't have nailed down.


MS. LEA:  Do you have any rough idea as to whether it would be 50 percent, 25 percent, whatever, to storms? 


MS. MAW:  At least 50, but...


MR. LITSCHKO:  Yes.


MS. LEA:  At least 50 ‑‑


MS. MAW:  Yes.


MS. LEA:  ‑‑ of that would be storms?  So is that amount for trouble costs, including storms, built into your rates now?


MS. MAW:  Yes.


MS. LEA:  And are those actual amounts or budgeted values?


MS. MAW:  Up to 2006 is actual.  2007 is budget.


MS. LEA:  And how well do you find that you are budgeting compared to your actuals, historically?


MS. MAW:  Fairly close.


MS. LEA:  Can you give me some order of magnitude?  I'm sorry?


MS. MAW:  Within 1 or 2 percent.  We're usually pretty -- pretty much right on budget.


MS. LEA:  So that sounds like your storm experience is not particularly peaky, then?


MS. MAW:  No.  Well, it is peaky seasonally.  We know when it is normally going to happen, but...


MR. LITSCHKO:  We get three to four good storms a year, but this one was just not comparable to anybody.


MS. LEA:  Yes.  I was in Combermere.  Okay.


One moment, please.


Is the 169,500 for trouble costs included in the $785,000 for maintenance and operations?


MS. MAW:  No.


MS. LEA:  Now, you had a storm in September, September 24th of 2006; is that right?


MR. LITSCHKO:  Yes.


MS. LEA:  But you're not intending to make a Z‑factor claim for that storm?


MR. LITSCHKO:  Correct.


MS. LEA:  Explain to us how you determine when you are going to come in for a Z‑factor.  What's your threshold?


MR. LITSCHKO:  To be perfectly honest with you, we don't know, but we believe the threshold is too low.  But at 200 ‑‑


MS. LEA:  Which threshold?


MR. LITSCHKO:  The present threshold in the Board.


MS. LEA:  Our threshold?  Yes, hmm‑hmm.


MR. LITSCHKO:  We don't know what our threshold is, but when it became $217,000, there was just ‑‑ we had no question that it had such a huge impact on our financial situation that it was a given that we were going to be applying to the Board.


MS. LEA:  Can you describe the impact on your financial situation?


MS. MAW:  Basically, our net income after taxes for that year, including the storm, was $500,000.  The storm was $200,000.  So as a percentage, it is rather large.


MS. LEA:  All righty.  Now, you have heard us discuss several times today this issue of capital costs versus O&M.  Can you describe what you have done in your application, please, with regards to the -- that split?


MS. MAW:  There were 25 individual poles replaced randomly, all over the place.  Our current capitalization policy states that a single pole wouldn't be capitalized.  Basically, our level at that is $1,500.


The transformers were capitalized, because they're $2,500, average.


MS. LEA:  So what's the total for the ‑‑ how many transformers?


MS. MAW:  There were seven transformers.  They're not included in the claim.


MS. LEA:  They're not included in the claim?


MS. MAW:  No.  They were capitalized.  About $18,000.


MS. LEA:  Okay.  So the poles at about $15,000, you are describing those as an O&M expense, because it is a single pole?


MS. MAW:  They were single all over, yes.


MS. LEA:  You have capitalized and excluded about $18,000 for transformers?


MS. MAW:  Correct.


MS. LEA:  What other materials are we talking about and how did you choose to treat them?


MS. MAW:  All other materials were expensed.  Anything they used during were expensed.


MR. LITSCHKO:  The smaller hardware, the sleeves and stuff like that.


MS. LEA:  If you were undertaking a capital program, would those pieces of equipment be expensed or capitalized?


MR. LITSCHKO:  If we were undertaking a capital program?  It would be capital, then, if it was capital.


MS. LEA:  Can you give us an estimate of about the value of all of those other materials?


MS. MAW:  A single pole installation is around $1,100.


MS. LEA:  Okay.


MS. MAW:  That's not all material.  That would also be labour, too. 

MS. LEA:  Would you capitalize that labour under normal circumstances? 


MS. MAW:  Not if it is one pole and not if it’s two poles.  If it was in excess of two poles in a line, yes. 


MS. LEA:  Greater than two poles, then you capitalize it?  


MS. MAW:  Yes.  


MR. VLAHOS:  Sorry, Ms. Lea.  Is that industry standard?  Or that is your -- 


MS. MAW:  Actually we checked with 17 other utilities and they do the same thing.  One pole, they don't.  But when it gets to three poles, they do.  


MR. VLAHOS:  Too much for a coincidence.  It must be in some manual somewhere or some industry -- but you are not aware of this, an industry book or...


MS. MAW:  No, no.  


MS. LEA:  Did it come from Ontario Hydro?  It appears that Ontario Hydro had a reserve for its municipality utilities, but I am not aware about their capitalization policy.  


Now, if the Board chose to capitalize a portion of this claim, would it affect your financial situation?  


MS. MAW:  No.  


MS. LEA:  And is it preferable, as far as you are concerned, for the Board to treat all of the claim as expenses?  


MS. MAW:  Yes.  I think by capitalizing stuff you're increasing our asset value, which didn't happen.  


MS. LEA:  And can you explain to me why that didn't happen?  


MS. MAW:  These are replacement poles.  You didn't -- you didn't increase the value of our, the value of the utility.  I think capital has to be an enhancement, or an extension of life.  


MS. LEA:  So is that because although these poles might be new, they're going to be replaced in the normal course.  And so their life is not necessarily a full pole life from the day of installation?  


MS. MAW:  Correct.  


MS. LEA:  Hmm, interesting.  One moment, please.  


Sorry if I’m asking you to repeat an answer, but the question I started with, about the $7,000-odd of regular labour, if the Board chooses to capitalize part of this claim, would you think that that should be part of this claim even though it’s regular hours?  Part of the approved claim?  


MS. MAW:  If you are going to capitalize a portion of it, yeah.  If you were doing a pole installation it would have -- it would have a labour component to it.  


MR. LITSCHKO:  Can I just get clarification?  Are you asking because they work during the normal scheduled time, that it shouldn't be a storm?  Is that what you’re asking?


MS. LEA:  Well, that's -– that’s part of what I'm trying to get clear.  It sounded to us as if this was sort of regular work, but I don't know because the evidence isn't there. 


MS. MAWS:  No. 


MS. LEA:  Tell us about it. 


MS. MAWS: It was the next morning so it would be during their regular day, the next day, because we went from Wednesday night till Sunday.  


MS. LEA:  So did you backfill them?  


MS. MAW:  No.  


MS. LEA:  I guess -- I guess what I am thinking is that you have a certain number of expenses per week for labour.  And what we're trying to capture, in this claim, is the overage of that.  So if you would have spent that much, that $7,000-odd in your labour in a week, you had spent that whether the storm occurred or not?


MS. MAW:  Correct.  But some of it may have been capital.  If they were doing capital work during their –-during the day, then part of it may have been O&M.  Like, if four hours were O&M, four hours could have been capital within an 8-hour day.  They could have been doing capital projects.  


MS. LEA:  Okay, thank you, I think I get it.  But we'll see. 


MR. LITSCHKO:  If it was a normal work day, eight hours, possibly four of that -- forget the storm; four of that could have been O&M.  Four of it could have been capital, if it was a normal day I guess is what Margaret’s trying to relate to you. 


MS. LEA:  All I'm trying to say is, I think we agree if it’s O&M, then it is not incremental.  In other words, it’s not due to the storm.  


So what I still fail to understand is how that incrementality, to make up a new word, changes just cause it is capital.  Just cause it’s labour on a capital asset.  If they're doing four hours of it in any given day in any given week anyway, how come it is incremental, when in the regular hours for their regular pay they’re doing it in storm restoration? 


MS. MAW:  So what would happen, if I would take that $7,000 out as an O&M cost because it is already in my rates, you're now going to take my pole costs or my pole installation, which is say $1,100 including labour, but you're going to say a portion of it is not incremental, you're going to pull that out.  So I'm going to put $200 of a pole into my asset that -- how did it get in there?  I have to put an asset for a pole for 200 bucks, but who put it in the ground?   


MS. LEA:  I think I understand what you're getting at, ma'am.


MS. MAW:  You know.

MS. LEA: It was just that particular thing.  I think I understand your position.  Now, could describe to us please how you propose to allocate the costs to your customers. 


MS. MAW:  We were trying to take the simplest method possible.  We used the 2004 customer count that was in the 2006 EDR, and basically divided by total count.  


MS. LEA:  Okay.  


MS. MAW:  Fixed charge, flat, one year, as a rate rider.  


MS. LEA:  [Inaudible]  And it’s a one step process.  So allocation between the classes and within the classes, it’s all one step by customer count, flat amount?  


MS. MAW:  Hmm-hmm. 


MS. LEA:  In the fixed portion of the rate?


MS. MAW:  Yes.  If they were off, they were off, regardless of what class they were in.  


MS. LEA:  Now, you have -- I’m just looking at your customer numbers.  Now these are not metered customers, as in Peterborough's case.  These are just customer customers. 


MS. MAW:  Total customer count that is in the EDR model. 


MS. LEA:  Now, that includes unmetered scattered load and central lighting and street lighting?  


MS. MAW:  Hmm-hmm. 


MS. LEA:  According to our understanding you have 2,058 street lighting customers, by the customer count methodology.  


MS. MAW:  Those are not customers.  Um..., street -- no, that’s is not customers.  Seven customers.  


MS. LEA:  Okay.  So I guess we just need you to refresh us as to what the customer counts are for these various classes.  So how many street lighting customers will be charged this amount?  


MS. MAW:  Based on this 2058, because we charged them by street light.  That's currently our rate model, is by street light.  


MS. LEA:  Right.  So those are –- that is the number of customers that will be charged $1.64?  


MS. MAW:  Yes.  They aren't a body.  Like, the street lights, there's seven municipalities or seven customers' street lights -- sorry five. 


MS. LEA:  So you're charging by connection?  


MS. MAW:  By connection in that case, because that is the way the model was originally done was by street light connection. 


MS. LEA:  I see.  And who owns those street lights, the various towns and municipalities? 


MS. MAW:  Yes.  Five municipalities. 


MS. LEA:  Okay.  And then you have unmetered scattered load. We have 69 connections that will be charged 1.64 each, fixed rate each time.  Do you know how many customers, that is how many users of unmetered scattered load there are?  


MS. MAW:  No.  There’s probably ten, between the cable companies and Bell.  


MR. LITSCHKO:  Seven to ten, we're guessing. 


MS. LEA:  Okay. 


MS. MAW:  Yes.  


MS. LEA:  And then Sentinel Lighting could be, it couldn't in theory be a residential, small business, larger commercial customer?  


MS. MAW:  It could have already be getting a fixed charge based on the class -- based on their other class.  


MS. LEA:  I see.  So some people who -- do they get sent two bills then, these folks with Sentinel Lighting. 


MS. MAW:  No. One bill.  


MS. LEA:  One bill.


MS. MAW:  One bill; two service charges, though. 


MS. LEA:  I see, so they’d be paying the amount on each of the two service charges they have?  


MS. MAW:  Hmm-hmm, hmm-hmm.  


MS. LEA:  And you said chose that for simplicity reasons?  


MS. MAW:  Correct.  


MS. LEA:  Do you think it is appropriate, though, given the structure -- for instance, could you choose Peterborough's methodology instead?  


MS. MAW:  Yes.  Other than unmetered scattered load, I think, probably should have a charge.  But possibly street lights -- or street lights, probably be consolidated municipalities, maybe five charges as opposed to 2000.  And Sentinel lights, no charge.


MS. LEA:  What do you think would be the fairest or best for your customer base?  Because you know them best, you know your customer base best.


MS. MAW:  A small charge, over quickly.


MS. LEA:  But would you bill these seven municipalities for 2,058 connections, or would you bill them for seven connections?


MR. LITSCHKO:  Sorry.  It is five, five municipalities.


MS. LEA:  Whatever.


MS. MAW:  Fairness would be five.


MS. LEA:  Okay.  One moment, please.


MS. MAW:  Other than I have to ‑‑ they are our shareholders, too, so -- you know.


MS. LEA:  Yes.


MS. MAW:  That's why I don't want to say five, because then I feel like I'm favouring them.


MS. LEA:  I understand.  Have you considered using instead distribution revenue, for example?


MS. MAW:  The issue I have with distribution revenue, I guess, if a customer is off, they were off.  It doesn't matter how much they contribute to the utility.  The power was off to a customer.  Whether he's there or there and he consumes 1,000 kilowatt‑hours or 10,000 kilowatt‑hours, they're a customer.


MS. LEA:  Is there any difference in restoration cost for a customer that uses a small amount and a customer that uses a large amount?


MS. MAW:  Not in this case.


MR. LITSCHKO:  Not really, no.


MS. LEA:  So are you still proposing or asking the Board to approve an allocation methodology on a customer count basis, or are you suggesting that the Board consider a per‑customer basis?


MS. MAW:  I think, if you want to get a similar methodologies, we wouldn't be adverse to going with Peterborough's allocation methodology.


MS. LEA:  Is there somewhere in the evidence the number of customers, then, that would be billed?


MS. MAW:  Yes.  It would be the first three.


MS. LEA:  I'm sorry?


MS. MAW:  It would be the residential, GS under 50 and GS over 50, and I believe that is in the tariff sheet we put in.


MR. SOMMERVILLE:  It is page 4 of 11 in the application.


MS. LEA:  Then there would be an additional seven street lighting customers?


MS. MAW:  True.  I still feel unmetered scattered load should have a charge.


MS. LEA:  Yes.  We have 69 customers for that.  Do you think that that is a fair number of customers to use?  Is that the one you are recommending?


MS. MAW:  Hmm‑hmm.


MS. LEA:  Okay.  That is zero for Sentinel Lighting and seven for street lighting?


MS. MAW:  Correct.  Five.


MS. LEA:  Five, sorry.


MS. MAW:  That was me.  I started that.


MS. LEA:  End of the day, I guess.


One moment, please.


MR. QUESNELLE:  Ms. Lea, could I just interject?  I just want clarity on that last point.  The Sentinel Lighting, can you tell me the nature of it?  Is it a ‑‑ is your suggestion underpinned in the notion that there may not be another connection facility?  Are these Sentinel lights separate connection facilities to what the customer that is getting the Sentinel light service has, two separate services, or -- I am trying to think of the nature of the Sentinel lights.


MR. LITSCHKO:  You're asking, Are they metered separately?


MS. MAW:  No, they're not metered separately.


MR. QUESNELLE:  They are not metered separate ratings, and they're piggybacking on the primary service for the customer?


MS. MAW:  Yes.


MR. QUESNELLE:  Okay.  I am just trying to see how you would differentiate between why Sentinel Lighting would not get a charge.  I'm just trying to understand the nature of the Sentinel lights.


MS. MAW:  Only because I felt that they were already getting a charge on their bill.  There's no Sentinel lights billed separately.  They're all with a customer.


MS. LEA:  Now, I believe you recorded these costs.  You didn't record them in account 1572, I think, but you recorded them on the profit and loss statement; is that right?


MS. MAW:  Correct.


MS. LEA:  Why was that?


MS. MAW:  Truthfully, we didn't know if we would get approval.  Our auditors thought it was in the best interests to take the P&L hit now.


MS. LEA:  So if you get approval, your profit and loss statement will be adjusted?


MS. MAW:  Yes.


MS. LEA:  And you can record these amounts in 1572 at that time?


MS. MAW:  Correct.


MS. LEA:  Thank you very much.  Those are my questions.


MR. SOMMERVILLE:  Thank you, Ms. Lea.  Mr. Shepherd.


MR. SHEPHERD:  Thank you, Mr. Chairman.
CROSS‑EXAMINATION BY MR. SHEPHERD:

MR. SHEPHERD:  Your materiality level is about 7,000?


MS. MAW:  Yes.


MR. SHEPHERD:  And this storm affected other utilities?


MR. LITSCHKO:  Yes, Hydro One around us for sure, and then Veridian at the top, where it meets Bracebridge, they were affected, too.


MR. SHEPHERD:  This is Gravenhurst?


MR. LITSCHKO:  Gravenhurst, yes.  Veridian is Gravenhurst, yes.


MR. SHEPHERD:  Do you know how severe it was there?


MR. LITSCHKO:  No.


MR. SHEPHERD:  None of them ‑‑ neither of those utilities applied for Z‑factors?


MR. LITSCHKO:  Not that I know of.


MR. SHEPHERD:  You have reported your storm damage costs in 2003, 2004, 2005 and 2006 actuals, other than this major storm.  You have had lots of storms that individually were over $6,000 of costs; right?


MR. LITSCHKO:  It is hard to ‑‑ I guess this one occurred on August 2nd.  We had another one in September that was ‑‑ cost us about $30,000.


MR. SHEPHERD:  Now, again, I am going to ask you about the storm on Friday.  Were you affected by that?


MR. LITSCHKO:  Yes.


MR. SHEPHERD:  Do you have an idea of how much it cost you?


MR. LITSCHKO:  No, not right now.


MR. SHEPHERD:  Big or small?


MS. MAW:  We didn't have much repairs.


MR. LITSCHKO:  It was mostly the loss of Hydro One feed.


MS. MAW:  It was the feeders.


MR. LITSCHKO:  Then we had damage all over.


MS. MAW:  Yes.


MR. SHEPHERD:  Okay.  So then let me move to major storms.  I will ask you the same ‑‑ you have MEARIE insurance, and so you don't have storm damage.  Have you asked them whether they would add it?


MS. MAW:  No.


MR. SHEPHERD:  And you haven't looked at the marketplace to see whether it is available in the market?


MS. MAW:  No.


MR. SHEPHERD:  You have a relatively ‑‑ unlike Mr. Hoggarth, you have relatively more storms than Peterborough?


MS. MAW:  From the indication he made, yes.


MR. SHEPHERD:  So why haven't you looked at insurance for this?


MS. MAW:  The order of magnitude of our storms have not been this size.  We're talking under $30,000 for a storm, or less.  It hasn't been an issue, looking at our past history.  I think the premiums would be price prohibitive.


MR. SHEPHERD:  You had a chance to look at the Edison Electric study?


MS. MAW:  Yes.


MR. SHEPHERD:  And did you see the recommendation at the end, that utilities self-insure through some sort of pooling mechanism?


MS. MAW:  Correct.  Yes.


MR. SHEPHERD:  Do you think that would be a good idea in Ontario?


MR. LITSCHKO:  Even before reading it, I talked to Margaret that maybe there should be a provincial reserve that we all contribute to, or something.  So ‑‑ and I don't know if it is a good idea or bad.  It was just something that I thought of, and then it was sort of written in that context in your document there.


MR. SHEPHERD:  It's one of those things that the devil is in the details, though, right, as we heard from the other witnesses?


MS. MAW:  Well, that is my agreement with CNP is that the managing of it would become a burden unto itself.


MR. SHEPHERD:  I asked the question about ‑‑ from Mr. Hoggarth about what happens if a car hits a pole.  I take it your test would be, if the car hits one pole or two poles, it's O&M, and if the car hits three poles, it is capital?


MS. MAW:  Capital with a contributed capital, because, again, we would go through insurance or ask for the customer to pay.


MR. SHEPHERD:  In 2006, will you accept, subject to check, that your ROE was about 4.78 percent?


MS. MAW:  Yes, roughly.


MR. SHEPHERD:  And would you accept, subject to check, that if you had been able to treat this amount, these storm costs, as recoverable, that would have increased your income to 6.78 percent ROE?


MS. MAW:  Yes.


MR. SHEPHERD:  You were asked about the hourly rates charged to you by other utilities, Orillia and North Bay.  You assumed that those are cost-based, right?  


MS. MAW:  Yes.  I’m assuming that.  


MR. SHEPHERD:  You don't think there is any --


MS. MAW:  Profit margin?

MR. SHEPHERD:  -- profit built into them?  


MS. MAW:  I don't believe so.  


MR. SHEPHERD:  And when you –- when you assist other utilities in similar situations and charge them out, you don't build in a profit component?  


MS. MAW:  Correct.  We billed North Bay Hydro the month before and it was on a cost base.  


MR. SHEPHERD:  And this is not by agreement.  This is just understood by everybody, that’s how you do it?  


MS. MAW:  Yes.  Mutual aid and neighbouring utilities and... 


MR. SHEPHERD:  Now, some of the hourly rates were quite high, though, for other utilities, rights?  


MS. MAW:  Hm-hmm.  


MR. SHEPHERD:  Did you look at them and say, I wonder why it’s so high? 


MS. MAW:  Our operations manager did, and they –- that’s their chargeout rates.  I don't know whether it is their benefit packages or overhead allocation, but that is the chargeout rates.  They didn't treat us particularly different than any other utility.  


MR. SHEPHERD:  All right.  Now, let me just deal with allocation for a second.  I really like the idea that you took $40,000 and charged it to the cities for their street lights.  But I take it you were trying to bend over backwards to show that you were being fair to your shareholders?  


MS. MAW:  Yes.  Well, fare to our ratepayer, our other ratepayer --  


MR. SHEPHERD:  Fair as between the shareholders and ratepayers. 


MS. MAW:  Yes.  Yes.  I just thought if I took the 2000 –- or what had been approved in the rate models, that customer count; trying to keep it as easy as possible.  


MR. SHEPHERD:  Is it fair to say that the costs associated with a storm are partly your costs, which are your costs of fixing things and getting things back up and your loss of revenue, right?  But they’re also customer costs; the customers have quite substantial costs associated with outages, right?


MR. LITSCHKO:  Sure.  Especially up in Muskoka in August it’s peak time for a lot of the people, whether they're coming up running their businesses, restaurants and so forth.  Yes, for sure. 


MR. SHEPHERD:  Is it fair to say the customer incurred costs are substantially more for the general service customers as opposed to the residential customers?  On average?  


MR. LITSCHKO:  I would think so.  Yes.  


MS. MAW:  Depends on how much food was in your freezer.  


MR. LITSCHKO:  Well.  Are you saying like a factory or something, down time, and so on and so forth?


MR. SHEPHERD:  Yes.  


MR. LITSCHKO:  Yes, for sure.  There’s some huge bills there.  


MR. SHEPHERD:  Okay.  I have no further questions, thank you, Mr. Chair.  


MR. SOMMERVILLE:  Thank you, Mr. Shepherd.  Mr. Buonaguro.  


CROSS-EXAMINATION BY MR. BUONAGURO:


MR. BUONAGURO:  Thank you.  Continuing with cost allocation.  


Did you have –- I’m assuming you had a chance to review our original submissions on this very issue in this case filed back in March.  Is that correct?  


MS. MAW:  Hmm-hmm.  


MR. BUONAGURO:  At paragraph 3.4 of our submissions, we talk about what would have happened had you –- I’m paraphrasing our submission, but essentially, we were saying if these costs had been forecast for 2006, you would have applied in accordance with the 2006 EDR model, right?  


MS. MAW:  Yes.  


MR. BUONAGURO:  And that -- those costs would therefore have been based on -- they would have been allocated to customer classes based on allocation methodology that would have included both customer and variable determinants.  


MS. MAW:  Hmm-hmm.  


MR. BUONAGURO:  And it’s just the fact that you are applying for them in 2007 as a Z-factor under a IR mechanism that you are now proposing the quote-unquote simple method of customer count-based allocation between classes?  


MS. MAW:  It’s strictly due to simplicity.  And again, as I said, whether a customer was out -- whether this customer that uses more than this customer was out, they were both out.  And the restoration costs were not different because of the volume that they use.  


MR. BUONAGURO:  So you’re -- that's interesting to me, because you're essentially saying the cost allocation of a system has an on and an off switch.  You're saying if the system is on, then you cut -– you do a customer -- you do an allocation based on the cost allocation methods that the Board uses, which includes usage and other variable determinants.  

But if the system is off, that all goes out the window because every -- nobody has power so there’s no revenue being generated, no electricity flowing through the lines.  So everybody is treated as one, in terms of [inaudible]. 


MS. MAW:  I think the costs to rebuild in this case was not specific to a customer type.  


MR. LITSCHKO:  Because it was such a large outage, when you do restoration and you do throw that switch on, it picks up a lot of companies and people at the same time.  You weren't working on a three-phase just for that customer.  You're working on three phases for multiple customers at the same time.  

I can understand that, I think -- I know I understand where you're going, but on a large-scale storm, I think that it’s basically a customer is a customer.  


MR. BUONAGURO:  And when the system is on, customers 

-- I actually don't understand, because in my mind, when I approach cost allocation from, I guess, a high level, the only level I'm allowed to, or that I have the capability to understand, you’re looking at the system as a whole, as it is built to meet the needs of all of its customers.  And when we talk about needs, it’s built with the different requirements, of different classes or different types of users in mind, which is why we weight the costs based on revenue requirement as between classes.  Does that sound right?  


MS. MAW:  It’s what you billed for those customer classes.  


MR. BUONAGURO:  And I guess if we're talking in theory it doesn't matter if it is on or off.  The system has a cost to create and maintain, and to the extent the Board has recognized the cost of creating and maintaining that system is going to be allocated to customers based on how much of the system they're using at any particular time, and therefore we allocate be based on revenue requirement, it shouldn't matter; if, in this particular case, the whole system or half the system is blacked out because of a winter storm, the point is the cost of that system and therefore the cost of restoring the system should also reflect each customer's role in the system, in terms of its creation or the need that they put on the system when it is being rebuilt. 


MS. MAW:  Hmm-hmm. 


MR. LITSCHKO:  I’d agree with that too, yes.  


MR. BUONAGURO:  So it sounds to me like you agree with me in our basic submission, which is that this storm damage, there's no real reason in principle why the allocation should be treated differently just because it is storm damage that is happening –- that’s being recovered in 2007 as opposed to other costs that are allocated in association with wires and poles and such when the system costs were forecast in 2006.  


MS. MAW:  I think you would have to go back to the total costs and see where you repaired.  If those repairs were for mostly residential, well then yes, allocate more of it.  But you would have to look at the real allocation of the 217,000.  It may not be in the same proportion as our system cost allocation.  


MR. BUONAGURO:  But generally, isn't there rules for allocating the costs of a particular pole or a particular line across classes, based on customer count and usage?  


MS. MAW:  Over customer density in an area, yes.  If we have an area that we’re restoring that is all cottages, it would be all residential. 


MR. BUONAGURO:  Right.  But couldn't you run the model -- well, in this case we're talking about a system storm that affected the major part of the system, and the reason that you can apply for it in the first place is because it was so, I don't know if catastrophic is the word, but it was certainly a huge impact on the system as a whole as opposed to one little part here or there, right? 


MS. MAW:  Hmm-hmm. 


MR. BUONAGURO:  I think I got similar answers from at least two of the other parties.  They -- we're talking about impacts of the system as a whole and not just one class or another class, right?


MR. LITSCHKO:  Correct. 


MR. BUONAGURO:  So I would argue, then, it would make sense then to treat this as a system-wide problem and therefore distribute the costs just like you would in terms of building the system from scratch.  Am I fundamentally wrong?  


MS. MAW:  No; I’d like to work the numbers through, though, as far as, I think in a lot of cases, our restoration work -- because the tornado came in across the lake and hit cottages first, the area it hit or the trees it took down were not necessarily areas that were fed by industrial, that feed industrial customers. 


MR. LITSCHKO:  The majority of our customers, a lot of them were on 5 a.m. the next morning it took us -- and it was all basically residential and cottages from the Thursday morning to the Sunday afternoon, basically every business was on.  It was all residential cottage after that. 

That’s where the problem is, is philosophical, and where do you go from there?


MR. BUONAGURO:  All right.  Now, Board Staff has raised a couple of times the question of fixed charge versus variable charges in terms of allocation within the class, so I thought I would take a stab at asking you a question to try to be helpful on that.  


It was suggested to me we might use the car hitting the pole example.  In the normal course, these types of O&M and capital expenses, when you are talking about wires and poles, replacing them and maintaining them, how do they feed through rates ultimately when it comes to allocation within a class?  Does it allocate in the fixed charge or does it allocate within the variable charge?


MS. MAW:  Both.


MR. BUONAGURO:  So I guess in theory, then, to be consistent with that, you would do the same thing for storm damage?  You would allocate to both?


MS. MAW:  Again, the reason why I picked a fixed charge, it reduces the opportunity for variance at the end.  If we put the charges into 1572, and then are recovering a fixed charge, there is less chance of having a variance.


MR. BUONAGURO:  But that is true with anything you put into the variable account.


MS. MAW:  When you do it on a variable rate, particularly with CDM programs in place, we can create a variance very rapidly.


MR. BUONAGURO:  For anything?


MS. MAW:  Hmm‑hmm.


MR. BUONAGURO:  I'm just saying the problem isn't specific to storm damage.


MS. MAW:  No, no, we were just trying to mitigate this as quickly as possible, as close to the number as possible, in a 12-month period.


MR. BUONAGURO:  Now, does that ‑‑ if you extend the time period, is it less likely that it is going to be a variance if you put it in the variable account?


MS. MAW:  Just with changing customer count, yes.


MR. BUONAGURO:  All right.  Thank you, those are my questions.


MR. SOMMERVILLE:  Mr. Quesnelle?


QUESTIONS FROM THE BOARD:

MR. QUESNELLE:  Just a couple, and it is following up on Mr. Buonaguro's line of questioning.  And you referred earlier, in speaking to another applicant, about approaching this from a principle level and adopting common concepts, that maybe we can come up with some predictability on how these things will be dealt with.


Mr. Buonaguro is putting forward a concept of using the current cost allocation methodologies to allocate the costs of restoration, and I am finding difficulty with that, in that it may be ‑‑ I am just hearing what you are suggesting as to the nature of this storm and who it hit and who it affected.  


And yet you would also like to use a very general principle in the cost allocation of operation versus capital.  You're suggesting that anything over two poles would be capitalized, that these were all individual poles so the whole thing is O&M.


To bring you back to the geography that you just referred to, in that the storm came across the lake and took out a cottage area, now, if the concept that we have heard today ‑ and I think you spoke to them, as well ‑ is that we don't typically capitalize single poles or even two poles in a line, because they're not likely to live out their natural life in that location when you are doing larger capital projects.


Is not the nature of the distribution that would be in these cottage areas single pole applications where you have maybe just two lines in a small area, or is it a grid pattern that you would typically apply the notion of large capital projects coming in and placing a whole line before those individual poles would live their natural life out?


I am picturing areas with single service poles and short run-offs off main feeders.


MR. LITSCHKO:  Sorry, what ask you asking, then?


MR. QUESNELLE:  Well, we seem to be having a mixed debate here.  We're adhering to general principles of operating versus capital, but we're having difficulty, you know, applying a general principle that we have adopted for cost allocation.  I'm just asking you to square the two approaches.


MS. MAW:  I think, I mean, Ken is saying cottage country is usually a single pole.  Not in these areas.  These were full streets.


MR. QUESNELLE:  They were full streets?


MS. MAW:  Yes, like Stephenson Bay and so on, they were full streets.  They're multiple cottages on these lines.  It wasn't just one of.


It is a ‑‑ we don't have the very rural areas of cottage country.  We have the more urban areas of Bracebridge.


MR. QUESNELLE:  That's helpful.  Thank you.  So on the cost allocation methodology that we have in place today for applying costs across the customer classes and within them, wanting one to move away from that, purely for simplicity's sake.  That's your balance, then, is to go to a more simple system?  Or do you have a ‑‑


MS. MAW:  Actually, if you look at ‑‑ if I leave the 2000 street lights, based on the cost allocation model, I think street lights would look like they were under-contributing in most cost allocation.  This would put them back in line.  


The way this allocation goes kind of matches what our cost allocation results are.


MR. QUESNELLE:  But is that ‑‑ well, okay.  Well, given that the cost allocation is in the information filing stage, I suppose, you're suggesting that your evidence on that, that it may be under-funding, isn't a reality; that there is something underpinning in that?


MS. MAW:  Yes.


MR. QUESNELLE:  Okay.  I'm not asking you to ‑‑


MS. MAW:  I was part of the working group and I do believe that it is not perfect yet.  It is not tried, tested and true.  I think it has some work.


MR. QUESNELLE:  We should be cautious in transferring that over to other applications at this point?


MS. MAW:  Yes.  I think the variability between the utilities is huge and that that needs to be addressed before we ‑‑ yes, the principles behind it are great, but I think there needs to be some better definitions.


MR. QUESNELLE:  That's all I had.  Thanks.


MR. SOMMERVILLE:  Mr. Vlahos.


MR. VLAHOS:  Yes.  Ms. Maw, how much of your total damage costs are being capitalized, if any?


MS. MAW:  We capitalized the transformers, roughly about $18,000.  That is not in this claim.  If we were to capitalize the poles, it would be roughly about $25,000.


MR. VLAHOS:  Okay.  So the principle here is if something is capitalized, then there is no additional relief that has to be provided; right?


MS. MAW:  Hmm‑hmm.  Correct.


MR. VLAHOS:  Because it does -- eventually, you will collect ‑‑ you will collect that investment plus return?


MS. MAW:  Right.


MR. VLAHOS:  So is there an issue, then, going back, retroactively, to make up for any difference, since the occurrence of that storm?  Would that be an issue?


MS. MAW:  To break down the capital and the expense?


MR. VLAHOS:  I don't think I made myself clear.  Let me try again.  If, for example, the Board ‑‑ if the Board is inclined to find that something should be capitalized as opposed to expensed, okay; therefore, that relief goes away from -- based on your testimony; right?


MS. MAW:  Correct.


MR. VLAHOS:  But that is going forward.


MS. MAW:  Yes.


MR. VLAHOS:  Okay.  Is there an issue, in your mind, in terms of what has transpired from the date of the damage to the date that the rates would be exhausted to start collecting the investment on that capital?


MS. MAW:  No.


MR. VLAHOS:  No.  And why not?


MS. MAW:  There is no issue.  I can provide the ‑‑ provide information.  If a policy is sat on and what's capital and what's not capital, I have the information to be able to separate those things.


MR. VLAHOS:  Okay.  So -- all right.  I think I've got the answer to my question.  Thank you.  

Thank you, Mr. Chairman.


MR. SOMMERVILLE:  Thank you.  I have no questions.  Is there anything that you would like to add to your application at this stage, any comment or observation?


MR. LITSCHKO:  I guess -- I think we did mention just the Z‑factor.  We believe the threshold should be re-evaluated.  I think that is why we're all here, too.


MR. SOMMERVILLE:  I think that is a perfect segue to Mr. Shepherd's submissions.  I believe Ms. Lea has indicated she has no submissions.  Mr. Shepherd.


MS. LEA:  That's correct.  Thank you.


SUBMISSIONS BY MR. SHEPHERD:

MR. SHEPHERD:  Mr. Chairman, I have four submissions.  Just by way of introduction, we're not really concerned about the $3 million that is on the table today.  As we have said, we're not really objecting to it.


It looks, to us, like the actual storm costs in 2006 were significantly more.  It is just that a number of utilities didn't make claims.  And so what we're concerned with is it's sort of like a slippery slope argument, that if this Board says to these utilities, No problem, go get it from the ratepayers, then next year you're not going to get $3 million of claims; you're going to get $20 million of claims, or whatever, a much bigger number.  


So we have to be concerned not just with how these applications are dealt with, but I believe the Board should be concerned with, going forward, what are the appropriate ways of handling this so that it doesn't become an ongoing problem.


So I have four points.  First, with respect to materiality, I think there is a number of people in the room agree that the materiality threshold is too low.  I'm not sure all of the utilities do, but I think some do and I think some other parties do.  But I just have two points on materiality.


First, one of the effects of the low threshold is that it basically leaves the issue of whether a storm is claimable or not as a Z‑factor in the hands of the utility.  It is in their discretion.  They set their own level of what they think is big enough and bad enough to claim.  


If the Board is going to have a rule, the Board's rule should have some operative effect.  It shouldn't be a rule that says, You decide, utility, whether you want to claim this or not.


That's the first thing.  The second thing is, and we have said this in our written submissions on these individual applications, the effect of a materiality threshold like this, based on distribution expenses of the individual utility, is that a major storm for LDC number 1 is a minor storm for LDC number 2.  That's not actually the real world.


A major storm is a major storm.  If there is a tornado that hits Peterborough and Hydro One, it's major for both Peterborough and Hydro One.  Just because Hydro One is big doesn't change that.


So a materiality threshold of the structure that's currently used, in our view, is inappropriate.


I'm not going to suggest a different materiality threshold because, as you will see, I don't think you should have one.


So the second point is, well, I think there is a general agreement among all of the parties that this ‑‑ that the risk of major storms is a normal risk associated with a utility.  It might not happen very often, but it is a normal thing that can happen.  


If you have a lot of infrastructure out there in the exterior, in the outside, outdoors, then storms can hurt you, and big storms can hurt you a lot.


Normally, if you run a business like that, with a lot of infrastructure, you manage risks like that on an ongoing basis so that they aren't lumpy, so that they aren't sporadic.  So the car accident example, not the car knocking down the pole example, the other car accident example.  


If you have a car accident, you have insurance for it so that you don't have to pay it out of your pocket.  You don't have to go to your customers tomorrow and say, We need some more money because we had a car accident.  You insure against it.


So we have heard evidence that there is not really insurance available in the marketplace right now for this, and I think that is true.  I think that ‑‑ partly because of the problems in the United States with hurricanes, the insurance industry has pulled back and said, Oh, you know, this makes us nervous.  


And I don't think the Board can mandate that utilities find some other way of dealing with it, but I think that it is within your prerogative, as a Panel hearing these applications, to say to these utilities, We would be happier if you had some sort of way of pooling this risk or spreading this risk so that it was built into your operating costs, like insurance, and you wouldn't have to come back periodically and say, Whoops, I need another couple of million dollars.


I should ‑‑ I can give you an example in that respect, which, Mr. Sommerville, you will probably be familiar with.  The legal industry several years ago had a problem.  It couldn't get insurance at decent rates, because lawyers were making stupid mistakes too many times, and so the rate skyrocketed.  So the legal industry created a self-insurance plan that pooled the risk and eventually brought it down; in fact, used third-party reinsurance to cover off some of the costs.  


There is no reason why the LDCs in Ontario can't do a similar thing.  And I think it would be useful if the Board, while not ordering that - obviously, I don't think you are in a position to order that in this case ‑ were to send a signal to the LDCs that you would like to see something like that.  That leads to ‑‑ that doesn't lead.  


Then I want to take you to my third point.  There is a question of capital versus O&M, treatment of the existing expenses that are before you.


In principle, it is hard to understand why some of this would not be capital.  They're bricks and mortar -- poles and wire, but bricks and mortar type of expenses, and so intuitively they should be capital.


This is why we ask the car accident example, the knocking down the pole example, because it may be true that the way that that is being treated, expenses like that, repairing one‑off poles, is wrong, is not consistent with principle, but it is the way it is being done.  And, in our submission, it is better for the Board to maintain consistency in treatment than it is to chase the principle, especially on the limited evidence you have before you right now.  


And I take the point of one of the witnesses that there is a review going on of depreciation and the structure of the recovery of capital assets by utilities, and it seems to me that that can be dealt with there.  Capitalization policies and things like that can be dealt with there.


You have learned some new stuff that I think the Board members, certainly I, didn't know from the witnesses today, and it may be that there should be changes made, but changing it in the context of storms, without changing the structure of the policies, generally, doesn't seem, to us, to make sense.


Therefore, we like the way that Lakeland handled it and Peterborough handled it where they said, Okay, we're just going to apply our normal capitalization policies to these expenditures and do it that way, and we think they did it right.


Our last comment is with respect to allocation.  You are being asked two allocation questions.  One is allocation between classes.  Is that being done correctly, and within the classes, is the charge determinant the correct one; that is, number of customers or volume in one case?


We see some merit in the submissions of VECC that there should be some volume component to this.  It is not obvious to us the customer count is the only way that you should charge this.  That is not in our interest, of course.  For Schools, it could cost us more if it is volume, but there is some value in that, some substance to that argument, we think.


On the other side, we think that the Board should be cognizant of the fact that larger customers, GS customers, have much higher direct costs associated with an outage.  So they're already paying more, because they're bearing their costs of their freezer being off and stuff like that, and so that should weigh in the balance, as well. 


We think that one reasonable compromise might be to allocate between the classes on the basis of customer count and used as a charge determinant volume as CNPI.


Subject to any questions, those are our submissions.


MR. VLAHOS:  Mr. Shepherd, would you then have a variance account or not, if you do it on an energy basis?


MR. SHEPHERD:  You know, the energy for these utilities is not so variable that you're going to have a huge variance at the end of the year.  I would say that the materiality of the difference is not worth having a variance account for it.


MR. SOMMERVILLE:  Thank you, Mr. Shepherd.  Thank you very much.  Mr. Buonaguro.


SUBMISSIONS BY MR. BUONAGURO:

MR. BUONAGURO:  Thank you.


First off, I think the Board was interested in -- from some of the questions I heard, on how storm damage may have been dealt with under the Ontario Hydro scheme, and Mr. Shepherd reminded me that I have a consultant who was in charge of that for five years, 1990 to 1995.  


I asked him by e‑mail and he says he can't remember anybody applying for a special storm damage expense, at least in those years.  So I tried to be helpful, but --


MR. SOMMERVILLE:  Which were those years, Mr. Buonaguro?


MR. BUONAGURO:  Sorry?


MR. SOMMERVILLE:  Which were those years?


MR. BUONAGURO:  1990 to 1995; Mr. Bill Harper.  You will have seen from my questions and from the written submissions we made in the three applications, where written submissions have already been submitted, that our main concern on behalf of VECC is the allocation between classes.


I would reiterate and support the submissions we've already made, which are essentially that the ‑- we believe that it would be appropriate to do what the Board is saying it should -- the utility should do in the cost allocation informational filing guidelines for electricity distributors, and also consistent with what was happening in the actual 2006 rates, which is that between classes these particular costs should include not just a customer count component, but also usage component through allocating based -- or prorating, based on the revenue per class, not just the customer count.


The Board has already decided that these types of costs, essentially costs related to wires and poles, et cetera, related to the types of things that were damaged in the storm have already been allocated based on these types of principles, and to change that just because it happens to be a storm in this case, we don't see any reason for that change.


You have heard in the questions my confusion as to why you would treat the system differently just because the power is off as opposed to when the power is on.  In my submission, there should be no difference.  


The Board ‑‑ we would respectfully submit that the Board should recall that the reason there is even an application is because this is a Z‑factor.  It is an exceptional circumstance, and the reason and the cause that allows these costs to be recovered in the first place is not the fact that residential customers happen to have trees, but, rather, that there was a severe storm external to everybody, not just the utility, but also to any control over the residential customers, and that what we're dealing with is not ‑‑ what we should be focussed on is not the cause, when we're talking about allocation, but, rather, the impacts that we're trying to mitigate.


We're trying to mitigate impacts across customer classes.  All customer classes, I heard from the evidence, anyway, were affected by this storm and the efforts were not just to restore power to residential customers, but to all customers.  

For these reasons, we don't think there should be a deviation for the normal allocation for these system assets, which is based not just on customer count, but also other factors, as the filing guidelines outlined.


The second question that Board Staff has raised, and in fairness we hadn't addressed it in our written submissions, is the differing requests for allocations within the class, whether it be a fixed charge or a variable charge.


Consistent with our submissions on how it should be that revenue should be used to prorate costs between classes, we think the same would hold true for the intra-class determination, in terms of fixed charge versus variable, and we would, therefore, submit that across the utilities the charges should be based on a variable amount -- should be put into the variable amount of the rates.


Other than that, those are my submissions.  Thank you.


MR. SOMMERVILLE:  Thank you, Mr. Buonaguro.


MR. QUESNELLE:  Just a clarification, Mr. Buonaguro, on that very last point.  In the intra‑class allocation, you mentioned in your last comment that it should be in the variable.  Do you mean fixed and variable?


MR. BUONAGURO:  No.  I said it should be put into variable.  I understand that the evidence I got was that they happen to put it in the fixed and to the variable.


My understanding is there isn't a similar guideline, in terms of directing utilities to uniformly distribute these types of charges in any particular way.  So that would probably explain why some utilities asked for it in the fixed, some not.  Probably some utilities in the normal course have it in both, or one or the other.


I am just saying that consistent with the reason -- part of the reason why we would want between classes to be based on revenue, those same things would apply, we would expect, in the intra‑class.  But, again, it is not something we turned our minds to until the Board Staff raised it as a consistency question, so...


MR. QUESNELLE:  Thank you.


MR. SOMMERVILLE:  Mr. Vlahos.  Ms. Lea?


MS. LEA:  I have one housekeeping matter, sir.  I forgot to assign an exhibit number to the rate calculation model, cost of service model, for Lakeland.


MR. SOMMERVILLE:  Indeed.


MS. LEA:  And that should be Exhibit K6, if it please the Board.


EXHIBIT NO. K6:  LAKELAND COST OF SERVICE MODEL.

MR. SOMMERVILLE:  Thank you.  Is there anything that you would like to add, Ms. Maw, Mr. Litschko?


MR. LITSCHKO:  No.


MS. MAW:  No.


MR. SOMMERVILLE:  Thank you.  Unless there is anything else anyone wants to raise at this stage, this hearing is concluded.  The Board would like to thank the parties for their very able and frank assistance.  I would like to thank the court reporter.  


I hope everybody has a good safe trip home, and thank you very much.


We stand adjourned.  Thank you.


‑‑‑ Whereupon the hearing concluded at 5:15 p.m.
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