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Friday, January 4, 2008

--- On commencing at 10:41 a.m.

MR. SOMMERVILLE:  The Board is convened this morning in the matter of Enersource Hydro Mississauga Inc.  This is an application for rates.  The Board has designated this application as EB-2007-0706.

Specifically, we are here today to hear the applicant present a settlement agreement which is dated December 21st, 2007.  Can I have appearances, please?
Appearances:


MR. MORAN:  Pat Moran for Enersource.

MR. SHEPHERD:  Jay Shepherd for the School Energy Coalition.

MR. SOMMERVILLE:  Thank you.

MS. GIRVAN:  Julie Girvan for the Consumers Council of Canada.

MR. BUONAGURO:  Michael Buonaguro for VECC.

MR. SOMMERVILLE:  Great effort, Mr. Buonaguro.

MR. MacINTOSH:  David MacIntosh for Energy Probe.

MR. ADAMS:  Tom Adams on behalf of AMPCO.

MS. KAMSTRA:  Pat Kamstra with Enersource Mississauga.

MR. SOMMERVILLE:  Thank you.

MR. FAYE:  Peter Faye, Board counsel.

MR. SOMMERVILLE:  Thank you, Mr. Faye.  Are there any preliminary matters that we need to deal with before, Mr. Moran, you begin your presentation of the settlement agreement?

MR. MORAN:  I don't believe so, Mr. Chair.

MR. FAYE:  I think, Mr. Chair, we need to assign an exhibit number to the settlement agreement itself.  It has been filed as evidence but -- 

MR. SOMMERVILLE:  Thank you, Mr. --

MR. FAYE:  We'll give that M, as in Mary, 1.1.

MR. SOMMERVILLE:  Thank you, Mr. Faye.  Mr. Moran?
EXHIBIT NO. M1.1:  SETTLEMENT AGREEMENT 

Presentation of Settlement Proposal by Mr. Moran:


MR. MORAN:  Thank you, Mr. Chair.  I have with me today a number of people who are available for any questions that the panel may have about the settlement agreement, and let me introduce them.

Closest to you is Norman Wolfe, who is CFO.  Next to him is Roland Herman, the chief operating officer.  Next to him is James Macumber, who is the controller, and beside Mr. Macumber is John Bonadie, B-O-N-A-D-I-E, a rates analyst with Enersource.

Mr. Chair, this is Enersource's first forward year test application, and, as you can imagine, it has been a learning process for everybody who has been involved.  And you can see by the presence of the senior management here today that they've been paying close attention to this process all the way through, including today.

Enersource takes a great deal of pride in its ability to provide and maintain a reliable electricity service to its ratepayers, and if one looks at the evidence with respect to how that has panned out over the last many years, the Board will see that that has often been at the expense of Enersource's return.  And I point that out simply to say that Enersource, unlike most LDCs in Ontario, does have, you know, private-sector investments, and so that return is certainly an important element of the business.

I think the easiest thing, in terms of presenting the settlement agreement, is to take you to page 6 of the agreement, where there is an overview.  And I will briefly take you through the bullet points and provide a little bit of explanation for each one, and that should at least provide an overall view of what the settlement agreement is about.

One of the major elements in the capital plan that has been proposed by Enersource is a replacement of its CIS.  The CIS system that's currently in place is one that the original vendors are no longer available to provide service and it's simply becoming too difficult to keep that system running, and so the decision was made to replace it with a new system that would meet Enersource's needs better on a going-forward basis.  

One of the adjustments that was made during the course of the settlement process was to recognize that some additional cost is being incurred in that plan, and you'll see in the first bullet point on page 6 of the settlement agreement that the capital budget has been increased by $2.9 million as a result of that.

In relation to the CIS, the depreciable life that was originally proposed has been amended to reflect the experience that Enersource had with the existing CIS.

As far as the overall capital budget is concerned, the intervenors have accepted the capital budget as proposed with that increase, on the basis that it's a reasonable capital plan.

The other elements of the plan are really in the nature of the sort of normal ongoing reliability investments that every utility has to engage in, and there's one element associated with the opportunity to purchase a neighbouring piece of property that would provide Enersource with a central location for all of its operations, including improved storage of equipment and materials and parking.

The next bullet point addresses the working capital allowance.  The original proposal in the application was 15 percent, which was in keeping with the Board's practice until now.  It's -- as a result of negotiation, there is now agreement to set that at 13.3 percent, and at 13.3 percent that's at a level that -- on a dollar basis, at the same level that was approved in the 2006 EDR process.

And, in addition, Enersource has agreed to carry out a formal lead-lag study, and if a further adjustment is to be made as a result of that lead-lag study, that would take place at the next rebasing.

The next major element in the settlement agreement had to do with the forecast, and there was agreement to remove projected CDM energy savings from the forecast.  Ultimately, you know, CDM will have its impact and, of course, there is a separate process, in any event, to deal with the impact of CDM through the LRAM and SSM process.

And that had an effect, an impact, of reducing rates for the purposes of this application.

The originally forecast OM&A budget has been reduced by $1.6 million as a result of negotiation.  And what this means, of course, is that Enersource will have to carefully review all of the programs that it has planned for 2008 in order to be able to manage within the budget that results from this agreement.

The next major item is the forecast PILs expense, which has been reduced by 5.525 million.  Most of these changes are a result of changes in legislation, in tax rules and tax rates, and changes to the CCA class that was originally proposed for the CIS system.  And there was a correction that was made to reflect the exclusion of regulatory asset income, and that leads to the final number that -- the final reduction of 5.525 million.

In its application, Enersource had proposed a capital structure that did not include short-term debt.  The Board in its guidelines had proposed that short-term debt should constitute 4 percent of the deemed capital structure, and Enersource's original rationale in its application was that it had never relied on short-term debt to manage its finances and had no intention of doing that going forward.

But, as a result of negotiation, the deemed capital structure has been amended to include an allowance of 
4 percent for short-term capital, which then leads to a weighted average cost of capital of 7.146 percent.

Having said that, the agreement also recognizes that there will be a review of the actual return on equity number at some point in the next month or two, and whatever return on equity that process produces will be factored into the final results that need to be reflected in rates.

The weighted average cost of capital of 7.146 percent is based on a current assumption that may be different next month.

The final major item that I wanted to touch on has to do with the revenue-to-cost ratios, a matter that was the subject of a paper from the Board that was released after Enersource's application had been filed.  The easiest way to deal with this issue would be if you could turn to 
page 32 of the agreement.  

On page 32 you'll see a table, and -- that sets out the revenue-to-cost ratios.  The first column of ratios were the revenue-to-cost ratios that were in play at the time of the application, and the second column is the agreed-upon or revised revenue/cost ratios that are the result of the settlement process.

So you'll see that there was quite a disparity in revenue-to-cost ratios going into this process and, as a result of this process, there is a much more uniform result.

Everybody who was too low, if I can put it that way, has now been moved up to 91.5 percent, which is well within the range that was set out in the Board's paper.  And everybody who was above or too high has been moved down to 111 percent.  And so this reflects movement in the direction that the Board wanted to see in dealing with cost/revenue ratios.

AMPCO has signed on to this agreement on the basis that it may want to revisit the cost/revenue ratios in 2009, and other than that, there's a complete settlement on that issue.

So those are the highlights, Mr. Chair, of the settlement agreement.  The parties collectively are presenting this to you on the basis that this settlement agreement will produce just and reasonable rates, and we collectively are asking you to accept this settlement proposal and have it implemented in the appropriate rate order in due course.

There are two minor housekeeping matters that I will just quickly reference.  There was a request in the original application with respect to the accounting that applies to the Smart Meter accounts, and Enersource has decided that rather than occupy space in this process, that it will pursue that with Board Staff separately, and intends to meet with Board Staff to discuss the issue, and whatever comes of that, I guess we'll have to wait and see.

MR. SOMMERVILLE:  You'll be filing a rate order, I would expect, at some point, arising from the settlement agreement, and that rate order would be subject to the review by the parties.

MR. MORAN:  Yes, sir.

MR. SOMMERVILLE:  And that may be an opportune time to resolve those issues.

MR. MORAN:  Yes.  The accounting issue doesn't have any impact on rates or revenue requirement or rate design.  It's really a separate issue, and so it doesn't have to be dealt with in the context of this process, but if the timing allows that to happen, then that may well be appropriate.

MR. SOMMERVILLE:  We'll leave that to you and the parties.

MR. MORAN:  Yes.  The timing of the rate order, of course, will depend on when the OEB updates the ROE number, and so we'll have to wait for that to happen.

The other housekeeping item has to do with one out – there are a couple of outstanding undertakings.  One of them has to do with an undertaking to file an agreement that's still under negotiation, and so when that's completed that will be done.  And the other one, JTA.15, is an undertaking to provide conceptual information on the use of performance metrics, and we expect to file something very shortly on that as well.

So subject to any questions that you may have of the folks at Enersource who are here today, and any comments that the intervenors want to add to this, those are my submissions on the settlement proposal.

MR. SOMMERVILLE:  Thank you, Mr. Moran.

Are there any comments from the parties?  I think everyone is here.  So are there any comments from the parties with respect to Mr. Moran's presentation or the agreement itself?
Submissions by Mr. Shepherd:


MR. SHEPHERD:  Mr. Chairman, I'll just spend two minutes.  Obviously all the intervenors support this settlement.  I'm going mention two things that Mr. Moran did not flag but may be worthwhile flagging for the Board, because they are -- they have some materiality.

The first is the land that is included in the capital budget.  The company has agreed that if it is in the -- sold in the future, it will split the profits.  As you know, that's been a live issue over the last year.

MR. SOMMERVILLE:  Indeed.

MR. SHEPHERD:  And the second is, in addition to the revenue-to-cost ratios by class, an adjustment was made to the fixed/variable split in GS under 50 to move it back in line with the other classes and closer to its cost split, also consistent with the Board's report.

I should also add that with respect to both PILs and capital, capital structure, what has happened is that the settlement agreement has basically moved to the Board's standard policy.

MR. SOMMERVILLE:  Right.

MR. SHEPHERD:  There is nothing that I can see that is unusual relative to the Board's standard policy.

Other than that, we support it, and those are our comments.

MR. SOMMERVILLE:  Thank you.

There being no further comments with respect to the presentation, the Board will accept the settlement agreement.  There are some comments that the Board would like to make with respect to a couple of items, and first off, the Board does note that the negotiation tended to move the application closer to conformity with a number of positions that either emerged in the course of the application or had been existing.  And that's a very positive development, as we see it.

In that regard, the Smart Meter -- achievement for Smart Meters, the utility may want to consider - this is a matter of conformity with its sister systems, if you 
like - the inclusion of the monies in the capital account related to the Smart Meters for rate base in 2008, rather than a continuation of the rate adder.

The sense is that there is no particular monetary implication associated with that, but that, as a matter of conformity with other systems, you may want to consider that.

The other concern that the Board has had to do with the load forecast, I guess item 2.2.  And the load forecast appears to have been adjusted in an amount equivalent to the projected CDM effects, the previously effected forecast CDM effects.  And these CDM effects have been removed from the forecast in light of the, as it says in the agreement, some uncertainty surrounding those programs and funding of them.  And essentially, the agreement defers consideration of those CDM effects to a future LRAM proceeding.

I just want to note -- it's a caution, if you like -- that a future LRAM panel would not consider itself to be bound, particularly, by this agreement, and that that panel may consider that there are some CDM effects of general application that may have -- that ought to have been included in the forecast, and that that's something that may be a live issue in that subsequent LRAM proceeding.

So the Board accepts the agreement as arrived at by the parties, but thought it appropriate and fair just to highlight the idea that a future LRAM panel may consider that there is some component of CDM that ought to have been included in that forecast when it considers the LRAM proceeding.

Are there any comments arising from that among the parties?

MR. MORAN:  Well, Mr. Chair, perhaps on just the last point, I think Enersource will take great comfort from the fact that all the intervenors are on-side with this approach, so to the extent that these parties are in front of a future panel, then we would certainly be expected --

MR. SOMMERVILLE:  You think you've nailed their shoes to the floor.

MR. MORAN:  Exactly.  Exactly.

MR. SOMMERVILLE:  Ms. Girvan?
Submissions by Ms. Girvan:


MS. GIRVAN:  Yes, I certainly -- we have one comment with respect to the Smart Meter costs, and I'm not sure if I have this correct.  But it's certainly our position, on the basis -- that we take a principled approach, in that actual Smart Meter costs should be what goes into rate base and not forecast Smart Meter costs.  So that's why we've supported the use of the adder and the deferral account.

At the end of the day, it's the customers who are ultimately paying for Smart Meter costs, and we want to be assured that there's not some sort of windfall or even on the other side for the utility with respect to Smart Meter costs.

So that's our position.  I'm not sure how that fits into what you've proposed, but --

MR. SOMMERVILLE:  I don't think there's any inconsistency in that.  This is really a question of an overt recognition in rate base of the amount attributable to Smart Meters in the capital side, which earns a return now.  That's why I think there is no monetary implication associated with this.  But simply as a matter of conformity, it may be worthwhile to consider, at April 30th, dealing with that in the fashion so that you include, for May the 1st, into rate base that amount that is capital related to the Smart Meters account.

I think it's not inconsistent in any way, shape, or form with what you're suggesting.  I think the idea is that there not be vagaries surrounding the amounts that would be so included.

MR. MORAN:  Certainly, Mr. Chair, that's the approach that Enersource is taking, as well, that -- I mean, the Board's whole process to Smart Meters has been based on keeping everybody whole.

MR. SOMMERVILLE:  Right.

MR. MORAN:  And so it is driven by actuals and will continue to be driven by actuals.  And the accounting issue that I referred to, it relates directly to what we've just been talking about.

MR. SOMMERVILLE:  Okay, good.

Is there anything from any of the other parties?  

So the Board has accepted the settlement agreement, congratulates the parties for having entered into what appears to be a creative and useful settlement, and thank you for coming down today.  We do appreciate your diligence in this.  And with that, we will adjourn.  Thank you.

MR. MORAN:  Thank you, Mr. Chair.

--- Whereupon the hearing adjourned at 11:02 a.m.
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