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14

‑‑‑ Upon commencing at 9:28 a.m.

15

MR. KAISER:
Please be seated.

16

For some reason we're having some problems with the sound system this morning. All right. I've got it.

17

Ms. Lea do we have a witness?

18

MS. LEA:
I beg your pardon, sir?

19

MR. KAISER:
Do we have a witness?

20

MS. LEA:
Yes, indeed. This morning Mr. Millar is actually going to be acting as counsel for Staff. We have the witnesses from VECC on the topic of mitigation. Ms. Lott will be presenting that panel.

21

MR. KAISER:
Thank you.

22

MS. LEA:
Thank you.

23

MR. KAISER:
Ms. Lott.

24

MS. LOTT:
Thank you, Mr. Chairman. Good morning. I propose to qualify Ms. Poon, Ms. Joyce Poon and Mr. Bill Harper as experts in the areas of rate setting and rate regulation for the purposes of this proceeding. Their CVs are attached to their evidence as appendix B, and I propose to begin with a few questions to cover the highlights of each. If we could have the witnesses sworn initially.

25

MR. KAISER:
Yes.

26

VULNERABLE ENERGY CONSUMERS COALITION PANEL 2 ‑ HARPER, POON:


27

W.HARPER; Sworn.

28

J.POON; Sworn.

29

EXAMINATION BY MS. LOTT:

30

MS. LOTT:
Good morning, Ms. Poon and Mr. Harper. I would like to begin with Ms. Poon. If you could please outline for the Board your experience and qualifications.

31

MS. POON:
Sure. I've worked in the energy industry for about 16 years. Prior to joining Econalysis Consulting in 1999, I worked in TransCanada PipeLines, TransCanada Gas Services, Centra Gas Ontario and Enbridge Consumers Gas.

32

Specifically, while I was in Enbridge I held positions in various rate and rate regulations functions as a manager of rate design, as well for two years where I was responsible for both developing rates and drafting supporting evidence to the OEB and the Régie. Since joining ECS, I've supported clients in over 20 proceedings in British Columbia, Manitoba and Ontario dealing with electricity, natural gas and public car insurance.

33

In terms of education, I have both a masters degree and an undergraduate degree in economics.

34

MS. LOTT:
Ms. Poon, have you ever been accepted as an expert witness on matters of rate setting in Ontario?

35

MS. POON:
Yes, I have. I testified as an expert witness before the Ontario Energy Board in the EBRO‑497 and the RP‑1999‑0001 proceedings while I was employed with Enbridge Distribution. I've also appeared as an expert witness on behalf of VECC before the OEB during the Union Gas 2003 rates proceeding on the matter of rate design and cost allocation.

36

MS. LOTT:
Thank you.

37

Mr. Harper, I would like to turn to you now and ask you if you could briefly outline your experience and qualifications.

38

MR. HARPER:
Yes. I've worked in the energy industry for almost 30 years now. Prior to joining Econalysis Consulting, I spent five years working for the Ontario Ministry of Energy, and then 20 years with Ontario Hydro and its successor company, Hydro One Networks. During the time I was with Ontario Hydro, from 1987 to 1995, I was the manager of rates with responsibility for the corporation's rates‑setting policies and for developing the specific rates applicable to wholesale customers. During the same period I was also responsible for the regulation of the province's municipal electric distribution utilities.

39

From 1995 to 2000, I held various managerial positions in regulatory functions in both Ontario Hydro and Hydro One.

40

Since joining ECS in 2000, I have assisted clients in British Columbia, Manitoba, Ontario and Quebec in both understanding the regulatory environment and participating in regulatory proceedings. I have an undergraduate degree in economics and a masters degree in management science.

41

MS. LOTT:
Thank you. Mr. Harper, have you ever been accepted as an expert witness on matters of rate setting or rate regulation, either in Ontario or elsewhere?

42

MR. HARPER:
Yes. I've testified numerous times before the Ontario Energy Board in the late 1980s and in the early 1990s on matters of rate setting with respect to the annual reviews the OEB then conducted in Ontario Hydro's rate proposals. I also appeared before the OEB during the natural gas and electricity restructuring proceedings in the late 1990s and early 2000. And since joining ECS, I have testified as an expert witness in rate setting and rate impact issues before both the Manitoba Public Utilities Commission and Régie.

43

MS. LOTT:
thank you both for that.

44

Mr. Chairman, I would like to qualify both Ms. Poon and Mr. Harper as experts in the area of rate setting and rate regulation.

45

MR. KAISER:
The Board finds they are experts.

46

MS. LOTT:
Thank you.

47

I would now like to turn to your evidence, which I understand is Exhibit B.6, and ask you to confirm that it was prepared by the two of you.

48

MR. HARPER:
Yes it was.

49

MS. POON:
Yes.

50

MS. LOTT:
And finally, I would like to ask you if there are any corrections you would like to make with respect to the evidence at this time.

51

MS. POON:
I would like to make a correction to table 3 in the evidence that was originally filed. When it was originally filed, it inadvertently didn't capture the storage rates when Union unbundled storage costs from its distribution rates.

52

MS. LOTT:
If I could stop you there briefly and let the Board Staff know that we do have an updated table that you have provided, and we will provide that to the Board.

53

MS. LEA:
We need eight copies.

54

MR. MILLAR:
Would you like that marked as an exhibit, Mr. Chairman?

55

MR. KAISER:
Yes, Mr. Millar, please.

56

MR. MILLAR:
That will be Exhibit D.4.1.

57

EXHIBIT NO. D.4.1:
UPDATE TO EXHIBIT B.6, TABLE 3

58

MS. LOTT:
Thank you.

59

MS. POON:
As a result of the change that I have made, or the table that I have provided with this correction, the result of that will now indicate that from the December 1999 to the October 2004 period, distribution rates for Union Gas have increased by 5.95 percent. And the overall percentage change for the total bill for that same period is 59.41 percent. The change of this table will have a slight effect of the evidence that was filed, specifically on page 11, paragraph 2, and the last sentence under 4.1.1, under the title: "History of bill changes".

60

The sentence there currently now states that: "However, in the latter case of the PBR decision, the RP‑1999‑0017, and the changes in cost allocation had led to virtually no change to residential distribution costs."

61

That sentence is now going to read: "However, in the latter case of the PBR decision, the RP‑1999‑0017, and the changes in the cost allocation had led to about a 1.2 percent annum increase in residential distribution costs."

62

Now, also due to the correction from table 3, the sentence on page 13, which is directly under the table 3, is to be revised to indicate that the large May 2003 distribution rate increase for Union currently states it is 22.37 percent. It should state that it is 21.25 percent.

63

MS. LOTT:
Okay. Is there anything else in terms of corrections to the evidence?

64

MR. HARPER:
Yes. If you could turn to page 39 of the evidence, under filing requirement number 1, which is about the middle of the page there, the very end of that should read, "both prior to and after rate harmonization." As to now, where it just says, "prior to," it should say, "prior to and after any rate harmonization."

65

MR. ROGERS:
Sorry. Mr. Chairman, I didn't quite follow just where that is.

66

MR. HARPER:
Okay. If you go to page 39, about the middle of the page, there is a section titled: "Filing Requirements." And item number 1, the end of the sentence currently says, "prior to any rate harmonization," and it should have read, "prior to and after any rate harmonization."

67

MR. ROGERS:
Thank you.

68

MR. HARPER:
Also, there are a couple of changes we would like to make in the evidence which are more by way of clarification. If you would turn to page 40, which is just over from the page I was speaking to, we set out our recommendations with respect to the guidelines for rate impacts arising from changes in cost allocation and rate design.

69

Under bullet A, which is at the very top of the page, the end of the sentence should read: "The maximum monthly bill impact should be limited to the greater of 9.5 percent or $5." And similarly, under point B, the end of the sentence should read, "limited to great of 0.5 percent or $5 per month."

70

MS. LOTT:
Okay. Are those all the corrections and clarifications you wish to make?

71

MS. POON:
Yes.

72

MR. HARPER:
Yes, they are.

73

MS. LOTT:
With those corrections, do you adopt your evidence as Exhibit B.6?

74

MR. HARPER:
Yes, we do.

75

MS. POON:
Yes.

76

MS. LOTT:
Panel, I wonder if you could please explain what the purpose of your evidence is.

77

MR. HARPER:
Yes. On Issues Day, the Board determined that VECC should provide evidence on rate impacts and rate mitigation resulting from the 2006 EDR process. Subsequently, Econalysis Consulting Services was retained by VECC through a letter, dated November 17th, 2004, to prepare evidence that would assist both the stakeholders and the OEB itself in determining how the issues of rate impacts and rate mitigation should be addressed in the 2006 rate handbook.

78

Specifically, VECC asked us to look at and address the same range of topics as it raised with the Board on Issues Day, namely, how rate impact should be calculated, what guidelines should be applied as to what is a reasonable rate impact, how should the increases above the guidelines be handled, and how should changes due to rate harmonization be addressed. They also requested that we undertake some numerical analysis as to the likely impacts on bills of distribution cost increases so as to better inform the discussion regarding the rate impact guidelines that would go into the 2006 rate handbook.

79

MS. LOTT:
Could you please outline how you approached this assignment, then.

80

MR. HARPER:
Yes. We really approached it in five stages.

81

First, we looked at the principles underlying rate regulation, and, in particular, cost‑of‑service regulation ‑ which we understand is the approach the 2006 rate handbook is based on ‑ and how rate impact considerations are linked to those principles, in general, and, specifically, in the Ontario context, in the OEB's objectives and the current market structure.

82

Second, we looked at precedents, both in Ontario and a number of other Canadian jurisdictions, as to how regulators and policy‑makers there have incorporated rate‑impact considerations into their determinations as to what are just and reasonable rates.

83

Third, given that there was really no readily available data dealing with the attitudes of electricity consumers in Ontario toward bill increases, we looked at recent experience in Ontario with respect to inflation and electricity price increases for a sample of 28 utilities in order to develop some sense of what consumers' expectations might be for 2006. We also considered the cost pressures that are likely to be experienced ‑‑ that have been experienced by utilities over the last five years, since the last cost‑of‑service determination they had.

84

Fourth, we undertook analysis of what the likely impacts on customers' 2006 electricity bills would be for the different levels of increases in distribution costs for that same sample of 28 utilities.

85

Finally, based on the results of these various analyses, we formulated a set of recommendations with respect to the rate‑impact thresholds and guidelines and filing requirements that we believe balance both utility and customer expectations regarding 2006 rates and rate impacts.

86

MS. LOTT:
Mr. Harper, could you please expand a bit on what you described as that first stage of your considerations, which is how the consideration of rate impacts and impact mitigation fit within a cost‑of‑service approach to regulation.

87

MR. HARPER:
Yes. I'm probably stating something now, here, that everybody in this room knows, but, really, the main premise behind cost‑of‑service regulation is that utilities should be allowed to recover prudently‑incurred costs as required to provide a reliable electric service, and investors in electric utilities should be allowed a fair rate of return on the prudent investments they have made to provide that service.

88

To this end, under cost‑of‑service regulation, utilities make applications to their regulators based on their view as to what the required level of costs and return on investment is that they need to recover from customers through rates. And the burden of proof is on the utility to demonstrate that the activities underlying the costs for which they are seeking recovery, and the cost themselves, are prudently incurred.

89

The regulator then, in assessing the revenue requirement requested by the utility, is expected to balance the interests of the utility shareholders and its customers. In Ontario, this is evidenced by the objective of the Ontario Energy Board which includes both protecting the interests of consumers and facilitating the maintenance of a financially viable electricity industry.

90

Now, clearly, it's in the interests of customers that the activities required to provide electric service be properly funded and that the utility itself be financially viable. However, since it is also those same customers that pay the bills, they have a direct interest in the price that they're paying, and are looking to the regulator to ensure that the bills they are paying will be no more than what is reasonably required to meet their service expectations.

91

Furthermore, I think it is fair to say that questions about the reasonableness of prices are frequently ‑‑ are more frequently raised when prices increase, and the higher the rate increase, or the higher the bill impact, the more customers are likely to question the reasonableness and necessity behind the underlying costs that the utility is seeking recovery for.

92

For example, when the rate increases requested are well beyond the rate of inflation, it suggests that something out of the ordinary is occurring, and both customers and the regulator are likely to subject the application to more ‑‑ to greater scrutiny than would otherwise occur.

93

As a result, rate and bill impacts are generally a key consideration of the utility when it is preparing its cost‑of‑service application, and for both customers and the regulator when assessing the reasonableness of an application.

94

A natural corollary of this is that questions with respect to how significant rate impacts can be mitigated, or what the utility has done to offset them, is also a part of cost‑of‑service regulation.

95

MS. LOTT:
Is the consideration of rate impacts any different in a restructured electricity market, such as Ontario's?

96

MR. HARPER:
Well, in principle, it shouldn't be, but I think, in reality, it is.

97

In principle, the customers and the regulator should be focusing on distribution costs and the reasons behind the underlying changes associated with those costs. However, changes in the other components making up the customers' total electricity bill are likely to influence customers' perceptions as to the reasonableness of changes in the regulated distribution charges. These perceptions, and the resulting customer dissatisfaction, are, therefore, a reality that must be dealt with.

98

As a result, our conclusions do not suggest that LDCs should be required to either forego or mitigate the cost increases arising because of impacts associated with other parts of the market. Any thresholds for rate‑impact filing requirements should focus on distribution rate increases. Nevertheless, the selection of those thresholds should incorporate considerations regarding the total bill impacts, because this is also something of concern to customers. And we believe our proposed filing requirements reflect the way in which customers will view the impact of the 2006 rate applications, and, in doing so, will better address the circumstances as they currently exist.

99

Furthermore, I think the OEB itself has commented on this issue in its December 7, 2004 regulated price plan proposal, where they indicated that the need to assess the ‑‑ where there is a need to assess the aggregate impacts of costs on customers before deciding on individual line items. And that's found on page 10 to 11 of that proposal.

100

MS. LOTT:
Mr. Harper, would you briefly summarize what your review of regulatory policy and practice elsewhere has indicated as to if and how rate impact considerations are factored into decisions regarding what are just and reasonable rates?

101

MR. HARPER:
I think, overall, the review demonstrates that there is no absolute metric as to what's an acceptable rate increase as opposed to what constitutes rate shock, that the answer depends on the particular circumstances and the customers' expectations and the particular jurisdiction that you're dealing with.

102

However, having said that, it is clear that policy‑makers and regulators do take rate impacts and rate‑shock considerations into account when deciding on both overall rate levels to be allowed and what annual impacts will be created through changes in cost allocation and rate design.

103

And, finally, if we look through the various jurisdictions, I think it is apparent that issues around rate shock start to first appear in those jurisdictions as the rate increases start to approach 10 percent. In some it's higher. But if you look at the jurisdiction somewhere around ‑‑ it's usually 10 percent, is where concerns around rate impacts start to emerge.

104

MS. LOTT:
Is there something to be learned from Ontario's experience with the natural gas sector?

105

MS. POON:
Yes, we believe there is. In distribution costs for Enbridge, we've seen that increases have been less than about 4 percent per annum since 1999. And we see, for Union Gas, the average increase for distribution has been about 1.2 percent per annum, for which three years they were under a PBR program, between 2001 and 2003.

106

Another precedent that you can learn from the natural gas industry is that an acceptable level of distribution rate increase due to cost allocation and rate design changes would suggest a limit of around 9 to 10 percent.

107

And finally, the natural gas consumers seem to have accepted the separation between the commodity and the distribution costs, given that the commodity component has been deregulated for almost 20 years, or more. It's been deregulated since the Halloween Agreement, which took ‑‑ was in effect in 1985.

108

Furthermore, it's pretty much understood that the North American supply/demand variables are the factors that cause the costs to be volatile, and these supplies reside outside the province of Ontario. In contrast, electricity is considered to be, to a large extent, a provincial market.

109

MS. LOTT:
Does the recent experience in Ontario with respect to the setting of electricity prices tell us anything about how policy‑makers view electricity price increases?

110

MR. HARPER:
I think it is fair to say the messages are mixed. The Minister's directive in 2000 arose as a result of filings under the initial rate handbook, and that was the one that was originally initiated by the Board which called for total bill increases of up to 15 percent. I think of the filings the Board saw, the average was around eight, but there were filings in the order of as high a 15 percent total bill impacts due to the move to the full recovery of both the MBRR and the associated PILs.

111

The subsequent OEB decision to phase out the MBRR over three years reduced the first year, that was the 2002 increases, to generally less than 3 percent. And I don't know whether it is by happenstance or coincidence, but this same 3 percent total bill impact is consistent with the average increase that Hydro One Networks adopted after discussions with our government.

112

However, it is interesting to note that as a result of the electricity commodity price increase from 4.3 cents per kilowatt‑hour for all consumption to the 4.7 cents for the first 750 kilowatt‑hours used each month, and then 5.5 cents for any additional usage, as authorized under the recent Ontario regulation, the total bill impact for a 1,000 kilowatt‑hour per month residential customer is in the order of 7 percent, and for space heating customers it could well be over 10 percent per annum.

113

I believe the more recent experience just goes to confirm there is no standard, and that the level of acceptable increase is dictated, to a large extent, by the circumstances at the time and how the increase is presented to the consumers themselves.

114

MS. LOTT:
You've noted in your evidence and earlier comments that there is no readily available empirical data dealing with Ontario electricity customer expectations as to acceptable levels of bill increases in the current market. Why is such information important?

115

MR. HARPER:
I think there are primarily two reasons. First, is that if the purpose of establishing rate thresholds is to simplify the regulatory process and to identify those LDCs that would require greater scrutiny, it seems reasonable to use as an input into setting those thresholds the same types of considerations that would go to trigger greater scrutiny during a full and actual cost‑of‑service review. And one of those considerations is, What's the overall level of rate increase and what are customers' expectations about what they think is a reasonable level of rate increase?

116

Second, in this particular circumstance, it may serve to reassure customers that the OEB is looking after their interest when it comes to price. A current concern that we have seen has been roughly two‑thirds of electricity consumers, as demonstrated by the recent Environmetrics Research Group's survey, undertaken by the OEB.

117

MS. LOTT:
What can the Board do given that, as you indicate, empirical data on this issue is currently not available?

118

MR. HARPER:
Well, I think the one thing we shouldn't do is say we don't have perfect data, we shouldn't do anything. Rather, I think there are a couple of metrics that we can use to look at and would help inform us as to what customers are likely to view as reasonable rate increases. And those are what's been historical or expected rate of inflation, and also what's been the recent past experience with respect to electricity prices themselves.

119

With respect to inflation, the average increase in CBI over the past five years, that is 1999 to 2004, which is the period since electricity distribution rates were last set on a cost‑of‑service basis, is roughly 2 percent per annum. It's slightly higher than 2 percent if you look at the full CPI, slightly lower if you look at the core CPI, which excludes about five or six more volatile items, natural gas being one of them.

120

MS. LOTT:
What about recent experiences with electricity prices?

121

MS. POON:
Experiences with respect to electricity prices varies by the utilities. For each of the LDCs, the distribution, the commodity and other components of the customers' bills are different. In order for us to get a handle on that past experience, and also the impact of future increases on customers, what we did was we selected a cross‑section of LDCs based on the distribution charges for customer consuming 1,000 kilowatt‑hours per month, that being a residential customer. And then we obtained the LDCs RUD models and their RAM models from the OEB. We used these models and were able to compute for each LDC an average bill increase for different sizes of residential customers for the period of 1999 to 2004, and the likely impacts that would arise in 2005 as the utilities obtained their incremental MAR, and the implications for 2006 on total bills for different sizes of distribution rates.

122

MS. LOTT:
And what were the results of your analysis?

123

MS. POON:
Well, the annual increase for a total bill between 1999 and 2004 for residential customers that consumed a 1,000 kilowatt‑hours is just about 4 percent, or just under 4 percent. And the range across the utilities from under 2 percent, in just over 5. I want to point out that we weren't able to readily calculate an annual rate increase for distribution since in 1999, as you're aware, customers experienced bundled rates, and there is no separate distribution rates to compare for the 2002 ‑‑ 2004 residential distribution rates due.

124

When we turn to the 2005 increases, the average likely increase based on the sample of utilities receiving the balance of their approved MAR is calculated to be about 3 percent for a typical 1,000 kilowatt‑hour per month residential customer. And you should note here that these calculations were, kind of, done prior to release of the 2005 guidelines, but our assumptions and approach that we used in our derivation were very similar to the actual guidelines. Excuse me.

125

One big unknown in 2005 is the level of the electricity commodity price that's going to be set under the regulated price plan, which is to begin later this year. As a result, we modelled a sensitivity analysis where the other charges, such as the commodity to the residential customers, increased by 5 percent, along with the distribution rate increase. The result was that the average total bill increase for a residential customer using 1,000 kilowatt‑hours per month is just under 7 percent.

126

Based on this analysis that we've done, we've come up with two conclusions. And the first is that, while the values vary by utilities, on average, customers are likely climatized to a bill increase in the order of about 4 percent per annum or less. And the impact of the distribution increase cannot be considered in total isolation of other electricity‑related price increases.

127

MS. LOTT:
Now, before we leave this point, the PA Consulting Group has prepared reply evidence for Hydro One Networks dealing with the topic of rate impacts and rate impact mitigation, and I understand that is Exhibit B.8. Have you both had an opportunity to review that evidence?

128

MS. POON:
Yes, we have.

129

MR. HARPER:
Yes, we have.

130

MS. LOTT:
On page 5‑4 of their evidence, the PA has taken some exception to your last comment, that distribution rate increases cannot be considered in total isolation. So I would like to ask you if you could explain what you meant by that.

131

MS. POON:
Well, the PA Group bases its exception on the noted lack of empirical data and the lack of documentation of customer education efforts. But based on our comments ‑‑ however, the basis for our comments is pretty straightforward.

132

The fact is, the customers are concerned about their total bill, something that the PA Group themselves acknowledge. The fact that customer education can help make people understand why their bill is changing won't eliminate their concerns that they have these total impacts. As a result, the increases in non‑distribution costs are inevitably going to make customers more sensitive to the proposals to increase distribution rates, especially if they occur concurrently or close together.

133

The OEB acknowledged this link in its recent RPP proposal, as Mr. Harper here stated, and the government did the same in 2002 when it, effectively, froze distribution and transmission rates in response to volatility in the commodity prices.

134

MS. LOTT:
So perhaps you could explain, then, how you addressed these various issues and formulated your recommendations.

135

MR. HARPER:
In developing our recommendations with respect to rate impact thresholds following requirements, we tried to incorporate both. First, the utility expectations with respect to the need to address the fact that costs have increased since 1999, and additional costs have been added due to new initiatives and the need to recover deferred historical transition costs, and that such prudent incurred costs should be recoverable from ratepayers. And to consider that against, and also incorporate, customer expectations with respect to what are reasonable electricity prices.

136

Utilities filing in accordance with the rate handbook will generally use their 2004 actual costs, normalized as required by the handbook, as their basis for cost of service. If this approach, including potentially the tier‑2 adjustments and the tier‑1 adjustments, does not provide sufficient funds to operate the LDC and provide a reasonable return, then the LDC has the option of basing its 2006 application on a forward test year. We have had indications from certain utilities that they plan to do so.

137

As a result, our analysis suggests that for most utilities filing in accordance with the tier‑1 requirements of the 2006 rate handbook, if unit cost kept pace with inflation for the 1999 to 2004 period, rates would likely need to increase in the order of 10 percent. In addition, there will be added pressures on the cost base due to the inclusion of some 2005 costs, and there may be potential increases for 2006 in regulatory asset recovery over and above what has already been included in the 2005 rates. And as we know, there may be the need for some allowances for new government‑mandated initiatives.

138

Overall, from the utilities perspective then, it looks like there is a significant catch up that is required and considered justifiable for 2006. However, from the customers' perspective, electricity rates, including distribution rates, have been increasing over the past five years.

139

In addition, under the PBR regulatory framework, which the LDCs have been under, LDCs are expected to achieve productivity gains. In fact, if the LDCs had achieved the 1.5 percent annual increase in productivity envisioned under the PBR plan, then the distribution rate increase required to offset five years' worth of inflation would be less than 3 percent. Using a much more modest productivity improvement of, say, only 0.5 percent per annum, as table 12 of our tables demonstrates, will lead to a required distribution increase of just under 8 percent to offset inflationary pressures.

140

Further, as mentioned, customers' expectations in terms of total bill increases are likely to be in the order of 3 to 4 percent.

141

Based on these considerations, and our analysis regarding the impact distribution ‑‑ the impact distribution rate increases are likely to have on customers' total bills, we recommended that the rate‑impact filing requirements related to the revenue requirement determination should include both the average required increase in distribution rates, i.e., the percentage increase in total revenues from applying the proposed distribution rates as opposed to just using the 2005 distribution rates, which would give what is the average increase in revenue required, and, as well as that, provide the increase in customers' distribution and total bills over a range of monthly usage values, assuming all rates are increased by the same average.

142

We also recommend that the information filing requirements should be set depending upon the level of average rate increase for distribution rates, as proposed by the distribution utility. And we have defined four categories of rate applications based on rate impact.

143

For LDCs where the average increase in distribution rates is 8 percent or less, which we call "category 1" in our evidence, there would be no additional filing requirements. And perhaps, to explain, the 8 percent was established with two considerations in mind.

144

First, it's consistent with cost increases that would arise based on inflation combined with a modest level of productivity improvement. And second, the resulting total bill impacts for most utilities are likely to be less than 3 percent, and, therefore, within customers' expectations.

145

Now, this threshold does not provide flexibility for the costs of government initiatives or additional regulatory asset recovery. However, the productivity improvement required is modest, and requirements under the next category, which we've called "category 2", only require that the LDC point out why, but not with detailed explanations, their increase would exceed 8 percent. If controllable cost increases are less than 8 percent and the balance of the increase is due to other factors, this is something that the LDC should be able to easily demonstrate. And, indeed, it should be in its interest to do so, to be able to show that most of the increase is coming not from costs that they control but from external factors.

146

Also, the anticipated reductions in both the allowed return on equity and the deemed long‑term debt rates resulting from the OEB Staff's mechanistic update should provide some additional room to help absorb these external costs.

147

For those LDCs where the average increase in distribution rates is more than 8 percent but does not exceed 16 percent, the utility would be considered a category 2 application, and would be required to file, as I've indicated already, a variance analysis. This would simply be a single schedule that identifies the major cost drivers underlying the required increase, and the contribution each makes to the total rate impact ‑‑ excuse me, the total rate increase that is being requested by the utility. However, there would be no requirement for detailed explanations.

148

Obviously, subsequently, if the Board, in looking at that variance analysis, decided that explanations were required in certain areas, that is something they could pursue after they had reviewed the application.

149

The 16 percent figure provides room for the inclusion of impacts due to government initiatives, such as smart‑metering or additional recovery of regulated assets or tier‑2 adjustments, as described in the handbook.

150

The 16 percent boundary also means that, for virtually all LDCs, the total bill impacts would be less than 6 percent for a typical residential consumer using 1,000 kilowatt‑hours per month, or less than $5 per month for lower levels of use, where the impact maybe actually exceeds 6 percent because it is a low‑volume customer.

151

MS. LOTT:
What do you see as being the usefulness of the variance analysis?

152

MR. HARPER:
Well, as I've indicated already, we believe the variance analysis will provide useful information to both the Board and customers. To the extent the variance analysis identifies factors beyond the LDCs' control as being the main drivers behind the need for rate increases over 8 percent, it is unlikely that further information may be required to support the prudency of the underlying costs and the reasonableness of the required increase. However, if the variance analysis indicates that the increase is primarily due to increases in utilities costs that have exceeded inflation over the five‑year period, then further information and scrutiny may be called for. The variance analysis will help focus questions from both the Board and customers as to the areas on which further information is going to be required.

153

MS. LOTT:
Could you go on and describe the next level of rate impact assessment, which I understand is the category 3 application.

154

MR. HARPER:
Yes. Category 3 rate applications would be those where the distribution rate increases requested are between 16 and 25 percent. While increases in this range are still likely to result in total bill increases of less than 9 percent, except for very low levels of consumption, the increases are materially over the rate of inflation over that 1999 to 2004 period ‑ probably 50 percent to 100 percent higher ‑ and further explanation and scrutiny would likely be triggered under a traditional cost‑of‑service review, if regulators and customers during such a proceeding were to see proposed rate increases of that magnitude.

155

As a result, the category ‑‑ for category 3, the LDCs would be expected to file not only the variance analysis I spoke to earlier, as required under category 2, but also an explanation or justification explaining why the actual 2004 ‑ and, as we mentioned, a little bit of 2005 costs incorporated in the 2006 revenue requirement ‑ increased so substantially, and is necessary to maintain service to customers on an ongoing basis.

156

I think the handbook itself even envisions some of this in the tier‑1 adjustment, where it talks about removing one‑time costs from the 2004 values that are being filed.

157

The level of detail sought here would be similar to that required to satisfy the tier‑2 adjustments already provided for in the draft 2006 rate handbook. Indeed, the need for the tier‑2‑type adjustments may be one of the main reasons why the LDCs' revenue requirement increases could actually be this substantial.

158

MS. LOTT:
Again, what do you see as being the usefulness of requiring this additional information?

159

MR. HARPER:
Again, we see this additional information as being useful to both the Board and customers, and its provision as part of the filing should allow for expediting and having a more timely overall review and approval process. Distribution rate increases of this magnitude will inevitably draw the attention of, and give rise to increased scrutiny by, both the OEB and customers. Provision of both variance analysis and supporting explanation would help the Board determine the extent to which increased scrutiny is required, would help focus customer queries, and both of these should help expedite the overall process that is going to take place after July 4th, when the utilities actually file their applications.

160

MS. LOTT:
Finally, could you outline your category 4 requirements?

161

MR. HARPER:
Category 4 requirements include those applications where the average distribution rates are increasing by more than 25 percent. At this level, the impact on the total electricity bill is likely to be over 9 percent for your typical residential customer. Under our proposal, an application in this category would be required to file not only the variance analysis and supporting justification, but also provide a discussion of what actions, if any, the LDC is taking to mitigate the anticipated increases.

162

It must be emphasized that our proposal is not to require the LDC to mitigate rate increases to, say, 9 or 10 percent on the total bill, but, rather, that it indicate what efforts it has considered, if any, to mitigate that increase, and why such measures were adopted or rejected.

163

If the 2006 distribution rate increases are projected to be of this order of magnitude, the increases are ‑‑ and the increases are, through the variance analysis, attributable to distribution costs, then the regulatory principle of demonstrating prudency under cost‑of‑service regulation should include an assessment of what can be done to mitigate those cost increases.

164

MS. LOTT:
The PA Group has raised some concerns about your threshold proposal. Do you have any comments on their analysis?

165

MR. HARPER:
Yes. I believe the PA Group expressed three concerns about our proposal.

166

The first was that the calculation of any threshold established to determine those utilities that should qualify for simplified filing requirements should exclude pass‑through items, such as government mandates, tax changes and compliance costs; second, that the threshold should be set based on the cumulative inflation between 2006 and the last rate adjustment, which they have estimated to be 15 percent; and third, that there should only be one threshold and a standard set of filing requirements as opposed to our proposal that filing requirements should vary on the level of the proposed distribution rate increases.

167

With respect to their first concern, which was the inclusion of pass‑through items, we understand the point that the PA Group is making, and the fact that LDCs cannot control these costs. However, the distribution rate increase that customers will see, and the one that the Board has been asked to approve, includes these costs. And in the interest of transparency, we believe it is important that they be included in the calculation of the thresholds and calculation of any variance analysis and explanations that are going to provided to the Board.

168

With respect to the allowance for inflation included in the category 1 to category 3 thresholds, LDCs filing based on the 2006 rate handbook are using, primarily, 2004 actual costs, not 2006 forecast costs. The reasonableness of the cost increases since the last formal cost‑of‑service approval in 1999 should be based on inflation between 1999 and 2004, not 2006. Or to put it another way, utilities should be required to demonstrate that their actual 2004 costs were what was prudently required to provide service in 2004, not what will be required to provide service in 2006.

169

Finally, with respect to the PA Group claiming that there should be uniform standards for filing, independent of the rate adjustment requested, we accept such a view is consistent with the fact that regulators tend to have standard or minimum filing requirements. However, the use of a single threshold and uniform filing requirements ignores the reality that under cost‑of‑service regulation higher requested rate increases typically heed to increased scrutiny, more information requests, increased oral cross‑examination, and perhaps even longer Board decisions at the end of the day.

170

Indeed, recognizing this regulatory reality, utilities who are frequently seeking significant increases file additional information to support those increases, recognizing the type of scrutiny those increases are going to be under. Establishing categories of filing requirements for 2006 based on the level of rate increase requested simply acknowledges this reality and results in the filing of sufficient information up front to help expedite the review of, roughly, 90 rate applications.

171

In addition, the PA Group itself seems to support the use of a rate impact threshold in simplified filing requirements for those below the threshold. As a result, it would seem that even under their proposal there might be a different set of filing requirements for LDCs above the threshold and, therefore, not a uniform standard.

172

MS. LOTT:
I would like now to move on to your proposal regarding rate impacts and rate mitigation resulting from cost allocation and rate design. Could you briefly summarize what your proposal is in this area.

173

MR. HARPER:
In terms of filing requirements, the LDCs should be expected to provide: The average increases in distribution rates for each customer class prior to any rate harmonization, and after rate harmonization as I have corrected our evidence; the increase in individual customers' distribution and total bills over a range of usage values for each customer class forecast for 2006, prior to any proposed rate harmonization; and similarly, the same thing after rate harmonization.

174

The 2006 rate handbook should also include bill‑ or rate‑impact guidelines that require that the additional increases in customer class average distribution rates due to cost allocation, rate design or rate harmonization changes should be limited to the all‑customer average increase, and that total bill impacts due to cost allocation, rate harmonization and rate design changes should be limited to the greater of 9.5 percent or $5 per month, when the average total bill increase is based on an average distribution rate increase that is less than 9 percent. And for those situations where the total bill is in excess of 9 percent, the impact due to cost allocation and rate design changes should be limited to half a percentage point, or $5.

175

Applications falling outside of these guidelines would attract a greater level of scrutiny, and should be supported by explanations as to why the higher bill impacts on customers are reasonable.

176

MS. LOTT:
Now, with respect to this, the PA Group has expressed some concerns that the proposed guidelines may be, on the one hand, too confining to allow for the implementation of future changes and cost allocation, and on the other hand, allow for cost adjustments that are too large when it comes to rate harmonization. Do you have any comments on that?

177

MR. HARPER:
Yes. First, it should be clear from the discussion in our evidence that the proposed guidelines are meant to only apply for 2006, a year where the changes and resulting impacts due to cost allocation and rate design should be minimal. This is because the Board has indicated that, apart from the consideration of unmetered scattered loads, there are to be no cost allocation or rate design changes considered for 2006. Indeed, any impacts are likely to arise as a result of Board decisions regarding the allocation of recoveries associated with regulated assets and rate harmonization. For these two items, the proposed total bill impacts will also help constrain the impacts on customers.

178

Finally, the PA Group has suggested that, given the limited number of utilities facing rate harmonization, the handbook should not include any prescriptive guidelines, but just require an explanation and implementation plan. First, rate harmonization issues are not ‑‑ apply not only to merged or acquired utilities, but also to utilities with legacy time‑of‑use rates and, perhaps, other anomalies. Therefore, the size of the utility population to which these circumstances apply may be slightly larger than what the PA Group initially anticipated.

179

Also, we believe it will be useful to provide the utilities some guidance in this area in order to, again, expedite the review of the applications once they come before the Board.

180

MS. LOTT:
One last area I wanted to ask you about was, in the recommendations of the PA Group, and it's found on the bottom of page 1‑1, they state that, I'm quoting: "Assistance for low‑income customers should be done through explicit means‑tested programs, not through untargeted and opaque cross subsidies embedded in utility rates."

181

Now, this wasn't a topic that you addressed in your evidence, but I wonder if you had any comments regarding the statement, given VECC's constituency.

182

MR. HARPER:
There are a couple of comments I would like to offer. First, the traditional tools that a utility has, such as cost allocation and rate design, which they have to mitigate rate impacts on particular groups of customers, are not particularly well suited to providing assistance to low‑income customers. This was an issue in a recent Hydro‑Québec Distribution rate proceeding that I participated in, in December, where surveys had indicated that low‑income customers, on average, used less electricity. And discussions were ongoing as to how Hydro‑Québec Distribution should be changing its rate design.

183

The problem was that there were also low‑income customers who used more electricity than the all‑residential average and, therefore, adopting rate structures that reduced the bills for low‑use customers did not assist all low‑income customers. Therefore, I agree with the PA Group that to properly target rate‑assistance programs would require some form of income‑qualified assistance program, which is currently beyond the means of the electric distribution utilities in Ontario.

184

However, this is not to say that in selecting the types of thresholds that I have discussed, in terms of assessing the utility applications, the OEB shouldn't recognize there is likely to be a range of views on the part of consumers as to what is an acceptable level of rate increase, and perhaps err on the conservative side when selecting those thresholds in deference or low‑income or fixed‑income consumers.

185

Also, as noted by the PA Group, there are other ways to assist low‑income consumers, and LDCs should be encouraged to ensure that their conservation and demand‑management programs specifically address the needs of this segment of the population.

186

MS. LOTT:
Do you have any final general comments?

187

MR. HARPER:
Yes. While I have just responded to a number of issues raised by the PA Group, we concur with much of what they have put forward. In many respects, we view the two piece of evidence as being generally complimentary and supportive of each other in a number of areas. In particular, like the PA Group, we have not advocated and do not support firm caps on distribution prices or total bills that would trigger rate mitigation. As we indicated in the last page of our evidence, the framework we have suggested cannot, in itself, answer the question as to whether costs included are prudently incurred and whether the proposed rates constitute rate shock. I this that is something that is going to have to be made on a more individual determination basis.

188

However, we believe our proposals for establishing categories based on rate impact will help facilitate the Board's review of the 2006 rate applications. Indeed, if I can use an analogy, and I always find myself getting into trouble again when I use analogies, this is similar to the triage process in a hospital emergency room which allows the health sector to best focus the limited resources it has. We view our proposal as a triage process that will help the OEB make the best use of its limited resources, when almost 100 patients show up in the waiting room looking for approval of their rate applications.

189

To conclude then, we recommend that, for purposes of the overall rate impacts, the OEB should adopt the 2006 ‑‑ for the 2006 rate handbook, our proposed rate impact categories and filing requirements, as set out on table 14 on page 37 of our evidence. And for purposes of rate impacts associated with cost allocation and rate design, the OEB should, similarly, adopt our proposed filing requirements and rate impact guidelines as set out in section 6.2.2 on page 39 of our evidence.

190

MS. LOTT:
Thank you, Mr. Harper and Ms. Poon.

191

That, Mr. Chairman, concludes VECC's direct examination of these two witnesses.

192

MR. KAISER:
Thank you, Ms. Lott.

193

Mr. Rogers.

194

MR. ROGERS:
Thank you, sir. I won't be very long.

195

CROSS‑EXAMINATION BY MR. ROGERS:

196

MR. ROGERS:
Mr. Harper, good morning. Ms. Poon, good morning. As you know, I represent one of those sick patients you were talking about. And I was glad to hear you say that you viewed your work as complimentary with my clients' witness who will be producing later, I think ‑‑ they view it the same way. In fact, there is much that you agree upon in the two reports; correct?

197

MR. HARPER:
Yes.

198

MR. ROGERS:
You probably agree a lot more then you disagree on it.

199

MR. HARPER:
Actually, I sat down and was making notes of what we agreed on and disagreed on, and I guess the agreed list was a little bit longer, yes.

200

MR. ROGERS:
There are two ‑‑ I think, at least two, major points of departure, though ‑‑ or, at least, points of departure. I wouldn't even, necessarily, classify them as major. I think they express a concern about your approach that impacts should be analyzed on the basis of total bill, rather than just the distribution costs controlled by the utility. That's one area where you have a disagreement.

201

MR. HARPER:
I think maybe we have to clarify what we mean by impacts, because when we're talking about whether it is impacts in terms of the overall distribution rate increase, and what that means for the overall increase in costs, no. If you look at our proposal, our thresholds are based entirely on what is the 8 percent, the 16 percent, the 25 percent, focus on distribution, only. They do not focus on the total bill.

202

So, on that area ‑‑ now, in coming up with that 8 percent, 16 and 25 percent, one of the factors we took into account, as well as what that ‑‑ what room that might give utilities for covering additional cost pressures, would be, what would be the impact on the customers' total bill. But the threshold themselves do focus solely on distribution rate increases.

203

MR. ROGERS:
Yes, I'm aware of that.

204

MR. HARPER:
Okay. When we come to rate design and cost allocation, that is the area where the ‑‑ where there is two pieces to it. One piece focuses on, sort of, doubling the increase distribution costs, and the final piece focuses on the total bill, when you're trying to look at what are the overall limits.

205

MR. ROGERS:
All right. Thank you.

206

Let's just talk for a moment about this concept of the total bill, in terms of the Board's analysis of impacts. Let's just go back to basics. This won't take very long.

207

But I heard you say this morning you agree with the principle that a utility must be allowed to recover all of its prudently‑incurred costs and a fair return.

208

MR. HARPER:
Yes.

209

MR. ROGERS:
And, in fact, the traditional rate‑making methodology has been to subject those costs to considerable scrutiny, with the burden on the utility to prove their prudency in a so‑called "phase 1" application to determine revenue requirement.

210

MR. HARPER:
Yes. That's the typical approach, yes.

211

MR. ROGERS:
So that the revenue requirement itself is something that receives scrutiny by the regulator to ensure that all of those costs are prudently incurred, to the benefit of the customer. And that is how you arrive at the revenue requirement; correct?

212

MR. HARPER:
Yes.

213

MR. ROGERS:
Now, traditionally, we then look at what we used to call "phase 2" ‑ and maybe we will call it that again, I don't know ‑ but where you start to then worry about how you recover that already‑approved revenue requirement from those customers who benefit from the costs incurred by the utility.

214

MR. HARPER:
Right. That is, traditionally, where you're going through your cost‑allocation and rate‑design steps.

215

MR. ROGERS:
And that is, traditionally, the area where we take into account rate mitigation, is it not?

216

MR. HARPER:
Well, rate mitigation in terms of what are the impacts of cost allocation and rate design, yes. I think ‑‑ you know, obviously, the higher the rate increase, the greater scrutiny. That, in essence, I guess I would view as being an indirect form of rate regulation.

217

You asked me earlier about our ‑‑ are they allowed to recover their prudently‑incurred costs? Yes. We could get into discussions as to whether they should be incurred within that particular time period, or they should be recovered, perhaps, and deferred over two or three years, but eventually be recovered. So I think, within the revenue requirement phase‑1‑type determination, there are issues of mitigation, both directly and indirectly, that are considered.

218

MR. ROGERS:
But, in traditional rate‑making, Mr. Harper, it is not an accepted practice, I don't believe ‑ and I hope you agree with me ‑ for the regulator to reduce the return ‑‑ the legitimate, proven, revenue requirement of the utility to mitigate the impact of a rate increase.

219

MR. HARPER:
No. I think I've already responded to that, and on its very narrow statement, no. But I think it is fair to say that utilities would go under greater scrutiny as to why those increases are required, what the justification for those increases are. And if the justification is felt to be insufficient, the utilities will allow a lower level of costs.

220

MR. ROGERS:
Yes. And that's because ‑ I agree with you there ‑ that's the function the regulator plays and ensures that those costs are prudent. And if they are, it's allowed; if they're not, they're disallowed. And the onus is on the utility to prove it.

221

MR. HARPER:
Yes.

222

MR. ROGERS:
Then we move on to phase 2, and we deal with how are we going to cope with this rate increase fairly among the customers, taking into account the impact that this will have on certain customer groups.

223

MR. HARPER:
Right. Because of the cost‑allocation and rate‑design changes, yes.

224

MR. ROGERS:
Right. And that's really what we're talking about here today, is rate mitigation.

225

MR. HARPER:
Well, no ‑‑ I guess the problem is we don't have a phase‑1/phase‑2 process here. We've got a holistic process that, in one fell swoop, is doing the whole ‑‑ as a matter of fact, there used to be three phases to the process, what's the return in the rate base, what's the cost, and then what is the allocation. We've got one process here that is doing all of that at the same point in time. And I guess what I am ‑‑ so, really, in looking at our guidelines, here, we were trying to realize that this process is doing both at the same point in time, and put together a set of filing requirements that would help expedite the process for both phases.

226

MR. ROGERS:
Well, maybe we can cut this short. Obviously, my client is concerned ‑ and I think any utility will be concerned ‑ that it doesn't want to have its proven level of prudently‑incurred costs reduced in order to mitigate the impact on customers. You can understand why they would be concerned about that.

227

MR. HARPER:
Yes ‑‑ no ‑‑

228

MR. ROGERS:
You're not advocating that they do that, are you?

229

MR. HARPER:
No, no, we're not. As I said, we're not advocating that there is any particular cap at which, if it's over 10 percent, you know, the shareholder either has to take less net income because, unfortunately at the same point in time, they may end up slashing vegetation, brushing. There would be more outages on the system, and customers would suffer from that perspective, as well.

230

MR. ROGERS:
All right, that's good. All right. We agree on this, then?

231

MR. HARPER:
Yes.

232

MR. ROGERS:
Now, let's just come to the question of the total bill versus the distribution bill. And, Ms. Poon, maybe you can help me with this.

233

I know you have experience in the gas industry, and you alluded to that in your evidence this morning, and it is in your report. But, in fact, the new table that you filed ‑ D.4.1 ‑ this morning, table 3 revised.

234

MS. POON:
Yes.

235

MR. ROGERS:
If I look at that, that tells us, I think, that from 1999 to October of 2004, the Union Gas distribution rates went up 5.95 percent.

236

MS. POON:
Yes.

237

MR. ROGERS:
That's in total, is it?

238

MS. POON:
Yes, that is.

239

MR. ROGERS:
And, during that same period of time, the commodity charge went up almost 60 ‑‑ 59.14 percent.

240

MS. POON:
Yes, that's true.

241

MR. ROGERS:
I see a number of changes made during that period.

242

MS. POON:
Yes.

243

MR. ROGERS:
And you told us that, in the gas business, the customer has accepted the fact that the commodity increases are quite distinct from distribution increases.

244

MS. POON:
Well, I guess what I have stated is, customers have a better understanding in regard to the fact that commodity prices are outside of the control of the utility. That's not to say that the boards do not regulate those gas cost pass‑throughs.

245

MR. ROGERS:
I appreciate that they do. I don't know quite how it works, but I think it's a ‑‑ there is some, sort of, automatic adjustment that is undertaken.

246

MS. POON:
There is a formulaic approach on a quarterly basis in regards to clearing out the deferral accounts and reestablishing the commodity prices. However, that is fully scrutinized at year‑end in a natural gas utilities final rate application that is carried out on an annual basis. And customers generally do have an understanding, given the fact that, as I stated earlier, the natural gas commodity entity has been deregulated since 1985.

247

MR. ROGERS:
I understand. Thank you. That's fine.

248

The point I wanted to understand and confirm in my own mind was that, in the gas business, customers have been educated, they understand the difference between the commodity increases and distribution increases, and they accept that the distribution company is not responsible for the commodity price increases.

249

MS. POON:
Well, I think it is interesting to note that, yes, customers may be educated in regards to, potentially, why prices are volatile, just as we are educated when we go to the natural gas ‑‑ the pumps, for our gasoline, when we fill up our cars, the volatility underpinning that. But that does not mean that customers don't look at that and still get upset, or take it as given and ‑‑ with no flak.

250

MR. ROGERS:
Ms. Poon, you're ‑‑ I'm not that confrontational. I'm not suggesting that.

251

MS. POON:
I'm just ‑‑

252

MR. ROGERS:
I'm just trying to understand, and confirm, what I understood you to say, and that is that, in the gas industry, customers now understand that the commodity cost increases are something, first of all, beyond the utilities control. Number one.

253

MS. POON:
Yes.

254

MR. ROGERS:
Just as, in the case of the electricity business now, commodity cost increases are beyond the control of the distribution company.

255

MS. POON:
Yes.

256

MR. ROGERS:
Now, the customer may not understand that in electricity yet.

257

MS. POON:
No.

258

MR. ROGERS:
But they do in gas; correct?

259

MS. POON:
I agree.

260

MR. ROGERS:
And, hopefully, we will get to that point in Ontario with electricity ‑‑

261

MS. POON:
Hopefully.

262

MR. ROGERS:
‑‑ in the not too distant future; correct? You agree with me that it would be a good thing if customers did understand that principle with electricity.

263

MS. POON:
Yes. But I think it is a little bit more difficult in electricity versus natural gas, given the fact that, clearly, the prices of electricity, the commodity itself, are impacted by the actual actions of customers in Ontario specifically, whereas that's not the case for natural gas.

264

MR. ROGERS:
By "customer" you mean like generators in Ontario?

265

MS. POON:
No. For example, if there is a huge shortage of supply, if customers actually alleviate their demand that they could have an impact in the price, whereas that's not the case in Ontario for natural gas. Do you understand what I'm saying?

266

MR. ROGERS:
I understand what you're saying, but I don't want to argue. I don't quite get the connection with what we were talking about. But I ‑‑ let's leave it. Unless you wish to add more, I'm content to leave it.

267

MS. POON:
No.

268

MR. ROGERS:
In the gas industry, now, what is ‑‑ just roughly help me, what is the percentage of distribution costs for the total bill for the customer?

269

MS. POON:
About 70 percent.

270

MR. ROGERS:
So 70 percent is commodity, and about 30 percent distribution?

271

MS. POON:
Yes. It's increased substantially through time.

272

MR. ROGERS:
I can see that. And is it comparable in electricity now?

273

MS. POON:
Fairly.

274

MR. ROGERS:
So the two industries have that in common, too.

275

MS. POON:
To some extent, yes.

276

MR. HARPER:
I think maybe to add, Mr. Rogers, I think on electricity, I think the numbers in our report suggests that the range for the individual utilities, for the 95 utilities, is from 9 percent of the total bill for distribution up to 37 percent of the total bill for distribution. So, you know, it's a pretty ‑‑ it's a pretty wide range, one, because you have a large sample of 95 utilities as opposed to just looking at one of the gas utility. So, no, I'd just like to maybe qualify it with that observation.

277

MR. ROGERS:
Thank you. That's fine.

278

Mr. Harper, I know you have a long experience with rate design with electricity in Ontario.

279

MR. HARPER:
Yes.

280

MR. ROGERS:
And I heard you say this morning ‑ I think I knew this from my own experience ‑ that you, at one time, were ‑‑ for quite a long time, were responsible for the regulation of the local distribution companies, municipal utilities as they then were, in Ontario.

281

MR. HARPER:
From 1987 to 1995, yes.

282

MR. ROGERS:
Are there presently, to your knowledge, great disparities in rates paid by these various municipal, now LDCs?

283

MR. HARPER:
I think you maybe mean rates charged by these LDCs.

284

MR. ROGERS:
Yes.

285

MR. HARPER:
And I think, yes, and I think that is probably self ‑‑ I think that is probably fairly evident just in those numbers I gave you, the 9 percent and the 37 percent, because if you think that's on a total bill, that was for a residential customer, for the total ‑‑ the other pieces of the total bill are made up of the commodity, which, for a customer, everybody is paying the same commodity price based on the Ontario regulation, and, to a large extent, they're all paying the same transmission price. So that percentage variation is mostly as a result of the fact that the distribution component is varying significantly across the utilities, which, again, would give rise to the fact that the distribution components varying, sort of, the distribution rates would vary widely across the utilities.

286

MR. ROGERS:
Right. And can we assume that the distribution rates in place across the province in these utilities are not cost‑based in the traditional cost‑allocation sense?

287

MR. HARPER:
In the very traditional cost‑allocation sense, yes. And I think that's one of the reasons why the Board has an undertaking to go through a cost‑allocation process for the 2007 rates.

288

MR. ROGERS:
Right. And part of that process, I assume, is to try to ensure as best we can that those rates are cost‑based.

289

MR. HARPER:
Yes.

290

MR. ROGERS:
Because cost‑based rates are seen to be fairer; correct?

291

MR. HARPER:
Yes.

292

MR. ROGERS:
And they also provide proper price signals to customers about consumption patterns, and so on.

293

MR. HARPER:
Well, there you may get into an argument with economists as opposed to ‑‑ since rates are based on accounting costs. But, you know, I think in general, yes. But there are economic arguments about marginal costs and ‑‑

294

MR. ROGERS:
Fair enough. But there are good reasons why we want to try and bring these rates more in line with the costs being incurred.

295

MR. HARPER:
Yes. And I think the first reason you gave is probably the one that everybody would agree to.

296

MR. ROGERS:
And in doing that, we're going to have some rate impacts.

297

MR. HARPER:
Yes.

298

MR. ROGERS:
And to the extent that you mitigate those rate impacts by backing away from what the cost allocation shows, you are undermining the whole ‑‑ the principle of having cost allocation in the first place, to some extent.

299

MR. HARPER:
To some extent. And I think what you're doing there, in essence, you're balancing, really, what are ‑‑ you know, if we look at what are the objectives of rate design, fairness of rates, which we equate to cost allocation as one of them, issues around stability and public acceptance is another one of your criteria, and so what you're trying to do is balance the interest in achieving those fair rates with, I would say, the rate or the speed at which you move there, because it's the rate or the speed at which you move there which is going to lead to instability, sort of, impacts and concerns about customer acceptance.

300

So on that particular criteria, yes, you're, sort of, backing off. On another one of the criteria, which is public acceptability and stability, you're getting in that some paramounts. And the Board, in making any decision, will make a weighing between those two criteria.

301

MR. ROGERS:
Thank you. So that when we come to the issue of rate mitigation in the harmonization process, then your recommendation would be that the mitigation tool should be to moderate or smooth necessary rate adjustments, to take into impacts on ‑‑

302

MR. HARPER:
I think what you're talking about is moderating those ‑‑ moderating the annual adjustments that are required. And then it comes down to a definition of, sort of, what's too much and what is an acceptable level of moderation.

303

MR. ROGERS:
Thank you.

304

Now, one other thing I wanted to ask you about, and that is, the approach that you've taken here in your report, as you've explained it to us this morning as well, is that you tried to, in the absence of empirical data, tried to find some sense of where customer dissatisfaction becomes acute, if I can put it that way.

305

MR. HARPER:
Or might be triggered, yes. Where does it start to become more acute? Where does it become, I get a toothache from a dull ache to a roaring pain, I guess.

306

MR. ROGERS:
Because we all know that nobody likes to get a price increase; right?

307

MR. HARPER:
Right.

308

MR. ROGERS:
No matter how justified it is, people aren't happy about it; correct?

309

MS. POON:
Right.

310

MR. HARPER:
Right.

311

MR. ROGERS:
Now, when we look at the threshold for rate mitigation, philosophically, do you think it is correct to look to see where people become upset? Or is it more appropriate to look to see where people or customer classes are actually hurt by it? Do you understand my question? I'm distinguishing between actual harm to a customer class by rate increases and a perceived annoyance or a perceived inequity based on, perhaps, ignorance, on the other hand.

312

MR. HARPER:
I guess, you know, yes ‑‑ I guess as Ms. Poon just commented to me, I mean, they are both relative concepts. Obviously, one is higher than the other. I think, you know, the ‑‑ one, I think the first thing that is clear is that, you know, I think your question, I think we're going to have to accept as being, sort of, conceptual, because we aren't proposing mitigation at a particular level, so I take this as more of a philosophical discussion than a specific focus on our proposal.

313

But at that level, I guess the other problem we have, and I agree ‑‑ the other premise I have with your problem, and this is something I think I was trying to allude to in the final comments I made to Ms. Lott, is that even questions about being hurt, you know, if you accept that as being your definition, where that occurs is going to differ across different customer groups, and it may not only be residential.

314

If you happen to be a school ‑ I see Mr. Shepherd sitting there ‑ and you're working on a fixed budget, you may have a different definition of what's hurting you as opposed to somebody else who has some flexibility in increasing their revenues or getting more dollars in to, sort of, cover their ‑‑ to cover that cost.

315

So I agree that, you know, hurt something, but even "hurt" is relative, and different people will have different definitions.

316

MR. ROGERS:
I agree with you, Mr. Harper, entirely, and I would think, particularly from your client's perspective, that would be a very important aspect.

317

MR. HARPER:
Yes.

318

MR. ROGERS:
What may actually hurt your constituency may really be an annoyance to someone else.

319

MR. HARPER:
Maybe I can clarify. Hurt the people who retained us to do this particular work.

320

MR. ROGERS:
That's what I'm talking about, just today. And, in fact, as I listen to your evidence, it struck me that perhaps trying to base our rate‑mitigation thresholds on customer perception may be counterproductive, because maybe we do want to give some signals to people about what rates ‑‑ what it really costs to produce the service that they're enjoying.

321

MR. HARPER:
Maybe to go back to the beginning, again, because you're talking about our proposal. The proposal does not base the thresholds we're talking about in terms of looking at what is a reasonable level of cost increases on total bills or on customer perceptions. The 16 percent, the 25 percent, are grounded, to some extent, on the relativity ‑‑ relative to what's been the overall increase in costs over that 1995 to ‑‑ excuse me, 1999 to 2004 period.

322

And, if you've got a 25 percent increase in distribution costs, which is probably in excess of twice the rate of inflation during the same period, it would seem to me we're not proposing mitigation, but, at a minimum, somebody should be asked to explain why, and perhaps see what they can do to bring that number down. Like, are they pursuing all the cost‑efficiency opportunities that they should be, that the restructuring of the industry was supposed to give them the signal to do? I mean, those, I think, are legitimate questions for somebody whose costs are going ‑‑ whose costs, not customers' expectations but costs, are going up to that level.

323

MR. ROGERS:
You know, one of the concerns that my client has about your evidence, as expressed by the expert witness that I will be calling shortly, at least ‑ and I suppose I should restate ‑ it is the concern that they express ‑‑ not my client, is that there is a concern that your four‑tiered thresholds may connote different standards of proof, or different standards of ‑‑ I guess proof is really what I'm talk talking about, on different utilities, depending upon the increases that they may be seeking. I gather from what you've said this morning that you certainly are not advocating that.

324

MR. HARPER:
No. And I agree with them that there should be a ‑‑ you know, what you're looking for is a standard level of, sort of, review. You should be required ‑‑ you should be applying a standard level or standard definition of what is prudent, a standard level of what is just and reasonable. I guess what the question comes down to at the end of the day is, though ‑‑ is that, depending upon the level of rate increase, I think reality shows us that the level of scrutiny applications are put to varies, in order to satisfy people that that standard has been met.

325

MR. ROGERS:
All right. I think I understand you. I don't really quarrel with that proposition.

326

MR. HARPER:
Yes. So, you know, I think ‑‑ really, I guess, all we were doing was, to some extent, trying to, I think ‑‑ almost to mirror the process as we would have seen it if it was cost of service, where you go through a typical filing, you go through interrogatories and, you know, oral cross‑examination, and try and get up front more information in those situations where, you know, in a standard review, more information would be required so that the Board and everybody else can understand what is going on earlier, and help make the whole process a lot simpler, at the end of the day.

327

MR. ROGERS:
Sir, I think those are my questions. Thank you very much, panel.

328

Thank you very much, Mr. Chairman.

329

MR. KAISER:
Thank you, Mr. Rogers.

330

Mr. Shepherd?

331

MR. SHEPHERD:
Thank you, Mr. Chairman. I'm in your hands as to when you would like to take the break.

332

MR. KAISER:
We can take it now, if that is convenient for you.

333

MR. SHEPHERD:
I'm going to be about a half hour.

334

MR. KAISER:
All right. Fifteen minutes.

335

‑‑‑ Recess taken at 10:45 a.m.

336

‑‑‑ On resuming at 11:02 a.m.

337

PROCEDURAL MATTERS:


338

MR. KAISER:
Please be seated.

339

Go ahead.

340

MR. MILLAR:
Thank you, Mr. Chair. Just one administrative matter has arisen. There is a new ‑‑

341

MS. LEA:
The sound system is not on.

342

MR. KAISER:
Go ahead.

343

MR. MILLAR:
Thank you, Mr. Chair. Just one administrative matter has arisen. There is a new hearing schedule that's been released. I think everyone has a copy here. And if I could just highlight ‑‑ there are only a couple of changes. The first is tomorrow, Friday, the 21st, the hearing will be commencing at 10 a.m. rather than 9:30. And we have a new party who wishes to address the C&DM issue, and that's the Canadian Energy Efficiency Alliance. And we were going to put them in at the end of the day on Wednesday, February 2nd, and carrying over until Thursday the 3rd, if necessary. So I believe everyone has a copy of that.

344

MR. KAISER:
Has that evidence been filed?

345

MR. MILLAR:
Yes, it has ‑‑

346

MR. KAISER:
Thank you.

347

MR. MILLAR:
‑‑ on the website.

348

MR. KAISER:
Mr. Shepherd?

349

MR. SHEPHERD:
Thank you, Mr. Chairman.

350

VULNERABLE ENERGY CONSUMERS COALITION PANEL 2 ‑ HARPER, POON; RESUMED:


351

W.HARPER; Previously sworn.

352

J.POON; Previously sworn.

353

CROSS‑EXAMINATION BY MR. SHEPHERD:

354

MR. SHEPHERD:
Witnesses, as you know, I represent the School Energy Coalition. And, as you are probably aware, the School Energy Coalition, on this issue, doesn't know what to do, so we're looking to you for guidance.

355

Your evidence actually focuses on levels of scrutiny for various rate increases, which is, sort of, more of a benchmarking issue than a mitigation issue; right?

356

MR. HARPER:
I'm sorry, could you repeat the last part. More of a benchmarking issue than what? I didn't hear the end ‑‑

357

MR. SHEPHERD:
Than a mitigation issue. You're not suggesting that the levels of scrutiny result in specific mitigation actions. You're just saying, Look more carefully ‑‑

358

MR. HARPER:
Yes.

359

MR. SHEPHERD:
‑‑ if the rate increases are higher.

360

MR. HARPER:
Yes. And I think, you know, sort of ‑‑ it is probably fair to say that more scrutiny may lead to, sort of, more ‑‑ I hate to use the word "disallowance," but that is probably the word, because without scrutiny you wouldn't get any. So, you know, I think it is ‑‑ probably, it's only a one‑way street.

361

MR. SHEPHERD:
Now, once you have reached the point where you do feel that there is ‑‑ or the Board feels that there is some requirement to mitigate, it seems to us that there is two components to that process. Component one is, how much of the increase for a particular class is too much; that is, how many dollars do you have to mitigate, and for whom? That's step one; right?

362

MR. HARPER:
Well, I think, maybe, there is a step even before your step one. Because you made reference to a particular class, and I guess the question is ‑‑ you could even ask the question, you know, at the more fundamental level: Is the overall cost increase such that ‑‑ regardless of where ‑‑ how you move the dollars around every class?

363

MR. SHEPHERD:
Okay.

364

MR. HARPER:
So, you know, so I just want to say ‑‑ I think, you know, you're, sort of, almost at the second stage to talk to Mr. Rogers about, you know, cost allocation and moving the dollars between classes. I think there is ‑‑ you know, you could even be asking that question one step earlier.

365

MR. SHEPHERD:
Whether it is one class or all classes, though, step one is how much do we have to mitigate, and then step two is, where do we get the money; correct?

366

MR. HARPER:
If the Board makes ‑‑ made the determination that there had to be mitigation, I guess the question would then be, how. You know, I think ‑‑ I don't think those two questions can be answered independently of each other, though, because I think, when you come to answer the question as to how, you're looking ‑‑ the "how" may have impacts. And I think you would have to consider those when you are wanting to think about what level of dollars I have to mitigate. So I don't think you can ‑‑ I don't think it's a "how much" and, once I have decided that, "how". I think you have to look at those on a holistic basis, together.

367

MR. SHEPHERD:
It's not one question, though. It is two questions that are iterative.

368

MR. HARPER:
Yes, yes. I think that's the best way to describe it, yes.

369

MR. SHEPHERD:
Okay. So I just want to deal with that second part, where you get the money. And I understand that it's iterative, and you have to go back and forth, and, depending on your solution, you might have to choose one approach or another. But, I guess, as we see it, there is four ways ‑‑ places you can get that.

370

The first one is ‑ and I think you have alluded to that ‑ the Board can require the utility to reduce its costs to keep its rate down; right? That is one of the things you do to mitigate: Go back and sharpen your pencils and reduce your costs.

371

MR. HARPER:
Yes. And presumably that would be based on the, sort of, determination that there were costs there that, for some reason or other, were too high, and you were able to reduce those and still maintain service to the customers at a reasonable level, yes.

372

MR. SHEPHERD:
That's true. But it is true, isn't it, that, in business, generally, and certainly in LDCs, if your prices go up too much, you pay more attention to carving your costs as much as possible because, in essence, your customers are saying, This is too much, do something about it. Right?

373

MR. HARPER:
Right. Exactly.

374

MR. SHEPHERD:
And that is a normal practice in any business.

375

MR. HARPER:
Yes. I think it is ‑‑ you know, I think it is also a normal ‑‑ it should be, at least, in a utility ‑‑ believe it or not, in the utility I used to work for, it was practiced, as well.

376

MR. SHEPHERD:
Well, okay. The "believe it or not" part I will ‑‑

377

MR. HARPER:
I just thought I would throw that out.

378

MR. SHEPHERD:
And, Ms. Poon, in fact, you used to work for Enbridge; right?

379

MS. POON:
That's correct.

380

MR. SHEPHERD:
The concept of mitigation at Enbridge, in fact, isn't mitigating rates. It is actually mitigating costs within the utility so that the shareholder gets their full profit. Isn't that right?

381

MS. POON:
Well, you attempt to mitigate costs because you want to ensure that your revenue requirement is just and reasonable.

382

MR. SHEPHERD:
That's not what I'm talking about. When people at Enbridge refer to the term "mitigation," as I have heard them talk about it, what they're talking about is, It's a warm‑weather year, we're not going to get as much income so people can't go to conferences any more. Some of the seminars and courses are cut, bonuses are less, because you have to drive costs down to get the shareholder their profit. Isn't that common?

383

MS. POON:
It's practiced.

384

MR. SHEPHERD:
Okay. So that option of driving costs down is ‑‑ should be the first option to ‑‑ if you have to find mitigation money. Isn't that right?

385

MR. HARPER:
Yes. And I think we envisioned that, you know, that is the, sort of, question that, you know, under our, sort of, category 4, you would be expecting the utility to come back at that level of costs in terms of, What are you doing internally to control those costs, and those are the sorts of things you would, hopefully, hear from a utility in terms of the types of responses you were getting.

386

MR. SHEPHERD:
So let's come to that. In your category 4, you've said that the utilities should file, sort of, a mitigation plan, as it were; right?

387

MR. HARPER:
Well, I don't think we called it a mitigation plan. I think we talked about a discussion of what they have considered and what they are doing. I mean, the mitigation plan, they may say they're doing nothing, if you call that a plan. But if they're doing nothing, they have to explain why they're doing nothing, or what they have looked at and why they rejected it. So I think that maybe, to that extent, it may be a bit more than a plan.

388

MR. SHEPHERD:
Are you contemplating that that, what proposal ‑‑ discussion if you like, mitigation discussion ‑‑

389

MR. HARPER:
Yes.

390

MR. SHEPHERD:
‑‑ be limited to cost‑reduction measures? Or should it take into account other ways of mitigating the rate increase? For example, the second choice is, I suppose, to reduce how much the shareholder gets; right? Should they be considering that as well?

391

MR. HARPER:
Well, you know, I guess that is something that the shareholder ‑‑ I think it is up to the shareholder to make that decision and consider that. It is something that ‑‑ some utilities we've seen actually do, sort of, propose rates that are less than what the allowed rate of return is, in part of the interest of customers. I think other things it could consider, besides that, are issues we've talked of before around, sort of, reducing the cost of perhaps, from an accounting perspective, deferral of certain costs. It is another way you could pursue that.

392

MR. SHEPHERD:
Let me just go through the components one at a time. So the first is you could reduce your costs in the test year, the costs you have to recover from ratepayers; right? So you keep your profits up, but your rates go down. They are less than they would otherwise be because your costs are lower; right? You could do it by deferring costs, such as deferring people going to conferences or getting raises and things like that, or changing your tree trimming plans or something like that; right?

393

The second is, you can reduce the profit that goes to the shareholder. That's the second place you can get the money; right?

394

MR. HARPER:
Right. That second place, sort of, lower profit would mean lower rates. That's right.

395

MR. SHEPHERD:
That's right. And in fact this Board has already done that in phasing in MAR; right? That was, in essence, a mitigation plan, wasn't it?

396

MR. HARPER:
Right. And in essence, if you think about the first handbook, if you say there was no ‑‑ for people who suggest there was no revenue required mitigation, that was very explicit. I mean, that that was it. There was a one‑third phase‑in, and after that the handbook itself just had to deal with rate design side impacts.

397

MR. SHEPHERD:
And there was nothing wrong with asking the shareholders, in that context, to take less of a rate of return in that transition period, was there?

398

MR. HARPER:
Well, you know, no. I think maybe the focus was the fact that it was a transition period, you were going from a point in time where, basically, they earned no profit. So there was really a fast move of how fast you moved to that new regime that the government established.

399

MR. SHEPHERD:
But now, if we're talking about 2006, it would be fair for the LDCs to say, Well, don't make us eat the cost of mitigation, because we've been paying this already for the last five years. It's not fair to ask them to bear additional costs of mitigation; is that fair? Is that a fair statement?

400

MR. HARPER:
We've talked about these different categories. So when you say the LDCs to bear the costs of ‑‑

401

MR. SHEPHERD:
I mean the shareholder.

402

MR. HARPER:
That's what I was trying to clarify. No, and I think that that is the same point I made. I think the situation is a little bit different now. So I don't think you can say that because you've done it, then you should do it now. I think we've, sort of, hopefully moved to this new regime and you're not talking about the phase‑in. So I think they've got more a point now about, sort of, trying to, on an ongoing basis, on average, make the rate of return on investment that they're supposed to be making.

403

MR. SHEPHERD:
In fact, the goal of this whole process, moving to this market‑based system, was that they would act more like private companies. And if we make the shareholders bear some of the costs of mitigation, then that would go against that goal; right? That would undermine that goal of them acting more as private companies.

404

MR. HARPER:
If we did it explicitly, yes.

405

MR. SHEPHERD:
So the third possibility, as I see it, is you can get that money from other ratepayers. So for example, you're talking about rate increases that are caused by cost allocation or rate design. And one of the things I understand that you suggest is that other ratepayers that aren't getting high increases should be forced to bear some of that cost of mitigating for the ones with the high increases. Isn't that right?

406

MR. HARPER:
Well, yes, but that would only arise if there was a variation in how the average increase was apportioned out amongst the different customer classes, based on some cost ‑‑ based on an underlying cost allocation or changes in cost allocation. And so in this particular process, I don't know how much more you want me to go on, but in this particular process we really don't ‑‑ we really have only a limited number of changes to cost allocation that are actually going to hit customers and give rise to variations in rate increases by customer classes. And I think they're limited to, say, the proposal with respect to the unmetered scattered load, and also the extent to which utilities for 2006 have to change the way their recovery of unregulated assets is allocated between the customer classes.

407

Apart from those two items, you know, I think the Board's generally indicated they don't want to see any of the cost allocation changes being considered for 2006.

408

MR. SHEPHERD:
Tell me whether this is correct. You're going to have the shift because of unmetered scattered load; correct?

409

MR. HARPER:
Yes.

410

MR. SHEPHERD:
You're going to have the shift because of the cost allocation of regulatory assets.

411

MR. HARPER:
That's correct, yes.

412

MR. SHEPHERD:
Which is actually a 2005 shift, but from old rates to 2006 it will be ‑‑

413

MR. HARPER:
Right. And I guess it is my understanding that the, and I'm subject to correction, I've been too steeped in this to really go back to look, but it is my understanding that the 2005 guidelines really don't require utilities to allocate their regulatory assets based on what the Board had decided.

414

So that, to some extent, when they moved from ‑‑ so that if you do the correction in terms of how they were allocated to customer classes initially versus what the Board has decided in its decision, and there is a shift, if it hasn't occurred in 2005, the next place it is likely to occur is 2006. We haven't seen how the handbook is going to address that, but I anticipate there may be changes there if 2006 is when the decision is made to pick up any changes because of the Board's decision on how those regular assets are going to be allocated.

415

MR. SHEPHERD:
Okay. Then the third one I guess is going to be C&DM expenditures.

416

MR. HARPER:
Yes. I apologize. That was something that, sort of, didn't ‑‑ you know I didn't mention. Or originally, I guess, you could equally say to the extent there are any costs in the revenue requirement for smart meters for 2006 ‑‑

417

MR. SHEPHERD:
That was going to be number four, smart meters.

418

MR. HARPER:
If we're talking about a tier‑1‑type application, which is supposed to be based on fairly hard, known costs, I'm not too sure by July 4th how many utilities will have pinned down much in terms of their expenditures on smart meters. So personally, I don't anticipate that being a big issue, but the C&DM one could be, if it's operating a maintenance expense as opposed to capital costs.

419

MR. SHEPHERD:
It is true, isn't it, that the rate increases that are requested by the utilities in June and July of this year, for 2006, are not likely to be the same for every class of their customers; right? There's going to be variations.

420

MR. HARPER:
Yes. I think that is fair to say, and we've gone over a number of the reasons why that could arise. That's correct.

421

MR. SHEPHERD:
So one of the things you're suggesting is that if a particular class, for example, residential, has too much of a rate increase, that the other classes might bear some of that, some of the costs of that, so that they don't have too much of an increase; isn't that right?

422

MR. HARPER:
Or vice versa, yes.

423

MR. SHEPHERD:
So that is it a cross subsidy between classes.

424

MR. HARPER:
Yes. I think I have gone through that with Mr. Rogers earlier, in terms of it's a matter of degree in terms of ‑‑ if the impacts you're looking at are the size that we're talking about, then our suggestion is that perhaps there is a rationale for smoothing in those changes over more than one year.

425

MR. SHEPHERD:
And Ms. Poon, in gas rates, the gas companies commonly, in fact, have a certain amount of cross subsidy. For example, the recovery of costs in the residential classes is often less than 100 percent of allocated costs; right?

426

MS. POON:
There is a degree of cross subsidy. I mean, I think it is clear in regards to the evidence ‑‑ in regards to the fact that in, for example, the Union decision, regarding DCC, it was deemed that, clearly, the costs should be eliminated, however. And they were not going to instantaneously do that to industrial‑rate classes whereby they would face a large rate increase. And as a result of it, the phasing‑in process ‑‑ or elimination of that process is resulting in residential customers picking up more of those costs, in the meantime.

427

MR. SHEPHERD:
And it's not really good rate‑making, is it, to have a customer class pay more than its fair share of costs, generally speaking.

428

MR. HARPER:
I think ‑‑ I have a problem because, generally speaking, I think the answer is no. But if ‑‑ you've got to realize that you're in transition periods and things are changing. I think you can make an argument for a particular year. Good rate‑making could include those sorts of cross‑subsidies on a short‑term basis, as you're trying to move towards a more stable situation.

429

MR. SHEPHERD:
So if, for a year or two, the schools, for example ‑ which, by chance, happen to be close to my heart ‑ the schools have to pay a little more in their bill in order that the residential customers don't have too big a rate increase, that's not necessarily a bad thing.

430

MR. HARPER:
That's right. Or, again, vice versa. As I said, it cuts both ways.

431

MR. SHEPHERD:
Okay. And, finally, the fourth place you can get the money for mitigation would be from the same ratepayers, later; right? You could put it in a deferral account ‑‑

432

MR. HARPER:
Right.

433

MR. SHEPHERD:
‑‑ and charge them later.

434

MR. HARPER:
Yes; that is correct.

435

MR. SHEPHERD:
And so, if you wait too long, there is an intergenerational question, but, generally speaking, that is the fairest way of adjusting, isn't it?

436

MR. HARPER:
Well, there is a couple of other issues involved with creating deferrals, in my mind. And I think it has to do with where you think rates are going to go in the future, and the type of costs that you're deferring. If I am deferring a one‑time cost, you know, there may be more rationale for spreading that over. If I'm deferring a cost that is going to occur year over year, you know, I'm just creating more of a problem in the future, unless I know there is some other costs that are going to go down, and there is going to be an offset. So, I don't think that is, necessarily, the fairest way.

437

I think, in order to determine whether it is the fairest way, you have to look at what type of cost it is, and what's the outlook for the overall costs for the utility over the next couple of years.

438

MR. SHEPHERD:
So in this particular case, when we're ‑‑ the essence of this 2006 process is to transition distribution rates from 1999 to today, or as close to today as possible, any large increases should be, essentially, one‑time costs, right, or transition costs, in effect.

439

MR. HARPER:
No, because I think, you know, we've talked about ‑‑ part of the pressures are going to be the fact that the rates ‑‑ the cost base they're working off of, it was effectively what was established through the initial 2000 handbook, was essentially a 1999 cost base, because it was unbundled using 1999 revenues and the implicit costs in that.

440

So you've got these, sort of, inflationary cost pressures since then, that will continue to go on even after 2004 and after 2006, so I don't think ‑‑ those sorts of pressures aren't one‑time things. To the extent that, maybe, part of what is required is a catch‑up on maintenance, which is a one‑time thing, then that's the, sort of, thing that I would consider as falling more into, sort of, the type of costs that, you know, might be more reasonably considered for a deferral accounting, as opposed to ‑‑ but I'm just trying to offset inflationary pressures this year. But add the same ‑‑ the same inflationary pressure next year, the same inflationary pressure the next year, when is going to be a good ‑‑ there is never going to be a good time to get that. As a matter of fact, if I delay it, I'm just going to create more problem in the future.

441

MR. SHEPHERD:
But if, for example, you have a utility that has a 25 percent increase in the distribution rates, which is your category 4, for 2006, you wouldn't normally expect that, 2007, they would have another 25 percent; right? You would normally expect that it would go back to some, sort of, normal rate increase; right?

442

MR. HARPER:
Yes. One would hope so, yes.

443

MR. SHEPHERD:
So this would be exactly the, sort of, situation where one of the good options might be to take some of that 25 percent rate increase, and spread it over a couple of subsequent years; isn't that fair? Then nobody subsidizes anybody.

444

MR. HARPER:
Yes ‑‑ no ‑‑ I can see the logic behind that, as an economist, yes. I guess the issue comes down to, sort of, you know, We've got other assets in deferral accounts that we're trying to clear out as well, and, sort of, to what extent are we creating a ‑‑ I mean, part of it is, we deal with some utilities in B.C. that have more assets on their books on deferral accounts than they do in real assets, and at that point in time things become a little bit problematic. So, you know, I can see the point you're making as to the one‑time catch‑up cost. I think you would want to work it through on an individual‑circumstance basis, though, as opposed to making a blanket rule.

445

MR. SHEPHERD:
Thank you.

446

Mr. Chairman, those are my questions.

447

MR. KAISER:
Thank you, Mr. Shepherd.

448

Mr. White, do you have any questions?

449

CROSS‑EXAMINATION BY MR. WHITE:

450

MR. WHITE:
Yes, I do.

451

When you talked about mitigation mechanics, you talked about reducing costs, reducing net income and the use of deferral accounts. Are there any other specific mechanics that can be used to mitigate impacts?

452

MR. HARPER:
Actually, off the top of my head, I can't think of it, but I'm sure the creativity of the utilities might come up with some that I ‑‑ we haven't thought about.

453

MR. WHITE:
Some utilities have modified fixed‑variable splits to address small‑customer issues, and I appreciate that your analysis didn't go into the specifics of rate design, but ‑‑

454

MR. HARPER:
I guess the issue was ‑‑ a lot of the conversation I was having with Mr. Shepherd, and I thought you were following up on, was overall level of rate increases which, playing around with fixed‑variable splits, doesn't really ‑‑ to the extent Mr. Shepherd was talking about moving between classes, fixed‑variable splits are talking about moving dollars around between customers within a class. But it's the same, sort of, issue. You're, sort of ‑‑ you've got the same, sort of, issues of fairness versus change versus impacts.

455

MR. WHITE:
One of the things that you did talk about was 2007, with Mr. Shepherd. Are you aware of what is currently contemplated for 2007 in the Ontario rate‑design arena or cost‑allocation rates?

456

MR. HARPER:
Well, I think, if you're referring to, sort of, the undertaking of ‑‑ the commitment of the Board to look at, in essence, cost‑allocation work done for 2007, yes. Actually, I was involved in the workings of the original cost‑allocation group the Board had established earlier.

457

MR. WHITE:
Is it possible that the flow from that may push dollars from one class to another?

458

MR. HARPER:
I think it is probably more than possible. It is a strong likelihood. Otherwise, sort of, we'd wonder why we're doing all of this effort, but yes.

459

MR. WHITE:
Okay. That being the case, would that influence your comments on the choice of a deferral account in 2006?

460

MR. HARPER:
I don't think so, because, in the context we talked about with Mr. Shepherd, about deferral accounts, it was on looking at the overall, aggregate rate increase, so I don't think it would, as opposed to the cost allocation, which is really, sort of, allocating costs between customer classes.

461

And, you know, I guess the issue may be that, if, in recovering ‑‑ having to recover that deferral account in 2007 means 2007 rates are a little bit higher, which means there is a little bit more sensitivity to the impacts of cost‑allocation changes, that is something that may have to be dealt with at the time. I think it is a relativity issue. It's another one of these things that it's not easy ‑‑ you can't say yes or no. But I think there may still be a role for deferral accounts.

462

MR. WHITE:
Subsequent to 1999 and the rate unbundling, have there been changes in the regime in which you ‑‑ the local distribution companies operate? And, particularly, what I would like to take you to is contributions in aid of construction. Are you familiar at all with the Distribution System Code and what that imposes on LDCs which may not have been there prior to the Ontario Energy Board taking responsibility for regulating the LDCs?

463

MR. HARPER:
I understand the principles behind the Distribution System Code in terms of when and how capital contributions are calculated and required, yes.

464

MR. WHITE:
And is that ‑‑ was that change likely an increase in the amount of money that the utility would have to invest in capital expenditures as a result of that, versus what, in many cases, may have been, in the prior regime, 100 percent capital contributions?

465

MR. HARPER:
I think, as you alluded to, there was no form of capital contribution policy of that nature from customers. But there was a very different regime, to use your word, that existed in terms of the ability of utilities, and primarily through their municipalities, actually, to require capital contributions for expansions in the electricity distribution sector.

466

As I indicated in my direct, my direct involvement in that sector ended in 1995. So to the extent there were any changes in how, sort of, the government allowances or what they allowed municipalities to do in terms of capital contributions between that and 1999, I think just there may have been some, but I am not ‑‑ I can't talk about the direct ‑‑ what the direct change was, but, yes, there would have been a shift in terms of a change in where capital contributions and how they were obtained.

467

MR. WHITE:
There have been a lot of additional charges and some changes in lumps that have happened in terms of utility costs, and I think some of those are contemplated in the draft handbook as tier‑1 adjustments. Those adjustments may have ‑‑ on a percentage basis, would you accept that those adjustments may have a larger impact on small utilities than on larger utilities?

468

MR. HARPER:
I guess to the extent that if, you know, there was a requirement to add one transformation station in a large utility or one large transformation in a small utility, the addition to the rate base in the small utility is obviously going to be a larger percentage of the total, yes.

469

MR. WHITE:
Let's talk for a minute about scale. There are two aspects of scale that I would like to visit.

470

The first is the utility size, and I think your example about transformer stations, or a utility which replaces one line truck or replaces one of seven line trucks, you know, indicates that the percent would be quite different in terms of the lumpiness of the impact on rates. Is that taken into account in the percentage spreads that you've looked at?

471

MR. HARPER:
No, it isn't, but I think it can be readily addressed in what we have talked about in terms of the variance and the explanation analysis that would be provided in support of that. I mean, if in doing your variance analysis, because let's say the distribution cost increase was between 8 and 16 percent, that was due to the ‑‑ let's say, that was due primarily to the addition of a transformation station that was allowable under the tier‑1 adjustment. I think that is something that the utility should be readily able to demonstrate. I think it would be something that the Board and customers, in terms of understanding why the rate increases went up so high, would find useful if they knew as well.

472

MR. WHITE:
If you were to look at the 8 percent of the utility, of delivery costs, and the 37 percent of delivery costs which you included in your evidence earlier as the spread, in terms of the group that you looked at.

473

MR. HARPER:
Well, no. That wasn't the group we looked at. That was, basically, taken from material the Board Staff provided us on all of the LDCs, as opposed to the 28 we looked at.

474

MR. WHITE:
In applying your rules, if a utility had, let's say, total controllable expenses, let's not worry about depreciation or the other general categories, total OM&A costs of $100,000, 8 percent of that would produce an $8,000 adjustment in those costs. And I guess the point is that $8,000 wouldn't really do much, in terms of, if they had to add additional resources. You're talking partial people or part‑time employees at best for a smaller utility.

475

MR. HARPER:
Well, I guess if the controllable costs at the start is 100,000, they haven't got much there to begin with.

476

MR. WHITE:
That's correct.

477

MR. HARPER:
You know, so I guess you'd have to then ask yourself why do they need such a large increment relative to what it took to run the utility at the start of the period. So I think, in that ‑‑ so I think the 8,000 is, to some extent, relative to the 100,000.

478

MR. WHITE:
Okay. If that particular utility, on the other hand, had, instead of the 8 percent distribution costs ‑‑ had, say, a 37 percent distribution cost, or 9 percent distribution costs going to 37, that's four times the level. In other words, we could take this $100,000 utility and, if it was on the high end of the distribution costs, it would be $400,000. So the 8 percent of that would permit an increase of $32,000. Is that correct?

479

MR. HARPER:
Well, in the analysis you're doing I'm having a bit of a problem with the dollars because the percentages we're talking about are percentages of a bill, which is basically calculated on a unit basis. So if you want to talk about total costs for a utility of 100,000 or 400,000, that is not what really the 9 percent and the 37 percent are telling us, because that is unitized. If you wanted to talk about controllable costs per customer or per kilowatt‑hour delivered, because that turns it into more of a rate, like when I'm looking at when I'm looking at the rates, then I think you would be using those percentages in a more appropriate way.

480

MR. WHITE:
What I am trying to get at, Mr. Harper, is that if this "small utility" had relatively low costs and was 9 percent of the total flow‑through bill, then it would be, for a given flow through, let's say, it's on the lowest end of that and it is at 9 percent. Okay? That 9 percent of the total flow through.

481

On the other hand, if the same utility were sitting at the 37 percent of flow through and the flow through were identical, then it would have approximately $400,000 in OM&A or controllables. Is that not correct?

482

MR. HARPER:
I'm sorry, I don't ‑‑ I don't ‑‑ I can't follow through the logic. And the reason is, as I was trying to explain, is that ‑‑ I'm sorry, but is that the 9 percent and the 37 percent are what's the ‑‑ for a residential customer, what percent of their bill is distribution costs as opposed to other components on the bill. And that's for residential.

483

So that basically what that is saying is for some utilities they have lower levels of distribution costs, say, per customer, or per unit of output if you want to put it that way ‑ we're getting into comparators and cohorts here ‑ than other utilities. That their distribution charges to that same customer are, you know, 37 percent of the bill. So those are, sort of, like, to some extent, unitized, because they're on individual charges to a unit customer.

484

So I was having trouble with taking that and trying to use those percentages strictly in applying them to what you were talking about as changes in total OM&A costs for the utility.

485

MR. WHITE:
Let's, for a minute, assume that the ‑‑

486

MR. HARPER:
Maybe the easiest thing is, we may be able to actually agree on the end proposition, if you wanted to try to put that to me and see where we go.

487

MR. WHITE:
Okay. I will take a run at it. If what is currently allocated in the distribution rates to the customer class is at the 37 percent level instead of at the 9 percent level, would you agree that the impact of an 8 percent increase on distribution rates would produce materially different dollars between the customers?

488

MR. HARPER:
It would produce a materially different impact on the total bill.

489

MR. WHITE:
Thank you.

490

MR. HARPER:
All that is telling you is if, in one case, distribution is 9 percent of the bill, and that goes up by 8 percent, that's a lot smaller impact on the total bill than if it is 37 percent and that goes up 8 percent. To some extent, we took that account into our analysis, by doing this ‑‑ taking this sample, and looking at what was the impact of those thresholds and dollar increases over a range of utilities.

491

And I think, if you look at our evidence, you'll talk ‑‑ you'll see that the evidence talks about what the impacts ‑‑ bill impacts are on customers, sort of, reached the fact that, sort of, for most of the time, for virtually all of the utilities in our sample, the impact was less than 3 percent on the total bill, or the impact was less than 6 percent on the total. Fundamentally, just because of the reason that you're raising ‑‑ is that, depending upon the relative size of distribution costs on the total bill, any percentage increase in distribution rates is going to have a different impact on the total bill.

492

MR. WHITE:
Okay. Would you agree that, in terms of the IPI and PF regime that was in place in the previous PBR regime that the Board put in place as an transition strategy, that utilities which, generally, were experiencing significant growth would find it easier to realize the economies of scale contemplated by that regime?

493

MR. HARPER:
When you say "economies of scale," more opportunities to get efficiency improvements ‑‑

494

MR. WHITE:
Yes.

495

MR. HARPER:
‑‑ because they're growing, I guess. And if you think that those efficiency improvements are supposed to translate into lower costs, I guess if that is the corollary we're going through, then I don't think I can necessarily agree, because, with that high growth comes additional costs, and, I think, those costs may not be entirely smooth. So that there might be some utilities that had experienced high growth, had some excess capacity on their distribution systems, and, therefore, were able to fairly readily absorb that, without having to incur additional costs. But, you know, exactly ‑‑ another utility, in a similar circumstance, may have been close to capacity on its distribution system, experiencing high growth, it had to go out and spend a considerable amount of money on capital to upgrade the system. It's going to find cost pressures on itself that the other one doesn't.

496

So I don't think you can translate high growth into that means they should necessarily, sort of, be able to have greater improvements in cost efficiency.

497

MR. WHITE:
So what you're saying is you would have to evaluate the specifics of the situation?

498

MR. HARPER:
Right. And I think that's the type of thing that could come up through the variance analysis that we talked about earlier.

499

MR. WHITE:
Should the ‑‑ or could the Board model include the first level of impact analysis that you were looking for as part of the screening process?

500

MR. HARPER:
I think it should. We made a recommendation to the Board that, I guess ‑‑ maybe I should clarify that. For distribution increases over 8 percent, there should be this additional information. If you're asking, Should variance analysis be provided regardless of what the level of increase is, that's something the Board could consider. I was trying to think of simplifying it for utilities who had low rates of increase and, therefore, perhaps, variance analysis mightn't be as important in understanding or going through the review of the application.

501

MR. WHITE:
Would that, in part, be dependent upon how, say, the operating costs were clustered in terms of doing the OM&A analysis? Could that help with the analysis and make it simpler or easier to accommodate within the Board's model?

502

MR. HARPER:
Sorry, could you ‑‑

503

MR. WHITE:
One of the items that is under dispute is ‑‑

504

MR. HARPER:
Okay. Okay.

505

MR. WHITE:
‑‑ is the inclusion of the level of detail, and how it would be clustered or reported as part of the filing. Would that be a useful tool in terms of the variance analysis that you're talking about?

506

MR. HARPER:
Well, if a variance analysis ‑‑ in those situations where it was required, I would think, yes. And, if it hadn't been filed, that sort of detail hadn't been filed because alternative A was picked as opposed to alternative B, and perhaps, in those circumstances where explanation is required, those sorts of additional details would have to be provided by the applicant anyway in order to justify their application.

507

MR. WHITE:
Thank you very much, panel.

508

I have no further questions, Mr. Chair.

509

MR. KAISER:
Mr. White?

510

Mr. McLorg?

511

CROSS‑EXAMINATION BY MR. McLORG:

512

MR. McLORG:
Thank you, Mr. Chair. I just have a very few questions. I'm thankful to my predecessors this morning because, in particular, Mr. Rogers covered many of the areas that were of concern to Toronto Hydro.

513

Panel, for the record, I'm Colin McLorg, here on behalf of Toronto Hydro this morning. And for the record, and for the clarity of the record, I just want to ask you one question to begin with, and that is, I understand that your recommendations for rate‑impact guidelines and additional filing requirements, and so on, would make reference to existing rates. And my question is: In your minds, are those the rates that include or exclude the third installment of MBRR for utilities?

514

MR. HARPER:
Those would be the rates that the Board ultimately approved ‑‑ by the Board for 2005. And so, to the extent the utilities had, you know, submitted C&DM programs, and had received ‑‑ you know, consistent with their outstanding amount of MBRR, and had received approval for those rates, you know, it would include the full amount.

515

MR. McLORG:
So, then, just for clarity, in your view, it is the 2005 rates.

516

MR. HARPER:
Yes.

517

MR. McLORG:
Regardless, really, of whether they include MBRR or not.

518

MR. HARPER:
Yes.

519

MR. HARPER:
So your recommendations don't hinge on the inclusion or exclusion of MBRR, per se.

520

MR. HARPER:
No, no. I apologize if it wasn't clear in the evidence. We tried to make it clear in our direct, that we're talking about impacts. We're talking about, what is the level of revenue requirement required versus what level of revenues would you get if you applied the 2005 rates to the same billing determinants that you're going to use in terms of determining your 2006 rates.

521

MR. McLORG:
Thank you.

522

And then, moving to a different area. I think that you would probably agree with me this morning that there are really three sources of rate impact that we could identify in this discussion.

523

The first would be changes in the total cost of service that is experienced by the utility. And, in some manners of speaking, that would be, kind of, a phase‑1 matter.

524

And then there are two others, which are matters of rate design, which might involve shifts between the proportion of revenue collected by fixed charges versus variable charges, as an example.

525

And then, thirdly, rate‑harmonization impacts.

526

So, having outlined those three, would you agree that those are three separable sources of rate impact?

527

MR. HARPER:
Yes. I think the one we've probably missed is, I guess ‑‑ rate harmonization, I guess, is one aspect of what I would say ‑‑ one aspect of cost allocation in total. So I think you may have other, you know, cost allocation changes going on besides rate harmonization. In rate harmonization, you've got two groups, and you're changing the allocation of the costs of the two of them to bring them closer together. There are other cost allocation changes that, you know ‑‑ allocation of ‑‑ cost allocation for C&DM or other things that could also create impact. So, on your list, that is either a fourth item, or you, sort of, include it along with the rate harmonization.

528

MR. McLORG:
Sure. Well, I certainly agree with what you've said. And I don't think it's that material to my question. But let's include all of those ones that you just mentioned in the cost‑allocation and rate‑design category, then.

529

In your opinion, would it be a reasonable approach for this Board, perhaps, to assess those sources of rate impact and their consequent effect on total bills separately, and, perhaps, apply different policies or procedures or approaches to those three sources of rate impact separately, instead of on a total, combined basis?

530

MR. HARPER:
I think, traditionally, most regulators do look at them, and utilities do look at them, as three separate pieces

531

I think, in the filing requirements that we've outlined, we have broken them down, really, into two pieces. And we've combined the rate‑design and cost‑allocation impacts together, primarily because, you know, we don't anticipate the ‑‑ we don't anticipate being very much in terms of rate design changes. And if they are, they're going to be directly attributable to cost allocation changes, i.e., sort of, the change ‑‑ you change how you're allocating the regulatory assets, and that that change in allocation factors also triggers the basis in terms of how you're going to work them into the rates. It's the same thing impacting on both at the same point in time.

532

And so I'd agree, you could think of it as three. For the purposes of our work, we've collapsed it down into just two, more the, sort of, total revenue requirement, which I think I talked about as being, sort of, where you're looking at the different thresholds, and then the other one being the area of cost allocation and rate design where, really, we were looking, in that case, at the total bill impacts.

533

MR. McLORG:
Thank you.

534

And one final area that Mr. Shepherd raised in his cross‑examination. Were the Board to adopt and an approach of deferring the recovery of a certain portion of the total costs of service, in your opinion, should that deferred amount attract interest?

535

MR. HARPER:
You know, the deferral is going to be longer. If the deferral is going to be for longer than one year, because we're talking about a rate year here, and I think, in principle, when you're looking at, sort of, the deferments from one year to the next, interest applies. I was listening to the proceeding yesterday, and I think that's acceptable and a reasonable principle. I'm not going to get into the re‑debate as to what the interest rate should be. But, yes, in principle, interest should apply.

536

MR. McLORG:
No. And I would like to stay away from that debate, too. But at a very high level, would you agree that the net present value, so to speak, of the deferred amount really stays the same if the deferred amount attracts interest and is recovered at a later time?

537

MR. HARPER:
In a general basis, yes. I mean, you can argue about what discount rate you should be using for net present value. I won't get into that, but that's part of the reason why you're applying interest to that.

538

MR. McLORG:
And so from that one perspective, there wouldn't be a great deal to be gained by deferring recovery of certain amounts, because the net present value of it, at a point in time, would remain essentially unchanged, except if it is affected in a minor way by the rate that you'd select.

539

MR. HARPER:
The gain is the extent to which you are smoothing out the rating increases that customers are seeing. And if you accept that within your rate‑making principles, customer acceptance, stabilities, certainty of rates, are principles that you want to incorporate into your rate‑setting determinations, then that's really the objective. It's really trying to be meet those objectives of rate‑smoothing as opposed to, say, a 10 percent rate increase followed by a 2 percent rate increase.

540

MR. McLORG:
And in your experience, or in your consideration, would it be possible for you to imagine a given customer ‑ perhaps not all customers, by any means ‑ but could you imagine a given customer objecting to a situation in which a cost is deferred and attracts interest and is to be paid at a later time; and would say, instead, I don't want to take that involuntary loan from a utility, I'd rather simply pay the money now. Is that a ‑‑ can you imagine that as being a sensible customer reaction to such an approach?

541

MR. HARPER:
Actually, in essence, no, I can't, given that the utility can probably borrow at a much lower rate than any customer can borrow at.

542

MR. McLORG:
I see. Well, thank you for your answers, panel.

543

Thank you, Mr. Chair.

544

MR. KAISER:
Thank you, Mr. McLorg.

545

Ms. Girvan?

546

CROSS‑EXAMINATION BY MS. GIRVAN:

547

MS. GIRVAN:
Just a brief set of questions.

548

Mr. Harper, you talked about the issue of customer tolerance, and I believe you used the analogy of a toothache; someone's ability to tolerate some pain but at some point that pain becomes intolerable.

549

MR. HARPER:
Yes. An analogy that's going to come back to bite me; right?

550

MS. GIRVAN:
I will keep raising it.

551

Would you agree that on the electricity side, in recent years anyway, we really haven't seen any recent data on customer tolerance?

552

MR. HARPER:
Yes. And I think that's the point we were making in our evidence, is that, you know, there really isn't any empirical data around on, sort of, what, sort of ‑‑ what would hurt versus what would, you know, cause you to grab your tooth and scream in a ...

553

MS. GIRVAN:
And would you agree that on the gas side, in the gas industry, that some of that type of research has been useful in doing things like setting triggers for rate changes?

554

MR. HARPER:
Well, I think I'd maybe have to defer to Ms. Poon on that.

555

MS. POON:
I think it is readily available and that you could look at that. There's no question about that.

556

MS. GIRVAN:
Okay. But I'm thinking more about specifically looking ‑‑ what you said, there might be a difference between electricity customers and gas customers. And I guess I'm just really asking you if you agree that that type of research would be useful on the electricity side.

557

MS. POON:
I agree it would be useful.

558

MS. GIRVAN:
Okay. In terms of that type of customer research, just looking to, sort of, be helpful to the Board, who do you think should undertake that type of research, given a couple of things: One, is that we have customers across the province in very different franchise areas, with probably different customer characteristics; we also have customers who, some are dependent on electricity for heating so their bills tend to be larger. Do you have any ideas about who you think should undertake that type of research?

559

MR. HARPER:
Well, I think it should probably be more of some provincially ‑‑ some agency more at the provincial level than at the local level. And I say that ‑‑ or maybe even at the provincial level in a sense of ‑‑ who are concerned with things at a more generic level than as an individual participant. Because clearly, in my mind, and one of the problems with this type of research, probably, is that it all depends on how the questions are worded as to what you're going to get back. And I think it would have to be a fairly carefully designed process.

560

I mean, I think this is the same comment ‑‑ discussion I had with Mr. Rogers. If you ask people, Do you want your rates to go up? I mean, I ‑‑ the answer is probably fairly self‑evident at the start. So I think, one, it would have to be a fairly carefully designed questionnaire, and as you said, I think you'd ‑‑ which means, I think, you'd want a neutral party involved in helping with, sort of, a sponsoring, if I can put it that way, and so it's seen in that light. And then, also, you'd need a body that's got the ability to, sort of, do that survey over the province, which, as you said, has got a wide range of different distributors, and therefore perhaps you can justify that.

561

You know, it may be hard for Mr. McLorg to get Toronto Hydro to justify a survey of all electricity consumers in Ontario. He could probably get his employer to justify a survey of Toronto consumers, but it may be hard to justify one on a broad basis.

562

MS. GIRVAN:
Okay. And in terms of that type of research, would you say the primary focus would be on rate impact or bill impact?

563

MR. HARPER:
Well, the first focus may be in terms of, do people understand the difference between the two. But, you know, I guess ‑‑ and so I think you're probably ‑‑ because I think really what we're talking about in terms of understanding what's going on in the industry, it's maybe the difference between the two, if you're talking about rates for different segments versus the total bill. And so I think you'd have to focus on both of them to make sure ‑‑ make sure, when you're asking the question, what sort of level of understanding people have, and then in what sense ‑‑ maybe even in terms of what sense do they look at it, in what sense do they understand the different components of the bill or understand there are different components of the bill, and to what extent, when considering that, do they, you know, look at or are able to or realize there's a separation between the components; or are they all just put together in ‑‑ or they just look at it on a total basis. So I think you'd want to pursue both of those issues.

564

MS. GIRVAN:
Okay. Thank you very much. Those are my questions.

565

MR. KAISER:
Thank you.

566

Mr. Stephenson?

567

CROSS‑EXAMINATION BY MR. STEPHENSON:

568

MR. STEPHENSON:
Thank you.

569

Good morning, panel. I want to focus a little bit on the nexus between rate impact mitigation on the one hand and service quality and reliability on the other. And, Mr. Harper, let me just ask you this:

570

I recall ‑‑ let me back up for a minute. Mr. Shepherd reviewed with you a list of different ways in which there can be mitigation of potential impacts, and the very first one he mentioned was the reduction in costs.

571

And you may have some specific recollection of this that I do. I remember a number of years ago an example of this precise kind of thing that occurred at Hydro One, and I can't remember if it was on the transmission side or the distribution side, or both. But I believe back in '98 or '99, when they were last in front of the Board on a major hearing, one of the things they did was they made ‑‑ in order to reduce their revenue requirement, because they wanted to maintain costs ‑‑ rates within a reasonable range, they made explicit decisions about deferring certain activities, and, in particular, various forms of maintenance work, line work and forestry work, and so forth, that they otherwise would have undertaken. But they felt that the cost and rate impact of undertaking that work was unacceptable in that time frame.

572

Do you recall that basic ‑‑ that practice that occurred at that point in time?

573

MR. HARPER:
Yes, I do actually. And I think it was actually ‑‑ I believe it was the 2000 filing that involved it. I think what they were doing is they had identified ‑‑ I've got the reference materials here, if we need it, but I don't think it is necessary. I think they identified, say, a few areas where they felt it was possible to, sort of, defer, or reduce, the level of activity for a limited period of time, acknowledging that you couldn't have that lower level of activity for an extended period of time, but, for, sort of, a short period of time, you could have a reduced level of activity without impinging on, sort of, the reliability and service quality of the system. So I think, to some extent, that took place. I think, to some extent, they were trying to focus on areas where they could reduce costs without having an impact on service reliability.

574

MR. STEPHENSON:
So when we're talking about deferrals here, in a sense, there is two different kinds of deferrals that we can be talking about. There may be more, but there is at least two.

575

One is a ‑‑ you know, in effect, a physical deferral: That you simply don't do certain things now, and thereby reduce the costs that you would otherwise incur. And that is an example of that kind of thing. Is that fair?

576

MR. HARPER:
Yes, that is.

577

MR. STEPHENSON:
And the second kind of a deferral ‑‑ is the so‑called "deferral account", where you actually do incur the costs, you do the work and the costs, but you simply defer the recovery of those costs, in your rates, to some later point in time in the future.

578

MR. HARPER:
Yes. And I think, you know, within that same proceeding, the Hydro One Networks, you know ‑‑ I think there was some environmental costs ‑‑ environmental activities that they felt they had to do, but received approval from the Board for a deferral account, so they could defer the recovery of those until later. And that was one of the reg asset accounts that were dealt with in Hydro One proceedings before this Board last year. So that would be an example of that second type within the same application.

579

MR. STEPHENSON:
Okay. Now, just dealing with service quality and reliability here. In my own mind, at least, I see that, sort of, manifesting itself in two distinct ways. Sometimes, when you are not undertaking activity, you're either not increasing the amount of activity or you're actually decreasing it, it may be manifested quickly, within the year, in the sense of ‑‑ you may have less number of people that are doing, you know, responding to outages, and so forth, or you have less people on call centres, or whatever. So you actually have an immediate, or almost immediate, decrease in response or service quality. That can happen, you would agree with that?

580

MR. HARPER:
Yes.

581

MR. STEPHENSON:
And then, secondly, you can have a different kind of situation where there wouldn't be, necessarily, any measurable, immediate impact. And this arises where you're talking about expenditures that relate to, in effect, the stewardship and the sustaining work with respect to the infrastructure of the utility. And any degradation there might not be immediately apparent.

582

MR. HARPER:
I think, probably, examples of that may be vegetation management and the frequency with which you, say, are doing inspections on equipment at transmission stations ‑‑

583

MR. STEPHENSON:
Sure. And when you're dealing with an aging asset base, it may be the pace at which you upgrade or replace aging assets. Fair?

584

MR. HARPER:
Yes.

585

MR. STEPHENSON:
And in that category, the actual diminution of service quality and reliability may not be manifested in any material way this year, it may be not even next year. But we know, as a matter of statistical certainty, it is going to show up at some point in time, unless something is done. Fair?

586

MR. HARPER:
You know, if you continue to underfund the activity, at some point in time, something ‑‑ you know, the service quality will degrade.

587

MR. STEPHENSON:
Right. So I guess what I'm ‑‑ focussing on that latter category, the ones where the impact may not be immediately manifested. Would you agree with me that it's something that both the utility, on the one hand, and the regulator, on the other, has to be sensitive about, in terms of engaging in physical deferrals. That it may be a superficially appealing place for somebody that's looking to reduce costs to go and do that, because there's no immediate impact. Would you agree with me that that is a risk about that kind of cutting?

588

MR. HARPER:
Yes. I think it is a risk in the sense that I think one would have to ‑‑ you know, the problem would be, if you do the cut on the premise that, you know, I'm only going to do it for a short period of time, and then somehow forget the fact you're supposed to come back and rebuild it back up again. You just keep it at that lower level, because, I've gotten there and I'm going to continue to maintain it and keep it at that level.

589

MR. STEPHENSON:
It's like a narcotic after a while; right? It becomes something you can't give up. Because once it goes out of the base budget, in effect, it is hard to bring it back into the base budget.

590

MR. HARPER:
I think that was the point I was making ‑‑

591

MR. STEPHENSON:
Yes.

592

MR. HARPER:
‑‑ maybe not as strongly as narcotics, but ‑‑

593

MR. STEPHENSON:
And one of the things you talked about, in terms of the deferral account ‑‑ moving to the other kind of a deferral, now: Were you're talking about an accounting deferral?

594

MR. HARPER:
Yes.

595

MR. STEPHENSON:
You talked about the appropriateness of using that will depend upon two broad considerations: One was, what your expectation was vis‑a‑vis future rates; and the second was, what kind of costs are you deferring the recovery of. Do you recall that?

596

MR. HARPER:
Yes. And, actually, those two may be somewhat linked. There may be, actually, some linkage between the two, yes.

597

MR. STEPHENSON:
Okay, fair enough. Obviously ‑‑ I guess the point is, just to amplify on that, if ‑‑ it only makes sense to defer costs ‑‑ recovery of costs into the future, if you are projecting that future rate increases are going to be, relatively speaking, lower than the immediately projected rate increases. That's the whole point of smoothing.

598

MR. HARPER:
Assuming the premise behind the deferral is to offset rate impacts, and not yield inter‑generational equity issues because you're trying to spread ‑‑ yes. If the deferral accounting is primarily looking at rate stability, then I think you have to wonder where the rates will go in the future, yes.

599

MR. STEPHENSON:
And obviously, there is an element of uncertainty about that. Nobody has any clear sense of that, particularly if you're talking about a bill impact. Fair?

600

MR. HARPER:
Yes.

601

MR. STEPHENSON:
And let me come back to a point that Mr. White was dealing with. One of the things that you mentioned is that ‑‑ is talking about the cost‑allocation exercise, which is going to be coming down the pike in another year or so. And you admitted, quite fairly, that, frankly, unless there is some changes, in terms of cost allocation, one wonders what the point of spending all the time is.

602

So, I mean, is it fair to assume that, when and if that exercise occurs, there are going to be some significant changes in cost allocation? That would be the ‑‑ your current best expectation; is that fair?

603

MR. HARPER:
Yes. I think, you know, I mean ‑‑ it may be utility‑specific, given ‑‑ as we talked about, sort of, in the discussions with ‑‑

604

MR. STEPHENSON:
And intrinsic in that will be, in itself, an issue of rate impact, as well; fair enough? At least for the customers for whom costs are being shifted toward, there's going to be a rate impact problem; fair?

605

MR. HARPER:
Yes.

606

MR. STEPHENSON:
So if you have a situation where you engage in a deferral of costs, in terms of the '06 rates, for recovery in future years, you may well have a problem in terms of customer acceptability, in terms of recovering those costs in 2007 and 2008, when you're going to pile that impact on top of rate impacts created by the cost‑allocation changes.

607

MR. HARPER:
Yes. I think that is the point I acknowledged in talking to Mr. White earlier.

608

MR. STEPHENSON:
And so that would certainly be a factor that you would want to take into account under your first consideration, that is, where are rates going in the future.

609

MR. HARPER:
Yes.

610

MR. STEPHENSON:
It may make things ‑‑ it may make the situation worse and not better. Fair?

611

MR. HARPER:
Yes.

612

MR. STEPHENSON:
Okay. And just generally speaking, obviously, in terms of where rates are going in the future, deferral, it's like a ‑‑ to use another analogy, it's like a snowball rolling down a hill; right? If rates are getting higher in the future, it doesn't become less acceptable ‑‑ sorry, it doesn't become more acceptable to recapture those costs. It may become less acceptable.

613

MR. HARPER:
I guess you have to know the difference between rates becoming higher and what's the level of rate increase each year. I mean, a 1 percent increase will give you higher rates, but if I forecasted a 1 percent rate increase for next year, there may be ‑‑ that may mean I can postpone some cost recovery for that year. So I think it is not absent of a rate increase, is more like what's the level of rate increases.

614

MR. STEPHENSON:
Fair enough. Let me now come back to the issue of what kinds of cost you're talking about. And the point that you made, I think quite properly, is that one‑time costs are more amenable to the use of a deferral account than recurring costs. And that's, again, sort of, using my snowball effect, is that if it's a recurring cost, it's difficult to figure out when you're going to recapture those costs. That's your point.

615

MR. HARPER:
Yes. I think that was the premise behind my comment.

616

MR. STEPHENSON:
All right. Now, you mentioned, as an example, of a one‑time cost a catch up on maintenance. Do you recall saying that?

617

MR. HARPER:
Yes.

618

MR. STEPHENSON:
And I guess the question I have is that ‑‑ I understand the point. It is, at least theoretically, possible that you could have a specific single year initiative where you're going to do some kind of backlog work or something else, and I take it that is what you were referring to.

619

MR. HARPER:
Yes. I think, if I understand correctly, I think the handbook, actually, in tier‑2 adjustments make this distinction between what is the increased level of activity, assuming because utilities were financially, sort of, stressed over the recent period, that the ‑‑ you know, that the certain activities were underfunded, then there is two issues. One is, what is the level of funding that is required to bring that back up to what's an appropriate level of funding to provide the services that customers want. The second question is, over and above that, do I have to spend any additional money in the short term to, sort of ‑‑ more for immediate remediation dollars, if I can put it that way, and, sort of, those immediate remediation dollars that I would put in the catch‑up category.

620

MR. STEPHENSON:
Right. But if we're talking about, for example, a situation where there has been, shall we say, a multi‑year underfunding of some of the, if I can call it, stewardship expenses. If you know what I mean by that, maintaining the infrastructure as it is. There's been a multi‑year underfunding for any particular reason. I mean, isn't it fair to assume that even if we're going to do some catch‑up work, we're talking about multi‑year catch‑up work. We're talking about something going into, in effect, the base budget. Is that fair, in terms of increased expenditures in order to catch up for a lost decade of underfunding?

621

MR. HARPER:
When you say, "Going into the base budget," I think if it was a catch‑up it would, again, maybe go into a base budget for a couple of years until you completed the catch up, and then supposedly that would be coming out of the ‑‑

622

MR. STEPHENSON:
All right. Let's put it this way. You would agree with me that utilities may be at a situation where they are looking at an increase in these kind of expenditures, that is maintaining the infrastructure at an appropriate long‑term level. That will require, in effect, if not a permanent, then at least for the foreseeable future, increase in their budget in those kind of maintenance capital and operating expenditures.

623

MR. HARPER:
Right. And I think that is the type of thing the tier‑2 adjustment addresses, yes.

624

MR. STEPHENSON:
That kind of increase would not be, in your view, appropriate for a deferral account.

625

MR. HARPER:
I think that type of increase would be less appropriate for a deferral account. I don't know if there is an absolute answer to it.

626

MR. STEPHENSON:
Fair enough.

627

So just dealing with ‑‑ I don't think anybody is going to suggest to you or to the Board that rate mitigation, you know, is an irrelevant factor in their rate setting, in that they can never can never entertain it. I think it is all quite proper and focuses on mechanics and factors for consideration.

628

I guess the fact ‑‑ an issue that I would just like to get your view on is, given expenditures that may be related to service quality and reliability are, perhaps, an attractive subject for deferral, either in the sense of a physical deferral or in the sense of an accounting deferral, what my client is concerned about is that the Board doesn't take its eye off the ball as to the impact that those kinds of deferrals might have on service quality. And would you agree with me that if the Board is considering a deferral in order to massage around a rate impact, that it should be explicitly mindful of the impact that that has on service quality and reliability performance indicators?

629

MR. HARPER:
Yes. And I think that is part of the reason why, in the conversation that I was having with Mr. Shepherd, I was talking about it is something that has to be an iterative process.

630

MR. STEPHENSON:
And would you agree with me that, in terms of the Board being sensitive to that issue and being mindful of that issue, they would have to be sensitive and mindful of the fact that a deferral might not register, materially register, in terms of a year‑over‑year service quality measure, for example. I mean, they would have to be sensitive about the fact that this might not necessarily be reflected in a measurable spike in performance on a year‑over‑year basis. Is that a fair comment?

631

MR. HARPER:
Yes. I think that it's a fair comment, and maybe cuts both ways in the sense that if you were considering two areas where you were looking for a deferral ‑‑ you know, all things being equal. Unfortunately, you might end up focussing on the one hand didn't have an immediate impact. Hoping that if you didn't defer for too long you wouldn't have an impact at the end of the day.

632

MR. STEPHENSON:
Right. I started by talking about a situation, a specific situation at Hydro One earlier, in terms of deferral of particular work. But would you agree with me that, by virtue of the restructuring and a variety of limitations that have been put on by government and the regulator, in terms of recovery of expenses, that this issue of deferral of sustaining capital, sustaining O&M, that has not been an issue that's been limited to Hydro One. That has been ‑‑ that issue has arisen at a variety of LDCs across the province. Is that a fair comment?

633

MR. HARPER:
Yes. Again, that's why you have the revision of these tier‑2 adjustments in the handbook.

634

MR. STEPHENSON:
Right. Okay.

635

Those are my questions. Thank you very much.

636

MR. KAISER:
Thank you, Mr. Stephenson.

637

Mr. Millar.

638

MR. MILLAR:
Thank you, Mr. Chair. My friends have been very thorough, so I will be only asking a couple of questions.

639

CROSS‑EXAMINATION BY MR. MILLAR:

640

MR. MILLAR:
If I could direct the panel's attention to page 28. You discuss, briefly, the other components of residential customers' bills and you presume a 5 percent increase over time. Could you tell me a little bit more about how you came up with that figure, the 5 percent.

641

MR. HARPER:
I don't think there was any particular magic to the number. I'd been a participant on the regulated price plan working group, which Navigant was a consultant supporting it. And in some of the discussions we talked about, you know, various increases in prices that might take place. And I wouldn't say this is their number, but based on, sort of, the discussions, it was a number that I felt might be reasonably representative.

642

Like I said, there is no magic to that. One could equally have used 4. I think it would probably have been inappropriate to use 10.

643

MR. MILLAR:
So it's an educated guess, would you say?

644

MR. HARPER:
Yes, I think that's the best way to put it. Yes.

645

MR. MILLAR:
I have a couple of questions about table 14, which I think you will find on page 37.

646

MR. HARPER:
Right, I've got that.

647

MR. MILLAR:
You've agreed that the threshold figures we're talking about in table 14 refer only to distribution rates, the 8 percent increase would refer only to distribution.

648

MR. HARPER:
Yes, that's what we're talking about here. Category 1 says, "Increase in overall, average distribution rates." That's right.

649

MR. MILLAR:
That's right. So do these thresholds presume an increase in the other components of the bill of 5 percent?

650

MR. HARPER:
No, they don't, actually. When we were doing our work, in terms of trying to at the same time go through a process of assessing, Well, what would this type of increase in distribution mean for total bills? And we were coming up with figures of less than 3 percent, that was assuming nothing else changes.

651

MR. MILLAR:
That's assuming nothing else changes.

652

MR. HARPER:
And I think that's consistent with a comment that I think we made in the report about, when selecting these thresholds, one might want to be a little bit conservative because one realizes that that 3 percent itself is assuming nothing else changes.

653

MR. MILLAR:
Okay. So if, for instance, the other components of the bill, which I think we discussed can make up around 80 percent of the bill ‑ actually, I think we discussed the distribution rates are anywhere between 9 an 37, but typically around 20?

654

MR. HARPER:
I think the average for all of those was somewhere in the 23, 24, 25 ‑‑

655

MR. MILLAR:
Okay, 23, 24, 25, so around 75 percent of the bill is actually other components.

656

MR. HARPER:
Yes.

657

MR. MILLAR:
So these threshold figures you discuss here, would you anticipate they would have to change, depending on other bill impacts? For example, if there was a doubling in the commodity rate, or something like that, would you anticipate that would impact these thresholds?

658

MR. HARPER:
Not directly, no. I guess if sufficient information had come out by the time the Board was making its final decision on this, that it was clear what sort of ‑‑ it was clear that there were going to be substantial increases in another part of the bill and that was something that ‑‑ you know, and they, too, wanted to incorporate into different levels of customers' expectations, that might influence it. But I think you would have a number of hoops you'd have to go through to get that.

659

And like I said, to some extent, I think we were trying to be somewhat conservative, recognizing that there were, potentially, changes elsewhere that could occur. So ...

660

MR. MILLAR:
Okay. Thank you.

661

You discussed in your evidence in‑chief how you came up with the 8 percent figure, and I think you said it reflected inflation and a couple of other things. I didn't write down your exact words. So you gave us a little bit of an idea of where you came up with the 8 percent figure.

662

Could you tell us a little bit more about where you came up with the 16 percent and the 25 percent thresholds? Are these, again, educated guesses, or is there a ‑‑

663

MR. HARPER:
Maybe I could characterize it more as informed judgment, let me put it that way ‑‑

664

MR. MILLAR:
That's fair.

665

MR. HARPER:
‑‑ than educated guesses. And it has to do both ‑‑ and I tried to explain that a bit in my direct, in terms of, you know, the 16 percent represents a number that is, sort of, you know, sort of, materially over inflation, over the four‑year period, and also looked at what would be the types of total bill impacts that would be linked with that, which I think we mentioned would be in the 6 percent ‑‑ you could ‑‑ could be as high as 6 percent impact on the total bill. And it was those two considerations that went together.

666

Like I said, it was really more informed judgment. I must admit, we went through some iterations in terms of looking at impacts on customers related to inflation for a number ‑‑ this wasn't the first set of numbers that we put down on a piece of paper and played around with.

667

MR. MILLAR:
So there is not necessarily any magic to 6 percent ‑‑

668

MR. HARPER:
No, no, no. I think, you know, I think we have indicated the criteria, the principles, we used to it. If the Board wanted to, sort of, you know, accept those criteria but perhaps modify it in terms of what they thought was appropriate for either customer expectations or level of cost increases, at which you wanted to, sort of, increase levels of scrutiny, I think that would be perfectly appropriate. It was more the concept of trying to mirror what takes place in a cost‑of‑service‑type review, whereby levels of scrutiny increase as the level of ‑‑ as the rate increase goes up, is what we're trying to address here. I don't think there is a magic as to whether it's 8 percent or 10 percent.

669

MR. MILLAR:
Okay. Thank you.

670

Just one final set of questions. Mr. Rogers and Mr. Shepherd touched on these, but I just want to make sure I'm entirely clear.

671

It seems to me that if we look at table 14, for the most part, we're not actually talking about mitigation ‑ and Mr. Shepherd touched on this ‑ it seems to be more the level of scrutiny we will put the numbers to. Is that accurate?

672

MR. HARPER:
Well, I think it's the level of information we will require the utility to file. I think the level of scrutiny the Board wants to put it at is something that Staff, in its judgment, has to make once it receives the application. I think this type of information will help them better decide what level of scrutiny the application should be put to.

673

MR. MILLAR:
Okay. But strictly speaking, that's not mitigation, that's examining the figures.

674

MR. HARPER:
No. And I guess, if you think about the initial terms of reference we had, which is the talk about rate mitigation, I guess at the end of the day, our conclusion is there is no hard number or hard percentage point at which you would say utilities shouldn't be allowed to get $12 more than that, they have to mitigate.

675

MR. MILLAR:
And you've already agreed that the Board is already obligated to ensure that costs are prudently incurred?

676

MR. HARPER:
Yes.

677

MR. MILLAR:
So even if we were talking about a distribution rate decrease, for example, if that were to happen, the Board would still be obligated to look into the numbers and make sure everything was proper.

678

MR. HARPER:
Yes.

679

MR. MILLAR:
When we look at the wording of category 4, under table 14, the filing requirements, "the variance analysis and justification required as along with discussion as to what efforts they plan to take to mitigate the anticipated increase, and where/how these plans are reflected in the application," when I read that, that seems to suggest that there will be a positive duty on the LDC to come up with a mitigation plan. Is that how you envision it?

680

MR. HARPER:
You know, I mean, like I said to an earlier comment, one could go through the analysis, the variance analysis, and indicate that virtually all of that increase, even if it was 25 percent, was arising to things that were outside of the utilities' control; and that from their perspective, you know, sort of, you know ‑‑ and on that basis, they have done as much as they felt reasonably possible to control costs and their costs are reasonable, and say, you know, we have no plan on that basis. You know, the shareholder could suggest that they wanted to make a contribution to the plan. So in my mind, the plan ‑‑ maybe the bottom line is, saying you have no plan is a plan ‑‑

681

MR. MILLAR:
Okay.

682

MR. HARPER:
‑‑ is also a response to that. Depending upon what the sources of the increase are, the Board would have to decide whether the fact you haven't looked at that and considered it all is really appropriate, given where the sources of your cost pressures are.

683

MR. MILLAR:
Okay. Thank you.

684

Now, again, I think you said we're mostly talking about the level of information the utility would have to file and the scrutiny the Board might pay to it. Are there any instances when you'd envision that the Board ‑‑ imagine we had a huge distribution rate increase, something in the line of 60 percent; however, the Board decided that these are all prudently‑incurred costs. In your opinion, should the Board still consider rate mitigation if the costs are prudently incurred?

685

MR. HARPER:
Well, I think at that level of increase, you'd maybe want to explore with the LDC what thoughts they've given to mitigation and what opportunities there are for mitigation. I think we've talked about, are there short‑term reductions you can make in costs.

686

I mean, I think a good example of this was when I was, sort of, involved with Manitoba Hydro. They went through a drought which basically was a $400 million impact on their net income in one year. And, believe me, they went out and started to do a lot of cost‑cutting. The cleaners weren't going through the offices nearly as often as they used to be. People were ‑‑ I mean, there was a fair amount of cost control to try and address that, sort of, significant impact on the corporation. And I think if you had rate impacts of that size and that, sort of, impact on customers, I think questions should be posed back to the utility in terms of, What are they doing ‑‑ I guess the comment we use when we're involved in a hearing is to help share the pain, if I can put it that way.

687

MR. MILLAR:
Right. Okay. So I agree that we might want to ask the LDC what they could do to help to mitigate this on their own. But would you envision the Board making orders to impose mitigation? If the utility had prudently incurred costs and simply said, We have already done our belt‑tightening, and the only way we're going to ‑‑ we have already talked about who would pay for this, where this would come from, if it would be across classes or it would come out of the ROE, or something like that. But do you envision instances where the Board might wish to order mitigation if the utility says, We've already ‑‑ we've cut everything we can, and this is what the increase is?

688

MR. HARPER:
Yes. I think that is within the Board's purview to do so. I could envision them doing that, yes.

689

MR. MILLAR:
Okay. Thank you. Those are my questions.

690

MR. KAISER:
Ms. Lott, any re‑examination?

691

RE‑EXAMINATION BY MS. LOTT:

692

MS. LOTT:
I do only have two brief re‑direct questions.

693

First for Mr. Harper. With respect to customer awareness of price, that issue has been dealt with by a number of intervenors this morning. Can you indicate how the commodity prices are set for electricity and natural gas in terms of market pricing?

694

MR. HARPER:
Maybe I can talk about electricity and then I can talk a bit about natural gas. And if I get it wrong, Ms. Poon can hit me and correct me at that particular point in time.

695

I think we have to watch. We're, sort of, moving through ‑‑ we have a number of different circumstances on the commodity here, on electricity. And I think, you know, we went through a period of time right after the market opened where, effectively, prices were set on a market basis for virtually everybody. There were various true‑ups that went on for certain customers and certain classes, so there wasn't a direct pass‑through hour by hour. But, you know, at best there was a true‑up at each month‑end as to what "the actual market prices were, so they were set on a market basis.

696

You know, since then we've been in various regimes where the prices have been set by regulation. And I don't mean "regulation" in the sense of Ontario Energy Board regulation, I mean "regulation" in the sense of government regulations, you know, or bills. I think the first 4.3 was established in Bill 210, and then subsequent regulations after that set the 4.75, .5 for smaller customer. Now, there are still other segments of the market and other customer groups where the prices are set strictly on a market basis, but I think there is a fair portion, a number of customers where it is set by something other than market, which may be part of the problem we're having in convincing everybody that there is a separation. And some prices are regulated, and some aren't regulated in the current market

697

In the case of natural gas, I guess you could argue that, you know, for those same small customers the gas prices are regulated, but to a large extent the process of how they're regulated involves looking at forecasts for market prices, either forecast strip prices for a period of time. And so therefore, while they are regulated by the Board, a lot of the input into that is based on market‑based parameters and reflects the market.

698

MS. LOTT:
And just to Ms. Poon. Can you indicate whether there was a settlement agreement regarding phase‑in of cost allocation of DCC costs for Union Gas, and then upstream transportation costs for Enbridge.

699

MS. POON:
In the case of Union Gas on the DCCs, that actually went to hearing, and that was decided through a Board decision in regards to, in effect, limiting any rate increase ‑‑ phasing in the DCC elimination over five years. Which, in effect, resulted in the largest industrial customers impact only being limited to about 9 percent.

700

In regards to Enbridge's allocation of upstream transportation costs for storage and upstream transportation costs for rates, that was actually determined through an ADR process. Whereby all intervenors and parties made that decision to come up without the 9 percent tiering mechanism, whereby no rate class for the first three years would have an impact, due to the cost allocation, of greater than 9 percent. And then the fourth year would just wipe out anything remaining. But that ADR decision or agreement, to some extent, came after the Union decision.

701

MS. LOTT:
Okay. And regarding that settlement, you said that all intervenors signed on to that. Was Schools Energy Coalition as well as VECC a party to that agreement to phase in those costs?

702

MS. POON:
Yes. Yes, they were. That was, subsequently, also approved by the Board, that ADR agreement.

703

MS. LOTT:
Thank you. Those are my redirect questions.

704

MR. KAISER:
Mr. Sommerville? Ms. Chaplin?

705

MS. CHAPLIN:
No.

706

QUESTIONS FROM THE BOARD:

707

MR. KAISER:
Mr. Harper, I just have one question. I know you have been a little bit evasive on this, but we have this famous category 4, where distribution rates exceed 25 percent. And you say on the previous page that total bill impact for 1,000 kilowatt‑per‑month residential user would be greater than 9 percent. That's the threshold in terms of the total bill impact.

708

MR. HARPER:
Right. And I think what we're saying is when you get ‑‑ at the 25 percent, it's expected that virtually everybody will be under 9. Once you get over the 25, then clearly, I hate to say it, the sky is the limit.

709

MR. KAISER:
You keep referring to the 3, 6, and 9, and you referred to the distribution‑only rate increases as 8, 16, and 25. So I can equate them, can I?

710

MR. HARPER:
Yes.

711

MR. KAISER:
In any event, and we understand that there is different, as Mr. Millar and others have pointed out, there is different evidence that they have to offer as they creep up in these threshold categories, from the variance account and the variance account plus the justification. And then when we get to the big daddy, they have to file a mitigation plan. And there you say, this is at page 36, that this might include proposals to defer cost recovery of specific programs and/or lower net‑income levels.

712

Now, if the net‑income level was lowered, and you say lower the net‑income level below that permitted under the revised handbook. So in that scenario, they would be accepting a rate of return below the level that is provided for in the handbook; correct?

713

MR. HARPER:
Yes.

714

MR. KAISER:
Now, let's suppose Mr. Rogers comes on behalf of his client and he has got some category 4 situations, but he's not offering up to lower the net‑income level, or take a lower rate of return, or share the pain. Do you think the Board should order him to do that if that is the only way to get the mitigation accomplished?

715

MR. HARPER:
I think the Board would want to understand, before it did so, what the financial implications on that particular utility were of ordering a reduction, in terms of, what was its current financial soundness, if I can put it that way, and, sort of, it's level of financial viability. You know, and to the extent that ‑‑ and that that would be a consideration. If it was bordering on a credit rating downgrade, then clearly that would be a serious consideration the Board would have to take. If it had been demonstrating fairly positive earnings for the past year and was doing fairly well, then I think that would be a consideration on the other hand that the Board would have to take into account.

716

So I can't say, yes or no. I think it is a consideration, you'd have to look at the financial circumstances.

717

MR. KAISER:
You'd have to go into further analysis to determine what lowering the rate of return did to the utility in the financial markets and such.

718

MR. HARPER:
Yes. Exactly right.

719

MR. KAISER:
Now, you represent the Vulnerable Energy Consumers.

720

MR. HARPER:
They were the ones that retained us to do this work, that's correct.

721

MR. KAISER:
And in your analysis here you've just looked at the bill, and the procedures or remedies follow the nature of the rate increase. You don't look at the nature of the customer in your analysis.

722

MR. HARPER:
No. In this analysis we haven't, no.

723

MR. KAISER:
You review a lot of jurisprudence, but most of it is Canadian. Do you ever look at the American jurisprudence on this mitigation issue?

724

MR. HARPER:
Not directly, no.

725

MR. KAISER:
Some of the jurisdictions in the United States, California is one, take a percentage of the income and they throw it in a pot. And then if they have a situation where there is a certain class of customer that is vulnerable, if I can use the term that your client uses, they take some money out of the pot and they use that money to reduce that rate.

726

MR. HARPER:
No. When you say jurisprudence on mitigation, I thought you meant on, sort of, a broad level. Sort of within the fact that there are various programs of various natures that exist in different US jurisdictions, whether it be that sort or whether it be, sort of, programs that are directly tied to income where there is a close working relationship between the utility and the social agencies that allows them to identify those people and provide lower rates to them. I'm aware those sorts of programs exist, and to some extent that is maybe one of the fundamental differences I see between ‑‑ like there is no Canadian jurisdiction that actually comes anywhere close to doing that, where there are a number in the US that do.

727

MR. KAISER:
My question is this: You represent these vulnerable energy consumers. I don't know who they are or where they are, but they're somewhere, I guess, that is why you're here. There are jurisdictions that create a special fund to take care of such a class of customers. Did you ever consider that as part of your proposal to this Board? Did you look at that at all?

728

MR. HARPER:
No, I didn't, and probably for three reasons. One was that, you know, I'll be quite honest with you, this Board has had a long history, I would say probably dating back to about 1975, in, sort of, taking the position that social rate making wasn't within its purview. So that's the position on that.

729

I think probably the types of programs that you're talking about would require things like creating different customer classes, which is something going into this process we were on the understanding wasn't really on the table. To do anything more, sort of, dramatic than that would require more time than we have between now and July 4th to implement.

730

That's not to say that, I guess, one shouldn't go through a process of ‑‑ that maybe as a society we shouldn't go through a process of deciding whether or not electricity is a basic need product, in making sure that somehow or other people who have low income have an ability to afford it. Whether or not ‑‑ I guess part of the problem I have with saying it should be, I can accept the first premise. Whether or not that should be done through utilities, which would require a fundamental change in their working, or whether it should be done through some other mechanism, like appropriate funding of in terms of minimum wage and social assistance, is an issue I think that, sort of ‑‑ I think it's beyond yourself.

731

I think the government itself has to resolve how best to do it. If the decision is best to do it through rates, then that is something we can proceed along with.

732

MR. KAISER:
In any event, it's not the position of your client that it should be approached in that way.

733

MR. HARPER:
Well, I think you would have to ask the client that.

734

MR. KAISER:
Thank you, Mr. Harper. Thank you Ms. Poon.

735

Ms. Lott, I think we're finished with this panel. This panel can be excused.

736

MS. LOTT:
Thank you very much.

737

PROCEDURAL MATTERS:


738

MR. KAISER:
Mr. Millar, I guess we have Mr. Rogers' witness in the afternoon. When would you like to come back, Mr. Rogers?

739

MR. ROGERS:
At your convenience, Mr. Chairman.

740

MR. KAISER:
Can we do it at one o'clock? Oh, that's twenty minutes.

741

MS. LEA:
Twenty minutes?

742

MR. KAISER:
How about 1:30?

743

MR. ROGERS:
Yes, or 1:15.

744

MR. KAISER:
Ms. Chaplin has a big sandwich. 1:30.

745

MR. ROGERS:
That's fine.

746

MR. KAISER:
Do you think we'll be able to finish this afternoon?

747

MR. ROGERS:
I will be very short. I plan to be perhaps 20 minutes in‑chief, but beyond that I lose control.

748

MR. KAISER:
Can I just canvas the other parties. Starting with you, Mr. Shepherd, any idea how long you might be with Mr. Rogers' witness?

749

MR. SHEPHERD:
I expect to be roughly the same length of time as with this panel.

750

MR. KAISER:
Mr. White?

751

MR. WHITE:
Probably less than 20 minutes.

752

MR. KAISER:
Ms. Lott, will you have questions?

753

MS. LOTT:
No. I was just going to say ours would be between 30 and 45 minutes.

754

MR. KAISER:
Mr. McLorg?

755

MR. McLORG:
At most, 10 minutes, sir.

756

MS. GIRVAN:
At this point, no questions.

757

MS. KWIK:
No questions at this point.

758

MR. KAISER:
Thank you. Well, possibly we might be able to finish up today.

759

Thank you. We'll come back at 1:30.

760

‑‑‑ Luncheon recess at 12:45 p.m.

761

‑‑‑ On resuming at 1:30 p.m.

762

MR. KAISER:
Please be seated.

763

Mr. Rogers?

764

MR. ROGERS:
Thank you, sir. I have with me this afternoon Mr. Derek HasBrouck, who is a member of the PA Consulting Group, and the man responsible for the report which has been filed as Exhibit B.8 in these proceedings.

765

Could he be sworn, please.

766

HYDRO ONE NETWORKS PANEL 1 ‑ HASBROUCK:


767

D.HASBROUCK; Sworn.

768

EXAMINATION BY MR. ROGERS:

769

MR. ROGERS:
Mr. HasBrouck, your curriculum vitae is attached to Exhibit B.8. It can be found at B‑2 to B‑12. Is this an accurate summary of your experience and qualifications?

770

MR. HASBROUCK:
Yes, it is.

771

MR. ROGERS:
Now, I would like to just review some of the highlights, just for a moment. First of all, can you tell us ‑‑ you, I understand, are with the consulting firm, PA Consulting Group Inc.

772

MR. HASBROUCK:
Correct.

773

MR. ROGERS:
And you're a management consultant in PA global's energy practice.

774

MR. HASBROUCK:
That's correct.

775

MR. ROGERS:
Tell us a little bit about PA Consulting Group, would you?

776

MR. HASBROUCK:
PA Consulting Group is a London‑based management systems and technology consulting firm. Had had a small presence here in North America a few years ago. Acquired a firm named Hagler Bailly, of which I was senior officer, to both build up its North American practice and reinforce its global energy capability. We're about 3,000 or so staff, spread in 40 offices, 20 countries, something like that.

777

MR. ROGERS:
All right. Thank you very much. Now looking at your curriculum vitae and your personal experience, I see, from page B16 of the summary of your experience, that you began with an engineering degree from Rensselaer University.

778

MR. HASBROUCK:
Rensselaer Polytechnic Institute, yes.

779

MR. ROGERS:
Yes, Rensselaer Polytech. That's in New York state, I think?

780

MR. HASBROUCK:
It is. Troy, New York, occasionally a modestly‑successful hockey program.

781

MR. ROGERS:
And you're an electrical engineer, by profession?

782

MR. HASBROUCK:
I am, yes.

783

MR. ROGERS:
I understand that, following your graduation as an engineer, you actually worked as an engineer for a time with an electric utility.

784

MR. HASBROUCK:
Yes, I did. I joined Florida Power and Light shortly after my undergraduate work, and worked there as both a design engineer and then a construction and maintenance supervisor in transmission distribution activities, and some customer service activities.

785

MR. ROGERS:
Then, in 1988, I see that you went to the JL Kellogg Graduate School of Management at Northwestern University, where you received a Masters degree.

786

MR. HASBROUCK:
That's correct. A Masters in management, or an "MBA", as they begrudgingly have agreed to let it be called in more recent years.

787

MR. ROGERS:
And shortly after that, after getting what we'll now call your MBA, you appear to have been involved in the consulting business from then until the present time, in one form or another.

788

MR. HASBROUCK:
That's correct. I've consulted, predominantly, to electric and gas utilities, their regulators and their consumers for the last 16 or 17 years.

789

MR. ROGERS:
All right. And during the course of your experience, as you set out in this curriculum vitae, you have testified before various tribunals and courts in the United States.

790

MR. HASBROUCK:
That's correct.

791

MR. ROGERS:
I don't believe you've ever testified before this Board before, have you, sir?

792

MR. ROGERS:
I have not had the pleasure.

793

MR. ROGERS:
But I take it that, in the United States, you have been accepted as an expert witness on matters relating to utility regulation.

794

MR. HASBROUCK:
Utility rates, utility service quality; yes, I have.

795

MR. ROGERS:
Mr. Chairman, could Mr. HasBrouck be recognized as an expert on utility regulation, and, in particular, mitigation of rate impacts.

796

MR. SHEPHERD:
Mr. Chairman, before the Board decides whether this witness is an expert on rate mitigation, I wonder if we could find out whether the witness has any specific experience relating to rate mitigation. I didn't see any in the CV, and I wonder if we can get details on that.

797

MR. KAISER:
Mr. Rogers?

798

MR. ROGERS:
Very well. I think it is in the CV, but can you help us there, please? Just tell us what experience you've had with rate mitigation issues.

799

MR. HASBROUCK:
Rate mitigation is ‑‑ or concerns about the size of rate impacts, size of rate increases and how those impact various customer groups, are a matter that comes up in virtually every rate proceeding. And so, in that context, I've been involved in a dozen or more proceedings, either as a witness or as an analyst in support of others that have dealt with those issues.

800

MR. KAISER:
Mr. Shepherd, do you wish to pursue that?

801

MR. SHEPHERD:
No, I don't. Thank you, Mr. Chair.

802

MR. ROGERS:
Thank you.

803

Mr. HasBrouck, we have filed a report with the Energy Board as Exhibit B.8, which deals with issues of rate mitigation.

804

Was this report prepared by you, with the assistance of your colleague, Mr. Heidell, and was it prepared under your supervision and control?

805

MR. HASBROUCK:
That's correct.

806

MR. ROGERS:
And do you adopt this report as your testimony, or the basis of your testimony, in this proceeding?

807

MR. HASBROUCK:
Yes, I do.

808

MR. ROGERS:
Thank you.

809

First of all, I don't wish to spend a great deal of time, Mr. Chair, in‑chief, but I thought it might be useful to summarize some of the major recommendations.

810

To do that, perhaps you could just help us, Mr. HasBrouck. The report that you have prepared is divided into various sections, I see. The first section is an executive summary. And then there is an introduction in section 2. In section 3 you move through a jurisdictional review for the Board ‑‑

811

MR. HASBROUCK:
Correct.

812

MR. ROGERS:
‑‑ to review other jurisdictions with similar problems.

813

MR. HASBROUCK:
Specifically, jurisdictions with restructured electric or gas markets. So, looked at jurisdictions throughout North America, both here in Canada, as well as the United States. And so ‑‑ and I think it is probably worth noting, have included Alberta, which was ‑‑ which I believe was not represented in the evidence we heard this morning, as well as states in the northeast and upper mid‑west, predominantly, that have restructured their markets in the US.

814

MR. ROGERS:
Thank you. Then, in section 4, you go through the economic principles and financial considerations which you believe bear on the issue.

815

MR. HASBROUCK:
Correct. These are, you know, reasonably straightforward revenue‑requirement issues, financial‑stability issues, financial‑market concerns, creditworthiness, et cetera, that are, I think, pretty well‑understood issues that come to bear on this question, and frankly, got quite a bit of a discussion this morning.

816

MR. ROGERS:
All right. Thank you. Section five of your report deals with Ontario's specific issues, in some detail.

817

MR. HASBROUCK:
As many in this room probably know better than I, there are any number of sources of pressure that are coming to bear on the LDCs in Ontario, that come from different directions and different ‑‑ in different past decisions and policies. So we have tried to put some perspective to how one might think about those issues in, individually and in aggregate.

818

MR. ROGERS:
Thank you. Then, finally, in section 6, you deal with the practical options for the Ontario Energy Board to consider in the matter before it.

819

MR. HASBROUCK:
At the end of the day, this is about trying to find ‑‑ at least, from my perspective, I think the Board is trying to find some practical ways to deal with what are some difficult situations. And so we've attempted to put forward some ‑‑ what we hope the Board will find practical suggestions.

820

MR. ROGERS:
Thank you very much.

821

Now, in preparing this report, I gather you were asked by my client to review the things that we've just discussed, and also to review the report that Mr. Harper and his colleague filed, that we discussed this morning.

822

MR. HASBROUCK:
That's correct.

823

MR. ROGERS:
You comment on ‑‑ you have certain points of agreement with him and her ‑‑ with Ms. Poon and Mr. Harper.

824

MR. HASBROUCK:
Many points of agreement.

825

MR. ROGERS:
And a few points of disagreement, I think it is fair to say.

826

MR. HASBROUCK:
Indeed.

827

MR. ROGERS:
Can we ‑‑ just as a convenient way to deal with some of the highlights of this, could you turn to the executive summary of your report, which is found at page 1‑1.

828

Now, in the executive summary, you've tried to summarize, I assume, the key recommendations which you are making to this Board.

829

MR. HASBROUCK:
That's correct.

830

MR. ROGERS:
Section 1.1 of the summary deals with the issue of jurisdictional experience that we talked about a moment ago. Can you just tell us, what your basic conclusions were, or what you drew from this review of other jurisdictions, that would be of use to this Board?

831

MR. HASBROUCK:
In looking at the jurisdictions that we reviewed, there were several key points that came out. One, a consistent theme, was that revenue requirements were evaluated for prudency, and just, fair and reasonableness, and then set aside. I mean, revenue requirements were left, if you will, after that prudency determination was made, as sacrosanct. And rate design, cost allocation, revenue recovery were all issues that were then taken up to figure out how to collect that prudently determined revenue requirement. So there was not an opportunity to arbitrarily reduce that revenue requirement as a way to reduce the overall level of revenue recovery.

832

Secondly, there were some mitigation measures that we found in these jurisdictions that are, if you will, buried in the mechanics of cost allocation and rate design. Our judgment was that the better versions of those tools were when they were applied within a customer class, meaning within a block of residential customers, or commercial customers, or industrial customers, as opposed to applying those tools across the classes, because that ran the risk of exacerbating existing inbalances there.

833

And then lastly, that if one of the policy concerns is really about the impact of price increases on low‑income customers, that there were a number of programs designed either through government or through utilities, and funded by either source, that were means tested, transparent programs designed to very much target that specific social need and did not get tied up in trying to make an assumption about, sort of, what a customer that might be more sensitive to ‑‑ or might be put into crisis mode by a certain level of rate increase or where their usage might fall.

834

MR. ROGERS:
Mr. HasBrouck, this morning you may recall that Mr. Kaiser had asked, I think it was Mr. Harper, about I think that topic, that very topic, using California as an example. Are you able to help us at all? I don't know with California, but just with US experience as to how that does work.

835

MR. HASBROUCK:
Well, a recent, very recent example is the settlement in New York State. Consolidated Edison of New York, so the utility that serves the five boroughs of New York City and Westchester County, has reached a settlement with the various parties in a pending rate case where there was a very substantial increase in distribution revenues requested. And at this point, Consolidated Edison is virtually all a distribution company, so very much like the LDCs you're thinking about, you regulate here. They agreed on a means tested, low‑income assistance program, 37 or 38 million per year, from memory. Three quarters of which was funded through rate design cost allocation mechanisms between customer classes, and a quarter of which, or about $9 million, was actually an incremental amount added to their revenue requirement, and thereby collected from all customers in order to fund this specific program.

836

A means‑tested program, executed in conjunction with a number of governmental welfare agencies. So the basic means testing, while it can be enunciated in terms like 150 percent of the federal poverty level, or 60 percent of the State median income, the more practical day‑to‑day implementation is: Has this household, or has this head of household qualified for welfare assistance of one, or three or four types are mentioned, through an existing governmental agency? If so, they qualify for this program.

837

And what the discount is designed to do is much like what the Board has been concerned about here in past proceedings, because that discount is actually a discount off of the, if you will, standing charge or fixed charge. So that it is designed to reduce, for an eligible household, the fixed charge by approximately half on a monthly basis.

838

MR. ROGERS:
Thank you.

839

Now, at 1.2 of your executive summary, you talk about your recommendations, which are based on your review of regulatory principles. I think there are two main recommendations there. Could you just outline those for us and the reasons for them, please.

840

MR. HASBROUCK:
Well, the first is, that ultimately you will be having a hearing about distribution costs, and so we would be quite strong in advocating that speculation on other pass‑through costs and what the levels of those might be. I think we heard here this morning some analysis based on best guesses, professional judgment. Those are very practical realities of trying to guess what a total bill impact is.

841

So our recommendation would be, stick to the portion of the bill that's actually regulated, and focus on that, and do a great job making a very solid determination about that, and let pass‑through costs be dealt with either through markets or through other proceedings which are specifically designed to deal with those.

842

And secondly, a bit of a different topic, we heard this morning about some of these threshold issues and one, two, three, four and whatever. Those standards come dangerously close, in our view, to suggesting multiple levels of prudency for costs. We heard, you know, assertions this morning to the contrary, but I think, as a matter of policy, the Board should be very careful about introducing threshold levels, especially a number of them, that suggest if I can just slide under this bar, not too many questions are asked. That's a slippery slope.

843

MR. ROGERS:
So you're referring to the matrix that Mr. Harper described to us of the various percentages which would trigger closer scrutiny, in his words.

844

MR. HASBROUCK:
Yes.

845

MR. ROGERS:
All right. Thank you. Now, you also looked at financial principles to try to give you some guidance. Can you tell us what your conclusions are as a result of the review of financial principles, to the extent that you haven't already talked about them.

846

MR. HASBROUCK:
Whatever the Board decides to publish on mitigation will be closely looked at by credit analysts in the financial markets as a significant and an important signal in what the future creditworthiness of various LDCs in the province will be. So I think we would strongly urge you to be careful there in understanding what impact it will have on the creditworthiness. And that creditworthiness, as we heard from some discussion this morning, downgrades in that both directly affect customer costs in the future, but also have, as we've unfortunately seen in other jurisdictions, an insidious degradation of service quality, purely or largely from lack of investment.

847

MR. ROGERS:
Can we talk about the second point, this has to do with regulatory deferrals. This was discussed this morning with several of my colleagues.

848

There were two types of deferrals, I think, which were raised with Mr. Harper. One was the so‑called type of deferral that my client actually undertook a few years ago in 2000, I recall, whereby it told the Board that it's going to defer some necessary work for a short period of time to offset what otherwise would be a larger increase in rates. I think it said recognizing that the cost down the road might be greater, but in the interests of smoothing this rate, they would do it. That's one type.

849

Second type of deferral that was raised this morning with Mr. Harper was the kind where the utility actually would incur the costs, or have a revenue requirement approved as prudent and reasonable after scrutiny, and then it was suggested that the utility might voluntarily, or perhaps by mandate, reduce it in some way and defer collection of that proven appropriate return at some other time. What advice do you have for us concerning those two techniques?

850

MR. HASBROUCK:
Well, the first technique is certainly one that has occurred in 20 or 30 jurisdictions across North America. Whether it be quite as explicit as apparently it was here in Ontario in 2000, that's probably something to applaud all of the participants for. That's a nice open discussion of that.

851

In other jurisdictions, particularly in the US, distribution rate freezes over an extended period of time accomplish effectively the same thing, and had that underlying notion that we can defer some things for a little while and we'll do that to try to phase in markets.

852

In some of the discussion this morning, there was a conversation about base budgets and increments and whatever. It is difficult to put it back in some future budget, but that's ultimately a necessity. You can postpone doing some things, and, frankly, prudent management does that all the time. But in testing what the appropriate level of costs are, the just, fair and reasonable costs, I think the Board needs to be ‑‑ lend a favourable ear towards evidence that might demonstrate the costs have been postponed for a while but now it's time to put them back in.

853

To the other point, once a revenue requirement has been established, if there is a collective decision or an order, or what have you, to defer collection of some portion of that revenue for smoothing and rate‑stability purposes, as long as that ‑‑ one needs to be careful with that, because, I think someone mentioned this morning, knowing of LDCs with as many regulatory assets on their books as physical assets, that certainly doesn't sound like a very comfortable situation to be in. But deferrals of that sort, with appropriate interest being paid on the deferrals so there's a recognition that these are real costs and we're simply, effectively, financing those for a few years to accomplish some stability purposes, probably a tool that can be used with care, and with care to the specific circumstances that it's being applied.

854

I guess I would be very careful about writing something in an overall policy chapter that says, And when it reaches this threshold, defer this amount and we'll see you in three years, or something. That sounds like the Board may tie its hands more than it would really like to for the particulars that may come across in the future.

855

MR. ROGERS:
So this is a true deferral, though. This is just deferring the inevitable to a future time.

856

MR. HASBROUCK:
That's correct.

857

Another point to make, which builds off a comment from this morning, there was a question, I believe, about, Well, gee, are there a class of customer who would rather pay now than essentially have a loan given to them that they're going to have to repay in future, and I think there are.

858

If you consider a household where income in the door equals consumption out the door, where there is essentially zero net savings, if the costs ‑‑ if prudent costs are reflected in rates today, on the one hand, that household may well adjust its consumption of other goods and services. If they're, instead, deferred and, effectively, that household's being given an off‑balance‑sheet loan, that may not be the choice that they would make to most optimally manage their household economics.

859

MR. ROGERS:
All right. Thank you.

860

The next topic in the executive summary, and it's developed in considerable detail in the full body of the report, but in the summary, you talk about Ontario‑specific issues, and you say, as a conclusion, that "the handbook should continue to emphasize standardized processes for processing distribution rate cases, but should not be prescriptive with regards to policy."

861

Could you just explain briefly what you mean by that, and why.

862

MR. HASBROUCK:
I understand the, sort of, mountain of rate applications that the Board is expecting to see, and recognize that, in that context, finding some administrative streamlining is an effective tool and something that should be ‑‑ that will be desired. So while we have significant reservations about the multiple threshold perspective solution proposed by Mr. Harper this morning, I can buy into a single threshold for that purpose of some ‑‑ for the benefit of the administrative simplicity.

863

But I think the ‑‑ beyond that, the solutions ‑ and I believe this is consistent with, frankly, what we heard this morning ‑ the solutions to any particular issue where, sort of, you look at that and go, Oh, that's a pretty painful situation, the solution is going to be specific to that situation, and that the Board should look to avoid tying its hands in terms of a formulaic approach or a very prescriptive approach to deferrals or rate redesign kinds of approaches.

864

MR. ROGERS:
So that your recommendation, as I recall it, is that the concept Mr. Harper has of trying to screen out some of these applications for administrative convenience, you accept that; you would just go about designing the threshold in a different way.

865

MR. HASBROUCK:
That's correct. And, specifically, the threshold question ‑‑ actually, one thing I didn't realize until this morning was that, apparently, Mr. Harper's recommendation really only applies to the 2006 proceeding. My understanding was that the overall construct of this rate handbook was to be a more a ‑‑ a document with greater longevity.

866

And so we propose a threshold that would have to be recalculated periodically, but it would ‑‑ the point would basically be for costs within management's control, a starting point for that threshold would be inflation since the period ‑‑ since the time of the last adjustment. And I don't have any ‑‑ and that should, obviously, be coordinated with the test year requirements. So the point was made this morning, it shouldn't be 2000 to 2006, it should be 2000 to 2004. Sure, that's fine. But it would apply equally to an application made in 2009. For someone that hadn't been before the Board in a couple of years, that could be 2006 to 8, or whatever the appropriate years would be.

867

MR. ROGERS:
Just on dealing with this threshold. You would take into account the inflation, then, in the period since the last rate application. As I understand it, you would take into account only those costs which were actually distribution costs within the control of the company's management?

868

MR. HASBROUCK:
Correct. There was discussion this morning about, should there be a productivity offset; the Board could certainly consider that as well. But a productivity offset starts with a premise about what it is management can control. If there are tax law changes, public policy changes, other environmental mandates, what have you, that impose a course of action on one LDC or a collection of LDCs, they're going to need to respond to that. They're going to spend money to meet those mandates. As long as those dollars are tested to be prudent, et cetera, through the revenue requirement process, they really shouldn't be part of this threshold notion for administrative ease.

869

MR. ROGERS:
Thank you.

870

Finally, on the last page of the executive summary, you discuss what I think is one of the major departures between you and Mr. Harper and Ms. Poon, and that has to do with what you call the formulaic benchmarks for determining the need of mitigation. And you recommend that those be rejected. Can you just explain in a little more detail, over and above what you already have, why you say that and how it would work.

871

MR. HASBROUCK:
Well, 10 percent is a nice common number. It's two digits. I guess it sounds like a bigger number than 3 percent inflation or 2 percent inflation. But I don't know that 10 percent is any more valid than 8 percent or 16 percent.

872

So I think, you know, as we all sit here, probably all of us, in our own ways, have experienced, gasoline price changes over the past year, both up and down, of a significant percentage. Changes in prices are a reality of markets, and we, as consumers, have to deal with those and respond to the price signals there.

873

So I don't know of a level below which is not rate shock and above which is rate shock. So I think that's very dangerous territory for the Board to try to pick a number. So that's the basic point.

874

MR. ROGERS:
Okay. And, finally, what would be the danger, in your view, of adopting the proposal which was discussed this morning? You said that you have concerns about different standards of proof that may be required, and we talked about that with Mr. Harper. You've talked about the ‑ I don't mean this to be discourteous ‑ but the arbitrariness of the percentages chosen. And you talked about the need to deal with individual problems when dealing with mitigation.

875

Could you just enlarge on that last point with respect to this issue of harmonization that the Board is going to be facing.

876

MR. HASBROUCK:
Harmonization is, almost by definition, a case‑specific issue. It's an acquisition of one utility by another, or a merger of their cost structures, and then some kind of reallocation of their costs in an equitable way across the combined customer base of the entities. That's a, as I said, ‑‑ the specifics of that would be different in every case.

877

We heard about the wide range of distribution charges this morning. One would hope there will be some harmonization situations where rates, on average, are going down. But clearly for entities that have been acquired and are going to be part of the harmonization process, where distribution rates have been, if you will, below market, there's going to be consistent upward pressure on that.

878

I think it is pretty hard to, again, turn into a numerical, pass/fail, or maximum test, the notion that, Well, double the class average is all that's going to be acceptable. That may be appropriate in some situations, but may well put other situations on a glide path where we'll get harmonization accomplished by 2020. And for all the reason of intergenerational equity, uncertainty about what the future brings, et cetera, that we heard this morning, probably harmonization is something you want to try to get done sooner rather than later. And you know, relatively short glide paths to getting there is probably what you want, but I think the Board will need to give itself the latitude to evaluate those issues on a case‑by‑case basis.

879

MR. ROGERS:
Thank you, Mr. HasBrouck.

880

Those are the questions I have, Mr. Chairman.

881

MR. KAISER:
Thank you, Mr. Rogers.

882

Ms. Lott.

883

MS. LOTT:
Thank you, Mr. Chairman.

884

CROSS‑EXAMINATION BY MS. LOTT:

885

MS. LOTT:
My name is Sue Lott. I'm counsel for the Vulnerable Energy Consumers Coalition. And I wanted to start off this afternoon discussing with you the usefulness and purpose of establishing rate impact thresholds for determining distributors' filing requirements.

886

So I'm wondering if you could turn to pages 6‑11 and 6‑2 of your evidence. I'm looking at the very bottom of 6‑1, going over to the top of 6‑2. Do you have that?

887

MR. HASBROUCK:
Yes.

888

MS. LOTT:
At the bottom of that page, you state: "We concur with the ECS proposal of having a threshold that determines where our filing requirements for distribution rate increase are simplified." Am I correct in stating that?

889

MR. HASBROUCK:
Correct.

890

MS. LOTT:
Then at the top of 6‑2, a little further on, in that very top paragraph, you state that:

891

"We do agree that a threshold guideline is an appropriate administrative simplification for the OEB, given the large number of expected LDC rate filings."

892

So do I take it from that that you agree that, for the OEB and the 2006 LDC rate approvals, that the OEB should establish a rate impact threshold in order to determine what will qualify for a simplified filing requirement?

893

MR. HASBROUCK:
In my perfect world it wouldn't be my first choice, but I can understand and have certainly quite a bit of sympathy for the administrative practicalities that that might offer. And so I put it in the, "I can live with that" category.

894

MS. LOTT:
Okay. Now, if I go back to page 1‑2 of your evidence, if I can take you back there, and I'm looking right under section 1.4, entitled ‑‑ starting with "a threshold for standardized review of rate requests."

895

I note that you state in that paragraph below it:

896

"For proposed rate increases in excess of this threshold, greater information should be provided to aid the OEB in applying a uniform standard for evaluating the appropriateness proposed revenue requirements." I'm correct about that?

897

MR. HASBROUCK:
Correct.

898

MS. LOTT:
Then just keeping that in mind, if we go back to page 5‑4 of your evidence, and I'm taking you under section 5.3, and I'm looking at the second‑to‑last sentence in that first paragraph where you state:

899

"Distribution rate increases below the threshold value would qualify for simplified filing requirements as defined by the data requirements in spreadsheets outlined in the handbook."

900

Then still keeping that in mind, I wanted to take you to page 6‑2, if you could follow me there. Under the section 6.1.3, purpose of the threshold. And then if you're with me there, directly under that you state that:

901

"The purpose of the threshold, should the Board find that such a threshold is necessary, should be limited to a test of what will qualify for a simplified filing requirement."

902

I'm correct about that statement?

903

MR. HASBROUCK:
Correct.

904

MS. LOTT:
Okay. Now, from these three statements it appears, at least to me, that you envision LDCs with proposed rate increase in excess of the threshold having to file additional information over and above what the simplified filing requirement set for LDCs below the threshold is. Am I correct about that?

905

MR. HASBROUCK:
I think all of this is ‑‑ to be honest, I think all of this discussion of one threshold, or multiple thresholds, is an administrative attempt to codify the practice that we would all expect and have all been through many times. If you file for a rate decrease, at one end of the spectrum, it's a pretty short proceeding. If you file for a monumental rate increase, at the other end of the spectrum, you bring a big truckload of documents and you have a pretty long proceeding.

906

I don't have deep personal knowledge about the specific filing requirements here before the OEB for a tariff revision. I think the point we were trying to make here is, given a situation where at least in the 2006 situation ‑‑ and I think maybe this would be helpful for all of us to clarify, sort of, what we envision as 2006 only and what we envision as some more enduring process. That if for 2006 the advent of 90 rate applications landing "ka‑thud" on a desk is, you know, the cause of heart attacks in some quarters, then we need to find some practical way to ease that burden.

907

To the extent that some entities can meet a threshold, some LDCs can meet a threshold, that pretty much says, you know, life seems to be okay here. Maybe there aren't any major issues. Some expedited, administrative review of that and some reduced filing requirements seems to make sense.

908

MS. LOTT:
Sorry, if you could repeat the last point. That the reduced ‑‑

909

MR. HASBROUCK:
You can now look at it as either reduced from what somebody is asking for, 50 percent would need to bring.

910

MS. LOTT:
Could you give me some examples of what additional information you would suggest that they would provide or be expected to provide to the Board.

911

MR. HASBROUCK:
"They" being someone that is filing for a large rate increase?

912

MS. LOTT:
Yes.

913

MR. HASBROUCK:
Inevitably, just the way rate proceedings work, if you're presenting an unpopular position, you're going to do more homework, provide more detailed evidence, suggest more witnesses, you know, whatever the case may be to justify ‑‑ to communicate your position. To put, as the LDC would see them, the facts out on the table and then look to have a dialogue around them.

914

MS. LOTT:
Okay. I would like you to turn now to page 1‑2 of your evidence. I'm looking there at the ‑‑ your second bolded point under 1.4, "Ontario‑Specific Issues."

915

MR. HASBROUCK:
Yes.

916

MS. LOTT:
And under that, you say:

917

"For proposed rate increases in excess of this threshold, greater information should be provided to aid the OEB in applying a uniformed standard for evaluation."

918

Now, in reading this statement, it appears to me, and I would like to get your comment after I further give you my interpretation of this, that you are making a distinction between standards for filing requirements and standards for evaluating the appropriateness of revenue requirement requested.

919

And the reason I say that is, if I look at the top of page 1‑2, the same page we're on here, under section 1.2, you state there, in bold, that:

920

"The standards for evaluating the appropriateness of the revenue requirement should be independent of the amount of rate adjustment required."

921

And so I take it that you are stating that, for purposes of evaluating rate applications, there should only be one standard?

922

MR. HASBROUCK:
That's correct.

923

MS. LOTT:
Okay. And then in contrast, it appears that in the statements at the bottom of the page, you've allowed that there could be different information filing requirements based on the revenue requirement request itself.

924

MR. HASBROUCK:
I'm sorry, I missed the question.

925

MS. LOTT:
Well, in the statement at the bottom of the page, you've indicated that there could be a different information filing requirement based on the revenue requirement request.

926

MR. HASBROUCK:
I'm still not sure what the question is.

927

MS. LOTT:
Well, you stated there:

928

"For proposed rate increases in excess of this threshold, greater information should be provided to aid the OEB in applying a uniformed standard for evaluating the appropriateness to proposed revenue requirements."

929

MR. HASBROUCK:
Yes.

930

MS. LOTT:
I guess I'm simply saying: Aren't you stating that you're acknowledging that there may be a different level of information required for this kind of a filing?

931

MR. HASBROUCK:
I think the answer is certainly.

932

MS. LOTT:
Okay.

933

MR. HASBROUCK:
I mean, the statement at the top of the page, the point is, it's a very important policy issue that there be a single test for what are prudently‑incurred costs.

934

If you can demonstrate prudently‑incurred costs with ten sheets of paper, or if you have complicated issues that raise questions and raise concerns and take a thousand sheets of paper to describe, you know, those are two ends of the same spectrum. But the test for determining the revenue requirement remains the same.

935

MS. LOTT:
Okay. I think you have answered my question. Thank you.

936

MR. HASBROUCK:
Sorry for the roundabout journey there.

937

MS. LOTT:
If I can move you up, again, to page 5‑2. And here, I'm looking at the ‑‑ in the beginning of the last paragraph under that section 5.2, "Customer Expectations," the very bottom of the page there, where you state that:

938

"Experience in other jurisdictions implementing electricity restructuring shows that extensive consumer education needs to be part of the equation. Customers need to understand what part of their bill is distribution and why rate adjustments are needed."

939

Are you familiar at all with customer education efforts that were undertaken in Ontario in conjunction with the recent restructuring of the electricity industry?

940

MR. HASBROUCK:
Only tangentially.

941

MS. LOTT:
Do you have a view as to whether more customer education is required or would be useful with respect to 2006 rates?

942

MR. HASBROUCK:
I think the answer to that is almost certainly yes.

943

MS. LOTT:
Now, if I can move you to page 5‑3 of your evidence. You state, on the bottom paragraph of that page, at the beginning there:

944

"Customers should also be educated about the distribution cost pressures and the associated need for rate adjustments. At the same time, customers can also learn about cost increases associated with energy costs and other pass‑through items, as well as increases associated with taxes and government mandates."

945

Would you also agree that further education of Ontario consumers in these areas would be helpful?

946

MR. HASBROUCK:
Again, I don't have detailed firsthand knowledge of ‑‑ I haven't done a poll of Ontario consumers to somehow gauge their level of education. But I'd be very surprised if that were not the case.

947

MS. LOTT:
Would you agree that one way to do this would be for LDCs to explain to customers how government‑mandated transition‑cost recoveries and other, as you have called them, distribution pass‑through costs are impacting on distribution rates?

948

MR. HASBROUCK:
Yes. The only reason for the hesitancy is I'm not sure ‑‑ some of those items that you listed may also impact other portions of the total bill and so there is a question there about perhaps educating ‑‑ someone may need to do some education on how they impact other line items on the bill, too.

949

MS. LOTT:
Agreed, and that's understood. Would you agree that, for utilities' 2006 rate applications and the variance analysis they would file, as has been suggested by ECS's witnesses, provides information on one way that we could do this?

950

MR. HASBROUCK:
As I understood the ‑‑ as I listened to the variance analysis being described this morning, some of that data might well be the same sort of information you would want to include in certain educational initiatives.

951

MS. LOTT:
Okay. I wonder if I could take you to appendix A of your evidence, and I wanted to look there specifically at A4. And the first paragraph that falls under the heading of "Connecticut Light and Power" is what I was going to ask you about.

952

MR. HASBROUCK:
Mm‑hm.

953

MS. LOTT:
And here, you talk about the recent experiences of Connecticut Light and Power, and you state there that:

954

"Connecticut Light and Power," and I'm quoting here "recently had a contentious hearing with respect to an application to raise its distribution rates by 16.7 percent."

955

And then you go on to state that the application received negative publicity generated by the state attorney general and others due to the size of the increase.

956

Can I take it from these statements that the hearing was contentious due to the size of the increase?

957

MR. HASBROUCK:
I think there are some other dimensions at play. But I think it's also safe to say that if the proposed increase had been 3 percent, it would have been much less newsworthy.

958

MS. LOTT:
Okay. When you use the term "contentious," then, and you said there might have been other reasons as well, can you talk about how that ‑‑ what you meant by that and how it might have impacted on the review of the application.

959

MR. HASBROUCK:
There are a ‑‑ well, one example of that ‑‑ there are some other issues at play that this provided a forum for various parties to vent and/or jockey for position or try to make some points, however you want to think about that.

960

For example, ISO New England, the independent system operator of the New England transmission system, has determined that there is a need for a major transmission upgrade in southwestern Connecticut. The Granby‑Stafford area, for anybody with, sort of, local geographic knowledge, that initiative has a fair bit of ‑‑ has several opponents to it, I guess; some for environmental reasons, some for aesthetic reasons, some for cost reasons. In part, this proceeding became a bit of a magnet for some of that discussion.

961

MS. LOTT:
Okay. Thank you. I wanted to take you back to page 5‑2 again of your evidence, and I'm looking there at the top full paragraph.

962

You're making reference there, in that general paragraph or section that starts with 5.1, you're making reference there to an interim decision of the Alberta Energy and Utilities Board regarding EPCOR's 2004 rate adjustment. Are you familiar with that case and the related decision?

963

MR. HASBROUCK:
I'm not deeply familiar with that. A colleague was involved in this, and I've relied on his far deeper personal knowledge.

964

MS. LOTT:
So would you be able to confirm, for example, that EPCOR was looking for an increase of over 10 percent in O&M expenses? Are you familiar enough with the case to know that?

965

MR. HASBROUCK:
I believe that is correct. I wouldn't ‑‑ don't hold me to the decimal point percentage, but ‑‑

966

MS. LOTT:
Okay. Can you also confirm that the specific decision you referenced there was only an interim decision, and that as the Alberta Energy and Utilities Board stated on that ‑‑ on page 4 of the decision you referenced, that EPCOR Distribution Inc.'s forecast of operating costs was not fully tested during the proceeding, and the Board considered that the O&M expenses could be fully tested during the final proceedings.

967

MR. HASBROUCK:
I believe that to be correct. The point we were trying to make with this particular paragraph that you reference on 5.2 was really about pass‑through costs and useful uses of deferral accounts to balance those out over time. So this particular item was about transmission costs and how those charges could be transparently communicated, separately tracked and then trued up for in the fullness of time.

968

MS. LOTT:
I don't know if you're familiar at all with the final proceedings on EPCOR's 2004 tariffs and the Alberta Energy and Utility Board decision that was issued of August of last year. Are you familiar with that one?

969

MR. HASBROUCK:
Not personally.

970

MS. LOTT:
Okay. Would it surprise you that, as part of the proceeding, that EDI, in order to demonstrate the reasonableness of the O&M increases in each area, provided detailed account break down of its forecast operating costs and detailed explanations of year‑over‑year changes in order to support an increase that was substantially higher than inflation?

971

MR. HASBROUCK:
Let's be clear here. You started referencing paragraph 5.2 that was all about transmission access charges. I think you shifted to distribution operating costs. Is that correct?

972

MS. LOTT:
That's right, yes.

973

MR. HASBROUCK:
That would not surprise me at all, no.

974

MS. LOTT:
Okay. Can you tell me whether account‑by‑account details of costs and detail explanations of year‑over‑year changes is part of the requirements of the current draft rate handbook?

975

MR. HASBROUCK:
I don't believe so.

976

MS. LOTT:
Thank you for that.

977

I wanted to take you to ‑‑ well, I wanted to talk to you a little bit about the 2006 rate handbook, the current draft, which is Exhibit A.2. I take it you're familiar with its proposal to use 2004 actual costs to establish the cost base for 2006 rates.

978

MR. HASBROUCK:
In a general manner, yes.

979

MS. LOTT:
Okay. If the 2004 requirements are the appropriate basis for comparison in terms of judging the reasonableness of the costs, why are you proposing to set a threshold of 15 percent that allows for inflationary increase all the way to 2006, rather than to 2004, which is, again, what ECS is proposing?

980

MR. HASBROUCK:
I think a point of clarification is in order.

981

We were retained to do some specific research on other jurisdictions, financial principles, regulatory principles and then some review of Ontario‑specific issues, specific to rate mitigation. We have not been involved in the more broad‑based effort to draft the tariff handbook here, and the rate handbook here in Ontario.

982

So the ‑‑ what came out this morning of the appropriateness of 2004 costs trued up as the test year basis for 2006, if that is the way it's being done, I certainly have no problem at all revising our threshold proposal to be directionally consistent with that. The number of years since the company has been in, and the inflation ‑‑ and comparing controllable costs to inflation over that period of time.

983

MS. LOTT:
Okay. Thank you.

984

I wanted do move on to another area here. Is it your understanding that there have been a significant number of mergers and acquisitions in Ontario's electricity distribution sector since 1999?

985

MR. HASBROUCK:
I understand that the industry has gone from just short of 300 or so LDCs to something under 100.

986

MS. LOTT:
Okay. If I can take you to your own evidence, 5‑8 ‑‑ take you to that page. And I'm looking at the second sentence under the section 5.6, where you state:

987

"One of the benefits of combining distribution utilities is to create economies of scope and scale and create long‑term benefits to all distribution customers."

988

Is it fair to say that economies of scale and long‑term benefits should lead to lower distribution rates for customers than if the status quo had been maintained?

989

MR. HASBROUCK:
That's a ‑‑ the obvious answer seems to be, yes. However, I think it is important to put, at least in the context of Ontario, a long string of caveats to that. If you're making that judgment based on ‑‑ well, a question? Were you going to use rates as the vehicle to judge costs?

990

MS. LOTT:
Yes.

991

MR. HASBROUCK:
If you had cost reflective rates, which I understand is not uniformly the starting place as we go into 2006, and had revenue recovery allocations to customer classes based on ‑‑ those all done, if you will, in a bottom‑up fashion, and that ‑‑ and everybody had a market based rate of return embedded, and taxes had been taken care of, and, and, and. If you had all of that string of things leveled up, yes, the point of amalgamation was to achieve some benefits to the industry as a whole that, on average, the average customer would be better off.

992

MS. LOTT:
Okay.

993

MR. HASBROUCK:
That may be a useful thing to point out. That is, I specifically mentioned long‑term benefits there, and I think that is consistent with some of the earlier dialogue we had here this afternoon about harmonization being ‑‑ harmonization is probably something to think about phasing in. My preference would be shorter rather than longer, but that is ‑‑ we are doing something and taking some efforts there to create long‑term benefits.

994

MS. LOTT:
Are you familiar at all with the PBR framework that is set out in the 2000 rate handbook?

995

MR. HASBROUCK:
Once upon a time, yes. I'm afraid that is a dusty cobweb at this point.

996

MS. LOTT:
Okay. You probably then aren't aware, but I will ask you, are you aware that the PBR framework included a productivity offset of 1.5 percent per annum?

997

MR. HASBROUCK:
I had heard that number mentioned.

998

MS. LOTT:
Okay. Now, based on all of these factors, that is, economies due to mergers and acquisitions, more economically‑efficient business‑oriented utilities and the past PBR regulatory framework, wouldn't it be reasonable to include some allowance for productivity improvements as an offset to the cumulative inflation rate when you're setting the threshold value for simplified filing requirements?

999

MR. HASBROUCK:
As we said here, I believe the term we used was, that would be a starting place. The cumulated inflation since the last filing would be a starting place for establishing the threshold. If the Board wanted to make a more detailed enquiry into what an appropriate productivity offset is, that wouldn't be an unreasonable thing to do. It is also, though, I would suggest, not a task to be taken lightly. I mean, if you think of this is RPI minus X, X is not a number that we just, sort of, dream up over lunch.

1000

So I think there is a balance there, how much effort to put in versus how much benefit we might get.

1001

MS. LOTT:
So I take it from your evidence that you would be agreeing that all of these factors would lead to a threshold significantly below 15 percent, which is based strictly on inflation.

1002

MR. HASBROUCK:
To be clear, the 15 percent was based on six years, I believe. And we've, sort of, established that four, I think, if I've heard the arithmetic correctly, is the more proper number. So to that extent, yes.

1003

MS. LOTT:
Now, if I could take you ‑‑ I wanted to talk a bit about rate harmonization. I wanted to take you to page 5‑9 of your evidence. At the top of the page there, you're making three suggestions as to what topics guidelines for rate harmonization should include. And I note there you have, "perception of fairness, cost management, and cost justification."

1004

Now, as I read these three guidelines, they sound more like reasons why rate harmonization should proceed, wouldn't you agree?

1005

MR. HASBROUCK:
I do think rate harmonization ought to proceed.

1006

MS. LOTT:
Okay. Would you agree that rate harmonization will lead to some customers paying higher and other customers paying lower bills than they would have otherwise?

1007

MR. HASBROUCK:
That would be the expectation. Whether that's a net ‑‑ a net positive or a net negative, if you will, to total customer payments to utilities, I don't know.

1008

MS. LOTT:
Would you agree that the annual rate impacts of harmonizing rates should be a consideration when you're determining whether and how much to harmonize rates for 2006?

1009

MR. HASBROUCK:
I'm sorry, could you repeat the first part of the question.

1010

MS. LOTT:
Would you agree that the annual rate impacts of harmonizing rates should be a consideration when you're determining whether and how much to harmonize rates in 2006?

1011

MR. HASBROUCK:
I don't believe it should be a determinant of whether or not to harmonize. I think harmonization is an important inevitability that you need to get on with.

1012

To the extent ‑‑ so, given that you're going to do it, yes, the level of rate impact should be a consideration to the degree of rapidity of the harmonization or trajectory of the harmonization, or however you want to view that slope, whether it's a cliff or a slope.

1013

MS. LOTT:
Do you think there should be a guideline for rate harmonization?

1014

MR. HASBROUCK:
If the rough numbers we've talked about are, We had 300‑ish LDC tariffs, or have 300‑ish LDC tariffs in existence today, and come sometime in 2006, we're going to have 90‑ish in existence, clearly it's going to need to be dealt with. But I don't know how to author a ‑‑ some useful metric that could be a pass/fail test, or something else, that would aid the Board.

1015

I think there's ‑‑ you know, unfortunately, I think there's 200‑ish individual decisions to be taken there, some, no doubt, much harder than others.

1016

MS. LOTT:
Okay. Thank you.

1017

I wanted to move on to another area here. I wonder if you could turn to page 5‑3 of your evidence, and I'm looking at the middle of the second paragraph of that page. And I'm looking at the sentence in the middle that says:

1018

"Over the five‑year period of 1999 to 2004, residential customers consuming less than 750 kilowatt‑hours per month had rate increases on the order of 4.2 percent per annum, including an increase for the market rate of return adjustment and recovery of costs associated with market transition."

1019

I'm just wondering if you can clarify for me whether this value is based on Hydro One Networks in particular, or does it represent more of an industry‑wide average?

1020

MR. HASBROUCK:
I believe that's a Hydro One Network‑specific number.

1021

MS. LOTT:
I'm also wondering if you can clarify whether that 4.2 percent is related to distribution charges or to the total bill.

1022

MR. HASBROUCK:
That, I believe, is an estimate of distribution charges, because the starting place was a total bill of which a deemed energy component was factored out. So it's not a clear distribution tariff at the beginning. It is one at the end.

1023

MS. LOTT:
Okay. Thank you for that. I wanted to talk about the issue of deferral accounts to mitigate rate impacts. And I wonder if you could turn to page 4‑4 of your evidence. And I'm looking there at section 4.2.3, where you suggest two tools for mitigating rate shock. You have there, "modifications to rate spread and rate design to equalize bill impacts or to shift increases to customers who will be less impacted," and then "modifications to the immediate revenue requirement through deferral accounting or the application of reserve funds from other sources to offset a rate increase."

1024

Would it be fair to say that that first approach that you're suggesting there really just moves the impact around between customer classes and individual customers?

1025

MR. HASBROUCK:
I think that's correct. I think virtually all rate mitigation just moves it around.

1026

MS. LOTT:
And would you also agree that the second approach of deferral accounting addresses the problem for all customers, and in the longer term ‑‑ this means that in the longer term, the utility providing the average increase, going forward, is reasonable and there is assurance of recovery?

1027

MR. HASBROUCK:
I'm sorry, I lost the question.

1028

MS. LOTT:
Okay. I guess what I'm asking you is, the use of deferral accounting, that's different, it seems to me, in contrast, to the first approach, because it addresses the problem for all customers; but it also addresses the issue for the utility in the longer term because this is all provided the average increase, going forward, is reasonable, and that there is an assurance of recovery.

1029

MR. HASBROUCK:
Deferral accounting does result in spreading ‑‑ with the assumptions you gave of, you know, appropriate interest on that balance and significant assurance of recovery, deferrals do have the benefit or the effect of smoothing it over years. They may or may not affect different customer classes differently. I mean, that's ‑‑ again, we're starting ‑‑ my understanding is we're starting from, in many cases, a situation here where the current cost allocations are not cost reflective, so it's hard to say what is more fair or less fair.

1030

MS. LOTT:
Okay. Are you aware of any jurisdictions where deferral accounting for distribution costs has been used to address concerns regarding increases in distribution costs?

1031

MR. HASBROUCK:
Sure. I mean, there's a number of jurisdictions ‑‑

1032

MS. LOTT:
Could you tell me who those would be?

1033

MR. HASBROUCK:
Yes. In the Con Ed case that's currently going forward, there is what you can think of as a deferral for some pension benefit ‑‑ pension and benefit accounting issues and some taxation issues. It's a very ‑‑ I won't say "very common," but it's a practical tool for some changes in tax ‑‑ in tax bases as well.

1034

MS. LOTT:
Okay. Are you aware that your client, Hydro One Networks, in its original distribution rate application, included the deferral of roughly $28 million in environmental costs?

1035

MR. HASBROUCK:
That was mentioned this morning. And again, the notions that have been talked about today, I think we've referenced in our evidence, things that are one‑time events and have long‑term benefits are, perhaps, more suitable to deferrals certainly than what you might consider normal operating costs or annual operating costs.

1036

MS. LOTT:
I just have a couple of more areas or a couple of questions.

1037

I wonder if you could turn to page 1‑2 of your evidence, and I'm looking at, under section 1.4, the first paragraph and the second sentence, where you state:

1038

"Policy issues, especially in areas related to rate harmonization/rate caps, are delaying the transition to market based rates and should be exclusively addressed in separate proceedings to allow a full review of the relevant issues."

1039

I just wanted to understand what you're suggesting here. Do you mean that the issues of rate harmonization and rate caps or mitigation should not be considered by this panel but in a separate proceeding?

1040

MR. HASBROUCK:
I think what we're suggesting is that, with the rate handbook in mind and interest in trying to find a useful administrative path through this large number of applications, the Board should be ‑‑ I would suggest the Board be careful in rolling potentially broader policy issues up into, you know, perhaps a few sentences in a rate handbook. I don't know whether those specific items are ‑‑ if the Board would deem those important policy issues, or not, but it's more a caution.

1041

MS. LOTT:
Okay. Just one last question, Mr. HasBrouck. Am I correct that in preparing your report you've relied on your experience in other jurisdictions, and you have not conducted a specific analysis of the history of rate increases for gas and electric utilities in Ontario?

1042

MR. HASBROUCK:
I'm sorry, run the question by me one more time. I apologize.

1043

MS. LOTT:
I'll run it by you again. Yes. I wanted to know if I'm correct in my statement here, that in preparing your report that you have relied on your own experience and looking at other jurisdictions, and that you have not conducted a specific analysis of the history of rate increases for gas and electric utilities in Ontario. Is that correct?

1044

MR. HASBROUCK:
That's correct.

1045

MS. LOTT:
Okay. And in fact, you relied on the ECS analysis and the experience elsewhere, in that regard, in formulating your own recommendations to the Board.

1046

MR. HASBROUCK:
ECS did a nice job of recapping the history of the issue as it has unfolded here in Ontario, and we certainly used that. We have done a rather broad ‑ but I want to be clear, we wouldn't offer it as comprehensive ‑ survey of rate mitigation issues in other restructured jurisdictions which appeared to be missing from the ECS analysis.

1047

MS. LOTT:
But you did rely on Ontario‑specific analysis provided by ECS.

1048

MR. HASBROUCK:
That's correct.

1049

MS. LOTT:
Okay, thank you very much.

1050

Those are my questions, Mr. Chairman.

1051

MR. KAISER:
Thank you, Ms. Lott.

1052

Mr. Shepherd.

1053

MR. SHEPHERD:
Thank you, Mr. Chairman.

1054

CROSS‑EXAMINATION BY MR. SHEPHERD:

1055

MR. SHEPHERD:
Let me start by following up on that review of other jurisdictions. When you did that review, you didn't include any LDCs that were owned by governments, did you?

1056

MR. HASBROUCK:
We didn't ‑‑ I think that's a ‑‑ I think that is a ‑‑ that result is a correct statement, although we didn't get there, sort of, the way the question the suggests.

1057

MR. SHEPHERD:
I'm not suggesting you did it on purpose, I'm just saying there weren't any LDCs owned by governments in your survey.

1058

MR. HASBROUCK:
There are LDCs owned by governments in the jurisdictions we looked at, but there weren't any cases that bubbled to the top. And yes, that's a unique complication to Ontario.

1059

MR. SHEPHERD:
And that, that should change how you look at mitigation; right?

1060

MR. HASBROUCK:
Why?

1061

MR. SHEPHERD:
Well, for example, you're aware that the market‑based rate of return was phased in in Ontario by this Board.

1062

MR. HASBROUCK:
Correct.

1063

MR. SHEPHERD:
That was a mitigation activity that wouldn't have been appropriate with privately‑owned companies, would it?

1064

MR. HASBROUCK:
Well, that's a policy ‑‑ I mean, I might phrase it that that's a policy decision that was made, and it was apparently phased in, and certainly some practicality to that, yes.

1065

MR. SHEPHERD:
Okay. That phase‑in wasn't an incorrect way of mitigating the change, was it?

1066

MR. HASBROUCK:
I'm not going to second guess that decision, no.

1067

MR. SHEPHERD:
Well, I'm asking your opinion.

1068

MR. HASBROUCK:
Well, unfortunately, I'm blessed with some hindsight here. Given that we still haven't got it done, one might ask whether that was the best thing to do. I mean, my understanding is that the 2005 rate applications will contain the third piece of that. That's at least two years delayed from when it was originally intended, or something like that. One could reasonably ask the question, you know, would the province have been better off if it, sort of, got on with it in one fell swoop and didn't have that to fall back on? I don't know. I'm not saying that is correct, I'm saying that is a question one could ask.

1069

MR. SHEPHERD:
Well, that goes right to the heart of mitigation, though, doesn't it? So let me ask you the question point blank: Would it have been better, in hindsight, for this Board in 1999, or 2000, whatever it was, 2000, to have just put the whole market‑based rate of return in bang, right away?

1070

MR. HASBROUCK:
Moves to restructured markets have many, many moving parts, frankly, of which distribution is often the tail of the dog. So I could easily see why it was done this way.

1071

The point I guess I would make, from a financial creditworthiness perspective, is what we have learned about restructured markets is that the creditworthiness of the LDCs are the bedrock of the entire marketplace. I think that's one of the fundamental lessons from California. In that context, for example, the securedization of stranded costs in various jurisdictions has provided a much degree of comfort amongst debt holders about the cash flows that are going to ultimately repay bonds associated with that.

1072

One might make the same ‑‑ one might point out a similar sort of thing about the market‑based rate of return phase‑in, that that was, essentially, a deferral, but subject to change. And bondholders get uncomfortable ‑‑ credit agencies that are looking at a bondholder's view of the world get uncomfortable when cash flows are less certain than they would like.

1073

MR. SHEPHERD:
Of course, this is another difference between the California situation where you have investor‑owned utilities, and Ontario, where you have publicly‑owned utilities; right? Because the public sector utilities don't have as much of a creditworthiness issue as an investor‑owned utility; right?

1074

MR. HASBROUCK:
Why? Why is that?

1075

MR. SHEPHERD:
Well, for example, Toronto Hydro doesn't need to worry in the end whether it can borrow on the markets because it's shareholder, the City of Toronto, can borrow in very favourable rates of return because it is creditworthy, and then it can lend to its utility; correct?

1076

MR. HASBROUCK:
That may be true. That wouldn't give much comfort to the bondholders of Toronto Hydro.

1077

MR. SHEPHERD:
Okay. Let me turn to another question.

1078

MR. HASBROUCK:
I think you want to approach sovereign‑type guarantees very, very cautiously.

1079

MR. SHEPHERD:
Let me move to a second question. Can you turn back to page 1.2, which you've talked about a number of times. You make this general statement that the handbook should contain ‑‑ sorry ‑‑ should continue to emphasize standardized processes for processing distribution rate cases, but should not be prescriptive with regards to policy.

1080

Now, let me understand what you mean by that. You mean with respect to rate mitigation, it shouldn't be prescriptive as regards to policy?

1081

MR. HASBROUCK:
What we were saying here is actually a bit broader than that, but, yes I would agree with that.

1082

MR. SHEPHERD:
So I'm asking how broad you intended that to mean.

1083

MR. HASBROUCK:
Well, we gave several examples here of things that could be considered policy issues.

1084

MR. SHEPHERD:
But it seems like you're making a general statement that there simply should be no prescriptive policy decisions in the handbook. Isn't that right?

1085

MR. HASBROUCK:
I'm not going to speak for what would be or wouldn't be appropriate in other chapters of the handbook. I think, regarding this chapter, the Board should be quite careful to not ‑‑ if my premise or my understanding that this handbook is meant to be an enduring document with a decade, or whatever, of life to it, or more perhaps, I think we want to be careful about de facto deciding other policy issues with, sort of, rate mitigation caps or ceilings or best intentions.

1086

MR. SHEPHERD:
But you understand now that this handbook is not intended to be an enduring document over many years; correct?

1087

MR. HASBROUCK:
I have no such representation until you've just said that.

1088

MR. SHEPHERD:
I thought you said earlier that you thought until you heard Mr. Harper talk about it this morning, that this was intended to apply beyond 2006. Isn't that what you said?

1089

MR. HASBROUCK:
Let me clarify what I attempted to say there. My understanding is still that it is intended to be a long‑lived document. It became clear this morning, to me at least, that many of Mr. Harper's suggestions were about how to get over ‑‑ how to get through the next 18 months.

1090

MR. SHEPHERD:
I see. So you were not aware that this process is that policy process in which those policy issues are debated, were you?

1091

MR. ROGERS:
I didn't understand the question, Mr. Chairman. I wonder if my friend might repeat that. I didn't follow it.

1092

MR. SHEPHERD:
Well, the witness is asking the Board to, on policy issues, put them in some separate, generic proceeding. This is that separate, generic proceeding, I would put to the witness, isn't it?

1093

MR. ROGERS:
Excuse me, sir. I don't believe he ever said that he was telling the Board to put all of these issues in a separate, generic hearing. That is not fair. That's not what he said. His point simply was, as I understood it, that he advises the Board to be cautious of tying its hands by making policy pronouncements in a rate handbook, which may have implications in the future that need individual attention. If I understood it correctly, that's not at all what my friend is saying.

1094

MR. SHEPHERD:
Mr. Chairman, where I'm trying to go with this is that I'm trying to get a sense from the witness of whether the extent to which he misunderstands what we're doing here affects the advice he is giving the Board. It's clear that, in saying the handbook shouldn't be prescriptive, that is completely contrary to what the Board has been doing in this process, which is to say, if you want to file this, here are the rules.

1095

MR. KAISER:
I think he's saying prescriptive, as to this aspect of it. I think the question is, and this is on 1.3 of his evidence, the last sentence, the witness says: "Therefore, the handbook should make allowance for LDCs to harmonize rates, but should not be prescriptive in terms of setting rate mitigation thresholds."

1096

So what he's saying then, the witness can confirm this, if that's accurate. Is that an accurate statement, sir?

1097

MR. HASBROUCK:
Yes, I believe so.

1098

MR. SHEPHERD:
Okay.

1099

MR. KAISER:
With respect to rate mitigation threshold.

1100

MR. SHEPHERD:
Okay. Well, then, if that's the distinction you would make, Mr. HasBrouck, then I guess I would ask you: Why is it that you think that, whereas the handbook can be prescriptive with respect to how you calculate your taxes and how you calculate your rate base and all those sorts of things and say these are the rules, no exceptions, why it shouldn't be prescriptive with respect to a threshold for rate mitigation? Why is that different from all of those other things?

1101

MR. HASBROUCK:
If we're looking for a ‑‑ because, if this is a follow this rule, follow this rule, follow this rule, fill in this blank, multiply this, the answer is, there is no mitigation. Full stop. Here are the rates. Let's move on.

1102

The decision to mitigate the ‑‑ we test the revenue requirements such that these costs are prudently incurred, fair, just reasonable costs. We then look at how those can be spread appropriately, allocated to classes, rate design issues about how that revenue would actually be recovered. If that comes up with an answer, and I think that the iterative discussion that you led this morning is probably a fair depiction of at least how part of that process works in reality, if we come up with an answer that, from a societal perspective, is deemed ‑‑ through the lens in place at that time, we go: Oh, I don't like that answer, that's not a good answer for X, Y and Z reasons, then we're going to try to find some ways to tweak that a little bit. We're tweaking at the margin.

1103

But what I've tried to say is that that ‑‑ there is no, in my view, no number that says: Ah‑ha, above that I've got an issue, and I now have another prescriptive process to go through, and below that I don't have anything to do.

1104

MR. SHEPHERD:
Okay. So let's turn, then, to another area. The ECS evidence is essentially about, I guess, the level of scrutiny of different applications, depending on size of the rate increase; right?

1105

MR. HASBROUCK:
Mm‑hm.

1106

MR. SHEPHERD:
I heard you, I think, agree with Ms. Lott that it is appropriate to have a different level of scrutiny. Not a different test, but a different level of scrutiny, for the applications of LDCs with higher rate increases; is that fair?

1107

MR. HASBROUCK:
I think that's a practical reality.

1108

MR. SHEPHERD:
Well, I'm asking whether you think it is appropriate, whether it is practical or not.

1109

MR. HASBROUCK:
I think human nature and process and lots of things take us there. Appropriate may be a hard word in that sentence.

1110

MR. SHEPHERD:
You ‑‑ at one point in your evidence you said that, as a practical reality, if there are larger rate increases, then there will be more interrogatories, that's the way that people can get to additional level of scrutiny. Is that right?

1111

MR. HASBROUCK:
That's a common result.

1112

MR. SHEPHERD:
You would agree that administratively, given what this Board faces this year, that it may be better if it's clear that there will be more information requests at certain levels of rate increase, that they might as well just build in that extra filing right away, at the front end, so that the material is already there and is consistent. Isn't that right?

1113

MR. HASBROUCK:
If I were presenting a tariff or a rate application that was something north of some of the thresholds we've talked about here, I think that's just good practice in how one would go about putting together that application.

1114

MR. SHEPHERD:
And it would make sense for this Board to stipulate how to do that so it is all consistent; right?

1115

MR. HASBROUCK:
I'm not going to violently disagree with that, for sure, but I would point out that I think we're talking about, sort of, administratively codifying common sense and past practice.

1116

MR. SHEPHERD:
Okay. Is it also true that if individual LDCs have higher rates, generally, relative to their peers, that that's another reason why you might want to ask for a higher level of scrutiny?

1117

MR. HASBROUCK:
Higher meaning a higher revenue requirement per customer? How do you measure higher level of ratings?

1118

MR. SHEPHERD:
I'll give you an example. I have a chart on my computer of the 180 set of rates in the province, and what a typical small, medium, and large school pays for electricity in every one of those rate areas. It ranges from 50 percent of median to 300 percent of median. It makes sense, doesn't it, for those ones that are 300 percent of the median rates, to have a higher level of scrutiny than the ones that are only average. True? I mean, you might find there is good reasons for it, but it makes sense to look at them; right?

1119

MR. HASBROUCK:
I guess I would be cautious in making a judgment on using that particular set of data because you're talking about one customer class. So, given that we think we're starting from a place where we don't have widely cost‑reflective rates ‑ and whatever that means for cost allocation, revenue allocation, revenue‑recovery allocation, I would be hesitant ‑ I'm not sure what to make of that data, I guess is what I'm saying.

1120

MR. SHEPHERD:
If you're deciding whose rate increase is to be looked at more carefully, would the absolute level of their rates, in any given class, be a relevant factor in deciding that?

1121

MR. HASBROUCK:
Again, I'm a little concerned about, Well, you know, utility A is higher in these two rate classes and lower in these three and about even in this one, and I'm not quite sure what to make of that.

1122

MR. SHEPHERD:
Okay.

1123

MR. KAISER:
Mr. Shepherd, would this be a convenient time to take the afternoon break?

1124

MR. SHEPHERD:
That would be great, Mr. Chairman.

1125

MR. KAISER:
Fifteen minutes.

1126

‑‑‑ Recess taken at 3:00 p.m.

1127

‑‑‑ On resuming at 3:20 p.m.

1128

MR. KAISER:
Please be seated.

1129

Mr. Shepherd?

1130

MR. SHEPHERD:
Thank you, Mr. Chairman.

1131

Just before we leave the issue of the level of scrutiny of applications, I wonder if ‑‑ is it fair to say that the sorts of things that ECS is suggesting ‑ that you're sort of, to a certain extent, agreeing with ‑ are not only common sense, from a regulatory point of view, but they're much like what happens in private companies. When you do a budget and it means your prices have to go up a lot, you have to be a lot more careful about it, and you have to give that proposed budget a lot more scrutiny than if you're just going along, business as usual, that sort of thing. Isn't that right?

1132

MR. HASBROUCK:
Within bounds, that's probably a reasonable analogy. And that's part of the prudence standard.

1133

MR. SHEPHERD:
Let me turn to the last question. You were here this morning when I had that discussion with Mr. Harper about the various ways that you can ‑‑ the places you can find the money if you need to, if you're mitigating.

1134

On page 4.4‑4 of your evidence, you talk about two ways. You can cross‑subsidize from other rate classes; that's your first way. And you can use deferral accounting to, in effect, have the same ratepayers pay it later, right, through a deferral account.

1135

And you'd agree that those are both appropriate ways of mitigation in specific circumstances?

1136

MR. HASBROUCK:
Yes.

1137

MR. SHEPHERD:
And you agree that the cross‑subsidy method, where one rate class, in effect, subsidizes another rate class, is inherently unfair but sometimes necessary?

1138

MR. HASBROUCK:
Well, it exists today. And I think it's probably correct to say we're trying to work our way out of that. But it is a reality of what we have today, and something that I think we probably all agree we'd like to change.

1139

MR. SHEPHERD:
Okay. And you agree with Mr. Harper that using deferral accounting is ‑‑ should be based on things that are, sort of, one‑time, or special, costs as opposed to rate increases that are inherent in overall cost increases; right?

1140

MR. HASBROUCK:
To use deferral ‑‑ to give deferral treatment to annual operating cost changes would be a very dangerous precedent.

1141

MR. SHEPHERD:
You agree that, if you have a big catch‑up of annual operating costs, if you haven't had any increases for awhile and then suddenly you have a 25 percent increase, it wouldn't be a bad idea to spread that through deferral accounting over a number of years?

1142

MR. HASBROUCK:
I understand the logic of your ‑‑ that's inherent in your question and that, to an extent, certainly makes sense. I would just remind us all that, in the context of Ontario, we do this in 2006, we're then going to turn around and do cost‑allocation studies in 2007 that we also heard this morning are likely to result in significant shifts of revenue responsibility between customer classes. I'd be quite concerned about using deferrals in the 2006 time for fear of, effectively, piling on in 2007.

1143

MR. SHEPHERD:
Okay. The ‑‑

1144

MR. HASBROUCK:
I mean, just to expand. I think Mr. Harper used an example ‑‑ you would like to not have a 10 percent rate increase followed by a 2 percent rate increase, he didn't say the next year, but, sort of, it was inferred, in a short period of time. And, yes, there is some logic to that. You would like some rate stability. But would 2007, bringing a large unknown ‑‑ an unknown impact but one that, directionally, I think, people have some assumptions about, that would be a concern, to have deferral ‑‑ to have more deferred balances, also, to be put on top of that.

1145

MR. SHEPHERD:
Let me just ask you about that. You say there's assumptions about 2007, directionally? What does that mean?

1146

MR. HASBROUCK:
My understanding is that the conventional wisdom is that there are commercial ‑‑ that the commercial class has probably been overcontributing to revenue and, perhaps, the residential class has been undercontributing to revenue, as a general statement.

1147

MR. SHEPHERD:
Oh, so what you're saying is ‑‑ you don't mean directionally overall, you mean directionally, for the residential class, there is a danger that it's going to go up in 2007 because of cost allocation.

1148

MR. HASBROUCK:
It could work to other classes, too. But for that example, I mean, I think ‑‑ my understanding is that the conventional wisdom is that there are customer classes, perhaps specific to utilities ‑‑ maybe it's more residential, more often than not. That probably sounds right, but it could be other specific classes or sub‑classes. And then to have a ‑‑ deferral balances intending to be a rate increase on top of that, I would be concerned about, essentially, postponing the pain and then having more pain in the following year.

1149

MR. SHEPHERD:
Understood. Okay. You heard the discussion with Mr. Harper this morning that there are two other ways that you can mitigate that you haven't mentioned here. One is you can reduce shareholder profit; right?

1150

MR. HASBROUCK:
I'd ‑‑ do you have another one?

1151

MR. SHEPHERD:
Well, that is one of them; right?

1152

MR. HASBROUCK:
Do you have another one?

1153

MR. SHEPHERD:
Yes.

1154

MR. HASBROUCK:
Okay. I would lump the two of them together, because, from my perspective, prudent costs are prudently‑incurred operating costs as well as returns on, and of, prudently‑invested capital. That's all one bucket of cash. You can make a distinction amongst it of, sort of, which dollar you may think of as coming from which place, but it's all one pot of cash.

1155

MR. SHEPHERD:
On page 1.2 of your evidence, you say ‑‑ in section 1.2, the second paragraph, you say:

1156

"The standards for evaluating the appropriateness of the revenue requirements should be independent of the amount of rate adjustment requested."

1157

You're saying that prudently‑incurred costs are like an absolute number for any given LDC?

1158

MR. HASBROUCK:
After appropriate review by the Board, by such intervenors as appropriate, by Staff, that becomes a number, yes.

1159

MR. SHEPHERD:
Tell me whether this is correct: If I'm in the management of a utility, and it looks like my rate application is going to be asking for a 30 percent rate increase, does that mean that I have an obligation to go back and see ‑‑ and put in an extra effort to cut my costs, if possible, do everything I can to cut my costs?

1160

MR. HASBROUCK:
I think that's always an obligation of prudent operating management. And I think, actually, we set some dangerous precedents where, sort of, cost management is only a flavour of the week, when there's, sort of, an impending crisis. I think that's actually a bad practice to think about.

1161

But I think, to your point, that ought to raise questions about, Are there specific programs that are included in that revenue requirement that we might, as a collective society, deem optional? And if you want to reduce the revenue requirement by putting a line through a specific program, after due consideration, that would be, from my perspective, a reasonable thing to do, in the circumstance you hypothesized.

1162

MR. SHEPHERD:
In fact, in a competitive company, in the normal marketplace, an unregulated competitive company, when they do a budget and it looks like their prices are going to go up 15 percent, that's exactly what they do; right? They go back and say, How can we carve these costs down? We thought they were reasonable, but we have to get them down lower to compete. Isn't that right?

1163

MR. HASBROUCK:
I'm drawing a bit of a distinction, because I would maintain that the activity of aggressively managing costs is a routine, day‑to‑day, ongoing activity, and not some special one associated with rate proceedings. However, to try to use your analogy a little bit, and go off in a slightly ‑‑ a slight tangent with it, if a business is not making its profits, yes, management does look and say, Gee, is there a product line here that we should discontinue? Or is there a particular range of products that we ought to get out of, or a particular operating area that is unprofitable? And, yes, you do make those kind of decisions.

1164

And I think that is a reasonable parallel to come back to, if you will, the elements of this prudently judged revenue requirement and say, Well, yeah, you're doing that cost effectively, but perhaps, under this particular set of circumstances, for this specific utility, that particular program is something that maybe we shouldn't fund.

1165

MR. SHEPHERD:
You deal with investor‑owned utilities in the United States on a regular basis; right?

1166

MR. HASBROUCK:
I do.

1167

MR. SHEPHERD:
And in those utilities, let's say gas utilities for example, it's the easiest one. You deal with gas utilities sometimes?

1168

MR. HASBROUCK:
I do.

1169

MR. SHEPHERD:
If they have a warm year, it's pretty routine that management is asked to cut back expenses to keep the shareholders' returns up, isn't it?

1170

MR. HASBROUCK:
A routine ‑‑ a normal piece of operating management is to, if you will, over the course of a rate cycle, find opportunities to get the work that was committed to be done, done, and the needs met, and recognizing that some years you're going to earn your "revenue requirement" on the nose, as it was predicted earlier. Some years there's going to be extra cash flow, and some years there's going to be short cash flow.

1171

MR. SHEPHERD:
Okay, but that wasn't the question. The question is: On those years where it is clear to management that you're going to miss your rate of return for the shareholder, isn't it normally the case that you then look around, as prudent management, you look around and say, What are the things that I don't really have to spend this year, so that I can make sure that my shareholder gets their full rate of return? What ‑ I used the example earlier ‑ conferences can I say people can't go on? What bonuses can I cut back on? Things like that. That's normal management practice, isn't it?

1172

MR. HASBROUCK:
Sure.

1173

MR. SHEPHERD:
Okay. And so by analogy, wouldn't it also be true that if you have a high rate increase, so your ratepayers are experiencing a problem because of your costs going up, that that would be the time that you would then want to take a sharper pencil to your costs and try to carve them back?

1174

MR. HASBROUCK:
Again, I think in the regulatory process, there is one standard, one uniform standard of what prudently incurred costs are. And that's the standard that I think we should all subscribe to, and we should apply that uniformly across all applicants.

1175

Again, I will revert. If there are specific programs that somebody would like to propose you draw a line through, that may well be a reasonable thing to consider.

1176

MR. SHEPHERD:
Mr. Chairman, those are all my questions.

1177

MR. KAISER:
Thank you, Mr. Shepherd.

1178

Mr. McLorg, do you have any questions?

1179

MR. McLORG:
Mr. Chair, I do have five basic questions, and I don't think that they should take me very long.

1180

MR. KAISER:
Do you mind moving over to the middle so the court reporter can see you.

1181

MR. McLORG:
Not at all, sir.

1182

CROSS‑EXAMINATION BY MR. McLORG:

1183

MR. McLORG:
Good afternoon, Mr. HasBrouck. My name is Colin McLorg. I am here to ask you some questions on behalf of Toronto Hydro this afternoon.

1184

And I wonder whether I might start with a matter that arose from Mr. Shepherd's cross‑examination of you. I am concerned that there was a premise in one of the questions that he asked you that may leave a misimpression on the record, and I just wanted to confirm that, in your answer, you didn't accept the premise of this question.

1185

The question arose in the discussion of differences between investor‑owned utilities and, I quote, "government‑owned utilities." Mr. Shepherd, as I recall, seemed to suggest that there was a difference between those two categories of utilities insofar as your recommendations would apply to them, because, for example, Mr. Shepherd suggested that Toronto Hydro could go to its owner, the City of Toronto, and ask the City of Toronto to borrow money on Toronto Hydro's behalf and turn over those funds to Toronto Hydro.

1186

So, first of all, I would ask you ‑‑ I would assume that you wouldn't have direct knowledge of those type of arrangements and couldn't confirm the premise of Mr. Shepherd's question.

1187

MR. HASBROUCK:
That would be correct.

1188

MR. McLORG:
I see. Just to complete that thought, I'm not sure whether you might be aware of the business framework that most Ontario electric utilities find themselves in, which is that they are corporations that were incorporated under the Ontario Business Corporations Act, and, therefore, aren't government‑owned in the usual sense of the word.

1189

MR. HASBROUCK:
I understand there's been work to clearly define them as businesses.

1190

MR. McLORG:
I see. So can I just confirm with you, then, that in your view, there wouldn't be any significant difference as to the applicability of your recommendations between the majority of electric utilities in Ontario and investor‑owned utilities in the United States? Would you put them, for these purposes, more or less, on an equal footing?

1191

MR. HASBROUCK:
Yes, I would. They both compete in the same capital markets.

1192

MR. McLORG:
Thank you for that.

1193

Turning now to a different matter. I'm just wondering, Mr. HasBrouck, after all is said and done, and on a practical basis, is it your opinion that it is necessary for this Board to adopt a rather complex approach of a matrix of thresholds in guiding the level of scrutiny, so to speak, as the term has been used, in reviewing different applications? Would it, for example, be simpler and just as effective for the Board to direct its attention to different utilities on the basis of a simple ordering of the rate impacts that the utility applications would request or involve? From highest to lowest, in other words.

1194

MR. HASBROUCK:
Two parts. I don't think the proposed matrix of varying thresholds that, frankly, are only calculated and intended to apply to 2006, serves the interests of the Board and its various constituents well.

1195

The alternative suggestion you've just made of rank ordering ‑ Okay, I've got 80‑some‑odd applications; let me put the one with the highest number at the top ‑ there's probably some complications to that that I haven't fully thought through here, on the spot. But I think that's a ‑‑ size might be one of those complications. But I think that's a reasonable reflection of, sort of, the common practice that has occurred and, in all likelihood, will continue to occur in the future, in terms of allocation of resources, and discussion, and what's critical, and what's essential.

1196

MR. McLORG:
I see. So I understand your response to be a ‑‑ kind of a qualified comment on the naive suggestion that I made, but furthermore, that it would be your view that it's not strictly a necessity for this Board to adopt the kind of matrix approach that, for example, was suggested by Mr. Harper?

1197

MR. HASBROUCK:
I don't believe the matrix approach is needed.

1198

MR. McLORG:
I see. Thank you for that.

1199

Now I turn to an area where I flirt with semantic difficulties, but my question to you essentially is: Would it not be your view that this Board should, in fact, apply this same level of scrutiny to all the applications it receives, but simply be guided, in its actual review of those applications, by the number of particular issues that would come up in each of them, and ask different numbers of questions, depending on the number of issues that each application might present?

1200

If you can allow me to rephrase for a moment here, and give you more time to think about it. I guess what I'm suggesting, really, is that ‑‑ I think you seemed to be indicating before that the Board has its own duty to discharge, and it shouldn't be the case at all that the Board neglects, in the case of any application, to assure itself that the final approved rates are just and reasonable. I think you would agree with that latter part, would you?

1201

MR. HASBROUCK:
Yes, I would.

1202

MR. McLORG:
Okay.

1203

MR. HASBROUCK:
I've followed that semantics and all.

1204

MR. McLORG:
Okay. So, then, maybe that's where the semantic element of this question comes in. That's really what I was trying to suggest by saying that the Board ought to apply the same level of scrutiny to all applications, that level which is required and sufficient to assure the Board that the final approved rates are, in fact, just and reasonable.

1205

MR. HASBROUCK:
I would agree with that. Because, I think embedded in that are some thoughts about ‑‑ that that's guided by the complexity, or lack thereof, of the particular issues present in a particular case ‑‑ or particular application, I should say, as well as, potentially, the overall magnitude of it, and whatnot. So that sounds right.

1206

MR. McLORG:
Thank you for that.

1207

I won't be too much longer, but I did want to follow on that question by asking whether it would be your opinion that, at least conceptually, were the Board to adopt predefined rules regarding the amount of attention ‑ let me put it that way ‑ that was given to each application, that it might not be possible, at least conceptually, that an application, a particular application that didn't happen to attract a lot of attention under those procedural guidelines, so to speak, might not, in fact, get the amount of attention it might deserve.

1208

And what I'm suggesting is that, no predefined criteria could perfectly capture all the different circumstances that might relate to the 90‑different utilities across Ontario. So any predefined approach would have a possible defect of letting some through that ought to have been trapped, and, perhaps, trapping some that ought, on balance, not to have deserved all of the attention they received.

1209

MR. HASBROUCK:
I think I would agree with that. My word would probably be something ‑‑ I'm concerned about the Board being too prescriptive ‑‑

1210

MR. McLORG:
Right.

1211

MR. HASBROUCK:
‑‑ because I think, in almost any language that goes in a prescriptive direction, the sort of defects you talked about are very real possibilities.

1212

MR. McLORG:
Thank you for that.

1213

I think, really, this is my final area. There was some discussion earlier to the effect, as I recall it, that Mr. Harper ‑‑ Mr. Harper's and Ms. Poon's recommended approach seemed, really, to be an approach geared more to a screening process than a flat out rate‑mitigation process. Do you recall that?

1214

MR. HASBROUCK:
Yes, I believe so.

1215

MR. McLORG:
I see. And then ‑‑ let me put this as a question to you, just for your opinion. If that process were to apply to something beyond simple screening, and actually were the Board to adopt some kind of a rate‑mitigation rule ‑ as I understand, perhaps, that Mr. Shepherd was suggesting ‑ would it be your view that a prescriptive section in the rate handbook that set any type of rule for rate mitigation, per se ‑ for example, anything above 10 percent wouldn't be allowed ‑ would that, in your opinion, prejudge the merits of individual applications? If the Board were to set a simple rule and say, We're not going to allow anything above 10, or x, percent, would that, in fact, have the effect of prejudging the merits of individual applications?

1216

MR. HASBROUCK:
I don't know if there is some legal ground there that I might slip onto, so let me ‑‑ with that caveat, I think there is some danger in that, because, for example, the harmonization suggestion that is essentially double the ‑‑ no more than twice the class average increase, if I've reasonably represented that, that paints you into a box. And that's ‑‑ you know, that's as fast as we can go, no matter how far a particular situation may need to go in terms of harmonization, in that case.

1217

So I know ‑‑ I understand there is plenty of decisions to be made, but I think the province would be better served making those on a case‑by‑case basis, and not trying to be overly prescriptive in making it mechanistic from the outset.

1218

MR. McLORG:
Thank you, sir.

1219

Those are my questions, Mr. Chair. Thank you.

1220

MR. KAISER:
Thank you, Mr. McLorg.

1221

Mr. White?

1222

CROSS‑EXAMINATION BY MR. WHITE:

1223

MR. WHITE:
Thank you. I'm Roger White. I'm representing the ECMI Coalition, which are nine small‑ and medium‑sized distributors within Ontario.

1224

When I heard you talk about the cost of capital ‑‑ or the value of capital above prudently‑incurred costs was part of the overall envelope, if you will, of what was intended to be included, or what should reasonably and fairly be included, in the rates, I heard, in your comments and your discussion with Mr. Shepherd, that there was some concern about deferring that for a year or multiple years.

1225

Have you seen any situations where that fair return above prudently‑incurred costs was deferred for any period of time?

1226

MR. HASBROUCK:
Maybe I'm having a brain lock, but are you talking about the market‑based ‑‑ in the Ontario context, the market‑based rate of return?

1227

MR. WHITE:
I'm not talking about the Ontario ‑‑ I'm not trying to limit my question to the Ontario market. But I remember you earlier mentioning the California market where distributors were not allowed, because of how the commodity was sealed within the distributors, were not allowed to recover a fair return on the above prudently incurred costs on their distribution facilities.

1228

MR. HASBROUCK:
Forget a fair return, they weren't allowed to get the prudently incurred costs, perhaps would be one version. That's what I was struggling with sort of what ‑‑

1229

MR. WHITE:
And for the benefit of this marketplace, what kind of problems were created that the utilities and, in fact, the regulators had to deal with?

1230

MR. HASBROUCK:
It's interesting. I think, as the world and all of the ‑‑ in the various jurisdictions around the world that embarked on market restructuring set out upon this journey, the creditworthiness of local distribution companies, I think, was something that was just, sort of, taken for granted and assumed to be there. And what we've learned in California and elsewhere is that the market really depends on the creditworthiness of those entities which are large buyers in the wholesale marketplace, as well as entities that extend credit to all of the retail customers. That that financial stability is an essential ingredient to a working marketplace, be it at the wholesale level or the retail level. And situations where that creditworthiness has been compromised, California being one example, the ability to extract the industry from those problems has been really, really difficult, in large measure because the thing we've instinctively counted on as being creditworthy, isn't, or became not creditworthy.

1231

And that has created all sorts of complications, from the sort of institutions that California put in place to become a purchasing agent for power, the rather unattractive contracts that that agency, Water Resources, selected. And then the, sort of, stealth deferrals, frankly, that were talked about this morning of investments in the reliability and safety and customer service of the network that simply, on a very practical basis, have to be postponed by an entity that has no cash.

1232

So those are at least some of the complications there.

1233

MR. WHITE:
Thank you for that.

1234

Let me take you now to a couple of other items. There is one that I'm more curious about than how it might directly refer to this. But you mentioned about a price reduction scheme that resulted in about half the service charge being reduced for qualifying customers. What was that service charge, before the reduction, in US dollars?

1235

MR. HASBROUCK:
I believe it is $11.50 normally, and $6.50 for means‑tested, low‑income households.

1236

MR. WHITE:
Thank you very much.

1237

Now, I would like to take you to another comment I heard you make, and that was that I understood you to say that, assuming that the PILs were set at the right level, and the market return was there, and the costs were prudently incurred, that ‑‑ by PILs, I mean the payments in lieu of taxes.

1238

MR. HASBROUCK:
Payments in lieu of taxes.

1239

MR. WHITE:
That all of that would lead you to possibly being able to put some ballpark number on a level of a rate increase that might be tolerant as part of the 2006 consideration. Are you aware that, within the current PILs regime for 2005, that utilities were required to spend that third tranche, the third piece of MAR on C&DM programs?

1240

MR. HASBROUCK:
I am aware of, I believe, a requirement to spend one year of that on C&DM.

1241

MR. WHITE:
Okay. Were you also aware that in the PILs calculations associated with those applications, that if the utility was going to incur expensed items, even though that was a third tranche of return calculation, that because those items were going to be expensed, the PILs would be established at a lower level?

1242

MR. HASBROUCK:
That's a level of detail I'm not familiar with.

1243

MR. WHITE:
Okay. If that were, in fact, the case, would the adjustment to normal level of PILs on the return on equity component, would that ‑‑ would you consider that in terms of establishing the ceiling rate increase that you were looking at? Or would you see that as an externalty?

1244

MR. HASBROUCK:
I think that sounds like it all falls in the broad category of getting everything to a level playing field. So I think it would fall within that.

1245

MR. WHITE:
Thank you.

1246

One additional item I heard you mention was a preference to maintain mitigation within the class. And most of my clients, I think, would agree with you on that particular point. But when we don't have a solid individual distributor cost‑allocation study to underpin those class revenue requirements, are you more comfortable with seeing ‑‑ or less uncomfortable, maybe, in terms of seeing the cost of mitigation spread over a slightly broader base?

1247

MR. HASBROUCK:
Knowing that a cost‑allocation study is part of the 2007 process, I guess I would say, to the extent that a utility has a reasonable, if you will, feel, educated understanding of what the result of that study may be for their particular utility, that taking that information into account in some useful way in thinking about that question would be a reason being reasonable thing to do.

1248

MR. WHITE:
Thank you very much.

1249

I have no further questions. Thank you, Mr. Chair.

1250

MR. KAISER:
Thank you, Mr. White.

1251

Ms. Kwik, did you have any questions.

1252

MS. KWIK:
I have no questions, thank you.

1253

MR. KAISER:
Mr. Millar.

1254

MR. MILLAR:
Once again, my friends have been very thorough, Mr. Chair, and I don't have any additional questions.

1255

MR. KAISER:
Thank you.

1256

Any re‑examination, Mr. Rogers.

1257

MR. ROGERS:
No, sir. Thank you.

1258

QUESTIONS FROM THE BOARD:

1259

MR. KAISER:
I just have a few questions, sir.

1260

You say in your evidence, and you dealt with this earlier at 1‑3, that you didn't think rate harmonization or mitigation should be addressed as a standard procedure in the handbook. And I think you said in your direct examination that the Board ought to be very careful because capital markets pay a lot of attention to this kind of thing.

1261

Now, the other thing that happens in this business is governments sometimes jump into markets and freeze rates. You're aware of that.

1262

MR. HASBROUCK:
Yes.

1263

MR. KAISER:
You're aware that's happened here.

1264

MR. HASBROUCK:
Indeed.

1265

MR. KAISER:
Did it ever happen in the States?

1266

MR. HASBROUCK:
Yes.

1267

MR. KAISER:
And that doesn't help utilities in the capital market either, does it?

1268

MR. HASBROUCK:
And the credit analysts ‑‑ when one talks about a view of the regulatory climate in a particular jurisdiction, that frankly entails more than just the policies of the particular regulator. It also attempts to factor in the likelihood, or history, or what have you, of the elected government jumping in or changing course, or what have you.

1269

MR. KAISER:
And utilities understand ‑ and I'm sure you understand in advising them ‑ that, if there are unusually high rate increases, they've got a problem on their hands. They need to deal with it somehow, because there always is the prospect that the governor or the premier will jump in for political reasons and freeze them, and that doesn't help them at all.

1270

MR. HASBROUCK:
That's a practical ‑‑

1271

MR. KAISER:
So Consolidated Edison, in the example you gave me, the deal they did in the five New York boroughs ‑ they may be looking at it as the less of two evils ‑ they're trying to solve a problem before it becomes a larger problem; is that fair?

1272

MR. HASBROUCK:
In their case, they were looking for a substantial increase in the distribution revenue requirement, largely associated with refurbishment of the distribution network. And doing something to meet the needs of ‑‑ or, at least in part, address needs of the low‑income population was a good piece of that ‑‑ that's, as you said, maybe a necessary thing to get to greater good.

1273

MR. KAISER:
Right. Now, the difference between you and Mr. Harper is, Mr. Harper had this ‑‑ he had three categories, or three thresholds, where additional things had to be done, and you said, No, I'm just a one‑threshold man; right?

1274

MR. HASBROUCK:
Simple, please.

1275

MR. KAISER:
Right. So you're concerned with what was really category 4, in Mr. Harper's concern. Forget about whether the percent is 10 percent or 15 percent.

1276

When we come to this rate handbook, it's sort of an unusual animal. We've got 96, or some number, of utilities. We don't want to have a rate case for every one of them, so we're trying to create a template. And, hopefully, if they all fill it out right, and the model is done right, Ms. Lea will run around Ontario, and they'll put the numbers in, and the rate increases will pop out the other end, and every one will be happy.

1277

But there may be situations ‑ and this rate mitigation is one ‑ where some customer class in some particular utility has got a horrendous rate increase. So what's wrong with putting in the rate handbook ‑‑ and if you go to the rate handbook ‑ Mr. Rogers can give it to you ‑ it's at page 141 of the latest version. But you don't have to. I can read it. It says:

1278

"An applicant must file the following information if its rates for a certain class exceed X."

1279

But forget about the information for a moment. Let's say it just said:

1280

"If an applicant's rate exceeds X, it must file a rate mitigation plan, if any."

1281

That tells the applicant they need to address their mind to the problem. They've got a problem, and the Board needs to have some information whether they have a solution. It can be, as Mr. Shepherd says, Take out your pencil ‑‑ whatever it is. We've got a problem; we need to address it. That's not being prescriptive of policy, that's just saying, Tell us if you've got any ideas how we can solve this problem.

1282

What's wrong with having that in the rate handbook?

1283

MR. HASBROUCK:
I don't think that's particularly prescriptive. I think that is ‑‑ I mean, the notion or discussion this morning of, you know, sort of, the lack of a plan is a plan and ‑‑ or lack of a proposal is a plan not to do any ‑‑ I don't think those are ‑‑ I don't think that locks the Board into taking any particular course of action. It is a reminder, as you suggest, of, you know, Look, you need to pay attention to this.

1284

There was a question earlier this afternoon about, Does that have, sort of, a de facto prejudgment? You might want to be a little careful ‑‑ you might want to be cognizant of that.

1285

MR. KAISER:
Assume there was no prejudgment, it just said:

1286

"If the rate increase is above X for any class of customers, file your rate mitigation plan, if any."

1287

Capital markets aren't going to freak out over that, are they?

1288

MR. HASBROUCK:
No. No is the short answer. As far as the handbook goes, they will watch to see what decisions come out from that.

1289

MR. KAISER:
In fact, they might be happy that there is some procedure to deal with unusually high proposed increases as opposed to just leaving them float out there and let the governor or the premier float into the situation. Isn't that possible?

1290

MR. HASBROUCK:
Depending on one's evaluation of the likelihood of that ‑‑ the likelihood or not of that, yes, that's certainly a possibility that one could see as a positive.

1291

MR. KAISER:
But assuming the capital markets thought the Board would act reasonably and prudently and would recognize that the utilities need to earn their rate of return and finance themselves in public markets, having an information system like that shouldn't prejudice the outcome, should it?

1292

MR. HASBROUCK:
I wouldn't think so.

1293

MR. KAISER:
Thank you.

1294

Mr. Millar, when are we scheduled to come back?

1295

Mr. Rogers, thank you very much. The witness can be excused.

1296

MR. ROGERS:
Thank you, Mr. Kaiser.

1297

MR. MILLAR:
We'll be back on the 24th, at 9:30 a.m. That's Monday.

1298

MR. KAISER:
Thank you.

1299

‑‑‑ Whereupon the hearing adjourned at 4:05 p.m.

