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Monday, February 23rd, 2009


--- On commencing at 9:30 a.m.


MS. CHAPLIN:  Please be seated.  Good morning, everyone.  The Panel is sitting today in the matter of application EB-2008-0272 submitted by Hydro One Networks Inc. under section 78 of the Ontario Energy Board Act, seeking changes to the uniform provincial transmission rates effective July 1st, 2009.


The Board sits today to begin hearing oral testimony in this proceeding.  At this point, eight days have been set aside for this hearing.  I see that Staff and the parties are in the process of putting together a hearing schedule, which at this point indicates we'll be able to complete the proceeding in the scheduled time.


And I would like to thank parties for cooperating with Staff to put together this hearing schedule, and the Panel does expect you to continue to cooperate in terms of providing time estimates, so that we can track our progress and also order -- if there is an agreed order of cross-examination, that is helpful, as well.


My name is Cynthia Chaplin.  I will be the Presiding Member in this hearing, and joining me on the panel are Board Members Mr. Paul Vlahos and Mr. Ken Quesnelle.


I will now take appearances, please.

Appearances:


MR. ROGERS:  Good morning, Madam Chair.  My name is Donald Rogers, and I appear for the applicant.  With me at counsel table is Mr. Allan Cowan, director of major applications for the utility, and I have my associate Ms. Anita Varjacic, who may be assisting me from time to time.


MS. CHAPLIN:  Good morning.  Thank you.


MR. KLIPPENSTEIN:  Good morning, Madam Chair, Members of the Panel.  Murray Klippenstein appearing for Pollution Probe.


MS. CHAPLIN:  Thank you, Mr. Klippenstein.


MR. WARREN:  Robert Warren for the Consumers Council of Canada, and I have been asked to enter an appearance for Peter Thompson, who cannot be here today, but will be here tomorrow.


MS. CHAPLIN:  He is appearing for CME; correct?


MR. WARREN:  For CME, yes, thank you.


MS. CHAPLIN:  Thank you.


MR. BALOGH:  Lewis Balogh here, and I am an individual representing myself.


MS. CHAPLIN:  Welcome, Mr. Balogh.


MR. BALOGH:  Thank you.


MS. CHAPLIN:  Any other parties wishing to make an appearance?


MR. STEPHENSON:  Good morning.  My name is Richard Stephenson.  I am counsel for the Power Workers' Union and with me is my consultant, Mr. Bayu Kidani.


MS. CHAPLIN:  Thank you, Mr. Stephenson.


MR. DeVELLIS:  Good morning, Madam Chair.  John DeVellis for the School Energy Coalition.


MS. CHAPLIN:  Thank you, Mr. DeVellis.


MR. LORD:  Andrew Lord for AMPCO, and I will be joined by David Crocker this afternoon, and I have our consultant Wayne Clark and Shelley Grice with us.


MS. CHAPLIN:  Thank you.


MR. ZACHER:  Good morning.  Glenn Zacher on behalf of the Independent Electricity System Operator, and with me is Carl Burrell, senior regulatory analyst.


MS. CHAPLIN:  Thank you, Mr. Zacher.


MR. ANDREW:  Jeffrey Andrew.  I am counsel for the Society of Energy Professionals, and with me to my left is Richard Long.


MS. CHAPLIN:  Thank you, Mr. Andrew.  Oh, yes, sorry, Mr. Buonaguro.


MR. BUONAGURO:  Michael Buonaguro.  I'm counsel for VECC.


I would also like to put in an appearance for Randy Aiken on behalf of the LPMA and BOMA.


MS. CHAPLIN:  Thank you.


MR. MILLAR:  Good morning, Madam Chair, Members of the Panel.  Michael Millar, counsel for Board Staff, and I am joined by Edik Zwarenstein and Neil McKay.


MS. CHAPLIN:  Thank you, Mr. Millar.


Before we begin with Hydro One's first witness panel, are there any preliminary matters?


MR. ROGERS:  I have an opening statement I would like to make, if I could, Madam Chair, but otherwise, no.


MS. CHAPLIN:  Okay, why don't we proceed with that?  Thank you.

Opening Statement by Mr. Rogers:


MR. ROGERS:  Thank you very much.


As everyone knows, this is an application by Hydro One Networks to set its transmission revenue requirement and charge determinants for the years 2009 and 2010.


It is proposed that the new uniform transmission rates resulting from the approval of the revenue requirement and charge determinants take effect July 1, 2009 and that they be adjusted for January 1, 2010 in accordance with your findings in this case.


The company is not presently asking to recover any deficiency in earnings which may be found in the interim period which may accrue in 2009 to the date that the new rates take effect.


Now, I would like to briefly outline the application before you, but before we begin the evidence and before I begin my brief summary of the present application, I would like to address some very recent developments which flow from a policy announcement made by the Minister of Energy and Infrastructure, Mr. Smitherman, on Friday, February 20th, 2009.


I speak, of course, of the Green Energy Act, which we understand is to be tabled in the legislature today.  This act, if passed, will require the addition of significant transmission capacity well beyond the capital program contained in the application before you.


While Hydro One does not know precisely the additional capital requirement, it does anticipate additional spending to support distributed generation.  When the Green Energy Act and the policy behind it is passed, it will inevitably lead to an increase and acceleration of capital expansion to the transmission system.


The policy is to ensure that the transmission infrastructure expands beyond the current plan and supports green initiatives.  However, Madam Chair and Members of the Board, the plans as presently understood do not affect the application presently before you.


The capital plan for 2009 and 2010, and all of the other attendant costs contained in the application, constitute the core work that must be done regardless of the Green Energy Act.  And it is important, therefore, that the case proceed as planned.


My client does believe, as I've said, that the act and the policy behind it will lead to a capital program which is substantially larger than that which is currently before you for review.


However, the core program before you must proceed as planned, although the Green Energy Act undoubtedly will augment and necessitate additions to it.  Simply put, even with the Green Energy Act, the proposed plan before you will be required.


Although the expansion of the transmission system will probably be much greater than currently being requested here today, most of the incremental in-service dates associated with green energy projects will not occur until 2011, and beyond.


Therefore, the expanded capital program which is expected will not have a major effect on rates during the test period of 2009 and 2010.


As I will explain in a moment, the application before you has not requested any change to the current funding model; that is, rates are not affected until assets go into service in the traditional way, in this application.


This may change over time, and the company will consider whether changes to the existing funding model ought to be requested in future applications.  However, this application will proceed as filed.  We are not amending it.


This announcement, coupled with the well-publicized economic downturn in the economy, obviously constitutes substantial change in circumstances since this application was filed.


However, these changes only have the effect of increasing the costs of the transmission company, with the attendant effect of increasing the need to increase rates.  The economy is faltering, but the work of this utility must go on.  The costs of projects have not decreased and likely will increase if they were to be delayed.


Money is tight and the stimulus package proposed will put upward pressure on capital markets, driving the cost of capital up.  Simply put, the changes in circumstances since this case was filed would lead to an increase in the requested revenue requirement and rates.


However, it is important to my client, and, indeed, I will submit to you at the end of the case, to the province, that this application proceed as filed to an early conclusion.


The act is to be tabled in the legislature today.  We do not know what changes will occur or how long it will take to pass through the legislative process.  My client does anticipate that it will affect the transmission infrastructure, particularly beyond the next 12 months, as I have said.


I submit that it is important, however, that this case proceed today to a speedy conclusion as was contemplated.  The applicant's plans are ready.  Equipment and resources have been planned for and arranged.  Hydro One must get on with the work, which is now ready to go, so that it can manage the incremental expansion plans down the road.


Now, I can tell the Board that my client anticipates it will return to you once there is greater clarity on requirements.  At present, it is anticipated that an application will be made within the next 12 months, timed to capture the new direction in the industry to be reflected in the rates for 2011 and 2012.  So it's beyond the period that we're presently applying for.


Now I wanted the Board to be aware of these developments and the company's position, and now I would like to summarize very briefly for you the application before you today.


MS. CHAPLIN:  Thank you.


MR. ROGERS:  Now, although Hydro One has been before the Board for extensive review of both its distribution and transmission businesses several times in recent years, I appreciate that its affairs may be somewhat new to some Members of the Board, or of this Panel in particular.


Hydro One operates both a transmission and distribution business on an integrated basis, and costs must be properly attributed between the two businesses.


I can confirm, as does the evidence, that in 2008 R.J. Rudden Associates reviewed and confirmed that Hydro One has properly applied the OEB-accepted methodology to allocate appropriate common costs to the transmission business for this case.


Further, the overhead capitalization has been calculated consistent with the Rudden study methodology.  Depreciation and amortization expense for the year 2009 and 2010 have been determined using a technical update of the company's depreciation methodology previously accepted by this Board once again.


This application is, in short, conventional and relatively straightforward.  As previously stated, the treatment of common costs, overhead capitalization and depreciation, and amortization is based on Board-accepted methodologies.


Further, as you will be aware, I'm sure, the applicant in this case is proposing a capital structure, debt rates, and return on equity based on the formulas prescribed in the Board's report of the Board on cost of capital and second-generation incentive regulation issued December 20th, 2006.  And this is in accordance with the Board's decision on the company's previous transmission application dated August 16th, 2007, where the Board said that the formula was appropriate for this company.


The Board in this case will hear evidence about the continuation of the challenging capital expansion program which was underway and which was extensively reviewed by the Board in the last transmission case, EB-2006-0501.  The applicant seeks approval for capital spending of $944 million in 2009 and $1-billion-74 million in 2010.  There is extensive pre-filed evidence to explain the need for this infrastructure spending and the company's plan to accomplish the capital program.  Essential features are the pressing need to replace aging assets, many of which were installed in the high-growth area of the 1960s and 1970s.  These assets are now nearing end of life and many need to be replaced.


Further, there is need to expand the transmission system to accommodate growth and to integrate new sources of generation.  As the Board is well aware, the decisions concerning the expansion of the system are largely made by others, including customers of the transmission company, and specifically the OPA.


These factors and others also lead to increases in OM&A and other costs, all of which are explained extensively in the pre-filed written evidence, and which the witnesses are, I hope, well-prepared to answer questions about.


The result of all of this is that the company seeks approval of a revenue requirement of $1.23-billion for 2009 and $1.341-billion for 2010, based on a projected rate base of $7.033-billion in 2008 and $7.65-billion in 2010.


Madam Chair, Members of the Board, the company has filed updated evidence to provide actual 2008 capital and OM&A expenditures.  This update has not materially impacted the company's requested revenue requirement for the test years, as the requested revenue requirement is, I submit, still appropriate to support the completion of all forecast work programs and projects, as supported by the evidence, while prudently minimizing rate impacts to ratepayers.


So the update has not changed the applicant's case and its request before you, but that information is available, quite fresh information for 2008.


Now, the resulting increase in transmission rates, if my client is successful, is 6.4 percent in 2009 and 12.1 percent in 2010.  This reflects an estimated increase on the average customer's bill of 0.5 percent in 2009 and 0.9 percent in 2010.


Hydro One proposes to follow and apply the presently approved cost-allocation methodology and charge determinants, adjusted to reflect the new revenue requirement.


However, as the Board is undoubtedly aware, the company's proposals are being challenged by AMPCO, which has filed evidence to support its proposed modification to the charge determinants.


I propose to call four panels of witnesses to deal with the evidence, and the list has been provided to all participants.


The first panel - you see them there before you now - will deal with development capital, which addresses the need to expand the transmission system to accommodate growth and to integrate new sources of generation.


The second panel will deal with sustainment and operations capital, and OM&A expenses for sustainment, development, and operations.


Panel 3 will deal with the OM&A and capital for shared services requirements, and will also respond to questions concerning Cornerstone, a large IT project presently underway which has previously been examined by this Board.


It will also deal with staffing and compensation issues, including benchmarking, external revenue, cost efficiency and productivity, performance monitoring and benchmarking, and questions dealing with revenue requirement, rate base, and regulatory assets.


And some of these issues have been issues that have been examined by the Board previously, and studies have been completed which this panel can address.


Finally, I propose to call a fourth panel to deal with the load forecast, the long-term debt forecast, and issues of charge determinants, cost allocation, and rate design.


I think -- I don't know that I said this, but Hydro One proposes in this, what I would call phase 2 of the case, to apply presently approved cost allocation methodology and charge determinants, which are adjusted to reflect the new revenue requirement.


And as the Board knows -- and I may have said this.  I don't recall saying this, but I want to alert you to it -- the company's proposals are being challenged by AMPCO -- I said it once.  I will say it again, just to emphasize the point, because I know how important it is to them -- which has filed evidence to support its proposed modification to the charge determinant.  And I anticipate that will be dealt with at the end of the applicant's case.


Now, that completes my remarks with one exception, Madam Chair.  As the Board is aware from other cases, I think, there is a rule of professional conduct, Rule 4.04, which limits the ability of counsel to discuss the case with witnesses while they're being cross-examined.


And in keeping with past practice, I ask my colleagues here to consent to me discussing the evidence with the witnesses during cross-examination if necessary.  These cases are very technical, and I need to be able to talk to these witnesses to help in providing answers to undertakings of a technical nature, primarily.  That's the reason for my request.


So I would ask the Board to permit that, as has been allowed in every case that I have been before this Board for many years.  I can assure the Board, as usual, I will not abuse the privilege.


Thank you.


MS. CHAPLIN:  Yes, that's fine.  Thank you, Mr. Rogers.


MR. ROGERS:  Thank you.  And with that I am prepared to call my first panel.


MS. CHAPLIN:  Please go ahead.  You can come forward to be sworn.

HYDRO ONE NETWORKS INC. - PANEL 1


Charles Sauter, Sworn


Mark Graham, Sworn


John Sabiston, Sworn

Examination by Mr. Rogers:


MR. ROGERS:  Thank you.  Gentlemen, let me start with you, Mr. Sauter.


I understand, sir, that you hold a bachelor degree of civil engineering from Sir George Williams University?


MR. SAUTER:  That's correct.


MR. ROGERS:  And you began your career, working career, in 1973 as an engineer in maintenance and construction for Alcan Smelters and Chemicals Limited; is that right, sir?


MR. SAUTER:  That's correct, sir.


MR. ROGERS:  You worked for them for a while, and then joined Ontario Hydro I believe in 1977?


MR. SAUTER:  That's correct.


MR. ROGERS:  There, you were an assistant design engineer at that time?


MR. SAUTER:  That's correct.


MR. ROGERS:  Since then, you worked your way through a progression of different jobs with increasing responsibility?


MR. SAUTER:  Yes.


MR. ROGERS:  And you presently hold the position of director of projects, E&C, Hydro One?


MR. SAUTER:  That's correct.


MR. ROGERS:  What does E&C stand for?


MR. SAUTER:  Engineering and construction services.


MR. ROGERS:  It's E&CS?


MR. SAUTER:  That's correct.


MR. ROGERS:  All right.  Thank you very much.  Can you just tell us, what areas of the evidence will you be addressing today, Mr. Sauter?


MR. SAUTER:  I am here to speak to the work execution and strategies which are incorporated in Exhibit A14-7, and will assist in ensuring that we achieve our capital spend.


MR. ROGERS:  All right.  Thank you very much.  Now, I see that you have never appeared before this Board before.  This is your first time?


MR. SAUTER:  That's correct.


MR. ROGERS:  Very good.  Mr. Graham, let's come to you now.  You, sir, are presently the director of supply connections and director investment and policy agreements, asset management with the applicant?


MR. GRAHAM:  It's actually the latter, director of investment policy and agreements.


MR. ROGERS:  I see.  Thank you.  You hold a bachelor of mathematics degree and computer science and statistics from the University of Waterloo, I see?


MR. GRAHAM:  That's correct.


MR. ROGERS:  You began working in your career with Bell Northern Research back in 1978?


MR. GRAHAM:  Yes.


MR. ROGERS:  And joined the old Ontario Hydro, when, now, in 19 --


MR. GRAHAM:  '81.


MR. ROGERS:  '81?


MR. GRAHAM:  Yes.


MR. ROGERS:  Since that time, you also have worked continuously with Ontario Hydro or its successor companies in various capacities?


MR. GRAHAM:  Yes, that's correct.


MR. ROGERS:  In your present position, what questions will you be responding to today?


MR. GRAHAM:  I will be speaking to the development capital program from an overview and a policy level.


MR. ROGERS:  All right, thank you very much.  You have appeared before this Board on one other occasion, I see?


MR. GRAHAM:  Yes, I have.


MR. ROGERS:  Mr. Sabiston, I understand that you have a bachelor of applied sciences and electrical engineering from the University of Toronto?


MR. SABISTON:  That's correct.


MR. ROGERS:  And you began your career with Ontario Hydro back in 1978?


MR. SABISTON:  That's correct.


MR. ROGERS:  As an engineer in training?


MR. SABISTON:  Yes.


MR. ROGERS:  And then you also have progressed through various areas of increasing responsibility over the years?


MR. SABISTON:  Yes.


MR. ROGERS:  And you presently hold the position of, what, director of transmission planning, manager west?


MR. SABISTON:  Transmission planning manager for the western part of the province.


MR. ROGERS:  Thank you very much.  Can you confirm for us that the curriculum vitae filed in this case at Exhibit A, tab 21, schedule 1, page 11 is an accurate reflection of your qualifications and experience?


MR. SABISTON:  I can confirm that.


MR. ROGERS:  What areas of the evidence will you be dealing with this morning?


MR. SABISTON:  I will be speaking to the development capital evidence, in particular on specific projects, some of the major projects.


MR. ROGERS:  All right, thank you very much.  I should have asked you, too, as well, Mr. Sauter.  Is the curriculum vitae filed at Exhibit A, tab 21, schedule 1 an accurate reflection of your qualifications and experience?


MR. SAUTER:  Yes, it is, sir.


MR. ROGERS:  And, Mr. Graham, similarly, your CV is found at the same area, tab 21, schedule 1, page 6.  Is it an accurate reflection of your experience?


MR. GRAHAM:  Yes, it is.


MR. ROGERS:  And, Mr. Graham, let me ask you, on behalf of the panel, you have reviewed the materials that this panel will be addressing this morning, the prefiled evidence?


MR. GRAHAM:  I have.


MR. ROGERS:  Can you confirm for us, then, to your belief, it reflects an accurate summary of the applicant's affairs in those areas?


MR. GRAHAM:  Yes, I believe it does.


MR. ROGERS:  Thank you very much.  I don't propose to have any direct examination, Madam Chair, and they're ready for cross-examination.  Thank you.


MS. CHAPLIN:  Thank you.


I understand that VECC is scheduled to go first.  Mr. Buonaguro, are you ready?


MR. BUONAGURO:  Yes, thank you.

Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  For this panel, we have prepared a cross-examination aid that I would ask be introduced into evidence.


MR. MILLAR:  Yes.  The panel should have copies of that up at the dais.  We will call that K1.1, the VECC overview of Hydro One Networks' major development projects.

Exhibit No. K1.1:  VECC overview of Hydro One Networks' major development projects.


MS. CHAPLIN:  So this is a two-page table which has a project ID number and an -- is the first column?


MR. MILLAR:  Yes, that's correct.


MR. BUONAGURO:  I think the reason I am sitting here is so I can use the amazing audio-visual system that we have in the room, although I think that everybody can see it except the Board Panel.  I don't think the Board Panel has its own monitors and I don't see it coming up on the projector, so I guess we will see.


MS. CHAPLIN:  Why don't we proceed?


MR. BUONAGURO:  Okay.


All right.  So looking first at this exhibit that we put together, it's basically our attempt at pulling together all of the development capital project information into two sheets, and I can tell you, as it is indicated on the second page, that most of the information is pulled directly from Exhibit D1, tab 3, schedule 3, and also D2, tab 2, schedule 3.


We provided this to the parties and to Hydro One on Friday afternoon.


Looking at the tables, we can tell you that all of the data came directly from the application, except for what we filled in under the column "Driver" and what we filled in under the column "Basis For Need", where we had to extract it a little more from the application than the other columns.


Has the panel had a chance to look at this since Friday?


MR. SABISTON:  Yes, we have.


MR. BUONAGURO:  And are you able to tell me if there are any questions or concerns about the columns, other than "Driver" and "Basis For Need", where we filled in the information?  Does it look accurate to you?


MR. SABISTON:  Yes, they do.


MR. BUONAGURO:  I assume if you see something wrong, you will tell me throughout the hearing.


Now, looking at the first page, as an example, under "IPSP Relationship", we have extracted basically two types of relationship to the IPSP, non-IPSP or pre-IPSP.


I was wondering if you could tell me what those two are and what the differences between those two designations are?


MR. GRAHAM:  In general, Mr. Buonaguro, the pre-IPSP projects would be those that we would have expected the OPA to address in the IPSP but, because of timing issues, have had to be dealt with in advance of the approval of the IPSP; whereas the non-IPSP are projects that we would have felt would not be addressed by the OPA in the IPSP.


MR. BUONAGURO:  Okay.  Now, does that mean that the pre-IPSP projects are intertwined or reliant on the IPSP?


MR. GRAHAM:  It means that they're related to areas that we feel the OPA would have an opinion on, in terms of new supply integration, for example, for the province.


However, because of timing, again, we advanced them ahead of the IPSP, and, in several cases, we have documentation from the OPA which confirms their understanding; in fact, support for the projects.


MR. BUONAGURO:  So does that mean that you don't need the IPSP to be confirmed with respect to the areas that these projects relate to before they're actually required or needed?


MR. GRAHAM:  Again, because of timing, we would expect that these projects need to go forward prior to the IPSP approval by this Board.


MR. BUONAGURO:  Okay.  Now, looking at D1, tab 3, schedule 3, page 33, this is a table of -- summarizing the development capital projects in excess of $3 million.


And looking at the 2009/2010 columns, right at the bottom you have -- for projects under $3 million there is about a total for 2009/2010 about $15 million.  I have highlighted them in yellow on mine.


I don't know if your computer monitors are on.  Can you see what I am looking at?


MR. GRAHAM:  Yes.


MR. BUONAGURO:  So it's $6.4 million in 2009 and $8.6 million in 2010, for about $15 million on other capital projects, which I guess individually are less than $3 million each.  Is that correct?


MR. GRAHAM:  That's correct.


MR. BUONAGURO:  Now, with respect to these projects, are they -- what's their relationship to the IPSP?  Are they all pre-IPSP or non-IPSP?


MR. SABISTON:  These are all pre-I -- either pre-IPSP or non-IPSP.


MR. BUONAGURO:  Okay.  Thank you.  Now, sticking with the first page of our Exhibit K1.1, we have attempted to summarize for these inter-area projects.  I think everything on the first page of our exhibit is inter-area projects.  And for the driver we have tried to summarize, from the evidence, what the driver would be.


So, for example, for D1 we have -- we have noted it is to incorporate Hydro Quebec Generation.  For D2 we've said it is to incorporate Bruce Generation and for D7 incorporate Northern Generation.


Can you tell me if we have fairly summarized the driver for each of these projects in this table?


MR. GRAHAM:  I think, Mr. Buonaguro, we haven't gone through it in detail, but on the surface this looks correct.


MR. BUONAGURO:  Thank you.  Now, under "basis of need" for these projects on the first page, the inter-area projects, it looks to us that most of them are OPA-recommended, or an OPA recommendation.


And for an example, if we look at Exhibit D2, tab 2, schedule 3, we have the investment summary document for project D2.


MR. GRAHAM:  Yes, we have it.


MR. BUONAGURO:  And I have highlighted there on the computer screen what -- the reference to an Ontario Power Authority recommendation.   Now, just going back to my exhibit for a second, have you looked at this and seen where we fairly characterized which ones are OPA-recommended?


MR. SABISTON:  Yes.


MR. BUONAGURO:  And when you make reference to an OPA recommendation, can you explain in what form this recommendation is communicated to Hydro One Networks?


MR. SABISTON:  When the Ontario Power Authority makes a recommendation to us, in general they would write a letter to us supporting whatever project it is.


MR. BUONAGURO:  It's that simple?  Just a letter from the OPA saying, You should do this?


MR. SABISTON:  There's a lot of discussion with the Ontario Power Authority before that letter is written to understand the need, so that we're on the same page with the Ontario Power Authority.  But in essence, the end result is that letter.


MR. GRAHAM:  Mr. Buonaguro, just if I may, that is the formalization, as Mr. Sabiston has indicated, of a process that we have gone through with the OPA, as opposed to, you know, all that we have.


MR. BUONAGURO:  Now, in terms of reflecting that recommendation in the evidence, I don't think -- am I right that those letters don't actually appear in the evidence?


MR. SABISTON:  They don't actually appear in this particular evidence.  In the case of a project which has another approval process, the leave-to-construct process, that letter from the Ontario Power Authority is, in fact, included in the evidence with that.


MR. BUONAGURO:  And you say that -- is there is a sort of generic form of letter where the details are different from project to project, but they have a sort of a form letter, or is it simply individualized per project?


I am asking, because it would be nice to have an example of the letter in this record, and I don't know -- I want to know if I have to ask for all of them or if I can just ask for an example.


MR. ROGERS:  This particular -- excuse me, this particular project has already been approved by the Board, I believe, and the copy of that letter I imagine was filed in that case.


MR. BUONAGURO:  Right.  Well, I'm just -- this particular project, yes.  Maybe for that reason it wasn't the best example.  But if we could get an undertaking to provide an example of the OPA recommendation letter that you get for all of these projects, that would be helpful.


MS. CHAPLIN:  Well, has the witness said that all the letters are the same?


MR. SABISTON:  The letters are not identical.  They're all essentially the same sort of format.  They're roughly a page long, and they talk about -- sorry, one to three pages, and they talk about the project in general, and come down with the conclusion that the Ontario Power Authority supports this particular project.


MR. BUONAGURO:  Can you undertake to provide an example?  MR. ROGERS:  We can do that.  It would be faster to do that.  Yes, we will.  Yes, we will.


MS. CHAPLIN:  That's fine, thank you.


Can we have a number for that?


MR. MILLAR:  Undertaking J1.1, and that is to provide a sample of an OPA letter recommending a particular project?  Is that correct?


MR. BUONAGURO:  I am assuming the example will come from one of the projects that's in this particular proceeding.  Thank you.

UNDERTAKING NO. J1.1:  TO PROVIDE A SAMPLE OF AN OPA LETTER RECOMMENDING A PARTICULAR PROJECT


MR. BUONAGURO:  Now, in looking again at K1.1, we have noted that the OPA recommendation is pending for several of them, I think five.  Five of them -- at the time that the evidence was filed, the OPA recommendation was pending.


Is there a status update on the -- whether or not the OPA has actually gone ahead and recommended these projects?


MR. SABISTON:  Okay.  If I can speak to one of your pending letters, that would be project -- on the table you provided, Project No. D9, and that is one of the ones to accommodate northern generation, and that one, in particular, is a capacitor bank at Algoma.


I have been advised that the Ontario Power Authority letter is expected during the month of April, and upon receipt of the project we will approve the funding and go ahead and construct the project for the late 2010 in-service.


MR. BUONAGURO:  Okay.  So assuming you get it in April, that is still in time for a 2010 service date, I think you just said?


MR. SABISTON:  Yes.


MR. BUONAGURO:  Can you speak to the other four projects?


MR. SABISTON:  I can speak to some of them.  Project D10 is exactly the same status as D9.


MR. BUONAGURO:  So April 10th, expected recommendation?


MR. SABISTON:  Right.  And project D11 is the same status, because they're all related to the same sort of generic need of increasing the transport from one part of northern Ontario to another part of northern Ontario.


Project D13, again, a similar status.  It is on a slightly different timetable.  This has to do with installing static VAR compensators in southwestern Ontario, and the Power Authority will provide a letter to us once they receive our cost estimates.


Project D14 is identical to D13.


And I believe that completes my summary of the table for all the OPA pending statuses; is that correct?


MR. BUONAGURO:  Correct me if I am wrong.  I think you skipped over D12, but I am not sure.


MR. GRAHAM:  Number 12 has an OPA recommendation.


MR. BUONAGURO:  It does?


MR. GRAHAM:  Yes.


MR. BUONAGURO:  Okay.  Now, you will notice in our table that for basis for need we have left D5 and D6 blank, because the project sheet doesn't have a -- doesn't have a reference to an OPA recommendation.


Can you describe what the basis for the need of those two projects is?


MR. SABISTON:  Okay.  Project D5 is the Claireville by Claireville unbundling, and the need is described on the investment summary sheet which is filed in the evidence in tab D2, schedule -- tab 2, schedule 3.


If I can just paraphrase that, it is to reduce the need to limit generation from eastern Ontario into the Toronto area, and it is also to adjust some existing equipment-type limitations with -- that exist in the Cherrywood and Claireville area.  So that's the basis of need for project D5.


Project D6 is a project to install a static VAR compensator at our Lakehead transformer station, and, again, it is described on the -- in the same area of the evidence.


The main basis of that need is to replace a failed piece of equipment at the Lakehead transformer station, called a synchronous condenser.  A year or so ago, that piece of equipment failed and this static VAR compensator, in essence, is to replace that failed piece of equipment.


The consequence of not replacing that is substandard voltage support in northwestern Ontario.


MR. BUONAGURO:  So contrasting it with the OPA-recommended projects, would you say that the basis for need is internal to Hydro One?  You determined the need on your own and are submitting it on your own?  You are not relying on an external agency to justify the project, in the same way that you would rely, at least in part, on the OPA recommendations for the other projects?


MR. GRAHAM:  Mr. Buonaguro, I think that is fair, in terms of it -- although it is not a specific OPA recommendation with respect to these projects.  I would point out that Cherrywood by Claireville was discussed extensively at the last hearing, and the Board did have a chance to review that project at that time.


And the project has two basic drivers, both of which Hydro One assessed as being of a magnitude such that we should go forward.


MR. BUONAGURO:  Thank you.  And for completeness sake, we have left -- you can see on our table we have left D1 blank.  Would that same sort of analysis apply to D1, in terms of an internal justification?


MR. GRAHAM:  D1 was actually reviewed by specifically by this Board with a section 92 approval.


MR. BUONAGURO:  Right.  That's fair.  In terms of completing the table, it is not -- it's not something the OPA recommended.  It is something that you developed internally?


MR. GRAHAM:  In fact, it was I believe before the OPA was really fully under way that that project went forward.


MR. BUONAGURO:  Thank you.  Now, with respect to the drivers, it appears to us that the bulk of the inter-area projects are concerned with accommodating the change of Ontario's generation mix and, in particular, new or increased generation at the Bruce and in northern Ontario.  Is this a fair summary or observation of the need for the driver of these projects?


MR. GRAHAM:  It is certainly a major driver of a lot of these projects, yes.


MR. BUONAGURO:  Now, with respect to Bruce-related projects, can you confirm that the design and sizing of the facilities that these projects are building is based on ensuring the line can deliver generation output from the Bruce area?


MR. GRAHAM:  Yes, that's correct.


MR. BUONAGURO:  And can you confirm that this output is a combination of wind and nuclear generation?


MR. GRAHAM:  I can confirm that this is a combination of nuclear generation which is already under contract in terms of the Bruce refurbishment and other generation, which is largely expected to be renewable and largely expected to be wind.


MR. BUONAGURO:  Thank you.  And at the risk of stating the obvious, can you confirm that nuclear is base load generation, which means it is expected to operate whenever available?


MR. GRAHAM:  That would be my understanding.


MR. BUONAGURO:  And by contrast, wind, which you said is the bulk of the renewable resources that are expected to be made up -- making up the generation output, that is intermittent generation?


MR. GRAHAM:  That would be true of wind by itself.  Of course, there are operational mechanisms with respect to using backup power and storage and so on that could be used.


MR. BUONAGURO:  Can you confirm that the maximum output from wind generation is expected to be in the winter?


MR. GRAHAM:  I think it is my understanding that the maximum output thus far of the wind generation installed in the province has been in the winter.


MR. BUONAGURO:  Thank you.  And with respect to the northern projects, northern Ontario-related projects, can you confirm that for these facilities Hydro One needs to consider the renewable resource capability that is anticipated and design the size of facilities accordingly?


MR. SABISTON:  I can confirm that.


MR. BUONAGURO:  And when we're talking about northern generation, we're talking about hydraulic and wind power?


MR. SABISTON:  Yes.  I can confirm that.


MR. BUONAGURO:  And can you confirm that hydro output is usually highest during the spring period of each year due to the spring run-offs?


MR. SABISTON:  The energy component -- I can confirm that, with a qualification.  The energy component of hydroelectric generation is generally highest in the spring, but the -- but, like, the instantaneous output can happen any time of the year, not necessarily in the spring.


MR. BUONAGURO:  Okay, thank you.


MR. GRAHAM:  I would add to that, Mr. Buonaguro.  Of course it depends on the extent to which the power has storage associated with it.


MR. BUONAGURO:  Thank you.


Back to our Exhibit K1.1.  Turning over the page, which lists the rest of the projects, the non inter-area projects, and looking at D15 to D22, the driver there appeared to us to be local load growth; is that fair?


MR. SABISTON:  Local load growth, that's correct.


MR. BUONAGURO:  So, for example - and I pulled it up on the computer screens - D15, the D15 investment summary document, refers to load growth in the southern Georgian Bay area, and then I won't pull these up, but D16 and 17 make reference to transmission line capacity being unable to meet the requirements of that area over the next ten years; correct?


MR. SABISTON:  Correct.


MR. BUONAGURO:  Now, I would ask you to turn up - this is an interrogatory response - Exhibit I, tab 6, schedule 17.


I am looking at part A of the response.  This shows -- I should read the question into the record.  A, part of that question asked:

"Please provide a breakdown of the 2008-2010 load forecast by region, including for each region the regional peak demand forecast, and the regional peak demand forecast consistent with the system peak."


So that is what you provided here.  Do you have that?


MR. GRAHAM:  Yes, we have it.


MR. BUONAGURO:  Okay.  And can you tell me in which regions of the province are the local area growth projects taking place?   So here we have, I guess, five possibilities, central, east, northeast, northwest and southwest.  Which one of those regions has the most projects?


MR. SABISTON:  Okay.  Project D15, which is the southern Georgian Bay project, is predominantly in the central region.  Part of it is in -- would be in southwest, but a small part of it.  Projects D16 and D17, which are the Hurontario station and line project and a cable project to Jim Yarrow MTS are both located in the central region.


Project D18 is the Woodstock area transmission reinforcement project.  It's in southwestern Ontario.


Projects 19 and 20 are projects in the Burlington transformer station area.  They are -- they straddle both central and southwest.


Project D21 is proposed project Leaside by Birch transmission reinforcement.  It is in central.


And project D22 is supply to Essex County, and that is in the Windsor area, which is southwest.


MR. BUONAGURO:  Okay.  So it sounds like if we want to quantify which one has the most projects, it is either central or southwest?


MR. SABISTON:  That's correct.


MR. BUONAGURO:  Okay.  Now, let's take central for an example. If we look at the central 2008 load, if we can identify which one has the highest load, and that would be -- can you confirm, I think it is July?  13,082?


MR. GRAHAM:  That's the number on the interrogatory response.


MR. BUONAGURO:  Okay.  So I can infer from that that that is the highest load in the central for 2008?  Or was forecast at the time that the evidence was prepared, I guess, or...?


MR. GRAHAM:  That's the understanding of this panel.  This is not our evidence, but...


MR. BUONAGURO:  Okay.  If it is wrong, I am sure the company will tell me later.


Now, the forecast values for 2009/2010 in that same month for the central are 13,039 and 12,750, which suggest to me that the load is actually projected to be lower than in 2008.


MR. GRAHAM:  Mr. Buonaguro, I think it would be important to understand here that, I mean, these things are locally focused, as opposed to for the region as a whole.  And in many cases we would be working with the customers, and they would be responsible for providing us with their load forecast as well.


So it can't just on the surface be apples and apples with respect to the regional forecast and the local forecast that is underlying the project.


MR. BUONAGURO:  Okay.  So you are saying that despite the regional load, apparent decline, within there there are pockets where the load growth is going up, which need -- which need these projects?


MR. GRAHAM:  That would be fair.  I think, you know, you should look at each project individually.  It may be that in some cases we have overloaded facilities already, so we're just effectively catching up.  In other cases we would be basing it on a forecast for, there's still growth expected, yes.


MR. BUONAGURO:  So we're going to call those -- if I can refer to those as sub-regions of load growth.  Do you understand what I'm saying when I say sub-regions of load growth?


MR. GRAHAM:  If I understand, that sounds fine to me.


MR. BUONAGURO:  Okay.  Where is that load growth documented in the evidence?


MR. GRAHAM:  I'm not aware of whether that is particularly provided in the evidence or not.


MR. BUONAGURO:  Assuming it is not in the evidence, does Hydro One have load-growth analysis for those sub-regions that justify the project?


MR. SABISTON:  If I can be of help here.  Each one of these applications was subject of a separate leave-to-construct application under section 92, and the load growth for each one of those projects is, in fact, contained in the -- is either contained in the evidence already provided for those particular leave-to-construct applications or will be contained in the evidence to be submitted in support of an upcoming leave-to-construct application in the case of the project D22.


MR. BUONAGURO:  Thank you.


Now, for these local-area projects, D15 to D22, we have left the basis for need blank, because we weren't sure if it was -- from the material, if it was Hydro One internally developing the basis for need, I guess similar to what we've talked about with respect to, I guess, projects D5 and D6, or whether or not there was an external recommendation for the project, coming, for example, from the IESO, based on some of what we read.


Could you talk about the basis for need for the -- who establishes the basis for the need of these projects?


MR. SABISTON:  If I understand your question correctly, what you would like us to -- is for me to fill in this column "basis of need" to the best of my ability?


MR. BUONAGURO:  That would be acceptable.


MR. SABISTON:  Okay.  Going through the list of projects again, project D15, Essa by Stayner, the basis for need, that was in fact discussed by the Ontario Power Authority in their pre-IPSP documentation, and so it would be OPA-recommended.


16 and 17 --


MR. BUONAGURO:  Sorry, if I could interrupt you there --


MR. ROGERS:  Before you do that, Mr. Buonaguro, if I may just intervene.  It may speed this along.


I understand that D15, D16, D17, and D18 have already received approval from the Board?


MR. SABISTON:  Yes, they have.


MR. ROGERS:  So it is all there.


MR. BUONAGURO:  I understand.  Just because there are other projects, I want to see how they get into the stage, see who is the person -- or what company or what body is responsible for developing the basis for need.


I mean, I have already had the answer for D15.  It sounds like it is OPA-recommended.  And I was just interrupting to ask if that means that there would be an OPA recommendation letter that goes to that project?


MR. GRAHAM:  Mr. Buonaguro, I think it is important, again -- I mean, planning is a complex activity.  There's a number of entities involved, and it would depend.


So the OPA does get involved sometimes in delivery projects.  Hydro One does certainly, in terms of serving its customers.  Those customers get involved as well.  So it is not like you can say it's that or that, necessarily, in all cases.  It is an amalgam of things.


Now, Mr. Sabiston can lead you through what has occurred with each of those projects.  As Mr. Rogers says, they've already been approved by the Board.  But it is important to recognize that it is not cut and dried, necessarily.


MR. BUONAGURO:  Okay.  Proceed.  Thank you.


MR. SABISTON:  Okay.  Projects D16 and D17, they're very much related, so I will talk about them in the same breath.  Again, they have already been approved by separate leave-to-construct applications, and the basis for need, in fact, is, if we want to proceed, it would be OPA recommendation.


Project 18, the Woodstock-area project.  Again, the Ontario Power Authority talked about it in its pre-IPSP documentation in November 2007.  And once again, this would be OPA recommendation.


The Burlington projects, D19 and D20, are more Hydro One-driven to deal with a number of issues at the Burlington transformer station, and they would be customer-driven, in that Burlington has had some challenges with regard to the load-supply capability to the customers.  So "customer-driven" would be the best classification.


Leaside by Birch would be customer-driven.  And --


MR. BUONAGURO:  That's D20 -- sorry.


MR. SABISTON: -- D22 is still in progress.  There has not been an application to the Energy Board yet for project D22, which is a supply to Essex County.  It is supported by the Ontario Power Authority, and they are -- we are working with the Ontario Power Authority on a recommendation letter.  So it would be OPA-recommended.


MR. BUONAGURO:  Sorry, I wasn't sure if you skipped over one, or what the number was.  When you said Leaside to Birch, can you tell me which project that was?


MR. SABISTON:  That is D21.


MR. BUONAGURO:  Okay.  And which one was D20?


MR. SABISTON:  D20 is -- sorry, I was going by the notes I have written on my piece of paper, which I guess you don't have on yours.  The Burlington-area projects, which I glanced over, are D19 and D20.


MR. BUONAGURO:  Okay.  I won't ask you for a copy of your piece of paper.  Thanks.


Now, looking at the projects, D15 to D22, it appeared to us that only one, D21, involved a capital contribution from a customer.


And you did mention, for example, in D19 that it was at least partially customer-driven.  Can you explain why it would be that only one of the eight projects would have a capital contribution from a customer?


MR. GRAHAM:  Mr. Buonaguro, I can't remember the proceeding, but the Board did look at this issue with respect to customer contributions related to local-area supply projects, and in its determination, as I understand it, projects between D15 and D18 would have been effectively grandfathered, in terms of the agreements that have been reached, on the basis of Hydro One not requiring a capital contribution.


I believe, if I understand correctly, the Board's direction is that, going forward, we should look at capital contributions, which is why the Leaside by Birch project does show a capital contribution.


MR. BUONAGURO:  So Leaside Birch -- okay.


MR. SABISTON:  Leaside by Birch is project D21.


MR. BUONAGURO:  Right.  So that is D21.  How about D19, 20, and 22?


MR. SABISTON:  Project D19 and project D20 are both related to the -- to equipment limitations at the Burlington transformer station.  Because of changes on the power system, most notably the addition of generation in the -- in sort of like the western part of the GTA and also the Niagara peninsula, the equipment at the Burlington transformer station has become inadequate to handle required duty.  So projects D19 and D20 both have to do with addressing that problem.


Because of the problems being encountered at Burlington, we have had to derate the load supply capability out of Burlington to the customers.  So, in essence, that becomes the driver, a combination of equipment limitations impacting on our ability to reliably supply the driver -- to supply the customers.  And so, hence, those projects would not require a capital contribution.


MR. BUONAGURO:  Okay.  And I think that just leaves D22.


MR. SABISTON:  D22 is what we call the supply to Essex County project, which will be the subject of a future leave to construct application to the Board.


MR. BUONAGURO:  And why wouldn't it have a customer contribution?


MR. SABISTON:  One of the big drivers for project D22 is to relieve overloads that are already encountered at an existing Hydro One station.  And, as such, when we applied the approved methodology for determining capital contributions, it was found that because it is effectively dealing with an existing overload situation, no capital contribution was required when we got to the bottom of the calculation.


MR. BUONAGURO:  Thank you.


Moving on to projects D23 to D38, we understand -- you will see for "Basis For Need", we have put in customer as being customer driven either by a load customer or generator; is that fair?


MR. SABISTON:  Can I just have a moment to...


MR. BUONAGURO:  Sure.


MR. GRAHAM:  While Mr. Sabiston is looking, Mr. Buonaguro, I can confirm that is the case for these projects.


MR. BUONAGURO:  And if I can ask you to look at - this is an interrogatory response - Exhibit I, tab 8, schedule 27?


This is -- I think it is an AMPCO -- no, Energy Probe interrogatory.  Sorry.


MR. GRAHAM:  Yes, we have it.


MR. BUONAGURO:  You were asked about -- the answer, actually, I don't think it is -- the answer was:

"Funds for this project will only be released and spent after the connection and cost recovery agreement between OPG and Hydro One is signed."


Which suggested to us that for generators, you don't do the work until a connection cost recovery agreement has been executed.  Is that generally true?


MR. GRAHAM:  That's generally true for generators and for load connections.


MR. BUONAGURO:  Which was my next question.  That is the same thing for load customer connection projects.  Thank you.


Can you tell me what the current status of customer connection agreements are for these projects, D23 to D38, where they're local load customers?


MR. SABISTON:  For D23 to D -- sorry, I didn't catch the second part of your question.


MR. BUONAGURO:  Well, can you just confirm you need load connection agreements for these customers for the project to proceed?  And I am looking at D23 to D38.  Well, I guess it's for load customers D23 to D37, what is the status of the load connection agreements for all of these?  For example, are there any where a customer that is driving the project is not proceeding now, for example?


MR. GRAHAM:  Okay.  Sorry, before Mr. Sabiston answers, Mr. Buonaguro, there was an inference that the customer wouldn't be proceeding if the CCRA hadn't been signed.  In many cases, the CCRA may just be under negotiation and not completed yet, just to clarify.


MR. BUONAGURO:  I understand.  Thank you.


MR. SABISTON:  Project D23 is almost in service, and the particular agreement you are referring to is called the customer cost recovery agreement, or CCRA for short.  So I will refer to it from now on as CCRA.


For D23, the CCRA has been executed.  For D24, again, the CCRA has been executed.  For D25, it has been executed.  For D26, it has been executed.  For D27, it has been executed.


D28 has not yet had a CCRA executed and, hence, at this point in time the project may not, in fact, go forward, and similar status for D29.


For D30, the CCRA is in active negotiation and we expect that a CCRA will be realized.


D31, the CCRA is, again, in preliminary stages of negotiation.


For D32, we are in discussions with this customer about how to proceed with this project, and we fully expect that a CCRA will be the eventual outcome.


D33, the CCRA has been executed.


D34, the -- in this case, the customer is in fact Hydro One Networks Distribution.  For Hydro One Networks Distribution, because it is part of Hydro One Networks, we don't actually execute a CCRA as per se.  Instead, we have an internal agreement within the business units of Hydro One, and the status of that is that has been taken care of.


D35 is driven by end-of-life equipment replacement, and no CCRA is required, because it is totally driven by end of life.


D36, again, the driver is end of -- the driver is end-of-life equipment.  Rodney TS is to replace an existing transformer station, which is, for all intents and purposes, 100 years old and requires replacement.


D37, the CCRA has been negotiated.


MR. BUONAGURO:  The last one you said is D37?


MR. GRAHAM:  Yes.


MR. SABISTON:  Yes.  The list ends at D37.


MR. BUONAGURO:  Okay, thank you.  So if we're looking at projects D23 all the way to D37, I think there were only two that you mentioned, D28 and D29, where it seemed like there was more than a possibility, and it sounded to me more like a likelihood, the projects might not go forward, because there won't be an agreement signed?


MR. SABISTON:  There is a possibility in both of these cases that the projects may not go forward, as was envisaged when this evidence was prepared last year.


MR. BUONAGURO:  Okay.


MR. GRAHAM:  I would point out, Mr. Buonaguro, again, that the net costs for those projects is reasonably -- it is about $4 million across those two projects.  So a lot of it is covered by contribution.  Of course, the addition would be covered by net revenue, so it is a matter of chicken and egg.


MR. BUONAGURO:  Thank you.


Now, I want to turn up Exhibit D1, tab 3, schedule 3, page 14.  This is the description of the project D5, Cherrywood TS, Claireville TS unbundled 500 kV circuits.


MR. GRAHAM:  Yes, we have it.


MR. BUONAGURO:  And I am pulling this up because it appeared to us to be the only project where Hydro One is seeking approval that is considered to be discretionary spending.  Is that true?


MR. GRAHAM:  It is true that a portion of it is considered discretionary in the Board's filing requirements.


MR. BUONAGURO:  Is it the only project where you characterize it as discretionary spending?


MR. GRAHAM:  I believe so.


MR. BUONAGURO:  Okay.  And can you tell me, what do you mean or what does Hydro One mean when it says discretionary spending as opposed to non-discretionary spending?


MR. SABISTON:  Okay.  Following the Board guidelines that defines -- which we look at discretionary versus non-discretionary.  For a non-discretionary project there have to be some mandated requirements, such as a regulatory requirement, or to meet government objectives, or to meet equipment ratings, items such as that.


Non-discretionary would include things like, to relieve congestion on the network.  Now, the Cherrywood by Claireville project does have some aspect of relieving congestion on the transmission grid, and so hence that part was deemed to be non-discretionary -- sorry, discretionary.


It also has aspects of non-discretionary, and that was to address equipment -- existing equipment issues at both the Cherrywood and Claireville transformer stations and to meet some of the reliability -- some of the mandated reliability requirements from NERC and NPCC.


MR. BUONAGURO:  Now, in this case, the discretionary part of the spending is the 80.5 million for the unbundling-of-circuits component; is that right?  I think that is what it says there.  This is page 15 of the same exhibit.


MR. GRAHAM:  I would confirm that on page 15 it says 80.5 million is for unbundling of circuits, which can be considered discretionary work.


MR. BUONAGURO:  And I may be picking out specific things that you have already said, but I just wanted to get clear.


Customer requests are specifically non-discretionary, by virtue of the requirements of the Transmission System Code.  Is that part of what would fall under non-discretionary?


MR. GRAHAM:  That's correct.


MR. BUONAGURO:  And we had a discussion earlier about OPA recommendations.  Are OPA recommendations in and of themselves non-discretionary, or does it depend on what they're related to?


MR. GRAHAM:  That's a good question.  I think at this point in time we consider an OPA recommendation to be something that Hydro One needs to act on.


MR. BUONAGURO:  Sorry, I didn't hear that.


MR. GRAHAM:  Needs to act on.  It is non-discretionary, in terms of --


MR. BUONAGURO:  It's not -- you treat OPA recommendations as non-discretionary?


MR. GRAHAM:  I think that would be effectively the case, yes.


MR. BUONAGURO:  Even if -- and I guess it may be only theoretically, but even if the other requirements for non-discretionary under the Board guidelines that you mentioned wouldn't consider it non-discretionary?


MR. GRAHAM:  I think we consider OPA recommendations to be effectively an extension of government policy with respect to new supply, particularly.  So we're using that aspect of the filing requirements, in terms of it being non-discretionary.


MR. BUONAGURO:  Okay.  Thank you.


Now, I am briefly going to refer you to Exhibit A, tab 18, schedule 1.  And it is just a summary of Board directives.  And one of the things that the Board has said here is that -- and I have highlighted in yellow:

"For discretionary projects, the Board expects Hydro One to quantify the reliability and other benefits of the projects."


Do you see that?


MR. GRAHAM:  Sorry.  Mr. Buonaguro, just because I can't pick up the page, can you tell me which page that is on?


MR. BUONAGURO:  Sure.  It is on page...  I'm just going to scroll up.  I zoomed in so that people could actually read it on the --


MR. GRAHAM:  Page 2, it looks like.


MR. BUONAGURO:  Yes, it looks like 2, page 2.  Page 2 of 4.


MR. GRAHAM:  I see that.  That is item 3 we're talking about?


MR. BUONAGURO:  Yes.  And back to the Cherrywood example that we just were at, D1, tab 3, schedule 3, page 15, which I've lost -- well, when you're talking about that particular project, you talk about congestion and reliability benefits of unbundling the circuits.  Is that...?


MR. GRAHAM:  I see that, yes.


MR. BUONAGURO:  Now, for that particular example, Hydro One used a 4 percent real discount rate to compare the benefits, which you quantified in the range of 4- to $5 million annually, with the cost of $80.5 million, which yielded total benefits in the $83 million to $104 million net-present-value basis.  Is that...?


MR. GRAHAM:  That's what it says, yes.


MR. BUONAGURO:  Right.  Now, first off, did this analysis include consideration of future costs beyond the initial 80.5 million?  So, for example, future maintenance costs related to these -- related to the project?  Or is it just the initial -- the initial costs that you worked into the cost/benefit analysis?


MR. SABISTON:  The cost/benefit analysis would normally include the future costs, if there is a difference between -- in the future costs between the two alternatives.


MR. BUONAGURO:  And you said it would normally include that.  Did it include that in this case?


MR. SABISTON:  In this case, the future costs -- the future maintenance costs would have been identical, whether you keep the circuits bundled or if you unbundled them.


So in this case, because they would be the same in either case, they may not have been explicitly included, but they were sort of like explicitly included, because they cancelled.


MR. BUONAGURO:  I see.  I see.  So the future costs of this alternative, as compared to the future costs of the other alternative, are identical?


MR. SABISTON:  That's correct.


MR. BUONAGURO:  Or assumed to be identical?


MR. SABISTON:  Assumed to be identical.


MR. BUONAGURO:  And beyond the assumption, that would be your expectation?


MR. SABISTON:  That would be the expectation.


MR. BUONAGURO:  Okay.  Thank you.


Now, with respect to the 4 percent real discount rate, we understand that -- and I think it is right in that excerpt -- that that came from the OPA using that same figure in the IPSP?


MR. GRAHAM:  That's correct.  And there is some evidence from the OPA filing included in the interrogatory response there.


MR. BUONAGURO:  Yes.  And in fact, that would be at Exhibit I, tab 1, schedule 60, attachment 3.  And interestingly, it was a VECC interrogatory to the OPA.  And we asked them to provide references to the wide range of authoritative estimates of the social discount rate, SDR.


And so attachment 3 to the IR in this case, I, tab 1, schedule 60 includes the answer to that question.  And I won't go through it, but it basically lists all the different sources of social discount rates, and I think that if you summarize them, the range of possible rates goes from 2 percent to 8 percent.


Can you take that, subject to check?


MR. GRAHAM:  I will take it, subject to check.


MR. BUONAGURO:  Now, you would agree with -- because of what happened to the IPSP, what social discount rate the IPSP should actually be using hasn't been confirmed by a decision in the IPSP.


MR. GRAHAM:  I would say that is fair to say.  The Board hasn't ruled on the IPSP yet.


MR. BUONAGURO:  And given that there is a range of 2 percent to 8 percent in this, in terms of the evidence that they had before them, has Hydro One done a sensitivity analysis of what would happen if you used 2 percent versus 8 percent, something in the range, rather than simply relying on the 4 percent?


MR. GRAHAM:  Not that I am aware of.


MR. BUONAGURO:  Thank you.


Now, back to the description of the Cherrywood project.  It states in there that you believe that the congestion benefits could be even higher; i.e., the benefits that you are predicting for this project could be even higher than what you've stated to date.  Is that fair?


MR. GRAHAM:  Well, I think it is fair to say we're in an environment where the flows in the system are probably going to change pretty significantly, and with respect to new renewable resources, which, for example, come from eastern Ontario, there may be a change in the flows, which may affect the congestion.


MR. BUONAGURO:  And which may then increase the benefits?  Is that the tail --


MR. GRAHAM:  To the extent it increased the congestion that would otherwise be experienced, that would be fair, yes.


MR. BUONAGURO:  Now, it is my understanding that the entity that can quantify that or support that possibility would be the IESO?


MR. GRAHAM:  Well, the IESO would be able to tell you what has occurred.  With respect to what's likely to occur, it is probably more likely the OPA that would have an opinion on that.


MR. BUONAGURO:  Okay.  Has Hydro One approached the OPA then with a possible calculation of these future benefits?


MR. GRAHAM:  Again, with respect to this project, my understanding is that this has already been discussed with the Board in the hearing two years ago, so we would not have revisited that decision at this point in time.


MR. BUONAGURO:  You mentioned it was done a couple of years ago.  The cost-benefit analysis, then, is a couple of years removed?


MR. SABISTON:  Sorry, I didn't understand your question.


MR. GRAHAM:  I am not aware, so I am looking at Mr. Sabiston, sorry.


MR. BUONAGURO:  Well, my understanding is the cost-benefit analysis was in fact, as you said, with respect to the project being approved.  I think it is a couple of years old.


My simple question is:  Have you made any effort to update the cost-benefit analysis to today?  Is there an updated cost-benefit analysis?


MR. SABISTON:  As Mr. Graham said, no.


MR. BUONAGURO:  Okay.  Thank you.  I must have misunderstood.


MR. GRAHAM:  I think what I was trying to get across, Mr. Buonaguro, was just once a commitment of a project has been made, we wouldn't consistently redo the analyses supporting that investment.


MR. BUONAGURO:  Okay.  Thank you.


MR. SABISTON:  If I might just add here, in our discussion of this project on D1, tab 3, schedule 3, in lines 23 to 26, it talks about future potential projects, such as the proposed Darlington B generating station.  In fact, since the time that we initially received this project, the government has issued a directive to the Ontario Power Generation to develop Darlington B generating station; and, hence, the likelihood of the increased benefit due to the increased generation at Darlington has, in fact, increased.


MR. BUONAGURO:  Okay, thank you.  I have some questions about the February 13th update.  Looking at the updated Exhibit D3, tab 3, schedule 3, page 8.


MR. GRAHAM:  Sorry, Mr. Buonaguro, could you repeat the reference?


MR. BUONAGURO:  Sorry, I had the wrong -- it is D1, tab 3, schedule 3.  For everybody but the Board Panel, you now have it in front of you on the screens.


MR. GRAHAM:  D1, tab 3, schedule 3?


MR. BUONAGURO:  D1, tab 3, schedule 3, page 8 of 37.


MR. GRAHAM:  I'm sorry.


MR. BUONAGURO:  It is the updated development capital summary, table 1.


MR. GRAHAM:  Yes, I have it.


MR. BUONAGURO:  In here, you have updated -- you will see on the computer screen, at least, I have highlighted the $330 million figure.


So that figure is the new gross capital total for the bridge year, 2008?


MR. GRAHAM:  That's correct.


MR. BUONAGURO:  And the original was 267.1 million.  Can you take that subject to check, without having to go back to the original evidence?


MR. GRAHAM:  I am not sure if that was the net or the gross but that's correct.  Yes.  Actually, yes, I have had it checked.  Thanks.


MR. BUONAGURO:  Okay.  So then from the original filing, the figure has increased I think it is just over $60 million?  Yes, $60 million, which is about a 20 percent increase?


MR. GRAHAM:  Okay.


MR. BUONAGURO:  Now, pages 33 to 37, I think, list all of the different projects in the same exhibit in table form, so there.  Page 33, you start listing all of the development projects.  Can you tell me which projects that extra $60 million went into?


MR. GRAHAM:  Well, Mr. Buonaguro, it is across quite a few of the project.  For example, Bruce-to-Milton has increased, I believe, approximately $15 million from $30 million to $45 million.  So it is across a number of projects.


MR. BUONAGURO:  Does it include any projects that aren't already listed?


MR. GRAHAM:  I think the majority is in the listed projects.


MR. BUONAGURO:  Perhaps -- can you provide an undertaking to give a summary of where the extra $60 million went, rather than have you do it on the spot?


MR. ROGERS:  These are actuals for 2008 we're talking about, so when the forecast was made, it was part way through the year.  Now we have finished the year and there is a difference.  Can that be done relatively easily?


MR. GRAHAM:  I believe so, yes.


MR. ROGERS:  Yes, yes, the company will do that.


MR. MILLAR:  That is undertaking J1.2, and that is to provide an analysis of where the extra $60 million in capital spending went for 2008.


MR. GRAHAM:  By project.


MR. MILLAR:  By project, thank you.

Undertaking No. J1.2:  To provide answer to where extra $60 million in 2008 capital spending went by project.


MR. BUONAGURO:  In terms of an analysis, the kind of thing we're looking for particularly was whether -- what was the cause of the increased spending on that project, for example, whether it was increased costs of the project or whether it was simply the completion of more work.


MR. GRAHAM:  Okay.  We can look at it that way.  I mean, one of the things that I think is apparent to the Board and to intervenors is that we did not spend the full development capital amount in 2008.  But what this represents, I think, is that we got a better hold of those projects and got them going in a more expeditious manner than we had projected, and we are working towards the forecast in most cases.  So what we're talking about here is typically more work getting done, but not increases to the planned amounts for these projects.


MR. BUONAGURO:  Okay.  It sounds like that's what we're going to see on the undertaking, but if there happens to be a project where costs go up, you will indicate that?


MR. GRAHAM:  Yes.


MR. BUONAGURO:  Okay, thank you.  On the assumption that it is almost all or all increased ability to complete work in 2008 rather than increased costs to the project, can you explain what change that allowed you to spend that -- more money or do that much more work in 2008?


MR. GRAHAM:  Mr. Sauter may want to add some details, but more precisely I think we have a number of things under way, which we outlined in the evidence, in terms of initiatives to help us get the programs done.


As Mr. Rogers said in his opening, we are under a lot of pressure to get a lot of work done and we have been implementing various things to do that.


So we have seen some progress in terms of some of those areas, and I think that is what you're seeing the result of here.


MR. SAUTER:  Yes.  We do have a number of work execution strategies in place that we have undertaken as a result of lessons learned, such as turnkey contracts, improved outage planning, targetted resource increases, long lead material tracking, standardized designs, increased work bundling, multi-year programs, resource modelling, and university training programs.


And if I can just go to turnkey contracts for a second, is that many of our -- as an example, for 2009, we have over $300 million worth of turnkey contracts, which is about 53 percent of our development capital.  That is about $200 million more than what it was in 2008.


MR. BUONAGURO:  So if we go along with the theme or the assumption that it is completing more work as opposed to increased costs, is that work, then, that at the time of the application would have been scheduled for 2009 and has been advanced?


MR. GRAHAM:  It varies.  I think, in general, it was work that was scheduled for 2008.  That would be a more appropriate categorization of the majority of it.


MR. BUONAGURO:  It would have been work that was scheduled for 2008 but you didn't expect to be able to do in 2008?


MR. GRAHAM:  At one point, yes.  I think the intention, to be honest, was something like 150 million or so in development capital, and we ended up around 100 million under.


MR. BUONAGURO:  If there is work that was originally planned for 2009 which then got accelerated, could you maybe indicate that in your analysis of the -- in the previous undertaking?  It doesn't sound like it is going to be there, but if it is...


MR. GRAHAM:  Now, that is adding an additional level of difficulty.  I think we could perhaps -- if there was anything significant, anything major, we would know that.  I would hesitate to go beyond that and say we will provide you with a comprehensive assessment of that.


MR. BUONAGURO:  Well, it would be understanding that if there is a material shift of work that was planned for 2009 into 2008 as part of the 60 million, you will indicate that in the undertaking; is that fair?


MR. ROGERS:  I am not sure I am understanding this now.


The company has undertaken to provide an analysis to show why it is there was an increase in the spending capability, really, from the time that they filed their application until the final year end.


As the Board is well aware from the material, and I am sure this will be examined, there was difficulty in completing some of the work in 2007 that had been forecast in 2008.


And Mr. Sauter has explained the company took steps to improve its efficiency in completing this work, and I think that is -- we will provide an exhibit that will demonstrate where these increases occurred.


But they're not increases over what was budgeted.  I just want that to be understood.  They're increases in what was thought to be the case when the case was filed up until the work was -- or the year end was finally over, by which time the company had improved its ability to get this capital work done.


MS. CHAPLIN:  Mr. Buonaguro, is your question whether or not in this application there is money in the 2009 budget that in the last proceeding was in the 2008 budget, and that, therefore, if more work has been done, is the 2009 budget now somewhat overstated because they were able to get more done in 2008 than they thought?


MR. BUONAGURO:  That may be the fallout.  I mean, I think what Mr. Rogers is saying is that the answer is "no", and I thought that is what I might get.  But the panel didn't want to commit to that.


So I just want to give them a chance to look it over when they're doing the undertaking and say, you know, it is true, the 60 million is, as Mr. Rogers is suggesting, simply an acceleration of work that was planned for 2008 but which they thought they were going to fall short of.


MR. ROGERS:  I think I understand.  Let us have a crack at it and try to provide the information I think you are trying to drive at, and if there are any major projects that fall -- that have been accelerated from -- well, that affect this case, this rate case, then we will try to let you know that.


MR. BUONAGURO:  Thank you.


Now, you were able to achieve about $60 million more work than you anticipated between now and -- between the time of the original filing and the February update confirmed the increased spending.


What stopped you from being able to do even more?  And to that I mean, we're trying to get a handle on what limiting factors stopped it at the $60 million range, what was the cap, or what caps you, effectively.


MR. GRAHAM:  I think it would be fair to say that we did not, as you have already said, achieve the 2008 plan.  The latter part of the year, I think the spending rate was probably at a level such that we could have achieved it if we'd been able to spend at that rate and achieve at that rate through the year.


It took some time to get going.  There is some reference in the material to some of the deferrals that we have seen, and there's issues with resourcing.  Hydro One is continuing to work on bringing in the resources necessary to do this work.


But I think what we've seen is that we're limited primarily by the resourceability, and we have done -- have taken steps, as Mr. Sauter has already touched on -- to address that.  Some of those things did not take hold as early as we had hoped or had planned for 2008, so the spending did not occur until somewhat later in the year.


MR. SAUTER:  We're looking a lot more closer now with the front-end part of our project planning.


MS. CHAPLIN:  The two of you share a microphone, so if one of you pushes the button, it will affect the other.


MR. SAUTER:  I was saying we're looking a lot closer at the front-end planning of our projects, which ones are good candidates for turnkey.


As an example, new-technology projects, or greenfield projects, we will look very carefully at putting those out for turnkey.  As an example, the SVCs in Porcupine, Kirkland Lake, the SCVs (sic) in Nobel, the SVCs in Lakehead, and contracts -- projects as such.


MR. BUONAGURO:  Thank you.  This is my last topic.  I think we normally take a break now, but I think I can squeeze this in.


MS. CHAPLIN:  Sure.


MR. BUONAGURO:  If you could turn up Exhibit -- it is an interrogatory response, Exhibit I, tab 6, schedule 47.


MR. GRAHAM:  Tab 6, 47, you said, Mr. Buonaguro?


MR. BUONAGURO:  Yes, I-6-47.  And initially I'm looking at the responses to parts A and C of that interrogatory.  And I am bringing up, because both A and C talk about one of the key limiting factors on being able to complete work being engineering resources.  Do you see that?


MR. GRAHAM:  We have it, yes.


MR. SAUTER:  Yes, thank you.


MR. BUONAGURO:  And I will just refer to it.  I won't pull it up.  But D1, tab 3, schedule 1, page 5.  Actually, no, I will pull it up.  Engineering resources is also referenced as being -- as one of the limiting factors.


MR. GRAHAM:  Sorry, Mr. Buonaguro, the reference?


MR. BUONAGURO:  D1, tab 3, schedule 1.


MR. GRAHAM:  D1, tab 3?  And which page?


MR. BUONAGURO:  Page 5.  You say:

"Delays in completing the necessary engineering work as a result, difficulty in recruiting the required specialists, engineering staff."


MR. GRAHAM:  Yes, I see that.


MR. BUONAGURO:  "This difficulty arises from competing demands from other organizations in Ontario", and it goes on.  So basically, one of the major problems you have cited is engineering resources.


MR. SAUTER:  That's correct.


MR. GRAHAM:  Right.


MR. BUONAGURO:  Now, going back to the interrogatory response, the same one, I-6-47, and looking at part E, there is a table which talks about the major development projects that were delayed in 2007 and 2008, and it

shows -- names the projects, and then it talks about why they were delayed.  Do you see that?


MR. GRAHAM:  Yes.


MR. BUONAGURO:  Now, would the limitation of engineering resources, would that have fallen under the first category which I have highlighted, "resource availability"?  Is that captured under that column?


MR. GRAHAM:  Yes, I believe so.


MR. BUONAGURO:  Okay.  And I think it is -- you've already talked about your initiatives to address labour/material issues, and they're actually -- they're talked about in part D of this response as well.


So that would be -- cover columns 2 and 3, "material availability" -- well, and "resource availability".  But it looks like, in this table, that about nine of the 15 projects which were delayed in 2007 and 2008 were impacted by their outage availability or third-party issues.  Is that correct?


MR. SAUTER:  Yes, that's correct.  We've had several challenges with respect to approvals, real estate, outage delays, and long lead material delivery.


MR. BUONAGURO:  And my understanding is that third-party and outage-availability issues are mostly beyond the company's control.  Is that fair?


MR. SAUTER:  Sorry, could you repeat?  Did you say third party or outage?


MR. BUONAGURO:  Both.  You can parse them, if you like.  But my understanding is that both outage and third-party delays are largely outside the control of the company.


MR. SAUTER:  With respect to outages, we work very closely with our rate-setter folks and the IESO to assess things such as system loading, system reliability, and voltage-stability issues, impacts of the outage on our customers, and we also look at other outage and work-bundling opportunities.


We now -- as a result of lessons learned from the previous filing, we have a group that is solely dedicated to capital projects, and again works very closely with the IESO and the grid ops centre, so that they can assess these types of issues and come up with an outage plan and staging, if you wish, that has the most probability for success.


Sometimes -- our system, as we all know, is getting more complex now.  With more generator connections and load connections coming on-board, it further exacerbates the problem.


Quite often we have to look at things such as live-line techniques or even bare-hand techniques to sectionalize circuits, open and close loops, and at the end of it sometimes it is not possible to have the outage.


So we do look at such different types of work methods, if you wish, such as bypasses.  And if we -- we spoke before to the Essa by Stayner project, which, we had to build a 27 kilometre between Essa and Stayner on the S2 -- on the S2E circuit.  Woodstock is another example on the W7W circuit, where we had to -- we're in the process right now of executing that project, and that requires an 11-kilometre bypass, and the same thing with the Hydro-Québec interconnection, where we had to use the D5A circuit as a backup to the H9 circuit.  It is because of all of the tap stations.


So it is something we are -- we are very well aware of, and we are taking steps with the formation of this group and working very closely with those folks to try and mitigate these types of things at the very front end.


With regards to the third party, that is largely out of our control, but in discussions -- you know, as we spoke before, with respect to CCRAs, negotiations with customers, to get approvals to get these projects to go.


MR. BUONAGURO:  Thank you.


Now, I understand what you're saying about outage availability, and it sounds like presumably partly because of the delays that occurred in 2007/2008, you're working with this new group to increase your ability to minimize outage availability problems; right?


MR. SAUTER:  That's correct, for outages.


MR. BUONAGURO:  You do what you can with third party delays, but there is only so much you can do with third party delays, I would assume; correct?


MR. SAUTER:  Hmm-hmm.


MR. BUONAGURO:  Is there -- given that, as you said, about nine of the 15 projects here were delayed because of those two factors, one or both -- I guess, one or -- either one or the other, has the possibility of those delays occurring in the future -- I guess over the test period, 2009/2010, been worked into the spending program?


MR. GRAHAM:  Yes, it has, Mr. Buonaguro.


MR. SAUTER:  Yes, it has.


MR. BUONAGURO:  Can you explain how it factors in?


MR. SAUTER:  As an example, engineering is a very -- is a key one.  We've taken a number of steps to increase critical resources in the area of protection control and telecom.  These are very specialized resources, if you wish.


And as an example, we have increased our staffing in that area by -- between 2007 and 2008 by 140 staff, which is about 30 percent of the work force in E&CS that is dedicated to capital projects.  That also includes project managers, electrical layout engineers, system integration engineers, project planners, project schedulers, project estimators.  And our plan is also in 2009 and 2010 to increase that targeted group of folks by another 190 staff.


We do also make use of our integrated work force.  For instance, we have regular staff.  We have part-time staff.  We have contract staff.  We have hiring hall staff that we use to ensure the success of the execution of our programs.


One other key area is we are putting a lot more of our engineering work to the outside consulting world.  For instance, that number in 2008 was 23 percent of our engineering was actually spread across to eight different consultants.


And, as these folks come on board and learn more about our system, it improves our leverage ratio; in other words, the amount of time we have to spend to train those folks to get up to par to where they should be.


So these are all positive things we are doing to ensure that these types of things won't happen in the future.


Now, in 2007, of course, there was -- I would just like to say there was three major significant incidents that happened, and that was the Pickering relay room fire, the Pinard 1750 transformer failure, and the cap bank failure at Richview due to transit recovery voltage.


We would not expect to see three major emergencies like that normally happen in one year.


MR. GRAHAM:  I think, Mr. Buonaguro, if I could add to that, your question was particularly about the outage availability and the third party issues.


With respect to the third party approvals, for example, we have learned, if you will, through having a more development-oriented program than we have had in the past, about some of the requirements that are going to be there.  So those are built into the schedules now.


With respect to outage availability, there is now, under the Cornerstone initiative, a better set of data with respect to the overall work programs, so that it is easier to put the work together and bundle it more specifically to hit the outages so that less outages are required.


So there are initiatives we are taking to address those areas.


MR. BUONAGURO:  I want to nail down something.  You mentioned about building it into the schedule, which is really what my question was.


I understand and appreciate the evidence that you have been giving just now about what you are doing to mitigate these potential delays.


My question was really:  Have you forecasted delays, notwithstanding your mitigation attempts, in presenting your development spending over the course of the test years?


So, for example, if you are forecasting a certain level of delay that would push your spending and, therefore, your in-service dates for some of your projects, despite your planning beyond the test period, would that be accounted for in your ultimate evidence on when these projects are going to be in service?


I guess I am not asking, necessarily:  What are you doing to mitigate it?  What I'm asking you is despite mitigation, you have to anticipate some level of delay.  Has that amount of delay been worked into your application to give a realistic picture of what your spending is actually going to look like over the next two years as opposed to a plan that says, This is how much we want to spend and, assuming there is no delays, this is what is going to happen?


MR. GRAHAM:  Right.  I would say two things to that.  First off, with respect to things we have learned, for example, on the approvals process, we have factored in -- where we did not appropriately address those situations in the past, that's factored in.  So we are a learning organization from that perspective.


Again, I would point out that some the issues that Mr. Sauter talked about, we have turned around the spending pattern over the last part of the year, and so there is an indication there, as well, that we are finding ways to do things, which previously weren't there.


So would I say the plan accurately reflects our expectations in terms of deliverability.


MR. SAUTER:  I think another key point to look at is I spoke to the turnkey projects, which for 2009 is $314 million.  That is 53 percent of our capital development spend.


That number was 21 percent last year, and it will go up to approximately 70 percent in 2010.  So there is a lot more projects, as Mr. Graham was saying, that we're identifying that we used to do in-house that now we are looking at the outside world to help us with.


So that mitigates -- not only mitigates, but ensures that we will be successful in meeting our spend.


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


MS. CHAPLIN:  Thank you, Mr. Buonaguro.  We will take our morning break now.  We will return in 15 minutes.


--- Recess taken at 11:19 a.m.
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--- On resuming at 11:40 a.m.


MS. CHAPLIN:  Please be seated.


Mr. Klippenstein, I believe you are next.


MR. KLIPPENSTEIN:  Yes, I believe so, Madam Chair.  Thank you.  Good morning, Members of the Panel.


Madam Chair and members of the witness panel, Pollution Probe has prepared a cross-examination reference book, and I believe members of the witness panel and Madam Chair, Members of your Panel have been provided with copies.


This is for convenience of the Panel and the witnesses, hopefully, and this was distributed to all the parties on Friday, and my understanding so far is there is no objection to the materials in it.


So if that is the case, then I would suggest it be marked as an exhibit for convenience of reference.


MS. CHAPLIN:  Okay.  Thank you.  Yes.  These are often quite helpful.  Thank you, Mr. Klippenstein.


MR. MILLAR:  Exhibit K1.2, that is the Pollution Probe cross-examination reference book, and the Panel should have copies of that at the dais.


MS. CHAPLIN:  We do.

EXHIBIT NO. K1.2:  POLLUTION PROBE CROSS-EXAMINATION REFERENCE BOOK

Cross-examination by Mr. Klippenstein:


MR. KLIPPENSTEIN:  I will be asking questions on behalf of Pollution Probe related to the issue of distributed generation in Toronto.  And by way of background, I would ask you to turn to tab 1 of Exhibit K1.2, the Pollution Probe cross-examination reference book.  At tab 1, you will see a few excerpted pages from the IESO's February 2006 publication called the Ontario Reliability Outlook.


Do you see that, members of the panel?  Yes?


MR. GRAHAM:  Yes, we have it.


MR. KLIPPENSTEIN:  If you could turn to page 5 of that report, which is page 3 of the document book.  And I am not sure who I will be addressing my questions to, but whoever -- I will see who jumps to the fore.


At page 5, beneath the diagram, there is a single summary sentence, which says:

"The transmission system serving central Toronto was at or near capacity during peak periods in the summer of 2005."


Do you see that?


MR. GRAHAM:  Yes.


MR. KLIPPENSTEIN:  Do you have any reason to disagree with that statement by the IESO?


MR. SABISTON:  No.


MR. KLIPPENSTEIN:  Then if you could turn one page forward to page 4 of the IESO's report.  And in the first of the two columns, the last paragraph -- this is still at tab 1 of the document book.


MR. ROGERS:  I don't have a page 4 at tab 1.


MR. GRAHAM:  The page 4 I have is previous to page 5.  We're talking about the prior page?


MR. KLIPPENSTEIN:  Yes.  Page 4 of the IESO --


MR. ROGERS:  Oh, I see.  Thank you, I'm sorry.  Page 2.  I apologize.


MR. KLIPPENSTEIN:  Yes, perhaps I should refer to either the document page number or the Pollution Probe document page number.  I will try and be more clear about that.  This is the page 4 of the IESO booklet, which is page 2 of the document book.


Bottom-left column, the report says:

"Because the paths into central Toronto are forecast to be near their capacity, additional generation located outside the area cannot meet the need for power within Toronto during peak load periods.  As a result, 250 megawatt of generation must be in service by June 1, 2008 to help meet local demand for electricity, particularly in the summer, without overloading equipment and prompting the need for rotating load shedding.  Present forecasts indicate that 500 megawatts of total capacity should be planned for summer 2010."


Do you see that?


MR. GRAHAM:  Yes.


MR. KLIPPENSTEIN:  And my understanding is that that need discussed in that paragraph is going to be met by the relatively new Portlands Energy Centre.  Have I got that right?


MR. SABISTON:  That's correct.


MR. KLIPPENSTEIN:  Okay.  Then continuing with the paragraph that begins "the IESO":

"The IESO, the OPA, Toronto Hydro, and Hydro One have considered alternatives and supplemental activities to the minimum generation requirements, including increased conservation and demand management, distributed generation, co-generation, and renewable energy.  While all of the above alternatives should be part of the solution to address Toronto's needs, they are needed in addition to the minimum generation requirements in order to achieve an appropriate level of reliability."


Would you agree with this statement in the IESO's report that downtown Toronto needs increased distributed generation and co-generation and renewable energy in order to achieve an appropriate level of reliability?


MR. GRAHAM:  With the addition of the conservation demand management reports we've introduced, all those things would be true, yes.


MR. KLIPPENSTEIN:  Would be, sorry?


MR. GRAHAM:  Would be true.


MR. KLIPPENSTEIN:  Yes, thank you.


If you would then turn to tab 2 of Pollution Probe's document book.  We have included the June 14th, 2007 speech by the Honourable Dwight Duncan, Minister of Energy, regarding the launch of the Clean Energy Standard Offer program.


And if you could turn to page 14 of the Minister's speech, which is page 17 of the document book on the upper right-hand corner.  I will just read a few of those sentences and ask your thoughts on them.  Beginning at the top of document book page 17, the Honourable Minister says:

"Let me set the record straight..."


Do you see that?


MR. GRAHAM:  Yes.


MR. KLIPPENSTEIN:  "We are committed to ensuring that

Toronto has the power it needs and that our system meets the needs of all electricity consumers in the province.  Clean Standard Offer and combined heat and power are two important tools that will allow the City of Toronto to address the energy needs facing this community.  Combined with Ontario's significant conservation initiatives, Toronto has a good opportunity to move forward to ensure its immediate and medium-term needs for electricity are met without the need for a new transmission line."


On the next page:

"Make no mistake, a safe and reliable supply of electricity to Canada's largest city is a priority for our government.  It's critical to the continued growth and prosperity of this city, this province, and this country."


Going back to the second paragraph I referred to, the Minister referred to combined heat and power.  Would you agree with me that combined heat and power usually refers to energy systems in which a heating system for a large building, such as an office building or a municipal building or a hospital or a high-rise or a factory, also uses the natural gas to generate some power?


MR. GRAHAM:  Mr. Sabiston may want to add to this, but one thing that I think is important to recognize is, combined heat and power is not always natural gas-fired, but, yes, it would be true that there is a generation and a heat aspect to the combined heat and power plants.


MR. KLIPPENSTEIN:  And the fact that the energy source, which is often natural gas -- am I right about that?


MR. GRAHAM:  Yes, traditionally that's true.


MR. KLIPPENSTEIN:  Yes.


MR. SABISTON:  However, as Mr. Graham stated, it is not exclusively natural gas.


MR. KLIPPENSTEIN:  But the power source, the fact that it is used not only for heating but to generate power, results in the unit having a relatively high efficiency.  Is that fair?


MR. GRAHAM:  I believe that's the expectation, yes.


MR. KLIPPENSTEIN:  And would you agree with the statement by Minister Duncan that combined heat and power plants located in downtown Toronto can help the city meet its immediate and medium-term needs for electricity without the need for a new transmission line?


MR. GRAHAM:  It would certainly be true that generation located in the load area in the city would help with respect to both meeting power needs and potentially the -- might defer the need for transmission, depending what the characteristics of that generation were.


MR. KLIPPENSTEIN:  Right.  Then if you could turn to page -- or tab 3.  I have included a document about this issue -- namely, distributed generation -- and also the new transmission line issue from the president and chief executive officer of Toronto Hydro, Mr. David O'Brien.


This is a letter dated July 13th, 2007 to Councillor Paula Fletcher of the City of Toronto.


I have underlined several parts of that letter, and -- do you see the letter in the book?


MR. GRAHAM:  I have it, yes.


MR. KLIPPENSTEIN:  The first underlined part, Mr. O'Brien says:

"Neither Toronto Hydro nor Hydro One is pursuing any option such as the so-called third line as the preferred solution to the security of supply issues facing the city."


Dropping down:

"Toronto Hydro is, first and foremost, committed to seeking demand-side management and distributed generation solutions to the supply concerns that all parties recognize must be addressed."


Then he says, the third underlined part:

"I know that you understand that we must find a solution to the supply constraints to Toronto as soon as possible."


Would Hydro One agree with Mr. O'Brien that we must find a solution to the supply constraints to Toronto as soon as possible?


MR. GRAHAM:  Again, Mr. Sabiston may want to elaborate, but I would say that is true.


MR. KLIPPENSTEIN:  Thank you.  Would you turn to tab 4, please, of the Pollution Probe document book, which includes some excerpts from a decision of this Ontario Energy Board dated May 15th, 2008 in EB-2007-0680, which was the Toronto Hydro application for rates?


In the section of the Board's decision on distributed generation, which is two pages that I have included, the Board's findings are described on page 62 of the decision, which is page 28 of the document book.


According to the last part of the first paragraph in the Board findings -- do you see that?


MR. GRAHAM:  Yes.


MR. KLIPPENSTEIN:  The Board said:

"The Board considers that the applicant should facilitate connections for DG..."


I think that is distributed generation:

"... and self-generation where they can be implemented practically and economically, both from the perspective of the generator and of the applicant and its load customers."


Now, that was about Toronto Hydro.  Does Hydro One accept that Hydro One also has an obligation to facilitate connections for distributed generation and self generation in downtown Toronto?


MR. GRAHAM:  We do, with respect to within the confines of the Transmission System Code.  And, of course, as Mr. Rogers mentioned the Green Energy Act, we expect, if nothing else, the pressure will increase to do that.


I think, as we mentioned in response to interrogatory I-5-2, which is a Pollution Probe interrogatory, we have recognized, for example, that short circuit limitations of some of our stations can reduce the ability of new generation to connect in the city, and we are planning to deal with that.


And we also would, I think, note that generation such as solar generation within the city may not have a short circuit inhibition on it even now in terms of the technology, so that we would be encouraging that, to the extent we have much to do with it.  Most of that is going to be a Toronto Hydro issue.


MR. KLIPPENSTEIN:  Interesting comment you made about solar.  So can you give me an idea, in 15 words or less, why solar does not have the same short circuit problem, for example, that combined heat and power might?


MR. SABISTON:  Solar -- like, a solar panel array is connected to the power system via an electronic converter.  This electronic converter does not have the same impact on what we call the fault level.  It effectively transfers zero -- has zero contributions to the overall fault level; whereas a rotating machine does make a contribution to the fault level.


Therefore, from that point of view, solar -- a solar voltaic array is much easier to connect than a rotating generator in central Toronto.


MR. KLIPPENSTEIN:  I see.  Thank you.  Interesting.  If you could turn to tab 5 in the document book, I think you made a reference to this.  Pollution Probe asked about limits to the installation of distributed generation, and the response from Hydro One was:

"The amount of generation that can be accommodated in the area is constrained by the short circuit rating of 115 kilovolt equipment of the Leaside transformer station and Hearn substation in the east and Manby transformer station in the west."


Now, just a word of background.  I take it those three stations are basically the end points, effectively, of the transmission lines into Toronto?


MR. GRAHAM:  Not necessarily the end points, but they are the key points of supply for the city.


MR. KLIPPENSTEIN:  Right.  So that's effectively where you - "you", Hydro One - have to deal with the issue of distributed generation within the boundaries of Toronto?


MR. GRAHAM:  Well, Mr. Sabiston may want to add again, but with respect to the short circuit issue we're talking about specifically here, that is the three stations that would be affected or need work to address that.


MR. KLIPPENSTEIN:  Okay.  And so with respect to the short circuit issue, you basically have to make some modifications at those three stations to be able to adjust for and accommodate the distributed generation.  Is that basically it?


MR. GRAHAM:  That's my understanding.


MR. KLIPPENSTEIN:  Right.  And I take it from what Mr. Sabiston said, because some of the distributed generation would be anticipated to be motors or rotors or things that turn, that causes variations in the, quote/unquote, real power and reactive power in the current.


And so in very simple layman's terms, what do you do to solve that?  You put in capacitors or inductors or some combination thereof; have I got that right?


MR. SABISTON:  Not -- no.


[Laughter]


MR. SABISTON:  In order to deal with the short circuit problems at the stations that serve downtown Toronto, Leaside, Hearn and Manby, we have to replace some existing equipment.  We have to replace existing equipment with new equipment of higher ratings.


MR. KLIPPENSTEIN:  Can you just give me an idea of what kind of equipment?  You are replacing some existing stuff that is -- newer and higher level of some kind of tolerance?


MR. SABISTON:  Primarily circuit breakers.


MR. KLIPPENSTEIN:  I take it from the way the response to the interrogatory is worded, the one I just read to you, the current assessment is that in fact a significant amount, something like 90 megawatts of distributed generation, can be installed in downtown Toronto now without incurring that problem at those stations; is that the inference?


MR. GRAHAM:  That's what I read here, that 70 megawatts in Manby and 20 megawatts in Leaside would be 90, yes.


MR. KLIPPENSTEIN:  Right.  Pollution Probe is concerned and puzzled when we see the kind of plan for addressing that issue, that bottleneck issue for downtown Toronto.


Mr. Sabiston, you are a very experienced engineer and planning -- system planner, and have a long track record within this particular system in Ontario.  You probably have some pretty good instinct of what equipment is needed there.  Like, you probably pretty much know what kind of circuit breakers are going to be needed, don't you?


MR. SABISTON:  I have a pretty good idea of what has to be done.


MR. KLIPPENSTEIN:  That was a trick question.  You can't really say "no" to that, can you?


So in a practical sense, I am just wondering why, according to the evidence, we have to do a big, long feasibility study and not have it even studied until the end of December 2010, when it's -- when I wonder if it is possible that if you spend a few hours with a few of your folks in your organization, you probably could have this problem 95 percent figured out in short order.


MR. SABISTON:  No.  The response to Interrogatory I-5, schedule 2 states that we are spending $450,000 worth of development money over the next two years.  What that $450,000 would do is give us cost estimates required to go ahead and do the necessary engineering to replace the substandard equipment and to go -- start the approvals process.


Now, the anticipated expenditure to rebuild these stations to accommodate a higher short-circuit level is in the hundreds of millions of dollars.  It is not -- well, sorry, if I can go back, in the tens of millions of dollars, probably in the order of $100 million for each station.


That is not an insignificant amount of money.  And before Hydro One would commit to such a large investment, we would have to get concurrence from all the other stakeholders, the Ontario Power Authority, that this indeed is money well spent for the end-use ratepayer.


MR. GRAHAM:  If I could make a couple of points, Mr. Klippenstein.  I think we expect there will be significant interest in the city and on the government's part for us to provide for new generation in the load areas.  It only makes sense for us to look at that.  And we will be doing that.


These are brown-field sites.  They're very constrained space sites.  The work is not easy to do.  And Mr. Sauter, I am sure, could add to that.


So planning and estimating and so on is not a simple task, and that is part of the issue with respect to how long it takes.


MR. KLIPPENSTEIN:  I understand that, but I am hearing that it is three sites.  You are replacing some circuit-breakers.  You know, I've gone through a number of sectors of society that are concerned about the need to get things like distributed generation into Toronto.


You said you may be feeling some more pressure, and I am suggesting indeed you may be feeling some more pressure, and I am just wondering, surely -- and this is what Hydro One does -- surely you can, before the end of 2010, have some kind of a plan -- I suspect you could do it in nine months -- have a plan how to fix three substations or transformer stations with new circuit-breakers.


I mean, surely it doesn't take a year -- almost two years to figure that out.  Why can't you figure it out by the end of 2009 and have them installed by the end of 2010?


MR. GRAHAM:  Let me start and --


MR. KLIPPENSTEIN:  If you need some help, I will help.


MR. GRAHAM:  Obviously the issue may revolve partly around the issue of prioritization to your point.  And we understand and are putting a high priority on generation connections and the establishment of enabling investments to allow new generation generally.


As Mr. Sabiston has mentioned, these are expensive pieces of equipment.  We need to understand, is the $100 million expenditure justified, in terms of what it is going to enable.  My expectation is probably, but we need to determine that.


So there is not just the design work, the estimating work, the planning work.  There is the, if you will, the political work around understanding what is appropriate to do.  It may be that some of the expenditures on these things start occurring in 2010.  I don't think they're going to go into service in 2010 -- Mr. Sabiston, correct me if I am wrong -- because it takes a while to get circuit-breakers ordered, delivered, and installed.


So, I mean, this is one of those areas where, as Mr. Rogers has already alluded to, I mean, there may be additional pressure, there may be reprioritization of some of the work.  We do not know at this point in time.


We think it is a reasonable plan, but how we adapt to what's coming down the pipe still remains to be seen, in terms of the details.


MR. SAUTER:  Just to add to Mr. Graham, just from an execution point of view, to get these types of breakers, you could be looking at anywhere from nine to 12 months.


Further, from a planning point of view, to execute these types of projects there is a lot of planning involved.  As I mentioned earlier on, from an outage point of view, there is a lot of planning and staging that has to take place.  These outages and these stations are extremely difficult to get.


One of the other things we have to consider is the safety of our trades that are doing this type of work.  They are very qualified, but you're working in very close proximity to live equipment.  This is not something you can do just instantaneously.  It involves a lot of planning.


MR. KLIPPENSTEIN:  Well, I am wondering.  You've mentioned a number of things.  You have to do the technical feasibility.  You have to look at the financial cost.  You have to do the political process with the various actors.  You have to start talking to the manufacturers.


Can't you do those things in parallel, rather than sequence?  Like, do you have a plan, various timelines?  And it seems to me that a lot of those things can happen in parallel at the same time.


You know, who makes these things?  Siemens probably does, right?  Does Siemens make these?


MR. SAUTER:  Our biggest suppliers are -- ABB is one of our bigger suppliers on that equipment.  Mitsubishi also.  There is a couple or three of them; that's correct.


MR. KLIPPENSTEIN:  Siemens and Mitsubishi and ABB?  You know, in your combined experience you have a rough idea of what you are going to need there.  And you can be talking to them.  They will pick up the phone in this recessionary time and talk to you.  Isn't that right?


MR. GRAHAM:  If I could add to that, Mr. Klippenstein.  One of the things is -- it is difficult to get a handle on is, infrastructure investment, of course, as you've heard, and it's been in the papers, the governments have a keen interest in doing that type of project in this economy, to keep employment up.


So in fact, we're not necessarily seeing reductions in demand to these manufacturers at this point in time.  A lot of utilities are investing at this point.


MR. KLIPPENSTEIN:  Well, but shouldn't you be first in line then in talking to them now?


MR. GRAHAM:  I take back to your original point.  Certainly a number of these activities can occur in sequence.  I will let Mr. Sabiston talk to the details.  We will do these things in an expeditious manner, but I think, as Mr. Sauter has outlined, it is not like these things happen overnight.


MR. KLIPPENSTEIN:  You mentioned that they can happen in sequence.  I take it you meant they can happen in parallel.


MR. GRAHAM:  Parallel.  Sorry.  Yes.  I correct myself.  That's correct.  I was agreeing with you.


MR. KLIPPENSTEIN:  What else needs to be done?  I mean, do you need to consult with the local landowners around these sites?  Do you have to do an environmental assessment?


MR. SABISTON:  If all we're doing is rebuilding an existing station on-site, we need no environmental approvals, and so, no.


MR. KLIPPENSTEIN:  So your assessment is, no?


MR. SABISTON:  Right.


MR. KLIPPENSTEIN:  And what about Ontario Municipal Board or city council by-law amendments?  Do you know if you need any of that?


MR. SABISTON:  We do not need any of those types of approvals.


MR. KLIPPENSTEIN:  Okay.  What about local citizen involvement, community groups, who may have views on that?  Is that something you can start with?  Because...


MR. SABISTON:  Whenever we do a significant construction at an existing site that has neighbours, we always consult with the neighbours as part of our consultation process so that the neighbours understand what we are doing.


MR. KLIPPENSTEIN:  Right.  And how many political bodies are you going to need to talk to?  The city?  The province? OPA?  IESO?  And -- is that right so far?


MR. GRAHAM:  Toronto Hydro.


MR. KLIPPENSTEIN:  And Toronto Hydro, yes.


And am I right in thinking that with a little bit of consultation you actually wouldn't expect any problem from any of those, given the current climate?  People would be on-side?


MR. SABISTON:  Toronto Hydro would have to be assured that we could undertake this work without jeopardizing the reliability of supply while the work is ongoing.


MR. KLIPPENSTEIN:  And is that a discussion you could begin with them more or less immediately?  Because that is a kind of logistics issue which Hydro One deals with all the time when it is making changes, and obviously Toronto Hydro will want to be satisfied, and presumably you more or less have the answer ready for them.


MR. SABISTON:  Yes.  The discussions with Toronto Hydro would be ongoing through the whole course of the project right from day one to the final date that the project is in service, to ensure that Toronto Hydro's customers will not suffer.


MR. KLIPPENSTEIN:  How many of those things that have gone through could you start within a couple of weeks, on a -- with some usefulness?


MR. GRAHAM:  Well, Mr. Klippenstein, I mean, you can always start any particular activity in a couple of weeks if you redirect resources to it.  The question, of course, becomes, what is the impact on all the other programs and plans that we have put forward in this submission.


So we can't just say that we'll automatically start a bunch of things in two weeks if it's not coordinated with all of the other work.


MR. SABISTON:  We have in the evidence that we are spending $450,000 over the next two years to do the development work, the pre-engineering necessary to execute this project.  That $450,000 worth of engineering is a significant amount of money.  It is something not to be taken lightly and something we just don't throw away.


MR. KLIPPENSTEIN:  I am not suggesting you do that.  I was confused.  You mentioned pre-engineering work and engineering work, and I am not sure that -- what do you mean by pre-engineering work?


MR. GRAHAM:  Actually, I think Mr. Sabiston maybe misspoke.  Pre-engineering is a term that we typically use in the submission to refer to the IPSP enabler work that is handled through a deferral account.


MR. SABISTON:  And the context that I just used "pre-engineering" is for staff from Mr. Sauter's group to go to the station and start assessing whether or not what we had planned to do is even feasible, before they start producing the detailed drawings.  The detailed drawings would be the so-called engineering work.


MR. KLIPPENSTEIN:  Well, let's be realistic.  I mean, I haven't yet heard any reason, from anybody, that suggests this actually isn't going to go ahead.


It seems a good idea to everybody.  So -- and Mr. Sauter's staff can -- like, they can whip by there, and they're good at this; right?  So they can, in a couple of weeks, have maybe not the final conclusion, but a preliminary assessment at a certain level of good judgment; isn't that right?


MR. GRAHAM:  Well, let me take your first point briefly, and then Mr. Sauter can maybe speak to his engineering expertise.


Fundamentally, I think Hydro One understands that it doesn't seem to make much sense to build a lot of wires to renewables in outlying zones, if I can put it, remote areas, if we're not trying to do our utmost for the load centres and try and put generation in those load centres as much as possible.


Now, the question with respect to what the economic test is going to be, what still makes sense - and that is referred to here - I guess it still remains to be sorted out, and that is going to take some time.  But we certainly understand the drive to put new generation in the load centre.


MR. SAUTER:  From an engineering point of view, yes, we could send engineers out there.  But as Mr. Graham said before, it's a question of priority.


Any time you take engineers off existing work that they're working on, put them on other work, it becomes very inefficient.  So what suffers?


And it does take more than a couple of weeks, because they have to look at footprint.  They have to look at layout, you know, like as we talked before, outages.  There is a whole bunch of factors that have to be looked at to do this assessment.


MR. KLIPPENSTEIN:  Well, you know, I wasn't really joking when I said, Why can't you send some folks out there in the next couple of weeks?


I mean, they have other stuff to do, but, you know, what kind of questions are there that -- if you break this question apart, there will be some preliminary questions, I suspect, that they can answer in having a one afternoon look around, some basic assessments that they can tell you about.  Am I right so far?


These are knowledgeable people and this is not, it sounds to me, like a highly complex problem.  You are replacing some circuit breakers.


MR. ROGERS:  Excuse me.


MR. KLIPPENSTEIN:  Sorry.


MR. ROGERS:  They have already answered the question.  We're going around in circles here.  These witnesses do not agree this is a simple matter, and Hydro One will not be the lawyer coming to you with a $300 million application done on the back of a cigarette package.  They have said it is complicated about four times.


MS. CHAPLIN:  Mr. Klippenstein, is there a question you haven't had answered yet, because it does appear to me, also, that they have continued to answer the question about prioritization and the scope of the work.


MR. KLIPPENSTEIN:  Well, Madam Chair, my question was very specific, and I said I understand prioritization, but I said if you take apart this problem into little packages and send their experienced staff to do a preliminary assessment of some of it, that that seems to me to be potentially a step forward.


That was a specific question about a specific practical approach to parts of it.  So it is not, as my friend says, the same question over and over again, and it's not, in my submission, a question that can be just waived away with saying, We have other priorities and it is $300 million.


So, in my respectful submission, it is a potentially useful question, and I can repeat it if...


MS. CHAPLIN:  Your question is:  Can some kind of preliminary review be done on an expedited basis, and where would that leave us?


MR. KLIPPENSTEIN:  Right, right.


MS. CHAPLIN:  Can the witnesses answer that question?  Where would a preliminary drive-by view leave us?


MR. GRAHAM:  Let me try some context, and Mr. Sauter can talk to the particulars.


I heard you mention at one point it sounds simple.  I guess I, again, make the point this is not simple.  These stations are very compact.  They're very difficult to work in, very difficult to get the outages, because the supply to Toronto basically comes through two points, Leaside and Manby.  So to plan and execute that work is very complicated, not very simple.


So I would just like to put that context out, because you used the word "simple", and Mr. Sauter can maybe talk about the preliminary work.


MR. SAUTER:  Yes.  Mr. Graham is exactly correct on that.  I am not sure the last time you were at Leaside, but it is a very congested, very complicated station.  Anything you do in there, you're going to impact somebody, Toronto Hydro or others.


So it's not something you can do on a drive-by.


MR. KLIPPENSTEIN:  Well, I used "drive-by" a little lightly, but, I mean, the point is it sounds to me like there is more or less an assumption that it's going to happen there.


So why not start on the plan now or when your engineers have some time, because you know it's going to happen?  You are going to have to figure out a way to do that replacement and manage the power outages, right?  It's going to happen.


MR. GRAHAM:  I think is it quite possible you're correct.  We don't know, but it is quite possible you are correct.  I would point out that in this development capital program, a large part of this program is around new supply.  So prioritization is still around what new supply sources need to be dealt with first.


So we're talking about engineers that are, you know, extremely valuable and extremely loaded, in terms of the work they're doing, and where do you direct them?  If we're going to redirect them to Leaside, Manby and Hearne short circuit issues, for example, it's quite possible they're coming off some additional work around new supply from elsewhere.


MR. KLIPPENSTEIN:  Well, I...


MR. SABISTON:  Mr. Klippenstein, in the evidence it states that there is 90 megawatts of capacity available in the area for new generation to connect.  The Ontario Power Authority ran -- is running a procurement process, known as CHP, to get contracts to fulfil that.  To this date, I am not aware of any proponents that have been selected for that 90 megawatts that are going to be implemented.


Hydro One, for generation connections, works on them on a demand basis.  We need a customer coming to us saying, I want to connect this generator here, before we will undertake the work to connect that generator there.


To this date, no generator has stepped forward to fill the void that that 90 megawatts leaves.


MR. GRAHAM:  I would like to add to Mr. Sabiston.  That has been the regime we have been operating under, because we look to customers to make commitments.  I do expect this is one area that is likely to change under the Green Energy Act; and with respect to anything that comes forward out of it, I expect there would be more emphasis on prospective planning for new generation.


So although that has been the case and I think that is where the Board's cost-allocation methodologies largely sit now, I expect that will change.


MR. KLIPPENSTEIN:  Well, I am wondering if that's not maybe part of a shift that I am asking about, because if, in the past, there was an assumption that you didn't really put these -- this equipment into place until there was a demonstrated customer coming forward to need it, that -- now I am wondering if that's not quite the right way to look at that and maybe that means that the priority has been wrong?


MR. GRAHAM:  Well, it's possible.  I mean, I think, as Mr. Rogers tried to allude to in his opening statement, we do expect there will be changes forthcoming that may change what we put forward in this plan.  We do expect we will be coming back before this Board, in a relatively short term, in terms of what that means for our investments going forward, but we don't know at this point in time.


MR. KLIPPENSTEIN:  We looked at tab 1, the IESO report on reliability for 2006, and one of the quotes I read referred to conservation and demand management, distributed generation, and mentioned that those were needed for reliability.


I am just concerned that that was in 2006, and we don't seem to have, even yet, concrete movement on this distributed generation capacity increase.


Why is -- if IESO was saying in 2006, We need this for reliability, why has it not happened so far?  And why is -- according to your answer to an interrogatory, no increased capacity for distributor generation will actually even be in place by 2010.


MR. GRAHAM:  Well, I think we have largely covered that.  If we look at the previous paragraph in this report, it talks about Portlands being sufficient up 'til 2010, and you have referenced that already.


I think we expect this to be an ongoing issue.  Toronto Hydro is responsible for distribution connected, renewable generation under the RESOP, and then we expect that something will be renewed there.  The Minister talked about it last week.  But at this point in time they have not run into limitations as yet.


Now, I agree with you.  I think this is going to be an ongoing pressure in the future.  I'm not sure that we have any adequacy, which is what is referred to here, issues in the immediate term up to 2010.


MR. KLIPPENSTEIN:  If there was pressure, if the Minister, you know, requested a meeting with you or some other forms of "pressure", what's the best you could do to get this constraint on distributed generation removed so that perhaps we could even actually be open to 300 megawatts by 2010?  Can you see a best-case scenario where you could do that?


MR. GRAHAM:  I will let Mr. Sabiston take that in detail.  I think, as we have already talked about, these things take a while.  Even if it was put on the fast track, absolutely, this is the number-one priority of the company.  It is going to take a little while to plan and engineer this, based on the issues that Mr. Sauter has talked about.


We can certainly place some orders in parallel, but it's going to take nine to 12 months to get the equipment that needs to be installed, which is not a simple thing, given the outages.


My guess is -- but this is just a guess, and we've got to look at all the other priorities -- that it is going to take us until at least the end of 2010 as a minimum, and probably beyond that.


MR. SABISTON:  And I would add that it would be beyond that.  To rebuild existing stations on-site would take a very long time to execute, in the order of probably two years per station.


And so if we were to -- say if we were to start now, do the preliminary engineering, and by the end of this year, the end of 2009, have some plan together, it would take at least two years beyond that to actually get the work in service.


MR. SAUTER:  Mr. Sabiston is correct, because you don't just look at the breakers, as we've talked before.  You've got to look at the bus-work, the impact on that.  You have to do something there.  You have to look at your protection systems, your control systems, your RTUs, your telecom systems, your -- you know, where are you actually going to physically put this equipment and foundations and soil analysis, geo-technical analysis.  There is so many factors involved.


I mean, we can look at the complexities of when we did Lambton, just where, you know, where outages work was supposed to be done in two stages ended up being done in ten stages because of complexities and constraints on the system.  These things are not easy at all.


MR. KLIPPENSTEIN:  You have listed somewhere like ten or 15 specific factors or challenges or issues, and there is probably more, obviously more.


MR. SAUTER:  Mm-hmm.  That's correct.


MR. KLIPPENSTEIN:  Would you agree with me that if you started planning now, in terms of looking at handling things in parallel, and you could probably dramatically speed things up, even with these ten or 15 or 20 or 30 issue areas?  You might get pressure.  And I'm -- you may get pressures from guys who are a lot nastier than me.


MR. GRAHAM:  I know some of those people.  No.  I think the use of the word "dramatically" is something that I'd have a problem with.  I mean, it is likely that we could shorten the time frame somewhat.  I will leave that to Mr. Sabiston and Mr. Sauter to talk about.  But they both told you that, despite any pressure that might be put on, it is going to take a substantial period of time to get this done.


MR. SAUTER:  Yes, just to obtain the equipment itself you are looking nine months to a year, even if you ordered it today.  So that is a constraint right there.


MR. SABISTON:  And we have already talked about the availability of the resources necessary to execute work like this.  Our work program is fully subscribed.  We have no spare room in it to add to it still another major project.  If we were to add to our work program another major project, some other work would have to be deferred.


MR. KLIPPENSTEIN:  The current recession is having high layoff numbers come in the news practically every week, and I am sure most of those unfortunate people are not having the skill set that you would need, but would you agree that it may be a little more beneficial to your organization to have a little bit of a looser labour market?


MR. GRAHAM:  I think for certain types of work that may be the case, if we're talking about civil work, for example, construction, that type of thing.  For electrical work we haven't seen that.  And I don't really think, given, as you've mentioned, the training that's going to be required, that those people are going to have any kind of an impact in the next year or two, significant impact, with respect to getting something like this in place by the end of 2010, say.


MR. SAUTER:  Mr. Graham is perfectly correct.  And I think, even though the economy is in a downturn, the power sector itself is actually quite busy, because I think other utilities also want to ensure that their sustainability objectives are met, in terms of electricians and linemen to do this type of work.  I am not aware of very many that are out of work right now.


MR. KLIPPENSTEIN:  All right.  Thank you, members of the panel.


Thank you, Madam Chair.  Those are all my questions.


MS. CHAPLIN:  Thank you, Mr. Klippenstein.


Next is Mr. Warren, but I believe you are going to be a half an hour, approximately, so perhaps you can wait until after lunch?


MR. WARREN:  Yes.  And I am also taking instructions from senior and aging counsel in Ottawa as to which exact questions he wants me to ask for him, so probably after lunch is better.


MS. CHAPLIN:  We will give you the lunch break to sort that out with him.  We will resume at 1:30.  Thank you.


--- Luncheon recess taken at 12:27 p.m.


--- Upon resuming at 1:31 p.m.


MS. CHAPLIN:  Please be seated.  Mr. Warren, are you ready to proceed?


MR. WARREN:  I am, thank you.

Cross-Examination by Mr. Warren:


MR. WARREN: Panel, my name is Robert Warren.  I am counsel for the Consumers Council of Canada.  I will be asking you a number of questions which are reasonable and fair-minded in their nature.


[Laughter]


MR. WARREN:   I will then shift to Mr. Thompson's questions, which will not be.  Panel, I would like to begin briefly at a point where your counsel began first thing this morning, and that's with the Green Energy Act.


Your counsel's overview of it, as my note would indicate, is that it has implications down the road for you, in perhaps 2010, 2011, but that it has, as far as you can tell, no impact on what is applied for in this case.


Is that a fair summary of what he said?


MR. GRAHAM:  As I understand it, he certainly said we didn't expect it to have a material impact on rates.  It might have some impact on expenditures made during the period, but that mostly what we would be talking about would be going into service post-2010.


MR. WARREN:  Do I take it that you will be seeking approval from the Board for some of the projects which would flow from the Green Energy Act?


MR. GRAHAM:  Depending what those are.  Certainly we would abide by the section 92 requirements and we will be bringing back, one would expect, expenditures on all of the range of projects we would be looking at for the next transmission hearing.


MR. WARREN:  My question, though, is:  How do you know, panel, as you sit here today, that there is no connection - I apologize for the pun - no connection between what you're seeking today by way of development capital expenditures and what might be required by the Green Energy Act?  How do you know that?


MR. GRAHAM:  I would actually say there is a connection.  A lot of the expenditures we're making in this submission have to do with enabling new supply, and those are consistent with the directions that we expect to see in the Green Energy Act.


MR. WARREN:  Is it possible, panel, that what might be in the Green Energy Act might render what you are seeking approval for in this application - I don't know what the right term is - inappropriate, pointless?  You might build something as a result of this that might, as a result of the Green Energy Act, be rendered unnecessary, for example?


MR. GRAHAM:  I don't expect so.  I believe this is a base level plan and we would be looking at incremental investments over and above this plan, if anything.  I think all of the plans that are here with respect to the new supply side of things would be found to be appropriate.


MR. WARREN:  Could I ask you this?  Were you consulted by the OPA or by the Minister's office with respect to the content of the Green Energy Act?


MR. GRAHAM:  Particular sentences, if I can put it that way, with respect to the wording, in general.  Overall, I have not seen the act myself.


As far as I am aware, Hydro One's consultation would have been limited, in terms of the legislation itself, to those few sentences I mentioned.


MR. WARREN:  Were you consulted, for example, with respect to a specific project that might be contemplated as a result of the -- arising from the Green Energy Act?


MR. GRAHAM:  We have had discussions with the government and the OPA about what else might be done with respect to investments that might be made to enable new supply.  I don't think the act, per se, is going to specify any projects.


I think it will be left to the normal processes to derive those projects going forward.


MR. WARREN:  All right.  Can I then turn to a response which you gave to my friend, Mr. Buonaguro, this morning?


My notes of your response was to the effect that there are OEB guidelines which specify what is discretionary and not discretionary spending.  Do you remember giving a response along those lines to Mr. Buonaguro?


MR. GRAHAM:  I remember that area of enquiry, yes.


MR. WARREN:  Okay.  Now, my understanding, sir, is that the guidelines in question are the Board's minimum filing requirements for transmission and distribution rate applications.  Is that your understanding?


MR. GRAHAM:  That is certainly what I was referring to, yes.


MR. WARREN:  And my understanding, sir -- and I apologize, I don't have the text in front of me.  My understanding is section 5.2.2 of that, of those guidelines, provides - this is my gloss on it - whether a project -- that a non-discretionary project would be one where the project need is beyond the control of the applicant, and there are four categories listed, two of which are:  Projects which have been identified in an approved IPSP.


Just stopping for a moment, there would be no project in this application which would fall into that category, because there is no approved IPSP; correct?


MR. GRAHAM:  That would be correct.


MR. WARREN:  The second category of non-discretionary projects would be projects required to achieve government objectives that are prescribed in governmental directives or regulations.


Can you tell me if there are any of the development projects which would fall into the category of ones which are prescribed in governmental directives or regulations?


MR. GRAHAM:  I believe so.  Mr. Sabiston might want to add, but I believe there are certain projects that are in this listing that are in response to government directives.


MR. MILLAR:  Mr. Warren, I don't mean to interrupt here, but I was actually planning on introducing that very document as an exhibit, the document you are referring to, the filing guidelines.  If you like -- I know I have already given copies to the panel.  I have copies of exactly what you are referring to here and we could enter that as an exhibit now.


MR. WARREN:  If you wish, if that makes it easier, Mr. Millar.  I am only going from rough notes, so it is probably safer.


MR. MILLAR:  Why don't we do that?  I have some extra copies for the parties, as well.


We are at K1.3, and it is the Ontario Energy Board filing requirements for transmission and distribution applications.

Exhibit No. K1.3:  Ontario Energy Board filing requirements for transmission and distribution applications.


[Mr. Millar passes document to Mr. Warren]


MR. WARREN:  Thanks.


Now that we have the text in front of us, panel, or I have the text in front of us, it turns out I was right, which is surprising, always.  And we were with on the question of projects that are required to achieve government objectives that are prescribed in governmental directives or regulations.


And you were going to address -- perhaps we could use as a point of reference Mr. Buonaguro's Exhibit K1.1.  Can you identify which of those projects fall into that category?


MR. SABISTON:  The Bruce-to-Milton project, which albeit the in-service is past the test years, would be an example of a project which comes out of a "required to achieve government objectives that are prescribed in government directives or regulations".


MR. WARREN:  Are there any others on the list, other than Bruce-to-Milton?


MR. GRAHAM:  I think it is perhaps important to think that what we are talking about here is a plan for the next couple of years, so that in some cases we are anticipating direction.  We are anticipating the need.  So that would potentially apply to some of the longer-term projects in this, as well.


MR. SABISTON:  Another example would be the project known as D1, which is incorporate Hydro Quebec -- sorry, which is the tie between Outaouais and Hawthorne between Ontario and Quebec, and, again, there was a government directive to procure more energy from Quebec utilizing this tie.


So that would be another example of a project that falls under that category.


MR. WARREN:  I wasn't actually looking for examples.  I was looking for which of the projects on K1.1 fall into that category.


Is it just those two, or are there others?


MR. SABISTON:  I have given you a specific two.


D3 and D4 would fall into that category, and both of those are related to the -- incorporate Bruce Generation.


MR. GRAHAM:  I would also note, Mr. Warren, that from our point of view - and I understand it is not explicitly in the list from the board - we have taken the OPA direction with respect to new supply enabling projects as establishing, if you will, a government policy is to do those.


I understand that may be subject to the Board's discretion, but that is how we have interpreted the words "discretionary" and "non-discretionary".


MR. WARREN:  I am looking actually at your filing guidelines, which have a more precise and more technical definition of that.


So I will get to your point in a moment, but I want to return to the other point about which of the ones on K1.1 fall into the precise technical definition of non-discretionary being prescribed by government directive.


Is it - you have identified four now - D1 through 4, exclusively, or are there others?


MR. SABISTON:  I am not aware of any others.


MR. WARREN:  Now, if you would turn to the document which has been introduced as an exhibit with respect to -- this is the filing guidelines.


And under the heading "evidence in need of support" --


MR. GRAHAM:  Do you have the section number, sir?


MR. WARREN:  I apologize.  5.3.1:

"The applicant's..."


And I am quoting here:

"The applicant's evidence in support of the need for the project is required and can be supported by evidence of the IESO and/or the Ontario Power Authority."


And then it lists some categories.


Would you agree with me -- sorry, and they have got two bullet points, and then the text just below the bullet points reads as follows:

"It is therefore expected that the applicant will provide a list identifying the key driving factors of the evidence, and the party -- that is, the applicant, the IESO, or the OPA -- which has prepared the evidence to justify a given driving factor."


Now, I am going to put to you my interpretation of that for your concurrence or disagreement.  I read that as a requirement that you lead evidence from the OPA with respect to these projects which are not covered by government directive.  Would you agree with that?


MR. GRAHAM:  I think on the face of it that's what this says.  It's...  I guess I'm unaware, with respect to how these guidelines get applied in rate hearings versus section 92 hearings and looking at the specific projects.


MR. WARREN:  I take it you don't disagree with my view -- I'm sorry, your counsel has --


MR. ROGERS:  Well, just to observe that, really, you're asking these witnesses to give, in effect, a legal interpretation, I suppose.  But these guidelines, as I understand it, apply to section 92 applications.


MR. WARREN:  Now, turning from what -- the point that your counsel just made, we have on the K1.1, in the category "approval status", we have a number of -- we have some that have received section 92 approval already; for example, Bruce-to-Milton.  And D15 through 18 inclusive have received section 92.  We have some for which approval status is going to be requested, and then we have a number -- D11, 12, 13, 14, for example -- where section 92 approval is not required.  Do you agree?


MR. GRAHAM:  That's what it says, yes.


MR. WARREN:  Okay.  Now, for those section 92 approval, in that category, do you not feel that evidence from the OPA as to the need for the project should be led in this case, rather than simply saying to the Board, as I take it you are saying, 'The OPA says it must be done, and therefore we're going to do it'?


MR. GRAHAM:  Sorry, I'm not sure I heard your question correctly.  If I may -- and I'm sorry for this -- could I ask you to repeat it?


MR. WARREN:  Oh, now, that's going to be tricky.  [Laughter]


MR. GRAHAM:  Sorry.


MR. WARREN:  That's testing my late-middle-age memory.


For that category on K1.1, where you say section 92 approval is not required --


MR. GRAHAM:  Okay.


MR. WARREN: -- my proposition to you, is it not the case that there ought to be evidence in this case from the OPA as to why those projects are required, what's the need?  Do you agree with that?


MR. GRAHAM:  I think it would be fair to say before we commit those projects that we should have OPA recommendations and that that's what our intent is.


Because of timing of the hearing vis-à-vis timing of the individual projects, it's not clear to me that we will always have the OPA recommendation at the time we submit the filing, and that these are projects that need to go forward in the next two years.


So that we have done our best to identify those to the Board, even though in all cases we may not have the OPA recommendation as yet.


MR. SABISTON:  When I gave my previous answer on which projects of these are driven to achieve government objectives, I overlooked two of them.  Projects D13 and D14 are, in fact, also required to incorporate Bruce Generation.  So now we have six of these projects that fall into that category.


MR. WARREN:  Sorry, that is D13 and 14?


MR. SABISTON:  D13 and 14.


MR. WARREN:  All right.  I'm going to leave that topic.


Just one final category of questions from me, panel, and that is this.  When we talk about -- I'm sorry, when you talk about pre-IPSP, these are projects, as I understand it, where the OPA has said these projects are required.  And you are responding to that; is that correct?


MR. GRAHAM:  Can I speak to my colleague just for a second?


MR. WARREN:  Of course.


[Witness panel confer]


MR. GRAHAM:  I think -- sorry, Mr. Warren -- that it's not the case in all cases that we expect to get an OPA recommendation.  I think, as it is shown in the table, the VECC -- sorry, piece of evidence -- the OPA is expected to recommend on D1 through 14, or at least on most of those, as indicated on the table, but in the local-area supply projects on -- so D15 through D18, and then D21 and D22, which show as pre-IPSP.  We have discussed these with the OPA, but are not necessarily expecting to see something like a formal recommendation.


MR. WARREN:  You are quite right.  Let me deal more broadly with the pre-IPSP category.  And my question -- there is no magic to it.  My question is, what is the effect of this -- of seeking approval from the Board in this on the IPSP process?  Does it not arguably render the IPSP process, at least with respect to those projects, effectively irrelevant?


MR. GRAHAM:  Well, if I have a correct understanding, the IPSP builds on these pre-IPSP projects.  The understanding in the IPSP is that these projects are underway or in service.  And so it is not as if they are seeking approval for those particular projects through the IPSP, thus rendering, you know, perhaps the Board's approval moot, because we have already started on them, if that's your question.


MR. WARREN:  Yes.


Okay.  I am going to turn to Mr. Thompson's questions.  And in connection with that, I put before your counsel this morning -- and I believe the Panel Members have it -- is an excerpt, two pages from the decisions with reasons of the Board in EB-2005-0001.  It's a decision in a rate application of Enbridge Gas Distribution.  The decision was issued February 9, 2006.


Do you have that text in front of you?


MR. GRAHAM:  Yes, I do.  Sorry, if I could ask you to speak up just a little.  I am finding it difficult to hear.


MR. WARREN:  I'd ask you --


MS. CHAPLIN:  Pardon me, do we have that up here?  I don't think I have it.


MR. MILLAR:  I don't think we have a copy, unless that is it right here.  I'm sorry, we do have it.  I will give that an exhibit number just for convenience.  It will be K1.4.


MR. ROGERS:  I have a few extras here, if that would help, Ms. Chaplin.


MR. MILLAR:  I have enough here for the Panel.  I will just mark them and have them brought up.  And these are excerpts from -- what was the decision number, Mr. Warren?


MR. WARREN:  It's EB-2005-0001.  The decision was issued February 9, 2006.  It's an application by Enbridge Gas Distribution.


MS. CHAPLIN:  Okay.  Thank you.  We have that now.

EXHIBIT NO. K1.4:  EXCERPTS FROM THE DECISION WITH REASONS OF 9 FEBRUARY 2006 IN EB-2005-0001.


MR. WARREN:  Panel, I would like to take you to section 2.2.2 of the excerpt which is K1.4.  And I will read it into the record.  It says:

"The Board's role is to ensure that Enbridge's total spending program is balanced, in that it is not so low as to threaten the orderly maintenance and development of the system, nor so high as to place undue upward pressure on rates, either in the test year or some future period.  In fulfilling this role the Board attempts to place the capital spending plans within historical norms which can be presumed to have found that appropriate balance.  If spending well in excess of historic norms is proposed, the Board must assess whether the increase is justified through the presentation of evidence regarding the company's analysis, prioritization, and judgment respecting budget components."


 Do you see that?


MR. GRAHAM:  Yes, I do.


MR. WARREN:  Now, in that connection, if you could turn up two pieces of your pre-filed evidence.  The first is Exhibit D1, tab 3, schedule 1.  And if you go to the table on page 4 of that.


MR. GRAHAM:  D1, 3, 1.


MR. WARREN:  Sorry, D1, tab 3, schedule 1.


MR. GRAHAM:  Page, sorry?


MR. WARREN:  Four, table 2.  Just staying with that table, sir, and with table 3, actually, as well, if you want to look at page 6, is that as I understand it, when you compare the actual versus Board-approved spending, that your actual spending was substantially below -- sorry, substantially below what the Board approved in 2007, 2008.  Have I read that correctly?


MR. GRAHAM:  That is correct, yes.


MR. WARREN:  Now, if the Board were to apply the principle which is found in the section I have just read to you, 2.2.2, is it not the case that the Board should, following that principle, keep you to your historic norms of actual spending?  Is that not a fair conclusion?


MR. GRAHAM:  Sorry, I missed the last phrase.


MR. WARREN:  Sorry.  If the Board were to follow the principle in section 2.2.2 of the excerpt I have just read, is it not the case, looking at the evidence, that it would keep you to your actual spending, that is the historic norm, which the Board says should be at least one of the guiding factors in approving capital spending?  Does that not follow in your case that they should do that?


MR. GRAHAM:  It is a fact, I would agree with that.  However, there are other factors I think put forward in that decision with respect to the future needs, and I would indicate that in our case, at least, we believe that government policy is going to take us down a route whereby the projects we put forward are going to be a minimum with respect to what needs to be done.


So in a sense, we are following what we see as the dictates of government policy, and we expect that there may be more to come.


MR. WARREN:  Let me just put this proposition to you, sir, and see -- get your response.


We've referred -- you've referred to OPA recommendations, which we don't have before us, and you've referred to government policy, both of which, as I understand it, justify spending which will be far in excess of historic norms, but we don't have that evidence before us, do we, on what the government policy is or on what the OPA has recommended, do we?


MR. GRAHAM:  Well, certainly on the government policy, yes, you are correct.  I mean, we are all I think awaiting for the -- for that to be fully laid out.


With respect to the OPA recommendations, we do not have it before us now.  That does not mean it does not exist.


MR. WARREN:  Thank you very much.  Those are my questions.  Thank you very much.


MS. CHAPLIN:  Thank you, Mr. Warren.


Mr. Stephenson, I believe you are next.

Cross-Examination by Mr. Stephenson:


MR. STEPHENSON:  Thank you, Madam Chair.  Good afternoon, panel.  My name is Richard Stephenson.  I am counsel for the Power Workers' Union.


I just want to start by reviewing with you what I understand to be the process, the reasoning process, that you would anticipate the Board will have to go through in terms of considering your application in this area, and, in particular, the development capital area.


As I understand it, I see it as sort of three bundles of questions, and maybe you will agree with me and maybe you won't.  But the first question -- they have to decide whether or not this is reasonable and prudent, and it seems to me the first thing that they've got to do is look at the work program, the development capital program you are proposing in terms of the projects, and determine whether or not they are reasonably necessary to be done.


Is that a fair description of that stage of the analysis, from your perspective?


MR. GRAHAM:  I would certainly expect the Board would look at that, yes.


MR. STEPHENSON:  Okay.  And that is one of the issues that my friend, Mr. Warren, was just reviewing with you in terms of the justification for doing this project or that project, and whatever else.


You've set out this morning a variety of different justifications for that work.  But you would expect that the Board would look at that justification and determine whether it has met whatever standard they see appropriate to apply; fair?


MR. GRAHAM:  I think so, yes.


MR. STEPHENSON:  Okay.  Now, in terms of the issue about the projects that have been mandated by the OPA or -- let's put it this way.  There's been some form of direction from the OPA.  I don't want to put a label on what that is, precisely.


I take it that it is your position that this Board can take some comfort from the fact that the OPA has essentially given you a green light or some form of approval to proceed with those projects; fair?


MR. GRAHAM:  I think we would hope the Board would find that of assistance, yes.


MR. STEPHENSON:  I take it the reason why you would view that as being of assistance to the Board is because the OPA is, to some significant degree, in the business of looking at the kinds of things -- these kinds of projects in determining whether or not they are appropriate to be proceeded with.  That's one of its mandates?


MR. GRAHAM:  They're in that business and they're not making the investments from both of those aspects, yes.


MR. STEPHENSON:  They're not making any money off this.  They don't have any skin in the game other than getting it right; fair?


Let me then move to what I would suggest to you is a second category of considerations for the Board, and that is on the issue of cost.  Obviously assuming that there is a bundle of projects, if the Board thinks that is a reasonable thing to do, I take it you would agree with me that the Board has to satisfy itself that the global cost, or however they add up the cost, is a reasonable one; fair?


MR. GRAHAM:  I would imagine so, yes.


MR. STEPHENSON:  And you've presented whatever evidence you have in support of that, and you have indicated what the cost pressures are that lead you to that budget; fair?


MR. GRAHAM:  Yes.


MR. STEPHENSON:  Okay.  Now, the third item - and this is not one that necessarily always comes up, but it certainly comes up in the context of this particular case, from my perspective - is there is this issue about -- you say you want to get this stuff done, this bundle of projects done, but there is an issue about whether or not you are actually going to be able to deliver on that work program in the test years, and obviously you are familiar with that issue; fair?


MR. GRAHAM:  Yes.


MR. STEPHENSON:  I am assuming that you would expect, from the Board's perspective, they've got to satisfy themselves, to the requisite degree, that there's a reasonable prospect that you are going to deliver on that?


MR. GRAHAM:  I would imagine so, yes.


MR. STEPHENSON:  If they conclude that you guys are out to lunch and you're not going to be able to deliver on half of that, then that will impact their decision; fair?


MR. GRAHAM:  I would think so.


MR. STEPHENSON:  Okay.  And that's what your evidence about the measures you've taken to address these various constraints -- whether it's in terms of going out and getting additional engineering resources or different work planning procedures in terms of supply material, that's all that evidence is addressed to; is that correct?


MR. SAUTER:  These are some of the work strategies I spoke to earlier this morning.


MR. STEPHENSON:  And I take it that in the process of coming up with your work plan, the plan you're presenting today I assume wasn't necessarily what you came up with in the first go around.  It's been reviewed and assessed, and you've added things and subtracted things along the way; is that fair?


MR. GRAHAM:  Our evidence actually describes that process, yes.


MR. STEPHENSON:  So you've -- as a process of coming up with this application and this portfolio of projects, this -- you've undertaken this very task of assessing what is doable?


MR. GRAHAM:  That has been one of the criteria that is applied to the plan, yes.


MR. STEPHENSON:  And you have done that armed with the knowledge of the fact that you're -- in 2007 and 2008, that you had certain expectations and you weren't able to fulfil them.  You were fully aware of those historical events in coming up with this proposal?


MR. GRAHAM:  At the time we prepared this submission, we would have known the 2007 actuals and we would have had the projection for 2008 that was in front of the Board -- that is in front of the Board in the submission.


MR. SAUTER:  We have done a lessons learned on what happened in 2007, 2008.  We have put strategies in place.  I have gone through them this morning.


As an example, we talked about turnkey projects, turnkey contracts.  That's a real big one, and those particular types of areas in outage planning and targetted resources where we've had significant increase in our resources and are using the outside consulting world to assist us in accomplishing these projects, these are significant changes, if you wish, or building on the lessons learned from the 2007 and 2008 submission.


MR. STEPHENSON:  And I assume you would agree with me that while this is your best judgment that this is a deliverable plan, there's obviously going to be some risk, but who knows.  Future circumstances being what they are, it may not work out perfectly.  I mean, I think we can all assume that is at least a possibility.  Fair?


MR. GRAHAM:  Well, I think it would certainly be fair to say things change.  So we know that we're going to have to deal with changes in circumstances.  We are pretty confident of our ability to deal with those changes in circumstances and still deliver the program.  But as you say, there are changes to be dealt with.


MR. SAUTER:  Just a point to add to that, to what Mr. Graham is saying, is that the key here also is that we're looking at a lot of this stuff at the very front end of project-planning, as opposed to midstream or whatever.


Like, whether, you know, this project is a candidate for turnkey issues that we have run into, such as real estate and approvals, we're looking at these things at the very early end of the front-end planning to try to catch some of these things before they come and bite us later.


MR. STEPHENSON:  But isn't it fair to say that it is the nature of these kinds of processes, forward-looking process, that there is always going to be some risk that things don't work out.  Anticipated.  Fair enough?  And I take it that is something that you have built into this analysis as well, in terms of the deliverability of your plan.


MR. GRAHAM:  We have certainly tried to build in some ability to adapt to changes in circumstances, yes.


MR. STEPHENSON:  Okay.  And then one last item, just -- you have obviously spoken to this issue about the variety of constraints that you face.  And the sense I get is, of course, that in a perfect world there is a whole bunch more things you would like to be able to do, but you've got scarce resources and you've got to prioritize.  Fair?


MR. GRAHAM:  I think it is fair to say that we have other plans that we feel perhaps might be of value.  It is not just resourcing, it's an impact on the customers.  We certainly look at affordability as well.


MR. STEPHENSON:  Well, I view that as part of resources in the sense of cost as well, but, I mean -- but one of the issues -- one of the prioritizations in balancing that you do, as I understand it, is there is a certain amount of balancing or consideration of development, your development capital work, on the one hand, and the other forms of capital work that you -- the company is doing, sustaining capital, among others.


I mean, you've got to balance off your needs in each of those baskets, correct?


MR. GRAHAM:  We have to balance off across all programs both development and sustainment.  Fair enough.  I think we would certainly take heed with respect to what needs to happen on sustainment, and wouldn't just sacrifice it, for example, if development came along.


  Mr. Stephenson:  And we're going to hear about that and the limits and the constraints on sustainment.  But as I understand it at least, certainly the company turned its mind to that balance, and in fact it has placed some priority on development work, that there -- but for the priority that you are placing on getting this development work done, you might well have put more resources into doing more sustaining than you are actually proposing to do.


MR. GRAHAM:  I think that is a conclusion I am not sure I could draw.  We do balance across both.  Whether a different level of development drivers would have resulted in a different level of sustainment programming is something that would have to be left to the process.


MR. STEPHENSON:  I forgot.  Are you back on the sustaining capital panel?


MR. GRAHAM:  I am.


MR. STEPHENSON:  I will ask you about that then.  


[Laughter]  


MR. STEPHENSON:  There is something I need you to look at, but it is easier to do it later.


Thank you, panel.  Those are my questions then.


MS. CHAPLIN:  Thank you, Mr. Stephenson.


Mr. DeVellis, I think you are up next on my list.


MR. DeVELLIS:  Yes.


MR. WARREN:  Madam Chair, if I might just interject.  I wonder if I might be excused.  I don't think we're going to get to panel 2 today, and I --


MS. CHAPLIN:  No.


MR. WARREN: -- have got some crises I've got to deal with at the office, so if I might be excused?


MS. CHAPLIN:  Certainly.


MR. WARREN:  Thank you very much.


MS. CHAPLIN:  Thank you, Mr. Warren.


Mr. DeVellis.

Cross-examination by Mr. DeVellis:


MR. DeVELLIS:  Thank you, Madam Chair.


Good afternoon, panel.  My name is John DeVellis.  I act for the School Energy Coalition.  I am going to start at a more basic level, and that is how you've categorized the various -- well, categories of development projects here that you are seeking approval for, or not seeking approval for, as the case may be.


And you have four categories.  The first one, I think, is straightforward, is category 1, are projects that have already been approved in previous Board process.  Is that correct?


MR. GRAHAM:  Could I just get our exhibit on that and --


MR. DeVELLIS:  Oh, yes.  Yes, it's Exhibit D1, tab 3, schedule 3, page 9.


MR. GRAHAM:  Thank you.


MR. DeVELLIS:  And so there you have the summary of the four categories of projects.  And category 1, as I have just said, is projects that have already been approved in a previous process.


MR. GRAHAM:  And particularly in a project-specific process, right.


MR. DeVELLIS:  Project-specific process, right.


And category 4 are projects for which a future approval is required, again in a category -- a project-specific approval.


MR. GRAHAM:  That's correct.


MR. DeVELLIS:  Okay.  And category 2 are projects that you are seeking specific approvals to be added to rate base when they're declared in service.  And that is, you're seeking approval in this proceeding?


MR. GRAHAM:  Right.  They're going in service in '09 or '10.


MR. DeVELLIS:  Okay.  And then category 3 is one I am not clear about.  And you say that you do not require project-specific approvals, because they're not being -- not projected to be in service in the test years.


 MR. GRAHAM:  Well, I guess the issue is with respect to the rate impact.  There is no rate impact from them.  Of course, we are making it available to the Board with respect to the expenditure plans for those projects, and the Board may have a view with respect to those.


MR. DeVELLIS:  Okay.  Well, that's what I'm asking for.  I mean, you're not seeking approval, in terms of the rate impact, but you are seeking approval of the project generally, in terms of the direction or the need for the project.


MR. GRAHAM:  We are seeking, I guess, the Board's judgment with respect to the revenue requirement which incorporates these expenditures, yes.


MR. DeVELLIS:  Which will eventually be reflected in revenue requirement, although not in the test years.


MR. GRAHAM:  Yes, I am not sure exactly how that legally works, but certainly our plan is to spend money on these, and we would expect to have some view from the Board potentially with respect to those expenditures.


MR. DeVELLIS:  Okay.  Now, I would like to ask you about some of your load-connection projects.  And there was an interrogatory from Board staff, which I understand has been filed on a confidential basis.  But I don't think my questions will touch on the specific aspect of the response, so perhaps you could turn it up, and if I am straying at the areas that are confidential, you could let me know.  But I think --


MR. GRAHAM:  Do you have a number?


MR. DeVELLIS: -- they'll be at a fairly high level.  It's Exhibit I, tab 1, schedule 63 and schedule 64.


MS. CHAPLIN:  So Mr. DeVellis, your intention is that the witnesses would look at it, but we would attempt to remain on the public record?


MR. DeVELLIS:  Well, I hope to remain -- I hope not to get into areas that require us to go in camera.  If Mr. Rogers can advise me if I am straying into other areas, but I don't think I will, because it will be at a fairly high level.  For example, I won't refer to the specific numbers that are in the spreadsheets.  Hopefully that will obviate the need to go in camera, but...


Okay.  So these are the business cases -- sorry, Exhibit I, tab 1, schedule 63.


MR. GRAHAM:  These are actually the economic evaluations.


MR. DeVELLIS:  Sorry, sorry, the economic evaluation for various load-connection projects, correct?  Or customer connection?


MR. SABISTON:  Yes.


MR. DeVELLIS:  Okay.  And you divided them into category 2 and category 3 for the purpose -- well, I guess the Board staff has --


MR. SABISTON:  And 4.


MR. DeVELLIS:  Sorry?


MR. SABISTON:  Category -- no, sorry.


MR. GRAHAM:  That's correct.


MR. DeVELLIS:  Right.  Okay.  So -- and maybe I could just ask, if you could turn to attachment 1 of I-1-63.


MR. GRAHAM:  I don't actually think that that attachment has been provided to us with these binders, because it is confidential.  I will wait for a copy.


[Mr. Rogers passes document to Mr. Graham]


MR. GRAHAM:  So this is with respect to Interrogatory 63 right now?


 MR. DeVELLIS:  Yes.  Attachment 1.


MR. GRAHAM:  Okay.  I hope you can read them.


MR. DeVELLIS:  With some difficulty.  Understanding them is a different matter, and that's what I want to ask you about.


So the first row you have is load forecast.


MR. GRAHAM:  Apparently so.


MR. DeVELLIS:  Okay.  And is that -- as I understand it, that is essentially the revenue generated from the project?  You'd have the load forecast times the anticipated, I guess, tariff, and from that you derive the revenue from the project.


MR. SABISTON:  And in essence that is it.  Load forecast multiplied by tariff, and you get the projected revenue.


MR. DeVELLIS:  Okay.


MR. GRAHAM:  I would say that it is the revenue from rates, as opposed to the total revenue potentially for the project.


MR. DeVELLIS:  Okay.  But in order to derive that -- and, sorry, from that you subtract the costs, and then you apply the discount rate to arrive at the discounted cash flow or net present value of the project?


MR. SABISTON:  In essence.


MR. DeVELLIS:  Okay.  So my question has to do with the revenue -- or the load forecast that underpins the economic evaluation.


I think Mr. Buonaguro asked you about this briefly this morning, and he referred you to an interrogatory response which showed regional load forecasts.  But that response - I don't think you need to turn it up - was Exhibit I, tab 6, schedule 17.  That had regional load forecast for 2008 and 2009.  These economic evaluations go from 2008 up to 2033.


My question is:  What are those based on?


MR. SABISTON:  These load forecasts are information provided by the specific customer.  They provide a 25-year load forecast.


MR. DeVELLIS:  Okay.  So for each one of these, it is provided by the customer?


MR. SABISTON:  Yes.  They are provided by the specific customer.


MR. DeVELLIS:  What is their -- what kind of evaluation do you go into, in terms of what their forecast is based on, because -- I understand there are contributions from the customer for these projects, but a lot of the money comes from ratepayers generally; correct?


MR. GRAHAM:  Perhaps I could help with respect to the -- I guess the concern that perhaps the customers over-forecasting their load.


They're contractually bound, and there are true-ups here with respect to if the load forecast -- load is not realized, then they would have to make additional payments.


MR. DeVELLIS:  Okay.


MR. SABISTON:  There are true-up points in the contract.  The customer construction cost recovery agreement is actually a 25-year contract with the customer, and it is based on their load forecasts, and, at set points, if the forecast revenue from their particular project has not been realized, they have to write a cheque to us to leave the pool harmless.


MR. DeVELLIS:  All right.


MR. SABISTON:  So because they are contractually bound by this and they're financially on the hook, I would hope to believe that the customer places a lot of emphasis on ensuring that they get the load forecast right.


MR. DeVELLIS:  Okay, that's fair enough.  Obviously that assumes it is still in business down the road?


MR. SABISTON:  Hmm-hmm.


MR. DeVELLIS:  Right.  But for each of these --


MR. GRAHAM:  With respect to that, we follow Board direction in terms of what the appropriate evaluation period and the risk factors for the various types of customers.


MR. DeVELLIS:  Okay.  For many of these -- we don't have to turn to all of them, but there seems to be a point where the forecast jumps considerably.  I don't want to refer to specific numbers, but if you look at the first one, page 1 of attachment 1, you have a number for 2009, 2010, and then a fairly large jump for 2011.


Again, any enquiry with the customer as to what that is based on, or what is your understanding of what those are based on?


MR. GRAHAM:  I wouldn't say there is a formal audit.  I think in most places there would be some discussion with the customer to understand what is driving things.  But in the end, it is the customer's call with respect to the contractual provisions.


MR. DeVELLIS:  How any of these customers come back to you -- in view of recent economic conditions or whatever, have they come back to you recently with changes to any of these forecasts?


MR. SABISTON:  No.


MR. DeVELLIS:  Have you asked them?


MR. SABISTON:  For a project that has -- that has gone past this stage that it is under construction, it's now a contract, and this contract is not open for review.


For the ones which are still in negotiation for the contracts that have not yet been formalized, yes, we do get load forecast updates from those customers.


And the capital contribution numbers which would result from the forecasts would be shared with that particular customer as part of the negotiation process.


MR. DeVELLIS:  Okay.  Which of these -- do you know which of these projects have already been already formalized?


MR. SABISTON:  I believe I responded to that this morning in a response to another question, where I went through each one of these projects and said the CCRA has been executed or still under negotiation, or whatever.  So I don't want to repeat that list.


MR. DeVELLIS:  No, I apologize.  I recall that discussion now.


I'm going to move on, then, to a different topic, and I understand you have already been asked about this, as well, and that is the projects that you've referred to as pre-IPSP projects.


My first question I guess is I didn't recall, in the undertaking that was given this morning to Mr. Buonaguro, if it was for just an example of the OPA recommendation or the recommendation for all of them for which you have recommendations.


MR. ROGERS:  It was an example.


MR. DeVELLIS:  Okay.  But from what I understand from your discussion with Mr. Warren just a few minutes ago, what you said is that you treat the recommendation from the OPA as if it were a government directive for the purposes of determining whether it is discretionary or non-discretionary?


MR. GRAHAM:  In terms of how we categorized the projects for this proceeding, that's correct.


MR. DeVELLIS:  Would you be able to provide us, then, with the OPA recommendation that you do have for the -- I believe it is five projects for which you already have OPA recommendations and another five or six that are pending?


MR. ROGERS:  Yes.  We can make that undertaking.


MR. MILLAR:  That is undertaking J1.3.  Mr. DeVellis, I missed the beginning, so could you please repeat?


MR. DeVELLIS:  It is provide the recommendation letter from the OPA with respect to the projects for which the applicant has recommendations.

Undertaking No. J1.3:  To provide recommendation letter from OPA with respect to projects for which the applicant has recommendations.


MR. ROGERS:  I believe that can be done relatively quickly, and so we will do that.  If there is any problem, I will let the Board know.


MS. CHAPLIN:  Thank you.


MR. DeVELLIS:  I take it from your answers to Mr. Warren that you haven't received any updates or changes from the OPA with respect to these projects for which you already received recommendations?


MR. SABISTON:  That's correct.


MR. DeVELLIS:  I take it you haven't asked them, as well, whether a change to the recommendation would be forthcoming?


MR. SABISTON:  That would be -- that's correct.  Yes, we have not asked them for updates.


MR. GRAHAM:  I think it would be fair to say, Mr. -- sorry, I've forgotten your name and I shouldn't, because I've appeared before you before.


MR. DeVELLIS:  DeVellis.


MR. GRAHAM:  DeVellis.  We're in pretty constant communication with the OPA, and we would know if they're changing their views with respect to any of these projects, so if there is any element of doubt in there, and there has been no indication of that.


MR. DeVELLIS:  I take it you haven't done an internal analysis as to which of these projects -- whether the ones you have already received recommendations or the ones for which you say there are pending recommendations, you haven't done an internal analysis of whether the recommendations will change or the scope of the project will change?


MR. GRAHAM:  Well, most of these, of the inter-area type anyway, would be with respect to enabling new supply, and the OPA has the expertise with respect to those new supply sources.  We do not have that expertise, so we would rely on the OPA's recommendation in those cases.


MR. DeVELLIS:  Okay.  The reason I ask is, from what I understand from the Minister's directive directing the OPA to review the IPSP, as well as -- you know, we've all seen the speeches or the summary of the speeches, that there is going to be a shift in the IPSP towards a greater emphasis on renewable projects, and unless the demand forecast changes, that would mean a corresponding shift or reduction in non-renewable projects.


And my question to you is:  Isn't it likely that there will be some change in the scope -- maybe not the amount, but in the types of projects that are required by the transmission company?


MR. GRAHAM:  Again, I repeat my earlier answer.  I think we expect that this set of projects we put forward would establish a base.


If you look at what's here, it is either nuclear generation, which the government is committed to, or renewable generation projects.  So we expect these to go forward.


MR. DeVELLIS:  Now, I understand from your evidence that a portion of your development capital projects are staffed with internal resources; is that right?


MR. GRAHAM:  Certainly.


MR. DeVELLIS:  Okay.  I looked for this and I haven't found it, but do you have somewhere in your evidence the proportion of your wages that are capitalized in the test year versus previous years?


MR. GRAHAM:  I'm not aware of how the allocation process works.


I don't believe anywhere in the evidence -- well, I shouldn't say that.  I don't know where there might be that filed in the evidence.


MR. DeVELLIS:  Okay.  Is this a question that would be better put to a different panel, panel 3?


MR. ROGERS:  If I could make a suggestion, my friend might want to ask panel 3.  I think they would be better informed.


MR. DeVELLIS:  That's fine.


You spoke with Mr. Buonaguro this morning about the differences, and I guess with Mr. Warren as well, the differences between the forecast 2008 spending and your actual spending.  And there were some questions about, you know, the accuracy of your forecasts.


And you mentioned one of the areas that you've turned to, to improve the accuracy of your forecast, is increased reliance on what you call turnkey projects.  Does that mean basically you hand the project over to a contractor and they do everything and then they turn it back over to you when it is finished?


MR. SAUTER:  Essentially, "yes" and "no".  There is the early part of the project where we actually have to provide a performance spec, prepare tendering specs, go out to tender, do evaluations so that we're sure that we're getting a vendor or contractor that is capable, has capability to do the work, also has a safety record that's acceptable to us, not going to get us or themselves in trouble.


And then we have what's called a pre-award -- several pre-award meetings with them.  And once the -- once that is completed and the contract awarded and we have had our pre-award meetings, then they go ahead and execute the project turnkey, as you suggest.


MR. DeVELLIS:  Okay.  And is it your view that these contractors are better able to, I guess, deliver on the timelines that they've projected than Hydro One would be internally?


MR. SAUTER:  Not necessarily.


MR. DeVELLIS:  Okay.


MR. GRAHAM:  I think, Mr. DeVellis, it is important to recognize it is part of a portfolio here.  So individual projects, we could perhaps do them generally.  The issue here now is carrying out the entire work program with a variety of resources.


MR. DeVELLIS:  My question was just simply, why do you say that a greater reliance on turnkey projects helps you to increase the reliability of your forecast?


MR. SAUTER:  It's not that it enables it.  I guess it is another, if you wish, another labour base that we can count on to assist us, to complement us to achieve our program, but we do look at -- to your point, we do look at niche expertise in a particular area.


For instance, if it's in transmission or substations, that is an area that we are very capable of.  In newer type development projects, such as static VAR compensators, I'll be honest, we don't have a lot of experience in that area.  And there are contractors and vendors out there that do produce this equipment and have installed it in other places in North America and Europe, for instance.  So we would rely -- we would go to those vendors to assist us with those types of projects.


MR. DeVELLIS:  And would those vendors not have the same --


MR. ROGERS:  Excuse me.  I don't think the panel had quite finished.


MR. GRAHAM:  Sorry, Mr. DeVellis.  I was just going to add that you do have a point with respect to overall resource availability.  It was talked about with Mr. Stephenson earlier, that we have looked here, not just because of expertise, as Mr. Sauter mentioned, but also with respect to expanding our capability to deliver the work program.


MR. SAUTER:  Absolutely.


MR. DeVELLIS:  Okay.  No, my question was -- I think was along the same lines:  Would these vendors not have the same constraints that you have, in terms of, whether it is employee, human capital constraints, or physical asset --


MR. SAUTER:  In answer to your question -- and as part of -- as I mentioned earlier, we do have a very stringent evaluation criteria which looks at things such as safety capability to do the program, past record performance, and more specifically to your point, what's their workshop space.  In this particular situation, we'll go out and visit the vendors.  We also have expediters and inspectors that go in upon awards.


So this is something that we -- it's an excellent question, because we have to, and we do, look at that very carefully.


MR. GRAHAM:  I think, as Mr. Sauter mentioned, I mean, in some cases we're talking about people who have expertise in areas that we are not as expert in.  And we are talking about worldwide vendors here in some cases, so that they are drawing on sources of people that we have really not been able to tap.


MR. DeVELLIS:  Okay.


MR. SAUTER:  I think, to add one more to that, is, once we are certain -- or assure ourselves that they do have the shop space available to manufacture this equipment and have it installed at Hydro One, normally the success rate is very good.


MR. DeVELLIS:  Thank you, panel.  Those are my questions.


Thank you, Madam Chair.


MS. CHAPLIN:  Thank you, Mr. DeVellis.


Next I think is AMPCO.  Mr. Lord.

Cross-examination by Mr. Lord:


MR. LORD:  Yes.  My name is -- good afternoon.  My name is Andrew Lord, and I am on for AMPCO.


Thanks to the good work of my colleagues, I expect this will be somewhat briefer than anticipated.  I just want to follow up with a few questions, mostly about some of the specific projects, and may even be able to offer a bit of assistance to Hydro One.


You said just in the previous round of questions that, where you're working with OPA to determine the need for a particular project, that you're in frequent contact with OPA to update that assessment?


MR. GRAHAM:  That's fair.


MR. LORD:  How frequent is "frequent"?


MR. GRAHAM:  Daily.


MR. LORD:  Daily?  And so I want to talk specifically about project D22, which is the supply to Essex County.  This is one of the projects that you've worked with OPA to evaluate the need for it, correct?


MR. SABISTON:  Yes.


MR. LORD:  Yes?  Okay.


MR. SABISTON:  Although it will be the subject of a future section 82 application as well, so it is a...


MR. LORD:  Yes, I appreciate that.  But your discussions with OPA with respect to this project are ongoing currently?


MR. SABISTON:  Yes, they are.


MR. LORD:  In those discussions, have you had an opportunity to discuss the state of economic affairs generally in Windsor, and specifically the decline of the auto sector there?


MR. SABISTON:  Yes, we have.


MR. LORD:  And have you updated load forecasts --


MR. SABISTON:  Yes, we have asked the customers for updated load forecasts.


MR. LORD:  And you are still waiting for that information?


MR. SABISTON:  They're coming in.


MR. LORD:  They're coming in?


MR. SABISTON:  I don't believe they're complete, but they're trickling in.


MR. LORD:  Would you -- I might be able to offer you somewhat of a preview of what to expect, if that would be helpful.  I have available as an exhibit some of the evidence that was filed in the recent EnWin 2009 distribution rates application.  Board staff has copies.  If we could have just a brief look at that, it might be helpful.


MR. SABISTON:  I might add that EnWin is just one of many customers that serve that area.  And so I would not take EnWin's forecast as proxy for the entire area.


MR. LORD:  Okay.  I appreciate that.  But it is one factor to consider.  Okay.


MR. MILLAR:  Exhibit K1.5.

EXHIBIT NO. K1.5:  EXCERPTED EVIDENCE FILED IN THE RECENT ENWIN 2009 DISTRIBUTION RATES APPLICATION EB-2008-0227


MR. LORD:  Have copies of those been distributed, sorry?


MR. MILLAR:  Yes.


MR. LORD:  Yes?  Okay.


MS. CHAPLIN:  Just hang on one second while the Panel gets it, because we don't have it yet.


MR. LORD:  Yes, sure.


MR. ROGERS:  I don't think we have those.  Have those been distributed?  Can we give copies to the Panel and the witnesses?


[Mr. Rogers passes documents to witness panel]


MR. GRAHAM:  I am assuming it is a rate filing.


MR. ROGERS:  Maybe you might just explain to us what this is.


MR. LORD:  Yes, this is one of the exhibits that was included in EnWin Utilities' 2009 distribution rate application, file EB-2008-0227.


MR. ROGERS:  Thank you.


MR. LORD:  And specifically, we are looking at Exhibit 3, tab 2, schedule 1.


I am just going to read briefly from the first and third page of this to provide some context for your ongoing discussions with OPA.


The second paragraph begins:

"The net load forecast for EWU, being EnWin Utilities, for their service territory for the 2008 bridge year and 2009 test year has been forecasted to decrease by 13.6 percent and 17.4 percent respectively from the 2006 EDR-approved load levels and 6.5 percent and 10.6 percent from 2007 normalized load levels, as presented in table 3-2-1-A below."


Next paragraph begins:

"This forecast decrease is reflective of the current economic environment within the City of Windsor that is projected to prevail in the coming years."


And flipping to page 3 at line 9, it says:

"The economic conditions on which the forecast decreases in load are based are not cyclical in nature, but rather permanent."


Is that the sort of information that you will be considering as you're talking to OPA?


MR. SABISTON:  This is the first time I have seen this document --


MR. LORD:  I appreciate that.


MR. SABISTON: -- so I can't comment on whether or not this is similar to what was provided to the Ontario Power Authority.


MR. LORD:  That's sort of why I prefaced my remarks by saying I would try to be helpful as well as asking questions.


And is EnWin the largest LDC served in Essex County?


MR. SABISTON:  They're one of several.  I don't believe they're the largest.


MR. LORD:  Okay.


MR. SABISTON:  For the purposes of the supply of Essex County, we divide the area into two.  We call it east Essex County and west Essex County.  Most of the area where we're addressing is actually east Essex County, where the distributor -- well, Hydro One Distribution is certainly a major distributor.  E.L.K. is a distributor, as well.


And the economic factors which have led to the closure of the car manufacture plants are not as prevalent in east Essex County as they are in west Essex County, which is primarily the City of Windsor.


MR. LORD:  Appreciating that you are going to continue to do your own due diligence in this area, is it necessarily the case that this project will prove to be necessary after you have finished your ongoing deliberations with OPA?


MR. SABISTON:  We fully expect that it will prove to be necessary.


What we are planning on doing with this project - and this, in essence, is a preview of our leave to construct application, which is still under preparation - is instead of having the in-service date tied to a specific year, which would traditionally be the case, because of the uncertainty of the load forecast, we are going to tie it to a trigger point that says, When the load in this area surpasses X megawatts, then we will trigger the specific project.


Now, the project has two major components.  One component, which is the overloading of an existing connection line and transformer station, the need has existed for several years, and the impact of the economic downturn has in no way, shape or form alleviated that need.


So the first portion of the supply to Essex County project, which is to build new supply line to a transformer station called Leamington TS, will go forward on the anticipated schedule.  The other portion, which is to build a transmission line to Lauzon TS, may - and we have not determined this emphatically - be deferred a year or so because of the impact of the economic downturn.


And that's a portion to which I refer that we're going to -- instead of having a set in-service date in the application, then the leave to construct application, we're going to have a trigger point saying that we will trigger this point -- this project when the load in the area surpasses a certain threshold.


MR. LORD:  So the need for and timing of the portions of the project are contingent on things that you will find out later in the future?


MR. SABISTON:  Right.  And this is the strategy which we're currently proposing for this future application.


MR. GRAHAM:  I would point out that unlike a lot of a rest of the filing, there is degree of uncertainty here.  This is something that we're not looking at in-service until 2012.  It doesn't affect the rates in this application, and things may change.


MR. LORD:  I appreciate that.  I just wanted to make sure that sufficient attention was drawn to it, as you had included it in the rate application.


I want to talk about load customer connection projects just briefly.


MR. VLAHOS:  Mr. Lord, can you help me, before you move on?  This Exhibit K1.5, this is the pre-filed evidence by EnWin Utilities.  Do you know the status of the Board decision with respect to that matter?


MR. LORD:  My understanding with EnWin is that a settlement was approved.


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


MR. LORD:  However, subject to me verifying that, the settlement was not approved necessarily on all issues.  I believe cost allocation was still outstanding to be dealt with by way of written hearing.


MR. VLAHOS:  But, as far as you know, the load forecast -- the load numbers were approved per settlement?


MR. LORD:  I believe so, yes.


MR. VLAHOS:  Right.  So one would have to look at the settlement itself to find out what was approved -- what was settled?


MR. LORD:  Yes.  We talked briefly about projects that are initiated at customer request, the load customer connection projects.  How much advance notice do you get from customers that these projects are necessary?


MR. SABISTON:  The short answer is not enough, but the -- we require two to three years in order to execute a project in an orderly fashion.  Customers frequently don't give us the two to three years that we require.


MR. LORD:  Okay.  And in answer to the previous set of questions, you said that from your perspective the risk of significant changes in the load is managed contractually with those true-up provisions.


MR. SABISTON:  That is correct.


MR. LORD:  That's correct?


If you haven't yet reached the point where a CCRA has been executed, is Hydro One under any obligation to proceed with the project?


MR. SABISTON:  No.


MR. LORD:  No?  You mentioned this morning that projects, I believe it was D28 and D29, don't yet have executed CCRAs; is that correct?


MR. SABISTON:  That's correct.


MR. LORD:  And I don't want to misquote you, so I will definitely clarify this.  You say you felt they were likely to be abandoned?


MR. SABISTON:  I may have used the word "deferred".  I didn't use the word "abandoned".


MR. LORD:  Okay.  That's why I wanted to clarify.


MR. GRAHAM:  I would just like to -- I am not sure my friend said "likely" as opposed to "may be".


MR. LORD:  May be.  And that decision would be made largely by the customer, though, if they weren't interested in proceeding?


MR. SABISTON:  Right.  That decision would be made by the customer.


If the customer decides not to proceed with the CCRA agreement, we would, in essence, put the project on ice.


MR. LORD:  So if, by chance, in the next couple of days, you were will learn that either D28 or D29 were no longer necessary to the customer, would you update the application accordingly?


MR. GRAHAM:  I don't know that we would update the application.  First off, the in-service is late 2010.  We're talking about a $4 million change in our net capital rate base in service late in 2010.  I'm not sure it would have a material impact on rates.


MR. LORD:  Okay.  Just give me a second here, please.


Another question about CCRAs.  I find them to be an interesting mechanism.


For projects where you already have a signed CCRA, if the customer that requested the project in the first place had second thoughts, realized that the economic downturn, for example, in Oshawa, which is where project D33 is, was going to have a material impact on their needs, would you, if necessary, and if asked to do so, be willing to cancel a CCRA if you hadn't broken ground on the project?


MR. GRAHAM:  Certainly if we hadn't broken ground.  That is not to say we put customers in Ontario at risk.  The customer that contracted it would be liable to for all the costs, including wind-up costs.


MR. LORD:  So there is a cancellation penalty essentially to the contract?


MR. SABISTON:  And we may have already purchased some major material for that project that we can't find another use for that major material.


They become the proud owner of that major material that we would have purchased on their behalf.


MR. LORD:  Back a truck up to their parking lot and dump it there?  Has it ever happened that a customer has wanted to cancel a CCRA, to the best of your knowledge?


MR. GRAHAM:  I believe it has occurred on the generation side.  I don't know on the load side.


MR. LORD:  And the true-up mechanism that is inherent in the CCRAs, has that been relied upon in the past?


MR. SABISTON:  The CCRA process was established within the last five years, and so we have not yet gotten to the first true-up point, which is ten years into the process.  So the answer would be "no".


MR. LORD:  Okay.  And just for further clarification, if that true-up process is relied upon, it just transfers the financial risk of the decrease in load down to the LDC away from you?


MR. SABISTON:  That is correct.


MR. LORD:  It becomes their cost to deal with, however they want to?


MR. SABISTON:  Yes.


MR. LORD:  Okay.  Just one final question, and this is more for my own clarification than anything.  There are two projects occurring in Mississauga, I believe, projects D27, which was Churchill Meadows, and D32, which is a new transformer station, as well.


MR. SABISTON:  Right.


MR. LORD:  For D27, the total costs of the project -- sorry.  Both of these were done in consultation with Enersource, correct, the need for them --


MR. SABISTON:  Yes.  I can confirm Enersource is the customer, yes.


MR. LORD:  For D27, the total cost is listed as $24 million; correct?  Sorry, I'm referring to D1, tab 3, schedule 3, table 4.


MR. SABISTON:  Hmm-hmm.  Yes, I can confirm that that's the number on the table.


MR. LORD:  And the customer contribution in that case is $2.7 million?


MR. SABISTON:  According to the number in the table.


MR. LORD:  And for project D32, the total cost is $36.1 million?


MR. SABISTON:  I can confirm that.


MR. LORD:  And the customer contribution there is 29.1 million.


MR. SABISTON:  Yes.


MR. LORD:  For my own edification, if nothing else, can you help me understand the substantial difference in the level of customer contribution for two projects serving the same utility in the same area?


MR. SABISTON:  Okay.  It is not quite the same area.  The main difference -- first I will address the large difference in projects costs.


The first one, project D27, Churchill Meadow, the station is located adjacent to an existing transmission line.  There is essentially no line connection required.  The line connection, like, is in the order of metres in length.


And so the line connection costs are not material, whereas for the other station, D32, which is a TS and line connection in northern Mississauga, we don't have a firm idea yet where the station would be located.  We have not yet identified a property.


And so this -- and so we costed a line connection of approximately -- of several kilometres in length, which costs several millions of dollars, and that that accounts for the difference in the total gross costs of the project.  So that's the first explanation.


Second explanation, why is the capital contribution so radically different.  And the answer to that is, well, Churchill Meadow serves -- you may see from the description of D27, is a 230 to -44 kV station, whereas the other one is a 28 kV station.  And so it is serving a different type of load in the customer's area, 44 kV versus 28 kV.


The existing facilities to supply 44 kV load in Mississauga were overloaded.  And so hence this station was required to relieve an existing overload at one station to move to the new station.


In the CCRA calculation, they received credit for that relief of overload, which is why the difference -- which accounts for the majority of the difference.


MR. LORD:  Okay.  That makes sense.


Those are my questions.  Thank you.


MS. CHAPLIN:  Thank you, Mr. Lord.


Mr. Balogh, I believe you are next?


MS. CHAPLIN:  You need to turn on your microphone.

Cross-examination by Mr. Balogh:


MR. BALOGH:  Yes.  Good afternoon again.  Thanks for the opportunity...


MR. QUESNELLE:  I don't believe the microphone is on yet, sir.  Perhaps you could press the button to see if the green light comes on.


MR. BALOGH:  Oh, you have to hold it down.  Okay.  I pressed it, but it didn't work.


MR. ROGERS:  It doesn't for me most of the time either.  Just hold it gently.


MR. BALOGH:  Thank you.  It goes to show you this is my first time.  Can you hear me now?


I ask for the Panel's indulgence, because I am new at this, and I will try to give you a point of view of what the small-business operators see in this particular exercise, of which I am one of those.


I would like to deal with two issues.  Issue 1.1, which would be the first approach, and it was, has Hydro One responded appropriately to all relevant Board directions from previous proceedings?


And on August the 16th, 2007, a decision with reasons under EB-2006-0501, there were directions given to Hydro One.  Among some -- I would like to deal with three of them.  One, take steps to reduce labour costs.  Two, develop format and data collection as reflecting asset conditions.  And the third one, to provide any productivity factors being supported by detailed information and external comparisons.


So I would like to deal with the first one, which is reducing labour costs.


MR. ROGERS:  Excuse me, Madam Chair.  Can I interject and help?  That topic will be dealt with by panel 3, I think it is.  There are some studies that have been done and filed, and panel 3 will be dealing with those.


MR. BALOGH:  I believe in the response I received from Hydro One in -- let's see...


MS. CHAPLIN:  Perhaps I could make a suggestion at this point.  Mr. Balogh, might it be appropriate if we took the break now, and this would give you an opportunity, you could confer with Mr. Rogers to ensure that the questions you want to ask now are for this panel.  And if not, he would probably be able to direct you to which panel they should be addressed.


MR. BALOGH:  I see.


MS. CHAPLIN:  Because there will be four panels.  Is that perhaps a way to proceed?


MR. ROGERS:  That is certainly satisfactory to me.  Maybe I can help.


MR. BALOGH:  Yes.


MS. CHAPLIN:  So why don't we -- we will break now for 20 minutes.


MR. BALOGH:  Okay.


MS. CHAPLIN:  And then we will come back.  Okay?  Thank you.


--- Recess taken at 2:45 p.m.


--- Upon resuming at 3:10 p.m.


MS. CHAPLIN:  Please be seated.


Mr. Balogh?


MR. ROGERS:  I have spoken to Mr. Balogh.  He may have something more to say, but I am going to put it on the record so there is no misunderstanding about it.  I tried to direct him to the correct panels.


I understand that he has questions dealing with data collection and asset condition assessments, and so on.  That's panel 2.  They will be here tomorrow, I expect.


MR. BALOGH:  Yes.


MR. ROGERS:  He also has questions on labour rates and reduced labour costs, the productivity studies that were done.


MR. BALOGH:  Yes.


MR. ROGERS:  And benchmarking studies.


MR. BALOGH:  Yes.


MR. ROGERS:  I am informed him that that is panel 3.


MS. CHAPLIN:  Thank you.


MR. BALOGH:  If I may continue?


MS. CHAPLIN:  You need to turn your microphone on.  Thank you.


MR. BALOGH:  If I may continue, I was given the advice that some of the questions I might direct to the panel, which -- about four questions, and these are dealing with priorities of certain projects that Hydro One may want to undertake.


The question is that we hear day in and day out the current economy is not well and it is likely to get worse as time goes on, even the somewhat uneven reliability of economic forecasts, for instance, the housing starts, crude oil prices, or interest rates, and I could go on.


Would it not be prudent to re-examine the load forecasts, and particularly for 2009 and maybe 2010, and see what effect it might have on the required revenue?


MR. ROGERS:  I'm sorry, I wasn't asked about load forecasting, but that's panel 4.


MR. BUONAGURO:  I think -- I have been trying to help a little bit --


MR. ROGERS:  That explains it, then.


[Laughter]


MR. BUONAGURO:  Thank you for that.  In terms of the connection between the load forecast and whether or not that justifies or not justifies a project, we wanted to confirm that, to the extent there is that connection, that Mr. Balogh will be able to ask those questions, and then be able to tie it back to, I guess, for example, development projects that rely on the load forecast.


MR. ROGERS:  I'm sorry, I didn't -- let's try it for a few moments and see how we do.  We will try to help you, sir.  You ask the questions and this panel will do its best.


MR. BALOGH:  Would you like me to repeat this?


MR. GRAHAM:  I think I have it so far, so go ahead.


Yes, sir?  Sorry, I didn't -- maybe I missed something, because I didn't hear a question yet.  I heard a concern.


MR. BALOGH:  Well, to repeat it, given the somewhat unreliable forecast that we have been receiving and chances are that economic picture is not going to improve, would it not be reasonable to re-examine the load forecast for 2009 and maybe 2010 and how it would, in fact, affect the priorities of certain projects or programs?


MR. GRAHAM:  Let me try and -- with respect to the load forecast, load is typically driving the connection and local area supply projects.


In most cases there, we have -- well, sorry, the load connection projects, we have specific agreements with customers.  So if a customer was to -- as we discussed with previous counsel, was to say that they had changed their mind, certainly we would look at that.  Otherwise, we have a contractual commitment or we're expecting a contractual commitment to go forward.


And, in fact, these are typically covered by revenues from that customer, either through rates or contributions.  So it doesn't affect overall rates to customers, generally.


With respect to local area supply, I think the Board's judgment is that going forward we would be looking at customer contributions for the portion of the project cost that is not covered by the rate revenue, as we do for load connection investments.


So in both cases, I think the pool customer, the general customer, is held harmless with respect to those projects.  And beyond that, the general load forecast, that's a rate-setting issue.  I can't comment on that.


MR. BALOGH:  So --


MR. SABISTON:  If I can just elaborate a little, as Mr. Graham stated, the local area supply projects would really be the ones most vulnerable to a change in the load forecast.  So I will just run through the projects that are part of the application to give some sense of where we would be with the load forecast.


D15, which is southern Georgian Bay transmission reinforcement, that was --


MR. GRAHAM:  Maybe we could wait until Mr. Balogh gets the exhibit.


MR. BALOGH:  D15?


MR. SABISTON:  Yes.  I am looking at the Exhibit D1, tab 3, schedule 3, page 34, which is entitled "Table 3.".


MR. BALOGH:  Thank you.


MR. ROGERS:  Exhibit number?  What project number?


MR. SABISTON:  I am going to start off with D15, the first line of the table.


MR. BALOGH:  Thank you.


MR. SABISTON:  Okay.  D15 was driven by local -- a transmission line that was way beyond its capacity, has been beyond its capacity for a number of years, and we made the decision and -- a leave to construct application to proceed with this project.  The current economic decline has no impact on that project.


D16, which is Hurontario station and transmission line reinforcement, the main driver for that project was economic growth and new -- primarily new communities being built in the northern portion of Mississauga and the City of Brampton.


And those communities, in fact, now exist.  Where there used to be farm fields, there is now subdivision after subdivision after subdivision.  So the need for that project still exists, and that project is very much needed.


D17 is, in essence -- which is D17 transmission reinforcement for the supply to Jim Yarrow TS, it is very much related to D16.  It is related to the ongoing housing and community development in the City of Brampton.


D18, which is Woodstock area transmission reinforcement, one major driver for that was the decision by Toyota Canada to build a major new manufacturing plant.  I understand it was a $1 billion investment in the City of Woodstock to produce cars -- well, actually, Fords are produced in that plant.  The plant is now in production.


The result -- the jobs that resulted from the new -- from this new manufacturing plant and all of the spin-off industries in the City of Woodstock resulted in a massive -- well, in a dramatic load increase in the City of Woodstock, and so the need for that investment still exists, and, in fact, the plant is in production, so the load is now there.


D19 and D20 are specific projects for the -- for our Burlington transformer project -- sorry, our Burlington transformer station to adjust existing issues with the transformer station, equipment with substandard ratings and transformers that don't have enough capacity to meet the load.  The need for that project is still there.


Last summer, there were a number of incidents in the area.  The City of Guelph and Burlington were in fact -- customers were unexpectedly interrupted because of the supply limitations at Burlington.  So that project is very much needed.


MR. BALOGH:  Can I interrupt you, sir?  My question is going to be:  Are these D1 to D22, or further, are they representing a list of priorities that you assigned to them in order they are going to be undertaken?


MR. GRAHAM:  In order of timing?


MR. BALOGH:  No, priorities.


MR. SABISTON:  Are you saying:  Is this a prioritized list?  No, it is not a prioritized list.  This is just a --


MR. GRAHAM:  I think it would be fair to say that because they're here in our submission and given the importance of these projects, we would place a high priority on all of these projects.


MR. BALOGH:  Equal priority?


MR. GRAHAM:  Equal is a difficult question.  We see them all as necessary.  For example, let's take a look

at -- the biggest expenditure was in the first pages of Bruce-to-Milton line.  That's to allow the Bruce refurbishment to go forward and for new renewable power in the Bruce area.  It has been made very clear to us that project is to go forward, and this Board has approved it.


So we have similar explanations with respect to the need for these various projects.


MR. BALOGH:  I see.  If you do have a list of priorities - I assume that you do - what would be the criteria to decide what the order may be?


MR. GRAHAM:  Well, the criteria is typically risk.  That's what we use to prioritize, we use for risk mitigation.  And with respect to the demands on the company right now, we're getting what we consider fairly close to a risk mitigation level at -- in the way we look at our process, a minimum level, in terms of, there is not much more room to cut.


But that's what we use as priorities.  We look at both the consequence against the various business values and the likelihood of occurrence, and we categorize the risk that way.


MR. BALOGH:  And, sir, you mentioned risk.  What would Hydro One accept as a reasonable -- or what would Hydro have as an acceptable risk?


MR. GRAHAM:  Again, that is difficult.  We would look at the various categories like safety, reliability, customer impact, et cetera, and quantify it across those various criteria.


Certainly, we would not take a safety risk, for example, that would involve a significant risk of injuring or killing someone, as an example, but that is just an example of one of the many criteria we need to look at.


MR. BALOGH:  Are these parameters set out anywhere?


MR. GRAHAM:  I think there is an overall description in the evidence.


MR. BALOGH:  For a risk?


MR. GRAHAM:  I believe so.  I think if you look at the prioritization exhibit, which I believe is A-4-14-5, perhaps.  Yes, A-14-5.  Let me just see.  If you look at, for example, on page 7 of that, so A-14-5, page 7, then this is applied against the various business values that we have to consider.


MR. BUONOGARU:  What was the page reference?


MR. GRAHAM:  A-14-5, page 7, there's just a sample of a matrix there, but then we go into a description with respect to the various values and so on that are looked at.  This is a stage in the planning process.  It is described earlier in that exhibit as well.


MR. ROGERS:  This is a topic that panel 3 will be dealing with in detail, but, I mean, I don't want to interrupt, but they will be dealing with this.


MR. GRAHAM:  So maybe another reference I could give you is, if you look at A-14-5, the same exhibit, page 4, there is a table there that sets out the various business values that we take a look at the risks against, so safety and environment, financial reputation, regulatory relationship, customer and reliability and business efficiency.


MR. BALOGH:  Well, I assume these are qualitative terms, rather than quantitative terms.  Would you have these risks accept -- or expressed in quantitative terms?


MR. GRAHAM:  Well, elements of the risk evaluation would be in quantitative terms.  It is a combination of qualitative to your point and quantitative data.  It depends on what --


MR. BALOGH:  The final result would be represented by a number?


MR. GRAHAM:  It is represented by a level.  What we have is, we've typically taken into our planning process programs that represent a kind of a minimum level, which is just above the kind of, what we call the red zone.  I don't know if it shows in colour in yours, but if you look at table 2, there is an unacceptable risk area, so the minimum level is kind of just above that, and a level 1 and a level 2, which are more mitigation of risk, but at a higher cost.


MR. BALOGH:  Yes.


MR. GRAHAM:  And we would have that reviewed both by the planning people and then by senior management, in terms of the acceptable risk vis-à-vis our business values, and also looking at costs and the resourceability of the work.


MR. BALOGH:  I see.  To move on, in the response to IR No. 10, list 1, by the staff of the Board --


MR. GRAHAM:  Is that I-1-10?


MR. BALOGH:  10, list 1.


MR. GRAHAM:  Board Staff interrogatory?


MR. BALOGH:  Yes.  And it was stated that Hydro One does not foresee any reduction in capital spending due to increase in infrastructure and the placement of aging assets.


I guess, is there a list -- existing list of priorities in replacing those?


MR. GRAHAM:  That is for the next panel, really, but we do prioritize both the sustaining and the development investments.  So we would look at what investments we need to kind of achieve a minimum level -- again, I hate to be repeating, level 1/level 2, for the various components in the system and for the various profiles with respect to condition and performance and so on.


MR. BALOGH:  So one of the criteria is -- was the likelihood of failure.


MR. GRAHAM:  Certainly, yes.


MR. BALOGH:  Yes.  And then how is it determined?  I mean, is it deterministically or probabilistically or other means?


MR. GRAHAM:  Well, in the end I think it's judgment applied to data.  Again, I am not -- I am on the next panel, so you will see me again.


MR. BALOGH:  Yes.


MR. GRAHAM:  I'm not the specific witness that would talk to that, but, for example, we would look at, what's its performance history, has it had failures, what about its sister units, have like units had failures, what about its condition, is it starting to leak oil, if it happens to be a transformer.  We would look at a number of factors.


MR. BALOGH:  I guess in the same response that were given to the staff, and Hydro One said that it, in delivering its programs, does not require reprioritization -- sorry, my jaw is getting tired.


MR. GRAHAM:  I am just trying to see your reference.  Do you have a line number, just...?


MR. BALOGH:  Again, it is in the same, IR-10, list 1.


MR. GRAHAM:  Yes, just, do you have a, sorry, a page and a line number so I can read the...?  I'm not doubting you, Mr. Balogh.  I just want to read it.


MR. ROGERS:  Try page 3 --


MR. GRAHAM:  Page 3?  Okay.


MR. ROGERS: -- gentlemen.  Part D.


MR. GRAHAM:  So this is part D?  Okay.


So this is what you were referring to?


MR. ROGERS:  He doesn't have it, but --


MR. GRAHAM:  Okay.  So it says -- I will read it.


MR. BALOGH:  I am recalling that from the --


MR. GRAHAM:  So it says:

"Given the response to part B above, Hydro One does not believe a reprioritization of its programs is required as a result of the current economic situation."


Okay.  So, sorry, if you could repeat your question now, I've got the reference.


MR. BALOGH:  Yes, that is the reference.


MR. GRAHAM:  So --


MR. BALOGH:  So given that answer, and also that Hydro One did state that some of the programs are triggered by the government's desire to have project of infrastructure related --


MR. GRAHAM:  Mm-hmm.


MR. BALOGH: -- and at this point in time we do not know where these projects may take place, what their extent or size would be, and what the completion date would be, does it not lead to the conclusion that maybe there is a reason for reprioritization?


MR. GRAHAM:  Well, let me try, Mr. Balogh.  I think when we referred to the infrastructure pressures, for example, that we foresee, these projects are not in response to that.  These projects are in response to needs that have been identified for the electricity system, in terms of delivery of new supply or service to customers.


What we see is that potentially there may be more pressure on us to look at additional investments out of the infrastructure objectives of the federal and provincial governments.


We have not, I agree with you, seen that specifically yet, and thus there aren't any particular projects in this filing that actually go to that driver.


MR. BALOGH:  I see.  Well, thank you very much, gentlemen, and -- oh, yes.  I'm sorry.


MR. BUONAGURO:  Let me just clarify.  There is also a series of questions about outsourcing, and you spoke today about your turnkey approach, your, I guess, enhanced turnkey approach to some of the development projects, which suggests to me that some of his outsourcing questions might be relevant to the development panel.


So if the outsourcing questions could be asked somewhere else, I am sure he is happy to do it.  He just wants to make sure that he is not missing his chance to talk about outsourcing when it is relevant here.


MR. GRAHAM:  What I would suggest is perhaps trying them, because it will depend.  I mean, some of it is in panel 3, but we may be able to respond to particular projects.


MR. BALOGH:  Yes, well, as I said, I beg your understanding.  I am not really conversant with the way that these hearings are conducted.


MR. GRAHAM:  I hope to not be more conversant than I am already.


MS. CHAPLIN:  Well, Mr. Balogh, I would emphasize, of course, that Board staff counsel, Mr. Millar and Mr. Zwarenstein, are here to assist you, as is Mr. Rogers.


So the more you communicate with them in terms of describing the areas where you have questions, they can assist you and direct you to the right panel.


MR. BALOGH:  Yes.


MS. CHAPLIN:  Thank you.


MR. BALOGH:  Well, may I ask the question about outsourcing then?  Okay.


MS. CHAPLIN:  Yes.


MR. BALOGH:  It was stated that some of the reasons that effectiveness of Hydro One had shown some increase was due to outsourcing.


And I would like to ask you as to what type of work is being done, you know, by outside agencies, and also I would like to find out if any of the work that is being outsourced would normally be done by hourly-rated workers and what the percentage of it might be.


MR. GRAHAM:  Okay.  I will set some context, and then Mr. Sauter can -- it's a difficult question, and I would tend to ask it again of panel 2 when I come back, because there will be some -- but we can speak to some the work, the development capital work, that is being outsourced right now.


MR. SAUTER:  Yes.  I could tell you specifically some of the projects this year that we have outsourced are the Porcupine SVC, the Kirkland Lake SVCs, the Nobel SVCs - service capacitors - Lakehead SVCs, which are static VAR compensators, the chimera 1 (ph) underground cable which Mr. Sabiston alluded to, and there might be some other smaller underground cable type jobs.


So other than the equipment being manufactured in the shops, the installation is always done by tradesmen, whether is it done by internal hydro tradesmen or external hydro tradesmen, such as an outside contractor.


MR. BALOGH:  I understand.  So do you care to express the percentage of any of these things in some numbers?  And also the second part of the question was that whether or not some of this work being outsourced would normally be done by Hydro One's own labour force who are hourly-rated?


MR. SAUTER:  Okay.  So I think I answered that one earlier this morning.  Most of these projects that are outsourced right now, many of them are new technology projects, such as static VAR compensators.  We have not normally -- these are new to us in the province.  We have not done these type of projects.  We have one under way right now, which is Lakehead.  The other ones are just in the process of starting.


So previously we have not been doing those types of projects internally.


Also, any types of projects that would require a huge investment for us in terms of the equipment needed to install these projects, this equipment, then we would look at that carefully and possibly, rather than investing in this equipment, would outsource it.


Now, to your first question, I guess, with regards -- to give you some order of magnitude, approximately 300-plus million dollars of outsourced projects will be executed this year, and that's about 50-some percent of our capital development program.


That number will probably climb to somewhere around 70 percent next year.  So that is -- it's a fairly significant number.


MR. BALOGH:  So some of these projects that were outsourced, were they subjected to evaluation of cost-effectiveness or what they call PR -- PIR, or post implementation review?


MR. SAUTER:  Well, most of these projects are just under way now.


MR. BALOGH:  No, what has been done.


MR. SAUTER:  Yes.


MR. BALOGH:  Already completed.


MR. SAUTER:  What I can tell you is that we have talked to our sister utilities, if you wish, Manitoba Hydro and other utilities, so we do have a sense of what these projects should cost.


MR. GRAHAM:  I think it would be fair, Mr. Balogh, to say that most of the projects that Mr. Sauter is referring to would be projects where Hydro One would really not have much experience to do a comparison.  So we are relying on the RFP process, where we have competitive bids and so on, in terms of sorting out the most efficient and competitive way to do them.


MR. BALOGH:  Yes.


MR. SAUTER:  That's correct, yes.  We do a substantial evaluation --


MR. BALOGH:  I was trying to gain an insight or picture as to how it is being done to see whether or not Hydro One is satisfied with the value for the money spent.  And I guess one way to determine, to see -- either a unit basis or some other measure to see if, in fact, it was a fair value, and usually that's what post implementation review achieves.


MR. SAUTER:  Yes.  We will be doing that on these projects.  As Mr. Graham said, right now, with these new technology projects at present, we do have an elaborate evaluation process, and cost is really -- I must stress, is one factor.  I would say our number one priority is safety.


We have to be insured -- assured that whoever is coming to do this work can do the work safely, with us acting as the owner and the proponent acting as the constructor whereby they hold the notice of project.  I am not going to get into that, but there is a lot of issues around that have to be addressed, and that is very key to our company.


Part of the -- the second part of it, which is also extremely important, is the capability of this contractor or vendor to do the work and also to demonstrate experience that they have done this type of similar work before and where they have done it; and then thirdly, as you mentioned, the actual cost part of it is we have several vendors usually bid on this type of stuff.  There is usually three or four, so we do get fairly competitive bids.


And the intent, as you say, is to -- at the completion of these projects is to do an evaluation as far as the value for dollar, if you wish.


MR. BALOGH:  Yes.  If it's all right, I would like to revisit some of these in the next panel where we deal with some the mechanics, but, unfortunately, it is not the time and the place for it.


I think -- Madam Chairman, I think these are all of the questions I can handle today, because the rest of them are not for today.


MS. CHAPLIN:  Okay, thank you.


MR. BALOGH:  Thank you very much, gentlemen.


MS. CHAPLIN:  Mr. Millar?


MR. MILLAR:  Madam Chair, I believe the Society had five or ten minutes.


MS. CHAPLIN:  Oh, yes.  I'm sorry, I was told that, I apologize.  Mr. Andrew.

Cross-Examination by Mr. Andrew:


MR. ANDREW:  Thank you.  I'm Jeff Andrew for the Society of Energy Professionals.  I just wanted to, hopefully very briefly, follow up again on this subject of turnkey contracts.  If there are aspects of a question that you can't answer or are more appropriately directed to another panel, maybe you could just identify that for me briefly.


In terms of the 53 percent projection I guess for this year and the 70 percent anticipated for 2010, are you able to break out for us the proportion that would be these niche -- you described it as niche expertise, new technologies that you don't have a lot of experience with?


MR. SAUTER:  Yes.  A large part of this expenditure is for these types of projects.


MR. ANDREW:  Can you be more specific, or is that the best you can do?


MR. SAUTER:  I would -- I don't have the exact numbers here with me.  It is a large percentage, and the reason I am not able to give you a more exact one is because the Bruce by Milton is also in the fold and I would have to kind of do the calculation on it to tell you, but it is a fairly high percentage.


MR. ANDREW:  Would it be possible, without much difficulty, to get those numbers?  I think I understood your answer to be that that information exists, but you don't have it at your fingertips, which is understandable.


If it is not too difficult to get it, then I wondered if it was possible to provide that to us, because it may feed into some questions we have for some other panels.


MR. ROGERS:  Can I just ask, Madam Chair, how this is relevant to the rate case we are dealing with?


MR. ANDREW:  It may relate, I think, to costing and how you are devoting your resources, your financial resources, externally versus internally.


MS. CHAPLIN:  I'm sorry, can you just help me?  Can you just sort of define again exactly what it is you would like an undertaking for at this point?


MR. ANDREW:  I think I understood Mr. Sauter's answer to be that they have figures, in terms of the percentage of turnkey projects for this year and next year, that would relate to these niche -- areas of niche expertise that they don't currently have.


MS. CHAPLIN:  So it is the percentage of total projects which are turnkey and also related to these new technologies; is that --


MR. ANDREW:  Yes.  I think he has explained a large proportion - is the best he could do right now - would be niche technologies, niche expertise, that they don't currently possess.  So I am assuming a proportion of 53 percent and a proportion which he says is large of 70 percent would be niche.


MR. SAUTER:  Yes.  So I'm just having a quick look at my information, and I can say the percentage is close to 50 percent of the -- for '09 of the projects that are, I'm going to say niche expertise that we would not normally do in-house.


MR. ANDREW:  And do you know for 2010?


MR. SAUTER:  Sorry, I didn't get that.


MR. ANDREW:  2010, do you know?


MR. SAUTER:  2010?  It will be approximately the same range, 45 to 50 percent range.


MR. ANDREW:  Thank you.  And I think Mr. Graham acknowledged that it is not necessarily better -- I appreciate "better" is a fairly big, relative term -- but not necessarily better to go with contractors.


Can you identify the extent to which this reliance on turnkey contracts is impacted by internal constraints in recruiting and retaining engineers?


MR. SAUTER:  A large part of these contracts to do with static VAR compensators, I would say 60 to 70 percent of these contracts are the actual manufacturing of this type of equipment, which is done in -- which -- which is done in outside factories, if you wish.


We do also, as you suggest, is we do try to assess -- in making this decision for outsourcing or not, we look very closely at the capability of our in-house resources.  In the case of Bruce by Milton, that infrastructure is no longer available that we had, say, back in the early '90s, where we had hundreds of people, and we had one 500 kV job after another, so we were able to have that continuity.


That just isn't there any more, and to build up that infrastructure would take, I'm going to say a couple of years anyway.


And then another thing we would have to look at is whether the continuity would be there once, say, the first job was done, is, do you have a second job to go to?  And if you don't, it probably wouldn't make much sense to build that organization to peak.


We have gone with basically a base load organization to complete a base load of work, as Mr. Graham was saying before.  But we would not hire, for instance, hundreds of people to peak for one project.  It just wouldn't -- it wouldn't be economical for the company or for the consumer, if you wish.


MR. ANDREW:  And I have assumed -- and I appreciate I may be completely incorrect in assuming this -- but where the work concerned may be performed by either your own staff or recruiting, am I right in assuming that it would actually be cheaper to do it in-house than externally?  Or is that too simple a proposition?


MR. SAUTER:  It's a difficult one to answer, because it depends a lot on market conditions and how much work there is in the outside world.


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


MS. CHAPLIN:  Thank you, Mr. Andrew.  I believe that concludes everyone except Board staff.  Mr. Millar?

Cross-examination by Mr. Millar:


MR. MILLAR:  Thank you, Madam Chair.  And good afternoon, members of the panel.  I'm Michael Millar.  I'm counsel for Board staff.


I'm going to be taking us to a number of exhibits.  And just to give a heads-up for those of you who are actually going to the binders, I'm going to be starting with Exhibit D1, tab 3, and then I will be making reference to some of the interrogatories, and eventually I will make it to Exhibit A14.  So unfortunately, I am all over the place, but that is your heads-up as to what you might want to have at the ready.


And I will begin with reference to Exhibit D1, tab 3, schedule 3, page 33.  This is a chart that a couple of other people have referred to.


MR. GRAHAM:  We have it.


MR. MILLAR:  Do you have that?  And this is a list of the current capital projects that cost more than $3 million; is that correct?


MR. GRAHAM:  I think that's $3 million.  And I'm unclear whether $3 million in either year or $3 million in total.  I think it is $3 million in either year.


MR. MILLAR:  Okay.


MR. SABISTON:  $3 million in either of the test years, and also specifically related to inter-area network transfer capability projects.


MR. MILLAR:  Okay.  Thank you.


I heard -- I think I heard earlier today that at least one of these projects has a customer contribution; is that correct?


MR. GRAHAM:  None of these projects do.


MR. MILLAR:  None of them do.


MR. GRAHAM:  Local area supply, I think maybe you were thinking of.


MR. MILLAR:  Maybe I was, and it was a question that I don't think really has to be answered anyway, so I will leave that one.


The category 2 projects under this table, if I'm not mistaken, these are projects that would close to rate base in one of the two test years; is that correct?


MR. SABISTON:  That's correct.


MR. MILLAR:  And can you tell me what the category 3 projects are?


MR. GRAHAM:  Basically, the category 3 projects are in-service post the test years, and no project-specific approval is required from the OEB.


MR. MILLAR:  Okay.  There would still be spending associated with those projects; is that correct?


MR. GRAHAM:  That's why they're identified in the submission, yes.


MR. MILLAR:  And that goes into, is it construction work in progress?


MR. GRAHAM:  Yes, it would be in construction in progress until it is in service.


MR. MILLAR:  Okay.  Maybe I will ask this question, because I am interested.  I know that in some cases, not here, you would have a customer contribution.  What happens to that contribution?  Is that a credit against the C-width?


MR. GRAHAM:  Yes.


MR. MILLAR:  Okay.  Thank you.  I've always wanted to know that.


MR. GRAHAM:  I believe so.  You might want to get a detailed answer from Mr. Innis, but --


MR. MILLAR:  Okay.  No, no, that's --


MR. GRAHAM: -- that is my understanding.


MR. MILLAR: -- good enough, thank you.


And I see you have -- how many category 2 projects are there?  There are eight?  Am I correct?


MR. GRAHAM:  I think maybe you are thinking of a different category.  Are you talking about the local area supply --


MR. MILLAR:  No, no, sorry, I'm back -- I'm back on to table 2 now.  And I see you have -- you've got the projects divided, and there is eight category 2 projects.  Those are the ones closing to rate base this year?


MR. SABISTON:  I can confirm that there are eight projects listed with category 2.


MR. MILLAR:  And that's D3 to D10?


MR. SABISTON:  D3 through to D10 inclusive.


MR. MILLAR:  Yes.  Thank you.


And with the exception of project D5, you've labelled all of the category 2 projects as non-discretionary; is that correct?


MR. SABISTON:  That's correct.


MR. MILLAR:  And D5 you have labelled partially discretionary?


MR. SABISTON:  That's correct.


MR. MILLAR:  And so is D5 the only one for which you've conducted an economic analysis or a net-present-value calculation?


MR. SABISTON:  Subject to check, it is.


MR. MILLAR:  If you've done it, it's not in the evidence; is that correct?


MR. SABISTON:  In the description for project D5, there is a degree of economic analysis.


MR. MILLAR:  For D5, yes, but for the others.


MR. SABISTON:  I can point you to Exhibit D1, tab 3, schedule 3, page 15, and the economic analysis, which was conducted by the IESO, is discussed in lines 9 through 20, more or less inclusive.


MR. MILLAR:  Yes.  I'm sorry, maybe I wasn't clear.  I'm talking about the projects other than project D5.


MR. SABISTON:  Yes.  Subject to check, I don't believe many other projects other than D5 have the economic analysis.


MR. MILLAR:  Thank you, that was my question.


And I know that you are familiar with the Board's filing requirements on transmission and distribution applications.  In fact, we discussed that earlier today.


MR. GRAHAM:  Mm-hmm.  That's correct.


MR. MILLAR:  And I would ask you to turn that up, Exhibit K1.3.  And, in fact, if you could turn to page 35, 5.3.2, options and cost/benefit analyses.  And the third paragraph under that section, do you have that?


MR. GRAHAM:  Yes.


MR. MILLAR:  States:

"In the case of a non-discretionary project, the preferred option should establish that it is a better project than the alternatives.  The applicant need not include a 'doing nothing' as an alternative, since this alternative would not meet the need.  One way for an applicant to demonstrate that a preferred option is the best option is to show that it has the highest net present value as compared to the other viable alternatives.  However, this net present value need not be shown to be greater than zero.  In the case of an internally set project, doing nothing would count as a viable option."


Did you identify alternatives for any of the eight category 2 -- pardon me, any of the seven category 2 projects, excluding D5?


MR. SABISTON:  For the seven category 2 projects which -- I'll have to review that.  I'll have to get back to you with that answer.  I don't have that information at my fingertips about a thorough review of the information that was filed for each one of the projects.


MR. MILLAR:  Okay.  So I guess your answer is, on the stand right now, you're not sure if alternatives were identified or not?  Okay.


MR. GRAHAM:  In the evidence I think is how Mr. Sabiston is responding to it.


MR. MILLAR:  Oh, I see.  Well, do you know if they were identified inside or outside the evidence?


MR. GRAHAM:  Typically, when we look at an investment, we do look at alternatives with respect to how it might be achieved.  Sometimes the only alternative is this and they do nothing, and the others would be dismissed, you know, simply.


Other times, there are more detailed criteria, like net present value and so on, that can apply.


MR. MILLAR:  Maybe I will ask for an undertaking, then, and I'll be clear what I am looking for.  It is to identify which of the seven non-discretionary category 2 projects had alternatives considered, and for those that no alternatives were considered, assuming there are any, if you could explain why that is the case, why alternatives were not considered.  Is that clear?


MR. SABISTON:  For project D6, which was the static VAR compensator at Lakehead TS, the alternative was to install an asynchronous condensor, and I do know for a fact that that alternative was in fact considered and rejected due to cost.


MR. MILLAR:  Well, maybe you if you could provide in the undertaking response, if you did consider an alternative, you could explain why it was rejected in the response; is that possible?


MR. ROGERS:  Yes.


MR. MILLAR:  Okay, thank you.


MR. ROGERS:  I think it is possible.  We will undertake to try and do it.  I think it is possible.


MR. MILLAR:  Thank you for that.  That is undertaking J1.4.

Undertaking No. J1.4:  To identify which of the seven non-discretionary category 2 projects had alternatives considered, and for those that no alternatives were considered, if any, explain why no alternatives considered.


MR. MILLAR:  I'm not sure if this question is encompassed in that, but do you know if you considered the "do nothing" option for any of the non-discretionaries?


MR. GRAHAM:  I think as a first piece of evidence, Mr. Millar, that a number of the ISDs do provide a description with respect to the "do nothing" option in terms of what it would mean to not do the project.


MR. MILLAR:  Right.  These are the --


MR. GRAHAM:  These are the individual project descriptions under -- I'm sorry, I don't have a reference number here, but --


MR. MILLAR:  They are in the evidence.


MR. GRAHAM:  D2, tab 2, schedule 3, I think.


MR. MILLAR:  Yes, that's right.  Okay.


I would like to look specifically at projects D7 and D8, if you don't mind.  In fact, there's a Board Staff interrogatory that relates to those.  That's Exhibit I, tab 1, schedule 61.


MR. GRAHAM:  Always a difficult schedule to find, I think.


MR. MILLAR:  In fact, I am having trouble pulling it up myself, even though I tabbed them all.  I apologize.


Okay, sorry about that.  Has the panel found it?  It is really tucked away.


Okay.  Just to review some questions about D7 and D8, as I understand it, these are for the installation of static VAR compensators at Porcupine TS and Kirkland Lake TS and installing series capacitors at the Nobel switching station; is that right?


MR. SABISTON:  That's correct.


MR. MILLAR:  And according to your response to Staff IR No. 61, these two projects will reduce congestion on the north-south interface by about 700 megawatts; is that right?


MR. SABISTON:  That's what our response states.


MR. MILLAR:  You have this listed as a non-discretionary project; is that right?


MR. GRAHAM:  That's correct.


MR. MILLAR:  And why do you have it under that category?


MR. GRAHAM:  Basically I think because of the OPA recommendation.  John?


MR. SABISTON:  Right.  The Ontario Power Authority has directed us to proceed with transmission projects that can increase the amount of renewable generation that are located in northern Ontario to transmit it to southern Ontario.


MR. MILLAR:  This project, in particular, or just encourage reduction of congestion, in general?  Did the OPA specifically recommend this project?


MR. SABISTON:  The Ontario Power Authority has recommended this project, among others, to enable increased amount of renewable generation to be incorporated in northern Ontario in conjunction with government policy.


MR. GRAHAM:  In fact, there is, I believe, subject to check, a government directive with respect to the Lower Mattagami development, which would be facilitated by this investment.


MR. MILLAR:  Facilitated, but that directive doesn't specifically mention this project; is that fair?


MR. GRAHAM:  I am unaware that it does.


MR. MILLAR:  Okay.  Because if I could take you back to the transmission guidelines, the guideline discusses whether it is discretionary or non-discretionary.  I'm looking at page 34 of the Exhibit K1.3.


I see here that normally projects that are designed to reduce congestion are in fact labelled as discretionary projects.  Do you see that?


MR. SABISTON:  That's correct.  And then I go to the prior page, page 33, where it talks about non-discretionary projects, where projects that are required to achieve government objectives that are prescribed in the form of government directive or regulation.


This particular project is required to increase the amount of renewable generation that can be accessed by the consumers of southern Ontario.


MR. GRAHAM:  I would note that my use of the word "facilitate" with respect to Lower Mattagami, effectively Lower Mattagami cannot deliver its output without this increase in capacity.


MR. MILLAR:  Mr. Sabiston, I recall you discussed that earlier today and the company is taking the view that if it is an OPA-recommended project, that that meets that criteria; is that correct?


MR. SABISTON:  That's correct.


MR. MILLAR:  Okay, thank you.


I take it you didn't consider the "do nothing" approach with projects D7 and D8?


MR. GRAHAM:  In the end, that would be correct.


MR. MILLAR:  Okay.


And why not?  Is that a simple fact that it is non-discretionary and you didn't consider "do nothing"?


MR. GRAHAM:  Well, effectively, as I have underscored, the Lower Mattagami directive, which admittedly just came out recently but we understood was going to come out for months before that, necessitates this project.  So we felt it was required to meet the government's objectives.


MR. MILLAR:  Okay.  You note that the anticipated reduction in congestion is about 700 megawatts.  There's no megawatt-hour figure for that, is there?


MR. GRAHAM:  We would be unaware of that.  It is the IESO that knows the time frame over which that congestion is in force.  So it is a capacity figure, you're correct.


MR. MILLAR:  Is it fair to say you couldn't do an NPV calculation even if you wanted to, because you don't know the cost of the bottled energy?


MR. GRAHAM:  We would have to know that from the IESO, yes.


MR. MILLAR:  You don't currently know that?


MR. GRAHAM:  As far as I am aware, we don't.


MR. MILLAR:  Okay, thank you.


I want to talk very quickly about project D5 and your use of the social discount rate.  I know there were a couple of questions about that, but I just wanted to follow up on a couple of things.


The first, you can confirm the discount rate you used was 4 percent; is that right?


MR. GRAHAM:  I believe that's what the evidence states.  I'm not aware specifically, but I think that is correct.


MR. MILLAR:  Okay.  In fact, you discuss that at Exhibit D1, tab 3, schedule 3, page 15.


MR. GRAHAM:  Right.


MR. MILLAR:  And I'm looking at line 12 of that page, and it says:

"Assuming a project life of 45 years and assuming that these benefits remain constant, the NPV of the benefits is estimated to be between 83 and 104 million based on a real social discount rate of 4 percent that is used in the OPA's integrated power system plan.  When discounting unescalated non-utility cash flows, such as congestion and reliability penalties, use of a real social discounts rate is more appropriate rather than a utility-specific nominal after-tax discount rate."


Do you see that?


MR. GRAHAM:  Yes.


MR. MILLAR:  In fact, staff asked you a question about this at Board Staff IR No. 60 -- that is Exhibit I, tab 1, schedule 60.


MR. GRAHAM:  Right.


MR. MILLAR:  And if you look at sub-question 2 there, it says:

"Please provide details in regard to the calculation of the social discount rate from basic principles, and how the social discount rate would vary in response to various varying economic conditions, such as economic downturns, varying risk evaluation of a project, leading to an increase or a decrease in the real discount rate."


Do you see that?


MR. GRAHAM:  Yes.


MR. MILLAR:  And your response to that is to refer us to a paper from the Ontario Ministry of Finance?


MR. GRAHAM:  I see that.


MR. MILLAR:  And in fact, you provided a copy of that paper.  If you skip ahead a little bit, it is attachment 1 to that interrogatory response.


MR. GRAHAM:  Sorry, I hate to do this to you, Mr. Millar.  I find this a difficult part of our interrogatories to find stuff in.  Did you say No. 60, again, and attachment 1 --


MR. MILLAR:  Yes, it is attachment 1 to --


MR. GRAHAM:  I've got it.


MR. MILLAR: -- your response.  It is a report by Mr. Peter Spiro, it looks like.  I will call it the Spiro report.


And I take it you are familiar with this report?  You have read it?


MR. GRAHAM:  I am familiar with it.


MR. MILLAR:  You have looked at it?  Someone has?  And you can confirm for me that the discount rate that they use here is 5 percent, not 4 percent?  I can take you to page 6, if that is helpful.


MR. GRAHAM:  I don't know.  I'm just reading it here.  It looks like, potentially, the analysis, they use 2 and 8 percent, and they use 4 percent in real terms.  But perhaps I'm looking at the wrong reference.


MR. MILLAR:  Well, I'm looking at page 6 of 10, and it says "combining the factors" --


MR. GRAHAM:  Yes, I'm looking at page 6 of 25, so we're obviously on different reports.


MR. MILLAR:  Oh, interesting.


MR. GRAHAM:  Attachment 1?


MR. MILLAR:  Yes.  Mine is labelled EB-2000 -- I mean, it is from the -- I'm sorry, maybe I had the wrong reference, because it was actually filed in the IPSP.


MR. GRAHAM:  2007-0707?


MR. MILLAR:  Yes.


MR. GRAHAM:  I hope I am looking at the same report, but --


MR. MILLAR:  Well, it's a report by Peter Spiro updated January 2007.  In fact, there may be two copies of the report.


MS. CHAPLIN:  Well, there is two.  He did two reports.  One is updated January 2007 and one is updated March 2008.


MR. MILLAR:  Okay.


MS. CHAPLIN:  Which one would you like --


MR. MILLAR:  I was in fact looking at the one for 2007, but I believe they both have the same -- they both come to the same conclusion, in effect.


I'm sorry.  On the 2008 version it is on page 7.


MR. DeVELLIS:  Pardon me, Madam Chair.  I think Mr. Millar may be referring to attachment 2.  That is the Spiro report?


MR. MILLAR:  You're quite right.  In fact, I was referring to attachment 1, but since attachment 2 is actually the updated study, I think that is probably better, but in the end they use the same discount rate anyway, so...


MR. GRAHAM:  So I see the 5 percent you're referring to on attachment 7.  I would again point out that the earlier report would have been what would have been available to us at the time that we discussed the Claireville by Cherrywood project back in the previous OEB proceeding on transmission rates, and that that would have been what we used at that point in time for evaluating that investment.


So things may have changed.  They do change up and down as we go forward.


MR. MILLAR:  Yes, and we will get to that in just a moment.


You would agree with me that this study recommends the use of a social discount rate for the Government of Ontario; is that correct?


MR. GRAHAM:  I think it recommends the use of a social discount rate for appropriate purposes.


MR. SABISTON:  In the description of a social discount rate, it talks about how this rate is appropriate to use for publicly funded infrastructure projects, which would be typically a government project.


MR. MILLAR:  Okay.  But you're not the government, of course.


MR. GRAHAM:  But I guess from our point of view this would be a publicly funded infrastructure project.


MR. MILLAR:  All right.  Fair enough.


And as you were just discussing, or I think you were just discussing, you haven't updated this figure -- the 4 percent comes from the IPSP that the OPA calculated; is that correct?


MR. SABISTON:  Right.


MR. MILLAR:  You discussed that with Mr. Buonaguro.  And you haven't updated that figure?


MR. SABISTON:  To reflect the 5 percent?


MR. MILLAR:  To anything.  You haven't updated it at all?


MR. SABISTON:  No.


MR. MILLAR:  You just took the number that the OPA was using?


MR. GRAHAM:  For Cherrywood by Claireville, that was again put forward a couple of years ago.


MR. MILLAR:  And if I could take you to the last page of attachment 2 -- pardon me, it is actually page 10.  It says "conclusions".  This is the Spiro report for 2008.


MR. GRAHAM:  We have that.


MR. MILLAR:  The second paragraph says:

"There is, however, a degree of uncertainty about the appropriate values of financial market variables that go into the construction of discount rates.  It is appropriate, therefore, to experiment with sensitivity analysis that looks at a range of possible values."


MR. GRAHAM:  That's what it says.


MR. MILLAR:  And you didn't conduct any sensitivity analysis?


MR. SABISTON:  No.  At the time that we conducted the -- at the time that the IESO conducted the analysis for the Cherrywood by Claireville project -- and I emphasize that this is really a third party conducting the analysis on our behalf -- they took the 4 percent rate as appropriate.


MR. MILLAR:  Okay.  The OPA did conduct sensitivity analysis, though, did they not?  They did 2 percent and 8 percent, as well as their 4 percent?


MR. SABISTON:  In their IPSP, where they use the social discount rate to evaluate the worth of generation projects.


MR. MILLAR:  Okay.  Thank you for that.


I am going to move on to the next topic.  I provided your counsel and, through him, you a copy of a chart I am going to be referring to.  This is just a short one-pager.  It is essentially a summary of capital expenditures for 2007 to 2010.  And this is information taken directly from the pre-filed evidence and the updates.


If there are no objections, I will call it Exhibit K1.6.

EXHIBIT NO. K1.6:  ONE-PAGE CHART OF A SUMMARY OF CAPITAL EXPENDITURES FOR 2007 TO 2010


MR. MILLAR:  Do you have that?


MR. GRAHAM:  Yes.


MR. MILLAR:  Okay.  I have spares if you need it.


And some of this you have been through.  It just shows your proposed versus your approved expenditures.  And maybe I could just ask you to confirm some of the numbers here.


For 2007, your Board-approved was $711 million in capital expenditures, and you achieved 559-and-a-half million; is that correct?


MR. GRAHAM:  711.6, 559.5.  Yes, that's correct.


MR. MILLAR:  And I have that as 79 percent of your original -- or Board-approved, in any event?


MR. GRAHAM:  I will take that, subject to check.


MR. MILLAR:  And then for 2008 you had Board-approved 774 million, and in the end you achieved about 704 million; is that right?


MR. GRAHAM:  That's correct.


MR. MILLAR:  So about 91 percent?


MR. GRAHAM:  Right.


MR. MILLAR:  And for the test year 2009 you're asking for 944 million, which is a 22 percent increase over Board-approved for 2008, but in fact it is a 34 percent increase over your actuals; is that correct?


MR. GRAHAM:  Subject to check on the percentage, that's correct, the numbers are correct.


MR. MILLAR:  And then for the 2010 test year, assuming you spend all the money you would like to for 2009, you've got an additional increase of 14 percent over that?


MR. GRAHAM:  Again, that looks correct.


MR. MILLAR:  Okay.  So you've got a lot of money to spend.  Is that fair to say?


MR. GRAHAM:  And a lot of work to do, yes.


MR. MILLAR:  And at least in the past -- I know we've discussed this, and we'll discuss it a little bit more -- you've had some trouble spending your entire approved amount.  Is that fair to say?


MR. GRAHAM:  That would be fair to say, particularly for 7 and 8, yes.


MR. MILLAR:  So you discuss some of these challenges in your pre-filed evidence.  Maybe I would ask you to turn to Exhibit A, tab 14, schedule 7.  Page 6 of that exhibit.


MR. GRAHAM:  Perhaps as context, Mr. Millar, I could just note that while it is true that we did have under-expenditures in 7 and 8, and there are reasons for that given in this filing, I would note that the spending rate at the -- particularly in the latter part of '08 was at a rate which would -- I know it is simplistic to say this, but if you take the last six months of expenditures, which were approximately 444 million, that is an annual rate of $890 million --


MR. MILLAR:  You'd have been more or less there.


MR. GRAHAM:  So 44 million, that is an annual rate of $890 million?


MR. MILLAR:  More or less than.


MR. GRAHAM:  So I am just saying that it's taken us some time, fair enough, and in some cases, as described in the evidence, longer than we had hoped to get certain things under way, but we have demonstrated a capability over the last six months to deliver a program at the level that we put forward.


MR. MILLAR:  You found a way to get the money out the door.


MR. GRAHAM:  I wouldn't say that.  Found a way to get the work done.


MR. MILLAR:  Of course.  Page 6 of tab 14, schedule 7, do you have that?


MR. GRAHAM:  Yes.


MR. MILLAR:  This is where you describe your implementation of work execution strategy.


I take it this is -- to put it simply, this is your proposal for how you are going to get the work done; is that right?


MR. SAUTER:  That's correct.


MR. MILLAR:  Okay.  I'm going to take you through a couple of other things here.  You talk about work bundling right there at page 6 of 9.


Can you just give me a 30-second overview of what "work bundling" means and how it helps you achieve your goals?


MR. SAUTER:  So work bundling allows us to make more effective use of our resources and also to take advantage of system outages, for instance, if we can bundle several programs together into one outage as opposed to taking several other outages, and also then as a result of that, it helps us to get more work done.


And when we look at, say, major capital projects, we try to get those outages in for those capital projects early on, say, by the fall of the previous year, and then when we sit down at our critical, what we call, CCOP, critical continuous outage plans, we then try to build the sustainment capital, a lot of maintenance work, around these projects to where we can get the outages, thereby not having to go back and take element outages over and over again.


Cherrywood is -- Cherrywood by Claireville is an example where we have to replace -- we have to -- sorry, we have to install four new breakers, but as part of that project we're also replacing four existing airblast breakers, which have been very, very problematic to us and are at end of life.


So this is kind of an example of how we try to

build --


MR. MILLAR:  Is this new?  Is this something you weren't doing in 2007 or 2008?


MR. SAUTER:  I guess the best way I could answer, no, is not new.  We are doing more of it and we've put it, as I say, if you wish, as a continuous improvement initiative, and we're putting a lot more focus in those areas to ensure that these types of things can happen, such as bundling.


Also, with the SAP Cornerstone system, which another panel will speak to, it gives us more visibility now, because it is an integrated system that will -- you know, for cost, schedule, and for all of the work program, it gives us a better view of what the whole work program is and better access to what can be bundled to optimize our work, if you wish.


MR. MILLAR:  Well, that leads to my next question.  As a practical matter, does bundling lead to doing work on certain projects earlier or perhaps later than you otherwise would have in order to kind of harmonize your work on -- again, I'm not an engineer, so I don't know exactly how these projects work.


I take it what you try and do is if you have to shut down a certain section of line, you and try to do all the work that you can do while that is shut down; is that correct?


MR. SAUTER:  Within reason.  Like, I mean, there's bundled and there is unbundled; right?  You try to get as much work as you can done, but you're obviously not going to delay a critical, say, customer project in-service date to bring in one extra --


MR. MILLAR:  Of course.


MR. SAUTER: -- replacement, if you wish, for --


MR. MILLAR:  But you might do something a little earlier than you otherwise would have; is that correct?


MR. SAUTER:  That could be possible, yes.  We could advance work, also; that's correct.


MR. MILLAR:  In other situations, if the repair or maintenance or whatever wasn't critical, you might let it go a little bit longer than you otherwise would; is that fair?


MR. GRAHAM:  Well, I think, Mr. Millar, just in terms of the characterization, we are talking about critical important work here.  I mean, it may be advanced from next year to this year, type of thing, and when we talk multi-year work programs, you will probably get there with respect to this list, which enables us to identify this work coming up in terms of, It is next year, not this year, but let's do it this year, given we can do it in conjunction with this outage.


We don't move stuff from five years down the road forward.


MR. MILLAR:  No, I'm not suggesting you were.  I just want an understanding --


MR. SAUTER:  This is normally work that is part of our program, if you wish.  So rather than doing it, say, in the fall, it could be done in the spring, if there is an opportunity to take advantage of that outage.  But it is already part of our program to replace that sustainment asset.


MR. MILLAR:  Thank you for that.


I would like to look at standardized designs, and I can assure you I'm not going to through each and every one of these.  I only have questions on a few of them.


Standardized designs, you talk about standardized or modular designs.  Again, can you give me a 30-second overview of what that means and how it helps improve your ability to conduct your work?


MR. SAUTER:  Yes.  So basically standardized designs enable us to perform more work at lower cost by having the standardized design.


There is less effort required to create bills of materials.  There is less -- drawings are not required, because we do have a standard, and the verification process for producing new drawings, like, is really not there now, because you have a standard that you are using.


MR. MILLAR:  Again, is this something you weren't doing in 2006 or 2007 or 2008?


MR. SAUTER:  We were doing it.  We're doing more of it now.  As I spoke earlier this morning, we have substantially increased our staffing complement.


I did mention that it was approximately 140 senior critical resources, if you wish, or 30 percent of the work force that's accountable for capital sustainment and development.  And by hiring these critical staff in the protection and control areas, in the telecom areas, in the layout -- electrical layout system integration and that, we're able to focus more people on the area of standards, which is very, very important to us.


MR. MILLAR:  Okay.  Thanks for that.


Turnkey contracts, there have been a number of questions about this, and I'm not going to spend very much time on it.


But you've got $300 million in turnkey contracts for 2009; is that right?


MR. SAUTER:  Approximately, that's correct.


MR. MILLAR:  I heard you say there was going to be an increase for 2010, but I'm not sure I got a number.  Do you have a number?


MR. SAUTER:  The number is in the range of $445 million.


MR. MILLAR:  And in 2008, did I hear 100 million?


MR. SAUTER:  We did 113 million.  So we're going to do about $200 million more this year compared to 2008 in turnkey projects.


MR. MILLAR:  Do you happen to know the 2007 figure?


MR. SAUTER:  2007 was about 85 million.


MR. MILLAR:  Okay.  I only have one follow-up question, and that is:  Are you confident that it is actually capacity in the market to pick up this entire $300 million in work for 2009 and I guess the $445 million for 2010?


Are there enough people out there to do this?


MR. SAUTER:  Yes, I am very confident.  Most of the projects that I spoke to in the 300 million for 2009 have already been awarded, and these contracts are in place.  In fact, many of these projects have already started.


MR. MILLAR:  What about 2010?


MR. SAUTER:  A lot of these -- a lot of these projects will continue into 2010.  There will be some new ones, some new SVC projects.  Based on what I have seen to date, I am very confident, and also we have to remember Bruce by Milton is also in the fold now.


And that is -- that project will incur significant spending in the test years.


MR. MILLAR:  So you have considered this and you are confident there is enough people out there to do $445 million worth of work?


MR. SAUTER:  Yes, sir.


MR. MILLAR:  Okay, thank you.  Targeted resource increases, this is page 8 of 9 on schedule 7.


You say that plans are under way to increase critical staff by approximately 150 in 2008, with a further increase of 100 in 2009.  Is that a net increase, because I know you have a lot of retirements, as well?


MR. SAUTER:  Yes.  So I guess the best way I can answer that one is the retirements are not netted into this.


MR. MILLAR:  They're not?  So is it possible you will actually have less people, less staff working on it in 2009 than in 2008?


MR. SAUTER:  Because of retirements?


MR. MILLAR:  Yes, or for whatever reason.


MR. SAUTER:  Like, we do have a very good idea of what the demographic attrition will be, so some of that is factored into that to allow that people will retire.


MR. MILLAR:  I'm sorry, maybe I wasn't understanding.


I take it you have a certain number of people working on this in 2008, and am I right that there will be 100 more people working on it in 2009?


MR. SAUTER:  140, that's correct.


MR. MILLAR:  I'm sorry, and then an extra 100 -- no, sorry, 150 for 2008, I'm sorry, and then 100 for 2009?


MR. SAUTER:  So it is net, because that's the actual number of people compared to 2007 --


MR. MILLAR:  Okay.


MR. SAUTER: -- the 140; that's correct.


MR. MILLAR:  Of course 2008 is already over.  Did you actually get the 150 people for 2008?


MR. SAUTER:  The 140, yes, we did.


MR. MILLAR:  And you're still anticipating another 100 for 2009?


MR. SAUTER:  That's correct.


MR. MILLAR:  Okay.  Thank you.


University training programs.  Again, just to make this quick, are these programs -- these programs aren't new, are they?  Or are they?


MR. SAUTER:  They're fairly new; that's correct.  We do have a Masters of Power System with the University of Waterloo arrangement, where -- and also -- by the way, this will be addressed by another panel also, but we also have a co-op program, where we bring co-op students in from universities for second- and third-year students, and as part of their training in those co-op periods we give them power-system training.


And the intent is that once these young grads graduate, they will be more knowledgeable when they come and work for us, more knowledgeable in the power-system area, if you wish.


MR. MILLAR:  Are you anticipating more graduates or co-op students in 2009 over 2008 or 2007?


MR. SAUTER:  I don't have that number handy in front of me.


MR. GRAHAM:  Sorry, are we anticipating more graduates or hiring more graduates?


MR. MILLAR:  Well, either one.  I guess I take it this -- the work execution program explains how you're going to do more work in 2009 than you did in 2008 and 2007.


And since you mentioned this, I take it that you're expecting you're going to be getting -- more graduates are coming out of those programs for 2009 than previously?


MR. GRAHAM:  I think we're certainly anticipating that there will be more available to Hydro One and hired by Hydro One.


MR. MILLAR:  Okay.


MR. GRAHAM:  That's -- part of the purpose of the program is to show them what's available in the power-system sector and get them familiar and then interested.


MR. MILLAR:  Okay.  Thank you for that.


Thank you, gentlemen.  Those are my questions.


MS. CHAPLIN:  Thank you, Mr. Millar.


Mr. Rogers?


MR. ROGERS:  Yes, thank you.  I just have one question in re-examination, if I could.  It won't take long.

Re-examination by Mr. Rogers:


MR. ROGERS:  Gentlemen, you were asked by my friend Mr. Warren, who no longer is here, but he asked you

about -- he put a question to you, I think maybe for Mr. Thompson, but it doesn't really matter, dealing with an Enbridge decision, and the gist of the question as I understood it was that the Board said there -- and the Board has said elsewhere, as a matter of fact -- that they will be informed by past levels of capital spending when making decisions about future spending.


Do you recall that line of questioning with him?


MR. GRAHAM:  Yes.


MR. ROGERS:  And also he asked you, I think, about projects, capital projects, development projects, which were approved by the OPA or ordered by the OPA or the government.


Do you recall that part of his question?


MR. GRAHAM:  Yes.


MR. ROGERS:  Can you help us?  Is there evidence before the Board that we'll no doubt be talking about over the next few days to explain why capital spending in the forecast period is higher than traditional?


MR. GRAHAM:  We believe certainly there is.  Development capital in particular, we provide a long list of projects here, and these are driven by, in many cases, government objectives, the supply needs of the province going forward.


So if we look at, for example, our 2009/'10 increases over actual, development capital was 240 million in 9 over the 2008 actual, and another 105 million in 2010.


The increase in inter-area transfer capability projects alone, basically equivalent to that.  The biggest part of that is the Bruce-to-Milton line this Board has already approved.  And of course we're also looking at investments in the southwest related to coal shutdown and investments coming from the north to enable us to incorporate new renewables from the north.


So we believe there is very good reason and, to your point earlier this morning, probably increasing pressure coming down the pipe with respect to this type of project.


MR. ROGERS:  So there is evidence there that I can point to later on to show the Board where the justification is there.


MR. GRAHAM:  Yes.


MR. ROGERS:  Thank you.  One last question I wanted to ask you about is, your involvement with the OPA, we've talked about whether you have a letter from the OPA for various projects and so on.  Could you just explain to the Board how the relationship works between the applicant and the OPA?


MR. GRAHAM:  We believe certainly right now, particularly in the current environment of significant interest on the part of the government with respect to new supply enablement, there is a very ongoing, very, almost daily, to my kind of quip earlier, interaction between the OPA and Hydro One with respect to these various projects.


We are working together to see how we can meet the needs of the province.  And Mr. Sabiston can talk about the details.  But this is a very, from our point of view right now, symbiotic relationship.


MR. ROGERS:  And I guess you can't speak for the OPA, but is there anything in this capital program presented to this Board in this case that the OPA has come back to you and say that they don't agree with, as far as you are aware?


MR. GRAHAM:  No.  I mean, they do not, of course, look at all the elements of our program, because there are areas they're not responsible for, but those elements they are responsible for, as far as we are concerned, they're supportive.


MR. ROGERS:  Thank you very much.


Thank you very much, Madam Chair.  Those are our questions.


MS. CHAPLIN:  Thank you.


Mr. Vlahos has some questions.

Questions by the Board:


MR. VLAHOS:  Gentlemen, just one question in clarification.  The subject of social discount rate, I just want to get a couple of things clear in my head.


Where is this being used now, based on your pre-filed evidence?  How many projects have you applied to the social discount rate?


MR. SABISTON:  The only project -- subject to check, the only project which uses the social discount rate is the Cherrywood-by-Claireville unbundling.  I believe that's, subject to check, D5.


MR. VLAHOS:  Okay.  And what would qualify the attraction of the social discount rate to a specific project, as opposed to other projects?


MR. GRAHAM:  I guess it basically goes, from our belief, at least, Mr. Vlahos, that the infrastructure projects such as this, the inter-area transfer capability, are serving the public, that the transmission system serves the public purpose, and these are funded effectively by the public through rates.


So put those things together and we see this as public infrastructure for a public good, and thus the social discount rate is appropriate.  And in the case of Cherrywood by Claireville, I believe it is the non-discretionary aspect that drove us to provide that analysis.


MR. VLAHOS:  Right.  So I guess we're talking about -- generally about projects that are, you said, discretionary or non-discretionary?


MR. GRAHAM:  I meant to say "discretionary".  My apologies.


MR. VLAHOS:  Okay.  And so it doesn't come into the picture when we're talking about connection projects.


MR. GRAHAM:  That's correct.


MR. VLAHOS:  And it doesn't come into the picture when we're talking about local area, which is -- has to be paid by someone.


MR. GRAHAM:  That's right.


MR. VLAHOS:  It comes to the picture when we're talking about general infrastructure projects?


MR. GRAHAM:  Basically, the inter-area transfer capabilities projects; that's correct.


MR. VLAHOS:  So we're talking about only one.  You mentioned Cherrywood project.  What other projects would be like the Cherrywood project, say in the recent past or what you may have in mind going forward?


MR. GRAHAM:  It's a difficult question.  I think Mr. Millar was getting at this with respect to the north-south projects, for example, which are to enable additional supply to reach customers.


In the case of the Cherrywood by Claireville, that was initiated by Hydro One, and we felt -- with OPA agreement we felt that that was something that wasn't really directed by the government.  We feel that the north-south enhancements really are in response to the government directive on Lower Mattagami.  So if you will, that's kinds of the differentiating factor there.


MR. VLAHOS:  Okay.  And, I'm sorry, there were some questions -- some exchange about whether you have done a sensitivity analysis, 4 percent versus something else.  I can't recall what the answer was --


MR. GRAHAM:  I believe Mr. Sabiston's answer was, we haven't --


MR. VLAHOS:  You have not done it.


MR. GRAHAM:  In fact, I think that analysis was done by the IESO on our behalf.


MR. VLAHOS:  And we don't know the results of that.


MR. SABISTON:  That's correct.  And Mr. Graham elaborated that at the time the analysis for the Cherrywood-by-Claireville project was done, Mr. Spiro's updated paper of March 2008 was not yet available, because the analysis was done a year or so prior to that.


MR. VLAHOS:  All right.  Thank you.


And just finally, just to confirm a figure that I heard in testimony today, did you agree that there was discretionary projects to the amount of $80.5 million?  I've put that in my notes, and --


MR. GRAHAM:  I think if we look, Mr. Vlahos, at the reference to D5, there was a number there provided of $80.5 million, yes, you're right, at the top of page 15, D1, 3-3.


MR. VLAHOS:  Oh, yes, I see it.  Yes.


And were you asked specifically, sir, what would happen if you don't go through with the $80.5 million?


MR. GRAHAM:  I don't -- well, we weren't asked.  It's well underway right now, but, no, we weren't asked.  It would be -- I guess I'm not sure where that project stands right now.  John?


MR. SABISTON:  The project is under construction.  The breaker replacements at Cherrywood are underway.  It would be stopping a project which is in play, which would have a fair amount of stranded costs associated with it.


MR. VLAHOS:  Okay.  Those are my questions.


Thank you, gentlemen.


MS. CHAPLIN:  Thank you.  The Panel has no other questions.


This panel is excused, with the Board's thanks, although I gather, Mr. Graham, you will be returning tomorrow.


Are there any other matters before we conclude today?


MR. ROGERS:  No.


MS. CHAPLIN:  Then we will see you all at 9:30 tomorrow morning.  Thank you very much.


--- Whereupon the hearing adjourned at 4:30 p.m.
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