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--- On commencing at 9:43 a.m.

MR. SOMMERVILLE:  Thank you very much.  Please be seated.

Good morning, everyone.  I see that our numbers have depleted somewhat.  They have found some place else to go in the mornings.

Are there any preliminary matters?  Mr. DeRose.
Preliminary Matters:


MR. DE ROSE:  Yes, good morning, Panel.  A couple of preliminary matters, and then I will also be leaving to go to the other room.

The first matter relates to -- this is the issue of the written questions that Mr. Thompson provided to Hydro One last week.  Just by way of reference, this was dealt with in transcript volume 8, page 147 of last Friday.

And you will see starting at line 11, right after it is pointed out that Mr. Thompson "rules from afar", he is now in Spain and he continues to rule me from afar.

Mr. Rogers describes the question, as he says, that we were asking his client to give a bill impact comparison for distribution customers, residential distribution customers, with the Board's website for certain rates that the Board has calculated.

What Mr. Rogers and I have talked about, first of all, we were seeking three items.  The first was the total estimated monthly bill for a customer using 1,000 kilowatt-hours for Hydro One customers, for all distribution customers, and then for all distribution customers excluding Hydro One.

The information with respect to Hydro One distribution companies has actually already been filed in Exhibit J6.4.  So that information we have.  And the other information is actually contained on the Board's website.

We have printed out a copy of the information from the Board's website.  I have talked to Mr. Rogers.  We would like to file that as an exhibit, if we may.

MR. ROGERS:  Yes, I'm agreeable to it being filed, Mr. Chair.  There will be an argument as to the relevance, but I am content to have it filed.

MR. SOMMERVILLE:  Thank you.

MS. HELT:  K10.1.
EXHIBIT NO. K10.1:  MATERIAL PRINTED FROM BOARD'S WEBSITE.

MR. SOMMERVILLE:  Thank you.

MR. DE ROSE:  And in terms of...  So what you will see, members of the Panel, is that this includes all distribution companies.  The Board provides this as a service to customers.

We were asking Hydro One to go through and do the math so that there wasn't any argument about the math being right or wrong.  Hydro One has taken the position that they don't want to do the math.  They would rather that we do the math.

So our view is, if it is on the record as an exhibit, we can do the math ourselves and put it in the argument, and that, then, solves this issue and we don't have to fight about it.

So if that is -- if the Panel is agreeable with that approach, we would file it.  The information is there.  We can do the math.

MR. SOMMERVILLE:  That's acceptable to the Panel.

MR. DE ROSE:  Thank you very much.  One other issue is there was also a second part to the question, that we provided Hydro One with the opportunity to explain the difference between Hydro One's rate and the total -- if you take the total distribution company's averages, we expect it to be lower.

Hydro One has declined to provide that explanation.  Our view is it is not something to compel them to do.  It was an opportunity that they could explain it, and to the extent that any inferences are drawn from that, the Board is free to do it.

But we provided Hydro One with the opportunity, and they have declined.  So...

On a second --


MR. ROGERS:  Just before my friend leaves that, if I could?  Excuse me, Mr. Chair, if I might just interrupt before he moves on to something else.

I must confess that when I first got the question Mr. Thompson asking my client to explain the differences between its rates and those of other municipalities, I misinterpreted his intent.  I did not want to undertake to explain all of the different cost structures and forces, and so on.  I thought that is what he was getting at.

I now understand from Mr. DeRose he simply wanted Hydro One to advise them if there is any major element which would make the rates not comparable.  I did not understand that previously.

And I think that we can look at it and let him know if there is any major difference.

MR. SOMMERVILLE:  So let's revisit that over the next little while.

MR. ROGERS:  Yes.  We will cooperate and do that.  I just didn't want to have to explain -- I have already said it.

MR. SOMMERVILLE:  Having given him the opportunity, Mr. DeRose, you can't deny --


MR. DE ROSE:  We are quite happy to have that information.  I think that was my way of saying we aren't going to fight about compelling them to provide that information.  We thought it was appropriate to give the opportunity, and so the opportunity is there.

MR. SOMMERVILLE:  I hear Mr. Rogers indicating that he will visit that subject matter with you.

MR. ROGERS:  Now that I understand what they are after, we will try to help them.

MR. DE ROSE:  Okay.  On a second issue, just with respect to the evidence of Mr. Sharp, I believe you have been advised of this, but no -- there were no parties wishing to cross-examine Mr. Sharp, subject to Hydro One having a handful of questions.

They had suggested that they give us those questions in writing.  They have.  We will answer them in writing, and that way we will save the time of the Board having Mr. Sharp come down here.  I think these are the type of questions that can be dealt with in writing appropriately.

What we have proposed, talking to Board counsel, is that we will file -- the report of Mr. Sharp is already filed with the Board, but we will attach an affidavit to it so that it becomes appropriately sworn evidence.  If you are fine with that approach, we will not call Mr. Sharp today.

MR. ROGERS:  I am content with that, sir.  My client has some reservations about the relevance of this evidence and they will be arguing that, but I don't quarrel with it being filed.

MR. SOMMERVILLE:  Very good.  We will proceed in that fashion.

MR. DE ROSE:  The final issue just before I leave the room, would the Panel like any views or submissions on timetable for argument before I leave for the OPG hearing?

MR. SOMMERVILLE:  I think Board Staff has been canvassing input on that subject.  I think a tentative schedule has been arrived at.

I understand -- and this is from a briefing that we had this morning.  My understanding is that we would expect intervenor argument to be made no later than October the 25th.  I think there were some submissions to the effect that October 28th would be more desirable from an intervenor point of view, but, in light of the overall schedule -- and the Board is mindful of the other commitment that people have in the OPG hearing, but we do have to be mindful of our time constraints in this case, as well.

So we are thinking that October 25th would be a date for reply argument.  Board Staff -- or, pardon me, intervenor argument.  Board Staff would come in a couple of days ahead of that.

MS. HELT:  October the 20th.

MR. SOMMERVILLE:  October the 20th.  And so intervenors would have the benefit of Board Staff's argument before making their -- filing their own, and then reply argument in writing form the applicant I believe a week after the 25th.

MS. HELT:  I believe the date we discussed was October the 28th.

MR. SOMMERVILLE:  Oh, very good.  That is a tight time frame for you, Mr. Rogers, from a reply point of view.

MR. ROGERS:  It is only three days to reply to 12 arguments. I am very anxious to get the argument in quickly because, as you know, there are some timing issues with the IESO's need to know the result before they can implement the rates.

MR. SOMMERVILLE:  Let's give the applicant a little bit more time for his reply argument.

MR. DE ROSE:  Could I also just -- I'm sorry to interrupt, but the combination -- and there is a number of elements that make it difficult for us on the 25th, one which really is not the Board's issue.  It is that Mr. Thompson is out of the country for the next short while.

But the combination of that and -- primarily the combination of the schedule for OPG, if it is possible to have the intervenor evidence instead of the 25th, which is a Monday, on the 27th or the 28th, that would make a material difference to us for a few reasons.

One is the OPG schedule, but also given the tight time lines and the pressures we are facing, we will be working through the weekend, and sometimes getting assistance to do formatting, et cetera, it is actually a big job.  And then I would propose, if Mr. Rogers can go into the next week, that then gives him the weekend, as well, which may be would help.

MR. SOMMERVILLE:  Let's do it this way.  We will make provision for intervenor argument to come in no later than the 28th.

MR. DeROSE:  Thank you.

MR. SOMMERVILLE:  Mr. Rogers, you will have a week after that point to file your reply.

MR. ROGERS:  Well, it is going to be oral, I understood, sir.

MR. SOMMERVILLE:  Well, I think our plan was to do it orally if we thought that there was a requirement for the Board to ask questions.

Let's leave that aspect of it open at the moment and we will revisit that.

Sometimes the Panel, in receiving the argument, finds that there is a virtue in having live bodies available to ask questions of.

We will retain that time frame.  As to whether it is a written requirement or an oral requirement, we will resolve in due course.

MR. ROGERS:  All right.  Sir, I understand your position, and can I just ask that I be given a chance to consult with my clients about this?  I am a little concerned about the shortness of time there to respond to it, because I have to respond to a wide range of arguments and it is hard to anticipate what they are going to say.

On the other hand, I am very anxious to get this done sooner rather than later.

So I understand your direction.  If I could just be permitted to speak to my clients, and if I have any serious concerns I will come back to you after the break this morning.  Would that be fine?

MR. SOMMERVILLE:  That's fine.  Let me just indicate too, Mr. Rogers, that with respect to your argument-in-chief, the Board would be particularly appreciative - particularly in this case - if you were to be able to provide us with a schedule that contains the specific items upon which you are seeking a Board decision.

There is -- I will not going to describe it as ambiguity, but it is a more complicated than usual case, from that point of view.

MR. ROGERS:  Yes.

MR. SOMMERVILLE:  So we would like to have a specific schedule, not necessarily for argument on Thursday, but shortly thereafter, so it is available to the parties and available to the Board.

MR. ROGERS:  Yes, I will do that.

MR. SOMMERVILLE:  Thank you.

MS. HELT:  Mr. Chair, if I can just clarify, then, the dates.

We had indicated Board Staff's argument would be October 20th.  In light of Mr. DeRose requesting the 28th and the Panel's agreement to that, if Board Staff could have until the 22nd of October -- that is a Friday -- then intervenor argument by Thursday, October 28th, and then subject to any further direction from the Panel, the reply argument would be Thursday, November the 4th.

MR. SOMMERVILLE:  Very good.

MS. HELT:  Thank you.

MR. SOMMERVILLE:  Thank you.

MR. DeROSE:  Thank you very much.

MR. SOMMERVILLE:  Is there anything further on a scheduling or procedural basis?

MR. ROGERS:  I will check over the break.  I know I am starting a trial somewhere around there, but let me check and get back to you.

MR. SOMMERVILLE:  Fair enough.

MR. ROGERS:  Now, there are a few other matters.  Could I -- preliminary matters before we begin, sir.

MR. SOMMERVILLE:  Please.

MR. ROGERS:  We have filed additional undertakings this morning.  They're as follows: J5.7, J7.1, J7.2, J7.6, J8.1, J8.2 and J8.5.

I do believe that complies with all undertakings on behalf of my client, although there are a few outstanding dealing with the IESO.

Secondly, sir, there was a request from one of the parties to refer in evidence to one of the confidential documents, which was JX3.8, which was the -- I think the 10-year plan that you asked us to file or ordered us to file in this case, my client to file in this case.

It was a confidential document, because -- essentially because of security concerns.

There is one chapter that I think it was Mr. Stephenson, I think, wanted to refer to an argument.  My client has looked at chapter 10, and it does not have concerns about that particular chapter.  And we have therefore provided this morning copies of chapter 10, which I think is incorrectly named chapter 8.

MS. HELT:  That's correct.

MR. ROGERS:  It was actually chapter 10, and we have no objection to that being filed publicly so that it can be referred to in the argument.  Could it be given an exhibit number?

MR. SOMMERVILLE:  Yes, please.

MS. HELT:  K10.2. 
EXHIBIT NO. K10.2:  CHAPTER 10 OF EXHIBIT JX3.8, 10-YEAR PLAN.

MR. SOMMERVILLE:  This is the portion of that document that Mr. Stephenson did not have prior to his cross-examination?

MR. ROGERS:  I believe that's right, yes.

MR. SOMMERVILLE:  So that is very good.  Thank you.

[Mr. Thiessen hands out the document.]

MR. ROGERS:  Now, there is one last matter.

Mr. DeRose dealt with the questions that we -- the questions for Mr. Sharp, which we can do in writing and obviate the need for him to come here.  So I am glad that we are able to do that.

There is one last item I would like to bring to the Board's attention.  During yesterday's testimony, Mr. Vegh asked Mr. Andre about interconnection facilities and asked:

“Is it fair to say that those facilities are designed to provide sufficient support to meet Ontario domestic load requirements?"

This was at transcript volume 9, page 37, line 19-21.

Mr. Andre answered that it was his understanding that those facilities were used for reliability purposes and for accessing supply from neighbouring jurisdictions, but that this understanding was subject to check.

I am advised that Mr. Andre has since checked with system planners at Hydro One, and they confirmed that it is fair to say that the more recent interconnection and related expansions have been focussed on increasing ex -- I'm sorry, on increasing imports and improving reliability.

However, in the past, prior to 1998, interconnections were established to provide for reliability, economy transfers, and also exports.

Ontario was nuclear- and coal-rich in the past and Ontario Hydro general rated significant revenue from exports, and there were a number of facilities, at substantial cost, put in place to facilitate those exports.

Following 1998 and the introduction of the competitive marketplace in Ontario, the focus for interconnection expansion was for increasing import capability for greater competition and for improving reliability.

And so he wished me to clarify that point for the record.

MR. SOMMERVILLE:  Thank you very much.

MR. ROGERS:  Thank you, sir.  Those, I believe, are the preliminary matters, and I have nothing further to say at this time.

MR. SOMMERVILLE:  That's very helpful.  Thank you.

Mr. Crocker, I believe you have a witness panel to be sworn?

MR. CROCKER:  Yes, Mr. Chair, we do.

MR. SOMMERVILLE:  Thank you.
ASSOCIATION OF MAJOR POWER CONSUMERS OF ONTARIO - PANEL 1

Paul Dottori, Sworn


Darren MacDonald, Sworn


Anindya Sen, Affirmed


Adam White, Sworn

Examination-In-Chief by Mr. Crocker:

MR. CROCKER:  Mr. Chair, I would like to briefly introduce the panel to you and qualify them.

MR. SOMMERVILLE:  Thank you.

MR. CROCKER:  First, Adam White.  I think Adam is known to the Board.  Mr. White is the president and CEO of AITIA Analytical Inc.

The record doesn't show a nod.  So you have to say "yes" or "no".

MR. WHITE:  Yes.

MR. CROCKER:  You are an adjunct professor in the faculty of applied science and engineering from the University of Toronto?

MR. WHITE:  Yes.

MR. CROCKER:  Your job experience is set out in your CV, which has been filed.  And we can make all three -- four CVs exhibits at the end of this, if that is satisfactory to the Board.

MR. SOMMERVILLE:  I think that is good practice.  Thank you.

MR. CROCKER:  Your other job experience is set out in your CV.

You have a bachelor of arts in economics from the University of British Columbia, which you achieved in 1990?

MR. WHITE:  That's right.

MR. CROCKER:  Dr. Anindya Sen.

DR. SEN:  Yes.

MR. CROCKER:  You are associate professor of economics at the University of Waterloo?

DR. SEN:  Correct.

MR. CROCKER:  You have a Ph.D. in economics, which you achieved from the University of Toronto in 1998?

DR. SEN:  Yes.

MR. CROCKER:  You have a MA in economics from Concordia, which you were awarded in 1992?

DR. SEN:  Correct.

MR. CROCKER:  And a bachelors of economics from the University of Delhi, which you achieved in 1990?

DR. SEN:  Correct.

MR. CROCKER:  Your publications are listed on your CV.

Darren MacDonald, you are the director of energy, and you have held that position since 2006 for Gerdau Ameristeel Corporation?

MR. MACDONALD:  Correct.

MR. CROCKER:  And you have a bachelor in chemical engineering technology from Ryerson Polytech, which you achieved in 1988?

MR. MACDONALD:  Correct.  Correct.

MR. CROCKER:  Paul Dottori, you are vice president energy, environment and technology for Tembec Inc.?

MR. DOTTORI:  Yes.

MR. CROCKER:  You have held that position since 2006?

MR. DOTTORI:  Yes.

MR. CROCKER:  And you have a degree in mechanical engineering from the University of Toronto, which was awarded in -- to you in 1986?

MR. DOTTORI:  That's right.

MR. CROCKER:  Okay.

MS. HELT:  If we could mark the exhibits of Adam White, Dr. Sen, Darren MacDonald and Paul Dottori as K10.3.

EXHIBIT NO. K10.3:  CVs of Adam White, Dr. Anandya Sen, Darren MacDonald and Paul Dottori.

MR. SOMMERVILLE:  Thank you.

MR. CROCKER:  Mr. Chair, I am going to ask questions of the panel individually, and I would like to start, then, with Mr. White.

I would like you to describe for the Board, please, what AMPCO did in its written submission - and I don't have the exhibit number - what you were trying to accomplish, what you think you did accomplish, and then I will have specific questions on specific issues as we go along.

MR. WHITE:  Thank you.  I would, first, like to express my appreciation to the Board.  This is the only opportunity we get here at AMPCO to speak directly to you, and I am very pleased that two AMPCO members, senior executives from AMPCO member companies, are able to be here with me, as well, today.  We had hoped for a third, but he was unable to participate.

And as Mr. Crocker alluded, I expect I am a familiar face to the Board.  Certainly on the issue of transmission rate design, AMPCO should be a familiar face to the Board.  We have been here in all of the last three rate cases before the Board in 2006 arguing for changes to the network charge determinant.

In 2008, we made submissions, including analysis by Dr. Sen, around industrial demand elasticity and the impacts on prices, and the implications, distributional implications, for other consumers.

We were very encouraged by the Board's response to those submissions.  The Board said in its decision that AMPCO's proposal had merit and directed Hydro One to do a comprehensive impact assessment.  And here we are, again, in the 2010 case.

And some things have changed since 2008.  AMPCO's interest in transmission rate design reform has not wavered at all in the years that we have been appearing before the Board.

What our evidence has shown and what our submissions reaffirm in this case is that industrial customers will modify their consumption behaviour in response to changes in price.

And Dr. Sen will speak to his results in detail, but, fundamentally, what it suggests is that in response to a peak pricing regime or critical peak pricing regime such as the 5CP proposal that AMPCO has been making for a number of years, customers will reduce demand during the peak periods of the summer and will increase demand during off-peak periods.

What the analysis also affirms is that those changes in demand cause prices to change.  So when demand is reduced during the critical peak periods of the summer, the price during those periods is lower.  When demand is increased during off-peak periods, the price during those periods is increased.

What AMPCO, I think, can offer and has in its submission offered this time that is lightly different from what we did last time is we have been, over the last two years or so, developing a much better analytical understanding of the Ontario electricity market.

So, for example, we have what I believe is a very good understanding of the relationship between the hourly Ontario energy price and the global adjustment.

I know the Board has heard evidence or testimony on this point, the implication of which I think has been largely that the relationship between HOEP and the global adjustment is linear; in other words, if price is reduced, the global adjustment is increased, and, if price is increased, the global adjustment is reduced.

And that is not exactly the case.  I think to understand the relationship between price and global adjustment warrants an understanding of all of the components of the global adjustment, the generation types, fuel types and technologies, as well as the design and application of the different contract types.

So what we understand is -- when taken together with our understanding of the global adjustment that it is a non-linear relationship with HOEP, what we find is, in fact, that the benefits of reduced HOEP on-peak and the phenomena of increased HOEP off-peak, actually the benefits to the system are reinforced by the relationship between global adjustment and the HOEP.

The other thing we've done this time, and what we did not do in this case, was attempt a comprehensive impact analysis, including a review of the cost and benefits.  That was something the Board had directed Hydro One to do, and we did not attempt to do that this time.

What we have done, by making submissions on the relationship between global adjustment and HOEP, is to try to eliminate, for the benefit of the Board and others, some of the understanding we think we have achieved over the last couple of years.

As well, we provided some small analysis of the relationship between system losses and demand.  And what that analysis shows very clearly is that there is a strong correlation between high demand and high losses.  And the suggestion there, of course, the implication is that if you reduce demand during periods of high demand, you get an exponential benefit in terms of reduced system losses.

So these things taken together, I think, suggest that not only -- if you change the price signal, the rate design, you will get desirable changes in demand.  Those will lead to desirable changes in price, which will lead to desirable changes in the global adjustment and desirable changes in losses, all of which I think suggest fairly clearly that a change in network charge determinant will deliver benefits to the system.

I think I should -- I would like to say that there's been some talk about a pilot or, you know -- and we've heard this kind of talk for many years, of course.

I think in a way, since 1999, we have been operating some sort of pilot with the existing rate design.  I was involved, and I established before we began this morning, that Mr. Rogers and I, I think, are the surviving veterans of the first rate case for Hydro One in 1999.

And my recollection, there wasn't a great deal of deep thought.  There was no comprehensive impact assessment of the implications of the current rate design then.  It was simply based on the balance of evidence before the Board at the time to suit the circumstances at the time.

Well, of course circumstances have changed.  And so I think there is ample evidence before the Board, both in the 2008 case and in the present case, of the problems inherent in the status quo, that it undervalues demand response during peak times, provides inappropriate signals for demand response during off-peak times, all of which lead to less demand response and reduced system benefits.

I think, as well, I know that for some intervenors and stakeholders, the distributional implications of our proposal are important in terms of cost shifting, and I would say, in that respect, even though the Power Advisory report went on at some length, that even in its unflattering appraisal of our work, the conclusion is that the impacts on low volume consumers would be relatively modest, and that is without taking into account the benefits which I have just described to you.

MR. CROCKER:  I want to take you back to one specific piece of evidence provided by the Power Advisory guys and your response to that, and that is particularly figure 4 at page 59 of their report, which is a supply cash curve.  And this will allow you, I think, to describe a bit one of the issues that you raised generally.

We have circulated a price duration curve.  I don't think it is in front of the Board yet.  All of the other parties have it.

Do you have that in front of you, Mr. White?

MR. WHITE:  Yes.

MS. HELT:  This will be Exhibit K10.4.
EXHIBIT NO. K10.4:  PRICE DURATION CURVE.

MR. SOMMERVILLE:  Just a reminder, Mr. Crocker, it is not our practice to permit prolix examination-in-chief.  And we are allowing you some latitude here.

MR. CROCKER:  I understand that.

MR. SOMMERVILLE:  And you may want to pick your spots.

MR. CROCKER:  This will be it for Mr. White.

My concern, I must admit to you, is that with the dearth of intervenors in the room, some of the issues which we would like to be before you and which would otherwise come out of cross-examination may not.

MR. SOMMERVILLE:  I am not telling you to stop.  I am just --


MR. CROCKER:  I understand.

MR. SOMMERVILLE: -- reminding you.

MR. CROCKER:  I understand.

Mr. White, can you describe for the Board, please, what you did in creating your price duration curve, in creating Exhibit K10.4?

MR. WHITE:  Yes.  It's simple.  The IESO publishes hourly Ontario energy price information and has been doing so continuously from the hour ending 1:00 a.m. on May 1st, 2002 until today.

And the IESO, the data that the IESO publishes is an extremely rich data set, none of which was available, obviously, to the Board in its 1999 deliberations, but upon which our analysis is founded in that '08 case and in the case that is before you now.

This simply is a plot of all of the hourly prices in 2009, sorted from low to high.

The reason we file it is because it provides a very good proxy for the supply function in Ontario.  A proper depiction of the supply function is based on the marginal cost of generators, and we don't know the marginal cost of generators.  A good proxy for the marginal cost of generators in all of the hours of the market is an observation of the prices at which the market clears in every hour.

And so the reason I felt that this was important to put before the Board is that you can see it is different from the figure that the Power Advisory report contains.

And we asked a couple of interrogatories of Power Advisory, and what we were trying to get at was what were the costs that they used in constructing this curve.

And the reason that it is important, I think, is because in the testimony that the Board heard last week, and in the Power Advisory report itself, the argument is put that because of this understanding -- which is depicted in figure 4 -- that the benefits of demand response, there may be not benefits from demand response.

The suggestion was that if you get demand response on a portion of the supply curve that is flat, you get no change in price.

So we asked in our interrogatory whether this –- and I don't have the number, I'm afraid -- but we asked whether this was a unit cost curve, and the Power Advisory responded that it was a unit cost curve.  Now, to my understanding, unit costs are not the same thing as marginal costs.  Unit costs are more appropriately described as an average cost.  Average cost includes fixed costs, operating and maintenance costs, fuel costs, variable costs, divided by total capacity.

And it is true that if you, you know, if you look at this curve as sort of a merit order of generation resources ranked by average cost, this is similar to a unit cost we ourselves have produced, but it isn't the supply function for Ontario.

The price duration curve that you see before you is a much better proxy for the supply curve, the supply function in Ontario.

And why that is important to us is that there are no flat spots in the supply function.  It is a smooth and continuous function.  So what this suggests is if we get demand response during periods of high demand and high price, you get a relatively large reduction in price.

If you get a demand increase during periods of relatively low demand in price, you get a relatively small increase in price.

This is, I think, critical to understanding the implications of a change in the rate design that would induce demand response.

MR. CROCKER:  And just to clarify perhaps what is obvious, the areas of high demand are described at the far right side of your price duration curve; correct?

MR. WHITE:  That's right.

MR. CROCKER:  And the areas of lower demand are set out or depicted in the flatter portions of the curve toward the left?

MR. WHITE:  That's right.

MR. CROCKER:  Dr. Sen, just briefly, could you describe to the Board, please, what you -- let me take a step back.

You provided an expert report for EB-2008-0272, for AMPCO, didn't you?

DR. SEN:  Correct.

MR. CROCKER:  Can you describe to the Board what you added to that, or how you changed that with respect to the submission that you have made for this hearing?

DR. SEN:  Yes.  I redid the analysis in order to address the very useful comments and advice which I received as part of the last hearings.

Specifically, what I did is I used more recent data, I employed more sophisticated estimation methodologies, and I also used more control variables that can plausibly affect trends in demand independent of prices.

In doing so, my results remained unchanged, and in fact were even more robust.

I find that demand, unsurprisingly, does respond to a change in price, from a contemporary perspective.

But perhaps more intriguingly, I find very strong evidence of a correlation between demand and price across time periods.

So for example, peak demand not only responds to changes in peak price, but also to changes in off-peak price, suggesting rational behaviour on the part of firms.

And I also find evidence of the relationship between price and demand.  Specifically, my results suggest that controlling for all else, a change in demand during peak periods has a much larger effect on price, relative to a similar change in demand during off-peak periods.

The implication being that if we do find a significant reduction in demand during peak hours, the associated reduction in price will be much larger in magnitude than any corresponding increase in price during off-peak periods as a result of the shift-up of the demand curve.

Those were my basic results and findings.

MR. CROCKER:  Dr. Sen, the Power Advisory people commented on the fact that you didn't use a constant elasticity of substitution or a Leontief functional form to estimate your elasticity.

I would like you to tell the Board why you didn't do that.

DR. SEN:  Yes.  They are correct.  I did not use those specific functional forms, but for two good reasons.

One reason is that you need individual-level data, either at the level of the firm or the household, to estimate the specific functions.

So, for example, not only do you need data on electricity consumption of a firm or a household, you also need data on how they allocate their expenditure on other types of energy consumption, as well as in terms of the consumption of other goods.

Without such information, you simply cannot estimate these functions.  So that is the first reason why I did not use such functions.

What I did do is I used well-established demand specification that is well-suited for the use of these aggregate data.

But perhaps more importantly, even if I did have such individual level data, I would not have used this methodology.

The reason being is that when you use these specific methodologies, which have been outlined in the PAG report, what happens is that you get a relationship, which is the response of the ratio of demand to the ratio of price.

So for example, how the ratio of on-peak demand to off-peak demand changes to corresponding shocks in the ratio of off-peak to on-peak prices.

So the point being is that what you do get is an idea of the change in relative demand to a change in relative prices.

But the objective of my study was a bit different.  What I wanted to understand was the effect of a change in contemporary price, as well as a change of a lag price on contemporary demand.  So in doing so, you have a very clear separation of the magnitude of these effects.

You cannot obtain such a separation of magnitude of effects if you used the methodologies which have been put forward by PAG.

So the point is that:  Was it worthwhile?  Absolutely.  In this study, we have a clear understanding of the dynamics of the Ontario electricity market, which was missing.

So, for example, if you look at my results, you do see demand changes to a change in current prices, but, more importantly, the magnitude of the effect of a change in prices in the previous period is even stronger.

You would not be able to obtain those results using the methodology of relative cost functions or constant elasticity substitution functions.

MR. ROGERS:  Mr. Chairman, can I just reflect that this should have been done in prefiled testimony.  It is very difficult to deal with this viva voce like this.

Dr. Sen's report was filed in rebuttal, I thought, to the PA report.  I would have thought this would have been in his report so I could deal with it.  I just make that observation.

MR. SOMMERVILLE:  Thank you.  This is the difficulty we can run into, Mr. Crocker.

I just urge you to be - how shall I say - to move on and to try to avoid the introduction of what are genuinely novel concepts within the construct that your client is advancing.  That makes it very difficult, and we can get into a fairness issue here with the other parties.

MR. CROCKER:  I understand.  Mr. Chair, this is not novel.  This comes out of his report, in my respectful submission.

MR. SOMMERVILLE:  In the normal course, there would be no examination-in-chief.

MR. CROCKER:  No, I understand.  I understand.

MR. SOMMERVILLE:  So please proceed, but we are -- as I said, you may want to pick your spots.

MR. CROCKER:  I only have -- I have -- I don't have any further questions of Dr. Sen.  I don't think they're necessary.

I have a question which I am going to ask to both Mr. MacDonald and Mr. Dottori, and that is:  I would like you to describe, please, for the Board the way in which your particular firms, the way you, as representing your particular firms, respond to price signals in the electricity market in Ontario, so that the Board understands what sort of what the real world is.

MR. MACDONALD:  Good morning, Panel.  I am really here to provide the perspective of a large volume industrial customer, as Mr. Crocker suggested, and with respect to the network charge determinant proposal.

We are looking for any way that we can to reduce our costs here in Ontario.  It is so important now.  Right now, in 2010, our prices in Ontario are the highest of any of our facilities in North America.  We operate 21 facilities in North America and our costs are currently the highest.

And that is under a tremendous amount of pressure and scrutiny from our management to try and figure out what we can do to help us deal with these high costs.

Now, those costs aren't coming from the fact that we are inefficient.  The melting operation in Whitby is amongst the most competitive in our North American fleet.  It is just the price of electricity is causing the costs to be very high.

So we are looking for a methodology that would provide us the tools to deal with the green economy, the new reality that we are dealing with.

We have heard messages, the objectives of the province of Ontario and the OPA and others, in establishing the conservation culture and encouraging demand response, and I think this AMPCO proposal delivers on that policy directive.

The proposed charges -- proposed change to the network charge determinant needs to be in sync with other proposals in the province, like the global adjustment proposal.  Together, those mechanisms will work to encourage load participation.

It is important to view those mechanisms as a portfolio.  For example, the global adjustment will provide an incentive to move off peak, but the global adjustment incentive is a variable number.  It depends on the cost of energy.

And so in concert with a firm incentive from the transmission peak tariff, it would work together to ensure that the loads had incentive to reduce load during the peaks.

Essentially, with the global adjustment, we could make a decision this summer to curtail and in order to get the incentive from the global adjustment through our rates next year.

But if energy prices rise, that incentive will diminish; whereas the transmission peak is a fixed number, which we can bank on in making our investments in demand response.

So the two of them I think work well together, and I think those signals have to be very much aligned, from a timing perspective, so that the period that they apply and the time -- the real-time signals are directly aligned.

We operate steel recycling mills in many jurisdictions in North America, and a number of them have a similar approach to the AMPCO proposal with a 5CP type of methodology.  It is not exactly the same, but it is very similar.

And so I am confident that our actions here would, like in these other markets, demonstrate that we would take advantage of the price signals and use these new tools to control our electricity costs.

I would like to spend just a minute to tell you how we do it and what we would do if the transmission system -- transmission costs were changed to the 5CP allocation methodology.

We look at this management in three different formats.  One is kind of a long-term vision, one is a medium and one is real time.  And from a long-term perspective, we start off by trying to figure out:  What sort of inventory planning would we have to do this spring -- early winter, spring, in order to have enough inventory on the ground to manage our peak in the summer so we have inventory planning and carrying costs for that inventory?

We also look at, Well, what sort of incentive has to be there in order for us to curtail a steel mill for the number of hours we forecast we would need to to miss the five critical peaks or to control our load during those five critical peaks?

What are the potential equipment problems and damage?  The most important issue for us at a steel mill is safety, and starting and stopping the operation is very difficult.

So all of these considerations are made upfront in determining whether we want to participate in this.

Now, as I've said, in the markets where this kind of market signal is already in place, we have looked at those.  We have put procedures in place, and we have decided that we are going to move forward in participating.  So it is something we can do and it is something we would do.

In the medium term - and this is kind of month ahead, week ahead - we look at what the forecast is going to be.  We look at the temperature for the week, and we would analyze our production for that week and say, You know, we had a planned shutdown for Thursday.  It looks like Tuesday is probably going to be a peak day.  We should rearrange our production schedule, bring in our maintenance crews, do whatever we have to do to try and rearrange our production so that we would be available for this kind of curtailment.

So there is a lot of interference in our production scheduling that goes on, but if the incentive is there, then we take these kind of actions.

And then on the short term, in real time, we monitor the weather.  I mean, that is what is really driving a peak day.  It is either a peak cold day or a peak hot day.  And on those cold days or those hot days, we have actually invested time and effort in building some software that forecasts what that peak will be, when it will be, the hours that we should curtail ahead of it and behind it, just to make sure we don't miss that peak.

And I can tell you, from firsthand experience, we miss.  And every time we miss, the benefits accrue to all of the ratepayers, because we've taken our load off the system.  We've reduced our consumption during a peak period.  It wasn't the ultimate peak, because we made a mistake, but it was a peak.

And so we do all of this many, many times over the course of the year in order to capture those High 5 days and manage our peak during those five critical peaks.

We also -- in order to make this all work, we have standard operating procedures.  We have training, and we review this training, in the markets where we are operating this kind of a program today, with our plant operators prior to the periods where we believe we're likely to see a peak.  Constant reminders -- you know, there are pagers.  There are e-mails.  There are notifications.  There is a lot of action that we take.

We are doing all of these -- all of this work in these other jurisdictions, because the proper market signal is there, and we would do it here if the proper market signal was here.

So my recommendation is to really look at the High 5 proposal as one that would change the behaviour of industrial load in Ontario.

MR. SOMMERVILLE:  Thank you.  Mr. Dottori?


MR. DOTTORI:  I will try not to be -- to duplicate too much of what Mr. MacDonald spoke to.

I think the bottom line is that we do respond to price signals in the marketplace.  We have been for very many years.  It is not just something that is new.

And that the 5CP proposal for network charge determinant would improve that response.

So why have we been forced to do this?  I think that our industry, in particular, in pulp and paper has gone through some very difficult years, as I am sure you have all read about in the press.

And our business environment is much different than that that is typically reviewed in this room.  Obviously, we don't have a Board that will review fair and reasonable costs.  It is the law of the jungle.  It is market price.  Whatever that market price is is what we will be able to be paid.

And therefore competition will take an order from us, and it is something that we have to focus on at all times to be able to reduce our costs.

There was a time when you would go down to the Toronto Star warehouse and take a look at a roll of newsprint, and you would be able to confidently say that the single largest cost component in that roll of newspaper was Ontario electricity.

Now, thankfully, that is something that, due to some positive policy initiatives and some important changes that the McGuinty government has brought in, on the positive side, that is no longer the case.  That's something that we have been able to reduce our costs, to not be able to say that any more.

But electricity is still one of our largest cost components, and it is still a very, very important part of our day-to-day planning.

It is something that we can't ask for a made-in-Ontario premium, and therefore we have to be very aggressive and very creative with how we are able to reduce those costs.  But in doing that, it is not something that is only to our benefit.

What we've done is we've looked at:  Where are the opportunities that bring a benefit back to the marketplace.  Where do we have extra capacity, let's say, to provide something back to the market that is different or special?

And in that vein, we approached the OPA, actually just when the OPA was formed, requesting that a demand response program be initiated.  And that is one of the positive policy initiatives that took place a few years ago.

And so before that demand response initiative, we would curtail somewhat during peak hours during the day, and consume more power at night.

Since that demand response contract, we have gotten much more aggressive at curtailing during the day, and we consume almost 75 percent of our power in off-peak hours.

And not only have we done that, but we have also provided operating reserve to the marketplace, and we also take a look at what we can do with the network charge determinant that we have today.

So we have been aggressive in reducing our costs by shifting even more power off-peak, due to the network charge determinant.

Now, sometimes it will get a little difficult in terms of managing between the different programs, because you may forego revenue under one program for another.  But I think all in all, all of the benefits that we provide to the system are that you've got lower system peaks, more surplus base load generation that is used in off-peak hours, and all at the same time providing us with an opportunity to reduce our costs, maintain employment in our communities, and deliver value to our shareholders.

I think when we talk about how we curtail, it is when production planning meets the electricity grid.  And there are many different components I mentioned, demand response, peak avoidance, SBG consumption.  It is not something that is easy to manage.  It is not something that comes without its costs, but it is something that definitely helps to reduce our costs, when we have the right market signals.

And so our argument is simple.  Provide parallel market signals that are consistent.  Provide signals that will allow us to provide some savings in our costs by shifting off-peak.

5CP is one for network charge determinant that is a very simple change to make, that would provide long-lasting benefits.

MR. CROCKER:  Mr. Dottori --


MR. SOMMERVILLE:  Mr. Dottori, where do you have facilities?

MR. CROCKER:  I was just going to ask.

MR. DOTTORI:  We have a newsprint facility in Kapuskasing.  And as Mr. MacDonald, as well, we have experience in other jurisdictions.  We have facilities in British Columbia, Ontario, Quebec, France.  We have had facilities that I have helped with in the United States and in Manitoba.

So quite a few different jurisdictions, where we have been able to look at this type of situation or whatever type of rate policies they have in those jurisdictions, to be able to really understand the best way to reduce our costs.

MR. SOMMERVILLE:  Thank you.

MR. CROCKER:  Just a couple of specific questions to Mr. MacDonald and Mr. Dottori.

In terms of the way you operate, does it matter to you if the peak were to -- in the northeast, for instance, Mr. Dottori, where your Kapuskasing mill is -- would it matter if that peak were slightly different than -- in terms of timing than the system peak?

MR. DOTTORI:  Well, there are some times when -- and I don't know exactly how many hours a year, but it is not a lot of hours -- when the northeastern peak would be at the same time as the southern peak.

But no, we don't have any major restrictions with respect to capacity between our zone and the southern zone.  And so any benefits that we would have in our area, I think, flow right down to the larger consuming areas of the province.

MR. CROCKER:  Mr. MacDonald?

MR. MacDonald:  No, we don't have any restrictions.  Both of our facilities are in the GTA.

MR. CROCKER:  Right.  But on what basis or what information do you use to determine when the system peak -- when the system peak exists?

MR. MACDONALD:  Currently, the transmission system uses the coincident peak or the non-coincident peak as measured in total for the province.

And that is the type of proposal that is on the board for the global adjustment.  And to be synchronized with the global adjustment, you would want these, both of these types of programs to use the same signal.  It has to be clear.  It has to be visible.  It has to be accessible to all ratepayers at the same time.

And you want that coordinated response across all markets to reduce the demand.

MR. CROCKER:  And where does that information -- how do you access that information?  Where does it come from?

MR. MacDonald:  It is available on the IESO website.

MR. CROCKER:  Mr. MacDonald, would removing the ratchet create the same effect, in your opinion or in your view as somebody operating a system, as the 5CP proposal would?

MR. MacDonald:  Absolutely not.  The ratchet is only one component.

The 12CP component is a real problem, because you have peaks being measured in non-peak periods.

So signals that are being sent by a tariff design that encourages you to get off the system when the system isn't loaded, to me that is the wrong price signal.  And it would be counterintuitive to the proposed global adjustments signals.

MR. CROCKER:  I just have one further question, Mr. Dottori.  Do you do more than simply shift your production schedules -- or let me put it another way.

What allows you the flexibility in terms of your production schedules to respond to price signals?

MR. DOTTORI:  There are two main components to making paper.  One would be the pulp line, and the second one is the paper machines.  We actually have storage between the two.  But in the last few years, as we've been trying to avoid some of the higher-cost hours, we have actually increased our throughput so that we can run harder when we're running at night time.  We have increased our storage capacity.

And so we have a lot of other opportunities that are waiting the right -- for the right signals that we could pursue in order to be even more efficient.  So there are a lot of different opportunities that we could pursue with respect to de-bottlenecking of certain processes, and improving storage capacity.

So we do have quite a bit of flexibility.  But unfortunately not all of that flexibility is currently economical.

MR. CROCKER:  Thank you.  I have no further questions.

MR. SOMMERVILLE:  Thank you.  We will take 15 minutes and then start with the cross-examination immediately following, so at 11:00 o'clock.  Thank you.

--- Recess taken at 10:45 a.m.

--- On resuming at 11:07 a.m.

MR. SOMMERVILLE:  Thank you very much.  Please be seated.

Preliminary Matters:


MR. CROCKER:  Mr. Chairman, perhaps before whomever is cross-examining first begins, the interrogatory reference that Mr. White made was to interrogatory I-9-63.

MR. SOMMERVILLE:  Thank you.

MR. ROGERS:  Sir, could I address the question of argument now?  I have had a look over the break with the timing and I have some concerns.

The most important consideration for me is that my client obviously is anxious to have a decision in this case as soon as possible so that the new rates can go into effect January 1, if at all possible.

That takes time, of course, as you are well aware.  Once the arguments are done, you have your work to do, and then once your report is done, then my clients must translate the results into rates and the IESO has to translate those into provincial-wide rates, and so on.  So there are some serious time pressures about that.

I personally have some problems, too, in that I have committed to -- I have trial commitments that have been in place for a year and a half, unfortunately, starting October 25th for about -- well, it could be a three- or four-week trial, but that is my problem.  I will have to deal with it, but I would just like you to be aware of that.

So my proposal is this, that assuming the timetable you have established for the intervenors and Board Staff is your desire, my clients need some time to respond to that, and, coupled with my problems with these trials, I am going to suggest for your consideration that my client be given until Friday, November 12th to file a written argument.

I will be glad to come orally to explain any parts of that, if you wish, but if we did it in writing, a lot of the work can be done without my direct involvement.

If - and I hope this is the case - they are able -- they and I are able to do it sooner, we will file it sooner, but if we could be given to November 12th, and I can assure you we will be trying very hard to file it earlier than that.

MR. SOMMERVILLE:  The Board will take that under advisement, Mr. Rogers, and get back to you.  Thank you.

MR. ROGERS:  Thank you.

MR. SOMMERVILLE:  Welcome, Mr. Janigan.

MR. JANIGAN:  Thank you, Mr. Chair.

MR. SOMMERVILLE:  I take it you are first up in cross-examination?

MR. JANIGAN:  I think I am, sir.

MR. SOMMERVILLE:  Is your microphone on?  Thanks.

MR. JANIGAN:  It is now.

MR. SOMMERVILLE:  Please proceed.
Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Thank you very much.  Panel, my name is Michael Janigan.  I am pinch hitting today for Michael Buonaguro, who is in the Yukon.  I hope you won't take offence to having a second team deal with you, but here I am.

I would like to start off first with questions for the industry representatives, Mr. MacDonald and Mr. Dottori.  And I think both of you indicated that you had been involved in demand response programs I think coordinated through the OPA.  Am I correct on that?

MR. DOTTORI:  Yes, we are.

MR. JANIGAN:  Okay.  Mr. MacDonald?

MR. MACDONALD:  No.  Gerdau is not participating in an OPA program today.

MR. JANIGAN:  Is there some reason for that?

MR. MACDONALD:  Well, the OPA contracts are quite complex and the commitments are longer term.  And with the cyclical nature of the steel business, we have had a tough time - and we have tried - to negotiate a deal that would work for us, and we have been working for quite some time on it, but we have not yet found a solution that we are comfortable with.

MR. JANIGAN:  Okay.  But both of you have engaged in load shifting of a kind to try to respond to price signals; is that correct?

MR. DOTTORI:  Yes.

MR. JANIGAN:  Okay.

MR. MACDONALD:  Is your question referred to Ontario or just in general?

MR. JANIGAN:  In Ontario.

MR. MACDONALD:  We have done some price shifting, some shifting due to price; not recently.  We have done some shifting due to the transmission -- existing transmission tariff.

However, it is a 7:00 to 7:00 shift, so it is very difficult for us to -- in order to reduce costs, you have to shift from 7:00 to 7:00, so it is a large amount of production shift.  So occasionally we are in a position to do that.

MR. JANIGAN:  So, Mr. MacDonald, as I understand your answer, are you shifting -- intend to shift load outside of the 7:00 a.m. to 7:00 p.m. period, or are you shifting within that period?

MR. MACDONALD:  No.  Outside of that period.

MR. JANIGAN:  Okay.  And, Mr. Dottori, is all of your shifting taking place within -- outside of the 7:00 a.m. to 7:00 p.m. period, or is some shifting taking place within that period?

MR. DOTTORI:  There is a combination of both.

The DR2 contract with the OPA allows you to take either an eight-hour block or larger, up to the total of 12, and so we are currently in within an eight-hour block from 7:00 A to 3:00 P, and then we have an opportunity to review whether or not we can try to increase what we deliver.

So some of the shifting is within that 12-hour period and some of it is outside of that 12-hour period.

MR. JANIGAN:  And I take it that this -- while this load shifting achieves some cost objectives, there is some cost associated with load shifting.  Would you agree with that?

MR. DOTTORI:  Yes.

MR. JANIGAN:  Okay.  And I take it that is a consideration that you look to, in relation to increased costs, to whether or not the load shifting is beneficial or not?

MR. DOTTORI:  Detailed analysis of cost and the complexity.

MR. JANIGAN:  Okay.  Now, if the High 5 proposal was adopted, this would, as I understand it, increase your economic incentive to shift loads away from hours where you expect to have the highest five daily peaks of the year; is that correct?

MR. MACDONALD:  I think what it would do is shift it from a monthly incentive to an incentive that would occur during those peaks.

And so in order to achieve the same savings under both scenarios, you would have to shift every month for every hour on the on-peak as you -- rather than just avoiding critical peaks to achieve the equivalent savings.

MR. JANIGAN:  I take it, however, you won't know in advance when those five hours are going to occur?

MR. DOTTORI:  No.

MR. MACDONALD:  No.

MR. JANIGAN:  And as I understand the AMPCO evidence produced in the last proceeding, it was initially indicated that customers would have to reduce load for between 30 to 100 hours per year to avoid those five peak hours.

And I believe in the actual hearing, the value -- this value was revised to about 300 hours.

Does that more or less align with your expectations?

MR. DOTTORI:  With our expectations, yes.  It is a larger number, but with respect to your experience, Darren?

MR. MACDONALD:  Well, we haven't had to respond to the 5CP methodology as proposed in Ontario, because, as you know, the Ontario proposal is to use that 5CP over the 12 months.

Where we have had the 5CP over four months, I would say we're around 50 hours of curtailment, is typical number, but that is plus or minus.  It all depends, frankly, on weather and how the weather patterns evolve over the summer.

MR. JANIGAN:  Mr. Dottori, on a daily basis, how many hours do you anticipate you would have to shift load out of in order to avoid the peak for that day?

MR. DOTTORI:  It could be one.  It could be none.  It depends.  And, again, it is something that we don't know exactly how it would be applied, so it is difficult to estimate how many hours.  And so we are just going on an estimate provided by Mr. MacDonald based on his experience.

We have done some simple analyses of it, but nothing in depth.

MR. MACDONALD:  I will just comment on that, because I think it is important to understand.  We know that peak is going to occur some time between 1:00 in the afternoon and 7:00 at night.  That is generally the summer on-peak period, or, in the winter, it would be in the heating season, peak hours.

Let's just stick with the summer example.  What we have found is that in an effort to curtail too close to the peak hour, which you think might be 4 or 5 o'clock in the afternoon, you're going to have to take your process down in steps to whatever level you are able to achieve.  So that planning has to start earlier in the day.

What we have found is that, in some cases, the peak occurs earlier than you had anticipated, because a weather front moves in, cloud cover comes in, part of the province gets a thunderstorm.  So you need to take a wider look at those hours, rather than a very narrow look, because you could end up curtailing for nothing and finding out the peak hour occurred earlier.

So that is why I say it is variable, you know.  To hit the peak hours, it is going to take a lot more than one hour.  And it depends on what the day's shaping up like, if there is a chance of thunderstorm or not, that sort of thing.

MR. JANIGAN:  And I take it with respect to the plans or to the program to shift load under the 5CP program, that some of this load will be displaced outside of 7:00 a.m. to 7:00 p.m., and some of the load will be displaced within that period of time; is that correct?

MR. DOTTORI:  That's what we expect.

MR. JANIGAN:  Thank you.

MR. MacDonald:  From our perspective, as I said in my evidence-in-chief, really, the concept for us is to prepare for curtailment early in the year. 

So in the shoulder months, where there is currently a disincentive to utilize the transmission system fully, we would rather be utilizing the transmission system fully, building inventory, so that those 50 to 100 hours that we think we are going to have to curtail in the summer are available and on the ground in inventory. 

MR. JANIGAN:  And similar to the programs now where you displace load, this shifting is not cost-free, as well?

MR. DOTTORI:  No.  All of these programs cost money.  They're expensive to manage.  It requires system -- systems, computer software, operator training.  And then there are certain trade-offs that you have to make with respect to managing inventory, managing other costs, i.e., energy costs, water treatment. 

So there are many different factors that have to be analyzed.

MR. JANIGAN:  Thank you very much.  Those are my questions for Mr. Dottori and Mr. MacDonald. 

I would like to turn now to Mr. White and Dr. Sen. 

And I would like to start first with asking you to turn up Exhibit N-1, tab 4, schedule 9, which is an AMPCO response to VECC Interrogatory No. 9.

MR. WHITE:  I have that. 

MR. JANIGAN:  Okay.  And in particular, I would like to draw your attention to part (b) of the response. 

MR. WHITE:  Yes. 

MR. JANIGAN:  Just wait until it comes up here.

And in particular, the graph that you provide of demand versus HOEP.

Got that there?  Okay.  I will just refer to the written materials.

You have that graph in front of you, I take it? 

MR. WHITE:  Yes, I do. 

MR. JANIGAN:  Okay.  Can you clarify which year this is for?

MR. WHITE:  It is for 2009. 

MR. JANIGAN:  And looking at the graph, the deviations from your trend line seem to increase as the load increases, particularly as the demand exceeds 22,000 megawatts; is that fair?

MR. WHITE:  I think, you know, you can see that.  I don't know that that is, you know, statistically supported, but it is apparent from the graph. 

MR. JANIGAN:  Okay.  And is it fair to say that this means that at the times of the highest load, these are not necessarily the times of the highest price, in terms of HOEP?

MR. WHITE:  No, I don't think so.  I think if you look at this, there's a pretty clear indication that as demand rises, price rises, and the highest price observations are during periods of highest demand. 

There is some variation around the mean.

MR. JANIGAN:  But when you get into periods of high demand, you get a fair amount of deviations from that trend, do you not?

MR. WHITE:  We get some deviation.  It doesn't invalidate the trend. 

MR. JANIGAN:  Okay.  Now, if we were to compare the highest 100 load-hours of the year and the highest 100 priced hours in HOEP terms, there would not necessarily be an alignment; is that fair? 

MR. WHITE:  Correct.

MR. JANIGAN:  And if I were to suggest that for 2008, less than half of the 100 load-hours in the year matched up with the higher prices -- 100 price hours in the year, would that surprise you? 

MR. WHITE:  Well, I am not familiar -- I haven't looked at the data, and I don't have it before me. 

I think what doesn't surprise me is that price is set by the interplay between supply and demand.  And a lot of price variation in Ontario is caused by supply contingencies.

So we can get, as we did in '08, the highest-priced hours in '08 were in February of that year because of a supply-side contingency relating to the triggering of the Bruce generator rejection scheme.  And demand was low and price shot to $1,800 a megawatt-hour.

But I don't think you can, based on a small sample of 100 hours out of 8,760 hours, conclude that there is no correlation between price and demand, because I think what our figure shows here quite clearly is that there is a strong correlation between demand and price, even though one would expect some variation.  And the variation is attributable to supply-side contingency. 

MR. JANIGAN:  Well, it just seems to me that if less than half of the 100 hours line up with the 100 highest loads, line up with the 100 highest-priced hours, then maybe the correlation is challenged a little bit.

MR. WHITE:  No.  I don't think you can say that.  I mean, you are trying to draw a conclusion based on a tiny sample. 

I think the question is:  Are prices relatively high when demand is relatively high?  The answer is unequivocally yes.  Does that mean that every high-priced hour correlates exactly to a high-demand hour?  The answer is no.

You can't -- that means nothing.  Or it means very little, shall I say.

MR. JANIGAN:  Okay.  I wonder if I could have you turn up, in your own evidence, AMPCO evidence, page 12.

MR. WHITE:  I have that.

MS. HELT:  I believe AMPCO's evidence is M1, for those of you who are looking for it in your hard copies. 

MR. JANIGAN:  And you have a similar graph to that that was set out in the VECC IR, but includes the HOEP plus the global adjustment; am I correct? 

MR. WHITE:  Yes.

MR. JANIGAN:  And is it fair to say that we also see the same phenomena of a fair amount of deviation from the trend line at the higher load levels, over 22,000 megawatts?

MR. WHITE:  Yes, you see some deviation. 

MR. JANIGAN:  Again, one might expect to see a difference between, say, the highest 100 load-hour and the highest-priced, 100 priced hours, where price is HOEP plus the global adjustment; is that correct? 

MR. WHITE:  Sure.

MR. JANIGAN:  Okay.  Okay.  I wonder if you could turn up Exhibit N-1, tab 4, schedule 12, which is AMPCO response to VECC Interrogatory No. 12.

MR. WHITE:  Yes, I have that. 

MR. JANIGAN:  Okay.  Now, am I correct in interpreting your response to part (a) as meaning that for a shift -- for efficient shifting to take place, the changes in the peak and off-peak periods should reflect the marginal value and social cost in each period?

MR. WHITE:  Theoretically, yes. 

MR. JANIGAN:  And if we put that another way, the difference in the charges between peak and off-peak should reflect the difference in marginal value and social costs between peak and off-peak?

MR. WHITE:  Well, they might in an ideal world, but they do not. 

MR. JANIGAN:  Okay.  Yeah, that would be -- that would certainly be the ideal?

MR. WHITE:  Right, but that would be all things taken into account, which would require perfect knowledge, for example, of the value of externalities such as smog.

MR. JANIGAN:  Okay.

MR. WHITE:  Which we don't, right?  But we're really talking about sort of general welfare effects here.  Is society better off from a change?

MR. JANIGAN:  Sure.  Now, on page 3 of the AMPCO evidence, which I think is M1, from the last prompt, in the first paragraph you state that the High 5 proposal reinforces:
"...the tendency on the HOEP to produce a price signal that reflects the scarcity value of electricity; that peak electricity is more expensive than off-peak..."


Is that correct?

MR. WHITE:  Right.  That's what I say.

MR. JANIGAN:  Okay.  Now, when we reflect on the answer that you gave in relation to the marginal value and social costs being reflected, this would only be appropriate if the current peak, off-peak differential for HOEP understated the difference in the marginal value generation as between peak and the off-peak; would you agree with that?

MR. WHITE:  I'm sorry, Mr. Janigan, can you repeat your question?

MR. JANIGAN:  Well, your proposal, your High 5 proposal, this would only be appropriate if the current peak and off-peak differential for HOEP understated the difference in the marginal value of generation as between the peak and off-peak periods?

MR. WHITE:  Well, I think we're talking about two different things here.  I mean, I think in the response to the interrogatory we're talking about network charge determinant.  So we're talking about efficient use of the transmission system as signalled by the network charge, the price for network services.

With HOEP, we're just really talking about the marginal cost of energy.  I mean, typically, in Ontario it's the variable fuel cost of generation, and HOEP doesn't say anything about all of the other costs of the infrastructure.  It really only speaks to the marginal cost of energy, right, the variable fuel cost of generation.  That is what HOEP speaks to.

So I don't think you can infer, from an analysis of HOEP, what the marginal value of demand response is.

MR. JANIGAN:  But you are attempting to effectively capture that with your proposal, are you not?

MR. WHITE:  Well, I mean, ideally you would look through every line item on the bill.  The bill, the electricity bill for customers in Ontario, is actually calculated or comprised from 150 different charge types.  But ideally what you'd do is you'd look down all of those bills and you would look at all of the line items that varied, like varied in time or varied with demand, and you would charge them on a variable basis, and that would get you closer to a proper price and efficient price signal for customers.

So with our proposal on 5CP, really what we are striving for here is to convert the current price signal, if you want to call it that, that is implicit in the network charge determinant and to transform that into a price signal that actually bears some relationship to the cost of network service and will promote efficient demand response.

MR. JANIGAN:  Underlying your proposal, though, is the idea that currently price signals don't capture the true value of a load shift.

MR. WHITE:  Well, that is certainly true.

MR. JANIGAN:  And would you agree with me it is equally important not to set prices that overstate the value of shifting electricity from peak to the off-peak?

MR. WHITE:  Sure.

MR. JANIGAN:  Okay.  Now, do you have any evidence as to what the true peak and off-peak difference in marginal cost versus marginal value is?

MR. WHITE:  We haven't prepared any evidence of that nature.

MR. JANIGAN:  Okay.  And I wonder if you could turn up Exhibit N-1, tab 6, schedule 2?  That is BOMA Interrogatory No. 2.

MR. WHITE:  Yes, I have that here.

MR. JANIGAN:  And here I believe that you indicate that the definition of the highest five hours is the same as that described in the proposed amendment to Regulation 429/04.

MR. WHITE:  Right.  I mean, what we're suggesting is that the two should be defined in a way that is identical.  That will provide the simplest, most transparent, least complicated price signal for customers.

MR. JANIGAN:  Okay.

MR. WHITE:  Neither is a done deal, of course.  The government's proposal is only that, and of course it's the privilege of the Board to decide what the network charge determinant should be.  All our advice to the Board is, for what it is worth, is that where possible, they should be defined the same.

MR. JANIGAN:  And do you agree that this change in the allocation of the global adjustment will further reinforce the peak, off-peak price differential for large industrial customers?

MR. WHITE:  Well, it isn't really an off-peak price.  It isn't -- I think that it is -- it's not as accurate as I would like it, if we're just talking about on-peak, off-peak price differentials.

What we are talking about, really, is a version of critical peak pricing.  We're not talking about the average on-peak versus the average off-peak, because if you look to the price duration curve that I discussed in my introductory remarks, if you were to look at the average on-peak and off-peak, you wouldn't find a very large differential.

But that says nothing about the cost of electricity or the true value of electricity during critical peak periods.

And so -- and the reason why the 5CP proposal is so important and elegant, in a way, as a policy approach is that it drives incentives for customers to reduce their demand during the actual critical peak periods in a year, and they can be quite few in number.

We are not looking at driving, you know, working weekday demand down in all hours of the year so as to be made up in the middle of the night and all days of the year.  That is not the appropriate policy.  That isn't what we're advocating.  We're advocating for a price signal that drives demand response during the critical peak periods.

So when I spoke earlier about looking at all of the line items on a customer's bill, you know, the HOEP does provide a variable signal that signals where we are in the generation merit order in terms of variable fuel cost.  But as you've pointed out in your earlier cross of me, the HOEP can vary for other reasons; right?  It is a very short-term index of marginal cost of energy.

What the global adjustment amount does, and the government's proposal that it be allocated on a 5CP basis, is it first adheres to the principle that the capacity costs should be recovered from customers based on their contribution to the system peak, actual peak, not out of the peak.  But it also, you know, creates an incentive.  In a way, it serves as a proxy for the long-run marginal cost of generation.

So what we're talking about with the network charge determinant is an identical and parallel proposal that would provide the same signals, adhere to the same principles of rate making, but would also provide a proxy for the long-run marginal cost of transmission, network services over time; right?

So you would get a very -- you know, especially between -- as between the GA and the network charge determinant, you get a very clear alignment of principle under policy and a price signal that is going to be able to drive behaviour.

HOEP is going to vary for a lot of reasons.

MR. JANIGAN:  Have you done any analysis to show the peak and off-peak differential that would result from this change in the global adjustment allocation --


MR. WHITE:  No, we haven't specifically done that.

MR. JANIGAN:  -- and what would happen in the totality of the global adjustment allocation plus your proposed change in the network charges for transmission?  No, right?

MR. WHITE:  We really haven't done that.  It is a complicated -- the government's proposal is only a proposal.

The global adjustment has -- it varies considerably with conditions in the market, with demand and with fuel prices, and with the availability of generation and so on.

So, you know, it would depend on what your assumption was about what the global adjustment would be, what the Board approves in relation to Hydro One's revenue requirement and rates for years to come.

And...  No, we haven't done the analysis.

MR. JANIGAN:  Okay.  I would like to turn to Board Staff Interrogatory No. 1(a).  That is Exhibit N-1, tab 1, schedule 1.

I am on page 2, actually.  Do you have that before you?

MR. WHITE:  Yes.

MR. JANIGAN:  Okay.  I believe here you imply that the marginal cost of network service is greater than the current average cost, and you comment that incremental investment is apparently increasingly expensive.

Are you referring to the incremental investment required in transmission facilities to meet incremental demand?

MR. WHITE:  Well, it doesn't have to meet incremental demand.  But if you're -- we're talking about what would be the cost of that incremental megawatt of network transmission capacity.

MR. JANIGAN:  Okay.

MR. WHITE:  That would sort of be the marginal cost of all the long-run marginal cost of network services.

MR. JANIGAN:  Okay.  But is it your view that all of the developmental investments that Hydro One Networks has included in its current application are the result of the need to meet incremental customer demand? 

MR. WHITE:  They're all of a need to meet demand.  The only purpose of production is consumption, and whether it is to connect new generation or to address anticipated growth in a load area, it is sort of irrelevant.

The point is we're building this for customers, surely. 

MR. JANIGAN:  Okay.  I wonder if you could turn up our Interrogatory, Exhibit N-1, tab 4, schedule 6.

MR. WHITE:  I have that.

MR. JANIGAN:  Okay.  And in part (a), I believe we asked for the marginal or avoided costs of transmission, and you gave a definition but no numerical value. 

Do you have any estimate as to what the incremental avoided cost of transmission is? 

MR. WHITE:  No, we don't. 

MR. JANIGAN:  I wonder if you could take a look at a document that was given to you yesterday, which is the OEB's published avoided costs. 

I believe the panel will be given copies of this by Mr. Thiessen. 

MS. HELT:  This will be Exhibit K10.5. 
EXHIBIT NO. K10.5:  BOARD'S Published AVOIDED COSTS FOR DISTRIBUTORS.

MR. SOMMERVILLE:  Thank you.

MR. JANIGAN:  And in looking at that, this is the avoided costs that the OEB currently requires distributors to use when calculating the economic benefit of CDM for the purpose of the shared savings mechanism applications, as I understand; is that correct? 

MR. WHITE:  I am not very familiar with the Board's use of the total resource cost test methodology. 

MR. JANIGAN:  Okay.  But do you understand that this is effectively the list of avoided costs that is used, associated with that test?

MR. WHITE:  Well, I think -- I mean, I have to confess some lack of familiarity with this topic.  A lot has changed since the report was published that these numbers are derived from.

I mean, I did print it but I haven't had a chance to read it.  But it was based on a study that was done in 2005.

So, you know, since then some circumstances have changed.  The Board itself has issued new DSM guidelines for LDCs.

So I haven't been involved in a rate hearing that delves into the complexity of the total resource cost test, but if you say so, I am prepared to see where your next question might be.

MR. JANIGAN:  You are not aware of any more recent estimates, are you? 

MR. WHITE:  No.

MR. JANIGAN:  Okay.  Well --


MR. WHITE:  Not that we have done.

MR. JANIGAN:  Okay.  Well, I wonder if you could look at the table, and I would note that the avoided costs of transmission is about $6 a kilowatt, or $6,000 a megawatt.  Would you agree with that? 

MR. WHITE:  In each year.

MR. JANIGAN:  Yes. 

MR. WHITE:  That isn't to say that is -- if you were to have a permanent reduction in demand, then obviously it wouldn't be just the annual value.  It would be the net present value of that stream of future values, which is a number higher than $6. 

MR. JANIGAN:  That's correct.  And if you take a look at -- if you could turn up with that value, take a look at Exhibit I, tab 6, schedule 36.  This is a Hydro One Networks interrogatory. 

MR. WHITE:  I'm sorry, what is the reference? 

MR. JANIGAN:  Exhibit I, tab 6, schedule 36.  It is a Hydro One response to BOMA.

MR. SOMMERVILLE:  It is on your screen too, Mr. White.

MR. WHITE:  I know.  I like the paper. 

MR. SOMMERVILLE:  I understand. 

MR. WHITE:  What page?  I'm sorry, schedule 36.  I have it.

MR. JANIGAN:  Okay.  And here, Hydro One Networks has indicated that under your High 5 proposal, the average customer coincident peak demand is 21,710 megawatts.  Do you see that?  Page 2?

MR. WHITE:  Yes, I have it here. 

MR. JANIGAN:  Thank you.

Now, using your formula from page 5 and the 2011 proposed network revenue requirement of 837.9 million, would you agree that this yields a network billing charge of $38,678 a megawatt?

MR. WHITE:  I don't have a reference for that revenue requirement number, but I will accept your arithmetic. 

MR. JANIGAN:  Okay.

MR. WHITE:  VECC is usually good at arithmetic.

[Laughter.] 

MR. JANIGAN:  Thank you.

I wonder if I could have you turn up Exhibit N-1, tab 4, schedule 11.  And that is AMPCO's response to VECC Interrogatory No. 11. 

MR. WHITE:  Yes, I have it. 

MR. JANIGAN:  And here, you claim that all customers will benefit from your proposed rate design, as all customers have some scope to modify their usage patterns.

Would you agree that some customers have more flexibility than others in modifying their consumption pattern?

MR. WHITE:  Yes.

MR. JANIGAN:  Would you agree that customers may have to incur some costs, either directly by way of a cash outlay or indirectly by way of things like inconvenience, in order to modify their consumption patterns?

MR. WHITE:  Yes.

MR. JANIGAN:  I wonder if you could turn up Exhibit I, tab 1, schedule 96.  It is an interrogatory to Hydro One by Board Staff, I believe. 

And here, Hydro One indicates in part (a) that direct customers could see an increase in transmission charges of up to 92.1 percent prior to any change in usage patterns due to the High 5 proposal.

MR. WHITE:  Where do you see this? 

MR. JANIGAN:  See it at the bottom of that page, in the interrogatory?  It is Exhibit I, tab 1, schedule 96.

MR. WHITE:  Well, I think all we can infer from this information is that there is a customer that will see an increase on that, but it isn't necessarily from implementation of our proposal.

It could be from what Hydro One and the Power Advisory people talked about as a change in methodology, and we haven't been able to adduce what would be attributable to removal of the ratchet, for example, which really doesn't deserve a place in our rate design, to moving from a 12CP to 5CP type of model.

MR. JANIGAN:  So you're saying you don't know what the change in methodology was here? 

MR. WHITE:  I don't know what -- I think this is the largest increase.  So that there is one observation for which this would be true.  I don't know -- we don't have any of the data underlying this, and I don't know -- I don't have any knowledge of the methodology. 

Also, I think this analysis confounds a number of factors.  It is a multi-part -- moving from the status quo to our proposal, in a way, is a multi-part change. 

And Power Advisory made the argument but was unable to provide any analysis that the single largest change comes from the change in methodology, which as I understood -- my opinion that the single biggest change in methodology is the removal of the ratchet, but I don't know.  I mean, I really...

MR. JANIGAN:  As I understand it, this is the impact of going from the current situation to your proposal.  Is that not your understanding?

MR. WHITE:  Well, so the question is having to do with network cost responsibility, and, you know, that is a term that we don't have a lot of familiarity with, but it is something different than cost causality.  But I guess it is whatever the cost -- you know, who bears what cost.

And the question was:  Among the direct customers, has Hydro One calculated the individual percentage, and what is the largest and what is the smallest?

So the largest is 92.1.  That means, you know, based on the historical data that Hydro One -- it is not clear who answered this question, but whoever answered the question, using the data they used, 2009 data, for each individual network delivery point, there was an observation, the result for which was 92.1 percent.

MR. JANIGAN:  And presumably --


MR. WHITE:  But the point about moving from a kind of ambiguous cost responsibility doctrine to a more appropriate cost causality doctrine is that some customers are likely to pay more or less depending on the costs that they cause.

MR. JANIGAN:  Thank you.  And in this case, when we move to the new -- to the methodology that you proposed, it would appear -- and, you know, obviously you didn't prepare these figures.  Hydro One prepared these figures.  Hydro One believes that for -- the largest increase that may be passed on to direct customers will be 92.1 percent, which they will have to try to adjust by changing their usage patterns.

MR. WHITE:  Well, I think -- two things.  This is a historical analysis.  So this is if the customer knew nothing about it and did nothing to adjust.  Not all of the direct customers are AMPCO members.  But I can tell you I would be very interested in helping that customer understand how he could modify his behaviour to avoid having a 92 percent increase in his network charges.

I'm not sure -- I mean, this is a snapshot in time looking backwards, assuming that customers knew nothing about it, made no changes in response to it.  I am not sure how useful -- I know where -- I don't know where you are trying to go with it, Mr. Janigan.  I am not sure how useful this is.

MR. JANIGAN:  Now, further in that interrogatory, it indicates that with respect to LDCs, the largest increase might be 83.2 percent.

MR. WHITE:  I'm sorry, Mr. Janigan, I was conferring with my colleague.

MR. JANIGAN:  That's okay.  On part (c), I have travelled to, and it shows that the largest increase to LDCs might be 83.2 percent.

MR. WHITE:  Well, again, I think I make -- a couple of points.  One is there is one observation.  The other thing, you know, if you are changing from a very small number, like, if your demand goes from 1 megawatt to 2 megawatts, that is a 100 percent increase, but it doesn't really tell you anything about the magnitude of the change.

You know, it is all well and fine to talk about percentages, but until you are talking in absolute terms, in terms that are useful, that can drive business decisions, I don't think you can conclude much from this.  It doesn't mean -- because it says 83 percent, it doesn't mean it is a significant increase in costs, because it could be from a small number to a not so small number.  It could still be a small number.  It is just the change is large.

It appears to be large, and, you know, the calculation of percentages like this I think sometimes gives the appearance of significance, where there really is no significance.

MR. JANIGAN:  Well, I would suggest that a direct customer or an LDC presented with an increase of 92.1 percent or 83.2 percent might, regardless of those caveats, be somewhat agitated about that fact.  Would you not agree?

MR. WHITE:  So you're suggesting that -- you know, to use an absurd extreme, you are suggesting that if it went from a dollar to $1.95, people should be up in arms, and I would suggest to you $1.95 is not a significant charge.  I don't --


MR. JANIGAN:  I guess it depends on the volume.

MR. WHITE:  I am not going to share your conclusion that a percentage change tells you very much about absolute magnitudes.

MR. JANIGAN:  Well, I guess the principal point that I make - and I think to some extent you have confirmed that - is that some customers will be able to offset that through the load shifting, but some customers may not be able to do so?

MR. WHITE:  No.  I don't accept the premise that there are customers who cannot modify their consumption behaviour.

MR. JANIGAN:  Well, I guess the question is, in the circumstances where you have an increase of 83.2 percent, let's say, for the LDCs, do you think that the customers, all customers, are going to be able to modify their behaviour enough to offset this or to save additional moneys?

MR. WHITE:  It depends on the --


MR. CROCKER:  With respect, Mr. Chair, I don't know how fair this is to Mr. White.  These aren't his -- he doesn't have the context to properly respond to this.  These are Hydro One's numbers, number one.

Number two, we don't know what customers we're talking about, and we don't have any of the context to answer the specific detailed questions Mr. Janigan is asking.

MR. SOMMERVILLE:  Well, I think the questions are fair game.

I think what Mr. Janigan -- the burden of Mr. Janigan's questions is:  Is it the point of view of AMPCO that all customers or most customers or a portion of customers would be able to modify their behaviour in order to take the High 5 proposal into account, which I think is -- which is an important underpinning of the proposal itself.

So I think the question is fair.  Mr. White does not seem to be labouring under any particular disability in managing his answers.

[Witness panel confers]

MR. WHITE:  So I am not trying -- not very hard trying to be evasive, but I don't -- as my counsel points out, we don't know what underlies these calculations.

It actually strikes me as quite odd that a distribution customer would see such a dramatic change from the status quo to the change we're proposing.  I would want to understand why that was the case.

What we don't -- I mean, were there circumstances where its demand was very low in one period and very high during the 5CP period?  Why would that be the case?  I would want to understand that.

The other thing too, is the question is:  So does this mean that these poor hapless customers or distribution companies are really helpless in the face of this change?  And I think that is a mischaracterization.  First of all, it is government policy to achieve demand response measured at system peak, and by a significant amount.

The second is that there are all sorts of corollary policy being developed by the Ontario Power Authority and by the Ontario Energy Board to promote conservation and demand management.

What we have found in our analysis of industrial demand elasticities over time is that if you look back to the Europe market open in 2002 to the most recent year, 2009, we see a steady increase in the capacity of industrial customers to respond to prices, as measured by increases in the coefficient of demand elasticity and increases in the statistical robustness of our estimate of that coefficient.

And that suggests to me that customers will learn over time and they will adapt over time.  They will make investments in their homes and businesses and farms and factories that will allow them to respond over time.

Most of the residential customer bill provides no signal for demand response.  It is not that there aren't elements of the bill that vary with demand, it is just the bill provides no signal.

Time-of-use rates are starting to provide signals.

When you look at the retail transmission service rates by which these very rates that the Board will approve are passed on to distribution customers, they provide no signal for demand response.

So I think, first of all, we would want to understand, you know, what are the circumstances that give rise to these charges.

If this is true, then we would want to look at what is the capability of this customer to respond, because it would occur to me that if you are the outlier, then that suggests to me that you should have more capability to respond than anybody else.  Like, how do we explain that you are the outlier?  How do we understand that is the case?

And there is all sorts of programs, and I don't know all of the details, but I know Toronto Hydro, for example, because I am a customer.  I have one of these devices on my air-conditioning unit.  It is a Peaksaver air-conditioning unit.  I personally, in my house, have nothing to do with it.  Well, I signed up for it.

But all of that aggregated demand response capability is available to the system.

And it doesn't -- it is not an onerous obligation.  In fact, as I looked at it, I thought the economics, to me as a householder, were pretty favourable.

So there is all sorts of opportunities, I think, to help LDCs and their customers and direct transmission customers adapt to a change in rate design.

MR. JANIGAN:  Mr. White, your proposal, as I understand it, claims that all customers are going to benefit from this proposal, because of -- they all have the same scope for shifting load.

MR. WHITE:  No, that isn't the basis for my --


MR. JANIGAN:  You don't claim that all customers will benefit?

MR. WHITE:  All customers, I personally believe all customers will benefit.  But it isn't that they will all benefit because they can all shift.

MR. JANIGAN:  Okay.

MR. WHITE:  They will all benefit because some can shift.  Not all customers have to shift in order for all customers to benefit.

MR. JANIGAN:  Okay.  But in terms of looking at some of these increases that will be passed on to the LDCs, how can you be confident that all customers are going to be able to change their behaviour in a way that they can avoid this, this increase?

MR. WHITE:  Well, I mean there is a couple of things.

One is that what Power Advisory suggested is that the impacts on an average household are relatively modest, a relatively small number, small by comparison to a lot of other things that are happening on the customer's bill.

As I said, I would want to understand which LDC is this that would experience this increase, and why, and what do their customers look like, and what potential exists within the -- because the LDC in a way is not really a customer.  Its customers are the customers that I am looking out for.

The reason that they, you know -- so maybe their transmission costs increase.  But if your transmission costs -- I think the network charge, somebody said -- I think Mr. Rothman said last week -- that the network charged about six percent of the bill.

So if, say, it were to increase by 83 percent, then it would go to 10 percent, or if it were $6, it would go to $10.  So that is only a four-dollar difference.

But if we can reduce losses, if we can reduce prices, if we can reduce congestion, and if we can reduce the total cost of power by reductions in the global adjustment, it is quite plausible to me that that would -- even this outlier -- that those benefits, in sum, would be greater than this relatively small increase in the total bill of a customer, because we're just talking about the total bill of a customer.

When we talk about system benefits and the benefits of demand response of the system, we are not just looking narrowly at the transmission system revenue requirement and transmission rates.  It is only one piece of the puzzle.

MR. JANIGAN:  So what you're saying is that the possible detriment to a customer will be small, and that in effect, you are confident that there are programs available that will mitigate this increase?

MR. WHITE:  No.  I don't have a lot of confidence in programs.  What I have a lot of confidence in is customers.

You know, if you just use Power Advisory's numbers for the sake of argument, they say, you know, that the network component is six percent for this LDC.  There's one example in 2009, with no information, that suggests that that amount would increase by 83 percent.

Well, what I would want to understand is what does that mean in absolute dollar terms, what does that mean in actual bill impacts for end-use customers, and what opportunities do those customers have to reduce their demand.

I have been working extensively with AMPCO members and other large-use customers for some years.  And all customers have an opportunity to conserve.  Even in our homes, we have a significant opportunity to conserve.  It is not rocket science.

But you have to make the case for it.  There has to be a business case for it, and that is one of the reasons we are here promoting 5CP, because it will expand the realm of economic opportunities for conservation by all customers.

MR. JANIGAN:  I will move on to another issue.  I wonder if you could turn up the Power Advisory report that you referenced, Exhibit H-1, tab 3, schedule 1, attachment 1, page 34.

MR. WHITE:  I have that here.

MR. JANIGAN:  And in table, 3 Power Advisory indicates that in last year's report, you suggested the industrial -– an industrial customer would have to shift load for 100 hours to avoid the High 5 impact.

And subsequently in testimony, you suggested it would be 300 hours; is that a fair characterization of your testimony?

MR. WHITE:  No, it isn't, actually.  We never -- we did, for the purpose of the analysis we did, use 300 as a number, as an assumption.

MR. JANIGAN:  Okay?

MR. WHITE:  I don't believe there are customers, industrial customers who are going to need to curtail in 300 hours to avoid five hours of critical peaks.  I don't personally believe that.

We used the 100 number because we thought that was a fair assumption, but I think, as was pointed out to us, for the sake of consistency in our analysis, because Dr. Sen had based his regression analysis based on average on-peak and average off-peak periods, that for the sake of consistency in our analysis, a more appropriate variable to use in that calculation was 300.

I don't personally believe that any customer should -- if they think it is going to take them 300 hours, then I am pretty sure I can help them.

MR. JANIGAN:  Then what is your current view of how many hours customers are likely to have to shift load in order to avoid the High 5?

MR. WHITE:  I think that -- I would like to have my clients respond to that, but let me just say the one thing.

It will vary depending on the weather.  If we have a year that has a nice, hot summer, or a few nice, hot summer days, as we have had this year, then it is fairly easy to discern the peak, because demand peaks are driven by extreme weather, whether it is extreme cold or extreme hot.

If we have a very mild weather year, like in '08 or '07, or '09 even, then it is much more difficult to discern the peak, because we don't -- the correlation between temperature and demand is strongest when temperature is highest or lowest.  That is when the correlation improves.

At 18 degrees Celsius, there is hardly any correlation between -- you know, if you are looking at temperature that changes from 16 to 18, very little correlation between temperature and demand.

This is why the 12CP methodology is so problematic, because in March and April it is virtually impossible to discern a peak because it is not driven by weather.  It is just random.

So if we had a very mild year, or even if we had a year like 2006 where we had 30 consecutive days over 30 degrees Celsius and we set Ontario's all-time peak, then you would see a lot more hours of curtailment because there would be a lot more peaks to chase.

So it really varies.  All we were trying to do was to say:  Look, if you assume that for each of the 5CPs, a customer would make five attempts each of five hours' duration, you'd get to something -- or four hours' duration, you would get to a number like 100.

And we thought that was a reasonable assumption to make in our analysis.

MR. JANIGAN:  And is that still your assumption?

MR. WHITE:  I think what we're trying to do is make a sort of generalized analysis.  Ideally, what we would do is do an analysis based on weather-normalized data.  We did in our interrogatories ask if that could be done in the present case, and the answer was that it hadn't been done and wasn't going to be done.

But I think the appropriate way on a look-forward basis is to look at a weather-normal year, in which case you would expect normal weather, you would expect nice, warm -- a few nice, warm summer days, and you would expect demand to be driven by weather on those days.

MR. JANIGAN:  And the number you would reach in that circumstance would be?

MR. WHITE:  Well, we asked if Hydro One or Power Advisory could help us with the analysis and they weren't able to.  We haven't done that.

MR. JANIGAN:  So you don't know?  You can't give a number at this point in time?

MR. WHITE:  No.  We have given you the numbers.  The hundred is the number that we think is a reasonable number for the sake of analysis.

MR. JANIGAN:  Okay.

MR. WHITE:  The reality is, Mr. Janigan, as I tried to explain, it will vary.  Some years, you will need more hours of curtailment; some we may need further.

MR. JANIGAN:  I wonder if you could turn up 

Exhibit N-1, tab 4, schedule 14?

MR. CROCKER:  I wonder, before you ask that question, Mr. Janigan, whether Mr. MacDonald has something to add to what Mr. White has said.

MR. MACDONALD:  I think it is important, as well, there is the very --


MR. SOMMERVILLE:  Mr. Crocker, the witness panel -- it is not appropriate to be coaching the witness panel as to who should be answering the questions.  The witness panel can come to that conclusion by itself.

MR. CROCKER:  Well, I'm sorry, Mr. Chairman.  I was watching Mr. MacDonald, who reached for his button as Mr. Janigan went into his next question.

MR. JANIGAN:  Perhaps Mr. Crocker can cover this in redirect?

MR. SOMMERVILLE:  Well, why don't we deal with it now?

MR. JANIGAN:  Okay.

MR. SOMMERVILLE:  But the witness panel is in the -- is under cross-examination.  They're pretty much on their own.

MR. CROCKER:  Be more aggressive.

MR. MACDONALD:  I should have stepped in, I'm sorry.  My additional comment to Mr. White's comment was that the variable of weather is a very big player in the number of hours.  Any customer will need to determine the number of hours in order to capture the 5CPs.

But the other variable is the customer's operation, whether it is a residential consumer or commercial customer or an industrial, and within industrial customers, there is obviously tremendous variation in the types of processes that everybody is operating.

So where some customers may be able to react very quickly, others may take hours to curtail and hours to come back.

And so -- for our own process, there are variations even within our own process on how long it might take to curtail or to come back, depending on where we were in the operation when we decided to curtail.

So the variations and permutations are quite high, and you would have to interview every customer to understand what their strategy would be.

MR. JANIGAN:  Thank you for that.  I wonder now if you could turn up Exhibit N-1, tab 4, schedule 14.

MR. WHITE:  I have that.

MR. JANIGAN:  And I note that the definition of peak period by -- used by Dr. Sen in his analysis was 7:00 a.m. to 7:00 p.m.?

MR. WHITE:  That's right.

MR. JANIGAN:  Now, was that for just weekdays or all days?

DR. SEN:  It is for all days.

MR. JANIGAN:  And was this the same definition used in the analysis of industry data to determine price elasticities and in the analysis of system data to determine the impact of load changes on HOEP?

DR. SEN:  Correct.

MR. JANIGAN:  Okay.  Now, Dr. Sen, if we look at your findings which are contained in the AMPCO evidence - I think it is N-1, attachment, page 22 - that 1,000 megawatt change in peak demand triggers a higher increase in price than a 1,000 megawatt change in off-peak demand, that's based on this definition of peak and off-peak; is that correct?

DR. SEN:  Correct.

MR. JANIGAN:  And if we look at figure 1 of your evidence, on page 26, the theory underlying this result is that the shifts between the peak and off-peak involve different areas of the supply curve?

DR. SEN:  Correct.

MR. JANIGAN:  Now, I wonder if you could take a look at your response to VECC interrogatory 13(d); that is Exhibit N-1, tab 4, schedule 13, part (d).

DR. SEN:  I'm sorry.  I beg your pardon.  I am losing myself in all of the numbers.  Is that the question that starts:
"Please confirm that AMPCO's proposal does not necessarily induce consumers."

MR. JANIGAN:  That's correct.  And here you agree that given the limited number of hours that customers have to shift out in order to avoid the system peak, the AMPCO proposal does not necessarily induce customers to shift their load to the off-peak as defined in Dr. Sen's analysis, but, rather, shift their load around within the peak period as he has defined it.  Is that correct?

DR. SEN:  Can I take a minute, please?

MR. JANIGAN:  Sure.

[Witness panel confers]

DR. SEN:  Might I ask you to repeat your question?  I am...

MR. JANIGAN:  It virtually was the same as part (d) here.  I just noted that you agree that, given the limited number of hours that customers have to shift out in order to avoid the system peak, the AMPCO proposal does not necessarily induce customers to shift their load to the off-peak, and, rather, to shift their load around within the peak period.

MR. WHITE:  Well, I think it is important to understand that the 5CP would redefine the peak period.  The peak period as it exists now is all working weekdays, and the purpose of Dr. Sen's analysis, or at least what I retained him to do, was to establish an empirical basis for the -- for the point that customers would respond to price and customers will shift from one period into another in response to price, and he found that.  He found empirical basis for that point.

But the peak period, as it is currently defined in the network charge determinant, includes thousands of hours that are not peak hours.  The elegance of the 5CP solution is that the 5CPs and all of the hours that customers were curtailed to try to achieve them are all peak hours, actual absolute system peak hours.

MR. JANIGAN:  But if we go back to Dr. Sen's analysis in figure 1, if demand is not moving to the off-peak in the low load periods, but just moving around in the peak period, just on the upward rise of the curve, if you look there on figure 1, it is fair to say that the overall impact on the HOEP will be different and may not exhibit the material difference you have calculated by assuming the load shifts all the way to the off-peak period.

Isn't that correct?

DR. SEN:  In my opinion, my opinion is shaped by my empirical findings, and when you look at the data in totality, if I understand your question -- please correct me if I am wrong.

The gist of your question refers to:  What if there is shifting within, say, peak hours, right, as opposed to peak and off-peak?  Am I correct in that, very simply put?

MR. JANIGAN:  That's correct.

DR. SEN:  I understand very simple questions.  I do beg your pardon for that.

So my point is that:  Could there be some shifting within the peak hours?  There might be.  My study didn't directly empirically test for that.

But, if anything, I think it just strengthens the conclusions, because if you look just at the raw data and you look at figure 2 just below figure 1, you do see the shifting between peak and on-peak; right?  You see a significant amount of shifting out there.

So my point is that when you think of a policy which is attempting to incent consumers to shift their demand from peak to off-peak, based on these data, on these results, you will see a marginal effect.

And if you do see some more shifting within peak hours, then that is just added bonus.

MR. JANIGAN:  Well, doctor, it may well be directionally that you are correct, but certainly it makes a difference in the fact that there will be shifting occurring in the peak period, rather than shifting to the off-peak period in relation to the material difference that you have observed?

DR. SEN:  Ultimately, the question is the magnitude of that change; right?

So, hypothetically speaking, if you see a significant amount of shifting within peak hours, right, and not a significant amount of shifting from peak to off-peak, then the point of the policy is defeated; correct?  Right.

But based on empirical -- the only opinion I can shape is based on my empirical findings.  And based on the very little incentive which is currently there in the system, you do see a significant amount of shifting across peak and off-peak hours.

So my inference is that if you have a strong policy which is designed to further encourage that, why would you not see a marginal impact?  I just don't understand the economic logic of a stronger policy being enacted to encourage shifting across peak and off-peak, and then people suddenly decide they just want to shift within peak.

I just don't understand the economic theory behind that. 

MR. WHITE:  And I think the other thing, too, is, I mean, when you are looking at figure 1 you are really just looking at, you know, a basic representation of a hypothetical market.

If you actually look at the price duration curve that we have talked about earlier, you can see that the critical peak hours where that curve finds its inflection point and all of a sudden becomes very steep, those high prices, those critical peak periods are actually in very few hours.

And the 5CP proposal would certainly, to our way of thinking, induce customers to shift out of those critical peak periods and into lower-priced periods, even if those lower-priced periods occurred during working week days.

So it is really -- I think this is a semantic argument about how one defines the peak, but ultimately the effect of the policy is going to be, you know, the proof of the pudding is going to be found in the eating, and that is that we are going to see customers moving out of actual, absolute critical peak hours into hours, whenever they might occur, that are not peak hours, however one might define them.

MR. JANIGAN:  Well, Dr. Sen, I think we are in agreement.  To the extent that the load shifting takes place within the peak periods, then you will observe less of an effect on the HOEP in relation to your analysis; isn't that correct?

DR. SEN:  I am looking at the data and I don't see that. 

MR. JANIGAN:  Okay.  So you are saying that load shifting within the peak period rather than load shifting from the peak to the off-peak will have no effect on your analysis and the material difference that this may make to the HOEP?

DR. SEN:  No.  I am saying that my results are premised on the current data which we have and we have employed, and the results are generated by the variation which we observe in the data.

Now, the variation which we observe in the data currently, just roughly, looking at the figures and not even looking at the econometrics, is that you can see there is a significant amount of shifting in demand from peak to off-peak, right?  And my result...

[Witness panel confers.] 

MR. MACDONALD:  I just wanted to answer the question from a practical perspective, as well.

In looking at the price duration curve, which we were looking at earlier today, in the top, let's say, 100 hours that are past the inflection point, that are very steep, what we look for as an industrial load and when to operate out of the peak hour, out of the peak period is not a period of hours that are 12 hours apart, but a period of time where the price is lower.

So if we shut down during a critical peak period, we may operate in the classical 7:00-to-7:00 peak hours, but those are not going to be high-priced hours.  We are going to wait for the price to be acceptable.

And if you miss the top 100, you are down into this flat part of the curve where there would be very marginal difference hour to hour.

The second point I wanted to make is Dr. Sen's work looked at shifting from peak to off-peak. 

We, as I stated earlier, actually shift from an on-peak summer period to a transition period in the spring, to build that inventory, where prices are lower in the on-peak and in the off-peak.

So we are making decisions to -- that will be lowering the price in the seasons much, much ahead of the peak, outside of the 12-hour window, and delivering benefits from operating in the shoulder months.

MR. JANIGAN:  Thank you for that.  I wonder if I could just have some clarification on Exhibit K10.4, that I believe your counsel produced earlier.  It has the price duration curve of 2009. 

As I understand it, this simply maps prices from lowest to highest.  Is that what this does? 

MR. WHITE:  That's right, in all hours of the year. 

MR. JANIGAN:  Okay.  It is not looking at it in relation to load as the bottom line here?

MR. WHITE:  No.  But elsewhere in our responses to interrogatories and in our submission, I think we have established the correlation between demand and price.

MR. JANIGAN:  No, I am not being critical.  I just want to understand the graph here.

Have you been able to plot one for 2008? 

MR. WHITE:  I am able to.  I have been able to. 

MR. JANIGAN:  Could you produce one of those, please?  Could you undertake to produce one? 

MR. WHITE:  Sure. 

MS. HELT:  J10.1. 
UNDERTAKING NO. J10.1:  to PROVIDE PRICE DURATION CURVE FOR 2008.

MR. JANIGAN:  Thanks.  Now, just finally, my final area dealing with the issue associated with new and departing customers.  I wonder if you could turn up Exhibit I, tab 1, schedule 94.

And in this interrogatory from Board Staff, in response to part (a), Hydro One discusses its understanding of what happens during -- under the High 5 proposal when customers go out of business or new customers connect during the year.

If you have had the opportunity to read this, is Hydro One correct, if an existing customer goes out of business during the year, that Hydro One and other transmitters would forego that customer's assigned share of the revenue requirement?

MR. WHITE:  No.  I mean, it's not -- I think this is an assumption.  I think it depends.  It depends on what the Transmission System Code says, and what Hydro One's tariff says.

I think this is an area that is open to some policy development.  It is an issue that has been discussed, obviously, with respect to the implementation of the government's proposed policy on global adjustment, you know, how do you deal with new entrants and how do you deal with exits.

It is the same issue that the Board, I think, would probably have a lot of experience with dealing with on a routine basis with respect to, you know, new entrants or firm exits from regulated utilities.

I know we had, in a case here a year or two ago, hearing an application by Bluewater Power, and Bluewater had lost a significant large-use customer and the question was what to do with the costs.  So in that case, as I understand it, some settlement was reached.  So it isn't that this is a –- it isn't so cut and dried.

I think Hydro One's made an assumption here about how it might be dealt with, but I am sure there are other ways it might be dealt with.  I don't expect that Hydro One, for long, would forego revenue to which it felt entitled. 

MR. JANIGAN:  Okay.  Is there some solution that wouldn't involve Hydro One picking it up from existing other customers?

MR. WHITE:  Well, I think Hydro One is seeking approval from the Board for a revenue requirement.  If the Board grants it, then Hydro One is entitled to it.

So it has to be found someplace.

MR. JANIGAN:  All right.  Now, if a new customer joins during the year, would that customer be billed for transmission in the first year?

MR. WHITE:  I would think so. 

MR. JANIGAN:  He hasn't been allocated a share of the revenue requirement yet.

MR. WHITE:  Right.  So what would you do, for example, if you were an electric utility and you had an application from a new customer for a connection and service?  You would go to the customer and you would say:  What is your demand going to be?  How does your facility operate?  What are your characteristics?

You have to come up with a kind of engineering approach to what exactly you will build for them.

I think -– and is dealt with so many ways in our existing codes and rules, I don't see why this offers any more complexity than matters which the Board would deal with routinely.

MR. JANIGAN:  Similarly, that customer in year 2, since that customer may not have been connected during the five peak days of the previous year, how would he be billed?

MR. WHITE:  Well, again, I think there is a determination that needs to be made about what would be appropriate for that customer until he's established a base line.  But we don't -- I mean, what we haven't done specifically in this case, and there is no evidence before the Board in this case, that suggests exactly what the base line period be or what the adjustment period would be, to use the language of the government's proposal on global adjustment.

So the question is:  What if you have a customer that doesn't -- hasn't been through a base line period, whenever that might occur?  And we don't know yet.  Well, you would have to deem something.

MR. MACDONALD:  In the markets where we operate, the utilities simply have a formula calculation that looks at the connected load of the customer with some diversification numbers, and comes up with an allocation for the first year.

MR. JANIGAN:  Thank you very much, panel.  Mr. Chair, those are all of my questions for this panel.

MR. SOMMERVILLE:  Mr. Janigan.  It is now 12:30.  I take it, Mr. Rogers, you have cross-examination and Board Staff has some cross-examination?

MR. ROGERS:  Yes.  I won't be very long.  I will be 15 or 20 minutes, I would imagine.

MR. SOMMERVILLE:  And?

MS. HELT:  Likely the same, about 15 minutes.

MR. SOMMERVILLE:  It would be our proposal to continue to complete this panel.  So that means we will go a little bit later, and up to about 1:30 would be, I think, a reasonable limit of endurance for the witnesses and for everybody else.  So we will continue on.

MR. ROGERS:  Thank you.  Thank you very much.  I won't be very long, I don't think.
Cross-Examination by Mr. Rogers:


MR. ROGERS:  Good afternoon, gentlemen.  I think we have met almost every everyone before.  Mr. MacDonald, you have been here on a couple of occasions previously, I think.

MR. MACDONALD:  Yes, sir.

MR. ROGERS:  As you know, my name is Rogers and I am counsel to the applicant in this case.

You said in your evidence, I think, in responding to my friend, Mr. Janigan, that Ontario now is the highest cost electricity province for you, and that you do business in a lot of different jurisdictions?

MR. MACDONALD:  That's correct.

MR. ROGERS:  What jurisdictions do you have plants in, comparable to what you run here in Ontario, in North America, let's say?

MR. MACDONALD:  Well, we operate 21 facilities.  Two are in Ontario, one is in Manitoba and the rest are in the US, starting in the northeast, down the eastern seaboard and the southeast and across to Texas, Iowa.

MR. ROGERS:  Would you be able to provide a list of the facilities that your company has by state and regulator?

MR. MACDONALD:  Sure.

MR. ROGERS:  So we could check to see what regime is in place in each of those jurisdictions?

MR. MACDONALD:  Sure.  I have provided previously -- I mean, the ones that are comparable to the proposal here would be --


MR. ROGERS:  We will come to that in a minute, but what I would really like, if you would just give us a list of all of them, that would be helpful.  Thank you.

MS. HELT:  That will be undertaking J10.2.
UNDERTAKING NO. J10.2:  MR. MACDONALD TO PROVIDE A LIST OF ALL FACILITIES BY STATE, REGULATOR AND PROVIDER.

MR. ROGERS:  If you would set out which power company is the one which is your provider in each state, please, or in each jurisdiction.  I know we have talked previously about the High 5 approach being applicable, and I thought it was two jurisdictions, but I may be wrong about that.  Was it two?

MR. MACDONALD:  Correct.

MR. ROGERS:  Which ones are they?

MR. MACDONALD:  Texas and New Jersey.

MR. ROGERS:  So I assume all of the others, they aren't -- they don't have High 5?

MR. MACDONALD:  Yes.  It is varying ways of allocating transmission costs.

MR. ROGERS:  Just out of curiosity, I noticed in your curriculum vitae that you have testified in a number of states -- well, a few states.  You testified in the State of Oklahoma in 2008.  What was that all about?

MR. MACDONALD:  That was energy efficiency, allocation of energy efficiency costs.

MR. ROGERS:  Are you promoting this High 5 in jurisdictions in the United States where your company is located?

MR. MACDONALD:  Well, the High 5 is in place -- in derivative, the High 5 is in place in New Jersey and Texas, and that is why we brought it here.

The concept of critical peak pricing, we believe in it.  So, yes, we would promote that where possible.

MR. ROGERS:  But have you promoted it in other states?

MR. MACDONALD:  Yes.

MR. ROGERS:  So far you have succeeded -- I don't know whether you were the ones that brought it about in the two states that you know of that have adopted it, or something similar to it?

MR. MACDONALD:  Those states already had that methodology in place.

MR. ROGERS:  I see.

MR. MACDONALD:  We are just working within that structure.

MR. ROGERS:  Thank you very much.  You testified in New Jersey, I see, on a couple of occasions.  Was that in aid of the High 5 or some other...

MR. MACDONALD:  No, that was just rate cases.

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

Now, I think we understand the rationale behind your proposal, gentlemen.  And, Mr. White, I will direct this to you.  I know you are the -- I will say chief spokesman for the cause in Ontario.

And you say in your evidence - and you don't need to turn this up, I don't think, but it is at page 14 - that:
"By placing the risk of anticipating and responding appropriately to actual and absolute critical peaks, the design would reward only those customers who participate and only to the extent that they succeed in reducing their demand during critical peaks."


That is an accurate statement of your underlying principle, isn't it?

MR. WHITE:  Well, what I'm talking -- I am just talking about the transmission costs.  That is the context for that statement, because of course, as I said earlier and on previous occasions, a 5CP rate design delivers system benefits to all customers, including those who do not participate.

So I think that it is hard to recall exactly what I might have been thinking at the time I wrote that, but we are talking -- what I am comparing -- you know, the sentence that precedes that draws a comparison with utility demand management programs, the costs of which are borne by all customers.

And what we're talking about here is one of the things that we like and we think is an advantage of a critical peak pricing type of regime is that the costs of demand response are borne by the customers who respond --


MR. ROGERS:  No, I understand that.

MR. WHITE:  -- not by others.

MR. ROGERS:  My point is simply this, and I don't think we are going to have major disagreement about this, that if your proposal is accepted, then there will be many customers who will benefit greatly if they don't alter their consumption pattern one iota, isn't that so?

MR. WHITE:  No, I'm not sure that is the case.

MR. ROGERS:  All right.

MR. WHITE:  I am not sure that is the case because...

MR. ROGERS:  Could we turn to page 29 of Dr. Sen's evidence, please?  I am looking for a -- there is a graph there, figure 7.

DR. SEN:  We have it in front of us.

MR. ROGERS:  Good.  Let's use this as an example of -- maybe to explain to me why what I said isn't accurate.

Maybe I could ask you this, Mr. Dottori.  Your company is in the paper business, I believe, are you not?

MR. DOTTORI:  Yes.

MR. ROGERS:  And you told us this morning that you have already invested a lot and have been able to move your consumption off peak?

MR. DOTTORI:  Yes, we have -- right now we are consuming roughly 75 percent of our power off peak.

MR. ROGERS:  So you have responded to whatever price signals there are available now to move your production off peak, to the extent that you can, given the economic benefit that you derive?

MR. DOTTORI:  Right.  All of the different opportunities that are out there we've looked at, and we've tried to improve our performance versus those different objectives.

MR. ROGERS:  Right.  Let's just look at figure 7.  This is Dr. Sen's figure 7.

And as I understand this, it shows us -- in the red line, it shows us the demand pattern for average hourly demand for the pulp, paper and paperboard mills between 2005 and 2008 in Ontario?

MR. DOTTORI:  Mm-hm.

MR. ROGERS:  Is that right?

MR. DOTTORI:  That's right.

MR. ROGERS:  You would be one of the companies that helped develop this shape?

MR. DOTTORI:  I assume that our numbers are in there.

MR. ROGERS:  And if I understand this right, it would appear that your industry has dramatically reduced consumption on the peak hour from 7:00 in the morning until 7:00 in the evening?  You can see that by the dip in the curve during those peak hours.

MR. DOTTORI:  Right.  But I think you have to look at what was taking place at that time.

So there was a demand response program that the OPA brought out in -- I think it was summer of 2006, DR1.  So this data would include that program, which was a contracted program.

MR. ROGERS:  Fine, but what it shows clearly is that the industry has responded to whatever price signals have been out there?

MR. DOTTORI:  Oh, as we have stated.  We responded prior to demand response.  We have responded since then.  And if the programs -- or if there are improved price signals, we will respond even further.

MR. ROGERS:  Even further.  Let's just look at the status quo. 

Am I not right that if the High 5 proposal is approved by this Board, that your company will benefit tremendously without moving any consumption at all?

MR. DOTTORI:  No.  I don't think that is correct.

MR. ROGERS:  Why not?

MR. DOTTORI:  Because I think you have to look at how we're behaving today or how we're performing today, not on the historical.

Because now we have other pressures, so we now have a DR2 contract, which isn't a 12-hour block.  It is an eight-hour block.  And we actually have to come back on-line to fill up our tanks at night, late afternoon and night, so that we're ready for the next day.

MR. ROGERS:  Well, if that --


MR. DOTTORI:  So if we also have to look at a network charge, and whether or not we can avoid that peak, as we do today as well, then that adds more complexity and it does increase our costs.

So it is something that we try to do, but we are not always successful.  And so, again, if the market signal is improved, then we may be more successful.

MR. ROGERS:  But maybe I am not understanding.

You have certain contractual arrangements in place now, which help you save money if you move off peak.  That is what you have said?

MR. DOTTORI:  Yes.

MR. ROGERS:  Those contractual arrangements presumably would continue, wouldn't they, even if the High 5 proposal was adopted?

MR. DOTTORI:  Well, one of the issues is exactly that, is that it is a long-term contract, and so there could be some issues down the road with our performance on that contract.

So we have to be careful that we deliver our commitments under that long-term contract, while looking at other opportunities.  But they're all distinct because they --


MR. ROGERS:  Help me understand -- I'm sorry.  I didn't mean to interrupt.  Had you finished? 

MR. DOTTORI:  Go ahead.

MR. ROGERS:  Help me understand.  Why would you not benefit without doing anything more -- just doing exactly what you are doing today -- if the High 5 proposal was implemented such that the charge for the off-peak hours was reduced?

MR. DOTTORI:  Sorry, can you ask the question again? 

MR. ROGERS:  Explain to me again why your company would not benefit from the High 5 proposal being adopted, without changing your consumption pattern at all. 

MR. DOTTORI:  Okay.  Because under DR2, we will shut down, let's say, one line or two lines from 7:00 a.m. until 3:00 p.m.

So let's assume that the peak is in the afternoon from 3:00 p.m. to 7:00 p.m.; that's the time that we should be running wide open.  Therefore, 5CP could, it could do exactly the opposite.

So the objective for us is to avoid those summer peaks, avoid the winter peaks, yet try to have the more stable operation, let's say, in the months in which the system has the -- has the resources, has the capacity.

And that is precisely why we don't agree with a 12CP model, because there are some months during the year where there is no reason to try to conserve.  There is plenty of power.  Otherwise the water would be spilled.

So 5CP is beautiful in its simplicity.  It takes away this whole semantic argument that we have been having about what is a peak hour or what is an off-peak hour.

They're just vague constructs that different organizations put together, to try to have a block to put hours in, to perform some type of an analysis.

And we actually did have some issues with different definitions for peak and off-peak between the OPA and Hydro One.  And luckily, we were able to get that resolved before our DR2 contract.

So by taking away those blocks and leaving it to critical peak pricing, then we're forced to deliver benefits to the system at an incentive, that everybody will benefit from.  And then in return, we have the opportunity of running a little bit harder at night or running during weekends or running during the shoulder months, to provide the production that we otherwise have offset.

MR. ROGERS:  All right.  Thank you.  I will have to think about that a little bit to see if I understand.

MR. MacDonald:  I think it is important also to remember that the programs that are in place in Ontario are fixes for the market, because the market doesn't have signals.

So contracts, you know, like a DR1, -2, -3 type contract, are intended to provide signals that aren't currently provided by the market.  And so over time you would expect if the market signals are there, then those programs could eventually change.

MR. ROGERS:  All right.  Thank you.  As I say, I will have to think about that. 

We've had some brief discussion about the Ontario regulation, the proposed regulation to deal with the global adjustment mechanism on the High 5-type approach. 

I gather, Mr. White, we don't really know, of 
course -- I think you've said this -- we are not really sure whether that will be implemented, and if so, exactly how it will look?

MR. WHITE:  Right. 

MR. ROGERS:  Right?  The global -- you have addressed this, I know, earlier this morning in your evidence, I think, in-chief, but the global adjustment mechanism is a significant part of the customer's bill, isn't it? 

MR. WHITE:  It has been for the past number of months.  I mean, it wasn't in July.  The number in July, I think, on average was $7, which is a relatively low number.

MR. ROGERS:  It tends to be bigger, a bigger component than the transmission component, does it not? 

MR. WHITE:  Yes.

MR. ROGERS:  As you pointed out, the transmission component is a relatively small part of the average customer's bill?

MR. WHITE:  That's right. 

MR. ROGERS:  So an increase in transmission rates generally has a relatively modest impact on the end-use customer's bill?

MR. WHITE:  It depends.  For transmission-connected customers who don't have distribution charges on their bill, we've been paying quite close attention to transmission costs over the last --


MR. ROGERS:  I know you have.  But you would agree with me -- I think you already said it in making the point in support of your position -- that the transmission component of the bill is a relatively small number, like six percent or so, I think you said?

MR. WHITE:  Well, that is what Mr. Rothman said.  I don't know what the number is, but I will take your point.  It is a relatively small item.

MR. ROGERS:  All right.  Thank you. 

Now, if the regulation that we have been talking about does come to pass in some form that looks like the High 5 proposal, that, I would think, would be a major incentive for industrial customers to move off peak?

MR. WHITE:  I want to answer the question this way.

And Mr. Dottori said it this morning and I think -- just to remind you what he said.  He said that we have a range of opportunities that we've looked at.  And as they become economic, we will implement them.

Historically in Ontario, the tendency is for the manufacturing sector to go to this sort of just-in-time, lean manufacturing model.  And the assumption in the electricity sector has been to treat customers as inelastic.

So we've built all of this flexibility into the electricity system, right?  So we've allowed higher rates of capacity utilization on the industrial side at the expense of load utilization rates on the power side.

So what we're talking about here is changing the balance of that, so we can -- because the marginal cost of capacity on the electricity side, whether we're talking generation or transmission, is extremely high.  I mean, the costs of expanding the transportation grid to meet expected future demands for transmission are extremely high.

And so what we're suggesting is that if we can change the economics, if we can change the way rates are designed, that give incentives to customers to overinvest where they otherwise would not in parts of their process, then we can achieve a sort of joint optimization.

So what I am suggesting to you is the global adjustment change, in and of itself, will make economic some projects that would otherwise not be.  If the transmission network charge determinant is reformed in a way that is similar -- hopefully identical -- to the way the global adjustment reform is implemented, that will expand the horizon of economically feasible projects.

MR. ROGERS:  That may be.  My question is really a simple one.

Isn't it right that the incentive that is available through the transmission charge pales in comparison to the incentive that is available through the global adjustment?  

MR. WHITE:  I wouldn't say it pales in comparison.  I mean, it's -- you know, if you were to look in 2009, using numbers from my head, I think the global adjustment was worth about $165,000 a megawatt; the transmission network charge determinant's worth about $30,000 a megawatt.

It is a lower number, but it is not an insignificant number.

If the two of them act together -- and what we find now, what we're worried about, going into 2011 when the global adjustment reg is proposed to come into place, is that the global adjustment will provide an incentive to curtail, which the transmission network charge determinant won't claw back.  Because as you reduce the demand during the 5CPs, you will come into the 7:00 to 7:00 working weekday definition of the network charge determinant, which will tend to offset the effect of the global adjustment reform.

If we reform them so that they're identical, they will reinforce and supplement each other, and that is what the important principle is.

MR. ROGERS:  Thank you.

MR. DOTTORI:  I think it is important to add to that, too, there is a provincial mandate for conservation, and the provincial mandate will only be successful if we have a portfolio, if we have a portfolio similar to a supply mix for power generation.  You have to have a portfolio that allows you to balance all of these different opportunities.

Different customers have different processes.  They have different appetites for risk.  They have different capabilities, process capabilities, to deliver different things, and you can't assume that you will have the exact same cookie-cutter approach that will apply to everybody.

Therefore, I think it is important to have many different opportunities for customers to modify their behaviour.  So that you know even on this panel, for example, Mr. MacDonald, you know, may be more apt to make certain changes than we would be.

But if all of those opportunities are out there, then we will be able to be successful in getting that conservation mandate in delivering that amount of power, and, therefore, in being able to not have to invest the sums of money that have been bandied about in this province for new generation.

MR. ROGERS:  Thank you, Mr. Dottori.  Well, that is a whole other issue but...

Tell me, would it make sense for this Board to wait until they see what happens with this Ontario regulation and the global adjustment clause before trying to replicate it in the transmission system?

MR. WHITE:  Well, we have been suffering under the status quo for a long time.  I am not sure what benefit there is to extending that.

MR. ROGERS:  Well, you said they thought absolutely consistent with one another.  How can we ensure that the transmission charge is consistent with the global adjustment until we know what that will look like?

MR. WHITE:  All we know for sure the public comment period for the proposed amendment ends on October 11th.

We also know, I think, or can anticipate that subject to the comments and the government's response to them, that there are a number of steps that will be taken by government in order for the proposed regulation to receive approval and be published, all of which I think is possible will happen before you file your final argument, Mr. Rogers.

So it is not inconceivable that the Board can have the clarity that you are suggesting it would want.  Of course, it may not happen that way, but the point is, as well, as you have said in your -- on procedural matters, there is certain things that have to happen before your rates come into effect, anyway.

And it is not -- the other thing I would, you know -- you know, there is not -- there's no -- there isn't a date.  We don't all turn into a pumpkin on January the 1st.  I mean, I think we can contemplate how this would come into effect in the earliest practical time frame.  Of course we wish we could have had it as an outcome in the 2006 case.

MR. ROGERS:  It couldn't be implemented for 2011, anyway, could it?

MR. WHITE:  I am sure it could.  I mean, I think if you look at the definition of the adjustment periods on a go-forward basis as the government has proposed in its regulation, it suggests that the base line period would commence on July 1st of each year and go to May of the subsequent year.  If this Board were to decide to change the network charge determinant, I don't see a reason why it couldn't proceed on that same basis.

So, in other words, the first base line period would commence July 1st.

MR. ROGERS:  Right.

MR. WHITE:  In which case, you know, we are talking about transitional matters.

MR. ROGERS:  Right.  Thank you.  I don't want to dwell on this too long, so let's move along.

Gentlemen, both Mr. MacDonald and Mr. Dottori, I gather both of your firms are direct customers of Hydro One?

MR. MACDONALD:  That's correct.

MR. DOTTORI:  Yes.

MR. ROGERS:  Mr. White, how do you propose to have industrial customers served by LDCs benefit from the High 5 proposal directly, so that they're in a comparable position to the members of the panel?

MR. WHITE:  Well, the government's proposal I think, as was discussed last week, on the global adjustment is that the government proposes to establish a threshold of 5 megawatts and up.  But customers of distribution companies would be eligible for the 5CP allocation, as well as customers who are transmission customers.

I think that there is a significant opportunity in Ontario to reform the way rates are designed to promote efficient consumer behaviour.

The global adjustment, as you pointed out, is the significant item.  The network charge determinant is the next significant item.  The most significant item after that is the design of the retail transmission service rate that is charged by distribution companies to their customers.

MR. ROGERS:  What I am talking about --


MR. WHITE:  So that I think, in order to give full life and realize the potential of an efficient rate design, it has to flow into distribution rate-setting.

MR. ROGERS:  That is what I am wondering.  If this Board decides to accede to your request, what practical steps will it have to deal with to see that the LDCs are faithfully transmitting the benefit of the High 5 proposal to industrials served by LDCs?

MR. WHITE:  Well, they don't faithfully transmit the network charge design now.  They have a completely different charge determinant for the retail transmission service.

MR. ROGERS:  I know they do.

MR. WHITE:  That's my --


MR. ROGER:  Excuse me, Mr. White.  Let me ask my question.  I appreciate your zeal, but we have to get through this before the lunch hour.

What is your practical advice?  Will each LDC have to refile with the Board for a new rate design to accommodate this?

MR. WHITE:  I don't think that is necessary.  Groups like ours have a practical conundrum in dealing with these kinds of issues, because the way that the rates are set by distribution companies is subject to the Distribution Rate Handbook.  We don't have a practical way of appealing the Distribution Rate Handbook.  Guidelines and handbooks of the Board aren't subject to appeal.

We can get at the issue in the individual applications by distribution companies, and we are contemplating whether that is an appropriate strategy.  Of course, the decision of a Panel in a distribution rate hearing won't overturn the guideline or the handbook.

So, you know, I have had conversations with people about how this might be done.  I know that the Board shares my zeal for efficiency, and Mr. Wetston, the chair, spoke at the OEA conference, and I was there and heard him talk about the importance of rate design and cost allocation and the Board's intention to initiate some kind of consultation on that.  And, of course, we will participate in that.

I am not suggesting it is easy, but it is certainly desirable.

MR. ROGERS:  All right.  I just wanted to ask you for your advice as to what this Board is supposed to do with this on a practical basis.  That was the purpose of my question.

MR. WHITE:  The answer really is, as -- you know, as you know and as I have said, I mean, we've been at this quite a long time and we are prepared to stay at it, because it is important.

And it really is a one-step-at-a-time kind of process.  The issue that is before the Board now and the reason we are here and the reason you are here is that we are contemplating transmission rates.

What to do with distribution rates is obviously a very interesting question, and we will deal with that next.

MR. ROGERS:  All right, thank you very much.  One last question, and maybe, Mr. Dottori, you can answer this, or Mr. MacDonald.

Both of you are in very cyclical industries, I think; is that fair to say?

MR. DOTTORI:  Yes.

MR. MACDONALD:  Yes.

MR. ROGERS:  Certainly you are, Mr. Dottori.  I don't know so much about the steel industry, but I think likely the same.

MR. MACDONALD:  Yes.

MR. ROGERS:  But pulp and paper are very cyclical.  Do you have any concerns about the mismatch between your proposal, based upon an historic year, with charges incurring in the following year?

Just so you understand my question, if you have a boom year in your business such that you're consuming on-peak, it makes sense for you to just go 24 hours a day full blast, followed by a sharp decline in the year ensuing, are you concerned at all about the impact of that mismatch; that your bill in year 2 will be based upon your consumption in year 1, when your financial circumstances may be markedly different?

MR. MACDONALD:  I can answer from my experience.

MR. DOTTORI:  Well, I think if you look at our behaviour so far, we have always tried our best to reduce our costs as much as possible.  I don't think that we will take the focus off of that.

MR. ROGERS:  I am not suggesting that, but I am worried about the financial impact on an industry on its knees in a particular year, when they're paying electricity charges based upon the boom time in the year preceding.

MR. DOTTORI:  Yes.  I think I would turn it around a little bit and say that with the proper incentives and with the proper market design, there are opportunities for companies to reduce their costs.

MR. ROGERS:  So that doesn't concern you at all?

MR. DOTTORI:  No.  I think that the flexibility in the market allow customers to behave differently, providing benefits to the market and reducing their costs.

MR. ROGERS:  All right.  Thank you very much.  Those are my questions.  Thank you very much.

MR. SOMMERVILLE:  Thank you very much, Mr. Rogers.  Ms. Helt.
Cross-Examination by Ms. Helt:


MS. HELT:  Good afternoon, members of the panel.  My name is Maureen Helt and I am counsel to the Board.  I just have a few questions, and perhaps the best place to start is with respect to the exhibit which is on the screen now, which is found at N1, figure 3, page 27.

Dr. Sen, I think perhaps you are the witness to answer this, but I leave it to the panel. 

This shows the load versus the hour, so the average hourly demand.

I take it this is just referring to the commodity price of electricity only; is that correct?

DR. SEN:  Only the HOEP. 

MS. HELT:  That's right.  So that is the blue line?

DR. SEN:  Correct.

MS. HELT:  So there's no inclusion in here with respect to transmission prices?

DR. SEN:  Correct.

MS. HELT:  And I take it it would be difficult to include transmission prices into this sort of model, into this sort of graph; is that correct? 

DR. SEN:  If you would have plausible hourly estimates of transmission costs, you could. 

MS. HELT:  So -- and this refers to the period of time 2005 to 2008, so it is really not giving us any indication of what would happen in the future?

DR. SEN:  Correct.

MS. HELT:  And if the High 5 proposal were to be implemented, how, in your opinion, would this graph change, would the curves change, if at all?

DR. SEN:  It depends on the -- it's pretty industry-specific.  But I think for some industries, if you look at the graph, if the design -- if the system is designed properly, I would expect the red curve to drop.

So, let me be specific about that.  I would expect a further reduction in consumption during the peak hours from 7:00 to 7:00, roughly, an increase in consumption during the off-peak hours.  So therefore, when you look at the off-peak hours, you would see the red curve shift up a bit, and when you look at the on-peak hours, you would see the red curve shift down a bit.

And of course, the marginal effect is very industry-specific, but based -- if you look at figure 2, the demand across all industries, you definitely see the scope for reductions out there.

MS. HELT:  However, would this not -- would the reductions not be for specific days only?  Or would you see it generally over the period of time? 

DR. SEN:  There might be variation across periods of time, during the week, maybe across weeks, weekends.  But what these data are are just a simple average across all days of the year. 

So I would expect to see the curve translate in that manner.

MS. HELT:  And I take it you haven't prepared a load profile graph which would show how the load would change over these High 5 days?

DR. SEN:  I beg your pardon?  I couldn't hear your last question.  Could you repeat, please?

MS. HELT:  Would it be relevant for you to have shown a load profile curve for a few days, during those critical peak days?

DR. SEN:  It depends what the objective of the analysis is.

If the objective of the analysis is to focus on behaviour during peak days and peak hours, yes.

But given the absence of literature and previous studies using contemporary data on the overall dynamics across all industries, I thought this was a reasonable first step, and appropriate. 

MS. HELT:  All right.  Thank you. 

DR. SEN:  Thank you. 

MS. HELT:  Would you agree, Dr. Sen, with the Power Advisory response to VECC No. 67(c), that load shifting that would have been observed would likely have been greater if the network charge had been applied during a smaller number of hours, and the peak load were observed over a smaller number of hours?

DR. SEN:  I can't really comment to that.  I can only comment on the analysis which I did to these data, based on -- averaged across days and over time.

So I can only speak with respect to these average responses.

MS. HELT:  However, the references in your study are to Boisvert and others, and they actually refer to that; is that not correct?

DR. SEN:  PAG does refer to Boisvert, and so does my study.

MS. HELT:  And they speak to the load shifting that would have been observed if the network charge is applied during a smaller number of hours?

DR. SEN:  I can't confirm that.  I mean, there are quite a few studies which I referred to in my paper and reviewed, of quite comprehensive, very different data sets, very different methodologies.

So this point, unless I have the paper in front of me, I can't confirm that. 

MS. HELT:  All right.  That's fine.  Thank you.  Just a few other questions.

If High 5 were implemented in 2011 and if you were to update your study again in 2012, would it be the case that you would likely have to change your methodology, at least to the extent of changing the peak and off-peak periods?

DR. SEN:  You mean in terms of defining the exact -- the hours in which peak and off-peak --


MS. HELT:  That's correct.

DR. SEN:  -- are defined?  I think that is endogenously defined by the data.  So what I mean by that, what I do recall from these studies -- Boisvert et al. and these other studies -- is that when they define peak periods and off-peak, they let the data speak to it.

They don't exactly say:  Well, we're going to treat this period as peak and this period as off-peak.  We will look at the profile of actual consumption and then we will correspondingly define peak and off-peak. 

And so this is what I did in my analysis; I let the data define what peak and off-peak are.  And you can see that very consistently across some industries.

So in response to your question, if I were to redo this analysis based on your data, on your data I would adopt a similar approach.

MS. HELT:  So would there -- there might be a large response to the High 5, but your methodology, then, may not detect that response; would that be correct to say? 

DR. SEN:  It would be very difficult to detect the large response to the policy with these aggregate-level data.  I can confirm that.

MS. HELT:  I have no further questions. 

DR. SEN:  If I might just add something very quickly, the objective of this -- just to make sure that I understand, the objective of this research was just to evaluate the average response of demand to a price shock on average.

And so the point is that the research didn't focus on particular price shocks of a certain magnitude, or any types of policies.  Just a simple question:  On average, if there is a price change, do you see a demand response?  As simple as that.

Thank you. 
Questions by the Board:


MR. QUESNELLE:  Mr. White, I will ask you to help me, assist me by -- I am going to propose a hypothetical here and ask for your agreement with it, if you do agree.

I am trying to get, conceptually determine where we'd -- in our striving for efficiency, I am looking at the customers' investments versus the transmission developments.

From what I'm understanding from both of your co-panel members, from the firms that they work for, there is a capacity to shift load and pick up production in different times, both within hours of the day and seasons of the year.

For an operation that may be capital-intensive -- and not to say theirs aren't, and perhaps this is a supply issue with them that allows them to shift and have that flexibility.  But from an efficiency point of view, if someone were to invest in capital that were to run 7/24 to be most efficient, and for them to take advantage of shifting would require extra capacity for them -- they have the same widget output, but they want to be able to shift it, so they need more production equipment to be able to take advantage of that.

At what point do we get or how do we determine, from a societal point of view, where the efficiency is of investing in transmission or having that additional infrastructure capacity within the manufacturing sector, for instance?  Where do we get there?  What is the utopia, in your mind, and how we find that?

MR. WHITE:  Well, you know, if a perfect market, we have perfect information.

I think your question is the right question, and I don't have a good answer to it.  One of the examples that I use when I am talking to people about this, there's a lot of focus, when we talk about 5CP, on demand reduction during the critical peaks, and this is important.

But what I think is of more significance, from an industrial customer perspective, is that it provides a great deal of clarity in all of the hours that are not system peaks.  So, in other words, if we get the global adjustment reform that the government is proposing and the network charge determinant reform we are proposing here, then, in effect, the marginal cost of power to an industrial consumer in March is really just the HOEP and the wholesale market service charges.  And that is going to induce a lot of additional demand in March, for example.

So when you think about what would be an example of this -- and I will use an example from mining, because my colleague from a mining company is not here.  The big asset in that business is the smelter.  The next big asset is the mill, and they don't want to curtail the operations of that.  And the third sort of big level of operation is the mine itself; right?  So you would take the ore from the mine through the mill to the smelter.

But there are some intermediate things where there is a lot of opportunity.  One is in oxygen manufacturing.  So you can oversize your oxygen plant, because oxygen -- the manufacture of oxygen is electricity-intensive, so you oversize it so that you can make more oxygen at night to keep your smelter busy during the day.

The other obvious example is in mine dewatering.  A certain amount of water accumulates in the mine.  All things being equal, you would size that pump so that it ran continuously.  That would be the cheapest pump.

But if you can create a price signal that rewards demand response during peak times, then it makes the economic case for that pump to be oversized so that it can clear the water from the mine in fewer hours.

So I think the question you ask is the right question.  I am not sure that we can answer it properly, at a macro level.  In the alternative, the best place to start is to say, if we were to price electricity asset use appropriately, what price would that give us?

And so we've argued that a 5CP approach for transmission provides a reasonable proxy for the long-run marginal cost of transmission network services.  And that point obviously is arguable.  It could be a lower number.  It could be a higher number.  But the 5CP, in our view, is an appropriate proxy for that.

That provides a threshold up to which industrial investments are justifiable.  You know, there is only so much industrial demand in Ontario, especially at the transmission-connected level, as Mr. Rogers points out.  So there is a finite supply of demand response, and no industrial customer goes to zero.

You know, so even with these thresholds, a certain amount of demand response capability should come into the market.  If we can reform distribution rates, then there is another increment of industrial and commercial demand that would respond to price.

How much is too much is a subjective question.  We know, you know, the government has established a long-term target.

My personal view is that, from a sustainability perspective in Ontario, the solution is demand.  It is not supply.  And if we can -- I am rambling, but let me just close on this point.

The flattest load shape to serve is flat.  If you look at the net system load shape, it is expensive, because we have to meet the peak, but in all hours but the peak we have under-utilized assets that we have to pay for over the hours.

If we can flatten the net system load shape over time - and we are talking about a long time - electricity, the overall cost of electricity to society, can be reduced.  And we will be faced with fewer of the difficult supply side decisions that we have been forced to contemplate.

So I really think that if we got to a point where the net system load shape had become flat, and then started to become peaky with the peaks in the off-peak periods, we would say we have gone too far.

MR. QUESNELLE:  Thank you.  So is your -- the scheme that you are proposing, is there any element of that which is leveraging your ability to use the transmission as a costing item, or is it strictly on the GX that you see?

We do have a scheme in place that appropriately prices the commodity side, but what I am looking for is:  Where do we find the balance on the transmission asset investment decision versus the industrial asset investment to take advantage of the pricing?

MR. WHITE:  I think, you know, the answer -- the answer lies in a long-term view, which I haven't seen in this proceeding.

MR. QUESNELLE:  Would it be beyond the planning period that we have --


MR. WHITE:  Well, I mean, Hydro One's -- and I am not very familiar with all of the exhibits in the hearing, but, as I understand it from listening in of the cross-examination of the Power Advisory folks last week, you know, it looks out sort of to 2014.

And there is -- obviously Hydro One has a capital program that looks out.  But we're using electricity assets in Ontario, transmission and distribution assets, that are 40 years old and older.

You know, so obviously if you look on a 40-year time frame, you know, your capital program is different, and, my submission, is going to be driven by what you anticipate demands to be.

It is an interesting public policy question about:  How do you make long-term decisions when what is before you is a short-term proposition?

MR. QUESNELLE:  I understand.

MR. MACDONALD:  I have one comment to make there, and that is, in our experience in other jurisdictions, looking at this mechanism provides loads and incentive to curtail during the peaks, which then, in turn, provides the transmitter with a lower peak to meet, from a planning perspective.

So when do they balance?  You start to see immediately a lowering of the peak during the five critical peaks, which is generally the type of peak used for planning purposes for long-term investment in the transmission system.

So over time, you should see less need for investment in the transmission system, and that is -- as long as the mechanism is enduring, then the response from load will be enduring, and you can count on that for planning purposes.

MR. WHITE:  I think the other thing, too, if I might add, what is interesting, as well, about the way that transmission application -- transmission rate applications are scoped is that there are important transmission-related costs that are out of scope.  I am speaking about losses and congestion.

So we submitted evidence showing the correlation of losses to demand, you know, losses on exponential square function of current.

And we haven't done a similar analysis with respect to congestion management settlement credits.  We asked in interrogatories if it could be done, and it hasn't been done.  But I was looking this morning at the IESO's website, and in 2009 customers paid $160 million for congestion management settlement credits.  Now, that is not all related to transmission constraints, but some of it is.

So there are -- you know, there are implications of the Board's decision making that pertain to transmission, but which are outside the scope of this hearing, but which are important to us, because they show up on our bill and they are related to how customers use the transmission system.

So if we reduce demand during peak times, we should reduce losses.  We should, all other things being equal, reduce congestion.  Those considerations are out of scope for you, and there is -- except for the small amount of information we filed, there is really nothing before you.  But they're important consequences of the decision you will make that actually have a relatively short-term impact.

MR. QUESNELLE:  Okay.  Thank you very much.

MR. SOMMERVILLE:  I have a couple of questions.  One of the observations of the Power Advisory Group was that the investments in transmission for the next period are not being driven by peak demand.  They are being driven by other considerations.

What are the implications of that for the High 5 proposal?

MR. WHITE:  Well, I think if one were to look back in history, it would be an interesting research question as to whether investments in transmission to serve demand have ever been exclusively driven by forecasted peak demand.

You know, we have a 500 kilovolt interconnection with the Bruce Power facility, ostensibly to connect Bruce, but ultimately to serve customers.  And we are going to be sizing transmission investments to enable new renewable generation.  The purpose of that generation is to serve customers.

So I am not sure that you can sort of unravel the entrails of what drives what.  I think it is a convenient mischaracterization to suggest that everything is new now, and demand doesn't matter.

Demand fundamentally matters.  The only reason we are building wind is because of the dearth of acceptable alternative forms of generation.  Wind happens to be where it is.  We have to build transmission to bring it to market.

But it is for customers.  It is for customers.

And if we can reduce customers' demand at peak, in a sustaining -- a sustainable sort of policy framework, then we will need less of this over time, and the costs of it will be less.  And we will need less generation, so we will need less enabling infrastructure.

MR. SOMMERVILLE:  Did you hear the testimony of Mr. Finkbeiner from IESO yesterday?

MR. WHITE:  No, I did not.

MR. SOMMERVILLE:  Mr. Finkbeiner also provided some insight as to the kind of general demand situation that we have, peak demand situation that we have in Ontario right now.

You mentioned earlier in your testimony, in your answer to Mr. Quesnelle, the idea that we may be underutilizing some assets at low-peak periods.  Well, we may also be underutilizing asset at high-peak periods.

We are in a situation where it appears as though the demand has eroded considerably, so that the sort of overhead, or the headroom, if you like, for transmission investment to answer demand issues, especially peak demand issues, may not be quite there.

MR. WHITE:  Well, that may be true.

MR. SOMMERVILLE:  Does that have implications for the implementation of the policy?

MR. WHITE:  Well, there is a couple of ways I would answer that.

I mean, it may be true, excluding consideration of losses and congestion, because even --


MR. SOMMERVILLE:  I will speak to the congestion in a second.

MR. WHITE:  Because we have surplus capacity, but we are still having losses and we are still experiencing congestion, right?

So, you know, what amount of capacity would obviate any of those is a number that I don't know.

As I have said, as well, I think the preoccupation with our proposal on 5CP is what would happen during the peaks and is that desirable.

I think what is fundamentally more important is what will happen in the off-peak, and is that desirable.  And unquestionably, Ontario should want more demand during off-peak periods, especially during the spring freshet.

We have assets that are -- we are spilling water and paying constraint-off payments.  We are curtailing nuclear plants and paying.

If we can incent-demand industrial customers to use more during those times, it will deliver benefits immediately, irrespective of whether the peak demand reduction delivers benefits in terms of system capacity.

The other observation is that these are, you know -- the reason that electric utilities are regulated in the world is because these are very large, capital-intensive, chunky investments.  They have always been thus.

You know, so when Darlington came into the rate base at 1990, we had surplus capacity.  By 2002, we were scarce.  Now we have surplus.

I mean, I've been around a long enough to see the pendulum swing at least twice.  My expectation is in a few years, we will be in a scarcity situation.

What we do now affects that outcome.  So it may be -- and it is, you know, inevitably, in my mind, in the long-term planning horizon, there are going to be extensive periods where we have too much and periods where we have too little.

And that is one of the benefits of moving to time-of-use rates and critical peak pricing models, is it should diminish that volatility, at least on the demand-side.

So demand should be -- the more constant is demand, the less cyclical is demand, the cheaper and better it is going to be for everybody.

MR. SOMMERVILLE:  One of the subjects you just touched on was congestion, and congestion can be seen as a system problem, but it can also be seen as a kind of local peak problem, and perhaps more accurately considered in that context. 

And I gathered from the proposal -- the evidence that you filed that the local peak situation is not part of the -- not part of the overall architecture, that the architecture that you are proposing does not take into account what may be local peaks, what may be a Kapuskasing peak, for example, or a Whitby peak, in the case of Gerdau. 

Are there implications for your proposal in that aspect?  That from a congestion point of view, it tends to be a local condition, and that your proposal does not take into account local peak?

MR. WHITE:  I think a couple of things.

You know, we had asked for help on this in our interrogatories and, you know, to provide some examples of where this might have happened and what kinds of costs we might attribute to the phenomenon.

We don't have information on that.

I mean, I understand conceptually that CMSC payments can be triggered in the event of a local constraint, which may or may not be related to a peak demand event at all.

But by and large what we look at, in terms of sort of the geographic diversity of the peak, is that Ontario's a fairly large place.  And so the sun rises in the east, and so in the summer, the peak demand occurs in the eastern part of the province before it occurs in the western part of the province.

But how wrong are you going to be in Ontario if you attribute costs on the basis of the system critical peak?  You are probably going to be an hour or two late over here, and an hour or two early over here, but most of Ontario's weather-driven demand is in and around the greater Toronto area.  That is what is imposing the most costs on the system.

If there are transmission -- persistent transmission constraints that cause demand response in the northeast, for example, to be disadvantageous to the south, we should not discourage that demand response.  We should invest to relieve the transmission constraint.

And you know, Ontario has a hybrid.  When the market was first designed, those of us who were around will remember that the proposal was that we should have some kind of zonal pricing or some kind of location-based marginal pricing.  And we do not, right?

So we have uniform pricing and we have -– the CMSC, really, is a workaround for the absence of LMP.  

But in the absence of LMP and even in jurisdictions with LMP, the signals aren't clear that drive transmission investment to relieve constraints that occur.

As Ontario evolves, demand will change, as demand has changed.  And the reason we have a large generation surplus and no constraints for transmission in the northwest is that we have lost about 800 megawatts of load in the northwest.

So things are going to change, whether it is designed or whether it is by accident. 

I think we should be encouraging appropriate consumer behaviour.  I think in the long run that is what is going to pay off.

If there are local issues, then I would like to understand them.  And I'm -- you know, we don't have the ability, in any quantitative way, to help you with that.

There are parties, I think, who can.  But I mean, I would like to see an example where this has actually occurred.  We haven't.  We haven't seen one.

MR. SOMMERVILLE:  One final question.  It is really for Mr. Dottori.  It relates to the DS1 and DS2 contracts.

I gather that you were a party to a DS1 contract from the Ontario Power Authority, or with the Ontario Power Authority.  About what time frame was that? 

MR. DOTTORI:  Yes.  DR1, demand response 1.

MR. SOMMERVILLE:  I beg your pardon, DR1.

MR. DOTTORI:  I think they started in the summer of 2006, if I am not mistaken.

MR. SOMMERVILLE:  And that contract persisted for a period of time?

MR. DOTTORI:  Right, for a few years.  And then DR2 was brought into replace DR1.  DR1 was a voluntary program that, based on the market price at that hour, you could take some down time.

DR2 was a contract in which we had actually suggested that we would be prepared to accept a contract that would obligate us to be down for specific hours.  So that is what was added with DR2.  Then there was -- another thing that was added was the shifting component. 

MR. SOMMERVILLE:  Right.  So the DR2 was at your request, or was that --


MR. DOTTORI:  Yes.  We participated in suggesting alternatives to DR1 and even, you know, to the original DR1 program, we participated in suggesting that industrials would be willing to enter into contractual relationships to provide demand response.

MR. SOMMERVILLE:  And when did that happen? 

MR. DOTTORI:  I think we originally started that back in '05, and by the time, the OPA then was established, and it was then decided that it would be under their purview.

Then we participated in helping to prepare the original program.

MR. SOMMERVILLE:  So you were a co-designer, if you like, of the --


MR. DOTTORI:  We put a lot of effort into it, because we felt very strongly that we had something that we could provide to the market.

The original work was done to demonstrate this whole issue about elasticity of price versus demand and the entire market being provided a benefit with a certain amount of demand response, because it reduces the price for all.

MR. SOMMERVILLE:  Sorry, I didn't mean to interrupt.

MR. DOTTORI:  That's all right.

MR. SOMMERVILLE:  You are involved in that program now?

MR. DOTTORI:  Yes, in DR2, right.  And I think that these demand response programs can coexist with 5CP and with other market mechanisms, again, because I think that you have to have a portfolio approach in order to attract all of the different opportunities that are out there with different market participants in different processes.

MR. SOMMERVILLE:  Thank you very much.  Any questions arising?

MR. CROCKER:  No, Mr. Chairman.  Thank you.

MR. SOMMERVILLE:  I think that concludes not just this panel, but the evidentiary portion of the proceeding, with the exception of that one outstanding matter with CME.  You are going to sort that through with questions.

MR. ROGERS:  Yes.  They have the questions.  I anticipate they will be filing the questions and answers in a day or two.

MR. SOMMERVILLE:  The panel is excused.  Thank you very much for your assistance.  It has been very helpful.
Procedural Matters:


MR. SOMMERVILLE:  I guess we will reconvene on Thursday afternoon, is the idea.

MR. ROGERS:  Yes.

MR. SOMMERVILLE:  A specific time for that, Mr. Rogers, do you have any preference?

MR. ROGERS:  No, sir.  I would say I am in your hands.

MR. SOMMERVILLE:  Let's go at 1:30 on Thursday afternoon.

MR. ROGERS:  Fine.  Sorry, I expect to be an hour or less.

MR. SOMMERVILLE:  Thank you.  So we will adjourn now until 1:30 on Thursday afternoon.  Thank you very much.

--- Whereupon the hearing adjourned at 1:30 p.m.
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