
[image: image1.jpg]) SIC PERMANET

| _rocus | 4
Ontario

VT INCEPIT

2\




ONTARIO

ENERGY

BOARD
	FILE NO.:
	EB‑2009-0139

	

	VOLUME:

DATE:


	3
February 8, 2010
Howard Wetston
Gordon Kaiser
Ken Quesnelle
	Presiding Member and Chair
Member and Vice-Chair
Member


EB-2009-0139
THE ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998, S. O. 1998, c. 15, Schedule B;
AND IN THE MATTER OF an application by Toronto Hydro-Electric System Limited for an order approving just and reasonable rates and other charges for electricity distribution to be effective May 1, 2010.
Hearing held at 2300 Yonge Street,

25th Floor, Toronto, Ontario,

on Monday, February 8th, 2010
commencing at 9:30 a.m.
--------------------

VOLUME 3
--------------------

BEFORE:

HOWARD WETSTON

Presiding Member and Chair

GORDON KAISER

Member and Vice-Chair

KEN QUESNELLE

Member
DONNA CAMPBELL
Board Counsel
TED ANTONOPOULOS
Board Staff
MARTIN DAVIES
MARK RODGER
Toronto Hydro-Electric System

JOHN VELLONE
Limited
MURRAY KLIPPENSTEIN
Pollution Probe

ROBERT WARREN
Consumers Council of Canada (CCC)

DENNIS O'LEARY
Smart Sub-Metering Working Group

SHELLEY GRICE
Association of Major Power Consumers of Ontario (AMPCO)
PETER FAYE
Energy Probe Research Foundation

RANDY AIKEN
Building Owners and Managers Association (BOMA)
JAY SHEPHERD
School Energy Coalition (SEC)

MICHAEL BUONAGURO
Vulnerable Energy Consumers' Coalition (VECC)

1--- Upon commencing at 9:30 a.m.


1Preliminary Matters


2TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 3


C. McLorg, D. Seal, Previously Sworn

D. Grant, Sworn

     2Examination by Mr. Rodger


     7Cross-Examination by Mr. O'Leary


52--- Recess taken at 11:00 a.m.


52--- On resuming at 11:23 a.m.


     53Cross-Examination by Mr. Buonaguro


     58Re-Examination by Mr. Rodger


     59Questions by the Board


67SMART SUB-METERING WORKING GROUP - PANEL 1


P.Q. Hanswer, Affirmed

     67Examination by Mr. O'Leary


     87Cross-Examination by Mr. Rodger


107--- Recess taken at 12:49 p.m.


107--- Upon resuming at 12:56 p.m.


     112Cross-Examination by Mr. Buonaguro


     120Questions by the Board


127Procedural Matters


128--- Whereupon the hearing concluded at 1:30 p.m.




2EXHIBIT NO. K6:  PRODUCTION BRIEF OF THE SMART SUB-METERING WORKING GROUP.


110EXHIBIT NO. K7:  DRAFT OF BILL 235



NO
NO UNDERTAKINGS WERE FILED DURING THIS PROCEEDING
Error! No table of figures entries found.


Monday, February 8, 2010

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

MR. WETSTON:  Good morning.  You may be seated.

Mr. Rodger.

MR. RODGER:  Good morning, Mr. Chairman.

MR. WETSTON:  Good morning.
Preliminary Matters:


MR. RODGER:  Just one preliminary matter before we start with the next panel, and that is I have handed out responses to the undertakings that earlier panels gave last week.  So this morning I have filed responses to undertaking J1, undertaking J2, and undertaking J3.

MR. WETSTON:  Thank you, Mr. Rodger.

MR. RODGER:  I think Mr. O'Leary has one matter he would like to speak to, sir.

MR. WETSTON:  Thank you.

MR. O'LEARY:  Good morning, Mr. Chair.  I just thought, as a housekeeping matter, I might, at the start of today, ask that you mark a brief that we have circulated to the Board and to the other parties entitled, "Production Brief of the Smart Sub-Metering Working Group".  Perhaps we could give that an exhibit number.

MR. WETSTON:  Sure.

MR. O'LEARY:  I should note that despite its thickness, it is not my intention to walk everyone through every page in that book, but it is intended to be a complete compendium, if I can put it that way, of the materials that are in Toronto Hydro's rate application and some of the other materials that I will be taking the panel to.

MR. WETSTON:  I am sure it will be quite helpful, thank you.

MS. CAMPBELL:  That will be K6.
EXHIBIT NO. K6:  PRODUCTION BRIEF OF THE SMART SUB-METERING WORKING GROUP.

MR. WETSTON:  Thank you.

MR. RODGER:  And with that, Mr. Chairman, Toronto Hydro is ready to proceed with its next panel on the suite metering issue.  Mr. McLorg and Mr. Seal you have already seen at earlier panels at this proceeding, and they remain sworn.

I would ask Mr. Grant to go forward to be sworn in.
TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 3

Colin McLorg, Previously Sworn


Darryl Seal, Previously Sworn


David Grant, Sworn
Examination by Mr. Rodger:

MR. RODGER:  So, as I said, Mr. McLorg and Mr. Seal already appeared at earlier panels.  I will ask you, Mr. Grant, you are the manager of meter operations customer services at Toronto Hydro-Electric System Limited?

MR. GRANT:  Yes, that's true.

MR. RODGER:  And your CV has been provided to the Board last week as Exhibit K4?

MR. GRANT:  That's correct.

MR. RODGER:  And, panel, was the application and supporting materials prepared by you or under your supervision?

MR. SEAL:  Yes, it was.

MR. GRANT:  Yes.

MR. McLORG:  Yes, it was.

MR. RODGER:  Is the evidence before the Board today, to the best of your knowledge, an accurate reflection of the company's affairs?

MR. GRANT:  Yes.

MR. SEAL:  Yes.

MR. McLORG:  Yes.

MR. RODGER:  Do you each adopt it as your own evidence in this proceeding?

MR. SEAL:  Yes.

MR. GRANT:  Yes.

MR. McLORG:  Yes.

MR. RODGER:  And is there any update or correction to the evidence you would like to make at this time?

MR. GRANT:  Yes, there is one update.  I believe it was just passed out this morning.  It's a blue page, a single page, Exhibit D1, tab 3, schedule 1 with today's date.

It was intended to be part of a package that was distributed on December 7th, 2009, but this one sheet was overlooked.  And the correction is on line 6.  The sentence should read, as it now does:
"The increase is primarily due to higher operations cost due to an expanding work force and an increase in infrastructure rebuild costs."


MR. RODGER:  Mr. Grant, I don't have the original before me.  What was the change in that line?

MR. GRANT:  It used to read, "and an increase in external vendor costs related to suite metering", which wasn't correct.

MR. RODGER:  Okay, thank you.

All right.  Now, panel, I take it that you have read the evidence prepared by Mr. Hanser entitled "Prefiled Evidence of the Smart Sub-Metering Working Group"?

MR. SEAL:  Yes, we have.

MR. RODGER:  You will be aware that this evidence was revised late last week?

MR. SEAL:  Yes.

MR. RODGER:  Now, Mr. Seal, from pages 7 to 10 of Mr. Hanser's report, he estimates the revenue sufficiency or deficiency with respect to Toronto Hydro smart meters, and on page 10 of the report at paragraph 21, Mr. Hanser concludes:
"Whether viewed from an incremental standpoint for 2010 or viewed cumulatively, it appears that Toronto Hydro-Electric System Limited is not recovering sufficient revenues from its suite metering customers to offset the increased capital and OM&A expenditures associated with the installation and operation of the suite meters.  Thus, it appears that THESL is cross-subsidizing its suite meter program through revenues from other customers."

Mr. Seal, do you agree with this conclusion?

MR. SEAL:  In short, no, I do not agree with this conclusion.  Mr. Hanser's evidence is not a cost-of-service study for this suite meter customers.

The conclusion that he reaches is based on OM&A details for the entire residential class, including suite meter customers, and assumes incremental costs which are already part of the OM&A data he uses.

In our evidence, there is no specific cost-of-service detail to be able to determine cost-of-service for the suite metering classes, so perhaps in fairness, Mr. Hanser could not do such a study.  So we do not agree with his conclusion.

I would also add that even if there was evidence to suggest cross-subsidization, it is not at all clear, to us, that the suite meter customers deserve a separate class.

The residential class, which is where we have our suite meter customers, is a fairly homogeneous class, but within that class there are a lot of different customers that have different costs associated with them.

For example, the cost of serving overhead customers versus underground served customers is different.

So we consider the suite meter customers residential customers part of the entire residential class, as other LDCs do, as well.  And in the past, the Board has accepted differences within that class for consistent treatment of residential customers for ratemaking purposes.

MR. RODGER:  Now, turning to you, Mr. McLorg, on the topic of suite metering costs, even if it were determined that a cost study on this topic should be performed, what is your view on whether Toronto Hydro should undertake such a study as a result of this proceeding?

MR. McLORG:  THESL takes the view that it would be inappropriate for it to conduct an independent study at this time, in view of the Board's policy on this matter.

I can refer the Board to its decision dated July 27th, 2009 in the PowerStream case, which was Docket No. EB-2008-0244.  On pages 6 and 7 of the majority decision entitled "Which Way Forward", the Board referenced the 2007 Toronto Hydro decision under Docket No. EB-2007-0680.

In that hearing, the Board decided, and I quote:
"At this time, for the purposes of this Decision, the Board will not consider differentiation in metering costs to be a pivotal consideration in entertaining the separation of the existing residential class or to direct the institution of contributions, capital or otherwise.
"This is an issue that requires consideration in a more generic proceeding with appropriate notice to the effected parties, directed toward rate design and cost allocation."

And that appeared in the decision of the Board at page 20.

The Board then goes on to conclude at page 7 of the PowerStream decision that, quote:
"In the Majority Panel's view, it would be advisable for the Board to take a generic approach in addressing this matter."


THESL agrees with the majority panel's decision in this matter.  Since the issue is generic to all Ontario LDCs, if the Board wants to pursue cost-of-service studies, cost allocation and rate design matters for suite meters, it should do so in the context of a generic proceeding.

MR. RODGER:  Finally, Mr. McLorg, what is your response to the assertion that this whole question of suite metering would be resolved if the LDC - the regulated distributor, that is - was prohibited from carrying out this activity within the LDC; that is, that suite metering should only be done through an affiliate corporation?

MR. McLORG:  THESL strongly disagrees with that statement and we believe that the Board does too.

At section 5.1.9 of the Distribution System Code and in the PowerStream decision I have just referenced, the Board made it absolutely clear that Ontario LDCs are permitted, and in some circumstances required, to do suite metering from within the regulated utility.

MR. RODGER:  Thank you, panel.  Thank you, Mr. Chairman.

This panel is now available for cross-examination.

MR. WETSTON:  Thank you, Mr. Rodger.  Mr. O'Leary.
Cross-Examination by Mr. O'Leary:


MR. O'LEARY:  Thank you, Mr. Chair.

Just picking up on one of your statements, Mr. McLorg, and your reference to the Board's decision in the last Toronto Hydro rates case and suggestion that questions that have been raised here should be raised in a generic proceeding.

My first question to you is simply this:  In your service territory, would you agree with me that more than any other LDC service territory you have, by far, the largest number of potential new customers being potential conversions from existing bulk metered situations than any other service territory?


MR. McLORG:  I think that is a fair statement in absolute terms.  Whether it is a proportional matter, I don't know.

MR. O'LEARY:  All right.  And would you also agree with me that the lion's share of the development growth in new condominiums is taking place in the City of Toronto and therefore your service territory?


MR. McLORG:  I think that is fair as well.

MR. O'LEARY:  Right.  So if in fact we had a generic proceeding, the implications of that generic proceeding would be the greatest for Toronto Hydro, would they not?

MR. McLORG:  I am not sure that I agree with that, because I think the generic proceeding would determine policy and the policy would be uniform presumably throughout the province.

MR. O'LEARY:  Fair enough.  It is a fairly simple and I think straightforward answer, just that if that policy was to determine that it is appropriate for LDCs to undertake these activities within an affiliate, you will be affected more than any other.  Correct?

MR. McLORG:  In what dimension, Mr. O'Leary?

MR. O'LEARY:  One that you would have that much larger a program that's been placed in an affiliate than any of the other LDCs.

MR. McLORG:  Well maybe it is a matter for argument.  I don't want to quibble with you here.

MR. O'LEARY:  Thank you.  Could I ask you to start by -- and Mr. Grant, it may be a question for you and I don't want to presuppose who should answer this, but just to give us an understanding a little more of what it is that you offer and what it is that a developer of a new condominium has, in terms of the options.

If I could turn you to tab number 4 of Exhibit K6.  Under that tab you will see, Mr. Chair, that we have actually attempted to paginate in the upper right hand corner every one of the pages.

If I could turn you to page 85.

MR. GRANT:  Excuse me, Mr. O'Leary, I don't have that exhibit with me.  The one you just passed out?

MR. O'LEARY:  There is the book that was marked this morning, it was actually circulated I believe last Wednesday and we did forward copies over to your counsel.

MR. GRANT:  Can you please repeat the reference?

MR. O'LEARY:  Sure, tab 4 and we go to page 85.  This document is entitled, "Project plan for individual suite metering and condominium buildings."  If you look at the upper right-hand corner, you will see that it was filed as part of your case in EB-2007-0680, which was your 2008 and 2009 rates case.


MR. GRANT:  That's correct.

MR. O'LEARY:  All right.  As I understand it, if I could just state or call it this, it was really your business plan for suite metering?

MR. GRANT:  It was a draft.  It was never formally approved.  It was a proposal that was put together by Toronto Hydro staff.

MR. O'LEARY:  All right.  If I could take you over to page 87, which is just the next page, there's a discussion then about the two types of meters that are available for a new condominium, and the first is a traditional style meter installed in meter centres or meter sockets.

And in that, are referring to what lay people like myself that have a home would consider the smart meter type of socket meter that you would put on the side of your house?

MR. GRANT:  Yes, that's correct.

MR. O'LEARY:  All right.  Are those meters compliant with regulation 442 under the Electricity Act?

MR. GRANT:  They are smart meters, yes.

MR. O'LEARY:  All right.  So if a developer was to ask you to install smart meters, you could install those types of meters, could you not?

MR. GRANT:  We could and have done so.

MR. O'LEARY:  All right.  And the alternative, if I could flip you then over to page 88, to paragraph number 2 right at the top, are integrated metering and in your case, I understand you use a...

Sorry.  We are on.  We are just learning.

The alternative type of smart meter is an integrated meter and I believe they use a Quadlogic-type meter?

MR. GRANT:  That's correct.

MR. O'LEARY:  All right.  And can I understand a little bit more about that.  That is not your typical large box with a meter socket in it.  That is a panel and it has a number of suites that are actually served by that particular panel?

MR. GRANT:  That's true.

MR. O'LEARY:  And I understand that in some instances, you may have one meter room that serves the entire condominium or there may be a meter room on every other floor or every third floor but something of that nature?

MR. GRANT:  Yes.  There is a variety of different arrangements depending on the building design.

MR. O'LEARY:  One of the benefits of that configuration is the fact that it takes up significantly less space than the regular smart meter on the wall?

MR. GRANT:  That is true.

MR. O'LEARY:  All right.  And indeed that was something that your -- the authors of the document, your business plan back in 2008 or 2007, noticed.

If I turn you to the bottom of page 87, what you state there is:
"Builders, developers in general, will not be agreeable to giving up rentable space for the traditional meter installations."


I suggest -- that suggests to me, Mr. Grant, and correct me if I'm wrong, in fact there is some financial benefit to the developer by the space savings by including the integrated meters?

MR. GRANT:  Yes.

MR. O'LEARY:  All right.

So they can either do one of two things.  They can either reduce the size of their footprint and thereby save construction costs or they can actually sell that space to a prospective unit owner or use it for common elements and therefore add different benefits, amenities to the prospective customers of the building; correct?

MR. GRANT:  I'm sorry, I didn't understand the question.

MR. O'LEARY:  I'm suggesting that the result of the space savings, the financial benefit in concrete terms can amount to one of two things.  Either one, it means they have to build less space; correct?  You have to say yes or no.

MR. GRANT:  Yes, yes.

MR. O'LEARY:  Thank you, just for the court reporter.  I can see you nodding.  And the alternative is there is more space to sell to prospective unit holders correct.

MR. GRANT:  Correct.

MR. O'LEARY:  That means there is actually a financial, monetary benefit to the condominium developer by putting in the integrated meters versus the regular smart meters; correct?

MR. GRANT:  That's my understanding, yes.

MR. O'LEARY:  All right.  Have you done any sort of analysis as to what is the value of this amount to the developers?


MR. GRANT:  No, Toronto Hydro has not.

MR. O'LEARY:  All right.  So you have not tried to compare the benefit to developers, the new condominium developers with the amount that you are actually paying for these meters?

MR. GRANT:  No, we have not.

MR. O'LEARY:  All right.  If I could now turn you to, it's at tab 4, page 44.  It is a response of Toronto Hydro to the smart meter sub-metering working group's Interrogatory No. 7.

We asked you to produce a copy of the agreements that you use for the purposes of your suite metering program.

One of the documents you attached was entitled, "Smart meter installation and service agreement".  This is at page 44.


MR. GRANT:  That's correct.

MR. O'LEARY:  All right.  If I could walk you through this, then, just so I understand.  This is an agreement that would be signed between Toronto Hydro and it's either the developer which is a corporation, incorporated under the laws of Ontario or a condominium corporation so it could be either.

MR. GRANT:  That is true.

MR. O'LEARY:  All right.  So if it is a condominium corporation, it is already an existing building?

MR. McLORG:  Yes, that's correct.

MR. GRANT:  Yes.

MR. O'LEARY:  Thank you.  If I go over to page 45, the term of the agreement, section 4.1 speaks to an initial term of three years.

MR. GRANT:  Yes, it does.

MR. O'LEARY:  All right.  Then if the condominium hasn't terminated at the end of three years, then there is an automatic renewal of, for another three years, that is section 4.2?

MR. GRANT:  Yes, that's correct.

MR. O'LEARY:  All right.  Then what you agree to do is set out in section 5, where you say that:
"Toronto Hydro shall design, supply and install a smart meter system at the building as described in schedule 1 at no cost to the customer."

So let me just stop there, because I am going to take you to schedule 1 in a second.  So you are saying in your standard form documents that, Regardless of the situation, we are going to do it at no cost to the developer?

MR. GRANT:  That's not quite true.  There are exceptions.

MR. O'LEARY:  I see, all right.  Have you identified any in your prefiled evidence?

MR. GRANT:  I believe in a reference -- give me a moment.  Page 51 of your document.

MR. O'LEARY:  We're talking about schedule 1, so this is the work?

MR. GRANT:  Yes.

MR. O'LEARY:  All right.

MR. GRANT:  The last paragraph under section 1:
"If more than one smart meter is required for any residential or retail suite in the building, such smart meters will be supplied and installed at cost to the customer."

MR. O'LEARY:  All right.  So let's just see.  That's in addition to the things you're going to supply according to the statements above that.  So let's just look at that very subsection:
"Toronto Hydro will provide at no cost to the customer, first, one smart meter per residential or retail suite in the building."

MR. GRANT:  Correct.

MR. O'LEARY:  Right, "and one meter point for the common area."

MR. GRANT:  Yes.

MR. O'LEARY:  "...and a meter point to measure the total load of the building."  I would call that a bulk meter.  Is that a fair description, but it is similar?

MR. GRANT:  It is referred to in different ways, but, yes, that's true.

MR. O'LEARY:  All right.  So every unit in the building is going to be metered, and what you're saying is that you will charge something, if they want to double or triple meter some particular unit.  Isn't that all that that is saying?

MR. GRANT:  Essentially, yes.

MR. O'LEARY:  All right.  If we continue on, part of the work that's being done at no cost to the customer is, under sub 2, components of the smart meter system, and there's reference to the Quadlogic MiniCloset and Scan Transponder, and I don't profess to understand all of the technical needs for this, but that simply identifies the hardware you are using, I understand?

MR. GRANT:  Yes.

MR. O'LEARY:  And then the sub 3 is the installation work.  And your responsibility, Toronto Hydro, again at no cost to the customer, will be to design, construct, test, undertake project management, do the inspection and the commissioning of the system.

So this is all installation work?

MR. GRANT:  That's true.

MR. O'LEARY:  Okay.  If we flip back, we will see from page 45 that there then are the post-installation services.  And under paragraph or section 6, the services are described in schedule 2.

And, again, you say in 6.2:
"The services shall be performed by Toronto Hydro at no cost to the customer."

Is that fair to say?

MR. GRANT:  Yes.

MR. O'LEARY:  If we flip over to page 52, we see that the smart meter services are all identified there, and they include data acquisition, data storage, operations, maintenance, troubleshooting, repair work to maintain the smart meter system.  Those are all things that, again, are being done at no cost to the developer?

MR. GRANT:  Yes.

MR. O'LEARY:  Just stop there for a second.  Are you familiar with the Distribution System Code, sir?

MR. GRANT:  In general terms, yes.

MR. O'LEARY:  All right.  You understand that where there is expansion work, that an economic evaluation is required?

MR. GRANT:  Yes.

MR. O'LEARY:  All right.  And the purpose of that economic evaluation is to forecast future revenues and see if they will match the anticipated capital costs and the future O&M as arising from the expansion work?

MR. GRANT:  Yes.

MR. O'LEARY:  You would normally include in that capital costs like the work that is set out in schedule 1?

MR. GRANT:  No, that's not true.

MR. O'LEARY:  You wouldn't include the capital costs of the meters in an economic evaluation?

MR. GRANT:  No, that's not true.

MR. O'LEARY:  All right.  How about schedule 2?  Would you include the type of costs associated with operations and maintenance in an economic evaluation?

MR. GRANT:  Not as a separate item, no.

MR. O'LEARY:  I know you are not doing it, not as a separate item, but it would be included in the economic evaluation?

MR. GRANT:  It is not part of the economic evaluation, except insofar as those activities are included in the overall services provided to all customers.

MR. O'LEARY:  All right.  I'm simply saying I understand you are not doing it as part of the economic evaluation for your suite meter program, but if it was another type of facility, if this was an industrial property, the capital costs of the meters for that industrial property and the future O&M of that property would be included in the economic evaluation, would they not?

MR. GRANT:  One moment, please.

[Witness panel confers]


MR. GRANT:  The economic evaluations do not include the costs for metering.

MR. O'LEARY:  But they do include any upgrade in the services that a person requests over and above the amount that is included in the connection costs, the parts that are embedded in rates; is that not correct?

MR. GRANT:  The connection costs, yes.

MR. O'LEARY:  All right.  But --

MR. McLORG:  If it is helpful, Mr. O'Leary, I think this does draw the distinction between connection and metering, which are two separate and distinct topics.

MR. O'LEARY:  All right.  Well, let's move on.  I am going to come back to an offer to connect specifically when we get into this discussion again.  But just to understand the contract, you are telling the developer that it is at no cost.

If we go to page 47, termination, you will recall that we have determined that the initial term is three years.  Section 12.1 refers to situations of the defaulting party.  Let's not worry about default.

12.2 gives Toronto Hydro the option to terminate.  12.3 relates to bankruptcy or insolvency.  And the section I am interested in is 12.5, which deals with upon the expiry of the term.  As I read this, as you look at sub 2, at the expiry of three years or a subsequent expiry term, if you go to the top of page 48:
"Toronto Hydro shall provide the customer with the opportunity to purchase the smart meter system on an 'as is, where is' basis at such price and upon such terms and conditions as may be agreed between Toronto Hydro and the customer at such time, or, in the event that the customer does not purchase the smart meter system, then Toronto Hydro shall have the right at its expense to remove the smart meter system installed at the building and return the building to a bulk meter system."

Am I correct in understanding that at the end of three years, if a developer or a condominium corporation said, We don't like the service being provided, thanks for coming out, but we don't want to deal with you any longer, that you are contractually obligated to remove the equipment at your expense?  Is that correct?

[Witness panel confers]

MR. GRANT:  I'm not a lawyer, but the wording here, to my reading, says that Toronto Hydro would remove it at our expense.

MR. O'LEARY:  All right.  So you've put in the system, apparently, as I read it, at your expense, and then three years later you are going to remove it at your expense.

I presume that there are costs associated with the removal of equipment?

MR. GRANT:  Yes.

MR. O'LEARY:  And undoubtedly there will be portions of the equipment that may be left behind, wires in the walls, et cetera?

MR. McLORG:  That would typically be part of the common element, Mr. O'Leary.

MR. O'LEARY:  Right.  But there may be some stranded costs left behind?

MR. GRANT:  We haven't encountered this case, so I am not sure what pieces of equipment might have to be left behind.

MR. O'LEARY:  All right.  Let me appeal to your common sense.  As a commercial matter, will you consider this a reasonable setup?  You are going to install the equipment for free, at no cost to the developer, and then you are going to remove it in three years' time?  Is that a commercially reasonable term?

MR. McLORG:  Mr. O'Leary, Toronto Hydro will be reviewing the terms of these kinds of contracts in light of the evolution of the market in suite and sub-metering and there is nothing to say that this provision will remain the same.

MR. O'LEARY:  And nothing ever does remain the same.  But in terms of the world that my clients have to deal with right now, and whether or not they, as participants in a competitive marketplace, are able to compete with the term that promises everything at no cost, would you not agree that this is an extremely important and difficult term from the perspective of the smart sub-metering working group?  How can they match that commercially?

MR. McLORG:  One of the realities of the market is that we are offering these kinds of services to the developer, who is not the ultimate customer of the services provided by Toronto Hydro, the distribution services.

And so right away, a wedge is driven between the parties to this kind of transaction and the customer base from which Toronto Hydro recovers its costs.

Throughout you have been emphasizing, at no cost and so on.  But as a matter of fact it just means at no cost to the developer, who is merely a transient party in this.

MR. O'LEARY:  Well, can I turn you to page 54, Mr. McLorg, which is schedule 4 to the agreement.

This is the assignment.  And this is the document, if I may just summarize, that the developer agrees to cause the condo corporation to execute once the condo corporation is created.  Is that correct?

MR. McLORG:  I will take it at face value.

MR. O'LEARY:  All right.  Would you also agree with me that the purpose of this assignment agreement is to then, contractually commit the condominium corporation to the terms of the earlier looked at smart meter installation and service agreement?

MR. McLORG:  Well, neither am I a lawyer, but I will take that subject to check of our legal department.

MR. O'LEARY:  All right.  I look forward to hearing back from them, but I would suggest to you that 2.2 makes it quite clear that the condo corporation is assuming all of the rights obligations and liabilities under the smart meter agreement, and that includes the termination provisions; right?

MR. McLORG:  I see that, yes.

MR. O'LEARY:  So the condo corporation takes over after the building is built and within three years said, We don't want you any more, Toronto Hydro.  Thanks for coming out and you are obligated to remove your equipment.  In those three years, do you think that the people this that building, your customers, have paid down the costs of the equipment that have been installed?

MR. GRANT:  No, they would not have paid down, the depreciation is longer than three years.

MR. McLORG:  I would suggest, Mr. O'Leary, that is untested law in any case, because the contract that Toronto Hydro would then have with each individual customer of Toronto Hydro is not one that can clearly be overwritten by this one to the condo board.

If I, for example, contract with Rogers to supply my cable Internet in a condominium, the condominium board cannot void that contract unilaterally.  That is a contract between me and Rogers, not between the condominium board and Rogers.  So the condominium board can do what it likes with its own contract with Toronto Hydro.  And that would cover common areas, consumption.  But it doesn't -- it can't, in my understanding, override the contract between individual unit holders and Toronto Hydro.

MR. O'LEARY:  Well, just hold that thought, because I was going to ask you a question along those lines as I wanted to understand exactly what it is that is terminated.

But my question to you is simply this:  Is that in the real and tested world, if I'm a smart sub-metering provider and I go in to meet a developer or condominium corporation, and they hand me a copy of this agreement which says you'll do it all at no cost and you will even remove things in three years at no cost, how can I compete with that, realistically?

MR. McLORG:  That is not my issue.  That is up to you determine.

MR. O'LEARY:  That is the concern we have is because you are the regulated entity and you are in a competitive marketplace, you have to be concerned about this, and if not we have to ask the Board for their help.  Don't you understand that is important to those that are competing in a competitive marketplace?

MR. McLORG:  I understand that your clients will have interests that the marketplace be as favourable to them as it possibly can be.  That doesn't mean that the Board is bound by those considerations and Toronto Hydro behaves in accordance with its best understanding of the law and the codes that the Board has promulgated.

MR. O'LEARY:  Let me go back to the -- your point about termination and see if I understand this correctly.

If a duly-elected condominium board of directors holds a vote and the majority that is required to direct them to do something passes a resolution which says we want Toronto Hydro to no longer suite-meter this building, do you remove all of your system?  Or only those that relate to the common areas?

MR. McLORG:  We don't know how it would work out, Mr. O'Leary.  It has never happened.  And I suggest to you that it would be a case that requires legal analysis to determine whether the condominium board of directors has that power.

They clearly have it with respect to the common area which account is held by the condominium corporation.  It is not at all clear, in my mind, that the condominium board of directors can override individual contracts between individual unit holders and Toronto Hydro.

MR. O'LEARY:  Would you agree with me it doesn't clearly state that in the document?  That you may only be giving these termination rights to the common areas?

MR. McLORG:  I think that that is fair.  It may not indicate it as clearly as we would like, and these things are a work-in-progress.

MR. O'LEARY:  Have you said to any developer of a condominium corporation that your termination rights only relate to the common areas?

MR. McLORG:  I don't know that.

MR. KAISER:  Mr. O'Leary, before you go on.  In the contracts with the individual unit holders, is there anything dealing with termination rights?

MR. McLORG:  Typically, Mr. Kaiser, the contract we have with individual unit holders is an implied contract provided for in our conditions of service and the Distribution System Code.

It would be unusual for us to have a written contract with every residential customer that we have.  We may have them and I don't know one way or the other in specific cases, but I think the short answer to your question probably is nothing is explicit because the contract is implied.

MR. KAISER:  Thank you.

MR. O'LEARY:  Just one final question or two on this.  If I could turn you back, under the same tab, 4, to page 92 of Exhibit K6.  There is a table at the bottom of page 92 where there is an attempt by Toronto Hydro when they prepared their business plan, to assess the costs per suite.

I am going back to my earlier questions about the fact that you would be capable of installing a smart meter socket-type system in a building or the integrated.

If we look at the cost of the individual smart meters, the estimated cost per suite is $160.

Yet the integrated electronics smart metering is $550.  That was your estimate, at least back then?

MR. GRANT:  It was back then, yes.

MR. O'LEARY:  All right.  Now, am I correct in my interpretation and your understanding of regulation 442, that every condominium at any state of construction as of the date that regulation came into force, must now be smart metered or smart sub metered?

MR. McLORG:  It is not clear that 442/07 actually says that, Mr. O'Leary.  I know people have different views about that, but on a close reading it does not appear that 442/07 says that.

It does say, in the event that smart or sub-metering is installed in a building, under the direction of the developer or the condominium corporation, it shall be of a certain type.


But that is, in effect, the same kind of thing as saying if you drive a car, you must stop at a stop sign.  It doesn't direct that you drive the car.

MR. O'LEARY:  All right.  But it is your practice, as I understand it, to require every new condominium to be smart metered; correct?

MR. McLORG:  Our practice is under review right now, Mr. O'Leary.

MR. O'LEARY:  Well, a portion of the practice is under review, and I was going to ask you just a little bit about that.  But in terms of new buildings, you are taking the position that every new condominium should be smart metered; correct?

MR. McLORG:  It is Toronto Hydro's position that unit metering should prevail for all new buildings.  But it is unclear, at this stage, the degree to which that lies in our mouths or the degree to which that can be somehow directed by Toronto Hydro.

MR. O'LEARY:  Well, are you telling developers they have an option, that they don't need to in a new building install smart meters?

MR. McLORG:  Mr. O'Leary, that is part of remedy which will be discussed in another case.  But I can, for the benefit of the Board, advise that Toronto Hydro is, right now, taking a very close look at this.  We are reviewing our policies.

We are going to be making proposals in due course to the Board as to the matter of remedy in the suite metering compliance case.

I think that the thing that counts on a going-forward basis is what our policy will be as a result of the determination in that case.

MR. O'LEARY:  All right.

Your conditions of service suggest that the reason why you have adopted your suite metering policy is in the interests of conservation; correct?

MR. McLORG:  The currently existing conditions of service say that, yes, that's true.

MR. O'LEARY:  All right.  And I would presume that means that for the buildings that you convert - so we are talking about existing buildings that are currently bulk metered - you anticipate there will be some conservation benefits that flow from the installation of suite meters?

MR. McLORG:  That may or may not be the case, Mr. O'Leary, depending on the energy consumption characteristics of the building.

If I understood you correctly, you were just referring to conversion projects.

MR. O'LEARY:  Yes, yes.

MR. McLORG:  Okay.  In a conversion project, we may encounter a situation in which the bulk of the energy consumed in the building is intrinsically or inherently central.

And if that is the case, then the amount of load that is at the discretion of each unit holder is marginal.  And, in fact, it may be the kind of load that, apart from time of use characteristics, is hardly discretionary at all, since most people will not live without a refrigerator, for example.

MR. O'LEARY:  All right.  But you are not suggesting that your suite metering program and the province's conservation initiatives, when it comes to converting buildings, is all a waste of money, are you, Mr. McLorg?

MR. McLORG:  No, no.  I don't know how you draw that supposition, Mr. O'Leary.

MR. O'LEARY:  Well, maybe I misunderstood, but I thought you were attempting to play down the conservation impact of converting a building from a bulk to an individually smart metered situation.

MR. McLORG:  I'm simply saying that blanket statements are generally difficult to rely on, because if you refer only to an existing condominium building, without differentiating the cases where the load is highly at the control of unit holders versus being highly centralized, then it is difficult to make a meaningful blanket statement about all of those cases.

MR. O'LEARY:  Well, I accept, Mr. McLorg, that every building is going to have a slightly different profile and the results of individual metering in a conversion setting will change.  But you yourself, Toronto Hydro, makes the blanket statement in all of your advertising.  You talk about the conservation benefits of conversions; correct?

MR. McLORG:  Well, to be specific, and perhaps to clarify the record on this point, I don't think there is any dispute at Toronto Hydro that individual responsibility for your measured energy consumption is highly conducive to economizing on that consumption, and that you will recall from economics 101.

I think the question that is more pertinent here is whether or not, from a financial perspective, it makes sense to convert every existing condominium, and I think that the province was persuaded of the merit of not making that mandatory when these regulations were initially promulgated.

The drafts had a mandatory clause in them and that was removed, in my understanding, at the behest of many of the condominium boards and the Condominium Board Association.

MR. O'LEARY:  Does Toronto Hydro monitor, after a building has been converted, the impact on load to the building relative to what its usage was prior to the conversion?

MR. GRANT:  We don't monitor it directly in terms of providing analysis, but for those buildings where we have installed Toronto Hydro meters, we would have all of the data to do after-the-fact studies.  But to my knowledge, there are no studies that have been done.

MR. O'LEARY:  Well, do condominium corporations not ask you, Mr. Grant, What is the expected decline in load by me converting to suite meters?  And you can't provide them with an answer?

MR. GRANT:  I am not aware of what answers we provided for those questions.

MR. McLORG:  That's not a trivial matter, Mr. O'Leary.  First of all, you would have to compare an observed consumption to something that is inherently unobservable, which is:  What would the consumption have been otherwise?

So I think it is -- you know, to use your term, it is common sense to think that people will economize.  But as a condominium board of directors has to be aware, although the total bill for the building could decline - and I think it could be reasonably expected to do so - its responsibility is to each unit holder, and it can't provide any kind of assurance to each and every unit holder that his or her bill will decline, as well.

That depends entirely on that unit holder's behaviour.

MR. O'LEARY:  Thank you, Mr. McLorg.  That is all I was looking at, is that it is reasonable to expect the bill for that building to decline.

Would you also agree with me that when you are talking about a conversion, that it is a more complicated and usually more costly situation to convert to a suite metering situation than it is for a new building?

MR. GRANT:  That's not Toronto Hydro's experience so far.

MR. O'LEARY:  It's not?  But it is what you thought was going to be the case when you wrote the business plan.  If I could turn you to page 88 of tab 4 under the heading "Retrofitting Existing Bulk Metered Buildings", in fact what you identified for the Board at that time was that retrofits will likely be substantially more difficult and costly than to install individual metering in new buildings?

MR. GRANT:  That's what we anticipated, but that has not been our experience.

MR. O'LEARY:  All right.  If I could then turn you now, please, to tab 7 of Exhibit K6?

Actually, before I take you there, while we're talking about this subject area, if I could turn you to tab 8 instead.

These are several interrogatory responses that have been reproduced from the 2008/2009 rate case.  The question asked here by Board Staff relates, under question 4.7(a)(ii), bulk metered conversions to smart meters.

To put it in context for both the panel and yourself, as I understand matters, when Toronto Hydro initially did its forecast for conversions, there was a draft regulation that was circulated, and that contemplating setting a deadline for all condominiums to be converted by some point in 2010.  And subsequent to that, the regulation changed and the deadline for existing condos was withdrawn.

So in fairness to Toronto Hydro, you revised your numbers downwards.  But if I could turn you to page -- the second page of that interrogatory response, in the third line, it identifies the conversion of bulk metered buildings.

You will see that, in each of the years 2007 through 2010 inclusive, you have included at that time a number, being your target for conversions, and they range from 1,920 in 2007 to 9,420 in 2010.

I add all of those up and, as I understand your position, that is you were targeting for conversions only, 22,949 by the end of 2010.  Am I correct in my interpretation of that response?

MR. GRANT:  No, you are incorrect, sir.

MR. O'LEARY:  How is that?

MR. GRANT:  Despite the title of conversion of bulk metered buildings, it doesn't refer strictly to retrofits.  That's a combination of new and retrofit installations.

MR. O'LEARY:  I see, okay.

Then was that something that was corrected at the time?

MR. GRANT:  I think it is just a matter of the terminology.  At the time this was written, the norm was bulk meters, both for new and retrofits.

MR. O'LEARY:  All right.

MR. GRANT:  And it is an unfortunate term, the word "conversion," but it is referring to both new installations being converted from what would have been the case of a single bulk meter to individual suite meters as well as the actual retrofits of existing buildings.

MR. O'LEARY:  All right.  Well that, then, explains -- provides an answer to perhaps my next question because then if you flip over to the next interrogator, by Board Staff, 4.8, at page 3 of 4, you will see under the Roman numeral II, the box it says, "Condominium suite metering retrofit installations," and there the numbers are 1,500 in 2008, 6,000 in 2009, and 7,500 in 2010.  They aggregate 15,000.  I was going to ask you why the difference and I now understand what the difference is.  So you were forecasting back then 15,000.

That would still be the majority of the suite metering projects, would it not?

MR. GRANT:  15,000 out of the total of the other table, which by my calculation is 21,029, would be the majority.

MR. O'LEARY:  All right.  And then if we could flip back to the beginning of tab 4, which is your response to SSMWG Interrogatory No. 1.  If we go to page 2, in fact what we see is the results forecast to the end of 2010.

You would agree with me that, in fact, the majority of your suite metering is in respect of new buildings, not conversions.  Is that correct?

MR. GRANT:  The two tables are referring to different bases.  The one that you have just turned us to refers to new customers.  So in other words, the suite meters that have come on line.  But you are correct that the majority of those have been for new buildings.

MR. O'LEARY:  And isn't it true that just for 2010 alone, you are also forecasting a substantially larger percentage that will go to the new buildings versus conversions?

MR. GRANT:  It is right there in the table.  For 2010, 5,554 for new, and 3,010 for retrofits.

MR. O'LEARY:  All right.

MR. GRANT:  That is a cumulative number.

MR. O'LEARY:  I understand.  But it means that over the three years of the program, in fact, it is doing something different than forecast.

MR. GRANT:  That's correct.

MR. O'LEARY:  All right.  So you are, in fact, providing a service to the developers, coming back to what we talked about earlier, who are financially benefitting from your suite meter program.

MR. GRANT:  We have provided different meters under different circumstances.  For new developments, they have, to my knowledge, all been the integrated metering that we talked about earlier.

MR. O'LEARY:  What is your forecast for the future?  Is it going to continue to be new condominium developers?  Or are you still indicating that you are going to be doing conversions at a higher rate than the new condominiums?

MR. GRANT:  Based on the evidence that we provided to the Board, our expectation for 2010 was substantially more new buildings.

MR. O'LEARY:  If I could turn you to Board Staff Interrogatory No. 12, which is at page 102 of tab 4.

The response, as I understand it, seems to indicate that -- if you look at the box -- A, "Percentage of individually metered suites converted from bulk meter condo retrofits," you are still suggesting there is going to be 80 percent.  In fact, that is simply incorrect, is it not?

MR. SEAL:  Mr. O'Leary, that forecast that you are pointing to was referring to the evidence on our load forecast.  A load forecast was done quite early in the production of our evidence, and at the time we developed the load forecast these were our best estimates of the breakdowns.


MR. O'LEARY:  But there is no connection, then, between the load forecast and your actual conversions, then?

MR. SEAL:  Well, these were forecasts done at an earlier point in time.

MR. O'LEARY:  All right.

MR. SEAL:  What Mr. Grant is saying is that our most recent experience is demonstrating there are more new than retrofits.

MR. O'LEARY:  If I could turn you, then, to page -- of that tab 4, 75-76 -- which is your response to SSMWG IR number 10.

Your response to C, which is on page 76, as I read this, you are forecasting only 864 units will be converted from bulk to individual metering in 2010.  Is that fair to say?

MR. GRANT:  That's correct.

MR. O'LEARY:  And you are estimating that there -- this is in your answer to sub D, there is 550 bulk metered condominium buildings with approximately 160,000 units that could be converted.  Would you agree with me that you are not having a great deal of success with your conversions?

MR. McLORG:  And the more for your clients then, Mr. O'Leary.

MR. O'LEARY:  Well, we're going to come to the numbers on this.  But would it be fair to say that the market doesn't seem to see that there is a great deal of need for your program?

MR. GRANT:  No, I don't think that is fair to say.

MR. O'LEARY:  If we go to the answer to (b) at the bottom of page 75, you are forecasting that only $400,000 of your budget will be spent on conversions in 2010 and, by my calculation, subject to check, that is about 16.7 percent.

So you are not doing much, in terms of advancing conservation within the existing building market, are you?

MR. GRANT:  We are doing the best we can with the resources that we have available.

MR. O'LEARY:  I have a few questions about the cost of meters.  We have already looked at your business plan and you will recall that in that, you were forecasting the cost of the meters at $550.

If I could turn you to tab 4, page 100 and -- I believe it is 101.

In that interrogatory we asked you, in relation to your cost allocation study, to identify certain costs that are set out in the cost allocation study and I am going to take you to that.  It's in your prefiled evidence, which is under tab 3, at page 43.  If I could ask you to turn to that, please.  Tab 3, page 43.

This is marked as Exhibit L1, tab 2, schedule 2, page 11.  The second column from the left is entitled "Costs per Meter."

And your IR response advised us that if you go down the last three entries there, you've got LDC specific 1, and the cost per meter is $158.75, and then you will see there is a number of meters, 558,000.

My understanding, reading your IR response, is those are the smart meters that have been installed?

MR. SEAL:  The conventional smart meters.

MR. O'LEARY:  Thank you.  Your cost is 158.75.  That's pretty close to what you had in your business plan, isn't it?

MR. SEAL:  Just to be clear, Mr. O'Leary, these are costs for all residential smart meters.

MR. O'LEARY:  I understand, but your business plan came up with a cost of 160 for conventional smart meters and your cost allocation study has a number of 158, so they're very close?

MR. GRANT:  That's correct.

MR. O'LEARY:  All right.  And the entry LDC specific 2 shows a cost of 550, and my understanding is that of the number 31,275, that includes the suite meters that you have installed; correct?

MR. SEAL:  A portion of the suite meters.

MR. O'LEARY:  Not all of the suite meters are included in that number?

MR. SEAL:  Sorry.  A portion of that number is the suite meters.

MR. O'LEARY:  Thank you.  I thought so.

And that $550 is the number you used in your business plan.  It is the same number?

MR. GRANT:  Just if I can make a small correction, the -- we have installed suite meters that are of the discrete type, the non-integrated type.  So those -- some of those would be included in the number referenced here.

MR. O'LEARY:  Well, let me see if I understand that.

There are buildings in the city that were individually metered with your standard --

MR. GRANT:  Yes.

MR. O'LEARY:  -- meter that has recently been replaced on my house; correct?

MR. GRANT:  Correct.

MR. O'LEARY:  All right.  I understand that those would have been changed over to the new conventional smart meters, as well?

MR. GRANT:  There were some where the original old meters were taken out of service and the building was billed just on a bulk basis, where we have gone back in and put in the new individual smart meters.

MR. O'LEARY:  Okay.  So there are situations where you actually included, in the conversion, a conventional smart meter, but you are saying that is included in the suite meter totals?

MR. GRANT:  There would be a small number, but, yes, there are some.

MR. O'LEARY:  That would tend to drive down the average cost of the suite meters program, correct, the average capital cost?

MR. GRANT:  Yes.

MR. O'LEARY:  I see.  Could that explain the difference between your capital numbers and the numbers that are referenced in your business plan?

MR. GRANT:  That's not the main reason why there is a difference, no.

MR. O'LEARY:  Okay.  Well, let's keep exploring here.

If I could turn you, next, to page 77 of tab 4, at your response to interrogatory 11(c), you indicate that 5.3 million of capital costs will be closed to rate base by the year end of 2010.

If I could ask you, then, to accept, subject to check, that if you take that number and divide into it the total number of customers of 8,564, which is your response to IR number 1 of the Suite Sub-Metering Working Group, you come up with a number of $618 per meter point?

MR. GRANT:  I'm sorry, you've lost me.

MR. O'LEARY:  Divide 5.3 million, which is the amount of the capital costs that would be closed to rate base by the end of 2010, by 8,564, which are the number of suites that will be revenue producing, as I understand your answer to Sub-Metering IR 1, and my calculations indicate a cost of about $618.

MR. GRANT:  One moment.

[Witness panel confers]

MR. GRANT:  The difficulty is that closed to rate base and revenue producing are not the same denominator.  So it does not -- it does not -- the calculation that you are proposing is not correct.

MR. O'LEARY:  I am working with your numbers, but you would agree with me that the math is correct?

MR. GRANT:  It is not meaningful, though.  The math is correct, but it is not meaningful.

MR. O'LEARY:  All right.  Then if I could turn you, next, to your interrogatory response to the Smart Sub-Metering Working Group No. 3, at page 5 of the tab 4, you were asked for the external capital costs.  These are the costs that you have paid to your suite metering installer, Trilliant and/or perhaps others.  I am not trying to suggest it is limited only to Trilliant.

But if I go to that table and I add up each of the numbers you paid and you are forecasting, the total is 6.4 million; is that correct?

MR. RODGER:  Mr. O'Leary, this is tab 4, page 5?

MR. O'LEARY:  Tab 4, page 5, correct.

MR. RODGER:  Thank you.

MR. O'LEARY:  Do you have that, Mr. Grant?

MR. GRANT:  I am just correcting your math, Mr. O'Leary.

MR. O'LEARY:  I hope I got that one right.

MR. GRANT:  6.4, yes.

MR. O'LEARY:  Thank you.  Would you then perform the next calculation and divide 8,564 into 6.4 million?  I could save you the time and tell you I have calculated it at $747 per unit.

MR. GRANT:  Sorry, what is represented by the number that you have given, 8,564?

MR. O'LEARY:  Well, as I understand it, you are spending 6.4 million in capital costs.  That's what your response to IR 3 says.

MR. GRANT:  Correct.

MR. O'LEARY:  IR 1 says you are going to have 8,564 customers.  I am trying to find out what the cost per customer is, and it works out to $747.31.

MR. GRANT:  That's not the correct cost for how much it costs to install the meter.

MR. O'LEARY:  All right.  Well, again, I am using your evidence.  Let's try one more time.

MR. GRANT:  You are using it incorrectly, though, sir, is what I am trying to say, because the 8,564 number is the number of customers that are actually producing revenue.

There's a time delay between the installation of the meter and when customers come on line.

MR. O'LEARY:  Okay.  I understand that, and that was my next question, is in fact if we go to page 3 of tab 4, it says in (a) that you are going to purchase 5,400 units in 2010, and 3,600 of those will be installed on revenue-producing accounts.

So there is a lag of 1,800.  So let's take that 1,800, add it to the 8,564 and see what our math produces there.

If you add those two, I get a total of suites that are being either revenue producing or just installed and waiting to produce revenues, a total of 10,364.

If I divide that number into the 6.4 million of capital costs that you have said you are going to spend, my calculations are $617 per suite.

MR. GRANT:  I have no doubt about your math.  Again, it is not matching up the costs with the revenues, the right number of customer installations.

MR. O'LEARY:  What is the right number of customer installations, and where is that in your evidence, then?

MR. GRANT:  One moment, please.

MR. O'LEARY:  I don't want to rush you on this, but I have to ask:  Why wouldn't you know this number off the top of your head?

MR. GRANT:  You are asking where is it in the evidence.  That's what I am -- I was turning to try and find.

MR. O'LEARY:  Wouldn't you normally include the forecast number in your evidence?

MR. GRANT:  We did not, but we did include it in a response to Smart Sub-Metering Working Group, so this is Exhibit R1, tab 8, schedule 12.  I believe there was a revision to that table that was submitted.

MR. O'LEARY:  That's at page 79, Mr. Chair, of tab 4, and that is the revised page.

MR. GRANT:  That's correct.

MR. O'LEARY:  All right.  Thank you, Mr. Grant.

Could you then, if you haven't done it already, add up all of the units that are listed under the number of units for new condos and number of units for conversions and tell me what those total?

MR. GRANT:  My addition says 7,384, and that's for '09 and '10 only.  What's in that table?

MR. O'LEARY:  All right.  So that table doesn't tell us the total number of units, does it?

MR. GRANT:  It is the number that were installed -- purchased and installed in nine and ten.

MR. O'LEARY:  All right.  So the answer to my question is "yes"?

MR. GRANT:  That does not include 2008 or 2007.

MR. O'LEARY:  All right.  So we don't have an answer, then, to the total number, do we?

MR. GRANT:  No.

MR. O'LEARY:  All right.  If I could turn you to tab 7 of Exhibit K6, this is the offer to connect which was provided to the residents of Avonshire, and, Mr. McLorg, you will recall that this is the -- one of the offers that was the subject of review and the Board's compliance proceeding, EB-2009-0308.  I am wondering if I could take a few minutes just to go through this with you.

It is dated January 29th, 2009.  On the very first page, again, tab 7, under the "re" line, that's where you have a description of what's proposed in this project?

MR. McLORG:  That's correct.

MR. O'LEARY:  And if I -- the seventh line down in the re line, it states:

"748 high-rise residential units (748 Toronto Hydro suite meters)..."

Correct?

MR. McLORG:  I see that.

MR. O'LEARY:  Then below that you've got 41 townhouses?

MR. McLORG:  Yes.

MR. O'LEARY:  And below that you say 792 connections.

MR. McLORG:  Yes.

MR. O'LEARY:  All right.  Then if we flip over to Schedule B, the title of it is "Expansion Work and Fees".

MR. McLORG:  Yes.

MR. O'LEARY:  All right.  And we go halfway down to the heading "Uncontestable Expansion Fees".

MR. McLORG:  Yes.

MR. O'LEARY:  All right.  You will see that the fifth line down you've got a basic connection charge, three times 1,310 and 41 times 850.  Those relate to meter connections; do they not, sir?

MR. McLORG:  Yes.  If my understanding is correct, the 41 times 850 corresponds to the 41 townhouses, and the three times 1,310, I believe, corresponds to the bulk meters that are being installed as part of this project.

MR. O'LEARY:  Okay.  Thanks.  But there isn't anything there that refers to the 748 suite meters; correct?

MR. McLORG:  That's correct.

MR. O'LEARY:  All right.

And this page refers to expansion work, so this is the thing that -- the type of work that under the Distribution System Code requires an economic evaluation; correct?

MR. McLORG:  I believe that is the case.

MR. O'LEARY:  All right.  Indeed, if we flip over to the next page, page 6, you have given the results of the economic evaluation.

This developer has been required to pay $97,630 into capital contribution; correct?

MR. McLORG:  I see that.

MR. O'LEARY:  All right.  The point being that because the anticipated future revenues from this project do not match the capital costs and the future OM&A, that there is a capital contribution required; correct?

MR. McLORG:  I think that is generally true, yes.

MR. O'LEARY:  All right.  You will remember that in a response to the Sub-Metering Group's interrogatories, we asked whether or not you include in your economic evaluation the cost of the suite meters, the integrated suite metering systems that you install, and your answer was "no".

Is that still correct?

MR. McLORG:  I believe that is still correct.

MR. O'LEARY:  All right.  Which means that you have excluded from the economic evaluation in this case the cost of 748 meters; correct?

MR. GRANT:  We have actually excluded the cost of all of the meters.  This is a connection charge that is referred to in this table.

MR. O'LEARY:  Yes.

MR. GRANT:  So, yes, the 748 are part of the ones that are excluded.

MR. O'LEARY:  All right.  But regardless of what the cost, the capital cost installed of these meters is, whether it is more or less than $500, you would agree with me that 748 of them is going to result in a significant cost, if it was included in the economic evaluation; correct?

MR. GRANT:  That is correct.  All of the meters for all of the connections are excluded.

So it's not that Toronto Hydro is distinguishing suite meters and excluding those.

MR. O'LEARY:  No, I understand what your policy is, and our position, Mr. Grant, to be clear, is that because you are operating in a competitive market, you should not be treating these meters the same as all of the other meters and that your recovery should not be embedded in rates.

The point is, and I am going to ask you this, is that if the true costs of these meters is $747 per suite, would you accept that this developer would have been asked, if you had included those numbers in the economic evaluation, to increase the capital contribution by $550,000?

MR. GRANT:  I don't have the calculation in front of me.  Certainly it would go up.  If you add costs, it would add up.

I don't agree with the numbers that you are proposing.

MR. O'LEARY:  All right.

MR. McLORG:  I think, furthermore, Mr. O'Leary, Toronto Hydro conducts its economic evaluations in strict accordance, to my knowledge, with Board's requirements set out in the DSC.

MR. O'LEARY:  All right.  But the impact of your suite metering program is that the capital contribution is not higher, because you are not including the capital costs of the suite meters?

MR. McLORG:  But the issue is whether they should be properly included, and I think the answer to that is that the -- the conversion of these customers to individual customers, so to speak, makes it the case that the costs of the meter -- meters are recovered in the ordinary residential rates.

So we wouldn't want to be double recovering the cost of the meters.

MR. O'LEARY:  No.  But did you make it clear to the Energy Board, when you were here in your application for 2009 and 2008 rates, that you did not intend to include in your economic evaluation -- that you would be excluding from the economic evaluation these capital costs?

MR. RODGER:  Mr. Chairman, it is hard to see the relevance of that question, asking a question about a rate case three years ago.

I think the panel has answered the same question roughly four times now.

MR. O'LEARY:  Well, the question is really is this, is that:  Did you request an exemption from the Board from the requirements of the Distribution System Code, in respect of the capital costs of suite meters?

MR. McLORG:  No.  And, to my knowledge, none was required.

MR. O'LEARY:  If I could turn you next to tab 4, page 98, this is your response to Sub-Metering Group interrogatory 18.

The question that was asked I will repeat, because it is important:

"Has Toronto-Hydro in 2008 and 2009 provided orally or in writing an offer to connect to a new condominium developer that contemplates the developer paying no capital contribution where Toronto Hydro suite meters the building, but requires the developer to pay a capital contribution should the developer contemplate using a licensed smart sub-metering provider to smart sub-meter the building?"

And your answer to that is set out at the bottom of the second paragraph, and it is simply:

"Yes, there have been occasions where the requirement for a capital contribution has been eliminated."

And that response remains correct?

MR. GRANT:  Yes.

MR. O'LEARY:  All right.  So just so I understand completely, what you are saying is that there are occasions where a developer has come to you and asked for an offer to connect and, where you proposed to suite meter the building, there will be no capital contribution required, but if the developer considers using a competitive market licensed sub-metering provider, there will be a capital contribution; is that correct?

MR. GRANT:  Yes.  It is a direct outcome of the revenue that Toronto Hydro will realize.

MR. McLORG:  It's a direct --

MR. O'LEARY:  Sorry?

MR. McLORG:  And the formulas and procedures required by the Board in the Distribution System Code.

MR. O'LEARY:  So it is a direct outcome of the way that you have worked the numbers, in terms of the capital costs of the suite metering program; correct?

MR. McLORG:  Worked the numbers, Mr. O'Leary?  I think it is fairly clear that for an identical load, the revenue received by Toronto Hydro under residential rates is higher than under general service, for example, 50 to 1,000 kilowatt rates.

This is nothing new or unconventional.  This is -- this flows directly out of Toronto Hydro's Board-approved rates and the requirements of the Distribution System Code.  It is not novel.

MR. O'LEARY:  Would you agree with me that it acts as a penalty or a disincentive to any developer to ever considering a competitive market player, where you are asking them to pay more money for less?

MR. McLORG:  Again, the difference is driven by the fact that the developer is not the ultimate customer.

MR. O'LEARY:  But would you agree with me that it is a disincentive?

MR. McLORG:  On the narrow grounds, I think that anything that costs a developer more is a disincentive, in your parlance, to the developer taking that route.

MR. O'LEARY:  Just a couple of other questions, Mr. Chair.

Mr. McLorg, if this Board was to require you, as a result of their order and decision, to remove from your revenue requirement the cost implication of the suite metering program, I presume you would be capable of doing that, calculating the amount?

MR. McLORG:  Yes, we would be capable of doing that.

MR. O'LEARY:  Right.  Thank you.  If they did order you to do that and the amount was removed, would Toronto Hydro still offer to install these integrated suite metering systems for free at no cost to the customer?

MR. McLORG:  We are obliged to install customers, upon customer request, suite metering.  And, in that case, it couldn't be done by the utility if it were removed from revenue requirement.  The two -- the two conditions are antithetical.

So if it were be done by the utility as is required, when requested, then it must be in revenue requirement.  If it's removed from revenue requirement, then it cannot, by definition, be done by the utility, and you've got an inconsistent set of premises.

MR. O'LEARY:  But you would be able to install the standard smart metering system; correct?

MR. McLORG:  Under what circumstances, Mr. O'Leary?

MR. O'LEARY:  In a new development.

MR. McLORG:  Under what auspices?  As the utility, or as a different company?

MR. O'LEARY:  Within the utility.

MR. McLORG:  No, because Toronto Hydro would not be able to undertake a thing for which rates are not approved.

MR. O'LEARY:  Those are my questions, Mr. Chair.

MR. WETSTON:  Thank you, Mr. O'Leary.

Well, you said an hour and a half, I think, and it's pretty good.

MR. O'LEARY:  I'm rarely right in that.

MR. WETSTON:  Who is next?  We will take a break, but who is next?

MR. BUONAGURO:  I think it would be me.

MR. WETSTON:  Will you have a half hour or so?  What is your timing?

MR. BUONAGURO:  Probably no more than ten minutes.

MR. WETSTON:  Will there be anybody else for this panel?  No.  Ms. Campbell?  No one else?

MS. CAMPBELL:  No.

MR. WETSTON:  Maybe we should just finish.

[Board Panel confer]

MR. WETSTON:  So let's break and we will come back in 15 or 20 minutes, and then we will finish up with you.  Thank you.

--- Recess taken at 11:00 a.m.


--- On resuming at 11:23 a.m.


MR. WETSTON:  You may be seated.  Thank you.

Just one moment, sir.

[Board Panel confer]


MR. WETSTON:  Go ahead, thank you.
Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Good morning, panel.  Michael Buonaguro for VECC.  I don't have a lot of questions, but I would like to take you to the document book we got this morning, K6, I believe.

I am looking at tab 1, and I am flipping back to the revised attachments right after the main body of the report.  I am starting with page 2.

This is it attachment Case 1A, "Cost of revenue associated with Toronto Hydro's 2010 proposed suite sub-metering."  Do you have that?

MR. SEAL:  Yes, I have that.

MR. BUONAGURO:  Thank you.  This is illustrative, because I think these are the types of issues I want to address that appear in all of the tables.  Taking you back to something you said in the opening, which, as I understood it, one of your -- one of the things you took issues with, in terms of the statement that there was a subsidization between the normal residential customers and the suite metered customers, was that there was an overlapping or double counting of incremental operating expenses.

Do you remember that?  Have I characterized that properly?

MR. SEAL:  Yes.

MR. BUONAGURO:  And what I took that to mean, looking at this table, at lines 13 and 14, that there is something wrong about the way these numbers appear on the table, and then they're factored into the conclusion at the bottom of the table, that there is a revenue deficiency of about $200,000.

Could you discuss that?

MR. SEAL:  Sure.  I will explain, elaborate on my statement from earlier, then.

So it is our understanding that line 13, which Mr. Hanser has called the incremental operating expenses -- which he has derived from an interrogatory response that talked about the OM&A costs associated with the suite meter program in 2010.


Then line 14, which is their calculation of the OM&A for all customers, uses the $210 per customer figure, which they derived based on our evidence on OM&A costs per residential customer.

I think they reference the source in their working paper assumptions, and -- I don't need to state that, but, generally, our issue is that that $210, in our view, is already inclusive, because it's taken from the entire cost, OM&A cost for 2010.  It is already inclusive of that $300,000 for suite meters.

MR. BUONAGURO:  I see.  So in this table, then, it would be a mistake, then, to separately have broken out the 181,000?

MR. SEAL:  That's our belief, that's right.

MR. BUONAGURO:  Okay.  And -- thank you.  Now, looking at, just as an example, attachment Case 2A, which is at page 4, this is an example of one of the scenarios where -- talking about a conversion.

At line 26 - and this is reproduced in the examples talking about a converted building - there is a revenue loss reported of $183,826.  Do you see that?

MR. SEAL:  That's the number I see.  We have an issue with that number, as well, but...

MR. BUONAGURO:  So you have an issue with how that number is calculated?

MR. SEAL:  Yes.  Generally, that's right.  We asked an interrogatory.

The assumption in these tables is that the foregone revenue is derived by multiplying the overall load times the rate, proposed rates for the GS under 50 kilowatt class, but these conversions are load that is coming from our GS 50 to 1,000 class.

So the calculation of these numbers would be somewhat different using those -- that rate class to calculate the foregone revenue.  And I believe we asked in an interrogatory, and Mr. Hanser did respond by recalculating that foregone revenue.  He hasn't included it in these tables, but did it include it in an interrogatory response.

Generally, I think that the -- using correct rate class, the foregone revenues is reduced by somewhere in the neighbourhood of $90- to $100,000 for the --

MR. BUONAGURO:  Okay, thank you.

MR. SEAL:  -- sorry, for the 2010 incremental cost.

MR. BUONAGURO:  In this particular case, for example?

MR. SEAL:  This particular one.

MR. BUONAGURO:  Okay, thank you.  Sticking with that line, and the reason I brought it up -- and perhaps I am wrong, but intuitively once this stops being a bulk metered -- or, sorry, once this revenue is moved from the GS class or the appropriate class, as you just talked about, to the residential class, I don't understand why it would be appropriate to include that as a loss here, because intuitively that is -- the costs that those kilowatts were intended to recover are now being recovered in a different class.

I just don't -- I don't understand why this is an appropriate adjustment to this table, and I was wondering if you could comment on that, whether you agree with me, whether there's qualifications to this in your acceptance of this type of analysis.

MR. SEAL:  Again, I can only go by Mr. Hanser's evidence as I understood it, and perhaps that question is better asked of Mr. Hanser.  But my simple interpretation of it is that for those customers who are now going to be on the suite metered rate, residential rate, those level of volumes will no longer be available in the GS 50 to 1,000 class, and this is just trying to reflect that those revenues will not come from that class, as a result of this.

MR. BUONAGURO:  Okay.  Thank you.

Lastly, my understanding of all of the tables is that they're based on -- looking at line 1, it is number of installed revenue-generating suite meters, which, implicit in that, there is a problem that you are facing, in that at any point in time you may have installed more meters than are actually being occupied or units that are being actually occupied and generating revenue?  You talked about the lag effect.

MR. SEAL:  And that is true.  These are revenue-generating meters, but some of the costs, at least some of the costs in here, are the total costs inclusive, potentially, of meters that are not revenue generating.

MR. BUONAGURO:  So in a situation over the case -- over the term of a couple of years or however long it takes, when you actually have a full complement of revenue-generating suites and no or very few empty suites, I am assuming the revenue numbers go up more than the costs go up.

MR. SEAL:  They would presumably go up.  Whether they would fully offset or more than offset, we haven't done the analysis to take it out any further.  Again, these aren't our numbers so...

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

MR. WETSTON:  Thank you very much.

MR. BUONAGURO:  If I may be excused?  I am in the tech conference next door and they're waiting for me.  I may come back.  Thank you.

MR. WETSTON:  Thank you.  Do you have any redirect, sir?

MR. RODGER:  Just briefly, Mr. Chairman, thank you.
Re-Examination by Mr. Rodger:


Mr. RODGER:  Panel, if you could turn up my friend's brief, K6, and return to tab 4, page 47?

My friend took you through various provisions of this smart meter installation and service agreement.  On 47, bottom of page 47 and the top of page 48, he took you through some of the language in the termination clause.

If you go to page 38 -- page 48, sorry, in the event of termination - and you discussed this with my friend - it seems like there is two options if the customer no longer wants to continue the relationship with Toronto Hydro, that the customer buys the system from Toronto Hydro-Electric Service Inc., or some alternative supplier comes in and offers to install its meters; is that fair?

MR. GRANT:  That's correct.

MR. RODGER:  Okay.  And reference was made to the part of this section 12 that talks about Toronto Hydro having the right, at its expense, to remove the smart meter system.

Would you agree with me, Mr. Grant, that by Toronto Hydro agreeing to pay to remove the system, that that has the effect of removing a barrier to allow some other service provider to come in?

MR. GRANT:  That's correct, yes.

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

MR. WETSTON:  Thank you, Mr. Rodger.  Does that conclude this panel?

So I think the Panel members have some questions for the panel before we step down.  Thank you.
Questions by the Board:

MR. KAISER:  Mr. Grant, Mr. Rodger described you as a manager of meter operations, customer services?

MR. GRANT:  That's my job title, yes.

MR. KAISER:  And what does that involve?  What do you do?

MR. GRANT:  My main responsibilities are the direction of the meter trade group, which involves work on commercial and industrial meter installations, primarily, and also the wholesale meters at the power delivery points where Toronto Hydro buys power from the grid.

I don't have direct responsibility for the installation of suite meters, but I work closely with colleagues who do.

MR. KAISER:  So the offer to connect of January 29th, which is at tab 7 - this is the Avonshire one that was addressed by Mr. McLorg, you'll recall, 748 condo units and 41 townhouses - that would -- those types of offers and estimates, that's not done by your department, then?

MR. GRANT:  No, that's not.

MR. KAISER:  Who is responsible for preparing these types of offers?

MR. GRANT:  The offers to connect are prepared by staff in our asset management division.

MR. KAISER:  So is there another smart meter group in Toronto Hydro, or yours is the only one, but somehow, in your smart meter group, suite metering the condo units are not part of that?  Just the industrial and commercial?

MR. GRANT:  Yes.  There is actually two other departments that have a significant input into Toronto Hydro's smart meters.

MR. KAISER:  Let me let me put the question differently.  Is there somebody like you, a manager, that would be responsible for doing the condo smart metering?

MR. GRANT:  Yes.

MR. KAISER:  Who is that?

MR. GRANT:  Mr. Steve McDonald.

MR. KAISER:  Right.  And his name was on that business plan?

MR. GRANT:  Yes.

MR. KAISER:  Along with yours?

MR. GRANT:  Yes.

MR. KAISER:  All right.  Thank you.

MR. QUESNELLE:  I just have two areas I just want to discuss.  One is a specific question and you can turn it up.  It is at tab 4 of Exhibit K6.  That is what the working group handed out this morning.  It's tab 4, page 88.

This is the project plan for individual suite metering.  Specifically on page 88, under the bullets under number 2 at the top, under the list of "the developer will provide", and this is under the scenario where you have an integrated metering installation:
"The developer will provide a bulk or whole load meter to measure the entire load of the building."

I wonder perhaps, Mr. Grant, if you could tell me what the functionality of that meter and what purpose that meter serves?

MR. GRANT:  I am a little confused, because normally it wouldn't be the developer who would provide the actual meter.  I presume what this was meant to say is they would provide the spot for Toronto Hydro to install a bulk meter.

But to answer your question, that meter has two purposes.  It serves as a check meter, where we have been able to install individual suite meters for all of the suite and house loads, but also during the construction of a new building, before the suite meters are installed, it serves as the revenue meter for Toronto Hydro to bill the construction load.

MR. QUESNELLE:  So other than the could transitional use of a meter for the load that is going on - and that would be a temporary service type of meter, I suppose - you have a construction -- you know, the function that that meter would serve is as a temporary service construction type of meter.

What I am getting at is, beyond the point where everyone is -- all of the units are occupied and the common space areas are being metered and what have you, it has no purpose other than, as you call it, a check meter beyond that point; is that right?

MR. GRANT:  There have been different installations where Toronto Hydro was contracted to install suite meters at different phases of the development of the building.  And in some cases we came in after portions of the building electrical services had already been designed or, indeed, even installed, in which case it may not be possible to meter all of the house loads directly without huge expense, in which case that bulk meter would serve a purpose of billing the residual amount that is not billed by individual suite or house meters.

MR. QUESNELLE:  And in that case, the billing function would then be a bit of a deductive billing --

MR. GRANT:  Correct, correct.

MR. QUESNELLE:  -- wherein you would meter at bulk, subtract all of the individuals that you have, and the residual is the common area --

MR. GRANT:  Correct.

MR. QUESNELLE:  -- that you are targeting?  So other than those exemptions, this has no -- the fact there is a bulk meter here has other purposes other than what typically a bulk meter would provide.  So it is -- therefore, check metering services, it wouldn't normally be used in this relationship that you have with the ultimate customers under this scenario?

MR. GRANT:  That's correct.

MR. QUESNELLE:  Okay.  Next, and somewhat related -- that was more of a technical area I was concerned with, but in taking that these are a different -- this scenario we're talking about, with the suite metering for smart metering and that there is no need for a bulk meter, per se, in that relationship, what drives the need for economic evaluation of these particular types of customers?

I am thinking of -- we looked at both the analysis for the connection of this arrangement and also for the economic evaluation of the expansion.

I am trying to put that in terms of what the DSC dealt with in anticipation of a typical expansion, which is the distribution system itself and the expansions upstream of these meters, and how do you determine the delta between what can be paid for with future revenue streams versus what is needed today.

What assets come into that?  And I recognize your answer to Board Member Mr. Kaiser earlier -- perhaps this isn't an area that you may be able to speak to it as the asset management division that puts these together, but if anybody on the panel, perhaps Mr. McLorg, would have an understanding as to:  What is the approach to the expansion calculation or the economic evaluation of the expansion as it pertains to these installations?

I am at a bit of a loss as to what capital THESL includes in there, from an economic or from an expansion of the system, per se?

MR. GRANT:  My understanding is that there is a demarcation point for each different class of customer and the Toronto Hydro assets are upstream of that demarcation point.

And, generally speaking, they are the connection assets.  The -- sorry, that is a wrong term, because "connection" has a specific meaning.  It is the power system assets ahead of that demarcation point.

And that can be either an extension to the main distribution system, which is the expansion charge, or the specific connection costs.

MR. QUESNELLE:  So in the scenario at tab 7 where there is an agreement between Toronto Hydro -- between THESL and Avonshire, is that the case, that there were upstream assets of the distribution company that were the subject of the -- any kind of economic evaluation as to finding -- determining the contributed capital requirement?

MR. GRANT:  I am not familiar with the specific details of that connection, but that's the way I would read this calculation.

MR. QUESNELLE:  So is there a difference, then, between the way THESL would deal with a bulk metered condo corp. that has not requested suite metering, in determining its economic evaluation -- and, again, I am looking at the expansion economic evaluation, I am not -- I still don't understand right -- or I do not understand.  I will have a question in a minute about the connection evaluation, but, as far as the expansion evaluation, if a customer comes to you as a condo corp. with a bulk metered scenario and that's all they're requesting, what kicks in there as far as the contributed capital calculation, if anything?

MR. GRANT:  So the first part of your question is:  Is there a difference in the costs of the connection or expansion, whether or not the developer chooses Toronto Hydro's suite metering?

And the answer to that, my understanding is, no, there is no difference.

MR. McLORG:  And I agree with that.

MR. GRANT:  It is the revenue that changes between the two cases.  It's whether suite meters are installed or whether the condo corporation or developer chooses to install their own sub-metering system.

MR. QUESNELLE:  So if it is the revenue -- anticipated revenue that is the only variation between the two, that it is the class of customer that is -- the class of customer and not the physical assets that's determining what the contributed capital requirement is?

MR. GRANT:  It's the class of customer and the number of customers, because in the bulk meter case, it is just one.  In the suite meter case, there are as many customers as there are suites.

MR. QUESNELLE:  So the fact that one customer's future revenue projections does not equal the aggregate of all of the customers that may be served under it drives this different approach, as far as requesting a contributed capital?

MR. McLORG:  I think that is it precisely, sir.

MR. QUESNELLE:  So -- go ahead?

MR. McLORG:  I was just going to amplify that I certainly agree with Mr. Grant, that in my involvement with this file, which has been rather long now, I have never understood that there is any difference as between the smart metering case and the sub-metering case in the distribution equipment upstream of the demarcation point that we -- that would be required.

The load that is taken by the building, apart from any hypothesized conservation effects that might occur due to individual metering, would remain the same, identically, under either of the unit metering scenarios.

MR. QUESNELLE:  So it is then again back to the earlier point that you made.  It is the variation of the charges that apply to that load which is the variable?

MR. McLORG:  Correct.

MR. QUESNELLE:  Okay.  And if that's -- yes, okay.  I will leave it at that.  Thank you.

MR. WETSTON:  Any follow-up from the Panel's questions?  Mr. O'Leary, Mr. Rodger, do you have any?

MR. O'LEARY:  No, sir.

MR. RODGER:  No, sir.

MR. WETSTON:  Then I think we are concluded with this panel.

MR. RODGER:  We are, thank you.

MR. WETSTON:  Thank you very much.  You may step down.

[Witness panel withdrew]

MR. WETSTON:  Mr. O'Leary, I think you have the next witness or panel or person or...

MR. O'LEARY:  I do, Mr. Chair.  I would ask Mr. Hanser to take the stand.  Could I ask to have Mr. Hanser sworn or affirmed, Mr. Quesnelle.  Thank you.

MR. O'LEARY:  Thank you, Mr. Quesnelle.
SMART SUB-METERING WORKING GROUP - PANEL 1

Philip Q. Hanser, Affirmed

Examination by Mr. O'Leary:

MR. O'LEARY:  Mr. Hanser, if I could turn you to Exhibit K6.  We have included under tab 1 a copy of your prefiled evidence, and appended to that is a copy of your curriculum vitae.

Under tab 2, we have copies of the interrogatory responses to Toronto Hydro and VECC.  And could I ask you whether or not the prefiled evidence and the revisions to it and the interrogatories were prepared by you, or under your direction?

MR. HANSER:  Yes, they were.

MR. O'LEARY:  Do you adopt them for the purpose of your testimony in this proceeding?

MR. HANSER:  Yes, I do.

MR. O'LEARY:  Thank you.  If I could turn you now to your curriculum vitae, Mr. Chair, that is under tab 1.  It is about half way through the materials.

If I can turn you then to page 14 of your curriculum vitae, I understand, Mr. Hanser, you have an undergraduate degree in economics and mathematics from Florida State University?

MR. HANSER:  Yes.

MR. O'LEARY:  You have a master's of economics and mathematical studies from Columbia?

MR. HANSER:  Yes.

MR. O'LEARY:  And your Ph.D. candidacy requirements were completed at Columbia, as well, and I expect that is in respect to economics and mathematics?

MR. HANSER:  Economics and statistics.

MR. O'LEARY:  Statistics.  Thank you.  That's easy for you to say.  I understand you have been a visiting lecturer, guest lecturer and assistant professor at a number of universities in the United States?

MR. HANSER:  Yes.

MR. O'LEARY:  And that includes Cambridge, Massachusetts, the University of California and the University of the Pacific in Stockton, California?

MR. HANSER:  Yes.  And Stanford, University of Chicago.

MR. O'LEARY:  Thank you.  What is your present position?

MR. HANSER:  I am a principal at the Brattle Group, and we are located in -- my office is located in Cambridge, Massachusetts.

MR. O'LEARY:  All right.  In your position, what kind of services do you provide?

MR. HANSER:  We provide economic and management consulting.  Our firm has substantial experience and knowledge in energy markets.

We do such consulting in electricity, in gas, in oil pipelines and so on.  We've been doing that for quite a while, our firm -- a reasonable while for our firm.  My particular specialty tends to be in electricity and gas markets.

MR. O'LEARY:  All right.  If I could turn you, then, to page 7 of your CV under the heading rate design and related issues, could you, please, provide us just with a brief summary of your experience providing any advice in respect of rate design?  I will add to that cost allocation, as well.

MR. HANSER:  Sure.  I actually started off in the area of forecasting rate design when I was -- many moons ago when I started in this business.

And so we performed, for example, marginal cost studies for the Sacramento municipal utility district.  We did studies of cost allocation at the time public utility -- let's see, Public Utility Regulatory Policy Act was in effect, and so there were requirements for allocating costs across rate classes on various bases.

I did cost allocation there.  I also did the sample design for trying to estimate what the peak demand by rate class was, and so on, and had a variety of functions that way.

I was at the Electric Power Research Institute for ten years.  I was the final project manager of a very large study that was done on behalf of a variety of industry groups, the National Association of Regulatory Utility Commissioners, the Edison Electric Institute and the American Public Power Association, among others.  It was called the Electric Utility Rate Design Study.

There were roughly 100 volumes published as part of that study.

Since then, in my -- at Brattle, I have been involved in various kinds of testifying before commissions, Missouri, Illinois, Florida, on various aspects of cost allocation and rate design.  I have also done private studies that are not published because of the nature of them.

We did a large cost allocation for a utility that spread across two different service territories under two different jurisdictions, and looked at the issues of cost allocation, both within each jurisdiction, and then across jurisdictions, trying to understand the consistency of those cost allocation principles and what were the implications, and so on.

I teach at the Edison Electric Institute's rate school on issues of cost allocation and rate design, and I have done a series of papers on various rates issues for the Edison Electric Institute of various sorts.

MR. O'LEARY:  I see, Mr. Hanser, there are a number of testimony and regulatory filing examples that you have included, starting at page 10 of your curriculum vitae, and you have referenced several now.

In your appearances before the US regulators that you just spoke about, were you qualified as an expert in those proceedings?


MR. HANSER:  Yes, I was.

MR. O'LEARY:  And in this proceeding, you were asked by the sub-metering working group to undertake some work in respect of the consideration of Toronto Hydro's rate case from a cost allocation rate design perspective?

MR. HANSER:  Yes.

MR. O'LEARY:  All right.  Thank you, Mr. Hanser.

Mr. Chair, we would ask that Mr. Hanser be qualified as an expert in cost allocation and rate design issues, and, therefore, able to give opinion evidence in such matters.

MR. WETSTON:  Any objection?

MR. RODGER:  No objection.

MR. WETSTON:  Is this the first time you have appeared before this Board?

MR. HANSER:  Yes, it is, sir.

MR. WETSTON:  Always a first.

MR. HANSER:  May I ask a favour?  I would just like to have some water, if I could.  There is no glass.  Oh, thank you very much.  Oh, great.  Thank you very much.

MR. WETSTON:  We are prepared to accept his evidence on that basis, Mr. O'Leary.

MR. O'LEARY:  Thank you, Mr. Chair.

Mr. Hanser, could you briefly describe what you were asked to do by the Smart Sub-Metering Working Group and what you did in response to that request?

MR. HANSER:  Certainly.  I was asked basically to look at the general means by which THESL offered smart suite meter -- smart suite meter services, and to understand how they were done.  I was also asked to look at the issue of the question of revenue sufficiency; that is to say if the services offered -- does offering the service generate sufficient revenues to cover the costs that are associated with offering the service?

Then, lastly, I was asked just to opine on what -- if there are -- if there is evidence of a revenue deficiency indicating there may be the possibility of cross-subsidization, what would be a possible policy to avoid such issues?

MR. O'LEARY:  All right.  You have prepared and your prefiled evidence has been filed in this proceeding under tab 1.  I wonder if you could briefly summarize the findings that you reached and, ultimately, your suggestions as a result of those findings?

MR. HANSER:  Certainly.  Now, what I did is basically I have tried to sort of -- tried to estimate what the revenues that were generated by the smart suite meters and what were the costs, and compare the two, and if there was a difference between the two.  And as my report suggests, there is evidence that the costs of offering the service exceed the revenue generated by the service.

And that suggests there is some cross-subsidization.  I can't tell where, whether it is within the rate class or whether it is across rate classes or what.  And, therefore, relative to sort of standard rate-making, it does suggest that that is not an appropriate thing to be doing.

So in that regard, there are a number of different potential solutions.  One is, for example, to create, under the current regulatory scheme, a separated rate class specialized to those customers who are on this service.

Another possibility would be for Toronto Hydro to create a subsidiary which would be at arm's-length from the regulated entity.  There are certain advantages to each of those potential solutions.

MR. O'LEARY:  All right.  Just going back to some of your preliminary thoughts in your prefiled evidence, you, Mr. Hanser, start talking about at page 3 of your evidence the standard of cost causation.

Can you explain why that is a principle that is of relevance in respect of this proceeding?

MR. HANSER:  Well, it is the sort of standard principle of rate-making and rate design that the services that the regulated utility provide should be -- the rates, the pricing basis, should be commensurate with the costs that are incurred.

There are a number of reasons.  The simplest one is just that you are providing a set of price signals, in essence, for how customers should behave.  And so to the extent that those costs aren't reflective -- the rates aren't reflective of the costs that are incurred in providing the service, it is providing, in some sense, inappropriate price signals.

And there are issues that come out of that, you know, economic efficiency and whatnot.

There's also simply a fairness issue; that is to say, the principle not only has implications in terms of the efficiency with which the service is being provided to customers, but a question of fairness.  Should it be the case some rate class or set of ratepayers should be subsidizing other ratepayers?  And to the degree that can be avoided, it should be avoided.

Generally customers don't like to carry a burden that is not their own, and regulators have generally found they would prefer not to place a burden that doesn't correspond to the burden that the customers are placing.

MR. O'LEARY:  Thank you, Mr. Hanser.

And if this Board were to find that the suite metering market in Ontario is contestable and, as the Smart Sub-Metering Working Group submits, it is a competitive marketplace, can you advise if you have any concerns about your findings in respect of Toronto Hydro's operations within a competitive market?

MR. HANSER:  Well, Toronto Hydro starts off by having at least one likely benefit to start with, or advantage, in the sense of incumbency; that is to say, if it offers a service, it is the incumbent.  And incumbents just naturally in markets already have an advantage.  It is sort of like getting elected.  The incumbents tend to have an advantage, although not always.  But generally in a market, incumbents have an advantage.

But more than that, if a competitor firm offers a service and suppose it competes with others in such a way so that maybe it reduces prices or whatever it does, it does so at a sacrifice in the sense that it gives up some portion of its profitability, one way or another, to ensure that, in fact, it plays appropriately in the market.

If K-Mart runs a sale, it does so by reducing profits, but it hopes to attract customers to it.

In the case of a regulated entity, when there is a situation of cross-subsidization, in essence that same kind of action, that capability to, for example, reduce prices, ends up possibly, in the case where there is a revenue deficiency created by providing the service, subsidized, in fact, internally within the system by virtue of the fact that, under rate-of-return regulation or cost-of-service regulation, those costs get carried by somebody.  And that permits the incumbent utility to have a distinct advantage, in a sense, compared to competitive entities who operate in the market.

And so in most situations, that kind of advantage is either modified or attenuated or even prohibited in many regulated environments to avoid this problem about, in some sense, a kind of unfair competition going on by the regulated entity in the competitive market.

MR. O'LEARY:  Mr. Hanser, if I could turn you to page 5 of your prefiled evidence at paragraph 9?  Again, we are under tab 1.

You note a resolution of the National Association of Regulatory Utility Commissioners.  Could you explain the relevance of that resolution?

MR. HANSER:  Well, in the United States, we've had a situation where there has been either functional or actual separation of the various parts of the business units in utilities:  distribution, transmission and generation.

And, also, there have been some other situations that have arisen with regard, for example, to the provision of energy efficiency or demand-side management programs, in which the commissioners became concerned that the incumbent utility had the possibility of unfairly competing in the markets because of the capability to cross-subsidize across various divisions of its firm, or, alternatively, even within its regulated entity.

So the NARUC came out with a resolution that said, This is a serious concern to us.  We want the markets to be as competitive as possible, and so we would like to put forward a resolution that sort of says we don't think that cross-subsidization is appropriate, and we want to put into place the checks in terms of how the information is provided, or, alternatively, structurally, to preclude the possibility of such cross-subsidization occurring, and, therefore, unfair competition, in a way, between the regulated and the unregulated entities.

So at 9, I just cite the resolution which was adopted by NARUC in this regard.

MR. O'LEARY:  Thank you, sir.  If I could now turn you to one of the attachments to the prefiled evidence, page 1 of 1 is the work paper assumptions, and I don't intend to walk you through this, but can you advise me whether or not this document attempts to relate all of your calculations to various portions of the record and Toronto Hydro's application?

MR. HANSER:  Yes, it does.

MR. O'LEARY:  All right.  If I could then turn you to several pages forward to attachment Case 2A, I thought we would use this as an example.  It is page 4 of 11.

Can you briefly describe for the Panel what you are attempting to do here?

MR. HANSER:  Sure.  What we are trying to do is recreate, in a kind of way, a miniature revenue requirements calculation.  We don't have the information from Toronto Hydro to do a real fully allocated cost-of-service study, as Toronto Hydro has already indicated, but I can, in some sense, isolate information about this particular segment and try to understand whether or not the revenues that are generated match the costs.

Those revenues are, you know, essentially based on whatever the rates that will be received by the customers after conversion to smart meters.

So what I've done is sort of looked at the costs, done an estimate of the working capital, the return on rate base, and so on, like you would do in a rate case to develop a revenue requirement.

And so we have operating expenses, and then we have a return on the capital.  And we have other items like, for example, payments in lieu of taxes that we know that Toronto Hydro does.

And so by the time we get down -- you get down to line 20, in this table, and you can see that we have essentially a suite meter revenue requirement.

MR. O'LEARY:  All right.  Thank you.

MR. HANSER:  And --

MR. O'LEARY:  I was just going to start you at the top.  The heading is "2010 Proposed Suite Metering Converted High Unit Costs".  So I understand we are only talking about the year of 2010.

MR. HANSER:  That's right.  This just looks at 2010 as it has been proposed.  It looks at the number of meters that are proposed to be installed, in this case converted - conversions, which we took from an interrogatory to be 1,419.

We have used in this case -- we have two different versions of unit costs.  In this case, we're using what we call the high unit cost of $747.

Then line 3 becomes the total capital cost.  We have information from Toronto Hydro about the working capital allowances, and so we developed essentially a suite meter rate base, so to speak, of 1,119,212.  So it is like a miniature rate case, and this is the rate base for the rate case.

MR. O'LEARY:  All right.  If I could ask you just to flip one page over to page 511, this is Case 2B.

I see the unit cost that you have used there is lower.

MR. HANSER:  Right.

MR. O'LEARY:  Can you explain why you have used that figure?

MR. HANSER:  Well, these represent two ranges of numbers that were based on different information provided by Toronto Hydro.

One estimate that we were able to derive on unit cost was $444, and we have a description of how we got it in this document.

Then the other one was a unit cost of $747.  That's in the Case 2A.

And so we have done these two cases to try to, in some sense, box the range of potential revenue that was associated or costs that were associated with it.

MR. O'LEARY:  All right.  Thank you.

Going back to Case 2A and lines 12, 13 and 14, you have included -- again, this is Case 2A at page 4 of 11.  You have included the figure of $118,250 there as the incremental operating expense.

Below that, you have included a figure of 298,000, which, as I understand, is simply the product of $210 per customer times 1,419 customers.  That's correct?

MR. HANSER:  That's correct.

MR. O'LEARY:  Yes.  Can you explain why you've included an incremental operating expense in addition to that 210 per customer?

MR. HANSER:  Well, first, it was based on information from an interrogatory, which seemed to indicate that there were incremental costs of about $300,000 for the 3,600 customers in 2010.

And so as a result, we simply said, okay, if that's the incremental cost, let's look at the average costs for residential customer and combine the two.

So our assumption was that an average residential customer has OM&A of about $210, and that, in response to the interrogatory, that additional $300,000 needs to be allocated appropriately to the smart suite metered customers.

Now, we have only allocated a proportion of it at $300,000, 1,419 out of 3,600.  1,419 is the same number in 1, and it represents the number of conversions.  So we only allocated a proportion of that amount.

And the $300,000 incremental costs seems reasonable, because remember that the 218 -- the $210 is for a residential customer.  And we are talking about a suite meter where we have quite a bit more equipment.  Either at the 747 or at the $440 number, simply the costs of fixing the meters and the replacement costs would suggest that there is incremental costs.

If the standard costs for residential meters is about $160 and we're talking at anywhere between $440 and $747, it would seem reasonable there is some higher O&M costs associated with those meters on an annual basis.  Much like if you drive a Mercedes-Benz as opposed to a Kia, one expects that the costs of parts in the Mercedes-Benz are likely to be more expensive than the cost of parts in the Kia.

So we would expect the incremental costs to be slightly higher, and we have done that here.

MR. O'LEARY:  While I don't intend to take you to and through each of Cases 1A and 1B, am I correct in describing them as being your high and low per unit cost in situations of new meters in new buildings?

MR. HANSER:  That's correct.

MR. O'LEARY:  All right.  At Cases 3A, 3B, you have attempted to calculate the aggregate of any sufficiency or deficiency over the period of 2007 and 2010 for new meters in new buildings?

MR. HANSER:  That's correct.

MR. O'LEARY:  All right.  And at 4A and 4B, again, using the high and low unit cost, you have attempted again to aggregate the sufficiency or deficiency in respect of conversions?

MR. HANSER:  That's correct.

MR. O'LEARY:  All right.  If I could then flip you back, Mr. Chair, to the last several pages of Mr. Hanser's evidence, tables 1 and 2, you have attempted, in table 1, to identify the revenue deficiencies that would apply in 2010, and you have both new and bulk there.

Do you have the aggregate of those numbers available that we could provide to the Board now?

MR. HANSER:  Oh, sure.  If you -- table 1 on page 9, the aggregate number would be, in the high case, $497,917.  In the low case, it would be $341,638.

If you go to table 2 on page 10 of 10 of my report, in the high case the aggregate number is 1,070,509, the high case, and in the low case it is 725,948.

MR. O'LEARY:  All right.  Mr. Hanser, I probably neglected to take you back to paragraph 16 of your prefiled evidence.  I understand that there were a couple of typos that you wanted to identify to be corrected?

MR. HANSER:  Yes.  The two typos are -- the first is in the second line.  It says, "it is derived by dividing the total..."  It should say 2008 to 2010, because the interrogatories that we received in response from Toronto Hydro had 2008 to 2010 external costs, although in line 3, the installed suite meters still remain 2007 to 2010.

And in the last line, it says 5,600 as the number of installed -- forecasted installed suite meters.  It should say 5,400.

MR. O'LEARY:  Which figure was used for your calculations?

MR. HANSER:  The 5,400.

MR. O'LEARY:  So the 5,600 was simply a typo?

MR. HANSER:  It is simply a typo, yes.

MR. O'LEARY:  Thank you.  In the middle of last week, the Smart Sub-Metering Working Group filed, on your behalf, some revisions to your calculations.  Could you please summarize why those revisions were necessary?

MR. HANSER:  Certainly.  When we had initially done the calculations, we allocated the incremental operating expenses - let me just go back to attachment Case 2A.  It is page 4 of 11 in the revised attachments.

And we had allocated, in line 13, all of the $300,000 in my initial calculation, and, instead, what was appropriate to allocate, only the portion -- that is to say in ratio to the number of customers.

So we corrected that and we discovered that as we were preparing for testimony this week.

MR. O'LEARY:  And so table 1 and table 2 of your prefiled testimony, as revised, reflect the allocation of the incremental O&M as between new and converted buildings?

MR. HANSER:  That's correct.  We revised -- in K6, the table that we have presented in the testimony is based on the revised numbers.

MR. O'LEARY:  All right.  And as a result of ultimately your analysis, in summary, your thoughts in respect of what is occurring here and what you would recommend include?

MR. HANSER:  Certainly.  It appears that there is some revenue deficiency being generated by Toronto Hydro offering this service relative to the rate class.

You know, it's -- the size of that is anywhere from, according to my calculation, between 341,000 all the way up to a bit over a million dollars.

The issue, then, becomes if this is a service which, in some sense, is some for the form of revenue deficiency, and since the revenue requirement remains -- is such to cover any deficiencies that might be generated under a cost-of-service, the presumption is there must be some kind of cross-subsidization going on to recover fully those deficiencies and revenues.

That suggests that there is some cross-subsidization of some sort, and the question becomes whether that's a reasonable -- reasonable behaviour on the part of Toronto Hydro in view of what I have been told is a contestable market in metering, and that suggests that in some sense there is a non-comparable advantage provided that Toronto Hydro has compared to other competitors in the market and that there needs to be some form of resolution of that.

MR. O'LEARY:  Just a couple of final questions, Mr. Hanser.

We heard from the witnesses on behalf of Toronto Hydro this morning that if the costs, the capital costs, of the suite meters were included in the economic evaluation, the example of which we have included under tab 7 of the materials -- that's the Avonshire project -- that if the capital costs were included in the economic evaluation that was undertaken as part of that project, that it would increase the capital contribution.

If the capital contribution paid by that developer had increased, what would the impact have been on the revenue requirement?

MR. HANSER:  My presumption is that the revenue requirement would have gone up, also, that in order to make, in some sense, Toronto Hydro whole - that is, to say it's revenue neutral in a way - that the revenue requirement would have had to have gone up, is required.

MR. O'LEARY:  And in respect of an increase in the capital contribution, if Toronto Hydro is actually recovering more money from the developer, that would have intended to increase the revenue requirement or decrease it?

MR. HANSER:  I'm sorry, relative to Toronto Hydro it would have decreased the revenue requirement, because that would have been a contribution made to it.

In the base case where they don't, it is a relatively higher level of contribution being made by Toronto Hydro.

MR. O'LEARY:  We also heard from the witnesses this morning that there are situations where, if Toronto Hydro suite meters a building, that there are occasions where it its offer to connect will not require any capital contribution from the developer, but where that developer looks to have a competitive smart sub-metering provider do the work, there will be a capital contribution.

Do you have any comments about whether that is appropriate, given that this activity is taking place within a competitive market?

MR. HANSER:  Well, the appropriateness, part of that is a legal judgment, so let me just say from an economic standpoint, at least the experience in the United States and my experience has been that generally, in competitive markets, there are - how shall we say - strictures or fences placed around the regulated entity to preclude such kinds of behaviour, to avoid the possibility that there is some element of unfair competition between the regulated entity and the non-regulated entities in the market.

MR. O'LEARY:  Thank you, Mr. Hanser.  That's the evidence-in-chief, Mr. Chair.

MR. WETSTON:  Thank you, Mr. O'Leary.  Mr. Rodger.

MR. RODGER:  Mr. Chairman, I suspect that I could be 30 to 40 minutes.  I don't know whether you want me to proceed now or take the lunch break?  I am at your pleasure.

MR. WETSTON:  I was hoping that we would finish everything today by 2 o'clock, since I have arranged some meetings this afternoon starting at 2:30, Mr. Rodger.

So provided you can finish in the time that I have just sort of indicated, I would be more than happy to take a break.  If not, I think we need to press on.  We could have a shorter lunch if you would like.  Given the time allocation by Staff, we thought that would be appropriate.

Ms. Campbell, is that the case, or am I making this up on the spot?

MS. CAMPBELL:  No.  I believe Mr. Rodger has given an estimate of roughly 40 minutes.

MR. RODGER:  I am happy to proceed if you would wish.

MR. WETSTON:  I just want to see if we can finish at that time.  I don't mind taking a break now.  We can come back by 1:00, 1:05 and continue and finish, that's fine.  We don't need a long break.  If anyone can get a quick sandwich or refreshment, I have no problem doing that.

I just want to ensure we finish by 2:00.

MS. CAMPBELL:  That sounds feasible.  Shall we break until 1 o'clock?

MR. RODGER:  Sure.

MS. CAMPBELL:  Take a short lunch.

MR. WETSTON:  Is that okay, Mr. Rodger?  I don't mean to put too much pressure on you.  The greater pressure would be to come back tomorrow.  That would be more significant.

MR. RODGER:  If the Board would like, I am happy to proceed now.  I am in your hands.

MR. WETSTON:  I will ask the Panel.  Let's proceed, then.

MR. RODGER:  Thank you, sir.

MR. WETSTON:  If you get tired, let us know.
Cross-Examination by Mr. Rodger:


MR. RODGER:  Good morning, Mr. Hanser.

MR. HANSER:  Good morning.

MR. RODGER:  My name is Mark Rodger, and I am counsel to Toronto Hydro in this proceeding.  I just wanted to start with one of your responses to my friend at the end when you were summarizing your conclusions.

You posed, as part of your response, whether all of this was reasonable behaviour, as you have been told that the sub-metering market is a competitive market.

I am wondering who told you that, first of all?  Who told you this is a competitive market?

MR. HANSER:  I have been informed by counsel that it is a contestable market and their materials that have been -- evidence before that also suggests it is a contestable market.

MR. RODGER:  So it was from your client.  That's part of it; yes?

MR. HANSER:  Yes.

MR. RODGER:  Yes.  Did you make your enquiries into this, your own independent enquiries as to whether this market was in fact -- is, in fact, competitive or not?

MR. HANSER:  Well, I read at least three cases which suggested -- in the Board that suggested it was a contestable market.  That language is used in the PowerStream case.  It was used in two other cases that came up recently, all of which suggested that it was a contestable market.

MR. RODGER:  When you say "contestable", do you also mean a real competitive market?

MR. HANSER:  Well, I mean that there are multiple potential means by which that service can be provided in the market.

MR. RODGER:  Yes.  So therefore it is a competitive market, was your conclusion?

MR. HANSER:  Well, I am not trying to make a conclusion about the level of competition, but that there are competitors in the market, and, from that standpoint, it is a competitive market.

MR. RODGER:  All right.  But I take it you didn't make any independent enquiries beyond those cases and what your own counsel has told you as to the state of the market?  You didn't do part of -- you didn't do any independent research into this question beyond what you have been told?

MR. HANSER:  Well, to do anything beyond the materials that have been presented by counsel and the cases, and so on, would have me come to a legal conclusion.  And I have never offered myself up as a lawyer, God forbid.

So if you would like to point to, you know, some legal material for me to read -- but I have read the cases and I am not going to make a judgment other than that.

MR. RODGER:  My question to you was as an economist experienced in among, other things, competitive markets, whether you had drawn your own independent conclusion that suite sub-metering in Ontario is in fact a competitive market?

MR. HANSER:  That is a different question.  The question you are asking is the degree of competition in the market, not whether or not there is competition in the market.  I have not done an independent assessment of the degree of competition.  There is not enough information for me to do that.

MR. RODGER:  Okay, thank you.

MR. QUESNELLE:  Mr. Rodger, I hate to interrupt at this point, but just for clarity, because I think this point is important.

You just mentioned you were asking the witness whether or not he had drawn a conclusion as to whether the smart sub-metering in the Province of Ontario was competitive.  Is that what you meant, or suite metering?

MR. RODGER:  Suite metering.

MR. QUESNELLE:  Thank you.

MR. RODGER:  Thank you, Mr. Quesnelle.

Okay.  Now, I would like to first turn to your prefiled evidence.  When you prepared your testimony, I take it, then, that you did have occasion to review, based on your last answer, the Board's most recent decision in the PowerStream case?

MR. HANSER:  I did review it.

MR. RODGER:  I'm sorry?

MR. HANSER:  I did read it.

MR. RODGER:  You did read it.  And you would be aware, then, that both the majority and the minority decisions in that proceeding agreed that PowerStream was authorized to offer suite metering as a utility activity?

MR. HANSER:  Yes.

MR. RODGER:  Okay.  Now, sir, are you aware of anything unique about PowerStream that would justify allowing it to offer suite metering as a utility activity, but not allowing other Ontario distributors to do the same?

MR. HANSER:  I don't know enough about the particulars of the PowerStream case to know exactly.  I have read the decision.  I didn't spend an extensive amount of time reading the evidence or determining it.

I do note that in response to a Toronto Hydro question, it says the fact that PowerStream is allowed to carry out this activity as part of its distribution business does not take away from the fact that metering the condominium units is a contestable market.  That was part of my response.

MR. RODGER:  Right, but there is nothing you are aware of about PowerStream that you would say makes it different than Toronto Hydro to lead you to conclude that that decision and that wording wouldn't also apply to my client; is that fair?

MR. HANSER:  Well, I didn't look at the evidence in PowerStream and I don't know, for example, the degree to which there was cross-subsidization.  I don't know the nature of the contracts that were being offered.

Much as we have in this case, there are lots of issues that could make PowerStream unique relative to Toronto Hydro.  And I haven't received or reviewed enough of the evidence to know one way or the other.

MR. RODGER:  Now, would you agree with me that one of the defining characteristics of utility activities is that they're prudently incurred costs recovered from ratepayers?

MR. HANSER:  Well, the prudence depends on what the standard is.  I don't know what the standard is in Ontario, in the Ontario Energy Board, whether prudence is the appropriate standard.

MR. RODGER:  Okay.  So you can't speak to that issue about prudently incurred costs being a --

MR. HANSER:  I have not spent time in rate cases, and so if the Board would like to say that that -- tell me that was the standard that is being used, that is one thing.

But there are other standards that are -- for example, there's just and reasonable that the FERC offers up for wholesale rates.  There are other standards that are applied.

So the question becomes:  What is the appropriate standard, and I don't know what the Board standard is that way.

MR. RODGER:  Maybe you could just assume for the purposes of my question that this Board does have a prudence standard that it applies for cost-of-service rate cases.

On page 6 of your prefiled evidence, and it is your last sentence in paragraph 10, where you say:
"THESL should not participate in a competitive market while relying on regulated costs recovery simultaneously."

Given the conclusion in the PowerStream decision, are you basically saying in this conclusion that really you just don't disagree with what the Board decided in the PowerStream case, that suite metering can be performed as a utility activity?

MR. HANSER:  I don't know enough -- I am going to repeat this.  I apologize for being boring, but I don't know enough about the particulars of the PowerStream case to make that decision and make that judgment.

MR. RODGER:  Okay.

MR. HANSER:  What I do know is that, from the evidence I have looked at, it appears that Toronto Hydro is, in some way, incurring a revenue deficiency for offering this service.  It makes up that revenue deficiency somehow, presumably through some form of cross-subsidization either within or across rate classes.  That is not determinable from the evidence that we have.

MR. RODGER:  Now, again, just to -- you talked about some of the changes or corrections you made to your evidence.  Just so I understand the magnitude, if you go to page 8 of your prefiled evidence -- this is Exhibit K6, tab 1.

I just want to read the first sentence:
"The results show that THESL's incremental revenue deficiency for 2010 is in the range between $96,000 to about $308,000."

And I take it that the change -- that you have changed these numbers late last week, that what is now 96,000 was - in your previous filed evidence back in the fall, that number was $215,000; is that correct?

MR. HANSER:  I believe so.  Let me just check.

MR. RODGER:  Okay.

MR. HANSER:  Yes.

MR. RODGER:  All right.  So the number was reduced from 215,000 to 96,000, and what is now 308,000 was previously 491,000?

MR. HANSER:  That's correct.

MR. RODGER:  Thank you.  Now, in your report, you also prepared two versions of your analysis, as I understand it, one that focusses on the 2010 period and another that covers the period 2007 and 2010.  Is that correct?

MR. HANSER:  That's correct.

MR. RODGER:  And, sir, you will be aware that the focus of Toronto Hydro's application before the Board today is for 2010 distribution rates?

MR. HANSER:  That's correct.

MR. RODGER:  And are you generally aware of the prohibition against retroactive rate-making?

MR. HANSER:  Yes.

MR. RODGER:  And so I take it, then, you are not suggesting that this Board take any actions that would have the impact of retroactively changing Toronto Hydro's cost recovery for the period 2007 to 2010?

MR. HANSER:  No.

MR. RODGER:  Okay.  Now, in your discussion with your counsel, you talked about the OM&A numbers, as you identify, as directly being attributable to the suite metered customers and not being separate and distinct from OM&A for the residential class as a whole.

Is that fair?  That's what you are trying to drill down and understand?

MR. HANSER:  As a result of one interrogatory, we asked for the OM&A -- the O&M associated with the incremental numbers of meters.  We were -- in the interrogatory, we were told it was 300,000, and we took that to be incremental to at least the average costs for meeting the requirements of a residential customer.

MR. RODGER:  And this average OM&A number that you have used in your various work sheets, your $210 per customer --

MR. HANSER:  For residential.  That's OM&A.

MR. RODGER:  Yes, yes.  Would you agree that the deficiency that you have arrived at, it is very sensitive to that average number, to that $210 a customer?  Would you agree with that?

MR. HANSER:  Well, (a) there are small numbers here, to start with, in terms of the number of meters we're talking about.  So the net result is -- you know, it's going to be very sensitive to any of these kind of numbers.

I do note that, for example, when I look at your -- at Toronto Hydro's average cost per customer of OM&A from your rate filing, it is closer to $300.

MR. RODGER:  Right.

MR. HANSER:  So that is across all rate classes.  My point is only there appears to be some basis for having incremental costs for OM&A beyond the $210 for residential.

MR. RODGER:  You would agree with me that that $210 number, that is quite important in terms of deriving what the deficiencies could be?  It is quite sensitive to that?

MR. HANSER:  Well, yes.

MR. RODGER:  I am looking now at page 3 of 11 of the work sheets.  And in this scenario, this is the Case 1B, new meters, low unit cost.  Right down at the bottom on line 28, you are showing a deficiency of $95,608; is that correct?

MR. HANSER:  That's correct.

MR. RODGER:  And to get to this line 28, this total deficiency, along the way you have grossed up for amortization and PILs, haven't you?

MR. HANSER:  That's correct.

MR. RODGER:  Could you tell me, Mr. Hanser, if -- if it turned out that suite meter customers have OM&A expenses as little as $40 below the average - so not $210, but $170 - then the deficiency becomes a sufficiency in Case 1A?

MR. HANSER:  That's correct, or -- yes, that's correct.  That's 1B, actually, isn't it?  Isn't that 1B you are looking at?

MR. RODGER:  1B, that's right.

MR. HANSER:  Not 1A.  Yes, that's correct.

MR. RODGER:  You would agree with me to actually determine the cost of OM&A for suite metered customers, it would require looking at specific OM&A costs that THESL actually incurs to serve those customers?

MR. HANSER:  Well, yes, but the question would be:  Of the costs that are included in OM&A, how much of those costs are, in some sense, common costs that are not fully appropriated to the suite meter customers?  That is -- for example, let me give a simple example, and this is why one of the difficulties with the information that has been provided.

There may be differential levels of customer service, in terms of calls taken in.  That's a common cost that is simply allocated into the system as a whole.

What you would like to do is get to the point where you have all of that information fully broken out.

So what we have done is, as near as we can from the information provided, to try to do so.  So even if we said OM&A, we have to be very careful in terms of understanding, for example, the common cost allocation methods that are associated with the suite metered customers as opposed to residential customers as a whole, to find out if there was a differential between those customer classes.

So the exercise is not simply to look at, Oh, an O&M period, but OM&A that includes a calculation of the common allocated costs.

MR. RODGER:  Right.  I think you have said that certainly for this exercise that you have been engaged on, you certainly haven't developed a full cost of serving a suite metered customer, and then compared it to the full cost of serving other types of residential customers?

MR. HANSER:  No.  But we certainly requested of Toronto Hydro all of the information that would be required to do so.  It's not from lack of asking for the information.

There is, in some sense, a difficulty, as even evidenced by the witness here, in terms of Toronto Hydro, of getting to that information.

MR. RODGER:  Now, on paragraph -- in paragraph 5 of your report -- and this is the first sentence.  I will just read it.
"By using cost-of-service as the basis for rates is meant that the rates that utilities charge for the services they provide should hew as closely as possible to the costs incurred for providing the services."

And from that, I take it you would agree that in order to follow this cost-of-service principle, one would have to develop a comprehensive analysis that allocated the full cost of servicing the residential class, among various sub-groups, based on cost causation; is that fair?

MR. HANSER:  Well, yes, in the sense that if you are providing a distinctly different service or if there are characteristics of that class of customer that are different, then that suggests that there is a basis for creating a separate rate class.

For example, if you have very, very high load customers, for example, a load factor greater than one, you might even create a class that consists of a single customer, because that customer's cost characteristics, in terms of how it drives the costs on the system, are so different from everybody else that it pays to have even a single member in the class.

In the case of the smart suite meters, you could argue there is in some sense a different kind of service being offered and, as a result, it is a service that requires a significant capital investment on the part of the utility, and that would suggest the possibility of creating a separate rate class if that was the mechanism by which you wanted to do so.

I also suggested that if the service is merely a metering one and this is clearly the market that has been indicated, then a better way to avoid even a concern about cross-subsidization or incumbency would be to create a separate subsidiary whose sole charge is basically to provide that service.

MR. RODGER:  You would agree with me that this analysis you described would involve looking at much more than simply the metering cost?

MR. HANSER:  Well, we did make the request to Toronto Hydro for all of the costs that were associated incrementally for providing the service.  So it is not for lack of a request by us for the information, to try to get to it.  The information was provided in the way that it was provided.  We took it as it as it was assumed to be.

MR. RODGER:  And I take it, then, that given the information you did have, your analysis didn't look at the extent to which costs, other than metering, differ amongst various types of residential customers?

MR. HANSER:  My concern only was to look at the difference between, in essence, the suite metered customers who have incremental costs associated with them who reside in condominiums or multi-family dwellings, as we like to call them in the United States, versus any other costs that might be associated with the residential class, per se, and particularly the question of conversion of a customer -- large portion of that customer's load from commercial to residential status by offering such services.

MR. RODGER:  Now, when you talked about your conclusion that you thought there may be grounds for cross-subsidy here, is your claim that the subsidy is from all other customers or just from residential customers?

MR. HANSER:  Well, since Toronto Hydro hasn't provided a fully allocated cost-of-service study, I can't identify which customers are providing the cross-subsidy.

It is merely the case that I know there is a revenue deficiency, and since under cost-of-service based rates that deficiency has to be made up, I can't tell whether it is within the residential class or whether it is across classes.

We know, of course, there are lots of situations where cross-subsidies occur across classes as opposed to within a class.

MR. RODGER:  All right.  Well, let's maybe take the discussion up one level and talk about some broad principles and see whether you can agree or disagree on sources of cost differences amongst residential class customers.

Would you agree with me that THESL incurs a variety of costs to connect and serve a suite metered customer?

MR. HANSER:  I am not sure how to answer that question, because it is so general I don't know what it means.

If what you're talking about is simply the connection, the prior witnesses have indicated they simply provide a connection, period.

So if the question is the connection relative to the distribution system, that cost is constant relative to whether it is bulk metered or whether it is individually metered, right, because the distribution system just sees the load of the customer as a whole.  It doesn't see the individual loads of those customers.

So relative to connection, if you are just asking connection to the distribution system, it seems to me it doesn't differ.

MR. RODGER:  No.  One of the line of questionings that your counsel asked to the previous panel was based on the assumption that suite metering had, I think in his words, all kinds of other equipment associated with it.

MR. HANSER:  That's a question having to do with metering and not connection.

MR. RODGER:  Okay.

MR. HANSER:  So that's a question that says, If I am going to provide the service, I need to provide communication services and so on in order to fulfil the metering function.  That's different from, I am going to connect this load on to my system and I need to know what I have to do relative to transformers and lines on my system to connect that.

And the indication by one of your witnesses was that connection is sort of immaterial.  It is the same whether it is bulk or whether it is individually metered, because what the system sees is basically the load at the end of the line.  It doesn't see anything else.

Those services which counsel was trying to bring out, I believe, were related to the metering service, not the mere connect connection.

MR. RODGER:  All right.  Let's go to the metering side of it, because that is what I am interested in.

MR. HANSER:  Okay.

MR. RODGER:  Do you agree there will be a series of costs to connect or to associate with that kind of customer?

MR. HANSER:  Well, if Toronto Hydro decides to offer those metering services, I presume that it's going to incur a series of costs, communications, metering, billing and so on, that are associated with that particular customer.

MR. RODGER:  Yes.  Okay.  You mentioned a few of them.  You mentioned billing.  You mentioned incremental maintenance.

You have mentioned the connection.  All of those things could be different costs and different levels depending on whether you are a suite metered customer, and maybe different depending on what kind of building you are in -- that suite metered customer is in, is that fair?

MR. HANSER:  That suggests all the more reason why you would want to have a separated rate class for that particular set of customers.

If you really do have all of those different kind of costs relative to the plain vanilla connecting a single family dwelling to the load versus your suite metered customers, that at least suggest that you would want to create a separated rate class to properly allocate those costs, because, as you have just pointed out, they're not plain vanilla and they vary across that set of customers.

MR. RODGER:  Would you agree with me, likewise, the residential class as a whole isn't white plain vanilla?  It is very heterogeneous?

MR. HANSER:  I think you need to distinguish between two kinds of heterogeneity.  The heterogeneity we're talking about relative to the suite meter customers is the heterogeneity that has to do with making a capital investment in order to connect those customers.

The heterogeneity we usually think about relative to residential customers generally is associated with the variability of the load and their burden on the system; that is to say, I collect a volumetric charge per kilowatt-hour, but we know that we have fixed costs that are incurred and so the net result is, is that it is possibly the case that customers who have -- create a burden or have a very high load factor on the system or very high peak demand may create a very different burden than customers who have a relatively less peak demand, because, in the end, that volumetric charge doesn't cover all of those costs, per se, except on an average basis to cover it all.

So that is a variation in the kind of customers.

Now, there is the possibility you might provide differentiating in services.  I notice there was a point raised about whether you provided service by overhead lines versus underground lines.

Again, that also depends on the nature of the service and how that is funded.  For example, undergrounding could mean that the conduit is provided by the contractor, and all of that is being provided by Toronto Hydro is simply the electric line going in.  I haven't done an analysis about those characteristics to know whether or not that is a substantial basis for differentiating those.

But I do know when you're talking about, you know, multiple factors of costs per meter, that suggests there might be a basis for changing, for having a differential energy class, or, alternatively, the other solution I talked about.

MR. RODGER:  I think what you said there is that there can be several distinguishing features when looking at the cost to serve, in this case, a broad residential class.  You have talked about overhead and underground.  I take it that would be one set of distinguishing features that could drive different costs?  Do you agree with that?

MR. HANSER:  It depends again on how the costs are collected and who bears the burden of the costs.

The issue here, though, is that this is a contestable market.  So it is not just it is your thinking about it as a cost basis for differentiating, but, rather, that there are implications for other participants in the market about how you do that cost allocation.

So it is not merely a question, Oh, you know, I am going to do a differentiating cost because I want a different handle, but, if I have an impact on the market for providing those services and the market is contestable, then I may have a basis for creating a separate rate class, because the implications go beyond that of the standard principles of rate design in terms of cost causation and so on.

MR. RODGER:  Let me ask you about these distinguishing features.  You mentioned in your answer overhead versus underground.  Do you know what rear lot service is in the City of Toronto?

MR. HANSER:  No, I don't.

MR. RODGER:  Well, in some parts of Toronto, overhead distribution lines run through backyards rather than along the street.

And I put to you that, could that be another example, rear lot service, as a distinguishing feature to differentiate costs between various types of residential customers?

MR. HANSER:  Again, it depends on the size of the costs and how the costs are collected and all of the other things.  I can't make a judgment about that.  But I can make a point that if I am looking at a question about the implications beyond the utility, you know, relative to other participants in the market, then it strikes me that that at least forms a basis for doing that calculation.

MR. RODGER:  Right.  But from your answer, it could be a distinguishing feature?

MR. HANSER:  I have seen in utilities across the country where they do distinguish between underground and overhead relative to residential customers.  I have seen where it has been distinguished based on the length of the connection between the residential customer and the local distribution system.

There are lots of ways to differentiate and there have been lots of bases, but, in this case, where you are dealing with a contestable market where there are implications for parties beyond the customer, or, alternatively, there is, you know, a cost allocation issue which is so strong because of a singular characteristic of the customer, that provides a basis for creating differentiated rate classes or alternative solutions.

MR. RODGER:  I take it you would agree that depending on the physical characteristics of residential customers -- for example, a suite metering customer, may have a different level of service costs as opposed to, for example, a single family home where there is a lot of tree canopy, perhaps a lot of animal interference.  All of those things could drive different costs in serving those customers within the broad residential class.  Would you agree with that?

MR. HANSER:  It seems to me those costs, if you were properly allocating, would be allocated solely to the distribution system and not to the customer, per se.

That's not a cost that is incurred for at the customer's premises.  That is a problem of the distribution system itself.

And almost invariably the costs that are associated with cutting down trees and things in public utilities that I know of are set into the distribution system.  They're not put into the customer cost and they're not put into the metering costs.

MR. WETSTON:  Just hold on a sec.  I want to just make sure -- it may be a bit self-centered about my schedule, I am a little concerned that Teresa maybe should take a short break.  Do you want five minutes to rest?

Why don't we take a few minutes?  We will just take five minutes just to rest a few minutes.  You know the stream you are going on.  Do you remember where you are at, sir, in your thinking.

MR. HANSER:  I will try.

MR. WETSTON:  Give it a good shot, will you?  We will just take a few moments so we can take a rest.  Thank you.

--- Recess taken at 12:49 p.m.


--- Upon resuming at 12:56 p.m.

MR. WETSTON:  You may be seated.  Thank you very much.  Mr. Rodger, thank you.

MR. RODGER:  Thank you, Mr. Chairman.  I just have one other area for the witness.

MR. WETSTON:  Did you complete your answer, Mr. Hanser?  Sorry, Mr. Rodger, I cut him off midstream.

MR. HANSER:  Sorry.  So the question was about the tree charges, and I just want to point out, if you will look at out your window, you will notice that the lines that go to distribution go to residential customers, simultaneously go to bunches of commercial folks.

So there is a real question about:  How you are going to allocate those tree charges?  Are they residential or are they commercial?  Those lines serve both, and so I don't know.  All right.

So -- and in response to your question, I don't think there is a clear answer about allocating it to a particular class and that's a case of judgment.

MR. RODGER:  Okay, thank you.  I just want to conclude, before we start -- in terms of the nature of this market, so-called market.

This goes back to whether it is a competitive market, contestable market.  Mr. Chairman, I don't think the words "competitive market" have been raised so much since the press conference on the White Paper a decade ago.

But are you aware of -- Mr. Hanser, of legislation before the Ontario Legislature known as Bill 235?

MR. HANSER:  I believe that you forwarded a copy.  Actually, I don't have it with me.  If somebody has a copy, I would just like to take a look at that.

MR. RODGER:  Bill 235, this is what I sent out yesterday, a background which I will refer you to in a minute.  It is the Energy Consumer Protection Act.

And I am just wondering, prior to me sending this out yesterday, did your clients advise you of this proposed legislation?

MR. HANSER:  No.

MR. RODGER:  They didn't.  Hmm-hmm.  Well, one of the objectives of this proposed legislation is to regulate suite unit smart meter providers; in other words, the group that you represent.

MR. HANSER:  I don't represent them.

MR. RODGER:  Oh, but you are here testifying on their behalf.

MR. HANSER:  I am testifying on their behalf, but I don't represent them.

MR. RODGER:  Okay, that's fine.  That's fine.  I apologize.

I am I am just going to read you one paragraph that applies to the issues before the Board, and this is the intent of the legislation.  And one of the things that the legislation will do is:
"Unit smart meter providers and unit sub-meter providers are prohibited from charging for unit smart metering or unit sub-metering, as the case may be, except in accordance with an order of the Board, which is not bound by the terms of any contract."


MR. O'LEARY:  Mr. Chair, if I might just interrupt, the document that my friend circulated was a press release and was not, in fact, a copy of the draft bill.  So the witness is not familiar with the draft bill, which is of course only a draft.  And who knows whether it will become law and whether the regulations that are contemplated under it will be of any relevance or not.

But I think it is just important to point out the witness does not have any familiarity with the document that was just read.

MS. CAMPBELL:  Mr. Rodger, you provided copies of the material I think that you referred to.

MR. RODGER:  Yes.

MS. CAMPBELL:  Would you like it placed in front of the panel?

MR. RODGER:  Yes, please.  While we're waiting for it to be handed out, perhaps we could mark it as an exhibit.

MS. CAMPBELL:  Yes, that would be K7.
EXHIBIT NO. K7:  DRAFT OF BILL 235

MR. RODGER:  This is from the Ontario Ministry of Energy and Infrastructure website.  It is entitled "Consumer Protection", "Proposed Energy Consumer Protection Act, 2009".

Then, Mr. Hanser, if you would just go over to page 3, you will see that this document spells out some of the key elements of the Act, and there is a separate section devoted to suite metering.  And there is two columns.  Under one column is a problem that the province has identified, and then there is a proposed solution.

And on page 3 under the suite metering problem section, the problem is described by the Government of Ontario, is that suite metering companies not subject to the same rules as local distribution companies, LDCs.

And the proposed solution that appears on this government document is that suite metering providers, subject to rules paralleling LDCs concerning fee regulation, licensing, security deposits and disconnections.

And my question for you, sir, is that, you know, your entire evidence is presented in the context and language of cross-subsidization, competitive markets, contestable markets, et cetera.

But would you agree with me that if this legislation does become law, and the sub-metering group, the people that have brought you here today, become regulated like the LDCs, like Toronto Hydro, won't this have the effect of essentially undermining the foundation of your report, which has premised that this part of the business, unit suite sub-metering, is really a market-based competitive activity?

MR. HANSER:  Well, I guess I have two remarks.  The first one is that this is proposed legislation and what the final version will look like could be distinctly different than the initial legislation, and you have the example of good old President Obama and his health care legislation asking what the initial bill looked like versus the final.  That's an example of how is it -- there is many a slip between cup and lip.

Secondly, the nature of the regulation isn't clear here.  For example, it is not clear this is in fact price regulation in the strictest sense.  This could be quality regulation.  This could be terms regulation in terms of the kinds of the contracts.

There is a wide variety of regulatory frameworks that this could be framed.

And so it may be questions of quality of service that drive this as opposed to price.  It may be non-uniformity of how disconnecting from the system are.  We don't know, and I don't have the legislation before me to know, and this little paragraph that you have here is certainly not clear as to what is going on.

MR. RODGER:  Well, assume with me, sir, that the legislation is passed and the legislation does regulate the charges that your group can impose for suite meters.

What does that do to the basis of your evidence that this is all one big, happy, contestable, competitive marketplace?

MR. HANSER:  I don't think it changes it, and I don't know -- the models for providing those services I understand varies across the group.

I can hardly look at this one little tiny paragraph, given the multitude of models for providing those services, and say, Oh, I know what's going to happen.  I'm sorry.  That's just an opinion I am not willing to offer with such little information.

MR. RODGER:  Those are my questions.  Thank you, sir.

MR. WETSTON:  Thank you, Mr. Rodger.  Any other questions?  Thank you.

MR. BUONAGURO:  I do, thank you.
Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Good afternoon.

MR. HANSER:  Hi.

MR. BUONAGURO:  I would just like to start with page 10 of your report.  It's the last paragraph of your report, at tab 1 of K6.

MR. HANSER:  Yes.

MR. BUONAGURO:  And I notice -- this is your conclusion, which is -- I guess I will read it for the record:
"Whether viewed from an incremental standpoint for 2010 or viewed cumulatively, it appears THESL is not recovering sufficient revenues from its suite meters to offset the increased capital and OM&A expenditures associated with the installation and operation of the suite meters.  Thus it appears that THESL is cross-subsidizing its suite meter program from revenues from other customers."

I notice in both assertions that you are making in this paragraph you use the word "appears", which suggests to me that what you are saying is that there may be a cross-subsidization as opposed to definitively giving an opinion that there is a cross-subsidization.  Am I correct?

MR. HANSER:  Well, what I am trying to say is that relatively the limitations of the information I have been provided by Toronto Hydro, that's the way it appears.

I haven't done a fully allocated cost-of-service study to determine, and neither has Toronto Hydro, but given the data that I have been presented in response to looking at their rate filing and relative to the interrogatories, I have no reason to believe there isn't cross-subsidization.

But the definitive opinion would require, I think, a fully allocated cost-of-service study.

There has already been some controversy about the interpretation of the numbers presented by Toronto Hydro.  So I prefer to use the language "appears", because, in my opinion, it seems that way, but I can't say definitively.

MR. BUONAGURO:  Thank you for that.

I guess on that theme, you talked about the -- what is referred to in your report as the incremental OM&A expenses --

MR. HANSER:  That's correct.

MR. BUONAGURO:  -- related to suite metering.  And that is the -- I am looking at the page 1 of the revised attachments.  That's the 300,000 OM&A costs related to suite metering in 2010 and the source is response to SSMWG No. 5.

MR. HANSER:  That's correct.

MR. BUONAGURO:  I think I said it already, but you referred to that as incremental, and I just want to go to that interrogatory response, which is at tab 4 of the book of materials at page 8.

At part (b) the question was:
"What is the total amount in the OM&A forecast for 2010 that relates to individual suite metering?"

And the answer is that 2010 OM&A forecast costs is $300,000 or 0.3 million.

And I think that clearly is saying that in the total OM&A budget, $300,000 is suite metering.  That's how I understand it.  Is that how you understand it?

MR. HANSER:  No.  No.  I took this to be incremental.  And the reason is that if I do any simple calculation of what the OM&A is, it's I think -- the number, if I remember right, was about $80.

That compares to the residential, which has a simple plop in meter on the side of the house, which is at roughly $210.  So I took that to mean that the incremental costs associated with dealing the suite meters is the $210, plus roughly the $80 or so.

The reason is is that -- think about it this way.  The meter itself is anywhere from 400 to $700 a pop.  That's a panel that is subject to catastrophic failure.

Any way you think about it, that's a significantly larger capital expense, and it is likely to have a higher O&M in maintenance expense.

And so I conservatively said, Okay, let's just assume it is roughly the number they have suggested, plus whatever is associated with residential.  I don't know whether that's correct or not, but it seems reasonable given the nature of the circumstances.

I can't believe the OM&A for a $500 or $400 or $700 meter is going to be literally a third of the costs associated with residential.

MR. BUONAGURO:  Okay.  Because to be fair, I think I confirmed in my cross-examination of the panel this morning that the $300,000 is actually part of the total OM&A.

So, for example -- and we can do this through the tables.  If you go to page 1 of the table - it doesn't matter - page 2 of 11, attachment Case 1A.

MR. HANSER:  I'm sorry, where are you?

MR. BUONAGURO:  It is your report, attachment Case 1A.

MR. HANSER:  Oh, Case 1A in my report, okay.

MR. BUONAGURO:  Yes.  At line 13, this is the number that you have called incremental operating expenses.  And under the calculation, you've got the $300,000 number that we're talking about.

MR. HANSER:  That's correct.

MR. BUONAGURO:  And you are adding that to an OM&A of $210 per customer; right?

MR. HANSER:  Yes, that's correct.

MR. BUONAGURO:  But we heard this morning that the incremental operating expenses that you are adding to the OM&A $210 per customer is already included when they came to their 210 per customer.

MR. HANSER:  Well, I am responding to the way the interrogatory was framed, and, in my view, it was incremental.  If it's not incremental but it is included, then I need to have a better breakout of their residential, because it is clear that at $160 a meter for residential versus anywhere from 400 to $700 per meter for the suite meters, the OM&A can't be the same as that average number.

So either I've not been provided fully all of the information I have asked for, or there's some other additional information buried somewhere that we would like to see.

MR. BUONAGURO:  Okay.

MR. HANSER:  I have no reason to believe that a meter that's basically so expensive, that on a per customer basis it is three to five times as expensive as a residential, should have an O&M that is basically -- we know that from the commercial and industrial.  Large industrial and commercial customers have peak meters.  They even have double meters.  We know the maintenance expenses on those meters are significantly higher than it is for the average residential, and it is separately collected.

In fact, look at the OM&A for the customers as a whole.  For the group as a whole, it is $310 per customer.

So that suggests that any time I am dealing with much more expensive meters, my OM&A is likely to be more expensive, because I rolled in the costs of those larger and more expensive meters in my overall costs.

MR. BUONAGURO:  So I am taking from that what you are really saying - and staying with Case 1A - when you come to a total OM&A figure of $640,000, I think you might be willing to accept that the $300,000 is embedded in their calculation of the $210 per customer, but you are saying that if you were to do a fully allocated costing of suite meters in and of itself, it would be something higher than 210, and this is your proxy way of getting at it?

MR. HANSER:  That is one way of interpreting it.

MR. BUONAGURO:  Acknowledging of course there is no fully allocated costing, even though you asked for it.  The fact is Toronto Hydro hasn't done one?

MR. HANSER:  Well, but Toronto Hydro hasn't done any clear delineation of those costs even in response to our requests, of what those costs are for those smart suite metered folks.

So my question is:  If they haven't provided it, I don't know that they have the information.

MR. BUONAGURO:  Back to the Interrogatory No. 5 at tab 4, page 8, the same question.  As I said, you asked about the total amount in the OM&A forecast for 2010 that relates to individual suite metering.

If you were trying to come up with a proxy for --

MR. HANSER:  I'm sorry, which interrogatory is it?

MR. BUONAGURO:  It's the same one we were just talking about, page 8 of the book, at tab 4.

So at B you're saying -- as I said before, the question was:
"What is the total amount in the OM&A forecast for 2010 that relates to individual suite metering?"

If you are trying to come up with a different number than 2010 per customer, one of the things you would do is ask what I consider to be the flip question, which is:  What is the total amount of the OM&A forecast for 2010 that specifically does not relate to individual suite metering?  And you would deduct that from your calculation, wouldn't you?

MR. HANSER:  Well, I mean, if you're saying -- what is the line from Aristotle?  Everything is defined as everything which it is not.

So, yeah, if you want to say it that way, I guess you could do that.

MR. BUONAGURO:  There are three things.  There would be costs that are specifically related to suite metering, which the company has identified for you as $300,000, correct?

Then there would be -- there would be things that are specifically not related to suite metering, which would be some other number, and then there would be things that are related to both, which would be some other number.

And when you have all three numbers, you could come up with some sort of number that is related specifically to suite meters and the number specifically related to everybody else?

MR. HANSER:  Yes.  If I had gotten all of the numbers that you have described, I would have been a happier person and I would be able to use it in my report.  As it was, we asked a question about what were those costs, and we treated them as if they were incremental.

MR. BUONAGURO:  I think when you are trying to answer those three questions to come up with the proper number, you are actually doing the cost allocation exercise?

MR. HANSER:  Well, you are doing a couple of things.  I mean, you're doing a sub-cost allocation study in the sense that presumably, since you are contracting for all of this, you have good numbers on those things.

Then the question becomes breaking down the common allocated costs across the system.

That is to say:  Is there differential rates at which the service centres are called?  Is there differential rates at which the maintenance has to be done on it, and so on?

Our way was to summarize all of that in our assumption.

MR. BUONAGURO:  But the same interrogatory response at part A, it says -- the response is:
"The THESL 2010 OM&A forecast is based on 8,564 units."

Do you see that?

MR. HANSER:  Yes.

MR. BUONAGURO:  Which suggests to me that the $300,000 is based on their full complement of suite meters, whether or not they end up actually being occupied.

MR. HANSER:  No.  Those are only the revenue-producing units.  There is 1,800 units that are included in 2011 in response to another, which was claimed not to be as part of the revenue producing.

Those 8,564 are the cumulative revenue-producing units as we understand it, and I can put together all of the different little interrogatories to get to it, but that is basically the case.

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

MR. WETSTON:  Thank you, sir.  Any redirect?

MR. O'LEARY:  No, Mr. Chair, we have no questions.

MR. WETSTON:  There would be no questions from counsel.  No questions?

MR. O'LEARY:  No, sir.

MR. WETSTON:  Okay.  Anything from the Panel?
Questions by the Board:

MR. KAISER:  I wonder if I could ask you to turn back to -- Mr. Rodger just gave you the Energy Consumer Protection Act.  He identified the problems on the left column, which I guess is the suite metering companies.  That, I presume, is Mr. O'Leary's clients that are not subject to the same rules as local distribution companies such as Toronto Hydro.

And the solution, apparently, is that suite metering providers would become subject to rules paralleling the LDCs concerning fee regulation, licensing, security deposits and disconnections.

And leaving aside things like licensing, security deposits and disconnections, just focus on fee regulation.  It presumably means rate regulation.

If the suite metering companies became subject to some form of rate regulation, would it not follow that we would pretty well have to have a separate rate category for Toronto Hydro with respect to that class of service?

MR. HANSER:  Well, there are two alternatives.  One is, as you suggest, a completely separate rate category, because if you are going to regulate a company that is specialized in doing this, then clearly Toronto Hydro would have to have a very specialized rate under its class of residential service, or however you want to describe it, to cover it, because they wouldn't be comparable, and the Board would be in the position of not understanding -- it would be apples and oranges, you know, so to speak.

Alternatively, if Ontario -- Toronto Hydro had created a subsidiary and they had the same service under the subsidiary, then you might in fact have the situation where all parties looked similar structurally, in a sense, and then there wouldn't be this question about, Okay, I am allocating my costs and here is how I allocate it, because in fact they would be on an equal footing, so to speak.

MR. KAISER:  Now, I understand the reluctance, and Mr. Rodger has gone through this, to create a separate rate category, and we can look across the City of Toronto and see all kinds of variances and plain vanilla or not plain vanilla.

But it appears that the essential difference here is that -- is really a capital cost difference, because the smart meter that is on my house, and everyone else in the City of Toronto, costs $150 or so, and this Quadlogic meter that goes into these condo units cost between $444 or $747, call it $600.  I mean, one thing we can probably get, if we ask, from Toronto Hydro is the cost of these meters.  They know what they are.  And there is a significant difference in capital costs.

Now, Toronto Hydro, when they go into this business as you have described, they say, Well, we're going to put it in free, no capital costs, and we will recover it in rates.

And when the competitors come in, they make some kind of deal and they try and recover it, too, capital and operating over a period of time.

And their complaint is that the competitors, that Toronto Hydro, can bury part of this $600, bury it into the big residential class.

Is one possible solution to say to Toronto Hydro, Look, if you are going to provide this type of suite metering to condominiums and you are going to give away -- you are going to throw in a $600 meter, you have to collect from the condo corporation the difference between the capital cost that everyone else is paying for a smart meter, 150 bucks, and the 600 bucks, which is what it is costing the people, the residents of Toronto, the ratepayers of Toronto Hydro.  Pay $450, get that upfront.

Let's suppose they did that to get a level playing field.  Would that solve the competitive problem, as well as the cross-subsidy problem?

MR. HANSER:  I would have to think about it.  I mean, it doesn't seem to me that it completely solves the competitive problem, because, to some degree, they are still collecting the $160, or whatever it is, for the meter in rates, anyway.

You know, the issue is that -- I mean, alternatively, Toronto Hydro could offer two levels of service and make sure that all of the revenues fully collect everything; that is to say, if I am going to have this competitive service, I offer two services.  I offer a plain vanilla at 160 and I offer, you know, a fancy whatever at $400 or $700 a meter.

And that would be -- that might be one possibility.  Then of course it would have to be completely separated.

There is also, though, an issue that you have to think about, which goes like this -- two issues that may be concerning.

One is incumbency.  If you look at the advertisement that Toronto Hydro has put out, in places it says, You will like us because we're regulated, and we are better because we are regulated.  And that gives the customer assurances.  And incumbency is an issue.

The second issue is that although you are correct most of it is capital cost, my guess is, though, there is higher customer costs to start with.  Let me see if I can explain.

When you are converting these folks over from, you know, bulk or, you know, whole premise, a meter to suite meter, these folks have never seen -- some of these folks have never seen an electric bill.  They have no idea what their individual consumption is.

My guess is, when they come on the system at first, they're going to be quite surprised about what happens and that when you go to do the calculation about allocating some of the common costs associated with customer service, it might be higher for those bulk metered folks, because they have never seen a bill before.

And so there are issues like that - I don't know all of the issues - in terms of allocating common costs, like the switching centre and so on, that also have to be somehow accounted for.  Those costs are clearly carried by the competitors, because they have to respond to those questions, also.  But as it would stand, unless you fully allocated those, also, you would be in this position where the common costs wouldn't be fully allocated, possibly.

MR. WETSTON:  Now, Mr. O'Leary is here arguing for a separate rate class because he wants the cost of the higher-cost meter to be borne by these condo owners, these condo corporations, the people that own these units, so that his clients can compete with them.

When you did this analysis, did you do any analysis of what was happening in the market in terms of market shares?

I mean, is Toronto Hydro dominating this market?  What percentage of the market do these seven companies have?  Do we have any idea of what is going on in the market and whether this is any real evidence that this cross-subsidy, which you allege, is forestalling competition?

MR. HANSER:  I haven't done an analysis of the market to know whether it is forestalling competition.

My presumption is that any time somebody offers you "free", that free is better than costing and that that's an inherent advantage.

When -- you know, when somebody offers you something free and it is a service that is made clear is comparable, that there is no deterioration of the service or whatever, then that provides a competitive advantage in the market.

I don't know whether that has fully been felt in the market yet.  I mean, we're looking at a relatively new market.  The total installations we're talking about are only eight or 9,000 by THESL -- by Toronto Hydro in its own territory.  So to me it is kind of -- it is premature.

But I know for sure that if I am an entrant thinking about joining the market and I have somebody out there giving it away free, that's a deterrent for me entering that market, because I can't possibly beat "free".

MR. KAISER:  And one final question.

You have testified before a lot of agencies in the United States.  This is a new market, and perhaps Ontario is leading North America in smart meters or certainly an early adopter of that technology.

Any evidence in the US whether other regulators are facing this problem?  We have a number of utilities in the US that are rolling out smart meters, and I am sure there is a policy to put them in condominium units, as well as individual homes.

Has this come up as a regulatory issue in the US at all?

MR. HANSER:  Not in that context.  I mean, the only context, you know, that I know of -- there's no context relative to the metering.  The metering in the United States has been, you know, largely the LDCs' responsibility, period.  It hasn't moved.

There has been -- metering is an issue at the commercial level, where it is contestable, and there, there are separate subsidiaries for various utilities to provide metering service.

Any time there is a chance -- I mean, generally regulators in the United States take the tack that, if there's a chance you are going to affect the competitive market by entering the market, then the utility needs to sort of separate itself, you know, sort of split itself in pieces, to make sure there is not an issue, as an example.

Early on, you know, there was energy efficiency programs that were provided by the utility.  The minute it became clear that there were private providers of energy efficiency kinds of things, fluorescent light bulbs, and so on and so forth, the utility commissions all said, I'm sorry, you have to stop giving away those things and doing things like that.  The market is providing them.  If you want to provide those energy efficiency materials in the market, provide rebates that the customers can use at any vendor that is in the market to ensure that there is robust competition in it.

But your entering the market and just giving them away kills the market in the end.  You are basically retarding a technology that is nascent in the market by doing so.

MR. KAISER:  Thank you.

MR. WETSTON:  I believe that, then, concludes the evidence of Mr. Hanser.  If there is nothing else, thank you very much.  You may step down.

MR. HANSER:  Thank you.
Procedural Matters:


MR. WETSTON:  Ms. Campbell, does that conclude everything?  Is there anything outstanding that we need to know about?

MS. CAMPBELL:  No.  I think that we are now completed.  The dates for the filing of argument by the applicant, by intervenors, by Board Staff were announced at the beginning of this, the oral part of the hearing, on Thursday.  So there is nothing outstanding.

MR. WETSTON:  Well, then thank you.  I think that concludes the evidentiary portion of the hearing and the hearing itself, there being no other outstanding matters.

It will be clear to everyone that the decision in this matter will be reserved by the Panel, obviously, and I want to thank everyone for participating in this particular proceeding.

I did understand at the end that Mr. Hanser was noting that regulation makes you better.  I have been looking for some way of branding the OEB, and maybe that is one way of doing it.  If there are any royalties associated with that, sir, make sure they come your way.

MR. HANSER:  Well, thank you very much.

MR. WETSTON:  We are happy to oblige.  But on a more serious note, I do appreciate your participation and the materials and the information that we have received.

So I think that concludes everything at this point, and the decision is reserved.  Thank you.

--- Whereupon the hearing concluded at 1:30 p.m.
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