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Monday, December 19, 2005

‑‑‑ Upon commencing at 10:12 a.m.


MR. VLAHOS:  Please be seated.


Good morning, then, everyone.  The Board is sitting today pursuant to Procedural Order No. 2 of the combined oral hearing for a comprehensive regulatory asset review.  The applicants are Kingston Electricity Distribution Inc. and BlueWater Power Distribution.  For the record, my name is Paul Vlahos.  With me today is Board member Cynthia Chaplin.  Could I have appearances, please?


APPEARANCES:

MR. MORAN:  Mr. Chair, Pat Moran for the applicant, and accompanied at the far end and working towards me, Jim Keech, who is president and CEO; Nancy Taylor, vice president; Randy Murphy, manager finance; and Brad Joyce, manager utility resources.


MR. VLAHOS:  Thank you, Mr. Moran.


MR. MacINTOSH:  David MacIntosh for Energy Probe.


MR. VLAHOS:  Thank you, Mr. MacIntosh.


MS. LEA:  Jennifer Lea, Board counsel.


MR. VLAHOS:  Thank you, Ms. Lea.  Anybody else?  There being no response, we have received copies of the proposed agreements for both Kingston and BlueWater.  So, Mr. Moran and Ms. Lea, any suggestions on how we should proceed from this point on?


PRESENTATION OF SETTLEMENT PROPOSAL BY MR. MORAN:


MR. MORAN:  Mr. Chair, I was intending simply to describe the agreement at a fairly high level, and then, subject to any questions, I would ask you to accept the agreement.


MS. LEA:  Just for the transcript, I think Mr. Moran is talking about presenting the Kingston agreement first and the folks he identified from Kingston.


MR. VLAHOS:  That will be fine, Mr. Moran.  Why don't you proceed, then?


MR. MORAN:  As you indicated, Mr. Chair, you have in front of you a settlement proposal for the Kingston matter.  The parties to the settlement proposal are the Vulnerable Energy Consumers Coalition, or VECC, the Energy Probe Research Foundation, and The Schools Energy Coalition or Schools.


Of those three parties only VECC and Energy Probe actually attended at the settlement conference.  Prior to the settlement conference, Mr. Shepherd advised me that, based on his review of the responses to the interrogatory responses, he was not opposed to Kingston's recovery of what they were applying for, and he said, subject to any material change in a settlement agreement, he was prepared to support recovery, and he subsequently indicated that he supports the settlement agreement as reached.


The remaining two intervenors in this matter, the Canadian Consumers Council and the Canadian Cable

 Television Association, both indicated that they were taking no position with respect to Kingston's recovery of regulatory assets.  CCC advised that they couldn't participate in the settlement conference due to a resource constraint, but that they would not stand in the way of any settlement that was reached.  And, as I indicated, CCTA are not taking any position whatsoever on the regulatory assets.  They are interested in issues in the main rates case, the 2006 rates case.


On that basis, then, Mr. Chair, there is a full settlement of the issues before you.  I'll address the non‑1570 accounts first, and then I'll follow with some comments on account 1570, which deals with the transition costs.


By way of introduction, overall there were, as you know, three financial audits carried out in 2002, 2003, and 2004, by KPMG, and as a result of the Phase II decision, which required utilities to provide supplemental disclosure and gave a number of directions to utilities who were going to seek to recover regulatory assets, KPMG was also retained to carry out a number of additional procedures to supplement what they'd already done.  And based on that review, they found a couple of minor exceptions, which have been adjusted and, other than that, no other exceptions.


And in the context of the three financial audits and the additional KPMG review, the CEO was able to sign off on the certificate required by the Board.


The parties have agreed that the non‑1570 accounts are all recoverable by Kingston, and there is no adjustment being proposed to any of the balances of those accounts.  The only adjustment that's been made is with respect to the allocation of account 1508, which deals with the assessment costs.  Originally Kingston had proposed an allocation based on customer account, and about a week after the application was signed, the letter came out from the Board suggesting that the allocation should be done on the basis of distribution revenue, and Kingston has agreed to adjust that allocation on that basis.

And that's reflected in the revised model that is attached to the settlement proposal as Appendix A.

      Turning, then, to account 1570, the transition costs, Kingston had three categories, three cost categories: billing activities, customer education, and IMO requirements.

The customer education balance is a small one and works out to less than $2 per customer, and there was no objection from the parties to Kingston's recovery of that amount.

And similarly, the IMO requirements, there were no objections to Kingston's recovery of that amount.

That takes me to the billing activities.  The original CIS system that Kingston had, the original system provider, unexpectedly advised Kingston that they would not be providing a market-ready version of that software and basically left Kingston in the lurch, who then had to look around in the marketplace to see what was available.

      It turned out that London Hydro was using the same

system, and, in fact, London Hydro was the only other utility in Ontario that was using the same system.  London Hydro had retained IBM to -– they were in the same position, and London Hydro had retained IBM to put together a market-ready version.  And I know the Board will be familiar with the details of the London Hydro CIS system because they were before you in the Phase II process.

Kingston was able to enter into an arrangement with

London Hydro to take advantage of the work that London Hydro was doing, and as a result was able to bring their CIS into a market-ready position.

KPMG was retained by Kingston to carry out a prudence review of Kingston's management of that project, and as you will see from the pre-filed evidence, the conclusion was that the project was well managed and there were some minor suggestions that KPMG suggested that Kingston should take into account in future projects.  And there was an interrogatory to ask what Kingston's response was on that point.  Kingston responded that indeed it would take those suggestions into account on subsequent projects.

Ultimately, at the settlement conference, the parties agreed that Kingston had managed its transition costs reasonably, and rather than let Kingston go forward totally unscathed, proposed that based on the Board's approach to the recovery of regulatory assets, specifically, the 10 percent hit, that if a utility took a 10 percent cut or $60, whichever was less, they could qualify for the minimum review process that the Board set up in its Phase II decision.  The intervenors suggested that that principle ought to apply to intervenors -- ought to apply to utilities that were higher than 60 percent, and proposed that Kingston should agree to reduce its transition costs by 10 percent.

Ultimately, there was agreement to reduce the billing category by 10 percent.  And as a result of that reduction, the account 1570 cost per customer amount was reduced from just over $118 per customer to $101.74 per customer.

On the basis of that agreement, the regulatory assets model has been revised and the carrying costs have been recalculated, and the 2006 model will be revised and filed at the appropriate time.  There may be other adjustments based on what's happening in the 2006 case.

So that is an overview of the settlement agreement,

Mr. Chair, subject to any questions you may have.

MR. VLAHOS:  Thank you, Mr. Moran.  Mr. MacIntosh, do you intend to make any comments today?

MR. MacINTOSH:  No, sir.  Just here to show support for the settlement that was reached.

MR. VLAHOS:  Okay.  Thank you, Mr. MacIntosh.

Ms. Lea, do you have any questions by way of clarification?

MS. LEA:  Just a couple of small ones, and it's all clarification.

MS. LEA:  Mr. Moran, I think Board Staff had indicated some -- we weren't too clear about interest calculations in the pre-December 31st, 2004, period, the prior period.  I understand that that has now been shown on the revised settlement?

MR. MORAN:  That's right.  In the revised model, you will see that there's an adjustment to the carrying costs from what was originally filed in the pre-filed evidence.  So the relevant balances were changed to reflect the settlement, and then the carrying costs were recalculated on that basis.

MS. LEA:  And we see that at sheet 1.

MR. MORAN:  That's right.

MS. LEA:  Page 1 of 22.  And the methodology used for that period, was that one that the Board had prescribed, or what was the methodology there?

MR. MORAN:  For the original carrying costs?

MS. LEA:  For the carrying costs, yes.  It's a question of the adjustment to the carrying costs for that period; that is, prior to December 31st, 2004.  Just an affirmation that these were done in a way that has been found acceptable to the Board.

MR. MORAN:  Yes.  The carrying costs were calculated based on the Board's methodology. I think it was 7.25 percent was the interest rate that was applied in accordance with the Board's methodology.

MS. LEA: Okay, and that applies -- was it applied to the total allowed amount or was it done on an invoice by invoice basis?

MR. MORAN:  It was done on the total, not on an invoice by invoice basis.  This was a reduction not based on any particular amount.  It was notionally applied across the board.

MS. LEA:  Thank you.  And with respect to the refilling of your 2006 application for rates, I just have a couple of questions there.  I gather that the new customer impacts that you've calculated will be shown in that re-filing?

MR. MORAN:  That's right.  Yes.

MS. LEA:  Mm-hmm.  And would you also be willing to submit the settlement proposal - just the settlement proposal, not the whole reg assets application - as part of your 2006 application, so we have something to tie that recalculation to?

MR. MORAN:  Yes.

MS. LEA:  Thank you.

Thank you, Mr. Chairman.  Those are my questions.

MR. VLAHOS:  Thank you Ms. Lea, Mr. Moran. Just on a couple of matters, I've noticed on page 6 of 8 of the settlement proposal it talks about any -- the extent Kingston will be successful in pursuing its previous service provider.  That award will be applied against the revenue requirement at the appropriate time.  So what do you expect the Board's decision to say today or as part of this proceeding?  Should it be a deferral account or simply to direct the company to report same or ...? 

MR. MORAN:  There was a discussion about that at the

settlement conference and I think at the end of that discussion the consensus was to leave it on the basis as you see it in the settlement proposal, with no particular request to the Board about a deferral account or what have

you.

Kingston has committed to applying any damages it wins in this litigation, as far as they relate to market rating issues and to the ratepayers' account. 


We don't know what the timing of that is, and what regulatory paradigm we will be operating under by the time the litigation is wound down, and so it will depend on what's happening at that time.


The deferral account, as we discussed it, wouldn't really work, because there have been ongoing costs associated with that litigation that are already included in 2004 numbers and about $60,000 in these numbers.


MR. VLAHOS:  Okay.  Thanks, sir.


The other item, Mr. Moran, one of the things I have to do is worry about completion of the proceeding and of cost award comes to mind.  What's your understanding?  Maybe I can ask Mr. MacIntosh.  Is the intent that cost awards will be part of the other larger process for 2006 EDR?


MR. MacINTOSH:  Mr. Chair, that would certainly make it a lot simpler.


MR. VLAHOS:  Okay.  It's just that there has to be a finding from this Panel, because the panel for 2006, it will be different.  So we need some kind of a decision as part of this proceeding.


MR. MacINTOSH:  We could put in our costs as a partial application.


MR. MORAN:  As Mr. MacIntosh indicates, it would be, I think, simpler if it's all dealt with at once in the context of the 2006.  So I think it's open for you to determine in this proceeding under this docket number that the costs from this proceeding will be transferred to the other proceeding and dealt with at that time.


MS. LEA:  Yes, sir.  If you are able to make a finding that parties have conducted themselves responsibly and are entitled to their costs of this piece of the proceeding, I think that finding can be carried forward into the main rates case.


MR. VLAHOS:  Okay.  Mr. Moran, any objections to the Board awarding all reasonably-incurred costs by the intervenors who participated in the ‑‑


MR. MORAN:  No, Mr. Chair.  That was Kingston's expectation, and we have reached a settlement and the parties have dealt with Kingston in an above‑board manner all through this.


MR. VLAHOS:  Okay.  I'm just not sure who the parties are now, that may be eligible for costs awards in this part of ‑‑ this proceeding within the larger proceeding.


MR. MORAN:  I would expect that it would be limited to Energy Probe, VECC, and Schools to the extent that they reviewed the IRs in this matter and signed off at that time.  Mr. Warren and Ms. DeMarco, who act for CCC and the CCTA, have indicated that they weren't going to participate.


MR. VLAHOS:  Okay.  Thank you, sir.  Anything else?


MS. CHAPLIN:  No.


MR. VLAHOS:  Give us a second, please.


[The Board confers]


MR. VLAHOS:  Mr. Moran, it was our initial plan to hear from both applicants so that we could contemplate issuing an oral decision today, but since we finished so early and since the people from Kingston -- although I'm sure they love Toronto and probably are planning a big lunch, but I'm sure it will be more enjoyable to have a decision of the Board.  


So we will make an oral decision at this stage and we'll wait for BlueWater, of course, at 1:30.


So, just give me a second.  I just need to collect all my documents.


DECISION:


The applicant is Kingston Electricity Distribution Limited, and it filed this application for regulatory asset recovery as part of its larger application for 2006 rates.


Today the Board has received the settlement proposal and we heard counsel for the applicant to expand on this proposal.  We heard that the first part -- we read the first part is comprised of non‑transition cost accounts and the second part is comprised of the transition cost accounts.


Having read the settlement proposal when we received it and having heard the submissions of counsel today and the questions by Board Staff, the Panel does approve the application as it is modified in the settlement proposal that has been filed.


We don't necessarily feel that we have to make a separate order or direction with respect to any settlement amounts that may be coming forward from litigation, but we would expect the company to keep the Board abreast of that, Mr. Moran, periodically.


In terms of cost awards, we do find that the Energy Probe, VECC, and Schools should be entitled to 100 percent of their reasonably incurred costs, and that will be an amount that has to be carried forward to the larger 2006 EDR process.


We also note that the plan is to have this settlement proposal being carried to the fuller 2006 EDR case and we find that acceptable, and, therefore, there should not be any specific order that would flow from this decision.


Okay.  With that, any questions, Mr. Moran or Ms. Lea?  Have I left anything out?


MS. LEA:  Sir, I take your finding to be, then, that you accept the settlement agreement and find the amount to be carried forward to the rates proceeding to be reasonable?


MR. VLAHOS:  Yes, that is the finding.


MS. LEA:  Thank you.


MR. MORAN:  I have no questions, Mr. Chair.


MR. VLAHOS:  Okay.  With that, then, we are adjourned until 1:30 to hear from BlueWater.


MR. MORAN:  Thank you, Mr. Chair. 

‑‑‑ Recess taken at 10:36 a.m. 
‑‑‑ On resuming at 1:29 p.m. 


MR. VLAHOS:  Please be seated.  Mr. Moran, are you ready to proceed with the application and agreement by BlueWater?


MR. MORAN:  Yes, Mr. Chair, I am.  I'd like to first introduce the people from BlueWater Power who are with me here today.  To my immediate left is Alex Palimaka.  He's vice president of corporate services and general counsel.  Next to him is Keith Broad, who is manager for information technology.  And at the end of the row is Mark Hutson, manager finance.

   
The registered Intervenors for the BlueWater regulatory asset application are the same Intervenors that were involved in the Kingston application, and the parties who participated in the settlement conference were VECC and Energy Probe.  The schools energy coalition reviewed the settlement agreement after it was reached and advised that they were in support of it.


PRESENTATION OF SETTLEMENT PROPOSAL BY MR. MORAN:


And as you heard with the Kingston settlement proposal, CCC indicated that it would not get in the way of any settlement proposal, and CCTA, again, indicated they had no interest in the regulatory assets component of the 2006 process.


So what you have in front of you is a settlement proposal that represents a complete settlement on the recovery of regulatory assets by BlueWater Power.  I will first address the non‑1570 accounts.


KPMG carried out a financial audit for 2002, 2003, and 2004 for all of BlueWater's accounts, and subsequently to the Phase II decision based on the Board's direction in its decision KPMG was retained to carry out a number of additional procedures, and as a result of that additional review, there were some adjustments to some of the accounts and ultimately KPMG's findings were that there were no exceptions and that BlueWater was in compliance with the Board's requirements.


In the settlement proposal, you will see a description of all of the accounts under ‑‑ all the non‑1570 accounts, and then section 2 deals with account 1570.


At the conclusion of the settlement conference, the parties had agreed that BlueWater should be entitled to recover all of the balances in the non‑1570 accounts, and that's reflected in the settlement proposal.


With respect to the account 1570, if you want to turn up page 12 of 13, I think that is the easiest way to provide you with the overview of that account.  And of the categories of costs that the Board had established for that account, BlueWater is seeking recovery of balances in eight of those cost categories.


This table on page 12 of 13 shows in three columns of numbers the costs that were applied for, the adjustments being made as a result of the settlement, and the agreed amount that results from that adjustment in the last column on the right‑hand side.  And you will see that the major adjustment is with respect to category 1, under "Billing Activities," the SAP solution.


As a result of having to prepare for market readiness, BlueWater had to replace its CIS system, and it had a competitive RFP process in which a number of ‑‑ I think there were about eight responses in that process.  And out of those responses they chose a proposal that came from CNP, or Canadian Niagara Power, and initially the idea was that they would partner with one another, with Canadian Niagara Power being a service provider for components of the CIS system, in exchange for which CNP would provide a template, and that would be implemented by BlueWater.


As a result of BlueWater's specific needs, that template had to be modified significantly, to the point where it was no longer possible for BlueWater and CNP to continue with their partnership, and so they agreed to go their separate ways, and at the end of the day, BlueWater has now implemented SAP in its own house.


With respect to the billing activities category, BlueWater applied for just over $2.6 million, including carrying costs, and as a result of the settlement discussions that took place, BlueWater agreed to a reduction of $473,228.  And this related to certain cost overruns from the original budgets, some of which BlueWater was prepared to agree to a reduction, leaving the agreed amount at $2.2 million.


The other major adjustment has to do with category 6, staff adjustment activities.  The original amount that was applied for by BlueWater represented four positions that were eliminated by BlueWater upon getting ready for the restructured electricity market.  And in the context of the settlement discussions, it was agreed that two of those positions more closely related to the market side, the corporatization side of affairs rather than the distribution or wire side, and BlueWater agreed to reduce its claim by $118,522.


Initially, BlueWater's thinking was that because these jobs were simply being eliminated because of the new requirements that they all should properly fit into transition costs, but the Intervenors took the view that in other companies who were setting up affiliates, these two jobs were the kinds of jobs that would have been transferred to the affiliate, and the Board hadn't previously allowed affiliate or restructuring costs to go through.  And so they convinced BlueWater that this category might be similar in theory to that kind of cost.


With respect to category 7, and particularly 7(a), there was discussion about the amount that was being claimed for there, because it was based on regulatory costs incurred as a result of various regulatory proceedings that took place early on in market restructuring, and the Intervenors ultimately were prepared to accept that cost on the basis that BlueWater was able to demonstrate that it had participated in coalitions with other LDCs for the purposes of those proceedings.  And I have provided you with Appendix B that sets out the relevant portions of those three decisions that will show that BlueWater Power was a member of a coalition party, and so that those costs were properly managed and kept as low as possible.  On that basis the Intervenors were prepared to agree that there should be recovery of those amounts.


And finally, with respect to category 9, the regulatory requirements, there are three categories there, and as you will see from the table on page 12 of the settlement proposal, BlueWater has agreed to a reduction to each of those categories, and there is more detail about the nature of why there is agreement on that in the settlement proposal, but essentially it boils down to the remaining invoices were capable of being directly associated with market‑readiness activities, and it was more difficult to understand the direct connection of some of the other invoices and so BlueWater agreed to reduce the claim by that amount.


So that represents an overview of the settlement proposal.  BlueWater Power has provided you with a revised regulatory asset model attached to the settlement agreement, and it shows the change in rate riders that flow as a result of the adjustments made to the amounts proposed for recovery.  And there is also a ‑‑ if you turn over the page from where we were just looking, page 13 of 13, you will see a table that shows the change in carrying costs associated with the reductions or the adjustments that were agreed to.


The methodology that was used to calculate the changes in carrying charges was to go back to the dates of the specific invoices that were agreed that would be the subject of a reduction and to adjust carrying costs from those ‑‑ from the date of those invoices forward.


Again, on page 13, you will see that the proposed settlement will reduce the per‑customer costs for account 1570 from just over $113 per customer to just under $95 per customer.


Subject to any questions, Mr. Chair, that's the settlement proposal that we're putting forward for your consideration.


MR. VLAHOS:  Thank you, Mr. Moran.  Mr. MacIntosh, anything to add?


MR. MacINTOSH:  No, sir.


MR. VLAHOS:  All right.  Thank you.  Ms. Lea, any questions?


MS. LEA:  Yes, just one, sir.


Mr. Moran, I would imagine your client is going to be re-filing its 2006 rates application?


MR. MORAN:  Yes, that's right.  At some point there will be a need to file a revised 2006 EDR model not only for this reason, but in relation to other issues that arise in the 2006 case itself.  So that will be filed at the appropriate time.


MS. LEA:  Will BlueWater be willing to file the settlement agreement as backup to that application, just to indicate where the regulatory assets rider came from?  


MR. MORAN:  Yes.  Yes, it would.


MS. LEA:  Thank you.


MR. VLAHOS:  Thank you, Ms. Lea.


DECISION:  


MR. VLAHOS:  Mr. Moran, the Panel has had the opportunity to review the application and the settlement proposal, including the answers to interrogatories.  We do accept the application as amended by the settlement proposal.  We find the cost consequences that flow from those documents to be acceptable to the Board.


We do note the rate consequences flowing from our decision will be part of a larger 2006 EDR review, and that would be an appropriate process, so the company will re-file, as you pointed out.


So no specific order will be required from our decision other than to ‑‑ for this Panel to deal with the issue of cost awards.  And we do award Energy Probe, VECC, and the Schools 100 percent of their reasonably-incurred costs.  This decision of cost awards will have to be brought forward to the larger 2006 EDR review.


Ms. Lea, have I left anything out?


MS. LEA:  I can't think of anything, sir.


MR. VLAHOS:  Any questions, Mr. Moran?


MR. MacINTOSH:  Mr. Chair, did I hear you say Energy Probe in that list?


MR. VLAHOS:  Yes, I did.


MR. MacINTOSH:  Oh, thank you.


MR. VLAHOS:  Reporter, did I?  


[Reporter nods in the affirmative]


MR. VLAHOS:  I hope that's not your reason for being here.


MS. LEA:  Just keeping an eye on us.


MR. VLAHOS:  With that, then, this completes the -- Mr. Moran?


MS. LEA:  No, I don't have any questions, but I just wanted to say on the record that both BlueWater Power and Kingston are appreciative of the constructive involvement of Board Staff in both of the settlement conferences, and I just wanted to note that for the record.


MR. VLAHOS:  Thank you, sir.  And this is probably one of the most efficient hearings that I've been in lately.


With that, thank you very much, reporter, and this proceeding is adjourned. 

‑‑‑ Whereupon the hearing concluded at 1:44 p.m. 
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