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Monday, December 14, 2009

--- Upon commencing at 9:03 a.m.


MS. NOWINA:  Please be seated.


Good morning.  Today is the fifth day in the hearing of Hydro One's distribution rate application, EB-2009-0096.  Today we will have the examination of witness panel 3 dealing with capital and O&M matters.


I believe we have some preliminary matters regarding the filing of confidential undertakings this morning.  Are there any other preliminary matters?

Preliminary Matters:


MR. ROGERS:  There is one.  Madam Chair, just at the end of the last day, Mr. Buonaguro was asking the witness to provide all the rate schedules showing the impact of their equity decision.


MS. NOWINA:  Yes.


MR. ROGERS:  And that's quite an onerous task, as you can understand.  We have spoken to him and the company is going to give him some averages at the present time.  At some point in the process, we're going to have to file all of the schedules rerun, but it is quite an onerous task and I would like to do it just once.  I think that is satisfactory to him.


MS. NOWINA:  So there is something that you are filing today?


MR. ROGERS:  Well, no, not today, but I think they're going to -- we can do it later today.  I am not prepared to do it now, but something will be done today showing the impact of your decision on the rates.


MS. NOWINA:  All right.  Thank you very much.


MR. ROGERS:  On some kind of an average basis, to give people an idea.


MS. NOWINA:  Okay.


MR. ROGERS:  There are two matters I would like to deal with dealing with confidentiality.  The first is the transcript from Friday.


MS. NOWINA:  Yes.


MR. ROGERS:  I anticipate there will be very little, if anything -- there will be something, but very little that we will be asking that be kept confidential.  But I would be grateful if you could give me until the break, because I haven't had a chance to talk to Mr. Struthers yet about that.


MS. NOWINA:  All right.


MR. ROGERS:  But I will advise you.  It will be a very small amount that we'll be asking be retained in the confidential record.


MS. NOWINA:  All right.  Thank you.


MR. ROGERS:  Now, the third thing I would like to address the Board about is an issue dealing with the matter we discussed on Friday, and in order to have this discussion I am going to ask that you go in camera.  And I know it is difficult and awkward for you.  I ask you to please to do this, and I think you'll understand why.


MS. NOWINA:  Just to clarify the record, it is a discussion regarding undertaking...


MR. ROGERS:  KX.4...


MS. NOWINA:  Was it a JX?  Mr. Millar, do you have the undertaking number for us?


MR. MILLAR:  It is a J, and it is JX4.1, I believe.


MS. NOWINA:  All right.  So you would like to go in camera to discuss the filing of that undertaking?


MR. ROGERS:  Yes.


MS. NOWINA:  That's fine.  We will go in camera.

MR. MILLAR:  I ask that --


MS. NOWINA:  We are not yet in camera.


MR. MILLAR:  No, okay.  Thank you, Madam Chair.  There are some people I don't recognize.  I am not sure if they work for the company or not, but no one should be here unless they have work for the company, Board Staff or have signed the undertaking.


MS. NOWINA:  All right.  We are now in camera.

Let's just check the technology.  We are always a little bit worried until we do an external check to make sure we're not on air, and wait.  I see some people that are going to leave the room.  If you have not signed the confidentiality undertaking or are not with the Board or with Hydro One, I will ask you to leave.


--- In camera session commencing at 9:07 a.m.

[Page 3, line 24 to Page 16, line 27 has been 


redacted]


[Page 3, line 24 to Page 16, line 27 has been 


redacted]

--- Resuming public session at 9:29 a.m.

MS. NOWINA:  We are no longer in camera, and, Mr. Rogers, could you introduce your panel?

MR. ROGERS:  Yes.  Thank you very much, Madam Chair.  I have here this morning the participants of panel 3, four gentlemen.  I wonder if they could be sworn.
HYDRO ONE NETWORKS INC. - PANEL 3, OM&A AND CAPITAL

David Adams, Sworn


Grant Clark, Sworn


Raymond Gee, Sworn


Rick Stevens, Sworn

MS. NOWINA:  Before you begin, Mr. Rogers, just so we don't break the flow of things, can I get an estimate now from intervenors of who is going to cross-examine this panel and how long they expect to take?

MR. STEPHENSON:  Madam Chair, Richard Stephenson.  I think I am actually going to go first with this panel.  I expect to be less than an hour.

MS. NOWINA:  Thank you, Mr. Stephenson.

MR. DeVELLIS:  Madam Chair, I have approximately an hour, as well.

MS. NOWINA:  Thank you, Mr. DeVellis.

MR. BUONAGURO:  My updated estimate is approximately an hour-and-a-half.

MS. NOWINA:  Thank you.

MS. GIRVAN:  Mr. Warren can't be here until about noon, but I don't think that is a problem.  We will probably be just about half an hour with this panel.

MS. NOWINA:  Thank you.

MR. FAYE:  I expect to be just under an hour, Madam Chair.

MS. NOWINA:  Mr. Millar?

MR. CROCKER:  I expect to be --

MS. NOWINA:  Sorry, Mr. Crocker, I missed you.

MR. CROCKER:  I expect to be about an hour, as well.

MS. NOWINA:  All right.  Mr. Millar?

MR. MILLAR:  Madam Chair, I should indicate that CME has told us they will be about half an hour.  I am not sure if that's been updated.

And Staff will probably be about an hour, perhaps less, depending on what is covered before our turn.

MS. NOWINA:  Thank you.

MR. MILLAR:  Sorry, Mr. Mondrow told us about three-quarters of an hour, but he can't be here until this afternoon.

MS. NOWINA:  Thank you.  It will be a full day, and then some.  All right, thank you.  Mr. Rogers, you can go ahead.
Examination by Mr. Rogers:

MR. ROGERS:  Thank you very much.  Thank you very much, Madam Chair.  May I introduce the panel to you and qualify each of the participants?  Starting with the left, Mr. David Adams.

MR. ADAMS:  Yes.

MR. ROGERS:  Mr. Adams, your curriculum vitae has been filed in these proceedings as Exhibit A, tab 21, schedule 1, I believe.

MR. ADAMS:  Yes.

MR. ROGERS:  Is that an accurate reflection of your qualifications and experience?

MR. ADAMS:  Yes, it is.

MR. ROGERS:  I understand, sir, that you have a business administration degree in industrial administration from Durham College?

MR. ADAMS:  That's correct.

MR. ROGERS:  And you have worked with -- after starting your career with Bell Canada, you've worked with Hydro or Hydro One since that time, I believe.  I'm sorry, no, you didn't.  You worked for Bell for many years, until about 1999?

MR. ADAMS:  That's correct.

MR. ROGERS:  You then were an independent consultant and have been with Hydro for how long, Hydro One?

MR. ADAMS:  About three-and-a-half years.

MR. ROGERS:  All right, sir.  You are presently the acting director of customer care for the company?

MR. ADAMS:  That's correct.

MR. ROGERS:  What areas of the evidence will you be responding to this morning, Mr. Adams?

MR. ADAMS:  The customer care exhibit.

MR. ROGERS:  Have you ever testified here before, sir?

MR. ADAMS:  No.  This is my first time.

MR. ROGERS:  To your left we have Mr. Grant Clark, I believe.

MR. CLARK:  Yes.

MR. ROGERS:  Now, Mr. Clark, your curriculum vitae is set out at tab 21, schedule 1, page 3.

Is that an accurate reflection of your qualifications and experience?

MR. CLARK:  Yes.

MR. ROGERS:  I see that among other qualifications you're a certified utility arborist.


MR. CLARK:  Yes.


MR. ROGERS:  And that you have attended the Richard Ivey School of Business in London, Ontario.


MR. CLARK:  Yes, I have.


MR. ROGERS:  You started off, it looks like from your CV, as a carpenter, is that so --

MR. CLARK:  Yes, I did.


MR. ROGERS: -- in your career?  Then have progressed through areas of responsibility.  At the present time you are the superintendent of forestry services for Hydro
One --

MR. CLARK:  Yes.


MR. ROGERS: -- is that correct?

MR. CLARK:  Correct.


MR. ROGERS:  I am guessing that you are going to be answering questions about forest clearance and brush clearing and so on, that type of information.


MR. CLARK:  I foresee I will be, yes.


MR. ROGERS:  Where is your office?

MR. CLARK:  Virtual.  Southern, Ontario.


MR. ROGERS:  Oh, right.  So you don't normally dress that way every day when you go to work?

MR. CLARK:  I was dressed in my work clothing earlier and I was corrected.  Mr. Van Dusen suggested I wear a suit.


MR. ROGERS:  Have you ever testified before this Board before?

MR. CLARK:  No, I have not.


MR. ROGERS:  Mr. Grant or Mr. Clark.


MR. CLARK:  No, I have not.


MR. ROGERS:  Well, welcome.  It is good to have a real worker here.


Now, to your left is Mr. Raymond Gee.  Mr. Gee, your CV is set out at tab 21, schedule 1, page 6.


MR. GEE:  Yes.


MR. ROGERS:  It is an accurate reflection of your qualifications, sir?

MR. GEE:  Yes, it is.


MR. ROGERS:  You have testified here before, I do believe.


MR. GEE:  Yes, I have.


MR. ROGERS:  You have been with Hydro and Hydro One for many years in various areas of responsibility?

MR. GEE:  Yes.


MR. ROGERS:  Your present position is director, distribution planning, and asset management; is that right?

MR. GEE:  Yes.


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

MR. GEE:  Sustaining development and operation capital and OM&A excluding customer care, excluding smart grid and some of the work execution areas.


MR. ROGERS:  All right, fine.  Thank you very much.


Now, to your left is Mr. Richard Stevens.  Mr. Stevens, your qualifications are set out at tab 21, schedule 1, page 12.

MR. STEVENS:  Correct.


MR. ROGERS:  That is an accurate reflection of your qualifications, sir.


MR. STEVENS:  Yes, it is.


MR. ROGERS:  You have testified here before too, I do believe, have you not?

MR. STEVENS:  I have.


MR. ROGERS:  You hold a number of degrees which are set out in your CV, and I won't repeat them here as you have appeared before the Board before but your present position is project director, smart meter network.


MR. STEVENS:  Smart meter and smart grid, yes.


MR. ROGERS:  Sorry, smart meter and smart grid.  And you have testified here before, you know, about the smart meter program with the company.


MR. STEVENS:  Yes.


MR. ROGERS:  You will be answering questions this morning about the smart grid, I do believe, among other things.


MR. STEVENS:  That's correct.


MR. ROGERS:  All right.  Thank you very much.  Mr. Gee, I am going to ask you to be the coordinator of the panel and as such, can you confirm that the evidence filed in this case to be covered by this panel is, so far as you are aware, a fair and accurate reflection of the company's affairs.


MR. GEE:  Yes, I can.

MR. ROGERS:  Thank you very much.  Those are my Questions, Madam Chair, they're available for cross-examination.


MS. NOWINA:  Thank you, Mr. Rogers.  Mr. Stephenson.  
Cross-Examination by Mr. Stephenson:


MR. STEPHENSON:  Good morning, panel.  My name is Richard Stephenson.  I am counsel for the Power Workers' Union.  I have a few questions for you.

I want to start at a very high-level, in terms of the scope of the OM&A and capital program, and I think generally speaking mostly in the sustaining area.


Am I correct that in global terms, in terms of the scope of your OM&A and capital work in the sustaining area, you have a bigger work program scheduled for 2010-2011 than you had in say, 2008-2009?

MR. GEE:  Yes.


MR. STEPHENSON:  Okay.  And that program is in the material that you filed with the Board, is scheduled to cost more than the program you had in place for 2008 and 2009, in global terms.


MR. GEE:  Yes.


MR. ROGERS:  And if I am to break down -- I like to break down these work programs into sort of two ways of looking at them.  One way is, in terms of the number of units of work on the one hand, and the cost per unit of work on the other, okay.


If I can -- I am not going to ask any specifics about it but just generally, okay.  Firstly, I take it and I think you have confirmed this, is that you have more units of work planned to be done in 2010-2011 than in 2008-2009; fair?

MR. GEE:  Yes, we do.


MR. STEPHENSON:  Okay.  You are also forecasting, I take it some increase in the cost per unit of work, and I appreciate there is going to be variances depending on what type of work we're talking about but generally speaking there is some upward increase in a cost per unit basis; is that fair?

MR. GEE:  Not in all cases but in general, globally, as you mentioned, yes, there is cost escalation in the program.


MR. STEPHENSON:  Viewed, again, at the most global level, would you agree with me that in terms of the contribution to the increased cost of 2010-2011 as compared to 2008 and 2009, the contribution is far more reflective of an increased units of work, rather than increasing costs per unit.


MR. GEE:  Yes, absolutely.


MR. STEPHENSON:  I want to turn now to a specific issue, which is the wood pole program.  Who is the person to talk to about wood poles?

MR. GEE:  I can handle that.


MR. STEPHENSON:  Okay.  The starting point on this is, can you tell me, from Hydro One's perspective what it considers to be the maximum life of a wood pole.


MR. GEE:  Well, from a depreciation point of view and a nominal point of view, it is approximately 40 years.


However, we do do an asset condition assessment on specific poles, because being a 40-year average, that will include poles that are significantly less than and those that are significantly more and we do target to make the replacement very specific on the asset need.


MR. STEPHENSON:  Right.  There's obviously economic depreciation but there is also physical depreciation, and at the moment I am concerned about the latter.


At what point in time does Hydro One consider it to be, in effect, inappropriate to have a pole still in the ground?  Is it 40?  Is it 50?  Is it 60?  What's the number?  Mr. Gee, I appreciate that the actual life is going to vary from tree to tree -- or sorry, from pole to pole, but Hydro One must have, at a minimum, a rule of thumb which says, in effect, presumptively this has got to be gone after a period of time.


MR. GEE:  We actually don't use a rule of thumb approach.


If you were to turn to D1, tab 2, schedule 1, page 15, I think what you can see the results of previous analysis and studies we've done that shows the life of a pole and its failure rate over time.


So very clearly, as you say, as the pole gets older the probability of it failing increases but we do not have a final number that says, that is it.  It really is a case where the probability increases over time.  That particular chart goes to 50 years.


But there will be individual instances where they're longer than that.


MR. STEPHENSON:  All right.  You are scheduled under your current work plan to replace 7,500 poles in 2010; correct?

MR. GEE:  Yes.


MR. STEPHENSON:  And that is an increase over the recent past.


MR. GEE:  Yes.


MR. STEPHENSON:  All right.  Can I just take you to figure 4 in D-1, tab 2, schedule 1.


MR. GEE:  I'm sorry, D-1.


MR. STEPHENSON:  Tab 2, schedule 1.


MR. GEE:  Sorry, which page?

MR. STEPHENSON:  16 of 26.


MR. GEE:  Yes, I have it.


MR. STEPHENSON:  Okay.  This is the bar chart.


MR. GEE:  Yes.


MR. STEPHENSON:  Okay.  And I am not worried about the precise numbers here.  I just want you to get some sense, consensus about the numbers we're talking about.


I just added up the bars, okay.  And I was looking at the number of poles that are over 40 years currently, okay?

And on my addition, I get a number of more or less 635,000.  Would you accept that, subject to check?

MR. GEE:  Yes, I do.

MR. STEPHENSON:  Okay.  And over 50 years, the subset of the over 40, I get a number of more or less 310,000.  Would you accept that, subject to check?

MR. GEE:  Yes.

MR. STEPHENSON:  All right.  I am going to take you through an arithmetic exercise, and I apologize, but you can fix the arithmetic when you see it on the transcript.

At your current replacement rate or your forecast replacement rate at 2010 -- for the purposes of this, I am going to leave aside the red pine pole issue altogether, okay?  Bear with me.

MR. GEE:  Yes.

MR. STEPHENSON:  If you've got 310,000 poles that are more than 50 years old, it's going to take you 41 years to replace them all at your current rate?  Accept that math, subject to check.

MR. GEE:  Yes.

MR. STEPHENSON:  Okay.

MR. GEE:  Subject to check.

MR. STEPHENSON:  All right.  So on my math, if you dealt only with those poles and you continued to replace them at the current rate, by the time you replace the last of the poles that are currently over 40 years old, and assuming you did the oldest ones first and the youngest ones last, by the time you got around to replacing the last of them, it would be 91 years old.

You are familiar with that math?

MR. GEE:  Yes, I understand the math.

MR. STEPHENSON:  Okay.  Now, can you tell me how that is sustainable?

MR. GEE:  Your mathematical approach is not how we do the asset planning.

What we do is we do look at the age of the poles from this point of view, which you've correctly used in this chart.  On the previous page we have a potential failure rate, so we are forecasting the number of poles we have.  And what you are seeing is the -- a rate filing that talks only about 2010 and 2011 and what we believe we need to accommodate in those years.

Really what we would be doing as part of our normal asset planning is looking at our updated failure rates, what our age demographics are, what our experiences are, and, thus, in future rate filings, we will make -- in future business plans, make a projection on what we're going to need.

So if, in fact -- if, in fact, it was going to be 91 years based on the math, we would never get there based on asset planning.  The real focus is we are looking at the demographics we have in this business planning period and our failure rates, and that's what we're viewing.

MR. STEPHENSON:  All right.  Now, let's just do a little more math.  If we're going to include the cohort which is currently over 40 years old as opposed to just the over 50s, on your current replacement you are not going to get to them until 111 years old.

Hydro One is not prepared to allow that to occur; correct?

MR. GEE:  That's correct.

MR. STEPHENSON:  All right.  If we did it from looking at your cohort of over 30 years old, by the time you replaced all of those on your current replacement plan, they're over 135 years old?

MR. GEE:  Your math is correct, and what it is really doing is articulating what we try to describe in our asset condition assessment.  We do have an aging system.  We have a system that is going to need additional attention over time.

Your straight mathematics is trying to demonstrate that, but I think we have also clearly articulated, in our evidence and in our asset condition assessment, that we do have an aging system that is going to need attention.

MR. STEPHENSON:  But, sir you cannot -- these kinds of programs are like a big ship.  You can't turn them around in a day or even a year; right?

In order to make a change in terms of the amount of accomplishment, these programs have to get ramped up; correct?

MR. GEE:  Yes.  You definitely have to plan the resource requirements and being able to do it.

However, at this point, wood pole replacement is an area that I think we're quite comfortable with our planning and where we're going here.  We have a good, solid plan.  It is not an area which is of alarming concern to us.  I think the proposal we have put forward has shown increasing accomplishments over time, and it is systematically dealing with demographic issues and the asset conditions that we're finding.

So your point about an aging infrastructure is exactly correct.  But we have a prudent plan that we think will cover that, and I think our future plans will also consider what you are talking about.

MR. STEPHENSON:  Well, let me just do some really simple mathematics for you.

You have got 1.7 million of these wood poles, more or less; correct?

MR. GEE:  Yes.

MR. STEPHENSON:  Okay.  So if you were going to replace that portfolio once every 100 years, you've got to do 17,000 a year; right?

MR. GEE:  Based on your pure mathematics, it is correct.

MR. STEPHENSON:  Okay.  And you don't -- you would never, ever use a 100-year replacement cycle; right?  You would never plan to do that?

MR. GEE:  The planning criteria for the poles isn't such that it is as simplistic as over 100 years.  Having said that, to say we have a plan for 100 years is not what we would do, but I don't want at all to represent that that is our planning criteria.

Our criteria is look at our demographics, do asset condition assessment, decide what needs to be done.  How do we get it done most efficiently?  How do we resource it over our planning period?  That is our approach here.

So 100 years is not a logical life of a pole, but that is not how we go about doing planning.

MR. STEPHENSON:  I understand that.  You've got a much bigger problem with that, don't you, because you have a cohort which is already an aged cohort?  You have to be replacing more than 17,000 a year.  That's the problem you've got, isn't it?

Otherwise, you're going to have 136-year poles in the ground.

MR. GEE:  If I may ask you to turn to D1, tab 2, schedule 1, page 7, I definitely understand the point you are raising, and, by the mathematical basis, those kind of numbers sound quite alarming.

However, if you were to look at our asset condition assessment on our poles with our current state, you will see that wood poles have a 5 percent number in the poor to very poor and 2 percent in the fair stage.

So we do understand the state of the poles.  We do understand the demographics, and we believe we have a plan that is handled quite appropriately.  What you're really talking about, to some extent, is the future issues that may be coming at us, the demographics, the aging infrastructure we have, and what we're going to need to deal with in future.

So the need to replace poles is not going to diminish.  It is likely to increase as we go forward because of that.

But my read of some of your comments of 100-year-old poles sound a little alarmist, and I wouldn't want to leave that impression.  I think our asset condition assessment says we have a prudent plan.  We have a lot of work to do and I think we have a plan to deal with it.

MR. STEPHENSON:  Well, here's my concern, and it's the concept of stewardship.  I take it that that is a concept that you hold near and dear to your heart?

MR. GEE:  Yes.

MR. STEPHENSON:  Okay.  And what I mean by that at least - and maybe you will agree - is that you've got an enormous number of long-lived assets, not just wooden poles, but all sorts of things.

And you are in this business for the long game, and your task is to prudently steward those assets so that they -- we can all enjoy the benefit of them for their life and that we do sufficient reinvestment at the right times so that the long-term cost of maintaining those is done at a sustainable and prudent level?

MR. GEE:  Yes, that's correct.

MR. STEPHENSON:  Fair?

MR. GEE:  Yes.

MR. STEPHENSON:  What I'm suggesting to you is that you are massively underinvesting in this program.  That is, the current ratepayers aren't spending nearly enough.  You are putting these costs off to future ratepayers?

MR. GEE:  No, I wouldn't agree with that comment specifically.

I think the issue that you raise and you are trying to talk to is that we do have an aging infrastructure.  We are going to have future demands on it.  It is not going to get less in the future.  We are going to have to deal with that.

I believe the plan that we've put together prudently deals with the costs that we should incur today and the work that we should undertake today.  It is not understated.  We believe it is the right plan for the right time.

MR. STEPHENSON:  All right.  Let me just talk to you about the red pine issue for a minute.

And on my reading, you guys just had some very, very bad luck here.  You have actually done some replacement of a relatively recent vintage, and, as it turns out, you've got a problem and you've got to fix it; fair?

MR. GEE:  Yes.

MR. STEPHENSON:  Okay.  And what you are planning on doing is you've got, as I read it, 55,000 of these red pine poles, give or take?

MR. GEE:  Yes.

MR. STEPHENSON:  And because of the issue you've got with them, you say there is an urgent need to replace more or less 50 percent of them within the next five years.

MR. GEE:  Yes.  I think we have a 13 percent failure rate. Based on that, we have a projected number that we are expecting to have to replace over time.

And we're starting off in this particular plan with doing 2,000 of them in 2011 but, yes, they are going to have to be dealt with.


MR. STEPHENSON:  Your material says 50 percent over five years; right?

MR. GEE:  Right, yes.

MR. STEPHENSON:  Okay.  I am just doing real simple arithmetic here, and I appreciate it doesn't work in a straight line, but that means you're going to have to replace 27,500 over five years, which works about to about 5,500 a year.

MR. GEE:  The math is correct.

MR. STEPHENSON:  All right.  I mean you're only planning on replacing 7,500 a year in total, right?  This is not in addition to the 7,500 a year.  This is part of the 7,500 a year.

MR. GEE:  So the plan increases in 2011 to 9,500 to start to address the red pine poles.

So to be fair, the 7,500 will have some red pines in it.  It's not a systemic, systematic plan to increase them at that point.  We are starting to collect the data and understanding where we're going.  So 7,500 will have some red pines in them but the increase is in 2011 to start to really deal with them.

MR. STEPHENSON:  I understand that.  But the bottom line is, in terms of replacement in the next five years you have a fairly heavy concentration on replacing these red pine poles; right?

MR. GEE:  Yes.  We are expecting that.

MR. STEPHENSON:  I mean the bottom line is that we come back here five years from now and we're looking at the rest of your cohort of poles, okay, which is over 1.6 million of them, you're going to be worse off five years from now than you are today.

MR. GEE:  Your premise that we do not have any increase or any change in our volumes for five years is the error in that judgment.

We believe that each year we're going to be updating the plan, we'll be dealing with what we need to do, and again in my previous comment -- which I think is the premise of your argument -- is that we do have an aging infrastructure.  We have this red pine problem.

The plan is not at all overstated on the work that has to be done.  This work really does have to be done and it's not going to be necessarily going down in future.

MR. STEPHENSON:  Right.  So there is, it seems to me either one of two things is true.

Either today's ratepayers are paying not enough because you're not doing enough today, and I know you disagree with that proposition; correct?

MR. GEE:  That's correct.

MR. STEPHENSON:  Okay.  Or the only other alternative is that future ratepayers are going to be, you say, properly paying a lot, lot more to deal with this issue.  Fair?  Like three or four times as much as today.

MR. GEE:  I don't think I am in a position to discuss the rate impacts increases and what the future is.

There is going to be increasing volumes of work around pole replacement in future based on these demographics, based on the issues, so the item we're talking about is definitely the scenario.  How that turns into rates that's --

MR. STEPHENSON:  I'm not talking about rates, I'm talking about dollars on this program.

I mean unless you triple or quadruple or quintuple this program, you are never, ever going to get out of this problem.

MR. GEE:  I don't agree with -- I think the disjoint is I believe you are talking about a longer planning horizon than what we're currently talking about in the plan.  In a world where we're looking at five or 10 years of work, those kind of issues are definitely going to come to bear.

If we look at our asset condition assessment right now and where we are we have a plan specifically tailored to meet the needs at this time, in -- over 2010 and 2011, and I think that is appropriate.  The issues you're talking about, about the horizon and what's coming are fair.  But we will deal with them.  There is nothing in that that is overly worrisome to us in the pole replacement world.  We have the mechanisms to deal with it.

MR. STEPHENSON:  I am using this pole replacement issue as, in a sense, the poster child for a bigger issue.

The issue about aging assets is not just limited to poles; correct?

MR. GEE:  That's correct.

MR. STEPHENSON:  Indeed, there are substantial categories of your asset base where this might be a relatively extreme example but it is not directionally different than the issues you are facing on many other asset categories.

MR. GEE:  No, it's not different.  We definitely, as we articulated many times, have an aging infrastructure that we need to deal with.

MR. STEPHENSON:  And the ratepayers are either going to have to pay the cost of that now or they're going to have to pay the cost of it in future years.  They're going to have to pay for it sooner or later.  Correct?

MR. GEE:  The work is needed to be done.  It's going to be need to be paid for.

I believe that we have the work tailored appropriately.  I think good asset management principles are to do the work at the correct time.  And that actually gets offset a little bit around the work execution capability.

You have to be able to do it.  You can't do it exactly when you need to so you have all of this planning.

I think our process goes through and deals with that appropriately.  I think we have put together a total program that is appropriate for the time of where we are.

MR. STEPHENSON:  In terms of -- just on the pole issue for one more second.

Would you agree with me there is a very direct correlation between pole failure, on the one hand, and service quality on the other?  I mean, if a pole falls down, somebody gets an outage.

MR. GEE:  Yes.  Yes, pole failures will rely -- will cause a reliability impact.  Absolutely.

MR. STEPHENSON:  And that is also true with many, many other categories of your assets.  I mean if you have a transformer blow up there is going to be an outage.

MR. GEE:  Yes, there are many items where we have equipment failures that cause outages.  I think in our evidence the equipment failure is the second leading cause of outages so, yes, that is fair.

MR. STEPHENSON:  All right.  I just want to deal with vegetation management for a moment.

Again, at a high level.  As I understand your evidence, you have got, you are putting in place an initiative in order to reduce the clearing cycle, generally; correct?

MR. GEE:  Yes.  That's actually been an initiative we put forward since the 2006 hearing suggesting that we need to increase accomplishments and we have continued along that path.

MR. STEPHENSON:  And again the result of that initiative is that in the short term there is, there's been an increase in your spending in that area; fair?

MR. GEE:  Yes.

MR. STEPHENSON:  But the -- assuming you get to a shorter cycle, you succeed in getting to a shorter cycle and your target, I think, is seven years.

MR. GEE:  Yes, our current proposal is seven years, yes.

MR. STEPHENSON:  Once you are on cycle, so to speak, then the cost to maintain that cycle is in fact not only lower than your current spending, but in fact lower than your spending when you were on the longer cycle.

MR. GEE:  Yes.  Absolutely.  I think the analysis in the study we've done, and I think we filed a fairly detailed study in the 2008 hearing, shows a number of benefits.

Once you are on a seven-year cycle when you are coming back and treating a line that's only been trimmed seven years ago, it is much more efficient, less costly, you get much less damage due to trouble calls from tree-caused outages.  Major storm events do not have a severe an impact because you don't have as much vegetation causing damage to your plan.

So we definitely believe there is significantly future savings by getting into a seven-year cycle.

MR. STEPHENSON:  Isn't it a fact though if you move -- even had a more aggressive target, that is to a yet shorter cycle, that there are still incremental benefits to be gained by moving to a shorter than seven-year cycle, in terms of the cost of maintaining that cycle.

MR. GEE:  Yes, there are incremental savings to go to even shorter cycles, that would be true.

You do have to balance off the investment and you have to be able to balance the work execution, can you get it done in the time frame, and get the necessary resources?

MR. STEPHENSON:  All right.

Just on that front, one of the issues, I take it, vis-à-vis work execution is literally finding people that are qualified to do this work at the scale that it would require to make that initiative.

MR. GEE:  Yes, that is one of the issues.

MR. STEPHENSON:  And one of the concerns Hydro One has is that not only are its internal people fully committed to this function, but you are also dealing with contractors as well; correct?

MR. GEE:  Yes.

MR. STEPHENSON:  And you are going to drive up, you are going to bid up, in effect, their prices because you -- on a demand-supply basis?

MR. GEE:  Yes, that is one of the concerns.

MR. STEPHENSON:  Just to be clear on this, as I read one of your undertaking responses, your experience to date in terms of contracting that work out - that is, the forestry work - is that at the end of the day, the costs are comparable to in-house and, as such, they don't -- that's not something that you can simply resort to as a cost-saving mechanism?

MR. GEE:  Our experience to date, as we went through this, is that contracting has not been less costly than our internal mix of hiring hall staff.  It has been more expensive and comparable as a minimum.

MR. STEPHENSON:  All right.  I have some questions about reliability statistics and, in particular, Hydro One's use of the definition of "force majeure" and how it plays into your performance.

Are you the panel to ask those questions, or is it the next group?

MR. GEE:  I believe we can answer the majority of them.  If we get into some technical aspects, it may be panel 4.

MR. STEPHENSON:  All right.  As I understand your evidence, with respect to your performance against the reliability statistics, which is our -- I can never remember them all.  There is SAIDI and CAIDI and SAIFI.

MR. GEE:  Yes.

MR. STEPHENSON:  When Hydro One reports its statistics, it excludes what it defines as force majeure events; correct?

MR. GEE:  In many cases we report both, and if we report one without, we would definitely show the caveat.  So we keep track of both.

MR. STEPHENSON:  Fair enough.  But in terms of reporting as against OEB statistics, you use the excluding force majeure numbers?

MR. GEE:  Panel 4 might be in a better position to say what we actually report to the Board.

When we use the reliability information as part of our asset planning process, you know, the planning matrix considerations and reliability, and we need to consider both depending on the circumstances.

We don't want to do asset planning considering the large events of a storm in a force majeure if it is not appropriate.  However, when we're looking at vegetation management and we're looking at the damage that trees are doing in a storm, it may be appropriate to use it.  So we have both, and we use both for different purposes.

MR. STEPHENSON:  Now, when I -- force majeure is not a term that lay people would necessarily use, at all.  But when I use it, I've always understood it to mean something akin to an act of God, something upon which the person that is going -- responsible for doing something has no control.

But that's not how Hydro One defines it for these purposes; right?

MR. GEE:  Technically, perhaps not.  But if you have ever been in the experience of one of these storms that get hit, it might be appropriate.  I think it is.

MR. STEPHENSON:  Well, let me just ask you this.  Your actual definition of force majeure is any event which results in more than a set percentage of your customer base being without power; correct?

MR. GEE:  That's correct.

MR. STEPHENSON:  Is it ten?

MR. GEE:  Ten percent provincially, yes.

MR. STEPHENSON:  Okay.  And there is no assessment made, whatsoever, as to the actual cause of the outage?

MR. GEE:  That's fair.  However, I don't think, in my experience, I've ever seen an event that hits our force majeure that doesn't start to look a whole lot like an act of God.

MR. STEPHENSON:  Well, at most, you are using it as a proxy for an act of God, fair, or --

MR. GEE:  Yes, it is a technical determination of when we should say it is one and when it is not.  Obviously it is always an act of God.  What we're trying to do is we've kind of got a scenario that's not coming up every day and we should perhaps set it aside for some of our planning considerations.

MR. STEPHENSON:  Right.

MR. GEE:  We believe if we did not exclude them, we would be attempting to make investments that wouldn't be of as much value.

MR. STEPHENSON:  Do you remember the blackout of August 2003?  I am sure you do.

MR. GEE:  Yes.

MR. STEPHENSON:  All right.  And you remember there was a major investigation that was undertaken as to the root cause of that outage; correct?

MR. GEE:  Yes.

MR. STEPHENSON:  And it was ultimately determined that the root cause of that outage -- which took out more than 10 percent of your population; correct?

MR. GEE:  Yes.

MR. STEPHENSON:  -- was in fact inappropriate tree trimming practices of a utility in Ohio; right?

MR. GEE:  Yes.  I might describe it as the initiating event rather than the pure root cause, but fair enough.

MR. STEPHENSON:  Fair enough.  But, I mean, they spent millions investigating that and that was the conclusion; right?

MR. GEE:  Yes.  The initiating event was tree trimming.

MR. STEPHENSON:  Let's put it this way.  Let's assume it is the same event, except that it happens in your service territory.  That would be -- in other words, you have a nationwide or a region-wide blackout, and it is caused by inadequate tree trimming practices of Hydro One.

You would exclude that event because it was force majeure, wouldn't you?

MR. GEE:  Yes, we would.

MR. STEPHENSON:  That being said, you guys actually do go back and look at the cause of your outages, don't you?  You actually look at the specific causes?

MR. GEE:  Yes, we do.

MR. STEPHENSON:  So it wouldn't require you to do any more work than you are already doing to classify outages based on cause, rather than effect?

MR. GEE:  I think we would have to look at it a little bit.  It is perhaps not as simple as you say.

I think in our evidence in a number of cases around this, we have described the storms that hit and the events that cause force majeure.  So we have went through and cause -- described the force majeure events and what they were.  In all of the cases in our evidence, they were storm.

Having said that, I definitely understand the scenario that we have -- I have not probably described it -- that if a tree took down one of our North American critical assets and all other corresponding controls failed, we could have a force majeure event and it would not be a storm.

MR. STEPHENSON:  Right.  And --

MR. GEE:  But all of those things would have to happen.

MR. STEPHENSON:  I understand that.  Just lastly, even when you are in sort of major storm kinds of scenarios, there remains a nexus between the scope of the damage which is done and the condition of your assets?

MR. GEE:  Yes.

MR. STEPHENSON:  And what I am getting at is this, is that you have a major storm; there is going to be damage, regardless.  You could have a brand-new perfect system, but because of the severity of the storm, there is going to be damage; fair?

MR. GEE:  Yes.

MR. STEPHENSON:  But if you've got a system which is fragile in certain respects, the scope of the damage, all things being equal, will be bigger; fair?

MR. GEE:  Yes.

MR. STEPHENSON:  And that can result in bigger and longer outages; fair?

MR. GEE:  Yes.

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

MS. NOWINA:  Thank you, Mr. Stephenson.  I think we will take an early break this morning.  Before we do that, I would like to know who is next up for cross-examination.

Mr. Faye?  All right.

MR. ROGERS:  Just before you break --

MS. NOWINA:  Mr. Rogers.

MR. ROGERS:  -- I have been concerned this morning in view of comments made by Mr. DeVellis.

MS. NOWINA:  We are on --

MR. ROGERS:  I don't mind saying this on the public record.  Nothing I said impugned anybody personally nor was intended to.  My comments were not personal to the gentlemen involved, and Mr. DeVellis suggested that they were and I want the Board and my friends to know they were not.  Thank you.

[Board Panel confers]

MS. NOWINA:  All right.  We are going to break for 20 minutes.

--- Recess taken at 10:13 a.m.


--- On resuming at 10:55 a.m.

MS. NOWINA:  Please be seated.  Before we return to panel three, the Board has made its decision regarding Undertaking JX4.1.
DECISION:


MS. NOWINA:  The Board will use the phrase "risk matrix" to describe Undertaking JX4.1.  The undertaking will be filed according to the Board's Practice Direction on confidentiality.  The Board expects and relies on parties' strict adherence to the Board's Practice Direction.  We believe that strict adherence to the guidelines provides Hydro One with the protection it requires for confidentiality.

Now, this matter was discussed, the description of that undertaking, on the public record on Friday.  So we would ask Hydro One to review Friday's transcript and inform the Board of the portions of the transcript that need to be expunged based on this ruling.

MR. ROGERS:  Yes.  Thank you.  We will.

MS. NOWINA:  Thank you.  We can return to panel three, and Mr. Faye.

MR. FAYE:  Thank you, Madam Chair.
Cross-Examination by Mr. Faye:

MR. FAYE:  Panel, my name is Peter Faye.  I am counsel for Energy Probe in this application.

I wanted to start with a follow-up on some of the areas that Mr. Stephenson spoke to you about before the break.  And the first one was this issue of wood pole replacement and your planned replacement of deteriorated assets.

Am I right in understanding that that's a discrete program and does not include the poles that could get replaced because of a line being needed to be relocated for road allowance widening?

MR. GEE:  That's correct.

MR. FAYE:  For such things as some of the projects you've got for distributed generation where you have to overbuild a line, would that ordinarily mean you have to put in a higher pole to put a second circuit up there?

MR. GEE:  Yes.

MR. FAYE:  Would those poles be part of your pole replacement program?

MR. GEE:  No, they would not.

MR. FAYE:  Are there other capital programs that involve replacing poles that are not included in the -- was 7,500 the correct number?

MR. GEE:  That was the number planned for 2010, yes.

MR. FAYE:  Okay.  So in addition to the road relocation, line relocation projects you might have, in addition to the distributed generation requirements for overbuilt lines, are there other capital programs that involve pole replacement?

MR. GEE:  Yes, there are a number of programs that could involve replacing a pole.

MR. FAYE:  If I could get just a guess from you on volumes, compared to the planned replacement of 7,500 in 2010, how significant is the other poles in other capital programs compared to that number?

MR. GEE:  I'd probably do a lousy job of giving you a value but it is not insignificant.  There are a number of poles that would be replaced on other programs and would end up with a -- older poles being retired from the system.

MR. FAYE:  Okay.  Another of the issues that came up for discussion is the red pine problem that you have, and I understand that to mean that the red pine poles have showed early interior rot and you have to go about getting those ones out of your system before they break.  Is that fair?

MR. GEE:  Yes.

MR. FAYE:  Have you ever that kind of a problem with any other kind of pole?

MR. GEE:  Yes.  Unfortunately, it's more common than you would like to think.  We have, over my career, had a number of instances where we had poles that have aged and deteriorated prematurely.

MR. FAYE:  Are they, is it a result of the species?  Or is it a result of the treatment that you give them that causes this early deterioration?

MR. GEE:  I think every case can be a little bit different, but it's fair to say it is in the curing and treatment processes where it usually happens.

MR. FAYE:  Okay.   If I remember right, there was a full-length treatment, I'm not certain if it was CCA-PEG or something of that nature, that trapped moisture inside and allowed fungus to get at the wood; and am I correct in remembering that one as a problem?

MR. GEE:  I don't exactly remember whether it was CCA-PEG, but yes, we have had had the problem that you described with moisture and improper curing and whether the treatment got all the way in.

And when I say "us," it is the industry that had that problem.

MR. FAYE:  Right.  I also seem to remember eastern white cedars gave you some problems -- not just you but other utilities as well.  At some point, they seemed to be deteriorating more rapidly than expected.  Is my memory correct on that?

MR. GEE:  I don't recall that specific one but it is fair to say that this is a problem that does, does come up from time to time.

MR. FAYE:  Okay.  In terms of the volume of poles that might have experienced this kind of problem in the past, if we take, take the full length treated PEG poles, we take the eastern cedars, we take the southern yellow pines I think you also had a problem with, would they be in total volume more than the 55,000 red pine poles you have?

MR. GEE:  I don't recall the numbers exactly.  But in each of the cases that we've had the problem, it's been significant enough that you have to tackle it in a systematic manner you try to get the most value out of the assets that you do have while mitigating the risk when you need to.

So the ones -- so, yes, they weren't insignificant numbers but I can't tell how they how they compare exactly.

MR. FAYE:  Well, would the approach that you took to dealing with those kinds of problems be a radically different approach than the one you're using for your red pines?

MR. GEE:  No.  We would have used those learnings and we would have approached it the same way here.

MR. FAYE:  So you didn't have to implement some emergency program to take out, you know, 50,000 poles in one year?  Your system didn't collapse because you addressed it in the normal course of maintenance?

MR. GEE:  Right.  So we believe we dealt with it appropriately by handling it the same way we are proposing here, or in a similar manner.  You identify where the poles are, you may put them on a more frequent testing, you put in work restrictions that affect the ability of crews to do work and how efficiently and you tackle it in a whole manner.  But they do need special attention.  So emergency might not be the right term, but definitely you need some special precautions and some special approaches.

MR. FAYE:  Okay.  In summary, if I could just reiterate what I think I have heard, the red pine problem isn't any worse than any of the other kinds of pole problems you've had in the past?  You managed to deal with them in their usual planning?

MR. GEE:  I'm probably not in the best position to say "worse."  But we believe we've got an approach that can handle it.  Our plan is put forward.  We believe we can deal with it.

MR. FAYE:  Okay.  One last thing I wanted to touch on from Mr. Stephenson's examination.  You mentioned that contractors had been employed to do some of your forestry work and I think you said that the costs tended to be equal or higher to doing it with your own internal staff.

Do I remember that right?

MR. GEE:  Yes.

MR. FAYE:  I wonder if -- did your analysis of costs include pension and post-retirement benefits?  Or was it just the direct costs of employment day-to-day?

MR. GEE:  It included all of the appropriate wage and labour costs, equipment costs, total costs and things, so yes, it did include those.

MR. FAYE:  Okay.  I think I will turn to my prepared examination.  For the first area, I would like you to turn up Board Staff IR No. 29.

This IR asks you for a couple of benchmarking studies, the first quartile study and the CEA study.  I am particularly interested in the first quartile study.

It appears as attachment 1 to H-1-29.  I wonder if you could turn to page 53 of that.

MR. GEE:  Sorry, which page?

MR. FAYE:  Page 53.

MR. GEE:  Yes, I have it.

MR. FAYE:  When I look at this graph, there's a number of discrete histograms here, and I am assuming each one of those refers to a participant in the study; is that right?

MR. GEE:  Yes.  The actual panel 4 would be in the best position to describe this in more detail, but I might be able to offer some general answers for you.

MR. FAYE:  Yes.  I am only looking for one general answer.  It is not clear from the chart which one of these things is -- which one of these sets of histograms is Hydro One.  Is there a way of you being able to point out to us that you are either at the top, bottom or middle of this thing?

MR. GEE:  I would suggest that should be a panel 4 question.

MR. FAYE:  Okay, good.  That's going to save some time here.  If you could turn up Energy Probe 43.  That would be H-3-43.

MR. GEE:  Yes, I have it.

MR. FAYE:  Here we asked you for a little bit of information on your productivity plan to bring Hydro One up to a better top quartile, I believe is your target for distribution expenses.

And we asked you a few questions about how you measure that kind of thing.  In part (b), we asked for details of any plans you had or were developing to achieve that top quartile performance.  Your response listed a number of initiatives, and they tend to be focussed on the forestry side of things, if I am right.  Would you agree with that?

MR. GEE:  Forestry are some of the items included, but it wasn't exclusively forestry.

MR. FAYE:  The first three, I would think.  That would be the 2008 vegetation management program, which into introduces the shorter vegetation cycle, the communications program for "Right Tree, Right Place", and the herbicide pilot.  They would all be vegetation management; right?

MR. GEE:  Yes, yes.

MR. FAYE:  Then the other couple, the new equipment being adopted for greater efficiencies, that would not be strictly restricted to vegetation.  That could be distribution lines, for instance?

MR. GEE:  It's across a number of areas.

MR. FAYE:  All right.  What I found a little bit peculiar is that your forestry budget -- your vegetation management budget is increasing at much higher than it has been traditionally.

I wonder if you would comment on the effect of a higher expenditure on your distribution costs per circuit kilometre.  Wouldn't they go up?

MR. GEE:  In the short term, they will go up, but I believe if you look at the evidence that we put forward in our 2008 rate case that provided a study on future costs, and even the vegetation benchmarking study in this evidence, there's excellent reason to believe that the shorter vegetation cycle is actually going to reduce costs in future for unplanned maintenance, the actual cost of vegetation and storm damage.  And, thus, we believe that over time it is actually going to be equal or better.

But in the short term, we are in this transition period where you are incurring extra costs and are not yet receiving all of the benefits.

MR. FAYE:  So that's going to sort of slow down your effort to get to top quartile performance on distribution costs, would it not?

MR. GEE:  No.  I think it's going to be a critical aspect when you look at it over the planning period over a period of time.  In the short term, we are going to have some higher costs, but we are expecting future savings.

MR. FAYE:  Right.  So short-term performance on productivity, if you benchmark it as total cost per distribution circuit kilometre, the higher expenses in vegetation management over the next few years would cause you to be lower down in the productivity list than you otherwise would have been?

MR. GEE:  Yes, in the short term.

MR. FAYE:  Then you are saying in the longer term you get offsetting benefits that would more than make up that lost ground.  Is that what I hear you saying?

MR. GEE:  Yes.

MR. FAYE:  Now, I just want to explore that for a moment.

I can see where storm damage could potentially be less, but in the heavily forested areas that I expect most of your vegetation management costs are directed to, that being central Ontario, cottage country, when a storm goes through, it knocks whole trees down usually.  It is not just a limb that falls off and short circuits your line, is it?

MR. CLARK:  That is correct.

MR. FAYE:  So unless you cleared back from the edge of the conductor, as far back as the tallest tree in the vicinity, wouldn't you still have trees coming over in a storm that would touch your line?

MR. CLARK:  We do in extreme cases.  Part of our line maintenance program includes our technician analyzing and assessing those trees for risk of failure.

So they deal with that.  When we're doing our cycle clearances, our staff do remove trees that are considered danger trees and create those problems that you talk of, full trees failing.

MR. FAYE:  All right.  Well, maybe my question is more directed to serious storms that uproot perfectly healthy trees and throw them into your lines.

Would you say, in that case, that the vegetation management program you are proposing isn't really going to have much of an effect on serious storm damage?

MR. GEE:  No, I disagree with that, and I can give you a couple of pieces of evidence on that.  We had a major storm in December of 2008, a winter storm.

After the fact, we went back and analyzed the impact of the storm and what caused damage.  And what we found out is that 75 to 85 percent of the SAIFI and SAIDI contributions during that storm event were vegetation management related.

We then went on and analyzed those feeders that had been cleared in the last three years versus those that had been cleared longer than seven years, and there were 60 percent fewer outages, vegetation caused, as a result of -- from the shorter cleared items.

So you clearly see, if you have a better cleared cycle, you do get less contributions.

Similarly, if I may, if you were to turn to C1, tab 2, schedule 2, page 35, table 11, you will see results from an analysis we did of impacts on reliability from vegetation management.

You can see the two examples you described, a force majeure, being the major storm event - and those are not - and you can see you do get -- you know, they are dealt with from that point of view, but you get them in both.


MR. FAYE:  Hold on a moment while that comes up on the screen here so I can look at it.  I may ask you just to repeat what you just said.

MR. GEE:  Sure.

MR. FAYE:  We are at page 35 of C1-2-2, and what am I looking at here again?

MR. GEE:  So what you have is, in table 11, what you can see is that the impact of vegetation management on large storms, if we say that is the force majeure event, actually gets significantly lower for the smaller clearing cycle.

So, yes, the additional vegetation management is going to help reliability even in the large storms, in the example you described.

Similarly, table 10 will talk about some of the impacts.  So it does show that the increased vegetation management does have a significant improvement in the reliability, and, you know, despite the scenario or, yes, large trees will still get blown over in a storm, the impacts effect are less.

MR. FAYE:  Thanks for that.  Focussing more on the costs then, when you go to an eight-year clearing cycle, that means your crew actually visits that line once every eight years.  They actually have to drive out there and they have some work to do; right?

MR. CLARK:  That is correct.

MR. FAYE:  Now, without straying into travel time - that's a different panel - I am sure you would acknowledge that Hydro One probably has significant travel time involved in their work programs?

MR. CLARK:  We have substantial travel time in northern Ontario, but throughout southern Ontario we have a lot of service centres and operation centres that are strategically placed alongside our line staff to respond to trouble.

MR. FAYE:  And are your forestry staff located in the same service centres?

MR. CLARK:  They are partnered together to deal with storm situations, as well as the resident in the same location, yes.

MR. FAYE:  So for the average-type day, how much travel would be involved for a forestry crew, from the time they leave the service centre to the time they actually get to where they are supposed to work?

MR. CLARK:  In the situation of our planning and setting up our work program, we identify that they should be on temporary work headquarters and they use hotels or municipal offices or whatever they can, when they're more than 20 minutes travel to the work location.

So even in far reaches of northern Ontario we would set up a temporary headquarters close to the work, other than in situations where we have to fly in with helicopters or other means of getting to access to the line.

So 20 minutes out, 20 minutes back.  So approximately 40 minutes of travel related to work in a work day and tool time.

MR. FAYE:  Do you work ten hour days or eight hour days?

MR. CLARK:  We work a mix of eight hour and ten hour days, based on the hours of daylight we have available.

MR. FAYE:  So in the case of an eight-hour day, I hear you saying about 40 minutes, two-thirds of an hour, maybe five percent of the day is, have I got that right?  Eight times sixty?  Ten percent of the day is spent on travel.

That would be the same amount of travel as you always would have had to do when you had a 10-year clearing cycle.  Am I right?

MR. CLARK:  The travel would stay constant, yes.

MR. FAYE:  Okay.  When you get to the job, I'm assuming that, I think you said a tech goes out ahead of time and marks trees, danger trees that should come down.  And is there more to it than that?  Does the crew make decisions on the spot to take other trees down or trim them or do they just take out what the tech has marked?

MR. CLARK:  They will do the work that is needed on the site.  The technicians would identify the ones that are clearly visible.

As seasons change, you get to see other signs of failing trees and danger trees.  So they do address trees that aren't necessarily market.

The biggest purpose of the technicians are to contact all of the property owners, so we have a seamless interaction with our customers.  So our customers understand what we're doing on their property, how many trees we are removing, how many trees we're trimming, so that he we don't have any conflict with our customers, so that is their major role.

MR. FAYE:  But when the crew arrives on the site, I am assuming they have a certain length of line that they've got planned for that day.  They're going to either work their way down it with a bucket truck or if it is in the bush they're going to walk it.  They still have to do all of that moving along with the bucket truck and setting up, or they have to move along on the ground and climb, that's still a component of their work despite a shorter clearing cycle; am I right?

MR. CLARK:  Yes, it is.

MR. FAYE:  So the actual number of trees cut and cleared is the only thing that's reduced by this shorter cycle?

MR. CLARK:  It's the amount of work that they have to do on that circuit.

The longer cycle, we couldn't possibly get clearance for -- presently we are in a 10-year cycle and our maintenance cycle clearing.

And to get enough clearance to sustain 10 years of growth, you would basically have to remove every tree within a certain distance of the power line, and we could not incur that cost or that intensive work program in the province, one for the customers' satisfaction and, two, just there isn't enough funding and availability of staff to do that type of work.

MR. FAYE:  Could I take a rough ratio here, that because you've reduced your cycle to, by 20 percent or planning to, that 20 percent less work would be an appropriate guess?

MR. CLARK:  It would be 20 percent once we've completed a cycle of work.

To say that we went on an eight-year cycle two years ago and that we are there, is incorrect because we only have 30 percent, we have had two years of experience with that.  So only 30 percent of the cycles have been completed.

We still have those other cycles we have to go across, which is many kilometres of line.

MR. FAYE:  But that's your objective, is it?  The -- I'm sorry --

MR. CLARK:  Yes.

MR. FAYE:  -- if I interrupted you.

MR. GEE:  If I may just add.  I understand the direction around whether this amount of savings and what's the optimal cycle and where they're going.  Just if I may add, it may be helpful is, in our last hearing, it was EB-2007-0681, there is an exhibit H1, 14, attachment B, and it has a very good analysis of the vegetation program, the reliability impacts, and also clearly slow shows the -- what you are really referring to is that if your cycle gets too short you are starting to incur more costs than you save.

Our analysis really tries to show that points where you get the optimal cycle based on savings versus your additional investment.

That study did show it was between six and seven years.  So the direction what you have is that there is a diminishing return and that is the appropriate trade-off and that might be informative.

MR. FAYE:  Thanks for that.  That was helpful.  I think I was only driving towards trying to figure out, in my own mind, whether, at the end of your conversion to an eight-year trimming cycle, you really would have impacted your costs per distribution circuit kilometre, circuit mile, and whether that helped you get to the top quartile.

What I think I heard you say is you had some sort of fixed costs, you've got travel time.  You've got truck set-up time.  You have a reduced number of trees that need to be trimmed, but the crew still has to walk the line or drive the whole line.

And at the end of the day, it sounds like your reduced cycle will get you about a 20-percent reduction in the amount of work that has to be done on any circuit.

MR. GEE:  For the vegetation management case.  You have to look at the other unplanned work, such as a trouble call where on a windy night, the trees that have grown into a line are causing flickering lights and power problems, and thus we have costs that aren't in vegetation managements that are directly attributed to the state of the right-of-way.

And those costs need also be considered in your analysis.

MR. FAYE:  All right.  Thanks.

Can I ask you to turn to Energy Probe 44, that's H1 -- Sorry, H, tab 3, schedule 44.

This touches on an area that I think you mentioned and that has to do with your service territories.  We asked you to give us a bit of a map and that was attached as attachment 1, as a way of trying to picture the geographic disbursement of your service centres.

Now, it doesn't show in here specifically where your service centres are unless they are the towns that you have mentioned on the map.  Should I interpret it that way?

MR. CLARK:  The ones that are on the map are actually service centres.

MR. FAYE:  So if we were to take, for instance, somewhere towards eastern Ontario, the one that is Cobden, Barry's Bay, Bancroft, Tweed, Campbellford, Trenton and Picton, and Kingston, those are all service centres within that region, right, east central zone?

MR. CLARK:  That is correct.

MR. FAYE:  And at each of those service centres, you would have line crews and forestry crews dedicated to that service centre?

MR. CLARK:  Not all service centres but in that particular one, yes.  There are some line locations that are identified in this map where we don't have forestry staff because of the size of crews.  It wouldn't make it cost-effective to have smaller crews in the locations.  We keep them in a larger crew.

MR. FAYE:  Would that, then, the situation that you mentioned about temporary work headquarters from some other service centre?

MR. CLARK:  That is correct.

MR. FAYE:  All right.  If we could take a look at Energy Probe 45.

And we read the evidence at Exhibit A, tab 4, schedule 1, pages 10 and 11 to suggest that you, at times, have four hours of travel to get to a trouble call.  And I think you clarified that in your response but I am not certain I understood it.

I wonder if you could go through that.

MR. CLARK:  Well, that response related to the four hour time response situation.  A good example would be a town like Kapuskasing where we actually service Hornepayne, which is actual think three-and-a-half to four hours of actual traffic driving so.  In that particular situation, it's a remote community of north eastern Ontario where there would be that much road travel actually out to that service centre for emergency response or trouble response.

MR. FAYE:  SO looking back at our map on attachment 1 of the previous IR, IR 44, that four-hour time period wouldn't apply to anything we see on the southern Ontario section of the map, would it?

MR. CLARK:  That is correct.

MR. FAYE:  All right.

Would you say, though, that travel time is still a significant cost to Hydro One?

MR. CLARK:  On average of a day, it is a cost that we have to incur to move our staff to the location where the work needs to take place.

MR. FAYE:  And particularly for trouble call, am I right in assuming that most of your trouble call would be off-hours, after your normal work day?

MR. CLARK:  A large percentage of them are, yes.

MR. FAYE:  And after the normal hours, what's the premium paid for trouble response for labour?

MR. CLARK:  We have different rates for different categories.  Our staff are on call, which is a minimum charge that are to be made available and have to respond to the service centre within 20 minutes to respond to trouble.

And as far as the labour rates, for the first four hours after the regular shift, it is time-and-a-half, and after that it is double time.

And on weekends, it is double time, as well, under the collective agreement that we have with our bargaining agents.

MR. FAYE:  And premium time on a trouble call occurs at what point in that call out?  Where does the meter start ticking?

MR. CLARK:  It starts after the regular hours of assigned work, which could be 4:30 or 5 o'clock at night.  It just depends which shift -- time frame the staff are working.

MR. FAYE:  I think I meant something slightly different.

MR. CLARK:  Oh, sorry.

MR. FAYE:  I understand that is when premium time starts ticking.  When a trouble response crew is called out, when do they start getting paid?

MR. CLARK:  From the time they're called out.

MR. FAYE:  So when the telephone rings, that's when the meter starts; right?

MR. CLARK:  That is correct.

MR. FAYE:  Okay.

Given the amount of travel that's involved potentially here, has Hydro One attempted to negotiate a lower rate for the time that the crew is just sitting in the truck driving to the job site?

MR. CLARK:  I think that would be part of the bargaining process and would be better identified by -- or account by the HR group.  They could share that with you.

MR. GEE:  If I may add, over the years we've done a number of analyses of looking at that particular issue.  We have looked at maybe the potential of having crews work shifts.  We've looked at a number of those scenarios, and really what we found out is that we never found a scenario that really makes sense.  You have the difficulty of a trouble call in the centre being a few times a week.  What do you do with the other times; when the call is two or three hours, now you have other work to do?  It's dark.  They can't see issues.  There's the ability to have emergency practices in place.

We've done a number of analyses on this and, over time, we have -- we are really at a spot that we think makes the most sense.

MR. FAYE:  All right.  I am going to move on to another area, and for this I would like you to turn up C1, tab 2, schedule 4.  I would like to look at page 5 of that.

That was C1, tab 2, schedule 4, page 5.

MR. GEE:  Yes, I have it.

MR. FAYE:  The table at the top of that page shows your OM&A for operations expenses, and they're going up by considerable amounts over the historic years, from 2008 when it was 8.7 for operations.  It is now going to 12.8.  For operating support, it is going from 3.7 million to 4.8.

These are between 2008 and 2011.  And the grand total line for 2008 was 12.4 million, and for the 2011 year it is 17.6.  Have I read those figures accurately?

MR. GEE:  Yes.

MR. FAYE:  I would like to just ask you a few questions about the evidence that you filed to support that.

In IR 71 - this would be Energy Probe 71 - we asked you about why the costs were increasing so much, and the response seemed to be centered on additional staff that was going to be needed for your operating -- both operating department and operating support.

I believe it said 12 new hires were planned for 2010, and eight additional hires in 2011.

I just wonder if you could elaborate a little bit on why operating staff would need to be increased so dramatically?

MR. GEE:  Yes, I can.  The increases there are really directly related to additional generation being connected to the distribution system.

I think if you have heard through the hearing, the connection of distribution, generation to the distribution system, is fundamentally changing the distribution system and what it is intended for.

For generation to be connected to the system, you have many more complexities around power flows, protections and the whole -- and all of those scenarios.

With that, there is a need that those feeders need to be under operating control.  Right now, our operations centre would not have control, acquisition of data and monitoring going on.

In a scenario where generation is there, that becomes absolutely critical to make the generations function.

So the increases in staff and the tools that they need are related to our expectation of more generation being on the system, and each one of those feeders thus having to be operator controlled.

MR. FAYE:  How are the feeders controlled right now?

MR. GEE:  Just a sec.  The term we use is "trades control".  So the work protection and the monitoring are handled by the crews and the service centres.  They handle the work protection.  The trouble call is dispatched from operations, but we then put it in the hands of our individual crews to respond to the crew -- sorry, respond to the site, see what's required.

If a customer needs to do work, it is the trades crew that get out and provide the work protection that allows the safe work environment.  So we use a trades-administered, trades-controlled environment in those scenarios, which does not have the intelligence needed for the complexities of the generation.

MR. FAYE:  So if I hear you right, the new system will be a crew will go out to investigate some problem or do some planned work, and, instead of opening a switch, putting grounds on the line to protect themselves, and then going to work, they will now have to call a control room operator and ask for isolation on that part of the circuit?  Is that a fair example of what's going to happen?

MR. GEE:  That is a scenario that could happen.  But you will also get a scenario where a protective device is open and operations will be aware of it from the distribution management system, and they will be able to remote control putting the switch back on without any crew having to visit it.  So there will be those kinds of economies that happen.

In a work protection case, if it was a customer contractor, they may be able to put their own work protection jointly with the operating vicinity.

Our own crews, if we're doing work, are going to have that interaction with the operating centre, as we do with some of our other operator-controlled lines.

MR. FAYE:  So wherever you put a generator on the line, then, that complicates the circuitry to the extent that your trades-administered work protection isn't good enough; is that a fair statement?

MR. GEE:  That's correct.

MR. FAYE:  All right.  So for all circuits that you don't have a generator on, is there any reason why trades-administered work protection wouldn't continue to work just as well as it's always worked?

MR. GEE:  No.  The plan would be to continue.

MR. FAYE:  All right.  So this is really driven by the number of generators that are going to connect to your distribution system, and, if they don't connect, is it fair to say that you would need less of a more complex control room environment?

MR. GEE:  Yes.  Yes, that's true, with a caveat that says, as smart grid and other technologies and other opportunities start to present themselves, there may be other opportunities to present themselves to say this is the right decision at the right time.  But, really, the complexities in the operating is driven by generation.

MR. FAYE:  Now, you have responded to our IR listing 12 additional staff and eight more in 2011, so 12 in 2010, eight more in 2011.  In comparison to your operation right now, how many people are employed in those functions?

MR. GEE:  So our operating centre is a dual purpose transmission and distribution, so I think that is the first aspect you need to consider.

I don't have the exact numbers, but, in general terms, the operations funding that we have is, to a large majority, labour.

So in relative terms, the distribution aspect and the work that those call-in centres are doing for distribution would be -- it would be proportional.

MR. FAYE:  Proportional to what?

MR. GEE:  Sorry.  The increases, the increases over base, are representative of -- it is mostly labour.  So you see those increases.

MR. FAYE:  Yes.  It's 20 new people are clearly --

MR. GEE:  The base number, the historical numbers are also people.

MR. FAYE:  Then I need to look at the numbers.

MS. NOWINA:  Mr. Faye, if I could interrupt just to make sure I understand the numbers.  So are the 20 additional people for distribution?  Or for distribution and transmission both?

MR. GEE:  They're focussed for distribution.  Having said that, there is the complexity of a common centre where you're going.  The driver is the work on the distribution system.  Once these people get into the operating centre, they're integrated into the work.  There won't just be generators they're dealing with.  The whole volume of work is integrated and handled on a day-to-day manner.  So they will fundamentally be driven by distribution.  Once they're in they're doing everything that the common centre does.

MS. NOWINA:  Thank you.

MR. FAYE:  So if I walked into this control room today, how many people would I see in there, approximately?

MR. GEE:  I don't have that exact number.

MR. FAYE:  Okay.  Would you be able to get us an average number of people employed in your control room and in your operating -- operations support function?

MR. GEE:  Yes.

MR. FAYE:  Thank you.

MS. NOWINA:  Can we take an undertaking?

MR. MILLAR:  J5.1.
UNDERTAKING NO. J5.1:  TO PROVIDE AVERAGE NUMBER OF PEOPLE EMPLOYED IN CONTROL ROOM AND IN OPERATIONS SUPPORT FUNCTION

MS. NOWINA:  Thank you.

MR. FAYE:  Just staying on that same theme of greater control.  Some of the programs that we read about in the evidence are for things like SCADA-Mate switches, which I understand are remotely operable, they have a motor operator on them, you can send a radio frequency to them and they'll open or close on command from a control room; is that a fair appreciation of that?

MR. GEE:  Yes.

MR. FAYE:  Okay.  And some of the more advanced protections that you are proposing would be able to distinguish whether a circuit fault was the result of something that crashed into the line like a car, or whether it was on the other side of a generator, and it could open and close appropriate switches to isolate both the line and the generator.

MR. GEE:  Yes.  That's one of the complexities of the scenarios, yes.

MR. FAYE:  They all sound like automatic systems to me, and I wonder why more labour would be required once you spent the money to put in sophisticated intelligence on your system, why more labour is also needed.

MR. GEE:  The operating system that gets put in place has that additional complexity.

But they do not, our control centre doesn't work with no staff in it.  There are scenarios either monitoring scenarios where they have to override.  There is a case where the automatic system will open and re-close, but if the fault is still there, it will open again.  In which case, we have staff with training experience to make the judgment of whether they can close that again.  Do they need to change the configuration of the system around?  And then close it in?  Do they need to make a call?

So there is a fair bit of automation that handles many of this.  But it also requires experienced operators at the end to manage the overall system in very much the same manner we do with the transmission system.

MR. FAYE:  In that same exhibit, C1, tab 2, schedule 4, there's mention of, on page 8, line, lines 11 through 13, this is under a summary of all of the things we have just been discussing.  And here it is mentioned that the main reason for the greater cost are resulting from alignment with distributed generation, smart meter and smart grid influences.

So we've talked about the distributed generation.  And now I wonder, smart meter.  What affect does that have on your operating and control functions?

MR. STEVENS:  The plan going forward would be to start using our smart meter system to feed into the distribution management side of it for outage management.

MR. FAYE:  So the meter would be able to tell you whether it was on or off the grid; right?

MR. STEVENS:  That's correct.

MR. FAYE:  So it's going to send a signal to your control room, the control room operator now knows that X number of customers don't have power.  What do you do about that?

MR. STEVENS:  What we plan to do about that, we don't do that today by the way.  It is in some of the plans going forward.

But we would have an application in place and processes in place to actually look at what the impact of those meters is on the distribution system and prioritize the outage and dispatch to address those.

MR. FAYE:  So does that mean that you would be able to determine where to send a crew first, second and third to restore the system that is out?

MR. STEVENS:  That would be the plan, yes.  These are all subject to business cases that have not yet been completed but that is something we are certainly going to be looking at.

MR. FAYE:  All right.  So smart meter is sort of a future influence here?  Do you have a sense of the timing when that would come into be?

MR. STEVENS:  I mean part of our smart grid program will be to look at integrating, we call it our AMI system, or our advanced meeting system with our outage management system.  So it would be in the latter -- probably in 2011 would be the time frame we would be looking at that aspect of it.

MR. FAYE:  And the last influence is noted as smart grid in that exhibit.

I wonder if you could just answer the -- basically the same question.  Why does smart grid, what effect does smart grid have on your operations?

MR. STEVENS:  So today's situation on the distribution system is most of the data collection or data gathering, or control is, as Mr. Gee mentioned, is actually done by trade staff.

With a large number of generators coming on line on the distribution system, the amount of monitoring and control we'll have to do through automation is going to increase substantially and that has an impact on the grid control centre.

MR. FAYE:  All right.  So we have already talked about that.  I just misunderstood the labelling of it.

Can we then turn over the page to page 9 on C1, tab 2, schedule 4.  In the middle of the page -- no, excuse me.  Second paragraph, additional ...

This is for your operating support program and your expenditures will be 4.3 million in 2010 and 4.8 million in 2011 according to the evidence, and the amounts are the result of additional updates and support for tools associated with generation connections.

Could you elaborate on what those additional tools are in your support function?

MR. GEE:  Yes.  A couple of examples are, in the short term, we plan to extend our network management system which is our system we plan to use -- we use for the transmission system and we plan to extend it down to handle the distribution system.

That is a short-term issue.  It does not have the capabilities and functionality to do that with the numbers we're expecting.  So some of the funding includes plans to look at a distribution management system which will give us the same kind of capabilities suitable for the distribution system and the volumes we're expecting for generators.

It is also to start to look at, as Mr. Stevens said, our outage-management system and being able to take the smart metering information to identify trouble calls.  Whereas today, that doesn't initiate until we get a phone call from somebody.

So in a scenario where you are not home during the day, your power goes out, you need to call when you go home, that the meter will basically have made the call, substitute the call in our existing process.  So there's a sample of a couple of tools we need to look at and deal with.

MR. FAYE:  All right.  And they are something that will be developed over the course of years.  It is not going to be coming in next month?

MR. GEE:  It's not coming in next month, but we do need to start looking at the planning, looking at the processes, looking at what is required to put those in place.

MR. FAYE:  Could I turn you then to C1, tab 2, schedule 8.  If we could look at page 3, there is a table there I would like to refer to.

MR. GEE:  Sorry, C1, tab 2, schedule 8?

MR. FAYE:  Yes.  Page 3.  If you look at the system investment line, from 2008 when the budget was 24 million for this, to 2011, it is increasing to 38.6 million.

And I wonder if it is fair to say that most of that additional cost is also related to the distributed generation that you expect on the system?

MR. GEE:  Panel four would be in the best position to describe this in general.

My general answer would be that it's really looking at increasing the work program in total from all aspects which generation is one piece of, but panel four will give you a better answer.

MR. FAYE:  All right.  I will leave that till panel four.

And that completes my material.  Thank you, panel.  Those are my questions, Madam Chair.

MS. NOWINA:  Thank you, Mr. Faye.

Mr. DeVellis?  I am looking at the schedule and trying to determine whether or not we should take an early lunch or launch into another cross-examination.

Mr. DeRose, I only have you down for half an hour, is that true?

MR. DeROSE:  Yes.  In fact, that is probably overly optimistic.  I think I can probably do it in 15 to 20 minutes.

MS. NOWINA:  Are you able to go now that would take us to lunch?

MR. DeROSE:  Absolutely.  Absolutely.

MS. NOWINA:  Okay.  We will go with you.
Cross-Examination by Mr. DeRose:

MR. DeROSE:  Good morning, panel.  My name is Vince DeRose.  I am representing CME.

Panel, I have only one area of questions for you.  And just by way of background, one of the sets of information that we're trying to obtain clarity on is the extent to which the increases in your various budgets are being driven from what we would call the traditional distribution work as opposed to the Green Energy Act.  So we are just trying to disaggregate those costs which are flowing from the Green Energy Act as opposed to those that aren't.

If I could have you turn up Exhibit C1, tab 1, schedule 1.  Page 2 of 4?

And, panel -- I'm sorry, do you have it?

MR. GEE:  Yes.  Sorry, I'm a little slow.

MR. DeROSE:  That's okay.  Panel, am I right in my understanding that you would be the appropriate panel to -- if I have some questions about the sustainment, development and operations and customer care line items of the chart, I guess it doesn't have a table reference, but on starting at line 5?

MR. GEE:  Yes.

MR. DeROSE:  And let's start with the sustaining budget.  So you have 2010, 318.5 million; 2011, 340.5.

First of all, are you able to tell us whether any of those -- if there's any element of the sustaining budget that is what has been described as Green Energy Plan or direct green energy costs?

MR. GEE:  Yes, there are green energy costs in there.  I think they have been identified as such going through.

There's also the costs that I think Mr. Van Dusen tried to give a guesstimate about, where, a bit like the discussion previously, distribution generation comes on and it starts to increase the work.  It is very integrated day to day, and I think Mr. Van Dusen gave an estimate of those on Friday.

So there is some of that in the program.

MR. DeROSE:  Okay.  Mr. Van Dusen described that as indirect green energy costs as opposed to direct energy costs.  It sounds like you read that transcript.

MR. GEE:  I was listening carefully.

MR. DeROSE:  I wouldn't expect anything less.

First of all, Mr. Van Dusen gave a very high-level estimate of ten to 15 million globally for indirect costs.

Do you have any reason to disagree with that?  Does that sound like a reasonable estimate to you?

MR. GEE:  It is a reasonable guesstimate.  It is very difficult, because the work, it is very integrated, very interwoven to what people are doing.  But to answer the question, the methodology was reasonable to give a ballpark estimate.

MR. DeROSE:  Okay.  Well, thank you very much.

Now, with respect to the line items -- and I am just back at C1, tab 1, schedule 1, page 2 of 4, the table at the top of the page, the four line items being sustaining, development, operations and customer care.

Would you be able to reproduce those four line items separating out what you believe to be the direct green energy costs portion of those budgets?

And the second point is:  Would you be able to also provide what you estimate to be the indirect green energy costs included in that?

MR. GEE:  What was included in the Green Energy Plan was probably described by panel 1 and would be the best spot.

As far as the other items, the indirect costs, the items in approximate dollars are -- I am going off -- is in the operation piece that we just talked about, which was 2-1/2 to $3 million.  There is a development piece around standards which is, I believe, two-and-a-half or three, and there's some issues around -- there's some items around customer care, which Mr. Adams could talk about in more detail.  That was around the metering aspects and the metering operations in dealing with generation.

So those were the areas that were in the indirect costs Mr. Van Dusen talked about.

MR. DeROSE:  And, I am sorry, you mentioned the 2-1/2 to 3 million range for the first two items, and did you say metering?

MR. GEE:  Sorry?

MR. DeROSE:  You didn't have a number for metering costs?

MR. ADAMS:  If I could try to address that one, I think there was a couple of main areas.  One of them is in our customer care management area that is looking after both the settlements area with the complex metering and settlements areas, as well as direct relationships with the generators.

Then the second main area would be in our customer service operations area, is what we have named it, and basically our outsourcing contract, and they would be for front-line type interfaces in the contact centre and the settlements work that is done through that contract.  It would be the main areas.

MR. DeROSE:  Okay, thank you.

Are you able to provide any estimates or numbers to what you have just described, in terms of on an annual basis?

MR. ADAMS:  Yes, certainly.

When we looked at that, I think the guesstimate was around the 3-1/2 million, and if I would clarify just from my review of that, after that session yesterday, it could be anywhere between that 3-1/2 to 5 million mark.

MR. DeROSE:  Okay.  And, panel, if I just add up the -- those three areas that the two of you have just described - and thank you very much, that was helpful - you were putting in the range of 2-1/2 to 3 million for the first category, 2-1/2 million to 3 million for the second category, and 3-1/2 to 5 million for the third category.

I add that up.  We are looking at somewhere in between the 8-1/2 to 10 million global, and that is consistent with what Mr. Van Dusen indicated on Friday.

Are there any other categories of costs which this panel would deal with that you would -- on the O&M -- OM&A side, which would include indirect costs that would not be covered by the categories you have just described to me?

MR. GEE:  I don't think so.

MR. DeROSE:  Okay, fair enough.

Panel, if I could then take you to -- actually, panel, you are the appropriate panel to also talk about capital overheads for sustaining, development, operations; am I correct?

MR. GEE:  It depends on the question, but probably not.

MR. DeROSE:  Okay.  Well, I will put the question out and you tell me.

If I could have you turn to Exhibit D1, tab 3, schedule 1, page 2 of 4?

MR. GEE:  Yes, I have it.

MR. DeROSE:  Okay.  Panel, again, what I would like to have an understanding of is are you able to identify any indirect costs, green energy costs that we've just been talking about, within the capitalized overheads in these areas, or is that for another panel?  If so, what panel?

MR. GEE:  I believe that would be panel 4.

MR. DeROSE:  Okay.  Well, we will defer that to panel 4.

MR. GEE:  Having said that, I pause, because if you want to ask about -- if it's direct work that's driving it rather than the overhead methodology, I might be able to provide the answer.  But I believe panel 4 is probably where you are wanting to go.

MR. DeROSE:  Well, let me maybe put it this way to make sure I don't lose my chance.

Your application identifies certain direct -- what we have now come to call direct green energy costs.

MR. GEE:  Right.

MR. DeROSE:  And that's set out.

With my conversation with Mr. Van Dusen on Friday, we identified that there is another category out there of indirect costs which are a little more difficult to capture with specificity, but we know that they are out there.

Mr. Van Dusen indicated at that time that he thought there would be indirect green energy costs captured in the capitalized overheads, and what we would like is an estimate of:  For the test year, for 2010-2011, what is the best estimate of the company on what those indirect green energy costs are?

Is that something you can help us with?

MR. GEE:  I would suggest panel 4 would be the most helpful.

MR. DeROSE:  Okay.  Thank you very much, Madam Chair.  I think I've got some brownie points for when I go over next time.

[Laughter]

MS. NOWINA:  All right, Mr. DeRose.  We will try to remember that.  We will break for lunch now and return in one hour.

--- Luncheon recess taken at 11:55 a.m.

--- On resuming at 1:25 p.m.

MS. NOWINA:  Please be seated.

We are back.  Are there any matters that came up during the break?



MR. ROGERS:  I have one matter, if I could start.

MS. NOWINA:  Mr. Rogers.
Preliminary Matters:


MR. ROGERS:  We have an undertaking ready, Madam Chair.  I thought I would advise you of this now as I know parties are anxious to get it, it has to do with the return on equity issue, the cost of capital.

I've got, it is Undertaking J4.4, which is being available for filing and distribution now and I will just state for the record that it breaks down the impact of your recent decision on cost of capital.  The figures are all set out on the table, but I can tell you that with respect to the distribution rates, the company intends to update, to reflect your findings in your report, and that will result in -- for 2010, the average distribution rate increase will go from 9.7 percent to 14.1 percent.

And in 2011, it will go from 13.3 percent as filed to 11.6 percent.

The total bill impacts in accordance with the original filing for 2010 of the application would be 3.2 percent.  That will increase to 4.4 percent for 2010.  And for 2011, it was filed, as filed, the rate increase on total bill was 4.7 percent. That declines to 3.9 percent for 2011.  All of that is set out on the exhibit.

MS. NOWINA:  Very helpful.  Thank you.

MR. ROGERS:  Just while I have the floor, I don't ask the Board to do this now but at some point today or tomorrow -- no, today, hopefully by the end of the day, could you give us some guidance as to what you had in mind by way of argument in this case?


MS. NOWINA:  I would prefer to wait a couple of days till we see where we're going and whether or not we complete everything this week.

MR. ROGERS:  That's fine.  As long as you don't ask me to argue it Friday afternoon.

MS. NOWINA:  I am not going to ask anybody to make oral argument this week, all right, so I can give you that guidance.

Is that it for matters?  Mr. DeRose?

MR. DeROSE:  Thank you, Madam Chair.  First of all, thank you for not making us argue this Friday, but I just wanted to provide the Board with an update.  Friday, I had indicated that the intervenors would likely want to read and meet with respect to the cost of capital decision issued last week.

We have met.  A number of people are seeking various types of instructions, trying to -- well, those of us that are lawyers are getting instructions.  And Mr. Warren, with your permission, would like to make some submissions tomorrow morning with respect to obtaining direction from this panel with respect to those issues.

So what we would propose is that tomorrow morning as a preliminary matter, Mr. Warren just be given an opportunity to make some submissions with respect to reporting where the intervenors are and addressing the issues.

MS. NOWINA:  That's fine, Mr. DeRose, thank you.

MR. DeROSE:  Thank you.

MR. MILLAR:  Madam Chair, one file matters if you don't mind.  It has been brought to my attention by the panel, in fact, that we had failed to give Dr. Woo's interrogatory responses a proper evidentiary reference.

They are included in this Hydro One package of materials and we have been displaying them, but we don't have a reference.  I would propose to call them K5.1, just for references purposes, that is Dr. Woo's interrogatory responses.

MS. NOWINA:  Thank you, Mr. Millar.
EXHIBIT NO. K5.1:  DR. WOO'S INTERROGATORY RESPONSES


MS. NOWINA:  All right.  And who would like to cross-examine now?


MR. CROCKER:  I am going to be next, Madam Chair.

MS. NOWINA:  Mr. Crocker.

Cross-Examination by Mr. Crocker:


MR. CROCKER:  Thank you.  Gentlemen, my name is David Crocker and I represent AMPCO.

I thought I would pick up on a theme that was begun this morning.  It deals with Hydro's contracting out.

If I could ask that you turn to A-14-08.  Exhibit A, tab 14, schedule 8.

MR. GEE:  Yes.

MR. CROCKER:  In the text here, you note a planned increase in the amount of contracting out Hydro One plans to do, to meet the challenges of your increased work program.  That's correct, isn't it?

MR. GEE:  Yes.

MR. CROCKER:  And as I understand it, one of the resources you planned to make increased use of is the hiring hall, and I gather that is a hiring hall for the Power Workers' Union?

MR. GEE:  Yes.  For some of the classifications we have in our collective agreement, yes.

MR. CROCKER:  Okay.  When you use the hiring hall, do those who you hire come with their own resources?  Or do you provide equipment and supervisory support and other resources internally?

MR. GEE:  We supply mainly manpower.  There is some supervisory classifications in the hall but it is mainly just manpower.

MR. CROCKER:  So you are going to use your own trucks and tools, et cetera.

MR. GEE:  Yes.  There are some tools and equipment that people provide but fundamentally we supply the major equipment.

MR. CROCKER:  Okay.  Is this really -- do you consider this hiring out?  Or contracting out?

MR. GEE:  We do not include those numbers in contracting out, no.

MR. CROCKER:  Okay.  Can you give us an estimate, then, as to how much, other than this, that you expect to assign to outside contractors?

MR. GEE:  So in interrogatory response, H11, schedule 1, we do provide some information on the contracting that would be expected.

And just to provide a point of clarification here, is in the plan we have revenue requirement, work program we're fundamentally talking about.  There has also been green energy plan costs talked about, with other funding mechanisms, some that would be alternative bid and various items.

And we do not have those as contracted numbers in the plan.  So these are from the revenue requirement that we filed just as a clarification.

So in 2010, contract costs will be, you know, you can see a number of approximately $44 million.  That's on page 2.

MR. CROCKER:  Yes, I see.

And I am reading the same chart as you, 2011 is $78 million.

MR. GEE:  Yes.

MR. CROCKER:  Same chart?  Okay.  Okay.  Thank you.  I want to turn to the vegetation management and benchmarking study.

MR. GEE:  Yes.

MR. CROCKER:  And we're at Exhibit A, tab 15, schedule 2.  And it is attachment 1.  But before we get to that, I would like to go to Exhibit H, tab 12, schedule 9 an AMPCO interrogatory.

MR. GEE:  I'm sorry, could I have it again?

MR. CROCKER:  Yes.  H-12, schedule -- H-12-9.

MR. GEE:  Yes, I have it.

MR. CROCKER:  Okay.  We asked about two charts in the benchmarking study, figures R8 on page 21, and R9 on page 22, and whether they covered the same activity.

And Hydro One answered, figure 8 does refer to the three-year average labour hours per tree treated.  However, figure 9 refers to the three-year average total cost per tree treated, and not only the labour cost.

That's correct, isn't it?

MR. GEE:  Yes.

MR. CROCKER:  Okay.  I would just like to talk to you a bit more about this.

In terms of your focus in this area, am I correct in suggesting to you that the underlying activity or the benchmark activity is the management of an average individual tree which is being removed or trimmed or in some other way managed?

MR. GEE:  Yes.  The reason for my pause is the focus on productivity and efficiency, from a forestry services point of view, is about the tree and that work.

From a utility, the cost of service point of view, there is other measures on where we're going.  So, yes, but it may depend specifically on what you're talking about.

MR. CROCKER:  Okay.  Well, let's go a bit farther.  Then we can decide.

MR. GEE:  Sure.

MR. CROCKER:  According to figure R8 -- and my monitor just died.  It's been living and dying as we've gone along here periodically.

Thank you.  According to R8, Hydro One's average hours spent per tree is slightly better - that is a little less - than the average of the other utilities responding on this section of the study, as I read it.

MR. GEE:  Yes, or, in fact, it is significantly less than a lot of other benchmark studies.

MR. CROCKER:  Okay.  It's, as I understand it, again - and I am sure you will correct me if I am wrong - 0.9 labour hours per tree versus a 1.1 hours average for the other respondents?

MR. GEE:  I don't have the specific measures, but looking at the chart, that looks approximately right.

MR. CROCKER:  Okay.  And, once again, I am sure you will correct me, but that's 18 percent above the average?

MR. GEE:  For hours per tree?

MR. CROCKER:  A productivity advantage of...

MR. GEE:  I would have said it is better, under.  You used the term "over".  Yes, I understand what you're saying now, but that is what my pause was.

MR. CROCKER:  Oh, okay.

MR. GEE:  It is under, better.

MR. CROCKER:  Yes.  It is better regardless of over or...

MR. GEE:  Fine.

MR. CROCKER:  Okay.  So in R9 on page 22, this figure compares unit total cost for the same accomplishment covered in R8; correct?

MR. GEE:  Yes.

MR. CROCKER:  Okay.  And in this case, Hydro One appears to have a total cost per tree managed of over $100 versus the average, which is about 42?

MR. GEE:  Yes.

MR. CROCKER:  Okay.  That would indicate to me that your cost per tree managed is about 260 percent above the average of your peers?

MR. GEE:  I haven't specifically done the math, but we are in the top end of the cost per tree, definitely.

MR. CROCKER:  How can you -- how do you explain that?

MR. GEE:  Well, actually, I think in going through the study and reading it in detail, I think it does a pretty good job of explaining it.  It really has to do with the long -- currently, the long cycles we're on, the density of the vegetation in our service territory.

Specifically, the cost per tree is much higher because -- because of the densities we have and the long cycle, we have had to use more mechanical equipment for brush cutting.  We have also had to use the heavy equipment for bucket trucks to trim lines in the vicinity.  So the use of heavy equipment per labour hour is much higher.

The study also talks about our large geographic territory that we have.  In that case, we have to set up -- we set up temporary work headquarters, as Mr. Clark described.  And the costs of getting people to the work adds to the non-labour costs.

Another area that it talks about is, with the long vegetation cycle, we have brush that has grown up into the vicinity of the live electrical wires.  Before that brush can be cut, we have to bring in highly trained staff and bucket trucks, heavy equipment, to clear the brush down in the vicinity before our lower-cost labour can deal with it.

So as the study concludes, when you normalize it for the density and the cycle rates, they believe that our average cost would be approximately average.

MR. CROCKER:  Isn't the most significant factor in this that -- your labour cost?

MR. GEE:  No.

MR. CROCKER:  Well, are all of the other costs which you just described to me factored in on an individual basis in the material?

MR. GEE:  Factored into what?

MR. CROCKER:  On an individual basis.  In other words, I can find out what the labour cost is?

MR. GEE:  Yes.

MR. CROCKER:  Can you break out the other costs for me?

MR. GEE:  We don't track in a work order in the program those kinds of details.  But I think from our own experience, that's what we've seen, and the productivity benchmarking study really also found those same findings, that those were the issues that were different.

I think the other telling factor to consider is when we do contract out the work, the total cost is the same or more than our own views, from that point of view.

MR. CROCKER:  Okay.  Let me just follow that thought a little bit.

When you use outside contractors, do they use the same hiring hall that I mentioned earlier?

MR. GEE:  No, they don't.

MR. CROCKER:  And do they rely on your trucks and your equipment, or their own?

MR. GEE:  They bring their own equipment.

MR. CROCKER:  Can you show me a like-for-like or all-in versus all-in comparison of the contractor's costs versus Hydro's costs, your costs?

MR. GEE:  We really don't have anything that is easily presentable or in that view.  It is part of our ongoing analysis of how we best go about getting the work program done, how we resource it.

As part of that, that is information we brought together in our work execution plan, but it is really not something that we have put together that would be presentable and explainable.

MR. CROCKER:  Okay.  But you're suggesting to me that when you hire out and contract out, your costs are higher than -- or certainly as high or higher, you said this morning pretty unequivocally, than when you use internal resources.

And I am just asking you whether you have a comparison that you could show me where we can evaluate that.

MR. GEE:  And, again, yes, we've done that comparison.  It is really a case of having that in a manner that is not a study.  It's not a report.  It is not a presentation.  It is not something clearcut that we could provide.

But the analysis is done as part of our ongoing execution, including a part of a decision on how fast we can ramp up, how quickly we can get to a shorter cycle, what would be the cost impacts.

So it's all part of that analysis.  But it is not in a nice, clean package that would be presentable.

MR. CROCKER:  Okay, thank you.

If we go to figure R15 in the benchmarking study, it is on page 30.

MR. GEE:  Yes, I have it.

MR. CROCKER:  It deals with the density of vegetation, I believe.

MR. GEE:  Yes.

MR. CROCKER:  Okay.  And it appears from the graph that your density is around 57 per kilometre compared to your peer group at 32.7?

MR. GEE:  Yes, something like that.

MR. CROCKER:  So your density is higher?

MR. GEE:  Yes.

MR. CROCKER:  Okay.  If we go back to figure 4, it shows the customer per kilometre; correct?

MR. GEE:  Yes.

MR. CROCKER:  Okay.  And you have about ten customers per kilometre versus the average of your, of the other utilities of about 18.

MR. GEE:  Yes, something like that.

MR. CROCKER:  Okay.  Your customers are, therefore, more exposed to the kind of events that interrupt service than would be a -- Toronto Hydro, for instance?

MR. GEE:  Yes.

MR. CROCKER:  Okay.  In light of the circumstances and what you have just described to me, isn't it fair to suggest that your customers should expect more difficulty, simply because of the circumstances?

MR. GEE:  I don't think I'm in a position to compare the expectations of customers.

What we do do is survey and listen to our customers and look at what their expectations are and try to best match their overall requirements, their overall needs.

I am really not in a position to talk about what Toronto Hydro customers might expect.

MR. CROCKER:  But at some point -- isn't there a question of diminishing returns here at some point?

MR. GEE:  I think the -- I think the concept we're talking about is the value proposition to a customer.

It is, in fact, the level of service in total that they get which includes some reliability, includes the price impacts, includes their interaction and what they think of the company.  So it is a total package that is a value proposition and I think that's what we have found with our customers, that it's not clean cut.  It is not about one item.  It is about that value in total.

MR. CROCKER:  Okay.  Let me ask you some further questions about your vegetation management system.

If you go to C1, tab 2, schedule 2, page 35.

MR. GEE:  Yes, I have it.

MR. CROCKER:  It will take me a second to get there.  My monitor, as I say, isn't working.

You've ... we heard from panel two and I questioned or began to question panel two and they deferred this questioning to you of prioritizing investments.

MR. GEE:  Yes.

MR. CROCKER:  Ranking investments.

MR. GEE:  Hmm-hmm.

MR. CROCKER:  Unsatisfactory minimum level and then level 1 and level 2.  You listened to that, did you?

MR. GEE:  Some of it.

MR. CROCKER:  Can you tell me, please, what level or what prioritization is the vegetation management plan you are asking this Board to approve?

MR. GEE:  We're recommending a level 3 for vegetation management, which puts us at a seven-year cycle, starting the accomplishments to get to a seven-year cycle by 2011.

MR. CROCKER:  Previously you were, when you were asking for an eight-year cycle, what level of prioritization was that?

MR. GEE:  I don't have that exact information, because it is historical.  One of the things I will point out is that our levels in vegetation management have changed and been refined and improved over the last few years that we've started to get more and better information.

In the past -- we have four levels described vegetation management and we would not have had even that many levels in the past.  We are trying to more precisely describe where we're going because there are some significant improvements and benefits moving from level to level, and we needed to have additional levels to be able to articulate those.

MR. CROCKER:  In developing this part of the request of the Board, can you tell me, please, how or where customer affordability factored into your decision to seek a level 3 request?

MR. GEE:  So as I believe was described in the process last week, is the additional asset needs are first set out in investment plan in the levels established without any constraints.

Customer affordability is considered a constraint.  So initially we developed the levels.  We tried to describe the minimum level as the basis so we can articulate the value of benefit getting and develop the levels without customer affordability.  It is looking at the asset needs and, you know, if -- I think I can go through the evidence and point to a number of the spots of the value and benefits that we get from additional vegetation spending and that is what those -- each levels provide.

Through the constraint process that -- so straight out, asset needs, what would be the best asset need?  It would be between a six- and seven-year cycle as soon as possible.  Right now would be the pure asset need.

The constraints we have get added to it get us to a point of deciding the right timing, looking at the resources, looking at the affordability.

So that's not what we're having right now.  And in fact, we have not described that, but I believe if you went into it, you would find that from a pure asset need, no constraints, that to get even quicker -- not just seven-year cycles, to get a backlog to get to seven-year would be -- would show beneficial.  We haven't even described that in that point of view.

MR. CROCKER:  But what you just described to me was that without the constraint of customer affordability, you would have asked for a six- to seven-year cycle and in fact you are asking for a seven-year cycle.

MR. GEE:  Without constraints we would be trying to get to a six- or seven-year cycle as soon as possible and perhaps even deal with the backlog so we are dealing with seven year cycles sooner.

So the question of, you need more accomplishments than a seven year to get to a seven year sooner, that is a pure asset need.  That's not even one of the scenarios we described in our levels.

MR. CROCKER:  Okay.  We will deal with it in argument.

Can I ask you to turn, please, to the Schools interrogatory H-10-30, please.

MR. GEE:  Yes, I have it.

MR. CROCKER:  You see the graph, I'm sorry, the chart?

MR. GEE:  Yes.

MR. CROCKER:  It contains a lot of information, but I would just like to deal with a couple of the pieces of information here.

The first is spending and the accomplishments.  And it appears to me in looking at this, that with respect to vegetation management, again, that you hit your low point in 2005 and have increased from there quite significantly from 2007 onwards.

MR. GEE:  Yes.  In our 2006 rate hearing, we started with providing the evidence and laying out the plan where we believed it was prudent and cost-effective to start to get to a shorter cycle, and it would have started around that period.

MR. CROCKER:  Okay.  And you have hit a pace, an eight-year -- eight- or nine-year cycle as approved as a result of the hearing that we both discussed?

MR. GEE:  Yes.

MR. CROCKER:  Right, okay.

If we look at what you have accomplished in terms of line clearing, by the end of 2011 it appears as if your total comes to about 93,000 kilometres?

MR. GEE:  Yes, subject to check.

MR. CROCKER:  Okay.  So that's over -- you correct me if I am wrong, but I am advised that that is over 90 percent of your lines?

MR. GEE:  I'm sorry, over what period did you do the math?  I'm sorry, in eight years?

MR. CROCKER:  2004 to 2011.

MR. GEE:  The analysis and math you are doing is not correct, because we have not -- we're on basically -- were on a 10-year cycle and moved to an eight-year cycle, which means that it is going to be eight years before we're back here.

So, you know, I am not very good at doing the math on the fly here -- probably not bad if I have a chance, but the context we have been over them all that quickly doesn't sound correct to me.

We have feeders that we haven't got to and it was 10 years ago before we last cleared them, and I think that is the important issue that we're dealing with here.

If I may also add - and it is one of those obvious ones - is to say you've dealt with it right away is also -- you need to keep remembering these are not static.  They grow constantly.  So what was done has already been growing, and it's not like it is in okay state until you are back.  If I am stating the obvious, I apologize.

MR. CROCKER:  Let me continue on, and then you may want to go back.

If we go back to the previous hearing that you spoke about this morning that I questioned the previous panel on last day, you talked about the benefits of -- you and your presentation in that hearing talked about the benefits of reducing the cycle.  That's what you're talking about here?

MR. GEE:  Yes.

MR. CROCKER:  And I think - and you can correct me if I'm wrong - you talked about project savings of a million-and-a-half dollars a year when you -- per year as you reduce the cycle.  I think you talked about that this morning, as well?

MR. GEE:  Those exact numbers aren't something I am aware of or come to mind right now.  There definitely are savings going forward.

MR. CROCKER:  Okay.  Can we go to the Board Staff interrogatory H-1-35, please?  Okay?

MR. GEE:  Yes, I have it.

MR. CROCKER:  The Board Staff asked why unplanned maintenance was expected to increase through 2011, even though funding for vegetation management had increased significantly and is now proposed for further increase.  And your response was:
"Significant improvements to vegetation conditions on the system are not expected until beyond the 2011 period as a shorter cycle will not be fully."


In the material that I just went through, didn't I show or didn't you exhibit, more importantly, improvements?

MR. GEE:  Yes, but I think it is again fair to understand that the real benefits of those are going to happen after you've been on the seven-year cycle.  There is a range of savings here, so let's talk a little bit about it.

If I may give you another reference, in the vegetation productivity study we talked about earlier, on page 27 they do a bit of a description of the cycle transition period that the utility gets into.

It is a case where you are investing more money to get to that shorter cycle and haven't yet reaped all of the benefits of it.

So to talk about the benefits that you get and when they come is -- there is a significant savings in the actual vegetation management cost when you are back visiting the cycle after only seven years versus 10 years.

The actual growth rate is exponential.  Mr. Clark can give you a bit more of a description of that.  But a move from seven years to three years means over 40 percent less vegetation biomass is there to be treated.  So when you show up on site, there's a lot less work to do.  That's the first level of savings.  And they're the last once you're going to reap.  You're not going to reap that until you are through your cycle a second time.

The other two savings you get with unplanned maintenance, one of them is with storm damage.  So I provided some information earlier on our analysis that says when the cycle has been shorter, there is less tree damage.

What we have today is we have a couple of feeders that have been cleared at eight years and a bunch that are a lot longer.  So the number of feeders that are out there that you get that benefit from, from less exposure, is small today and gradually grows over time.

The third piece is very much related, but it is not on a storm.  It is a trouble call issue, where you have trees that have grown into the wires, whether it is a wind or a small storm or causing trouble calls that we dispatch crews to, again, the number of feeders that we have that don't have as many trees growing into them today is small and will increase over time.

So those savings will be gradual.  You will get those over time, but you don't have to wait until the end for them.

What we're saying in this response is we expect to see any real savings of those to be outside this rate hearing window, beyond 2011.

MR. CROCKER:  Any real savings, or just...

MR. GEE:  A material number that we can predict at this point.  We will start to see some benefits of those, but it is going to be -- you are going to have -- if we're clearing one-eighth of the system on an eight-year cycle, you have seven-eighths that you haven't touch in this year, and you've two-eighths the next.

So it is a little more gradual, and I think the evidence we have seen from the vegetation management study, from the previous studies we have, gives very strong evidence that those savings are going to be there.

It is as they talk about very nicely in the vegetation productivity study.  We're in this transition period.

MR. CLARK:  I would like to make an additional point for expanding on that program, is when -- the reference here is to emerald ash borer and other things that have happened to Ontario.  Our neighbouring states, Michigan, Ohio, are dealing with the emerald ash borer in a much more advanced stage than we are, and it has killed, mortality wise, 15 percent of the canopy of the trees in Essex and Kent County.  It moved across to Hamilton.  It is spreading across Ontario in a rapid manner, and what has happened is these trees are dying prematurely.  This bug is, or pest is killing the trees, and we have no way of stopping it.

So that's -- when they talk about increases in problems, within trying to get the cycle, that is creating a large grief for us.  We are expecting to spend close to a million dollars moving forward just dealing with the emerald ash borer tree failure, and that is identified in that response.

MR. CROCKER:  If I were cynical, I could say that the emerald ash was doing your work for you, but I won't...

MR. CLARK:  We would appreciate it if it affected all of the trees that weren't in the Hydro corridor, yes, but since they're happening in the Hydro corridor, that what I was referencing.  The 15 percent is only related to our corridors.


MR. GEE:  They need more training on their selection.


MR. CROCKER:  I would like to move on, please, and talk to you a bit about development OM&A.  And I would like to you go, please, to C1, tab 2, schedule 3.


MR. GEE:  Yes, I have it.

MR. CROCKER:  And ask you to go to the table on page 2.

MR. GEE:  Yes.

MR. CROCKER:  I just want to understand the numbers.

The budget for smart grid for 2010 and 2011 is $10 million?

MR. STEVENS:  That's correct.

MR. CROCKER:  And is the -- the same dollars are showing on the smart grid program?  I believe.

MR. STEVENS:  In?  That is the smart grid program.

MR. CROCKER:  I don't -- I just want to know, are these the same dollars?

MR. STEVENS:  Same dollars as what, I'm sorry?

MR. CROCKER:  In the Green Energy Plan.

MR. STEVENS:  Yes.  The 10 million per year, yes.

MR. CROCKER:  Okay.  If we could go, please, to C1, tab 2, schedule 3, page 3, and then lines 24 to 27, you have identified engineering and technical studies at 2.8 million per year in relation to connection of distributed generation.

MR. GEE:  Yes.

MR. CROCKER:  Okay.  Once again, is that associated with the Green Energy Plan?

MR. GEE:  Yes.  That's included in the Green Energy Plan.

MR. CROCKER:  Okay.  C1, tab 2, schedule 3, page 6.

MR. GEE:  Yes.

MR. CROCKER:  Lines 5 to 7.

MR. GEE:  Yes.

MR. CROCKER:  Standards and technology budget, you have identified three general categories of development.  And it appears that two of these relate to generation connections.  Correct?

MR. GEE:  Two of the bullets describe that, yes.

MR. CROCKER:  Is this, once again, driven, to the best of your knowledge, by green energy requirements, the Green Energy Plan?

MR. GEE:  These specific numbers are an example that is not in the Green Energy Plan.

This is part of our routine updating of equipment specifications, our construction standards that we're dealing with.  And when we do that, we are updating them for a variety of reasons, Electrical Safety Authority, more modern equipment, new needs, and one of the things that we're also updating it, that is affecting the marketplace, is distribution generation, and we're considering it as part of this.  This is one of those cases we described where the work is interwoven into everything else we do, but our need to address the need shows up here.

MR. ROGERS:  Can I just jump in here, Madam Chair.  I believe that some of these costs at least were included in Mr. Van Dusen's guesstimate yesterday.

MR. GEE:  Yes.  So in this case we cannot say these are solely for Green Energy Plan.  They start to get interwoven into everything we do.  Our work is changing and we are trying to deal with it and these are costs to handle that change on many fronts.

MR. CROCKER:  I guess it would be unfair of me to ask you to break out the green energy costs from the ...

MR. GEE:  It really is difficult and it is the reason it is presented this way.  You basically have an individual or a task that you are going about dealing with that might be -- involve new technology, it could involve load growth, it deal with reliability improvements and there is generation issues.

So it is one activity that you are trying to consider all of these aspects in making a decision, and that is why it is very difficult to break it out and say it is green energy.  It is this complexity and we have attempted to deal with it with this guesstimate that Mr. Van Dusen provided.

MR. CROCKER:  Okay.

Can I ask you to go, please, to Board Staff interrogatory H-1, schedule 28.

MR. GEE:  Yes, I have it.

MR. CROCKER:  You indicated that you were hiring 12 additional operations staff in 2010 and eight in 2011.

MR. GEE:  Yes.

MR. CROCKER:  To accommodate smart grid and distributed generation challenges.

MR. GEE:  Yes.  The drive of this is that, as I talked a bit about this morning, is that feeders with distribution connected to them, the generation connected to them, my apologies, require operating control and operating complexities, and this is to deal with those kinds of feeders.

MR. CROCKER:  Okay.  I heard your evidence this morning.

MR. GEE:  Yes.

MR. CROCKER:  And I just have a couple of additional questions with respect to the timing.

When do you intend to hire these people?  When do you think -- and secondly, when are they needed as far as you are concerned?

MR. GEE:  Well, I think the schedule and the size of the -- I'm Sorry, the schedule and timing of generation connections were talked about with panel one in a number of those issues.

I think one of the things to keep in mind with a new hire is that being sort of an operator and operating control is a multi-year process of training that they need to go through.

So from our point of view, we are probably in a bit of a rush and a need to get these people in, get them trained and get them to be skilled operators as it is.  I don't have the exact hiring schedule and timelines on this.

But very clearly, their ability to be trained and up to speed when added on top of our demographic issues is a pressing issue and is going to be needed.

MR. CROCKER:  So you wouldn't wait to hire these people until the additional connections would be necessary?

MR. GEE:  We would be quite late at that point.  I think one of the things I would like to just mention a bit is, with our current demographics and the number of people that are going to be leaving the company at this point, the people we hire in here with the skills and where we're going, if there were a sudden change and the volumes were half or we didn't have as many feeders operating control, in our next planning cycle, we could easily identify that.  We would accommodate -- we would be able to accommodate the changes going forward and the particular individuals would be hired would have skills to be transferable across the company and would offset other future needs.

With our demographics, there is a lot of opportunity for that.

MR. CROCKER:  Does your budget, then, assume that these people are going to be hired as of January 1, 2010?

MR. GEE:  I don't have the specifics of the timing of when they're going to be hired and when they're in the budget.

MR. CROCKER:  Can you let us know, please, by way of undertaking whether they are in the budget for --

MR. GEE:  They are in --

MR. CROCKER:  I know they are, but as of January 1, 2010.

MR. GEE:  Whether they're a full year impact?

MR. CROCKER:  Yes.

MS. NOWINA:  Or could another panel deal with it?

MR. ROGERS:  Panel four - this is one of the topics I believe, they're alerted to the question.  I suggest we leave it to them.

MS. NOWINA:  Is that all right, Mr. Crocker?

MR. CROCKER:  Yes, that's fine.

Are the staff that are being added to support the smart grid and the generation connections included in the Green Energy Plan?

MR. STEVENS:  I've got some external resources that are in the Green Energy Plan numbers for smart grid.

MR. GEE:  So these particular staff that we're talking about are not included in the Green Energy Plan.  They are part of the estimate that Mr. Van Dusen gave you.

And the complexity you have is that when you add this number of staff to our central operating control centre, they're going to be involved with any particular task.  They could be dealing with anything that's going on there, they're not just controlling the feeders with the generation on it they're going to be controlling feeders, dealing with all of the customers, they will be mobilized for emergency events.  So they start to be interwoven and integrated into everything we do.

So that's the reason they were not put in the Green Energy Plan.  It is hard to separate them, but they were in Mr. Van Dusen's estimates that he provided on Friday.

MR. CROCKER:  Do you have a breakdown of the separate costs to connect new generation and support smart grid development that are within your budget?

MR. GEE:  So the capital costs for connecting generators I believe has been --

MR. CROCKER:  Not capital.  OM&A costs.

MR. GEE:  So, I'm sorry, could you repeat the question?

MR. CROCKER:  Pardon?

MR. GEE:  Could you repeat the question, please?

MR. CROCKER:  Yes.  The costs in your operation group of -- associated with connecting the new generation that's going to be -- that you are expecting as part of the Green Energy Plan and to support the smart grid.

MR. GEE:  So I think there is the two pieces that we've talked about.  There are the costs that have been put in the Green Energy Plan like panel 1 talked about.

Then we have the next set of costs that we've called indirect costs, and I think we talked about those this morning and we gave estimates, both what were in development operations and Mr. Adams talked about customer care numbers.  So those were the numbers we provided this morning.

MR. CROCKER:  Could you repeat them for me, please?

MR. GEE:  Can I read the transcript?  I believe it was 2-1/2 to $3 million for the standards and -- for standards and development piece.

There was 2-1/2 to $3 million in the operation piece, and we have talked about both of those.  And Mr. Adams had numbers in customer care.

MR. ADAMS:  I said this morning, I believe, 3-1/2 to 5 million.

MR. CROCKER:  Once again, just to understand more clearly the allocation of costs, could you turn up, please, Board Staff interrogatory H-1-48?  I think it was mentioned this morning to you.

In your reply, you said --

MR. GEE:  Just give me a second.  I don't have that specifically, so...

MR. CROCKER:  Sorry.  I figured if I got there, everybody was probably already there.

MR. GEE:  It is just that the shared services one is not in our realm, so I will see what I can do.

MR. ROGERS:  This is panel 4, shared services, but if the witnesses can help, by all means.

MR. CROCKER:  Okay.  I will start, and I am sure you will tell me to defer it if it is appropriate.

You said in response to the interrogatory:
"System modifications to accommodate the harmonized sales tax are also planned for 2010."


MR. GEE:  That particular question would be best asked of panel 4.

MR. CROCKER:  Okay.  I am going to ask you one more question and you probably have the same answer.

If you could go to AMPCO interrogatory that is H-12, schedule 7.  In response to this interrogatory -- are you there?

MR. ADAMS:  Yes.

MR. CROCKER:  In response to this interrogatory, you said:
"The billing changes related to the proposed implementation of the harmonized sales tax are not included in this budget proposal."

MR. ADAMS:  I could address that.

This was referring back to the customer care exhibit and in the regulatory changes line, I believe is what it was referring to.  I could go back and check.  So this was project-related costs, and what we were indicating here is, in those costs identified in the customer care exhibit, there were not -- the harmonized sales tax changes weren't included in that exhibit.

MR. GEE:  If I can add, just to help for when you direct your question, is I know in the shared services one, the HST is for IT system changes, because we know HST is coming, but it does not include the customer care in some of the project costs yet.

So panel 4 will be able to describe what that is a little more directly, but that is the distinction.

MR. CROCKER:  Am I then wrong, since you entered into this -- I wouldn't have asked you, but you sort of volunteered.  Am I wrong in suggesting that your answer to Board Staff and your answer to AMPCO are inconsistent, or am I comparing apples and oranges?

MR. GEE:  I think what you have is the AMPCO one was a question around customer care and what they were planning to do, and they answered for them.

The other -- what you have seen in the other evidence was a list of projects around the IT and technical pieces, and they have allocated some money for the technical piece of HST.

So they are not -- they may be inconsistent in the company, in that everyone is not preparing for HST the same, but the answers are correct at this point.

And to be fair, when we were filing evidence early in the spring, except knowing that HST was coming, there was not much else known.

MR. CROCKER:  Okay.

Could I ask you, please, to turn to H-10-34?  It's a Schools interrogatory.

MR. ADAMS:  H-10-34?

MR. CROCKER:  Yes, part (c).

MR. ADAMS:  Yes.

MR. CROCKER:  You identified 3.3 million of the increase in 2010 -- in 2010 being attributable to a combination of new distributed generation and IESO settlement activity; correct?

MR. ADAMS:  There was two areas in customer care management identified in the response; correct.


MR. CROCKER:  Right.  Is this driven by new distributed generation?

MR. ADAMS:  Primarily, it is driven by that increased work effort to support the number -- increased number of generators that are planned over the planning period.

MR. CROCKER:  Okay.  Can I take you back, then, to a previous AMPCO interrogatory and ask you a question I wasn't going to ask you, but your answer has caused me to ask it?

If you go back to H-12, schedule 5?

MR. ADAMS:  Yes.

MR. CROCKER:  You identified 32 additional staff in customer care to handle distributed generation accounts; correct?

MR. ADAMS:  Yes.  By the end of 2011, that was the response, yes.

MR. CROCKER:  Okay.  Putting that together with the answer that you gave me to the previous question, are these costs included in the Green Energy Plan?

MR. ADAMS:  No.  They would have been included in that guesstimate that Mr. Van Dusen provided.

MR. CROCKER:  Okay.

Can I talk about capital now a little bit?  Can I ask you to go to D1, tab 3, schedule 2?

MR. GEE:  Did you say D or E?

MR. CROCKER:  D.

MR. GEE:  That makes me feel better.

MR. CROCKER:  And page 20, table 4, the asset replacement table?

MR. GEE:  Yes, I have it.


MR. CROCKER:  Okay.  Can you tell me, please, the program prioritization level, a minimum 1, 2, et cetera, however many you have, for the wood pole replacement program for 2010-2011.

MR. GEE:  The wood structure replacement proposed is level two.

MR. CROCKER:  Okay.  Can you tell me what the -- the same question with respect to the line projects.

MR. GEE:  Line projects is also level two.

MR. CROCKER:  Can I ask you, please, to turn up -- where are we here?  D1, 3, schedule 3, page 2, table 1.

MR. GEE:  Sorry, D1, 3, 3, page 2, table -- table 1?

MR. CROCKER:  Yes.

MR. GEE:  Yes, thank you.

MR. CROCKER:  I haven't got it in front of me because of the monitor not being here, but - my monitor is not working - but unless I am wrong, your evidence indicates that new connections will be around 15,300 per year.  Is that correct?

MR. GEE:  Yes, that's correct.

MR. CROCKER:  And that's lower than it had been the previous couple of years, before the economic situation that we're dealing with began.  That's correct, isn't it?

MR. GEE:  Yes.

MR. CROCKER:  Okay.  If we go to page 6, you're indicating that service upgrades are to run at historic levels?

MR. GEE:  Yes, that's correct.

MR. CROCKER:  Okay.  I want to go to your load forecast at A-14-4.  We are at page 19.

MS. NOWINA:  We are not going to get into load forecast this afternoon, are we, Mr. Crocker?

MR. CROCKER:  No, no, I just want to point out a number that is there.  I am not going to ask them about it beyond the number.

MS. NOWINA:  Okay.

MR. GEE:  A-14-4, page 19?

MR. CROCKER:  Right.

MR. GEE:  Yes, I have it.

MR. CROCKER:  Once again, as I understand this, after deducting CDM, you forecast delivered energy of 40,036 gigawatt hours?

MR. GEE:  I really can't talk to load forecasting evidence at all, you know ...

MR. CROCKER:  I just wanted you to confirm the number.  It is sitting there.

MR. GEE:  Well, if you want me to ask me do I see if that number is on the page, yes, I see it there.

MS. NOWINA:  Mr. Crocker, the number is the number.

MR. CROCKER:  Okay.  Can you look at the numbers and tell me whether you agree with me or not that just looking at the table, that from 2008 to 2011, the numbers are down about 5 percent?

MR. GEE:  Again, I have never seen this table before.  I can look at them.  If that's what your math says, I am fine with it subject to check.

MR. CROCKER:  Okay.  I will canvas it -- I will have it confirmed ...

MR. GEE:  If I may, is the issue that we are showing increase in customers and you are trying to make the link to load forecast; is that the issue?

MR. CROCKER:  No.

MR. GEE:  Okay.

MR. CROCKER:  With what I have asked you, what I am suggesting to you is your new customer connections are lower.  You have said that.

You said that the service upgrades are steady.  And the demand is declining.  That's what we just said.

MR. GEE:  Two of those facts I can say yes, the other one if it is load forecast numbers, that could be.

MR. CROCKER:  Okay.  Can you turn with me please to D1, tab 3, schedule 3.

MR. GEE:  D1, tab 3, schedule 3?

MR. CROCKER:  Yes.

MR. GEE:  Yes, I have it.

MR. CROCKER:  Table 1, please.

MR. GEE:  Yes.

MR. CROCKER:  Once again, I don't have it in front of me.

The system capability reinforcement is planned for an increase from 36.7 million in 2008 to 47 million in 2010.

MR. GEE:  Yes.

MR. CROCKER:  Okay.  I am advised that capability reinforcement is normally driven by increased demand on the system by new customers or existing customers using more energy; is that correct?

MR. GEE:  That is one of the drivers.  There can also be a focus on reliability improvements or some other specific projects, but what you are saying is a component of that.

MR. CROCKER:  I don't understand, then, how you justify the increase from 36.7 million to 47 million in light of the other factors.

MR. GEE:  Sure.  Maybe I can help with that a bit.

The reduction in loads that are happening, the increased load growths are more or less spread across the entire system.

CDM have a number of people reducing their consumptions in their existing households.  We have had some negative impacts on our manufacturing base, some of our commercial cases.  So you have load growth going down over the whole system.  That's what I think you are seeing in the load forecast chart.

At the same time, we still have new customers being built.  We have new subdivisions being built.  We even have new businesses that are opening up in this economic time.

I think we talked about the new connection numbers, 15,300.  They're not radically lower than they were at the boom times.  I'm going by memory.  They might be 17,000, you know, that's down but that's not disappearing.

So what we have are pockets of the province that have new subdivisions, new development, new growth going on.  And we have to build new feeders, we have to look at the voltage conditions, we have to be sure that they can be relied, served reliably and meet all of the design requirements.  So you have these pockets of growth going on where we have this that we are dealing with.

At the same time, we talked a bit about service upgrades.  We have areas of the province that are taking what were small cottages with hardly any use and they're being changed over into full-time residential homes, sometimes tore down and built in the same spot as something significantly more.

All of those items are growing pockets of load growth sometimes quite major for the local area.  In each of those cases we have to look at how we best feed that area, how we manage the load growth, both now and the ingrowth that happens with a new development, being sure that we have the proper voltage that we can protect those lines.

And each of these projects have been very specifically targeted to meeting those kinds of needs.

MR. CROCKER:  Can you tell me, please, the level of prioritization that you have applied to capability reinforcement?

MR. GEE:  Yes.  System capability reinforcement is level 1.

MR. CROCKER:  Okay.  I just --

MS. NOWINA:  Mr. Crocker, I was just going to say you had given me an hour as an estimate and you have exceeded that.  Are you getting close?

MR. CROCKER:  Yes, I just have a couple of simple questions on smart grid that I wanted to ask, I think, panel 2, but were deferred.  I am almost done.

MS. NOWINA:  Okay.

MR. CROCKER:  Could I ask you to turn up D1, tab 3, schedule 3, please, pages 22 to 24?  You were discussing the smart grid pilot, or you are discussing there the smart grid pilot and including -- included in that discussion are energy storage devices, batteries, compressed air storage, fuel cells?

MR. STEVENS:  That's correct.

MR. CROCKER:  Are these products commercially available?

MR. STEVENS:  I mean, we are going to seek and see if they are available through RFP and other means.

But some -- in some cases, yes, they are available.

MR. CROCKER:  As you say, you are going to determine availability through RFPs?

MR. STEVENS:  That will be part of it going forward, yes.  I am aware there are other utilities that are using these types of technologies, so I assume they are available.

MR. CROCKER:  Okay.  I just have one other quick point.

You planned to study a plug-in hybrid electric vehicle field trial?

MR. STEVENS:  What we really want to try to understand is what the impact of plug-in hybrid electric vehicles or electric vehicles might be on the distribution system.

MR. CROCKER:  You would agree with me, would you not, that General Motors, in particular, and perhaps other car makers, are studying the same thing?

MR. STEVENS:  They may be studying impact on things like settlement, the technology itself, but I am not aware of anybody that's looking at the impact in rural Ontario on things like distribution transformer planning as an example.

MR. CROCKER:  Thank you.  Thank you, Madam Chair.  I have nothing further.  Thank you.

MS. NOWINA:  All right.  We will take our afternoon break now and return in 15 minutes.

--- Recess taken at 2:35 p.m.

--- On resuming at 3:00 p.m.

MS. NOWINA:  Please be seated.

MR. CROCKER:  Madam Chair,I wondered whether I could be excused?


MS. NOWINA:  Yes, you can, Mr. Crocker.  Thank you.  Do we have a volunteer to go next?  Mr. DeVellis.

MR. DeVELLIS:  Yes, thank you, Madam Chair.
Cross-Examination by Mr. DeVellis:

MR. DeVELLIS:  Good afternoon, panel.  Much of what I was going to cover was already covered by Mr. Crocker so I hope you will bear with me as I try to sift through my notes here.  I first had some follow-up questions from your examination of Mr. Stephenson this morning and he was asking you about your wood pole replacement budget.

I think it is fair to say he was urging you to increase the replacement level that you are planning and he made the point that if you don't replace poles now, you will have to do more later.  Do you recall that discussion?

MR. GEE:  Yes.

MR. DeVELLIS:  Okay.  And I thought that what your answer was, was that your budget or your planned replacement schedule is based primarily on your asset condition assessment, or the condition of the assets, basically.

MR. GEE:  Yes, that's correct.

MR. DeVELLIS:  Is what Mr. Stephenson urging you to do, that is replace more now so that you don't have to do that, do them later would that mean you would be replacing some of the assets at least before you would normally, before you would have to do it.

MR. GEE:  Yes, it would.

MR. DeVELLIS:  Okay.  And another thing that Mr. Stephenson was asking you about was the force majeure events and then he used the example of the 2003 blackout as, I guess, an example of the force majeure event that was not caused by an act of God, at least not an act of God how we would traditionally think of it, do you recall that discussion?

MR. GEE:  Yes.

MR. DeVELLIS:  And he mentioned that the, there was a report, which I confess I am not familiar with, but which found that the initiating event of that blackout was tree contact.  Do you recall that?

MR. GEE:  Yes.

MR. DeVELLIS:  You started to say that that was the initiating event but there was, from what I understand, a number of other factors that also contributed to that.  Do you know anything about that?

MR. GEE:  I know a little bit about it.

I think one of the things that is important is also that was a transmission event that initiated it, and thus, you know, my ability to talk to some of it is limited by it.

It is also, with the nature of the distribution system, you are unlikely to have that kind of cascading situations that are going on.

So if you were to care, you had problems with how the control room acted properly, whether they took the right actions, whether there were protections put in place properly, whether back-up systems had been tested, whether there were proper maintenance done on those systems.

So any one of other events could have at least limited the events here in that case.  And that might not be the most accurate technical description, but that is my understanding.

MR. DeVELLIS:  Okay, thank you.

You were also discussing not with Mr. Stephenson, and I can't remember with who, this issue about afford actuary constraints and you said something about customer affordability is imposed as an, I will call it imposing downward pressure on the budgets you ordinarily would have asked for in a particular instance, do you recall that?

MR. GEE:  Yes.

MR. DeVELLIS:  We heard from Mr. Rogers after the lunch about the impact, assuming it's found to be applicable in this case, of the increased level of return on equity from the current level to the -- whatever the new level is going to be.  And the impact of that is about $40 million in total revenue requirement and as a result of which the originally forecast rate increase would be from, would go from about 9 percent to about 13 percent.

Do you recall Mr. Rogers discussing that?

MR. GEE:  Yes.

MR. DeVELLIS:  Okay.  And my question to you is, assuming you had known that at the time, would that level, that increase in the level of the rate increase, imposed further downward pressure on -- in other words, would it be a further, I guess, affordability constraint that would have been imposed on the budgets you are seeking?

MR. ROGERS:  Excuse me, Madam Chair, I don't know that these witnesses are the best to answer this question.  Mr. Struthers was here.

The Board dealt expressly with the impact on customers in your report on your equity report.

And with respect, I don't know that these witnesses are really qualified or authorized to speak on behalf of the company in this respect.

MS. NOWINA:  Why don't we let them tell us that themselves, Mr. Rogers, if they would like to.

MR. GEE:  I am not in the best position to describe how the constraints would be applied and how they would have changed.

The issue and caution I would raise is that with lower levels of funding, you are going to accept lower risk.  Some of those risks -- I think Mr. Van Dusen did a very nice job explaining the matrix in the severe and worst case scenarios.

And you are going to put yourself in a case where you are going to accept higher risk.

And we put together what we think is a very prudent plan.  If that can't be funded, I think we would be looking for direction on where we should be accepting, where we should be accepting additional risk as we deal with all of those issues.

MR. DeVELLIS:  That's fair enough.  But my only point was that you have described affordability as a sort of -- I will call it exogenous factor in what your budget would ordinarily be.  And where affordability is now impacted by some other exogenous factor and my point is that that would impose an additional down -- other things being equal impose additional downward pressure - I am not asking what the extent would be - but additional downward pressure on the budgets you would have otherwise asked for.

MR. GEE:  It would be my comment that I believe the issue is more complicated than that.

Because obviously the downward pressure is, the affordability for customers -- and this is difficult -- it is a tough rate increase.  But I think when you start looking at the plan we put forward, the consideration for issues for the Green Energy Plan, new environmental regulations, the reliability performance that we have here, all of those issues together make the issue much more complex than saying there is an affordability issue, we should reduce.

MR. DeVELLIS:  Okay, thank you.  I will move on.  And the rest of my questions are specifically with respect to your spending programs.

The first is your trouble call spending.  And if you could turn up Exhibit H, tab 1, schedule 18.  And I have two questions in respect to this interrogatory response.

The first is the impact of or how you have developed your 2010 budget for storm and for trouble calls, sorry.  And you say beginning at line 22:
"The allowance for storm-related costs increased from $6 million in 2009 to $8 million in 2010 in recognition of the increased storm activity experienced in 2008."

My question is, that seems to be -- do you know what the, what percentage increase that represents?

MR. GEE:  I am not the best at math, but yes, it is -- I don't know specifically.

MR. DeVELLIS:  Okay.

It just struck me as odd that you would have such a relatively large increase on the basis of increased storm activity in 2008.

MR. GEE:  Okay.  So our methodology in this case that we use understanding this is a demand item, how do you forecast the number of storms that eventually happen?  The methodology we use is a four-year weighted average from our previous experience.  And we adjust that based on events, information that we have.

So the increase we have is because of the more recent historical costs of higher costs.

Having said that, we have taken out two years of very extreme costs and we set them at the maximum of other years, so there is an IR that says that.  So really it is a weighted average that says, We are experiencing higher costs and in fact have adjusted down for some items that we think may have been even higher than normal.

MR. DeVELLIS:  Okay.  You are referring to schedule 20 of tab 1, H-1-20?

MR. GEE:  Yes.

MR. DeVELLIS:  Okay.  Sorry, you mentioned that you've adjusted some of the levels from two of the years.

MR. GEE:  So the first footnote, one asterisk:
"For the abnormally active years, storm years, the values used for forecasting were set to the maximum of the other years."

So we did not use much higher numbers that were in those two years trying not to have the weighted average even go higher than we did.


MR. DeVELLIS:  Okay.  And the other -- going back to schedule 18.  The other question that I had in respect to this interrogatory response was the impact of increased vegetation management spending.

And I believe you looked earlier with Mr. Faye or Mr. Crocker at the progression of the line clearing budget since 2006.  Do you recall that?

MR. GEE:  Yes.

MR. DeVELLIS:  There has been quite a substantial increase.  I think you went from 50.6 million in 2006 to 91.6 million in vegetation management in 2011?

MR. GEE:  Subject to check.

MR. DeVELLIS:  Okay.  What you say in this interrogatory response is the impact -- line 27:
"The impact of increased spending on vegetation management is not expected to have an appreciable impact on Trouble Call costs in the 2010 and 2011 period for the reasons detailed in Exhibit H, tab 1, Schedule 35."


And you don't have to turn that up, but what -- the topic that's discussed in schedule 35 is vegetation management expenses, specifically, the change in vegetation management expenses as a result of previous spending.

But this area, trouble calls, I thought what you were saying earlier is that you would expect to have decreases as you go along.  In other words, you don't have to go through a whole cycle before you start to see decreases or -- decreases in trouble call expenditures.

MR. GEE:  It is an area where we will see some benefits as we go along.

We believe that in -- by 2011, we still haven't got there and that Mr. Clark described the situation we're having with emerald ash borer, which also adds another complexity with that, the decayed trees falling down creating a trouble call for us.

MR. DeVELLIS:  Okay, but I mean, we had an interrogatory about this, H10, schedule 30, page 2.

MR. GEE:  Yes.

MR. DeVELLIS:  So there you see the progression in terms of your accomplishment in each year in the table there.

MR. GEE:  Yes.

MR. DeVELLIS:  So if you are getting to more each year, getting to more vegetation in each year, wouldn't you expect to have decreased -- even in one particular year, you would expect to have decreased tree contact, and, therefore, decreased level of trouble calls?

MR. GEE:  Yes.  For the feeder that is clear, a cycle, we will start to get some benefits.  So all other things staying the same, you would start to see that marginal improvement.

Having said that, there are many other dynamics in place.  Equipment failure is still an issue that we have.  That creates a liability issue.  That is our second leading cause.  Mr. Clark talked about emerald ash borer.

So from all of the evidence we have seen in the studies, there is no doubt that the vegetation management is going to cause less tree-caused trouble calls.

All other things being the same, we will see that reduction going forward.  We just don't believe that by 2011 it is going to be material enough to make the change.

MR. DeVELLIS:  You mentioned emerald ash borer.  Can you turn to C1, tab 2, schedule 2, page 37?

And this is under your unplanned vegetation management section?

MR. GEE:  Yes.

MR. DeVELLIS:  Okay.  So trouble calls are not included in that budget, are they?

MR. GEE:  No, they're not, but perhaps I could describe a little bit the distinction for you, if it helps, okay?

The initiating event is usually a lines trouble call and/or a customer issue, customer claim.  We have a problem with the reliability of the system.

We may have sent a crew out and the person's power has been out because, let's say hypothetically, a tree damaged by emerald ash borer has fallen over, broken the wire.  Crews go out, fix it, get the power back on.  While they're there, the crew will say, There is a whole bunch of other problems out here.  There's a bunch of these trees.  This creates a risk for us in our system reliability.

We then have a process where that request gets passed over to our forestry services people, who will then send out a technician or look at the issue, and, if they decide to tackle that problem that we found that we think could make this worse or continuing, that fits under unplanned vegetation management.

So that is the link between the trouble calls and unplanned vegetation management.

MR. DeVELLIS:  Well, you may have already answered this.  The reason I was directing you to this page is that you mentioned emerald ash borer in this section beginning at line 4.  You say:
"One particular issue that has arisen in recent years and that is expected to place upward pressure on unplanned expenditures over the longer term is the presence of the emerald ash borer... in Ontario."


So it seems, to me, that you have already forecast that into your unplanned vegetation management budget?

MR. GEE:  We have from that point of view.  Again, I think what -- again, talking about the methodology we have for trouble calls is we again use a four-year historical weighted average with adjustments for where we're going.

We have not yet got to the point where our lines trades staff, when they go out and see a problem, are going to recognize trees that have been deceased by emerald ash borer.  When and if we ever got to that point, where they're trying to get us to practically deal with those things, we may have that issue at that point on where we're going.

However, I didn't want to leave the wrong impression that the emerald ash borer is the reason that trouble calls are not going down.  It is just trying to complain -- there is many moving parts going on here, and because of the many moving parts, we tried to use our four-year weighted average with adjustments for known events as the methodology, so we don't try to make it more complicated and be smarter than we really are.

MR. DeVELLIS:  Okay.  You were asked about the benchmark report, the vegetation management benchmark report earlier.

MR. GEE:  Yes.

MR. DeVELLIS:  If I could ask you to turn that up again, that's Exhibit A, tab 14, schedule 2, attachment 1 and pages 21 and 22, again.

MR. GEE:  Yes, I have it.

MR. DeVELLIS:  Okay.  I know you discussed this with Mr. Crocker, but I just have a couple of follow-up questions.

The chart on page 21 is average hours per tree.  That is your productivity measure; right?

MR. GEE:  Yes.

MR. DeVELLIS:  In that measure, you are at or below average?

MR. GEE:  We are below.

MR. DeVELLIS:  Above average in terms of --

MR. GEE:  We are better than average.

MR. DeVELLIS:  Better than average, right.

And then the chart on 22 is your actual cost per tree; right?

MR. GEE:  Yes.

MR. DeVELLIS:  And some of the things that you mentioned that affect the costs I thought would have been covered under your productivity; that is, you mentioned, for example, increased density that would affect your costs, but I thought that -- I would have thought that increased density would have been covered by your productivity measure, as well.

MR. GEE:  So maybe I can describe some of those a little bit more to help you, and once I get too far, Mr. Clark can tell you specifically.

So one of the first examples, the use of heavy equipment, one of your scenarios you could have is you could have, hypothetically, 100 people out cutting on the right-of-way with a lot of trees, a lot of brush and trying to clear it.

What we do is we use mechanical equipment, which is -- Mr. Clark will describe it, but heavy equipment, very costly, very expensive, where we have a driver, one operator, going about and doing the same thing.

So we have transferred labour costs and labour hours for mechanical heavy equipment costs.

Similarly, when we have to trim trees that are in the vicinity, we will have labour crews again with chainsaws, brush saws cutting brush, but if they're in the vicinity of energized lines, it is too dangerous for them.  They make that cut and it could fall on the line; there is a hazard.

We bring out skilled people, so their rate is higher, but they're also bringing out a bucket truck, a lift, setting up and cutting off the necessary distance so that the people can then handle the work.  Both of those items change the mix from labour cost to equipment costs.

The third example, which was a temporary work headquarters, Mr. Clark described that we set up temporary headquarters very frequently to avoid the long hours and labour costs of travelling.  In doing so, we're paying people to stay away from home in a hotel, or we are giving them board or lodging costs where they travel on their own time.  It is determined that that is the most cost efficient way to do this.

So in all of those cases, those are non-labour costs that are driving up our costs per, but don't show up in our labour per.

MR. DeVELLIS:  So what you're saying is even though you use less labour per tree, the equipment costs basically drive up the costs?

MR. GEE:  Yes.

MR. DeVELLIS:  You are spending more even though you are not using as much labour?

MR. GEE:  Yes.

MR. CLARK:  In this specific labour component we have to use utility arborists, which is a four-year apprenticeship program under the Ministry of Colleges, and certified in Ontario.  We have to used skilled trades people to actually clear the lines, whereas if we get closer to cycle, a lot of the tree and vegetation will be dealt with by a lower skill level and lower paid staff.  So we will have some benefits moving forward, once we get it closer to cycle, and a shortened cycle the trees will not be in contact so we don't have use the higher skilled staff to do the work, to clear it even before the machinery can come in and do the work for us.

MR. GEE:  In the productivity study, the consultants that did it made the comment that if you -- in their view, in their expert opinion, normalizing for those kinds of events, that are driven by the density, and the long cycles, they believe explain away the higher cost per tree.

MR. DeVELLIS:  Okay.  I want to ask about your smart grid spending.  If you turn up Exhibit H, tab 9, schedule 13.

MR. STEVENS:  I have it.

MR. DeVELLIS:  And if you go to page 2, you have a breakdown of the -- of your smart grid OM&A spending.

And it is $10 million in each 2010 and 2011; correct?

MR. STEVENS:  That's correct.

MR. DeVELLIS:  And that's broken -- it is about half each between smart grid studies and smart meter zone pilot.

MR. STEVENS:  Yes.

MR. DeVELLIS:  Then you have, I guess, a breakdown of the various studies there which add up to $5 million in each of the years.  Right?

MR. STEVENS:  That's correct.

MR. DeVELLIS:  And then in response to another interrogatory, you can turn it up if you like, but it is Exhibit H, tab 7, schedule 24, and part E, on page 3, and you say:
"The specific studies will depend upon the responses to the planned request for proposal that is expected to be issued in the fall of 2009."

And then you give a copy of the request for proposal in another response.

But my question is:  If the specific studies have not yet been determined, how have you come up with the forecast of $5 million in each of the years?

MR. STEVENS:  Let me just differentiate between the two sets of studies.  The individual studies that are identified, like energy storage, PTB trials, et cetera, are really looking at specific devices that will be placed in the field and will look at the standards and how they interoperate at a local level with our distribution system.

The smart zone pilot which we have written an RFP for, the RFP is written with detailed requirements in mind.  So we actually understand what we are trying to accomplish.  We just haven't got actual pricing back from the field but we have priced it based on what our level of knowledge and experience is.

That smart zone pilot is really designed to test more the interoperability between the devices in the field and our back office systems and processes needed.

MR. DeVELLIS:  Is part E referring to your smart zone pilot?

MR. STEVENS:  Yes, I believe it is.

MR. DeVELLIS:  Because I thought it was referring to the studies.

MR. STEVENS:  No.

MR. DeVELLIS:  Okay.

MR. STEVENS:  The RFP referred to here is regarding the smart zone pilot.

MR. DeVELLIS:  Okay.  So getting back to H9, schedule 13, then, you have a list of four studies there under smart grid studies.

MR. STEVENS:  Yes.

MR. DeVELLIS:  What are those, the forecast spending, what is that based on for each study?

MR. STEVENS:  It is an estimate based on the cost of equipment and the cost of installation and the cost of some expert technical experience with some of this equipment.

MR. DeVELLIS:  Okay.  You were discussing increased staff in your operations area, I think you mentioned 20 additional staff in your grid control centre related to distributed generation.  Do you recall that?

MR. GEE:  Yes.

MR. DeVELLIS:  I guess this is one of the areas that you have characterized as an indirect cost of the Green Energy Plan; is that right?

MR. GEE:  Yes.

MR. DeVELLIS:  Okay.  Now, but my question, though, is to what extent is the forecast of spending related to the forecast in the Green Energy Plan, that is the forecast we heard about, about 3,500 megawatts by 2011?

MR. GEE:  The forecast, it is linked.  I believe it is more linked to the analysis, the technical analysis of what feeders we're expecting generation to be on, whether it is an actual connection or not.

We have our history of where we're going.  So we have realized what capacity we have, where people are wanting to do, and we started to look at those feeders that we're expecting to get generation on, what their capacity is, and having to put a DMS on those, a distribution management system on those feeders.

MR. DeVELLIS:  Okay.

If you don't get to 3,500 megawatts by 2011, does that mean that some of these costs aren't necessary or will have to be deferred?

MR. GEE:  These specific costs are going to be less relevant about the number of megawatts, as opposed to the number of feeders that end up with generation on them.  So they are related but the two are not linked.

If all of the generation ended up on one feeder that is less work than if they're all spread over here.

So it is part of that estimate of where we expect to go and pushing the DMS down where we're going.

MR. DeVELLIS:  Okay.

Can I ask you to turn up Exhibit H, Tab 10, schedule 34.

MR. ADAMS:  Yes we have it.

MR. DeVELLIS:  This is in relation to your customer care budget.  In part A, we ask about other field support costs.

MR. ADAMS:  Yes.

MR. DeVELLIS:  And the spending in that area is increasing by $3.7 million between 2008 and 2011.  Is that right?

MR. ADAMS:  Correct.

MR. DeVELLIS:  And what you say in the evidence and I reference that in the question, in part A there, that the costs are increasing due to an increase in field collections and investigation work related to the receivables management; do you see that?

MR. ADAMS:  Are you on the IR response?  Or are you in the evidence?

MR. DeVELLIS:  I am asking -- well, I am reading from the question, the question refers to the evidence.

MR. ADAMS:  Okay, yes I'm with you, yes.

MR. DeVELLIS:  It just saves us from referring to the evidence.

MR. ADAMS:  I am with you now.

MR. DeVELLIS:  We have asked for a breakdown of how the 2010, 2011 forecasts are determined.

MR. ADAMS:  Right.

MR. DeVELLIS:  And the answers are on the next page.

MR. ADAMS:  Correct.

MR. DeVELLIS:  And you say:
"Other field support costs reflect field work required to support the billing and collections program.  Additional activities are included in the test years associated with increased field clerical support to dispatch and schedule activities and work to manage order tracking and closing.  Costs are also increasing due to annual labour escalation."

Now, can you just expand on that a little?  What is it that you're referring to and how will were the costs increasing?

MR. ADAMS:  I think what we were intending to relay in here is that with the increasing bad debt or increasing number of accounts that we're working with to -- around their payment and arrears situations, that the amount of activity is increasing out to the field both for special investigations that may be warranted to work with the customer to investigate problems, that kind of thing.  Or, it's also related to actual cut-out activity.

In scheduling and supporting that kind of activity prior to actually dispatching a truck, to ensure that we are as efficient as we can and working with our customers right up to the 11th hour, if I could use that expression.

MR. DeVELLIS:  Okay.  Sorry what is cut-out activity?

MR. ADAMS:  Related to arrears situations where we have situations where we are going to cut out power for non-payment.

MR. DeVELLIS:  Okay.  So are these all, I hate to use the word indirect bad debt costs, then?

MR. ADAMS:  Certainly a good part of those field costs are related to the arrears situation.  Correct.

MR. DeVELLIS:  Okay.  So that's because you have forecasted a continuing increase in bad debt costs which I will get to in a second.

MR. ADAMS:  Correct.

MR. DeVELLIS:  I see, okay.

Then in part (c), we asked about customer care management costs.

MR. ADAMS:  Yes, I see that.

MR. DeVELLIS:  And that increases from 6.4 million in 2008 to 11.4 million in 2010 and 12.8 million in 2011.

MR. ADAMS:  Correct.

MR. DeVELLIS:  What you say in the evidence - and, again, I refer to that in the question in part (c) - is that the increases are:
"...due to expanded accountabilities of Customer Care to address the unique service needs required for new renewable distributed generator customers."


And we asked about that, as well, and you referred us, in terms of the assumptions, to your response to Board Staff Exhibit H, tab 1, schedule 54.

MR. ADAMS:  Right.

MR. DeVELLIS:  I don't know if you need to turn it up, but what you say are the cost assumptions are based on 130 FIT contracts and 3,600 microFIT contracts; is that right?

MR. ADAMS:  That's correct.

MR. DeVELLIS:  So similar to the question I asked earlier about the operations costs, if those assumptions -- and those assumptions are tied to the Green Energy Plan; correct?

MR. ADAMS:  They're tied to the increased number of generators that are referenced in that plan, yes.

MR. DeVELLIS:  Okay.  And if those are -- if those assumptions are off, then would your planned spending or forecast spending on customer care management also be off?

MR. ADAMS:  Certainly some of it might be.  I think that there would still be a requirement in a number of these areas for, I'd say, a base level of work to support those generators with experienced people, with a full training cycle and a number of system requirements and processes.

But certainly some of it might be variable, depending on the numbers.

MR. DeVELLIS:  Okay.  When you say 130 FIT contracts and 3,600 microFIT, do you assume that those generators are commercially operational?

MR. ADAMS:  It assumes that for some of that, the work is all the way through the process.

So a lot of the interactions that we had planned for, from a customer care management perspective, are related all the way through the process to support the generators right from the initial contact through the various stages and assessments in contracts, and that kind of thing.

So some of it would be across the business cycle, and then some of it, probably more the settlements-related work, comes in later in the stage as they're ready to connect when we have more detailed information about meters and that kind of thing that we would need to set up our systems and processes.

MR. DeVELLIS:  Okay.

The last area I want to ask about is bad debt costs, which you have already referred to.

MR. ADAMS:  Yes.

MR. DeVELLIS:  Those are increasing by 10 percent in 2010 over 2008 from 15.5 million to 17.1 million; is that right?

MR. ADAMS:  That's correct, yes.

MR. DeVELLIS:  Okay.  If you go to Exhibit H, tab 7, schedule 57?

MR. ADAMS:  Yes.

MR. DeVELLIS:  You are faster than I.

You forecast an 8 percent growth -- sorry, in part 8, you say that bad debt was forecast to grow by 8 percent in 2009 and a further 2 percent in 2010.

MR. ADAMS:  Correct.

MR. DeVELLIS:  Okay.  Now, do you have an updated number for 2009?

MR. ADAMS:  I do, yes.

MR. DeVELLIS:  Can you tell us what it is?

MR. ADAMS:  Right -- the most recent updated year end forecast for 2009 is $20.4 million in bad debt.

MR. DeVELLIS:  Okay.  And so are you assuming that the recession, that impacted your -- I assume it was due to the recession that your bad debt costs were increased in 2008 and 2009?

MR. ADAMS:  I would expect that is the primary reason, is the economy, yes.

MR. DeVELLIS:  You are expecting that the economic conditions will continue into 2010, as well?

MR. ADAMS:  Correct.

MR. DeVELLIS:  Okay.

Thank you.  Those are my questions.

MR. ADAMS:  Thank you.

MR. DeVELLIS:  Thank you, Madam Chair.

MS. NOWINA:  Thank you, Mr. DeVellis.

Who would like to go next?  Mr. Warren isn't here.

Sorry, Ms. Girvan?  He will be here tomorrow?


MS. GIRVAN:  Yes.  He will be here in the morning, thanks.

MS. NOWINA:  So Mr. Mondrow or Mr. Buonaguro.  We probably won't complete -- if your estimate of an hour still holds, we probably won't complete either one of you today, but I would like you to get started.

MR. MONDROW:  Why don't I start?  I may be less than an hour, Madam Chair.  I am not sure I can finish in the next 25 minutes, but it is possible, probably more possible than -- no offence to my friend, but I think Mr. Buonaguro has more ground to cover.  So if you give me one minute, I will get my questions and I will have a go.
Cross-Examination by Mr. Mondrow:

MR. MONDROW:  My name is Ian Mondrow.  I am here for the Electrical Contractors Association of Ontario for the purposes of this panel, so good afternoon.

I want to talk to you a little bit about your work execution strategy.  I asked some questions of panel 1 which were punted to you, and so I am back to finish that area off with you, if you could help me with that.

With panel 1, my reading of the transcript is that I think we established that limitations on availability of skilled labour is a risk to execution of the Green Energy Plan, and so I wanted to talk to you about those limitations and how your work execution strategy is -- as evidence is intended to address those limitations.

So if we could go to your work execution strategy, which is Exhibit A, tab 14, schedule 8, I am looking at page 1.

And it says -- excuse me, it says there starting at line 21:
"Distribution system projects and programs are becoming increasingly complex to plan and execute due to an increase in the total volume of work required, increasing complexity of the distribution system function and design, and limitations on developing internal and external resources."

And then the particulars of each of those factors are provided in the succeeding paragraphs, and the resources particulars are set out in section 2.3 of this document, which starts at the bottom of page 2.

And at the top of page 3, we have -- the first paragraph deals with internal work capacity, and the second deals with external work capacity.

And so let me just ask you first about the internal work capacity section.  I gather, from lines 1 to 5 at the top of page 3, that your internal work capacity is limited as a result of difficulty in recruiting skilled labour for internal employment.  Is that a correct reading of that paragraph?

MR. GEE:  Yes, it is one of the limitations we have.

I would want to -- I hesitate with that exact description, because the planning process that Mr. Van Dusen explained last week does include considering the resource constraints, and we don't plan for something that we don't believe we could execute; don't have some kind of issues.

That doesn't mean it is risk free.  It doesn't mean there aren't challenges to it, but the plan we put forward is -- can be resourced and can get done.

Having said that, this is an issue we have to actively manage and be proactive about for our business.

MR. MONDROW:  Fair enough.  And the same description, I assume, would then apply in respect of external work capacity?

MR. GEE:  Yes.

MR. MONDROW:  You are anticipating a greater volume of your work to be contracted out?  I think you went over some of that earlier --

MR. GEE:  Yes.

MR. MONDROW:  -- in respect to the Green Energy Plan in particular, and you referred to the ECAO interrogatory response, which we will come to in a few minutes.

MR. GEE:  Yes.

MR. MONDROW:  All right.  And so I take it that the balance of this work capacity evidence on page 3 of your work execution strategy, starting at line 9, which deals with external work capacity, is meant to communicate that, in addition to external resources, skilled resources for electrical contracting work are becoming scarcer, and, therefore, as you say, there is some element of proactive management required in order to execute your Green Energy Plan and the other work you have to execute in the same time frame?

MR. GEE:  Yes.

MR. MONDROW:  Okay, great.

So we asked you about your strategy to address that, and for that I would like to take you to the interrogatory response for ECAO's interrogatory, which is Exhibit H, tab 11, schedule 1.


And, in particular, in part (c), we asked -- we noted that:

"The evidence posits that all categories of external resources are becoming hard to contract as North American demand increasingly exceeds available supply."

That is lifted from your evidence.  Then we asked you:
"Please detail any Hydro One policies or initiatives to maintain or enhance the quality and quantity of available external electrical design, engineering, and construction work resources."

And that was part (c) of our question, and if I could paraphrase and ask for your comment on part (c) of your answer, I gather that the way you are addressing the shortage of qualified resources is to promote participation in training programs, that is, formal instruction programs, and you referred to the hiring hall and, excuse me, apprenticeship programs to increase the availability going forward of skilled labour.  Is that a fair paraphrase?

MR. GEE:  Yes.

MR. MONDROW:  All right.

We also asked you, in part A of the same interrogatory, to provide any written Hydro One policies regarding contracting out of electrical design, engineering and construction work.

In response, you said you don't have any such policies.

And I just want to take you back, then -- I accept that answer but I want to take you back to something you said in the evidence about that, which again is your work execution strategy exhibit, which is tab -- Exhibit A, tab 14, schedule 8.

If my notes are right here -- oops, they're not.  Sorry, bear with me for a second.  I am hesitating because something doesn't make sense in my reference.

It must be in the Green Energy Plan.  Just bear with me for a sec.  I apologize, Madam Chair.  I will find this reference in a second.

I'm sorry.  I was right, it is your work execution strategy but I had the wrong page number.  It is Exhibit A, tab 14, schedule 8, page 3.

At the bottom of page 3, starting at line 24, the evidence says:

"Hydro One Distribution is implementing fully integrated work planning methods that balance and optimize the use of internal and external resources."

So I gather from your interrogatory response, those methods aren't documented but I wonder if you could explain to us, then, basically how that optimization is designed to work.

MR. GEE:  I think I am pausing because I think we're talking about two different things a little bit.

I think one is a development need for the industry as a whole in all of North America around resources and technical staff that are needed for the industry going forward.  And we've talked a little bit about this.

This specifically talks about -- really tries to describe the constraint process Mr. Van Dusen talks about.

We have ideal asset needs that we want to do.  We've got to then decide we're going to plan and put forward a plan that can be executed because we have internal resources, because we believe there are external resources that can be used, there's external contracting, external engineering firms that we can get outages, that we can get material.

So in A14, schedule 8, the integrated process we're talking about is that we're not putting forward a work plan that has a hole in it at any of those aspects, that it is integrated in considering them all.

MR. MONDROW:  Well you talk about work planning methods, what are those work planning methods?

MR. GEE:  It's the process where we start to look at constraints.  Mr. Van Dusen described the asset planners creating their asset planning document, putting their planning program together.  And documenting any resource constraints that they were aware of.

And as part of that is a discussion with the services organizations and what's going, how the work will get done, what's the availability, and that discussion would include what the external community would be.

One of the examples that we've been developing over the few years is engineering capability around protection and controls, some of the distribution generation pieces that engineering construction can do.

So as the work with that external community and building up that capability happens and we have more contractors that can do that work, we're able to increase the work program in that area and put it forward as a plan.  So that's talking about that integrated approach, rather than saying, Here's a plan and oh by the way there is a hole in it and we can't get it done.

MR. MONDROW:  In addition to the training and the apprenticeship programs we talked about, can I take it from your response that kind of proactive and thoughtful engagement of the external skilled community is used by Hydro One to ensure that the external community has the necessary skills and familiarities to help you address your challenges in respect of your work programs, both your green energy work programs and your other programs; is that fair?

MR. GEE:  It is probably not the best description, because ...

MR. MONDROW:  I kind of liked it, but okay, you give me yours.  Probably not as accurate as yours.

MR. GEE:  I would suggest that the marketplace and the market itself takes care of that.

If we have RFPs out to do work and have people have certain requirements and skills, we will have people coming to us who have some or all of those capabilities.

And as they understand that there is work available, they will do some of that development.  They will bring that capable and they will partner in the whole enterprise in building that up.

What we may end up with, which would be closer to your description is a contracting community that comes a long ways towards what we need, but not all the way.  And being the only vendor that's there, we may work with them to close the gap.

So I wouldn't say we're all altruists.  We're not as honourable as you're suggesting here, we're really letting the marketplace do it, but we are working with them to help building that development.

MR. MONDROW:  All right.  Would you agree with me this far, that the availability of external resources is an important consideration and a factor that you continue to pay attention to in doing your own work planning; is that correct?

MR. GEE:  Yes.

MR. MONDROW:  Okay, that's great.  And would you agree with me that another result of judicious contracting out is that you obtain cost efficiency in respect of your work programs?

MR. GEE:  Yes.  Cost is a critical factor.  However, there's many other factors that come to play in here.

And we're really looking at -- we have a selection criteria, we've decided on what's important and where we're going.  Cost is a very important factor but that in itself isn't the only reason.

MR. MONDROW:  No.  But you do get cost-effectiveness in some measure from judicious contracting out policies?

MR. GEE:  If we do it judiciously, yes, absolutely.

Having said that, we also get into a scenario where the contracting situation may not be the most cost-effective.  It isn't the cheapest, but it is the only resource available and now you are trying to decide, is it worth doing that or waiting until you build up some other alternative?

So it is my caveat that contracting is sometimes considered as the cheaper option, and that's not always what we find unless we do it as you suggest, which is judiciously.

MR. MONDROW:  But you do find it sometimes?

MR. GEE:  Yes.

MR. MONDROW:  And you use it as a tool to maximize cost efficiency, among other objectives?

MR. GEE:  We use it as part of our overall business values like everything else, and cost is a very important factor but that in itself is not the only reason.

MR. MONDROW:  But is it one of the reasons?

MR. GEE:  It is one of the reasons.

MR. MONDROW:  Thank you.

MR. GEE:  It can be one of the reasons.

MR. MONDROW:  Well let's just -- let me take you to part of your evidence on your execution plan here.  So again, I am still in Exhibit A, tab 14, schedule 8.  I am looking at line 18 on page 3.

And if I read that in, it says:
"Hydro One Distribution continues to proactively pursue labour cost efficiencies."

And then -- so we're talking about labour cost efficiencies and then there are a number of factors in parenthesis, the second factor is outsourcing.  So I took it from that in some circumstances, outsourcing can create cost efficiency.  I am just asking whether you agree with your evidence in that respect.

MR. GEE:  It can create cost efficiencies.

One of the things I think this is also trying to say is, this is one of our means of learning.

We will deal with many parties, other utilities, and the more parties you get involved with, the better your opportunity is to see how your practices compare how you are doing it.

So part of what we're trying to describe there is the more observations you have, the more you learn, and we can use that ourselves to continuously improve ourselves.

MR. MONDROW:  And vice versa.  I would imagine that the contracting community at large can learn from the sorts of work that Hydro One contracts out, in particular, this kind of leading-edge Green Energy Plan sort of work; is that fair?

MR. GEE:  I would suggest that that is what they're doing.  However, that's not our intent -- is not one of our selection criteria as go forward, typically.

MR. MONDROW:  Fair enough.  But is it a benefit of contracting out that you then have an external work force that is able to step up and meet your requirements as you get into these new types of distribution system development activities?

MR. GEE:  I guess having a marketplace that had many participants, many skilled people, would provide the opportunity to have more selection, and more selection would be good here.

I think that the current state of the industry and where we're going, it is not one of the primary interests that we're driving.  It may be a residual benefit, if it happens; and, if it does, that is a good thing I guess.

But that's not what we're driving to do here, because at this point we decided that's not what we need to do.

MR. MONDROW:  Are you going to rely exclusively on your internal work force, then, for all of these kind of future skills?

MR. GEE:  No.  We will be contracting work, and, as I've talked about, we're really expecting that the market in itself and the contractors will make the investments needed.

And to the extent -- I don't see us being significant players in that.  We may create some residual opportunities, and if that happens, that's great, because we are driving to our primary need.

But we don't see being a party of enhancing and leveraging the marketplace.  We will leave that to the market itself.

MR. MONDROW:  So in 2011, you are going to spend $78 million on external resources.  That seems to me to be a pretty significant expenditure from the perspective of the Ontario electrical contracting community.  Wouldn't you agree with that?

MR. GEE:  Could we get a -- could I just --

MR. MONDROW:  Sure.  That's Exhibit H, tab 11, schedule 1.  This is the table you spoke of earlier.  I think you drew Mr. Crocker's attention to it, if I recall correctly.

MR. GEE:  Yes, that's correct.

MR. MONDROW:  What I read from this table is that your contracting costs for external labour are going up significantly between 2008 and 2011.  To be clear, my client doesn't think that is a bad thing.  We actually think that is a good thing.

And it seems to me that these costs signal that Hydro One's external contracting activities are a significant source of work and I would suggest skills development for the contractor community in Ontario.

MR. GEE:  That very well may be, yes.

MR. MONDROW:  All right.

MR. GEE:  My only comment is that's not why we're doing this.

MR. MONDROW:  Okay.  Perhaps it should be, but we can deal with that, I guess, in our final submissions.

MR. GEE:  Fair enough.  I think when you look at our business values, they're the things that are driving us.  And right now we believe, if there was a certain scenario where we thought there was a work plan that was essential and could not be resourced by any other means, including a marketplace, we would probably take a different tact.

But I think what we see is we're expecting the external community with their expertise to be able to respond and deal with this, and we don't see that we're going to have to be a large facilitator in that happening.

MR. MONDROW:  You think they're ready to do that on their own, basically?

MR. GEE:  We believe they're ready.  We believe they can grow into this, and we are counting on them to do so.

MR. MONDROW:  Fair enough.  I did want to ask you a couple of questions about your collective agreements and the extent to which the contracting-out clauses in those agreements, which you provided in response to our interrogatory, impact your contracting-out activity.

Now, I know there will be a panel 4, which may be the appropriate panel, so just before I launch into those, maybe I could just ask either you or your counsel whether I should -- these are just to understand the provisions in those excerpts that you provided on the record and to discuss the impact of those.

I am happy to do it here, but to the Chair's earlier point, I don't want to repeat my questions.

MR. ROGERS:  Panel 4.

MR. MONDROW:  Panel 4.  Thank you for that, after that long introduction.  So that's fine.  I will be here for panel 4, and that concludes my questions for you gentlemen today.

Thank you very much.  Thank you, Madam Chair.

MS. NOWINA:  Thank you, Mr. Mondrow.  I believe that will complete our cross-examination for today.

Mr. Rogers, I see your finger on the button.

MR. ROGERS:  Yes.  I just wanted to advise the Board that my client has been through the transcript and I will be providing this evening a typewritten list of items that they would like to have redacted for your review.

MS. NOWINA:  All right.  Thank you, Mr. Rogers.

We are adjourned until 9 o'clock tomorrow morning.

--- Whereupon the hearing adjourned at 3:54 p.m.












REDACTED


PUBLIC








PAGE  

