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Tuesday, March 29, 2011


——- On commencing at 9:38 a.m.


MR. QUESNELLE:  Good morning.  Please be seated.


The Board sits today on the matter of an application dated August 23rd, 2010 filed with the Ontario Energy Board by Toronto Hydro-Electric Systems Limited under section 78 of the Ontario Energy Board Act seeking approval for changes to the rates that Toronto Hydro charges for electricity distribution to be effective May 1st, 2011.


The Board issued a notice of application and hearing dated September 15th, 2010.  Through a series of procedural orders and decisions leading up to today, the Board has, among other things, established the issues to be heard in this application, established the process and schedule for discovery, dealt with matters pertaining to confidentiality and matters pertaining to the filing of additional evidence.


The Board has made allowance in the process for both technical and settlement conferences to be held, the latter of which resulted in the submission of a settlement proposal on March 25th.


The purpose of today's hearing is to consider the settlement proposal and, if accepted by the Board, to hear matters pertaining to the unsettled issues.


As well, Toronto Hydro filed certain letters contemporaneously with the settlement proposal, and the Board would like to discuss the content of these letters as a preliminary matter this morning.


I will take appearances now, please.

Appearances:


MR. RODGER:  Good morning, Mr. Chairman.  Mark Rodger appearing as counsel to Toronto Hydro-Electric System Limited, and with me is my colleague, Mr. John Vellone.


MR. QUESNELLE:  Okay.


MR. ALEXANDER:  Basil Alexander, counsel for Pollution Probe.


MR. QUESNELLE:  Mr. Alexander.


MR. WARREN:  Robert Warren for the Consumers Council of Canada.


MR. QUESNELLE:  Good morning, Mr. Warren.


MR. O'LEARY:  Dennis O'Leary, Mr. Chairman, for the Smart Sub-Metering Working Group.


MR. QUESNELLE:  Mr. O'Leary.


MR. SHEPHERD:  Jay Shepherd, School Energy Coalition.


MR. QUESNELLE:  Mr. Shepherd.


MR. CROCKER:  David Crocker for AMPCO.


MR. QUESNELLE:  Thank you, Mr. Crocker.


MR. BUONAGURO:  Michael Buonaguro, counsel for VECC.


MR. AIKEN:  Randy Aiken, consultant for BOMA.


MR. QUESNELLE:  Mr. Aiken.


MS. SEBALJ:  Kristi Sebalj, Board counsel, and with me is Martin Davies and Ted Antonopoulos.

Preliminary Matters:


MR. QUESNELLE:  Ms. Sebalj.  Thank you.


Mr. Rodger, perhaps —— and this is more to deal with how we are going to deal with the matters, be it administratively or substantial, and related to the settlement proposal, but perhaps you could go through the other items that were delivered to the Board on Friday, as well, and we will speak to them one by one and take submissions where necessary.


MR. RODGER:  Yes, sir.  So perhaps what I could do is —— and I made extra copies for everybody and the Board for your ease of reference.  Perhaps the first thing is, sir, if I could mark —— identify and mark the various correspondence as exhibits, and then perhaps as we go through them, after that the Board can direct me as to which ones you want to deal with now and pose to the panels.


MR. QUESNELLE:  That would be helpful, Mr. Rodger.  Thank you.


MR. RODGER:  Okay.  I will just wait until these are handed out.


So the first document, sir, that we would refer you to, it is —— the letter is dated March 28th, 2011.  It is a cover letter from Mr. Glen Winn of Toronto Hydro and it contains updated rate impact tables and revenue requirement work form, and this is essentially the rate impacts, revenue requirement impacts, from the settlement agreement, only using the updated cost of capital parameters.


As was spelled out in the settlement agreement, approximately —— this updated cost of capital results in an approximately $3 million reduction in revenue requirement.  So there is a cover letter and there are several pages of schedules, about ten pages of schedules, which provides this update.  If we could give that an exhibit, please?


MS. SEBALJ:  We will call it KH1.1.

EXHIBIT NO. KH1.1:  LETTER FROM G. WINN DATED MARCH 28, 2011 CONTAINING UPDATES.


MR. RODGER:  Okay.  The second letter that was filed —— and this one was dated March 25th, 2011 from Pankaj Sardana at Toronto Hydro, and this is Toronto Hydro's position with respect to its filing intentions for 2012 distribution rates.


And Toronto Hydro witnesses in panel 3 can speak to this issue, sir.  So if we could mark this as an exhibit, as well.


MS. SEBALJ:  KH1.2.

EXHIBIT NO. KH1.2:  LETTER FROM P. SARDANA DATED MARCH 25, 2011 RE THESL POSITION RE FILING INTENTIONS FOR 2012 DISTRIBUTION RATES.


MR. RODGER:  The next letter in your package is also dated March 25th, 2011 from Mr. Sardana, and this is a one-page letter, which advises the Board that Toronto Hydro is withdrawing its energy storage proposal from this application.  Again, if I could have an exhibit letter for this letter, please?


MS. SEBALJ:  KH1.3.

EXHIBIT NO. KH1.3:  LETTER FROM P. SARDANA DATED MARCH 25, 2011 RE THESL'S WITHDRAWAL OF ENERGY STORAGE PROPOSAL.


MR. RODGER:  Thank you.


Moving on.  The next letter, again from Mr. Sardana, is also dated March 25th, 2011, and this is an application for the Board to make existing rates interim.


Again, panel 3 can speak to this issue.


MS. SEBALJ:  That is KH1.4.

EXHIBIT NO. KH1.4:  LETTER FROM P. SARDANA DATED MARCH 25, 2011 RE APPLICATION TO BOARD TO MAKE EXISTING RATES INTERIM.


MR. RODGER:  The next item is an updated CV for Ms. Paula Zarnett, who appears as a witness on the first panel on suite metering, and if I could have an exhibit number, please?


MS. SEBALJ:  It is KH1.5.  I note that the evidence list in the prefiled evidence does refer —— or does it not —— refer to Ms. Zarnett's CV?


MR. RODGER:  This is an updated CV.


MS. SEBALJ:  Okay.  KH1.5.

EXHIBIT NO. KH1.5:  UPDATED CV OF MS. PAULA ZARNETT.


MR. RODGER:  Thank you.  The next document is an updated CV for Mr. David Grant of Toronto Hydro.  Again, there was a prefiled CV back in August from Mr. Grant, but this has been updated.


MS. SEBALJ:  KH1.6.

EXHIBIT NO. KH1.6:  UPDATED CV FOR DAVID GRANT.


MR. RODGER:  The next document is a one-page —— and it is a table entitled, "Detailed Breakdown of IFRS Costs", and, once again, panel 3 will speak to this update.


MS. SEBALJ:  KH1.7.

EXHIBIT NO. KH1.7:  ONE-PAGE TABLE TITLED "DETAILED BREAKDOWN OF IFRS COSTS".


MR. RODGER:  Finally —— and this is a new document that is just being circulated now.  This is a document that gives estimates of monthly bill impacts arising from the settlement, but this looks at it in terms of an August 1st implementation date as opposed to a May 1st implementation date.


Again, panel 3 can speak to this package.


MS. SEBALJ:  That is KH1.8.

EXHIBIT NO. KH1.8:  ESTIMATES OF MONTHLY BILL IMPACTS ARISING FROM SETTLEMENT FOR AUGUST IMPLEMENTATION DATE.


MR. RODGER:  Thank you very much.  So those are the new items, sir, that are now marked.


MR. QUESNELLE:  Okay.  There is a couple of —— in the last one, let's deal with that.  The summary table you brought forward, monthly bill impacts with an August 1st date, and we are speaking —— you mentioned that panel 3 can speak to this.


The Board would like to ascertain whether or not the parties of the settlement agreement have contemplated this type of arrangement, just specifically from a bill impact point of view, as to whether or not this was envisioned in the settlement proposal and whether or not —— before the Board accepts the settlement proposal, we would like to hear from the parties as to whether or not an August 1st implementation date, you know, interferes with the spirit of the settlement, or was contemplated this would occur, because we note it is silent on this.


MR. RODGER:  Mr. Chairman, I can offer that Mr. Seal, who also appears on panel 1, certainly can speak to this document, as he put it together.  So if there are questions, he is available.


MR. QUESNELLE:  Just from the series in which we would like to deal with these matters, I think it would be helpful if we deal with that now.  So to that extent - and this is on the subject matter of accepting the settlement proposal - why don't we ask that question, as to whether or not parties to the settlement, if this is new information, a new concept, something that was anticipated or not?


And I will take submissions to the parties to the settlement proposal on this.  If there are no concerns, that is fine.


Mr. Shepherd?


MR. SHEPHERD:  Mr. Chairman, I was actually surprised to see this, because we did not discuss when the rates would actually —— that I can recall, anyway.  Without speaking out of turn as to what was discussed in the settlement, I know that we didn't participate in any agreement as to when the rates would come into force.


It is not clear to me whether the letter of March 25th, which says it is just a request to make rates interim, is actually a request to approve an August 1st date as well.  It looks like it may be.  And that certainly was a surprise to me.  However, I don't think School Energy Coalition has any objections to August 1st, if that is the most convenient date for the company.  Now, I should say that because the —— most of Schools are in a class where there is a rate decrease.


MR. QUESNELLE:  Okay.  Any other parties to the settlement want to speak to this issue before the Board considers the matter of the settlement proposal itself?  Mr. Buonaguro?


MR. BUONAGURO:  Thank you.  Just to echo what Mr. Shepherd said.  My recollection is similar.  There is nothing —— certainly we didn't contemplate this being an issue.  And to the extent that there is a problem implementing on May 1st, it flows naturally from trying to resolve the issues in the settlement agreement before the Board or the hearing.


Our expectation is that there may be still a possibility of getting May 1st, although Toronto Hydro may have a different view, based on the fact that they're the ones who have to implement, but it hadn't —— until they raised the issue by letter, it hadn't entered into our minds.


MR. QUESNELLE:  So your client then is satisfied to leave it to the issue outstanding as to what the proper implementation or effective date would be, and it doesn't disturb the settlement proposal?


MR. BUONAGURO:  That's correct.


MR. QUESNELLE:  Okay.  Thank you.


Okay.  Any other comments or submissions?  Anything from Toronto Hydro on this, Mr. Rodger?


MR. RODGER:  Just to say, sir, that there is no magic about Toronto Hydro putting the letter in when it did.  Up until Friday afternoon the complete focus was on concluding the settlement agreement, and I think after that was filed it was a matter of simply looking at the calendar and having serious doubts about whether we could achieve everything that has to be done in the time frame.


If it were possible for a May 1st implementation rate, that would be Toronto Hydro's preference, but again, we are just looking realistically at what has to be done —— the decision being out after all the arguments, the draft rate orders, the input from the parties —— and it just seemed to be unrealistic to us, given the time lines.


MR. QUESNELLE:  So those matters aside —— and the Board will hear submissions on that, and we will opine on that at an appropriate time —— but for the matter of the settlement conference, we need not concern ourselves with that, is what the Board wanted to ensure, okay?


MR. RODGER:  That's correct.


MR. QUESNELLE:  I take it then that the —— and the way that it's crafted, the request for the August 1st date, that the settlement basically embodies a revenue requirement, and the period in which that is collected is up for discussion at a later date.  But the settlement is on a revenue requirement, not a rate per se.  So understood.  Okay.  Thank you.


MS. HARE:  If it were —— I understand the problem with the CIS system, in terms of July.  But if it were possible to have an implementation date of June 1, does that work?


[Witness panel confers]


MR. RODGER:  I wonder, rather than having me plot a summary, Mr. McLorg is here.  He can perhaps answer that in a more comprehensive way for you, Ms. Hare.  I don't know if it is worthwhile having him sworn now, but to give you a sense of the billing issues, billing-system issues and...


MS. HARE:  Or as the presiding member is suggesting, do we wait until panel 3?


MR. RODGER:  That would be fine as well.


MS. HARE:  Okay.  That is fine.


MR. QUESNELLE:  Let's do it that way then.


Okay.  So I think we are comfortable —— and the Panel —— what we plan to do here is, we want to just make sure that we are all on the same page, so we will take a, no more than three- or four-minute recess in a moment here to deliberate on the acceptance of the settlement proposal.  But I think we have enough information and clarity to be able to do that.


To the other matters, KH1.2, we will be discussing that with panel 3.  So that is fine to leave that for now.


MR. SHEPHERD:  Mr. Chairman, with respect to KH1.2, can you provide guidance on whether we should be cross-examining on this document?  We had expected that the applicant was going to file evidence on whether —— on issue 1.5.  And this looks more like argument, and I am not sure whether I know how to cross-examine on it.  But I can do my best if that is what's appropriate.  I would just, I would like some guidance, if it's possible.


MR. QUESNELLE:  Mr. Rodger, can you provide some assistance?


MR. RODGER:  Yes.  As I advised my friends, we were going to file this letter, and that panel 3 would be available to speak to it.  So our expectation was that if my friends had questions they would put them to panel 3, based on this letter.


MR. QUESNELLE:  Okay.  Mr. Shepherd, I think that is as far as we will go at this point.


Okay.  1.4, we will deal with that, KH1.4.  Panel 3 as well.  And I think all of the other things are just updates that are for later consideration.


The one element —— and again, this goes to the settlement proposal as well, Mr. Rodger, and I just want to comment.  And this is KH1.3.  This is the withdrawal —— letter withdrawing the energy storage smart-grid demonstration project.


The second paragraph begins "in conjunction with the settlement proposal", and I just want to understand the meaning of that.  Is this withdrawal in connection with the settlement proposal?  Are they linked?


MR. RODGER:  I wouldn't say they're linked, in the sense that one is bound to the other.  But I think it is fair to say that it arose out of the whole context of this application.


And I think at the end of the day Toronto Hydro has decided that the energy storage proposal is just something that we will pursue in the next application.  So it was —— as I say, it wasn't a —— I wouldn't say it was a condition precedent of the settlement agreement, but it was part of the overall discussions about Toronto Hydro's needs for this year.  And as I say, I think in looking at everything, the view was that, rather than go through with this request this year, we would put this off to another year.


MR. QUESNELLE:  So if I am to understand, that is Toronto Hydro's independent decision and not in connection or anything requisite from the settlement proposal or discussions there?


MR. RODGER:  I think that is fair.


MR. QUESNELLE:  Okay.  The only comment at this time that the Board has on the withdrawal is that it was a substantial amount of evidence filed on this project, and if Toronto Hydro has determined that it is premature to advance on this, that is fine.  But is that the rationale?  Because we spent an awful lot of time in advance of the settlement proposal preparing for a hearing on this.  The Board put its mind to it, had to really absorb that evidence to set it aside from settlement, and was interested in hearing the matter.


MR. RODGER:  A couple of points.  The energy storage proposal doesn't impact revenue requirement.  And again, I think this is just one piece in a big context about establishing rates for 2011, and I think management's judgment was, let's just put this off for another year.


So the evidence isn't lost, and my advice is that it will be pursued, but just not in this application.


MR. QUESNELLE:  We will consider that in panels assigned for 2012, I suppose.  It may be lost on this panel.


So just a caution, in future, to your client, Mr. Rodger:  If they are serious about going forward with this project, the Board was very interested in hearing the matter.  We recognize it was not going to the revenue requirement this year, but for the very reason that Toronto Hydro put it in this application, I think it is something that advanced discussions and concepts.  The Board was really interested in pursuing this further, and that is why it left it out of settlement.  If the withdrawal is for a good reason, and that is that it is premature, then the Board accepts that.


Okay.  Perhaps we will just take a very short break.  Bear with us.  We will just be a few minutes on this, but we want to discuss the settlement proposal, and we will be right back.  Thank you.


——- Recess taken at 9:55 a.m.


——- On resuming at 10:32 a.m.

DECISION:


MR. QUESNELLE:  Thank you.  Please be seated.


Two matters.  The settlement proposal, first, I will just speak to that now.  The Board does accept the settlement proposal as filed.  Again, the Board would like to reiterate its concerns, and notwithstanding the comments that the withdrawal of the energy storage project is not connected, Mr. Rodger, we understand that it was considered in the matter of the settlement proposal and the Board has satisfied itself that it is not legally connected, as per your comments, and that the Board had instructed that it not be settled and it has not been settled, per se, but we understand that it probably did take part in the concept of the settlement, which concerns the Board.  It concerns the Board in this way.


We put our minds to this element early on in this proceeding.  It is within the Board's objectives to understand these issues as they are going to evolve.  This was an opportunity for the Board to learn and understand the technical elements of this and advance things in this hearing.


Even though it was not going strictly to the revenue requirement, it was within the capital planning, and, as we say, we wanted to ensure that it was not connected with the settlement.  We satisfied ourselves that it doesn't, but it does still speak to the —— leave us with the inefficiencies that have been caused by the filing and withdrawal of this.  We accept that it may be premature to have left it in, and we accept that that your applicant's consideration at this time and we accept that.


But we just want to connect the two in our consideration of the acceptance of the settlement proposal.  We were concerned and are concerned that —— the manner in which that particular project was considered in an overall manner in connection with the settlement.


MR. RODGER:  We will note those comments, sir.


MR. QUESNELLE:  Thank you.  The other matter that was raised as one of the preliminary matters in the letters that came in was the matter of the interim rates.


I think we will be hearing more from panel 3, but just on the effective date.  But the Board does grant the request and declares the current rates interim as of May 1st, 2011.


MR. RODGER:  Thank you very much.  Thank you, sir.


MR. QUESNELLE:  Any other preliminary matters from any of the parties before we ask you to present your first panel, Mr. Rodger?  Anyone else?  Okay.


MR. RODGER:  Thank you, Mr. Chairman.  Just to advise everyone, we notified everyone yesterday about this, but just for the record, we are going to be putting forward three panels, the first to deal with suite metering.  And this panel is being presented first to accommodate one of my friends that had a scheduling issue.


Then the second panel would deal with the electric vehicle charging and what we're calling the "greening the fleet" issues.  These were a couple of the issues that the Board directed that not be subject to settlement.


Then, finally, we will have a third panel, and that will deal with the balance of the outstanding issues, also including the letter we filed on 2012 ratemaking and the IRM issues, IFRS, deferral and variance accounts, line losses and so on, kind of a catch-all panel to wrap everything up.


So we are ready to start with the first panel on suite metering.  If I could ask the panel to go forward to be sworn in, please?

TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 1


David Mark Grant, Affirmed


Darryl Seal, Affirmed


Colin McLorg, Sworn


Paula Zarnett, Sworn

Examination by Mr. Rodger:


MR. RODGER:  So, Mr. Chairman, there is four members of this panel, Ms. Paula Zarnett, Mr. Darryl Seal, Mr. David Grant, and Mr. Colin McLorg.


Mr. McLorg, if I could start with you, you are the manager of regulatory policy and relations of Toronto Hydro-Electric System Limited?


MR. McLORG:  That's correct.


MR. RODGER:  And your CV has already been provided to the Board as Exhibit A1, tab 9, schedule 2-19?


MR. McLORG:  Yes.


MR. RODGER:  Mr. Seal, you are the manager of rates and treasury operations of Toronto Hydro-Electric System Limited?


MR. SEAL:  That is correct.


MR. RODGER:  And your CV has also been pre-filed with the Board as Exhibit A1, tab 9, schedule 2-14?


MR. SEAL:  Yes, it has.


MR. RODGER:  And, Mr. Grant, your CV was also filed with the Board last August as Exhibit A1, tab 9, schedule 2-3, which showed you, at that time, as the manager of meter operation, customer services at Toronto Hydro, but I gather your title has now changed to manager, systems integration projects?


MR. GRANT:  Yes.


MR. RODGER:  And your updated CV was filed with the Board this morning as Exhibit KH1.6?


MR. GRANT:  Yes.


MR. RODGER:  Okay.  And, finally, Ms. Zarnett, turning to you, you are the vice president of BDR?


MS. ZARNETT:  Yes.


MR. RODGER:  Your updated CV has been provided to the Board and marked this morning as Exhibit KH1.5?


MS. ZARNETT:  That's correct.


MR. RODGER:  And this CV shows your experience and qualifications.  And just to briefly summarize, we see that you have specialized in regulatory compliance, regulated tariffs and pricing issues in the electricity sector for the past 25 years?


MS. ZARNETT:  That's correct.


MR. RODGER:  And your degrees and designations are you have a bachelors of arts degree, a master's of business administration, and are also a certified management accountant?


MS. ZARNETT:  Yes, I am.


MR. RODGER:  And you have worked in multiple jurisdictions, including North America, China, Ghana and Barbados?


MS. ZARNETT:  Yes.


MR. RODGER:  And specifically with respect to cost allocation, you provided testimony on cost allocation issues before this Board and also in other jurisdictions, including B.C. and New Brunswick, before those regulators?


MS. ZARNETT:  The B.C. items were on lead lag, but other than that, that's correct.


MR. RODGER:  Okay.  And your CV shows various cost allocation projects that you have been involved with for a diverse range of clients, such as Rogers Cable, Fortis Ontario, Saint John Energy, Enwave District Energy Limited and Toronto Hydro, among others?


MS. ZARNETT:  Yes.


MR. RODGER:  And in these other regulatory proceedings that you appeared as a witness, have you been qualified in the past as an expert on the issue of cost allocation?


MS. ZARNETT:  Yes, I have.


MR. RODGER:  Mr. Chairman, given Ms. Zarnett's specialized experience, I would ask that she be accepted by the Board as an expert witness in this proceeding.


MR. QUESNELLE:  I will take submissions on that first, Mr. Rodger.  Does anyone have any concern with Ms. Zarnett's expert status?


Okay, one thing I will ask, and this is not questioning the expertise, per se, Ms. Zarnett, but I am mindful that the —— your expertise is one thing, but it is also the connection with the applicant, and the engagement is also something the Board would be concerned with and the manner in which the work that has been produced was produced.


The Board asked for additional —— because it has come from the Board, the Board will weigh in on this.  The Board asked for additional evidence to be filed in this study.


The interpretation of what the Board requested, was that your independent interpretation that led to the additional study work, or was it that of the applicant and that you were —— the work that you performed, was that at the request of the applicant and their interpretation of what the Board asked for, or did you make an expert interpretation of what the Board requested?


MS. ZARNETT:  Just, I guess, to clarify, are we —— is the question strictly about the second study?


MR. QUESNELLE:  Yes.


MS. ZARNETT:  The second study is —— as I interpreted it, of course we did —— I did discuss this with Toronto Hydro, but there was —— there was no differing opinion amongst us.


MR. QUESNELLE:  So any questions that the Board would have as to how its own direction to the applicant was interpreted, you could answer those independent of what the applicant has done in their interpretation?


MS. ZARNETT:  Yes, sir.


MR. QUESNELLE:  Okay.  Just one second.


[Board Panel confers]


MR. QUESNELLE:  The Board has no further concerns, Mr. Rodger.  We will accept Ms. Zarnett's expert status in this matter.


MR. RODGER:  Thank you, sir.


Now, panel members, was the application and supporting materials prepared by you or under your supervision?


MR. McLORG:  Yes, they were.


MR. GRANT:  Yes.


MR. SEAL:  Yes.


MS. ZARNETT:  Yes.


MR. RODGER:  And is there any corrections to the evidence?


MR. McLORG:  No.


MR. GRANT:  No.


MR. SEAL:  No.


MS. ZARNETT:  No.


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


MR. McLORG:  Yes.


MR. GRANT:  Yes.


MR. SEAL:  Yes, it is.


MS. ZARNETT:  It is an accurate representation of the study that BDR performed.


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


MR. McLORG:  Yes.


MR. GRANT:  I do.


MR. SEAL:  Yes.


MS. ZARNETT:  Yes.


MR. RODGER:  All right.  Ms. Zarnett, turning to you, two reports have been prepared as part of the pre-filed evidence in this case.  The first report was filed on December 1st, 2010, and then on February 18th, 2011 you filed a supplementary report entitled "Cost of Service Study for Individually Metered Suites in Multi-Unit Residential Buildings", which was the alternate scenario ordered by the Board arising from a motion heard earlier in this proceeding.  And this second report was given Exhibit No. L1, tab 4, schedule 1.


So Ms. Zarnett, you were the principal author of these reports?


MS. ZARNETT:  Yes, I was.


MR. RODGER:  And with respect to the second report in particular, would you please describe how you approached the task at hand that the Board ordered and then summarize, briefly, your conclusions and opinion in this matter.


MS. ZARNETT:  The second study is an elaboration, an extension, of the study, the first study that was filed as tab —— as L1, tab 3.  And what it does is it separates the class that was previously defined as the smart meter sub-class into two, one consisting of approximately 9,000 customers, which are Quadlogic-metered, and then the rest of that class.


There are —— that resulted in a base scenario, reflecting the load data that we collected for the Quadlogic class, and the costs as incurred in 2009, and several alternative scenarios.


Based on the base scenario, the study resulted in a revenue-to-cost ratio for the Quadlogic class of 95 percent, which should be compared to the overall residential revenue-to-cost ratio of approximately 90 percent.


This ratio is well within the boundaries of acceptable revenue-to-cost ratios as identified by this Board, and is higher than the revenue-to-cost ratio for the overall residential class.


The other issue is that there is very good information that the costs of serving the Quadlogic customers will be reduced over the next several months, and that this will improve the revenue-to-cost ratio for that group still further.


In my opinion, that information should be considered by the Board in determining whether or not there is an issue of cross-subsidy.


The conclusion, based on these findings, is that at the residential rates the Quadlogic customers are not receiving a cross-subsidy from other residential customers.


MR. RODGER:  Thank you, Ms. Zarnett.


Mr. Chairman, the panel is now available for cross-examination.


MR. QUESNELLE:  Okay.  Thank you.


Mr. O'Leary, would you be going first?


MR. O'LEARY:  Yes, Mr. Chair.  I will be going first.  I wanted to first thank Mr. Rodger for agreeing to perhaps move the panels around to accommodate my schedule, as I have a court matter tomorrow, and thus appreciate both his flexibility and that of all of the counsel for the intervenors.


We did, for the purposes of the convenience of the witness panel and for yourselves, Mr. Chair, prepare a cross-examination book, which simply consists of several of the pieces of evidence that we propose to take this panel to, and perhaps we can have that marked as an exhibit.


MS. SEBALJ:  It is being delivered to the Panel members now, and it will be Exhibit KH1.9.

EXHIBIT NO. KH1.9:  SSMWG CROSS-EXAMINATION BOOK.

Cross-Examination by Mr. O'Leary:


MR. O'LEARY:  Good morning, panel.  I should probably first start by introducing myself.  Dennis O'Leary, and I am acting for the Smart Sub-Metering Working Group, which for the purposes of this proceeding consists of the following competitive smart sub-metering market players, and that is Carma Industries, EnerCare Connections, Priority Submetering, Provident Energy, and Stratacon Inc.


And perhaps I could just put some of my questions down the road into some context and to ask you a couple preliminary questions.


First of all, as I think you are aware, members of my group offer a Quadlogic-type metering system or something similar to that, and that is, in fact, the type of system that Ms. Zarnett addressed as part of her further study in February of 2011; is that correct?


MS. ZARNETT:  It is correct that this further study addressed Quadlogic customers as a separate group.


MR. O'LEARY:  Yes.  So what you did you is took the entire universe of approximately 118-, 119,000 suite-metered multi-unit residential units and you looked at the 9,000 or so that are served by a Quadlogic system, and then you had another sub-class, which was a balance of that 118, 119,000.  Is that fair to say?


MS. ZARNETT:  It is.


MR. O'LEARY:  All right.  And does it follow from that that what Toronto Hydro is offering is really an option to building owners and developers that you can go with either the Quadlogic system —— and this might be a question for you, Mr. McLorg —— you can go with either the Quadlogic system, for which there is about, in 2009, 9,100 or so customers, or you could go with the smart-metering system, which is what you have rolled out generally to other residential ratepayers.  Is that fair to say?


MR. McLORG:  I think it is fair to say that Toronto Hydro's offerings in any specific case will be dependent on the configuration of the building, and what is most cost-effective in those circumstances and what is technologically available to us.


MR. O'LEARY:  And leaving aside the issues of whether it is technically feasible or not, in a situation, let's talk hypothetically, where a building could accommodate either a Quadlogic system or just a smart meter system, the individual smart meters they use on houses, you would leave it open to the developer or the building owner to decide which one they choose.  Fair to say?


MR. McLORG:  If an option were technically feasible and just as cost-effective from Toronto Hydro's point of view, then I think that that is fair to say.


But I think in practice the determination of what is most suited in a specific circumstance is something that will be assessed by Toronto Hydro, and we would make a corresponding offer to that effect.


MR. O'LEARY:  All right.  But I am simply trying to understand whether or not, if a developer came forward to you and said, 'I don't want a Quadlogic system, I want to have smart meters,' would you say, 'No, that is not allowed'?


MR. McLORG:  No.  Our objective is to install the most cost-effective metering system that is available for that application, and if it were the case that a particular developer's building permitted a less expensive option, then we would certainly permit that.  In fact, I think that we would take that as being our offer to the developer.


MR. O'LEARY:  All right.  So if —— if I understand you correctly, what you're saying to me is that if a configuration involved a situation where the building could be accommodated by the smart meters —— and we're talking about the ones which I understand have a cost of about $179 installed; is that correct, Mr. McLorg?


MR. McLORG:  Subject to check, I will take that.


MR. O'LEARY:  All right.  I think that was in the first report by Ms. Zarnett.  If the situation could accommodate that, are you saying that Toronto Hydro would prefer that over the Quadlogic system?


MR. McLORG:  Yes, as a general rule, because we seek to minimize the cost of all our assets, subject to the requirements that we place on them.


MR. O'LEARY:  All right.  What happens if the developer comes forward and says, I want the Quadlogic system?  Is that not something you take into consideration?


MR. McLORG:  If the circumstances of the developer and the building are such as to practically require the Quadlogic system, then we are prepared to install that.


MR. O'LEARY:  I mean, we're talking about, from your materials, you would agree, about three-quarters of the customers, at least currently, according to your new filings, there is approximately 19,500 customers that you are forecasting for 2011; is that about right?


MR. McLORG:  Again, subject to check, I will take that.


MR. O'LEARY:  All right.  And it appears that about three-quarters of them are in new condominiums.  Would you agree with me that in a new condominium configuration, basically there is a great deal of flexibility as to whether or not you use a smart meter system versus a Quadlogic system?  The building can accommodate in its design whichever one you say is appropriate?


[Witness panel confers]


MR. GRANT:  I will try and answer that question for you.


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


MR. GRANT:  Yes, when a developer requests Toronto Hydro to provide a Quadlogic system, we try to accommodate those requests.  And, generally speaking, for new buildings which could be designed, you are quite right, to be either suitable —— suitable for either type of system.  Our experience is that developers prefer the Quadlogic one, because it takes us less space.


MR. O'LEARY:  Exactly.  Could you perhaps describe a little more fully for our benefit what the difference is, in terms of the space considerations, for your typical new condominium?


MR. GRANT:  The Quadlogic style of meter is a very compact electronic design, so it takes up substantially less space than our traditional electric meters that we have been installing in other places.


MR. O'LEARY:  All right.  You will agree with me that what that means is that the developer of the condominium therefore has to devote less space to meters, in terms of the square footage of the metering room?


MR. GRANT:  Yes, that's true.


MR. O'LEARY:  All right.  So if there is a savings, it is going to accrue to the developer, in that it now has additional space which would be of benefit to it.  It can lease it out or sell it, whatever it wishes to do?


MR. GRANT:  That's correct.  And that is my understanding why the developers generally prefer that design.


MR. O'LEARY:  And in my understanding —— is my understanding of your evidence through the further February study by BDR, is it correct that of the 48 buildings that were served by Quadlogic meters in 2009, 31 percent were retrofits?  Is that correct?


MR. GRANT:  I will refer you to the evidence, Exhibit R3, tab 10, schedule 1, where we answer that exact question and do say, yes, 15 of the 48 or 31 percent were retrofits.


MR. O'LEARY:  Okay.  Can you tell me whether any of those were Residential Tenancies Act type buildings, or are they all retrofitted condominiums?


MR. GRANT:  To the best of my knowledge, they were all condominiums.


MR. O'LEARY:  All right.  And is it your intention to become more involved in the residential tenancy side of the business, in terms of retrofitting all of the apartments that are out there?


[Witness panel confers]


MR. GRANT:  Pardon me just for a moment.  I am trying to turn to the evidence where we actually answered that question.


MR. O'LEARY:  I wasn't trying to be a trick question.  I didn't include it in the brief, because I thought it would be a simple one to answer.  With the changes to the Residential Tenancies Act and the regulations, which now permit the suite metering of residential tenancy buildings, I would have thought Toronto Hydro would be offering this, and that seems to be what I understood from your evidence.


MR. GRANT:  I refer you to Exhibit R1, tab 10, schedule 10.  I will read the answer:

"THESL anticipates that the pending legislative changes will increase the number of requests to provide individual metering.  Some of these requests will be satisfied by traditional individual metering installations, while some will require what has become to be referred to as the suite metering option. However, no substantial changes are anticipated to THESL's suite metering program."


MR. O'LEARY:  So I understand that what you mean by that is, for the purposes of 2011, you don't see a significant increase in your capital expenditures to accommodate requests from Residential Tenancies Act buildings, but would you agree with me that there are tens of thousands of units in Residential Tenancies Act buildings in around Toronto that —— well, in Toronto specifically for you that are potential customers?


MR. GRANT:  Depending on the actual implementation of the legislation, yes, there are certainly that many residential tenancy buildings.


How it all turns out, I guess we are still waiting to see.


MR. O'LEARY:  All right.  But just in terms of the numbers of potential customers, we're talking —— and if memory serves, from a business plan that Toronto Hydro did some years ago, you were estimating some years ago that the number was actually north of 100,000.  Is that fair to say?


MR. GRANT:  I would like to turn to the specific spot where you mentioned it, but there is certainly tens of thousands of customers, potentially ——


MR. O'LEARY:  All right.


MR. GRANT:  —— in those buildings.


MR. O'LEARY:  So these Residential Tenancies Act units are units behind currently a bulk meter; correct?


MR. GRANT:  There is a combination.  Some are already individually metered.


MR. O'LEARY:  Some are individually metered that might be switched over to smart meters in due course?


MR. GRANT:  We are absolutely in the process of doing that, yes.


MR. O'LEARY:  In addition to that, then, we have the new condominium market, which is —— do you have an estimate of the number of new units that are coming on line each year?


MR. GRANT:  What we have is our forecast, which I think we have already provided for 2011, the number of buildings where we expect we might be requested to install suite meters.


MR. O'LEARY:  You are estimating around 5,000, but that is not 100 percent of the market, is it, Mr. Grant?


MR. GRANT:  No, it certainly isn't.


MR. O'LEARY:  Do you have an estimate of what the total market is?


MR. GRANT:  I do not.


MR. O'LEARY:  All right.  And then there is the condominium retrofit market.  Would you also agree that there are currently tens of thousands of units that are not currently individually metered and are behind a bulk meter?


MR. GRANT:  I don't know what that number is.


MR. O'LEARY:  At the end of the day, Mr. Grant or Mr. McLorg, is it fair to say that if a building developer or building owner, whether they are a condominium corporation or a landlord, if they come forward, they have the choice of deciding whether or not they are going to use your suite metering services or that of a private sub-metering company, like the members of our group?


MR. McLORG:  That's correct.


MR. O'LEARY:  All right.  And is it, therefore, safe to conclude that you are in fact in competition with the members of the Smart Sub-Metering Working Group?


MR. McLORG:  I think that for practical purposes, that is fair to say, Mr. O'Leary.


We operate in the same market, and, in contrast to private, unregulated sub-meterer providers, apart from their licence, of course, it is the case that THESL has upon it certain obligations that flow from the Distribution System Code and so on, so that we, in fact, must respond to a request from certain qualified parties to provide our equipment to them.


So that is the distinction between THESL's position and the positions of your clients.


MR. O'LEARY:  And certainly I understand your comments about the extent to which there is regulation, but in terms of your competition with the members of my group, if I could ask you to turn to tab 1 of Exhibit K1.9.  These are some of the advertising or promotional materials that appear in one of your responses to an interrogatory by the SSMWG, No. 7 specifically.  And there is a few pages that follow that you have produced.


If you could turn to page 1.  And I have numbered each of the pages at the top right-hand corner.  And this is an ad, if I could call it that, that may appear on your website, or perhaps you have mailed it out to various prospective customers.


The very first bullet, under the heading "Toronto Hydro-Electric System will", and it states:

"Provide and arrange for installation of one meter point per customer suite at no cost to the suite owner, condominium corporation, or developer."


And my question simply is, is this, in effect, is your means of competing with members of the SSMWG, is it not?


[Witness panel confers]


MR. GRANT:  I would characterize that piece of information and, in fact, all of them that you have included here, as having several purposes.  It could be information-gathering purposes, where we're trying to get details from customers who have already requested our services.  It is explaining the benefits of both suite metering in general and the Toronto Hydro-Electric System limited proposal specifically, and promoting conservation.  And all of those purposes are in context of our regulatory requirements.


MR. O'LEARY:  It is also consistent with what I think was just agreed to, and that is that you are in competition with the SSMWG, and in fact, what you are doing here, in addition to some of those things, is you're saying, We will put in a meter system, a Quadlogic system, at no cost, and that is your petition or your ad saying why you are the right party to go to, rather than members of my group.  Isn't that fair to say?


MR. GRANT:  It is one of the reasons why we think our offering is attractive to customers.


MR. O'LEARY:  All right.  Fair enough.  If you could just flip to the next page, page 2.  This is a letter that has gone out to —— I am not sure whether it would be individual unit owners or developers or both.  But if we look at it, the very first paragraph talks about, property managers and condominium boards can choose between sub-metering or individual metering.  And then you ask the question, what is the difference?  And then you go on to provide a number of reasons why you say a building manager or condominium board should question proceeding with a member of the Smart Sub-Metering Working Group.


Would you agree with me that really what you are doing here is you are competing with the SSMWG and trying to say, Here is why you go with us, rather than them?


MR. GRANT:  We think it is in the customer's interest to make an informed choice.  So we are trying to give them as much detail as we can about the impacts of those choices that they make.


MR. O'LEARY:  All right.


MR. McLORG:  And Mr. O'Leary, if I might add to that.  I think the point that you are seeking to establish has already been granted, that we are effectively in competition with sub-metering providers, and the point I wish to emphasize is that all of our offerings, in all of the services that we offer to all of our customers, are strictly pursuant to the provisions of the various codes that apply to Toronto Hydro-Electric System Limited and our approved tariff.


So, for example, I think that you made much of the point that we provide and arrange for installation of one meter point per condominium suite at no cost to the suite owner, and that is exactly the approach that we take with respect to any residential customer.


So there is no discrimination that is being exercised by THESL with respect to condominium customers versus regular residential customers.


Were we to charge independently or separately for the installation of a meter, that would involve double collection of revenue requirement, because those costs are already included in our residential rates.


MR. O'LEARY:  All right.  Well, we will perhaps agree to disagree, and we may have some comments in argument, but I hear what you are saying, Mr. McLorg.


But when you say "at no cost", you are saying, We will install a Quadlogic meter system to you, Mr. Developer, and save you the space that would be needed to put in a smart meter system, which is of benefit to the developer, and we will not charge you anything for that.  That is what you are saying here, is it not?


MR. McLORG:  Yes, it is.


MR. O'LEARY:  All right.  And if you could then flip to tab 2, under tab 2 of Exhibit KH1.9 is your response to the SSMWG's Interrogatory No. 8, and I have divided it up into an A and B, A being a copy of the agreement that you ask developers to enter into with you in respect of a new condominium development.  That is just the second page in.  And these are double-sided.


And just to be certain of what we're talking about here, you will agree with me that this is a precedent agreement between Toronto Hydro and a prospective developer?


MR. McLORG:  Correct.  Subject to my qualification that I am answering on the basis of a person that can speak to Toronto Hydro's regulatory and customer policy in these areas.  I am not a lawyer.  And I wouldn't like to represent any comments that I make with respect to this as being a legal opinion.


MR. O'LEARY:  And I wasn't going to ask you any questions about the interpretation agreement, other than what I think are self-evident, but I just want for the record us to understand what we're talking about here.


So this is, in a situation where a developer is looking to have Toronto Hydro proceed to install a metering system, this is the agreement that Toronto Hydro would ask the developer to sign, correct?


MR. McLORG:  Correct.


MR. O'LEARY:  All right.  And if we go down the very first page, 1 of 14 of that agreement, there is reference to schedule 1, supply and installation of a suite meter system.
That, in fact, is at page 8.  If I could ask you to flip to schedule 1.  That sets out what you are going to supply and the components of the suite meter system.  And correct me if I am wrong, but it appears to be that we are talking about a Quadlogic smart-metering system here.  Is that fair to say?


MR. McLORG:  It is fair to say.


MR. O'LEARY:  Thank you.


So then if we go back to page 2 of that agreement, you've agreed at subsection 3.1 to supply and install the suite metering system described in schedule 1.  So we just reviewed that.  So you are agreeing to install a Quadlogic system.


Then at 3.2:

"Toronto Hydro shall provide the suite meter system and a suite meter services at no cost to the developer." 


So you are setting out right at the beginning that there will be no costs to the developer.  Is that fair to say?


MR. McLORG:  I think that is self-evident from the agreement, Mr. O'Leary.


MR. O'LEARY:  All right.  And is that also true of retrofits?  Save the time, I won't walk you through that, but at tab B is the agreement that you would ask a condominium corporation, an existing condominium corporation, to enter into.


Is it also true you are going to install a Quadlogic system under this agreement at no cost to the condominium corporation?


MR. GRANT:  I will answer that question for you, Mr. O'Leary.


MR. O'LEARY:  Certainly.


MR. GRANT:  Toronto Hydro, when we are proposing to install suite metering systems in a retrofit building, always do it on case-by-case bases, because when you are fitting new equipment in an old building there is always circumstances that require special consideration.


So in some cases it is not at zero cost.  It really depends on the existing installation.  And if there are additional costs, we spell those out as additional cost items.


MR. O'LEARY:  Okay, fair enough.  But just to be clear, what I am asking you about are the costs of the Quadlogic system.


So the actual —— it is —— the same components that are set out in schedule 1 of this agreement appear to be the same ones that appeared in the new condominium agreement, and am I correct in my understanding that leaving aside any special costs that are unique to a particular retrofit situation, the capital costs associated with a Quadlogic system, you will not be charging the condominium corporation for that?


MR. GRANT:  No, that is not true.


MR. O'LEARY:  All right.  How am I wrong?


MR. GRANT:  There may be cases —— in fact, there have been cases where we have had to install additional components of Quadlogic metering, because of the nature of the wiring and configuration of the building, that were above and beyond what a standard installation would be.  In that case, those are additional cost items.


MR. O'LEARY:  Okay.  Just so I am clear, because I think we're —— I was trying to actually agree with you on that.


All I am simply saying is that in respect to the retrofit situation, the basic Quadlogic system is always provided at no cost to the condominium corporation.  If there are additional elements, they will be charged to the condominium corporation; is that fair to say?


MR. GRANT:  I think it is the lack of clarity by what you mean by a basic Quadlogic system that I am disagreeing with.


MR. O'LEARY:  Will they generally in a retrofit situation be provided with the same type of equipment that you would provide to a new one as the base case?


MR. GRANT:  No.


MR. O'LEARY:  All right.  And they do receive some equipment at no cost; is that fair to say?


MR. GRANT:  Yes, yes.


MR. O'LEARY:  All right.  Would you agree with me that in respect to new condominiums, currently, that as a result of the Energy Consumer Protection Act, that a new condominium developer does not have an option to not individually suite meter units?


MR. McLORG:  That is our understanding.


MR. O'LEARY:  Fair enough.  So it is not necessary for you to entice them, if I can say, to put in a Quadlogic system.  They must put in a smart metering system that individually smart-meters the various units?


MR. McLORG:  Well, Mr. O'Leary, at the risk of being burdensome to the record here, the terminology around this area has been very particular, and, in the past, a smart meter reference refers to something that is put in pursuant to a distributor's licence and as part of their distribution business.


I think the updated terminology refers to unit metering, and that is what, in fact, developers of new condominiums are obliged to install.  And unit metering is expressly defined as being either a sub-metering system or what was previously known as a smart metering system —— suite metering system.


MR. O'LEARY:  Thank you.  And that is correct.  The terminology is somewhat different with the change.


But the obligation on the new condominium developer remains.  They must put in a unit metering system which is smart; correct?


MR. McLORG:  Yes, I will agree with that.


MR. O'LEARY:  All right.  Let me ask you some questions, then, that follow from your offer to developers and condominium corporations to install Quadlogic systems for free.


It is my understanding that when you receive a request for connection from a new condominium developer, that you undertake an economic evaluation; is that fair to say?


MR. McLORG:  That's fair.


MR. O'LEARY:  Is it also correct, given some of your, what I understand, past answers, that when you undertake an economic evaluation for a new condominium development, you do not include the costs of the Quadlogic metering system in that economic evaluation?


MR. McLORG:  That is correct.


MR. O'LEARY:  All right.  So in the event that we have a developer, for example, that you've done your economic evaluation and you have not included any of the capital costs of the Quadlogic system, and your economic evaluation determines that a capital contribution is required, is it fair to say that if you added the Quadlogic meters to that economic evaluation, the capital contribution would be increased?


[Witness panel confers]


MR. McLORG:  Mr. O'Leary, the premise of your question implies that Toronto Hydro would depart from its standard practice that is applied to all residential customers and, in the case of new condominiums, for example, charge for meters in the economic evaluation.  And that is something that we do not do in carrying out an economic evaluation of any residential development.


I would further point you to our response to your interrogatory at Exhibit R1, tab 10, schedule 12, where we go through questions in this vein, particularly with respect to the costs that are included and our practice of applying a residential service classification to condominiums that will be smart-suite-metered.


MR. O'LEARY:  Thank you, Mr. McLorg.  I understand that it is currently your policy to do things in a certain way, but we're here to question whether that policy is appropriate and should continue.


So my question is a simple one.  If you were to add the Quadlogic capital cost, your economic evaluation in a situation where that condominium developer has been asked to pay when it doesn't include the numbers for the Quadlogic system, it has been asked to pay a capital contribution, am I not correct that the capital contribution would be increased by the costs of the Quadlogic system?


MR. McLORG:  Improperly, I might add, because the economic evaluation should not include those costs.


MR. O'LEARY:  I understand your position on that, but you are saying, if I understand you correctly, Yes, but we don't agree with it?


MR. McLORG:  If you were to pose any hypothetical, I suppose that you could back me into a corner and say, If, Mr. McLorg, you accept my hypothetical, do you accept the consequence of it?  And I would be bound to say yes, but I don't accept your hypothetical.


MR. O'LEARY:  No, I understand.  But let's assume for the moment —— and I don't mean to be presumptuous, but if the Board were to order you to change your policy and say you have to now include the Quadlogic system as part of your economic evaluation, would you agree that in a situation where that developer was asked to pay anything in terms of a capital contribution, that capital contribution would be increased, when you include the Quadlogic meter costs, by the amount of the Quadlogic meter costs?


MR. McLORG:  As a preliminary note, I would say that Toronto always strives to abide by any directives that it receives from the Board, either by way of an order or by way of code.  And were the Board to so order us, then I think that your conclusion follows.


But I again emphasize that to do so would amount to double-dipping for THESL, and that is why we don't do it.


MR. QUESNELLE:  Mr. O'Leary, could I interject just on this point?  I would like to get some clarity.


MR. O'LEARY:  Yes, sir.


MR. QUESNELLE:  Mr. McLorg, the economic evaluation, my understanding of it is it has the cost side analysis of the revenue stream that is attached to that projection over whatever lifespan you're looking at.  Is that true?


MR. McLORG:  You are correct, Mr. Quesnelle.


MR. QUESNELLE:  Posing a hypothetical here, if you looked at the Quadlogic hypothetically as a separate class of customer that had a revenue stream attached to its cost, going through the cost allocation in a revenue stream, you may end up that the contribution that would be required would be specific to that class of customer, and on the revenue side there may be a higher revenue, but that would be based on the first premise that the revenues would be associated with the costs of that customer class?


MR. McLORG:  I agree with everything you have said, sir.


MR. QUESNELLE:  Okay, thanks.


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


Can I ask you, Mr. McLorg, in respect of retrofits, am I correct in understanding that Toronto Hydro doesn't undertake any sort of an economic evaluation before it goes in and installs a Quadlogic system or that portion of it for free?


[Witness panel confers]


MR. McLORG:  Mr. O'Leary, the application of the economic evaluation occurs in circumstances where there is a new connection being made to the system.  And in the case of retrofits, it is clear that the connection already exists.


And so what is incremental in that situation is the installation of the meters, and as Mr. Grant has pointed out previously, in the circumstances of a retrofit we would go in and make an individual assessment of the situation and determine any additional costs that may exist above and beyond, in effect, the base unit, to use your terminology, and those additional costs would be covered as a matter of contract when retrofitting that building. But the installation of the base meters, per se, is not subject to an economic evaluation.


MR. O'LEARY:  All right.  Thank you for your answer.  All I was looking for is really for you to confirm that you do not attempt to determine whether the future revenue stream from the retrofitted building will cover all of the costs that you are not asking that condominium corporation or Residential Tenancy Act landlord to pay.  You don't undertake such an analysis, do you, Mr. McLorg?


MR. McLORG:  The approach that has been defined by the Board and which we follow is one which presumes that the rates that are set for a class cover the costs of providing service to that class as a whole.


There has never been any representation by anyone that in a specific case the rates recover more or less than the actual costs of that installation, were those costs to be specifically isolated.


So even when we go to your house and, you know, establish a new connection for the house that you have rebuilt, for example, there is not an economic evaluation done in those circumstances.


MR. O'LEARY:  All right.


MR. McLORG:  The presumption is that the rates that are set by the Board are sufficient to cover the costs of providing service to the class as a whole.


MR. O'LEARY:  All right.  And that includes the Quadlogic systems that you install in retrofit situations.


MR. McLORG:  That's correct.


MR. O'LEARY:  All right.  And if I could ask you then to turn to tab 3 of our Exhibit K1.9.  It is your response to Interrogatory No. 5.  And you were asked to advise of the actual costs to install Quadlogic meters in each of the buildings which were the subject of conversions.  We are talking about retrofits there.  And your answer is that the cost was 1.18 million, or $473 per meter point.


You will agree with me that the number used for Ms. Zarnett's further study of February was $440 per unit for Quadlogic systems.  Your answer here seems to indicate that, if I just read your words, labour costs are typically higher for Quadlogic retrofits than for new construction.


Is it fair to say that, to the extent that retrofits become a bigger percentage of your portfolio, that the costs per meter point will increase?


MR. GRANT:  If indeed that is true, if indeed there are more retrofits in the future than there have been in the past, the average cost would be higher.


MR. O'LEARY:  Okay.


MR. QUESNELLE:  Mr. O'Leary, could I just get an estimate of how much time you have left?  I am just looking for potentially a natural break point here, but...


MR. O'LEARY:  Sir, I am almost done.


MR. QUESNELLE:  Okay.


MR. O'LEARY:  So just a couple of final questions.


Mr. McLorg, it appears to us that Toronto Hydro's policy —— which is based upon an assumption that the revenue streams will cover the costs for both the new condominiums that you have been serving and the retrofits —— is an erroneous assumption based upon Ms. Zarnett's report, which indicates that there is about a 5 percent cross-subsidy to the Quadlogic sub-class.


And can you advise me of whether or not there is any statutory or regulatory prohibition against you simply offering to do the smart meters, which you have done to the tune of about 110,000 in high-rises, as your prime offering, and then asking any developer or condominium corporation or rental landlord to pay the additional cost?  Is there something preventing you from doing that?


MR. McLORG:  I would like to decompose your question for the benefit of the Board, Mr. O'Leary.


I think that, first of all, I heard you say that there is a cross-subsidy to the Quadlogic class.  In other words, there is a cross-subsidy in evidence that flows from the balance of the residential class to the Quadlogic class.  And was that assumption in your question based on the second cost allocation study?


MR. O'LEARY:  Your further study, Ms. Zarnett's study, indicates revenue-to-cost ratio of 95 to 100, and we interpret that as meaning that they are not paying 100 percent of the costs of the Quadlogic systems.


MR. McLORG:  I grant that on the basis of the findings of the cost allocation study.  But in fact, if there is a subsidy, it is flowing in the other direction right now, because the revenue-to-cost ratio for the residential class as a whole is .9, if I recall correctly.


MR. O'LEARY:  Okay.


MR. McLORG:  So perhaps that —— perhaps I just offered that as a clarification to your question.


And as I understand the balance of your question, I think that there are several limitations on the kind of service offerings that THESL can make to its customers.  As I have mentioned before, all of our service offerings to customers have to be strictly pursuant to our approved tariff and to the provision of the codes.


Within that it is the case that there has never been a regulatory effort or practice to individualize the cost and, therefore, the rate of serving each separate residential customer.  We have never done that, and we don't propose to do that.


MR. O'LEARY:  Would you agree, Mr. McLorg, that we're in a slightly different situation here, in that you have entered a competitive market situation and, therefore, if there is any cross-subsidy, it is something that should be of concern to this Board?


[Witness panel confers]


MR. McLORG:  Mr. O'Leary, I grant that I speak from Toronto Hydro's perspective, but in our point of view it is actually the sub-meterers who have entered the market, and in fact, Toronto Hydro and other utilities have been in the market of providing service to residential and other customers for over 100 years, and we have until recently been the sole provider of metering services to those customers.


And so we grant that times change, and we do our best to keep up with those changes and to respond appropriately to the directives of the Board, again in response to those changes.  But I think it is rather the case that the sub-meterers themselves have inserted themselves into what they now characterize as a competitive market, and that competitive market has been —— and the existence of that market has been facilitated by the Board and recognized by the Board.


MR. O'LEARY:  Thank you, Mr. Chair.  Those are our questions.


MR. QUESNELLE:  Okay.  Anyone else that have any —— Mr. Buonaguro?  Thank you, Mr. O'Leary.


MR. BUONAGURO:  Thank you.  I could put this up on the screen, but I really only have one or two references, and they are from just a few pages of the original BDR report, so perhaps you can have that handy.  And ——


MR. QUESNELLE:  Mr. Buonaguro, just before —— I had asked Mr. O'Leary where the natural stop point was.  We could take a 15-minute break now if you are going to be any length of time at all.  I want to allow for redirect as well, but...


MR. BUONAGURO:  Well, I think I will probably be five to ten minutes.   I don't have a lot ——


MR. QUESNELLE:  What I suggest then is we may go ahead, and —— well, yes, let's just carry on at this point.


MR. BUONAGURO:  Thank you.

Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  For the purpose of the record, that is Exhibit L1, tab 3, schedule 1.  I am starting at page 24 of the report, which is section 5.2.


Generally speaking, this sets out BDR's conclusions with respect to cross-subsidization within the residential class?


MS. ZARNETT:  That's correct.


MR. BUONAGURO:  Now, near the bottom of the page - and this is the third arrow point - the BDR report states that, quote:

"The analysis supports a conclusion that the costs to serve suite-metered customers are lower by comparison with revenue than for non-suite-metered residential customers.  According to these results, suite-metered customers contribute about twenty percent more in revenue than the costs to serve them, in effect cross-subsidizing other residential customers."


Obviously this is the initial report, which means this is where suite-metered customers are put together as a whole, and, on a whole, it was 120 percent, I believe.


MS. ZARNETT:  That's right, that's right.


MR. BUONAGURO:  Now, my question was actually for Toronto Hydro.  Can Toronto Hydro tell me whether they agree with this conclusion that, in effect, suite-metered customers, suite-metered residential customers as a group are cross-subsidizing other residential customers?


MR. SEAL:  Mr. Buonaguro, we certainly agree with the conclusions of the study in respect of the revenue-cost ratios that were derived on the basis of Toronto Hydro's own data.


So the 120 percent revenue-cost ratio that comes out of this study for that entire suite-metered customer, we agree with that number.


MR. BUONAGURO:  All right.  Do you go so far as to agree with the characterization of that as being a cross-subsidy within the class?


MR. SEAL:  To the extent that the revenue-cost ratios indicate that the revenue being collected on the basis of the current rates and the rates compared to the costs that are established by the cost allocation model indicate that there is an over-collection, yes.


MR. BUONAGURO:  Okay, thank you.


Now, on the same page, right at the top, the first paragraph on page 24, BDR made some general observations that provide context for their conclusion or for the conclusion.


Can Toronto Hydro tell me if it agrees with these observations?  I can read it into the record, but if you want to take a minute to review that, and then tell me if you agree with that context?


MR. SEAL:  So reviewing that first paragraph under section 5.2 on page 24, yes, I think I generally agree with the conclusions.


MR. BUONAGURO:  Okay, thank you.  I am going to skip ahead to section 5.3 of the report, which starts on the following page, page 25.  This is where BDR talks about conclusions with respect to customer classification rates.


And BDR, in response to the results of the allocation study, offers two potential remedies to address the cross-subsidization.


First, you could form a new rate classification for individually metered condominium units, and then, second, you could treat those customers as a sub-class and offer a rate credit or discount to them.


My understanding, and perhaps you can confirm, is that Toronto Hydro is not proposing to do either of these things in the current application?


MR. SEAL:  That is correct.  These conclusions are BDR's conclusions.  They are not ones that are being adopted by Toronto Hydro.


MR. BUONAGURO:  Okay.  Can you explain why not, and with particular reference to the —— to I think the agreement that there appears to be a 20 percent overpayment being made by suite-metered customers?


MR. SEAL:  I think in the context of what this study was done for, which was done at the request of the Board in our last hearing, the study was conducted to establish whether this particular class or sub-class of customers was receiving or providing a subsidy.


And within the context of that, we tried to deliver to the Board the information that they could determine whether that may or may not be the case.


From our view, generally, we regard the suite-metered customers as residential customers, and within any particular class, whether it is a residential class, whether it is a general service class that we have, there are going to be differences in individual customers or potential sub-classes of customers within that group, in terms of the revenue-cost ratios that are received or concluded for that particular class or sub-class of customers.


So on that basis, our view is that within the residential class, which is where our suite-metered customers reside, we do not see a basis for distinguishing between the suite-metered and the non-suite-metered customers.


MR. BUONAGURO:  All right, thank you.  Those are my questions.


MR. QUESNELLE:  Thank you very much.  If there is no one else, we are going to take the break ——


MS. SEBALJ:  Board Staff actually has a few questions.


MR. QUESNELLE:  I'm sorry, Ms. Sebalj.


MS. SEBALJ:  That's okay.  Way over here.


MR. QUESNELLE:  Why don't we take a break, anyway?


MS. SEBALJ:  Sure.


MR. QUESNELLE:  We will be back at —— let's make it five to 12:00, and we will probably break for lunch, depending on the conclusion of this panel, but no later than a quarter to 1:00, we will target.


So let's break until five to 12:00.


——- Recess taken at 11:39 a.m.


——- On resuming at 11:55 a.m.


MR. QUESNELLE:  Thank you.  Please be seated.


Unless something came up over the break that we need to discuss, we will go to Ms. Sebalj.

Cross-Examination by Ms. Sebalj:


MS. SEBALJ:  Thank you.  I just have a few short questions.  I shouldn't be very long.  And I think my questions are directed to you, Ms. Zarnett.


How did you become aware of the Board's decision on the motion of February 18th?


MS. ZARNETT:  I believe I was copied on it by THESL.


MS. SEBALJ:  And were you provided with the Board's decision by THESL?


MS. ZARNETT:  Yes.  I received a copy.


MS. SEBALJ:  Okay.  And it is my understanding that you wrote this —— both reports, but certainly the second report; is that correct?


MS. ZARNETT:  That's correct.


MS. SEBALJ:  And when you received the Board's decision, did you independently interpret the instructions of the Board?


MS. ZARNETT:  Yes, I did.


MS. SEBALJ:  Can I turn you now to page 18 of the February 18th report?


MS. ZARNETT:  I have it.


MS. SEBALJ:  Thank you.  And on that page is table 5.1.  I just have a couple of clarifying questions.


What do the numbers, 1, 2, and 10 mean at the very top of the three columns on the right-hand side?  Should that be 1, 2, and 3, or —— I am not sure.  I got confused by the 10.


MS. ZARNETT:  Okay.  Those are the column numbers in the cost allocation model.


MS. SEBALJ:  Ah, got you.


MS. ZARNETT:  So the model allows you to add a class, and when you do it it is added to the end.  So in between 2 and 10 there is the general service classes and so on.


MS. SEBALJ:  Okay.  Perfect.  Thank you.


And I know you have done this in the report, but just for the purposes of this oral record, can you explain to me, the Quadlogic customers are the 9,100-and-some-odd that you quite rightly point out in your report the Board didn't get quite right, that number.  And I am clear about those.  And the residential suite-metered are everyone else who is suite-metered but does not have a Quadlogic meter; is that correct?


MS. ZARNETT:  That's right.  That was basically the customers who were not in the Quadlogic class but who belonged to the smart meter sub-class in the report number 1.


MS. SEBALJ:  Right.  And, now, the residential non-suite-metered.  My understanding, when I go to page 6 of the study, the first full paragraph on that page begins "as in the first cost-of-service study", so am I correct in saying that that residential non-suite-metered column includes the 489,492 customers?


MS. ZARNETT:  That's right.


MS. SEBALJ:  Okay.  And those 489,492 customers are multi-unit residential customers that are not suite-metered?
MS. ZARNETT:  No.  Those are single-family dwellings and whatever —— everybody who ——


MS. SEBALJ:  Okay.  So that is all other residential Toronto Hydro customers?


MS. ZARNETT:  That's right.


MS. SEBALJ:  Okay.  Those are all of my questions.


MR. QUESNELLE:  Okay, thank you.


The Panel has a few questions.  We will go before your redirect if you want, Mr. Rodger, okay?


Karen?


Questions by the Board:


MS. TAYLOR:  Thanks.  I think these questions are for Ms. Zarnett as well.  So just starting with the second study, just to follow on Ms. Sebalj's last question.


The 489,492 customers, so those would be residential customers as defined on page 4 of the first study, up to and including multi-family dwellings with a maximum, I believe, of six meters; is that correct?


MS. ZARNETT:  That is correct.


MS. TAYLOR:  Okay.  The instructions that the Board issued then in respect of the second study, when you looked at paragraph 2, which again you have quoted in the second report, so you believe that the three customer classifications —— and we will call them 1, 2 and columns 10 —— comply with what the Board asked you to study?


MS. ZARNETT:  Yes, I do.


MS. TAYLOR:  Okay.  On page —— I will just turn to it.  So it comes back to the consistency with some of —— and I will call them high-level tests, if you will, when I read this report, and the conclusions of the report.  And I am looking at page 9, table 4.1, the computation of statistics for other suite-metered customers, and the Quadlogic customers, which is said elsewhere in the report and brought up today as either having a cost of $440 or in excess of $475 per meter installation, that the average kilowatt hours per customer, in terms of use per month, is at 361 kilowatt hours; is that correct?


MS. ZARNETT:  For the Quadlogic customers, yes.


MS. TAYLOR:  And the other suite-metered customers —— and I am assuming that would be the remaining 110,798, as you have indicated in this table —— is slightly higher, by almost 10 percent, at 4 —— roughly 400 kilowatt hours.


MS. ZARNETT:  That's right.


MS. TAYLOR:  So when I look at this table, just as a simple man or woman, we've got lower consumption and higher costs.  But yet you say there is no subsidy?


MS. ZARNETT:  There are lower costs for the meters —— sorry, higher costs for the meters, but the costs of the secondaries are lower, and that offsets the cost of the meters.


MS. TAYLOR:  Right.  And you also said in the future that there will be further changes to Toronto Hydro's, I guess, metering system so that they can lower their service costs on the Quadlogic; is that correct?  That we need to take into account?


MS. ZARNETT:  The reduction in costs is to the meter-reading.


MS. TAYLOR:  Right.


MS. ZARNETT:  Which is currently contracted out to a third party, and Toronto Hydro has already acquired the software and so on that it needs to bring that function in-house.  So it will no longer have to pay the arm's-length third party to read the meter and process the data.


MS. TAYLOR:  And did your study incorporate that cost, that incremental cost to internalize that meter-reading function, when you were looking at the overall revenue-to-cost ratios?


MS. ZARNETT:  In the base case, the base case assumes the costs as they are today with the third party doing the meter-reading.  And that was done by adjusting a factor that compares the meter-reading costs for each class with a base, which is a residential customer being read.


MS. TAYLOR:  So just, I want to make sure I understand.  So the Quadlogic, which currently has higher costs to read, and service ——


MS. ZARNETT:  Yes.


MS. TAYLOR:  —— is compared to the base for a residential in this study.


MS. ZARNETT:  That's right.  The methodology does it.  Instead of inserting a number of dollars for the cost, it is the multiple of the base.  And then that ——


MS. TAYLOR:  And the mult ——


MS. ZARNETT:  —— that provides an allocator of the costs.


MS. TAYLOR:  And the multiple used was...?


MS. ZARNETT:  Seven.


MS. TAYLOR:  Right.  I think I saw that in the report.


The costs that Toronto Hydro will incur to take these external functions and bring them in-house, have they been reflected in your commentary or measured, or how will that relate, the seven-to-one ratio, how will that change going forward?  Because there are costs.  They're being internalized, that they are incremental to the base case.


So what I am trying to get a grip on is, what is the incremental cost to Toronto Hydro —— so it is going to save money by getting rid of the third-party contractor, but it will spend money to bring it in-house.  How much is that?  Perhaps that is not for you.  Perhaps it is someone else on the panel.  And has that been reflected in your overall conclusions about the future?


MS. ZARNETT:  I can tell you how it was reflected in the study.  The assumption then is, this is —— this is —— what you are asking me about is case number —— what we have called in table 5.2 and 5.3 the meter-reading scenario.


MS. TAYLOR:  And what page of the second study?


MS. ZARNETT:  Of the second study, page 21.  There is two tables at the bottom.  So in that scenario, the meter-reading costs attributed to the Quadlogic customers were reduced by changing the multiplier of seven to two.


And it is quite possible that one would have been a more accurate scenario, but this is conservative.  This is a simple sensitivity test.  We didn't go back and deduct $150 or $200,000 from the —— from the trial balance.  We just made this adjustment in the allocators.


MS. TAYLOR:  I would like to, just before I turn the questions back over to my colleagues, deal with the secondary costs, because the treatment between the first study and the second study is of course different.


If you could explain to me how they are different between the first two studies, please, and explain how —— and if it is correct that we are interpreting or I am interpreting it this way, that approximately 8 percent of this sample on the multi-unit dwellings above six metered — so we are talking beyond the residential class, the class we're talking about, only 8 percent —— if I am interpreting this right, only 8 percent of those buildings had secondary service costs, but yet we saw them treated —— I would like you to explain how the secondary costs were normalized, then, for the two study groups, being the 110,000 and the 9,400 or the 9,100.


MS. ZARNETT:  Okay.  Let me start by saying that the model methodology provided when it was built for a treatment of secondary costs where the class consists of customers where some are served with secondaries and some are not.


And there is —— for each class, there is a place where you can put a ratio that reflects what the engineers determine as being the use of secondaries within the class, and that is what we used.  In the second study ——


MS. TAYLOR:  Sorry.  When you say a "ratio", it is not an actual dollar value?


MS. ZARNETT:  No.  It is a ratio that applies to a number of the allocators.


MS. TAYLOR:  And the allocators are gross dollar amounts?


MS. ZARNETT:  The allocators are demand —— secondaries are an asset that is allocated, in part, by number of customers and, in part, by demand statistic.


So in each case, for the customer component and for the demand components, that adjustment factor is applied to reduce the allocator.  So then that applies to the class, so that then there is a pool of secondary costs that goes into each class on a weighted basis, if it is necessary to weight it.


Does that clarify for you?


MS. TAYLOR:  Yes, it does.  So when you said many of these buildings that Quadlogic meters go into do not have any secondary costs, is that correct?


MS. ZARNETT:  Hmm-hmm.


MS. TAYLOR:  So if I stood back and said —— and I had two identical buildings, one with Quadlogic and the other with no Quadlogic, neither of which had secondary costs that had to be provided by Toronto Hydro —— is that correct?


MS. ZARNETT:  Yes.


MS. TAYLOR:  —— that the Quadlogic installation for that building that went that way would cost more?


MS. ZARNETT:  Would cost more by comparison, or if the same building with the same service configuration into the building had gone with less expensive meters, the Quadlogic would be less —— would be more expensive to serve than the alternative.


MS. TAYLOR:  Thank you.  I have no more questions.


MR. QUESNELLE:  Just following up on that last point, then, is there any distinction that can be made or any natural - what is the word I am looking for - occurrence that you would have Quadlogic naturally drawing on secondary or not versus the normal suite meter?  This is more perhaps —— I recognize this is an input that you are getting from engineering at Toronto Hydro.


Is there anything that we could determine that would distinguish Quadlogic as attracting secondary costs versus a normal suite meter?


MR. GRANT:  Generally speaking, there is no relationship between the supply to a building and the type of meters in that building.


You may say that when large buildings are going up that are more likely to want to have the compact metering, Quadlogic metering, those large buildings generally would not be served by secondary supply from Toronto Hydro.


But, otherwise, there is no —— there is no reason why you couldn't have Quadlogic in a small building that is served by secondary or a large building that is served by primary.  There is no relationship.


MR. QUESNELLE:  So to be clear, then, we can't depend on an offsetting factor to be present in those situations any more than you would in any other situation; is that correct?


MR. GRANT:  That's correct.


MR. QUESNELLE:  Okay.  Ms. Zarnett, could I ask you —— this is a more —— not specific to this study, but just in general in your expertise in cost allocations.  What are the typical regulatory at the tenets that would drive the need or the desire on behalf of the regulator to separate out a class and track costs separately?


MS. ZARNETT:  Wow.  I think you have one class if you can depend on the customers within it to be homogenous in key variables on a long-term basis.


So that means as to anything that affects their cost profile.  So that can be the technology by which they're served, the back office services who answers the phone to them, but, as well, very significantly, of course, their load levels and load shapes and the —— I guess it is a fundamental in defining classes that there is a high level of homogeneity among the classes and that, therefore, the rates that are designed for one class apply on a reasonable basis across all of the customers in the class.


If you find that that is not the case, kind of the first level fix is with rate design, the way a meter credit was intended to apply to unmetered scattered loads to compensate for the fact they have no meter-related costs.  If that still results in an identifiable permanent group being different in its cost profile, then I would say you need to look at reclassification.


MR. QUESNELLE:  Okay, thank you for that.  Maybe I will take it up one level higher.


Why do we do cost allocations at all?  Why do we worry about it?  What is in the public interest in doing cost allocations to begin with?


MS. ZARNETT:  Because the rates are —— they're monopoly rates and non-competitive.  It is important for there to be —— for there to be a basis of fairness.  And that basis, from the earliest regulation, has always been, by definition, that customers pay in accordance with the costs that they impose on the system.


So the purpose of the cost allocation study is to determine what costs each class of customers imposes on the system and to make that a basis of check as to whether the rates recover, over-recover, under-recover and that there is no undue levels of cross-subsidy.


Of course, once you move from that to the level of rate design, the cost allocation study is not the only factor that is considered by a regulator in setting rates.


MR. QUESNELLE:  So to the extent that that appears to be driven by inter —— within the monopoly service, it is within and amongst the classes of customers, in your experience, have regulators also considered external impacts of cost allocations - going to the competitive issue here - that the working group has brought forward as an issue and a concern of theirs, that to an extent you are worried about fairness within the rates class and the distribution of costs, the collections of revenue and the matching which you described earlier, do regulators typically, or have they, concerned themselves with cost allocations from a perspective of ensuring that they are not interfering with non-monopoly markets?


MS. ZARNETT:  I am not aware of any instance where that was very specifically taken into account.  I know there are certain economists, schools of thought, that say where there's a higher —— oh, man —— price elasticity of demand, that that can be brought to bear in considering what various customer classes should pay.  So that's one aspect.  But ——


MR. QUESNELLE:  Okay.


MS. ZARNETT:  —— I am not aware that someone has said, Well, these customers can leave, and therefore —— and which way that should hold sway, whether that should increase the rates or whether, if you are looking, for instance, at industries, do you want to subsidize the rates in order to keep them with the system and gain the benefits that they provide for other customers.


MR. QUESNELLE:  Does your expertise expand into the economics world at all, in general?  I want to ask you a question, but I want to frame it —— it is more of an economics question than anything.


MS. ZARNETT:  I am not per se an economist.  If it relates to rate design, I have expertise there.


MR. QUESNELLE:  I will ask the question.  And just the —— I suppose the notion that within cost allocations we are looking at the matching principle, fairness within the customer classes, to the extent that we would want, as an economic regulator, to incent good economic behaviour, we would want price signals out there to be a determining factor and allow people within that, it has been said that we have, from a regulatory tenet point of view here, that we do not necessarily ascribe specific costs to specific customers, that generally, if they're within a class, there is some intra-class —— inter-class cross-subsidies, and that is allowable, that is acceptable, in that we don't measure out distances from substations when we are determining the costs for a residential customer.


MS. ZARNETT:  Yes.


MR. QUESNELLE:  I think that is the type of thing you are alluding to.


But in that —— where there is a situation —— and we have one here, and I think Mr. McLorg accepted it 

earlier —— that there is a competitive concern here and interference with competition, would it not be in the —— as an economic regulator, would it not be in the public interest to instill a system that illustrates the most efficient, economically efficient, decision that people have before them?  They're making choices between A and B?


It may be that there is some acceptable cross-subsidization within the rate-making perspective, but if that interferes that —— and I am not suggesting that we incent one way or the other, but that looking for the actual costs would be something in the public interest?


MS. ZARNETT:  I think the way you have put it, it is undeniably —— it is undeniable.  The question is how that would operate and whether it would apply strictly for the meter.


But I think that it is clear also that as long as the residential class as a whole has a lower-than-unity revenue-to-cost ratio, that the customers in electing perhaps to go with the competitive supplier for meters should not be in a position to lose the benefits that they have in the rates for the —— all the other pieces of their service.  And that would be, I think, of concern, in terms of, how do you treat it?


MR. QUESNELLE:  Thank you.


MS. HARE:  One quick question.  Could you just summarize for me your explanation as to why or why not these customers should be in a separate rate class?


MS. ZARNETT:  Well, I don't think —— well, I have concluded absolutely that the results of this study, if they were already in a separate rate class and the cost-allocation study was done in accordance with the Board methodology, which is how it was done, there is —— the finding is that the rates that they pay recover the costs that they incur.


The other, I guess, consideration is that, on the basis in which it was defined, 9,000 customers with very specific metering and very specific buildings, that we don't know how this class will grow.


And as a result it is, I think, a stretch, in terms of policy, to say on the basis of a small number —— of a number that is below unity, that there is something wrong.  I think it came in reasonably in alignment.  I don't think that the treatment of these customers under the residential rate has in any way been adverse to the other customers in the residential class.  And as a result —— like, they're paying a rate that is fair, based on the information that we have to date.


So I think that the Board has shown itself historically to be adverse to creating new classes where there's —— where there is no meaningful distinction.  In terms of revenue-to-cost ratio, in terms of the nature of these customers, they're residential, residential loads, that the customers should have the rate that they would otherwise get.


MR. McLORG:  Mr. Quesnelle, I wonder, as a recovering economist, whether I could add one comment that might respond to your former question?


MR. QUESNELLE:  And actually, I was going to offer it to both yourself and Mr. Grant, exactly the question that I posed to Ms. Zarnett, but —— and still, I have something else that might be connected to what Ms. Hare was just asking.


MS. TAYLOR:  The answer that you provided, which basically is the rate class is working, I guess it is a seductive answer that one could fall into, but there is this sort of nagging problem with the cost-allocation studies, as they've now been twice filed, and it is simply this, that the Quadlogic meter is double the cost of the other suite meter, and it is being charged the same rate, and there are certain other issues.


So if it was just the matter of a monopoly service and the allocation within the cost and revenue within a monopoly service, we probably would not be having this discussion.  However, there is, because of technological change, because of legislative change, there is a presence of a competitive market, which, I cannot reconcile the answers that you provided, the cost-allocation study, which is, again, the cost is double, the allocation of the other associated costs is nebulous at best, from the study, that there seems to be a bunch of allocations going on, and I have a difficulty determining whether they are absolutely consistent, to be honest with you, with the policy, but we will have to get there, and the Board's —— just the numbers.


So what I need an answer to is, how do we reconcile the fact that these meters cost more and we have a competitive market where there are willing suppliers, and how do we reconcile that from a rate-making points of view?  Should we have one class, two classes, or three classes where we can transparently look at and attribute cost and revenue, given the prior proceedings that the Board has had, that there is very much a competitive market out here, and that the customer has the right to choose these systems, but that the revenues and costs have to match, and it has to be functional to achieve a variety of different objectives.


So how does that change the answer, if at all?


MR. McLORG:  Ms. Taylor, could I just ask whether you would prefer that Ms. Zarnett answer that, and that ——


MS. TAYLOR:  Well, certainly Ms. Zarnett, and then you can take a crack if you wish.


MR. McLORG:  Thank you.


MS. ZARNETT:  Okay.  I guess I am trying to think creatively about this problem, because there is a rate, and the treatment of fixed monthly customer costs, which is the category in which meter-related costs fall.  Historically, every customer in a class has paid the same fixed monthly charge, even though meter configurations within any class can be different.


And the only solution that I could think of that would be fair across the —— across all of the customers is to separate out, to say that meters are a separate charge that is covered for the meter that each individual customer has or within a range - this is a $500 meter, this is a $100 meter - as long as the customer —— or at some point in the process the customer has choice, because, Mr. Quesnelle, you said, if they're a distance from the substation, or these things that are driven by the utility, cannot be allowed to affect what the customer pays.


Customers should share that.  But if the customer has choice, then it is possible to separate it.  But if you do so, it needs to be separated for all customers, so that every customer pays appropriately with regard to the non-meter costs.


MS. TAYLOR:  Okay.


MR. QUESNELLE:  Mr. McLorg.


MR. McLORG:  Thank you, sir.  I think I have altogether three comments responding to the questions that have been raised by the Panel Members.


And perhaps in reverse order, I would venture into an area perhaps that is Mr. Seal's more properly, but in my former life at Consumers Gas, I was manager of rate design, and I just wanted to mention that the cost allocation exercise is not one that I would characterize as being nebulous.


I think the cost allocation exercise, necessarily, demands that judgment be exercised by utilities and by, of course, their regulators with respect to the allocation of costs that aren't observably attractable to a given customer or a given customer class.  So the allocation of common costs is a good example of that.


But, generally speaking, the Board itself, in very intensive consultation with utilities and stakeholders, went through a very rigorous exercise in developing the cost allocation model that is currently used.


And that model itself, going to my second comment, recognizes that the costs to serve any identified class of customers is not characterized by predominantly a single cost relating to one piece of equipment, but is, in fact, the summation of a variety, a large variety, of different costs, some of which, when compared between classes, may be higher or lower individually.


So in the present example, we have a situation where, were we to identify a sub-class of residential customers, we can say that meter costs for those customers are higher, but, at the same time, the associated characteristics, as they are really observed on our system and not just attributed by us, are such that the other costs of providing service to that customer class, such as the use of secondary assets and so on, are offsettingly lower.


So my general point is that the final costs to serve each class is a combination of many factors, and each of those individual factors, when compared across classes, might be higher or lower, but I think that the Board has historically and uniformly regulated utilities on the basis of the costs to serve.


And that then leads to my third point, which is that in my estimation, with an economics background, it has been the case that the Board has always relied on a concept of the cost to serve, and I distinguish that from a corresponding but quite different concept, which is the value of service provided.


Now, the Board has never attempted to set rates based on the value of service provided, but in the open, contestable, competitive market.  That is virtually the determinant of price.  Price is determined by the interaction, of course, of both supply and demand.


Demand, though, is literally a function of the value that people place on the service that is provided to them.  And, in fact, the basis of cost-of-service regulation, as opposed to value-of-service regulation, depends on the fact that in a monopoly position, monopolies in fact have in early history and could without regulation take advantage of the fact that the value that people place on being —— having access to electricity is actually greatly in excess of the costs that they are actually charged.


So I would have —— to summarize, I would have very significant concerns around the Board departing from a cost-of-service framework and venturing into a value-of-service framework, because that value of service cannot be traced back to the costs that are actually incurred by the utility.


And I haven't had a chance to confer with my colleagues about this, but it is certainly my opinion, based on my knowledge of Toronto's policy generally, that we are content with the cost-of-service approach.  And were the Board to decide that it wanted to redefine classes and construct a new cost allocation based on those newly defined classes, we would, again, be content to accept the outcome of that exercise.


I would say that, just with respect to one technical point, it is certainly my understanding and belief that the definition of classes itself is actually a step prior to the exercise of cost allocation.  Cost allocation could not proceed without the classes already being defined to begin with.


So it is not clear that you could do that in reverse order, that you could carry out a cost allocation exercise, and then use that somehow to define new classes.


It is, rather, the case that the classes, as Ms. Zarnett pointed out, would be defined on the basis of the similarity of customer characteristics and loads that they —— costs that they exert on the system.


MR. QUESNELLE:  If I could just stop you there, Mr. McLorg, first of all, I think we have to clarify that I don't think any of the Panel Members, through their questioning, were even hinting at the notion of going to a value-based cost system within the monopoly world.


We were talking about the nexus of the monopoly world and the competitive market, and how do we manage, as regulators, the rub points, and it was not with any intention to import.


So I don't think you or Toronto Hydro has to be concerned that that would be something coming out of this proceeding, Mr. McLorg.


MR. McLORG:  Thank you, sir.  I do apologize if I misinterpreted your comments in that way.


MR. QUESNELLE:  I think you were drawing the distinction between the two worlds and how decisions are made.  But I think what the Board does have a record - clearly a record - in this case, and as you accepted earlier, there is a competitive market for this, and this class of customer can have an impact on it in decision making when people are making their choices.


If the —— and I just want to pick up on the last thing you mentioned, that the cost to serve, if the Board were to direct that a class of customer does exist - that is, the Quadlogic class of customer - and made that determination on the iterative process —— and I am going to stop myself here for a second to ask Ms. Zarnett to comment on something.


Mr. McLorg just talked about the serial process of identifying classes, and then doing cost allocations.  Is there room there for an iterative process that once you get to the cost allocation process and it turns out that you have an outlier of costs associated within that class, that it can bring you back up to the next level and say, Well, okay, we have just determined there is something distinctive about this class which is likely to be maintained in the long haul?


MS. ZARNETT:  Yes.  What we are talking about essentially is hypothesis testing.  You define two sub-groups and see how they compare.  And that's consistent, I guess, with a requirement in New Brunswick to analyze separately electric space heating and non-space heating to determine what the differences were in those two groups and whether they should in fact be treated separately or remain a single class.


MR. QUESNELLE:  Okay.  Thank you.


Had you finished, Mr. McLorg, with your response to the Board's questions?


MR. McLORG:  Yes.  I also apologize for the length of it.


MR. QUESNELLE:  Thank you.  Do you have anything else?


Mr. Rodger, redirect?


MR. RODGER:  Thank you, sir.

Further Examination by Mr. Rodger:


MR. RODGER:  Ms. Zarnett, just turning to you, you had an exchange with Ms. Taylor around secondary costs and around the ratios that are applied and how they're applied to a number of different allocators.


When you were talking about —— with that discussion, were you talking about the Board's cost allocation process?


MS. ZARNETT:  Yes, I was.


MR. RODGER:  Now, my friend Mr. O'Leary posed a number of questions to this panel roughly around the economics of this so-called competitive environment around suite meters or sub-meters.  And you explained, Mr. McLorg, how —— the reasons why Toronto Hydro doesn't charge developers to install these systems, because of the double-recovery issue.


But let me put both to you, Mr. McLorg and Mr. Grant, whoever wants to answer, given your experience in this environment to date, are you aware of situations where a private smart sub-meter provider have made cash payments to condo developers in exchange for those condo developers installing the private smart sub-meter systems in those buildings?


[Witness panel confers]


MR. GRANT:  Toronto Hydro certainly has heard of these incentives being paid, just by nature of our involvement in the industry.  And specifically when Toronto Hydro is making our offer at zero cost, we have been specifically asked, Can't you do better than that?  I have something better to compare to.  So we conclude that the only thing better than zero is being paid to install meters.


MR. RODGER:  And has Toronto Hydro ever paid a condo developer to install a sub-metering system in its building?


MR. GRANT:  Absolutely not.


MR. RODGER:  Would it ever do that?


MR. GRANT:  No.


MR. RODGER:  Now, there has been a couple of issues raised generally about this being a competitive —— or a market situation.  And I want to pose a situation to you and get your response, either Mr. Grant or Mr. McLorg, and that is, if the private smart sub-metering business was actually owned by a condo developer —— in other words, it really wasn't a competitive market at all, that the 

condo —— that the condo owner, because they owned, the private-sector provider would say, You are going to use this —— would that constitute a real market if that situation occurred?


MR. GRANT:  Our understanding is indeed that has occurred, and I guess it is up to the Board to determine whether that is a market.  But really, there is no opportunity for Toronto Hydro or, I would suggest, other sub-metering suppliers to "win" the contract to install metering in those cases.


MR. RODGER:  Because Toronto Hydro would be excluded from the get-go.


MR. GRANT:  That's been our experience in some cases, yes.


MR. RODGER:  And is that a competitive market, in your view?


MR. GRANT:  Not in my view, no.


MR. RODGER:  No?  And am I correct when I say that, has this Board ever examined this situation?  In other words, has there been an examination, in your view, to see really how competitive this market is?


MR. McLORG:  Not to our knowledge, Mr. Rodger.


MR. RODGER:  Thank you, Mr. Chairman.


MR. O'LEARY:  Mr. Chair, I didn't object to my friend's questioning, although I would submit that there is some real question as to whether or not this is proper re-examination, whether or not it was directly related.


But with your permission, I would ask for the right to at least ask this panel some questions about what ultimately is some new evidence.


MR. QUESNELLE:  Mr. Rodger, what was the —— what are you relying on?  First of all, I didn't understand, and maybe I was taken off-guard there, as to the proposition you are putting forward, as to what the ownership issues and the cash issues...


MR. RODGER:  Well, I think, you know, my friend and I think, you know, the Panel itself have raised this premise that what we're dealing with really is a market situation, a truly competitive market.


MR. QUESNELLE:  I will provide this, and this has been my understanding of the discussion so far on this, that nobody has denied that a market exists.  Whether or not THESL is directly a participant in that market is not, I think, the subject matter here, and that they are not necessarily competing on the same footing, but they are interfering, or potentially interfering, and can be interfering, with a competitive market.  And I think there is a subtle difference here, Mr. Rodger, and I am not sure what premise you are putting forward in —— underpinning your question here.


MR. RODGER:  I think it is a premise to try and clarify, in fact, is there really a market.  And there is not —— in the sense that it is being —— and the questions were being asked that it is kind of a competitive environment, and that there is, you know, essentially, a level playing field, or there's issues around a level playing field.


My question to the panel was, that works two ways.  We have to kind of understand the whole picture to really make an assessment of that.  And if, for example, as we've heard the witnesses say, that, you know, certain private-sector entities provide cash payments to get their systems in place, and if perhaps those private-sector entities are also ——


MS. TAYLOR:  Mr. ——


MR. RODGER:  —— owned by condo developers, then that changes the nature of really, do we have a market or not.


MS. TAYLOR:  We have had no evidence of anything that relates to whether payments have been made or received.  He concluded that if there was something better than "no cost" that it was some sort of payment, but he has not provided any form of evidence, other than his own supposition and conclusion to what he observes to be a commercial practice, of which he has provided no evidence either.


MR. QUESNELLE:  On that I think we will let Mr. O'Leary have a submission on this point.

Further Cross-Examination by Mr. O'Leary:


MR. O'LEARY:  Well, and I raise it because it is not just the question of the existence of a cash payment.  It is the suggestion that there is some —— something improper by the cash payment.


And members of this panel will recall in past proceedings in fact there was a contract of one of the members of the group that was put to this panel, and this panel, or members of this panel agreed —— and correct me if your recollection is wrong, Mr. McLorg —— that that sub-metering company was in fact paying the developer's sub-contractor for the installation of the Quadlogic system.


Do you recall that, Mr. McLorg?


MR. McLORG:  I'm sorry, Mr. O'Leary, I don't distinctly recall that.


MR. O'LEARY:  All right.  But is it possible that in fact if there is a payment ever being made by a sub-metering company to a contractor, that what it is for, because the sub-metering companies don't have their own installation staff, that the payment is for in fact the installation of the equipment by the developer's contractor?


MR. QUESNELLE:  Gentlemen, gentlemen, I think we are getting into an area here that —— where both sides are guilty of the same thing here.  I think we are moving into an area which I don't believe is helpful to the Board.  I think the Board has a record that it has heard this morning.  And given the previous records on this matter —— we understand that it is an important matter, and the evidence that was brought forward and pre-filed, and the studies, I think, provides the basis for the Board to go forward on this at this point.


I think the response is what it is, to the Board's further enquiry, and we are satisfied with the answers we received on this this morning.  And it fills the record to the extent that we need to have it filled on this issue at this time.  I think we are venturing into areas that go beyond what we have to decide in this case.


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


MR. QUESNELLE:  Okay.  Mr. Buonaguro?

Further Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Thank you.


Not having anything to do with this discussion here.  In my cross I referred to a particular citation in the original BDR report, and I didn't actually read it into the record, and I just wanted —— I did have Toronto Hydro, and I think it was Mr. Seal in particular, read it, and asked him whether he agreed or not.


I just want to make sure that it is clear on the record exactly what paragraph I was talking about, just so that there is no confusion afterward.  So it was actually Exhibit L1, tab 3, schedule 1, which is the original BDR report.  And what I asked him to read was at page 24, the first full paragraph under heading 5.2, "conclusions as to cross-subsidization within the residential rate class".


And I don't expect him to reread it and change his answer or anything like that.  I just want to —— or to have him change his answer.  I just want to make sure that that is the paragraph he read and that is what we were talking about.


MR. SEAL:  I can confirm.  That is the paragraph I read and responded to.


MR. BUONAGURO:  Thank you.  Thank you very much.


MR. QUESNELLE:  Thank you for that, Mr. Buonaguro, Mr. Seal.


Will that be all for this panel then, Mr. Rodger?


MR. RODGER:  Yes, thank you, sir.


MR. QUESNELLE:  Okay.  The Board will take its lunch break.  Thank you, panel, for your answers this morning.  It is very helpful.  Thank you.  We will break until two o'clock.


——- Luncheon recess at 12:52 p.m.


——- On resuming at 2:08 p.m.


MR. QUESNELLE:  Thank you.  Good afternoon.  Please be seated.


Any preliminary matters arise over the break?  Mr. Rodger, your next is panel up.


MR. RODGER:  Yes.  Thank you, Mr. Chairman.  We are ready to proceed with Toronto Hydro's panel 2.  I would ask first that the witnesses go forward to be sworn or affirmed.

TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 2


Thor Hjartarson, Sworn


Ivano Labricciosa, Sworn


Colin McLorg, Previously Sworn

Examination by Mr. Rodger:


MR. RODGER:  Mr. Chairman, as I said earlier this morning, this panel 2 deals with three issues, issues 4.2, 9.2 and 9.3, the electric vehicle charging and the greening of the fleet issues.


The three members of the panel are Ivano Labricciosa, Mr. Thor Hjartarson and Colin McLorg, again.


So Mr. Labricciosa, to start with you, you are the vice president of asset management at Toronto Hydro-Electric System Limited?


MR. LABRICCIOSA:  Yes.


MR. RODGER:  Your CV has been provided to the Board as Exhibit A1, tab 9, schedule 2-8?


MR. LABRICCIOSA:  Yes.


MR. RODGER:  Mr. Hjartarson, you are the manager of system reliability planning at Toronto Hydro-Electric System Limited?


MR. HJARTARSON:  Yes.


MR. RODGER:  And I understand that your CV has been provided to the Board as Exhibit A1, tab 9, schedule 2-5?


MR. HJARTARSON:  Yes.


MR. RODGER:  Mr. McLorg, you have already been sworn and you remain under oath at this panel?


MR. McLORG:  Yes, I do.


MR. RODGER:  Panel members, was the application supporting materials prepared by you or under your supervision?


MR. LABRICCIOSA:  Yes.


MR. HJARTARSON:  Yes.


MR. McLORG:  Yes.


MR. RODGER:  Do you have any corrections to the evidence at this time.


MR. LABRICCIOSA:  No, not at this time.


MR. HJARTARSON:  No.


MR. McLORG:  No.


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


MR. LABRICCIOSA:  Yes.


MR. HJARTARSON:  Yes.


MR. McLORG:  Yes.


MR. RODGER:  And do you each adopt this evidence as your own evidence in this proceeding?


MR. LABRICCIOSA:  I do.


MR. HJARTARSON:  Yes, I do.


MR. McLORG:  Yes, I do.


MR. RODGER:  All right.  Now, Mr. Labricciosa, in Exhibit G1, tab 1, schedule 1 of the prefiled evidence, under the heading "Smart Grid Plan", you have included descriptions of Toronto Hydro's proposals for including certain costs relating to electric vehicle charging infrastructure and for what has been referred to as the greening of Toronto Hydro's fleet.


Would you please briefly summarize your proposals on both of these matters for the Board?


MR. LABRICCIOSA:  On the EV charging infrastructure, as we are all well aware of, the provincial policy is out there to promote the take-up of electric vehicles in Ontario.  Since these electric vehicles will be charged throughout THESL's distribution system, we need to begin to understand what technologies are in the market, how they perform, and what impact they will have on our grid.


The impact on the grid is the most important aspect for us.  We need to be able to manage this charging infrastructure as it becomes integrated with the distribution system.


So in 2011, we intend to install several charging stations in Toronto and begin to get information regarding these systems.


We have budgeted in our submission $600,000 for 2011 rates, and our intention is to report back to the Board in our next rate filing and summarize our experiences with the technology.


MR. RODGER:  And what about your proposal with respect to the so-called greening of the fleet?


MR. LABRICCIOSA:  The greening of the fleet is one of the components that THESL has in its ongoing environmental initiatives.  THESL's goal is to be carbon neutral by 2020.  And in pursuing this objective, we are adopting, purchasing and operating initiatives intended to reduce the carbon footprint.


Part of the strategy is to introduce greener technologies into our fleet, and, for example, we have purchased 30 hybrid vehicles in 2010, and for 2011 we're investigating alternative technologies, such as biodiesel fuel trucks, as well as electric vehicles for planned vehicle change-out.


We are using alternative low emission fuels, such as ethanol and biodiesel, to try and achieve our goal of a carbon footprint reduction.


Also, we continue to pursue ongoing studies of plug-in hybrid electric vehicles and all electric vehicles in 2011.  So with that in mind, we are budgetting and putting before the Board in its application a $2 million increase for the greening of the fleet for 2011.


MR. RODGER:  Thank you, panel.  Mr. Chairman, the panel is now available for cross-examination.


MR. QUESNELLE:  Okay.  Any parties cross-examining this panel?  Board Staff, do you have questions?

Cross-Examination by Ms. Sebalj:


MS. SEBALJ:  Good afternoon, panel.  My name is Kristi Sebalj.


My first set of questions relate to the electric vehicle charging infrastructure, and the first is just one of clarifying terminology.  In Exhibit R1, tab 11, schedule 26, which is VECC IR No. 26 —— I don't know that you have to turn it up, but you refer to ongoing study of plug-in hybrid electric vehicles and electric vehicles.  I assume that that is synonymous with electric vehicle charging infrastructure?


MR. LABRICCIOSA:  That's correct.


MS. SEBALJ:  Thank you.  In that same IR, you indicate that THESL has not conducted a business case for this initiative, because it has been undertaken as part of the company's commitment to become carbon neutral by 2020 rather than for purely financial reasons.


Can you just confirm that for me, that no cost-benefit analysis was done on this?


MR. LABRICCIOSA:  Costs were reviewed, but when people ask questions along the term "business case", I mean, there are formal aspects to the business case.


There are business reasons for doing this, but no such formal business case.


MS. SEBALJ:  When you say costs were reviewed, in what form did that review take?


MR. LABRICCIOSA:  The capital costs of procurement and some of the maintenance and ongoing operating costs, reduction in the fuel, some of the support pieces related to managing that part of the fleet.


MS. SEBALJ:  Do you have any documentation related to that?


MR. LABRICCIOSA:  We did submit them in the IRs in terms of the reduction of fuel charges, and the costs associated with maintaining these vehicles are included in our op-ex costs.


MS. SEBALJ:  Thank you.  Do you have an expectation, as far as an outcome for this project is concerned?


[Witness panel confers]


MR. LABRICCIOSA:  It is a good question, in a sense that much has been said about the electric vehicles and its impact on the distribution grid.  Many people describe it as a disruptive technology, at least from a utility perspective.


It would be pretty hard to say we don't have any preconceived notions, when most people's experiences or discussions on that topic seem to be somewhat alarmist from a grid perspective.


Our expectation is we are going to see load increases and we are going to have to manage it.  We are going to have to do some change-outs on the grid in preparation for that, depending how they're used and they're clustered.


We do think, though, we will be —— we will learn a lot from it, but we will not have to experience widespread outages and other things that people have described as a potential impact of EVs on the grid.


MS. SEBALJ:  I assume when you talk about widespread outages, that would be for a more expansive project.


For this pilot, in particular, do you have any expectations with respect to what you might or might not find?


[Witness panel confers]


MR. LABRICCIOSA:  Yeah, I think what we can expect of this demonstration work would be learning more about the customer —— customer use of this equipment and how —— and the patterns and behaviours around how they use EV in their everyday use.


We will also better understand some of the grid changes and grid impact in terms of load.  The initial expectation is the load will double in terms of a household, if you consider a vehicle added to a household should double that load on the grid.  I think those are the only sort of preconceived notions we have.


I will add one other piece, though.  I will add, we have been talking to manufacturers, and we get a variety of estimates as to how many will show up and how they will be disbursed throughout the city.  Our initial view is that there will be a few showing up, and mostly in Toronto.  And they will be randomly disbursed in the community.  We don't think they will be pocketed areas of the city that they will all show up in.


MS. SEBALJ:  And so given that you don't have a —— strictly speaking, you haven't provided a cost-benefit analysis, we're interested to know how you will define "success" of this demonstration project, or failure.


[Witness panel confers]


MR. LABRICCIOSA:  We are interpreting your question as coming —— as in relation to electric vehicle file, as opposed to greening of the fleet, because the question sort of morphed over between the two files.


So on the electric vehicle file we define success as being able to learn as much as we can, in terms of the interaction of the vehicles with the grid.  And we will call "success" in —— we will define success as happening as the implementation of electric vehicles without any adverse effect on the grid itself.


MS. SEBALJ:  And so is there a vision?  Is this sort of a pilot, but there is a larger vision over the next five or ten years?  Or is this truly a pilot, in that after, you are going to sit down, talk about it, and see what the results were?  I assume that there is a broader vision for uptake of electric vehicles and how Toronto Hydro is going to handle it.


MR. LABRICCIOSA:  In the application before you, it really is for this demonstration pilot right now.  After we do the work, I think we will —— we will have a clearer view of what the future will hold, in terms of uptake, and how much more infrastructure would be required and what other investments will be made.


MS. SEBALJ:  And is this —— I am just reminding myself whether it is in here, but what's the timing on this project, in terms of, does it have a beginning and an end?


MR. LABRICCIOSA:  It did.  When we filed the application back in ——


MS. SEBALJ:  August.


MR. LABRICCIOSA:  —— quarter three of last year, or quarter two, quarter three of last year, we had anticipated vehicles would be already starting to find their way into Toronto.  Our latest update is at least end of Q2, beginning of Q3, when some of the manufacturers will bring their vehicles up to Toronto.


We are —— we have put plans in place to install some of the infrastructure, but as you can appreciate, it will be dependent on where they're going to be located to support those vehicles.  We would expect to put the infrastructure in —— in place by the end of this year for certain.


MS. SEBALJ:  And did you —— I think you said in your preliminary comments that you are targeting three locations?


MR. LABRICCIOSA:  Oh, no.  More than three.  Several locations.  Multiple.  I think we are looking to put at least 30 to 40 charging stations throughout the city.


MS. SEBALJ:  And have you mapped those out?


MR. LABRICCIOSA:  Again, it would be dependent on where the vehicles show up.  We would expect to have a fair distribution across the city.  One of the issues in this file is range anxiety with electric vehicle owners.  So to alleviate that anxiety you have to have enough distribution of charging centres to allow people to feel comfortable at moving from one end of the city to the other.


MS. SEBALJ:  And how does the relationship work between you and the —— how do you know what the uptake is of electric vehicles?


MR. LABRICCIOSA:  It is a good question.  It is one that the industry is somewhat learning, trying to learn more about.  The traditional model is, vehicles show up in the showroom and people walk into a dealership, purchase a vehicle, and take it home.


With this model, with the electric vehicle model, it is going to be somewhat different.  Manufacturers are trying to ensure that the supporting infrastructure is in place before that vehicle sale happens.


And from the utility perspective, we are working very closely to get an estimate of how many vehicles they're bringing into the market, so we've got a view as to what the penetration will be in a geography.


We are learning that the manufacturers are —— are very concerned that the supporting infrastructure will not be there, and so they're making it very clear to us that they want to work with the utility to let us know where those vehicles are showing up in advance so that the infrastructure can be in place to support it so they can communicate that to their customer, as well as our customer.
So it is an interesting learning, at least from our perspective, in dealing with the manufacturers, and there are several out there that are coming out with model vehicles, and that is part of this experience.  It is getting in closer with —— with a group of customers or stakeholders, the manufacturers, that we probably didn't have their attention in the past, but we are building that relationship as we go forward.


One of the thoughts is that utilities and manufacturers work closely together to project out where the sales are going to be and to have infrastructure in place.


MS. SEBALJ:  And this goes to —— your application talks about emerging trends in the automotive industry, and I assume that is what we have been talking about for the last couple of minutes, but are there —— are you learning lessons —— this can't be the first jurisdiction, so are the manufacturers providing information with respect to trends in other cities of similar size, or what kind of lessons are you able to learn in that respect?


MR. LABRICCIOSA:  It is —— again, a very good question.  It is emerging south of the border.  That seems to be the places where these cars are showing up first.  And there are different models in place.  If you go to California, the model seems to be separated between the manufacturers of vehicles and the distributors of electrons.


They are not working hand in hand to sort of move forward on the model.  They will sell vehicles, and infrastructure will show up and utilities will connect up to it.  That is kind of the California view.


The Florida view, when you look on the other side of the U.S., is quite different.  It is more aligned with the model I've just described to you, where utilities and sellers of vehicles or manufacturers of vehicles are coordinating in advance before vehicles go out into the marketplace.


Those are sort of the two ends of the spectrum in sort of the more mature markets.  As it is finding its way north, we're finding there are different —— different models that are coming into play with respect to settlement systems.  Michigan has a certain set of views as to how to settle electric charging, whereas New York is experimenting and finding —— using a different model.


One of the models in Michigan has been a sort of flat rate, all-you-can-eat kind of buffet type of charging arrangement, which requires a different infrastructure and different support, whereas in New York they're doing a pay-as-you-play kind of concept.


Most of the dialogue seems to be around time-of-use pricing, seems to be something people are trying to sort of chase at, and some elements around separate rates for charging infrastructure.


MS. SEBALJ:  And does Toronto Hydro have a view?


MR. LABRICCIOSA:  Not yet.  We are at the —— we are at the front end of this learning curve and trying to drink as much from the fire hose as we can, in terms of others' experiences.


MS. SEBALJ:  I believe that you refer in your evidence —— but I also have copies here —— of the Board's filing requirements.  It is EB-2009-0397, and the title is "distribution system plans, filing under deemed conditions of licence".  I have three full copies for the Panel, but in order to save trees I just printed the relevant excerpt for other parties.


[Ms. Sebalj hands out the excerpt]


MS. SEBALJ:  Oh, the panel.  They panel might want a —— oh, the witness panel?  Can we make sure that at least one of the witnesses has a copy of it?


I am just going to —— there is an excerpt on page —— I believe it runs from page 18 to 19.  It says:

"The Board expects the distributors will, prior to making smart grid-related expenditures, familiarize themselves with that work to ensure that efforts are not being unnecessarily duplicated."


And then I believe this is a little bit further down on page 19 —— didn't keep a copy for myself, but ——


MR. McLORG:  Sorry, Ms. Sebalj.  We don't appear to have page 19.  We've got page 17 and 18.


MS. SEBALJ:  Well...


MS. TAYLOR:  Kristi, I can give them mine and I will share with Ken.


MS. SEBALJ:  My apologies.


MR. McLORG:  Thank you, Ms. Taylor.  I appreciate it.


MS. SEBALJ:  Yes.  I apologize for that.  I printed without looking at what I had printed, clearly.


So the paragraph on page 18 is the second from the bottom.  It is the second to last full paragraph, and in the middle of that paragraph is the excerpt that I just read:

"The Board expects the distributors will, prior to making smart grid-related expenditures, familiarize themselves with the work to ensure that efforts are not being unnecessarily duplicated."


Then if we flip to page 19, for those of us that have it, there is, part-way through the page, number 1, and it says, "Smart Grid Demonstration Projects".  I will just draw your attention to the four last bullets, and I will read them into the record, given that not all of us have a copy.  The first is:

"Confirmation that the distributor has undertaken a review of other demonstration projects as reported on the Board’s website or elsewhere, to determine what has already been learnt about the technology."


The second —— sorry, it is actually the fourth bullet:

"Information on any other demonstration projects that have been conducted using the technology and a discussion of why additional demonstration is necessary."


The next bullet:

"A discussion of any joint participation agreements, information sharing arrangements and other efforts that the distributor has made to avoid undertaking projects that unnecessarily duplicate other ongoing or planned demonstration projects so as to avoid redundant demonstration projects."


And, finally:

"A description of the formal evaluation that will be performed to assess the value of the projects.  The evaluation should be suitable for sharing with other distributors."


So in that context, I am wondering if you can let me know whether Toronto Hydro has conducted any research for the purposes of comparing this project with any other demonstration projects of a similar nature?


MR. LABRICCIOSA:  Again, we tried to describe how we are scanning around this, both south of the border and around us, adjacent to other jurisdictions at least in Ontario, and across Canada.


To our knowledge, there are no large-scale —— larger than one implementations of electric vehicle infrastructure and electric vehicles in Canada.


In the US, the regulatory jurisdiction is somewhat different.  So from our perspective, we just watch —— we might be duplicating in terms of some of the technologies, battery, charging station, those kinds of elements, but how they work in a different regulatory environment is how we're trying to learn from our experiences up here.


So to my knowledge, I don't believe we're duplicating across Canada, although from a deployment perspective, we know that both Hydro-Québec and BC Hydro are doing some work.  They have made some announcements and we have enquired about details but, to our knowledge, no vehicles have shown up yet on the streets.


MS. SEBALJ:  So I assume, then, you are not currently engaged in any joint participation agreements?


MR. LABRICCIOSA:  Not with other utilities, per se.


MR. McLORG:  Ms. Sebalj, if it is helpful, I might add that clearly we see a strong linkage between the GEA plan that we intend to be filing next year and - or I should say this year, I'm sorry - and the policy directives of the province regarding the uptake or the adoption of electric vehicles, and so on.


One of the points of distinction, though, between electric vehicle charging and other elements of the smart grid that you might consider to be intelligence of the grid, self-healing capabilities and that kind of thing, is that this is really the introduction of a new kind of load, and the proliferation of electric vehicles is really imminent, in our view.


We have information that manufacturers will start making vehicles available here in May, and so we did feel it was necessary, in advance of our general GEA filing, to get a leg up, so to speak, on this file and begin to learn what we would need to learn, even in the absence of the GEA, given the fact that electric vehicles are expected to start appearing very shortly on our system.


MS. SEBALJ:  Thank you for that.  That was my understanding.  I didn't —— in referring to the filing requirements, it was more for context than as a compliance issue.


MR. McLORG:  Sure.


MS. SEBALJ:  Finally, I think this is my last question on the electric vehicle or my last set of questions.


You mentioned third party collaboration, I believe, in your evidence, and I am just wondering if you can elaborate on what that is.


MR. LABRICCIOSA:  We can.  There are —— we have signed on disclosure agreements with the parties we're working with.  You can appreciate, with this emerging technology, everyone is safeguarding their intellectual property and ensuring that we are not cross-threading or overlapping between markets or market share.


We have worked with vehicle charging —— electric vehicle charging infrastructure companies - there are two in the —— two existing companies today, and a third coming into the market - to learn more about those technologies.  And you can appreciate there is level 1, 2 and now emerging level 3 chargers, that are finding their way out into the market space.


We talked about the manufacturing side.  We have some shared arrangements, in terms of exchange of information, to better plan for the electric vehicle file.


We are working with other utilities.  We don't have any agreements.  We are trying to work with them in sharing information and understanding more about their plans and intentions, and, again, we have learned quite a bit from some of the jurisdictions around us, especially the ones that butt up against Toronto.


We think vehicles will show up in Toronto and they will have to find their way either outside of Toronto or will be outside Toronto driving into the city.


So the things around —— questions related to how will we settle those systems and dialogue along the fronts of exchanging information for settlement purposes, when we get to that stage.


And, lastly, there is some back office infrastructure required to support —— support the charging network, and there are some technology companies there that have some experience and are bringing some solutions to the forefront.


That kind of describes the gamut of that whole electric vehicle file and many players who are trying to find their way into that space.


[Witness panel confers]


MR. LABRICCIOSA:  My colleague, Mr. McLorg, suggested that I describe the level 1, 2 and 3 charging infrastructure requirements, the differences between the three.


Level 1 is a basic 120-volt charger.  It plugs into the home, and it has about an eight- to twelve-hour charging cycle for a car.  Level 2 are a 240-volt electric vehicle charger.  It charges in about half the time, four to six hours.


Level 3 is a fast charge.  There are different types.  There is AC and DC charge type systems, and those charge in roughly about an hour or two, or faster depending on which type.


MS. SEBALJ:  I was going to ask you.  You said "when we get to that stage".  What stage are you at?


MR. LABRICCIOSA:  Again, we are just at the front end of this curve, just starting the deployment.  At some stage, we would expect that beyond this pilot we will —— we could envision that there could be a separate rate structure.  We described some jurisdiction in the States that would do that, which would require, you know, metrology and would require a settlement system, an ID'ing system with an account, those kinds of things.


We don't think that is part of this scope we are proposing to you today, but we are thinking that if those jurisdictions are considering those concepts, it would find its way up here, as well.


MR. QUESNELLE:  Ms. Sebalj, before you go on, are you finished this?


MS. SEBALJ:  I am done.


MR. QUESNELLE:  The Panel has some questions, and we thought by would ask them now while we're on topic and everybody has our mind in this subject matter.  Maybe we can do that, and then we will get back to you.


MS. SEBALJ:  Absolutely.


MR. QUESNELLE:  Ms. Taylor, you have some questions.


MS. TAYLOR:  Yes, I did.  Thank you.  I would just like to come back to —— there are really some two programs here, and I think we have mixed some of the answers up a little bit.  I would like to come back to, first, the greening of the fleet and the 30 vehicles that you took delivery of in 2010.


Are those pure electric vehicles or are they hybrids?


MR. LABRICCIOSA:  No, they're hybrids.


MS. TAYLOR:  So they would have no use for the charging stations that you are applying to build, or would they actually be users of the facilities that you are doing the pilot on?


MR. LABRICCIOSA:  There is a combination of both.  There is a few plug-in hybrid electric vehicles which would make use of some charging infrastructure.


MS. TAYLOR:  And how many?  Is it in the evidence?  I didn't see it.


MR. LABRICCIOSA:  I don't have it in the evidence, and I don't know what the answer is, I'm sorry.


MS. TAYLOR:  So there will be some.


MR. LABRICCIOSA:  There are some, and there are hybrids, just pure hybrids, which are not plug-in.


MS. TAYLOR:  When Ms. Sebalj asked you about the cost-benefit, so she asked you about the cost-benefit, and I believe you interpreted it to be with respect to the pilot, but there is also the cost-benefit that reflects to the greening of the fleet, and then —— so can you answer the question whether or not you have done a cost-benefit analysis in terms of greening the fleet, and can you please tell me how you will measure the success of greening the fleet, in terms of price per carbon avoided or reduced or whatever metric it is that you are using; and then tell me how you got to that being the appropriate metric, please.


MR. LABRICCIOSA:  In the case of greening of the fleet, there is again no formal business case, but there are business reasons for pursuing that objective.  They're outlined in our corporate social responsibility and some of the shareholder direction applied to the green initiative across Toronto.


We did not use —— well, when you look at the carbon reduction, the price per tonne of carbon reduction in the world markets, when you price it out according to those world market reports, they could range anywhere from tens of dollars per tonne of carbon reduction to greater than $100 per tonne of carbon.  It still doesn't allow you to formalize that business case on a year-over-year objective, to say that it is worth the incremental investment for the greening initiative, so we don't use that as a metric to establish on a dollars-per-benefit basis, but we do use it from a benefit perspective in achieving our objective of a 50 percent carbon footprint reduction by 2020.


MS. TAYLOR:  Now, the province of Ontario, as far as I am aware —— and it relates to our statutes —— does not have a discrete carbon reduction.  So is this initiative tied —— so this is —— am I understanding what you've said correctly to state that this is an initiative by your shareholder, being the city of Toronto, and your corporate entity, being Toronto Hydro Corporation, as opposed to a legislative requirement through the Energy Act, the OEB Act, or through something that would touch the mandate of this Board?


MR. LABRICCIOSA:  You are correct.  It is not mandated by any legislative account, other than working in the city of Toronto and having a shareholder that is the city of Toronto.


MS. TAYLOR:  And the premium for greening the fleet, so the cost of the electric vehicles, you've —— so are you telling me you have not, if I understood you correctly, have not done a full business case; is that correct?  Where you've looked at the cost of the vehicles versus the status quo?  There would be a premium there, I understood from the evidence, but we have not matched that with the potential reduction.  I have read other articles that say there is a reduction in OM&A costs associated with these types of vehicles.


So you have not run that math to say that for this incremental cost we are going to achieve this incremental benefit and we think it is appropriate for the ratepayer to fund that.  Is that type of analysis...


MR. LABRICCIOSA:  We have done a high-level view of the analysis, knowing that there was not going to be a one-to-one match, knowing that for every dollar expended there was a dollar of benefit extracted of that.  It just, it doesn't exist on the carbon side.  It is for business reasons, not for the business case per se.  Again, it is the social benefit of improving —— improving the carbon outlay in the City of Toronto.  But we have not done the formal study, in terms of producing a double-sided ledger that shows costs versus benefit dollar for dollar.


MS. TAYLOR:  Okay.  Thank you.


And just lastly, with respect to the pilot, if I understood that set of initiatives, that will cost approximately $600,000, not the 2 million; is that ——


MR. LABRICCIOSA:  That's correct.


MS. TAYLOR:  The 2 million is the greening of the fleet.  So coming back to the $600,000 again, you have not got the ledger cost-benefits.  It is exploratory at this particular juncture.  You will be using certain amounts of those facilities for corporate use, but you don't have a number on how much; is that correct?


MR. LABRICCIOSA:  That's correct.  I don't want to give the impression we didn't look at it.  I mean, we started looking —— for the electric vehicle side, we started looking at the impact of outages and the cost of the disruption should vehicles cause that.


We could get a ratio greater than 1, cost versus benefit —— or benefit versus cost for the value equation, but we felt that that would be a desktop, papertop exercise.  You are correct in characterizing it as more of exploratory at this stage, since we don't have any experience with it.


MS. TAYLOR:  So —— and I just want to make a question here, I guess, about the business model.  The plug-in charging station is analogous to gas stations, which you don't necessarily have to own.


So the point of the pilot, if I understand you correctly, is to assess the consequences of that charging system on the distribution system and whether you would have to make any, what I will say behind-the-scenes investment to stabilize the grid in response to the change created by that charging station; is that correct?


MR. LABRICCIOSA:  That is correct.  It is the distribution impact that has our attention for sure.


MS. TAYLOR:  Thank you.


MS. HARE:  Well, I had a question about the charging station, but I think that you have probably answered it.


And so just to confirm, you are not intending to invest in the charging station?  It is all just around service to the station?  Or do you intend to have charging stations?


MR. LABRICCIOSA:  No.  We intend to buy the charging station.


MS. HARE:  All right.  So my question then is, it sounds to me like that could be a competitive business, and you have indicated that there are two people, or at least two companies, that have shown an interest.  So why would a monopoly distributor think that you should be in that business at all?


MR. LABRICCIOSA:  Maybe I should clarify my response with the two manufacturers that make the charging stations but do not install them.  So there are two manufacturers that produce, and there are several that are coming to the marketplace.


MS. HARE:  I think my question is the same, though, which is, why is that a monopoly function?


MR. McLORG:  Ms. Hare, I think it is our view that, first of all, just for the purposes of the pilot, we had to acquire those assets in order to conduct the pilot.


But more generally, we see that distribution utilities will have a central role in this, by way of the simple supply of electricity to the charging stations, and one could take the view that the charging station itself is simply the end of the distribution system.


And we have analogies to this that aren't exact, but, for example, as we were discussing this morning with suite meters, there are areas in which there are both non-rate regulated entities in a given market, say, for meters in my example, and also regulated distributors who have obligations under code and so on in the case of metering to provide those kind of assets.


I do want to emphasize that we are not attempting to exert monopoly control over this market.  We do, however, feel that it is arguable that the stations themselves and the meters that are integral to those stations constitute the terminal point, or the point of demarcation, and that, if I could resort now to an analogy with street lighting, that the end use is in fact the vehicle.


So there is arguably a model or a view of the world that supports that.  It does not mean, in our view, that Toronto Hydro has either the responsibility or the ambition to monopolize the provision of these stations.


MS. HARE:  No.  But in other jurisdictions this is a competitive business, isn't it?


MR. LABRICCIOSA:  You are correct.  I mean, the experiences are varied out there.  In California they have made it competitive.  But the reflection back on the information we get from California is, they proceeded on that model.  The utilities were in trouble financially, and they could not afford to get into the electric-vehicle charging infrastructure, so they turned it over to the public side.


A little bit of regret, I think, on that part, as products started showing up in places where it made sense to a competitive business, but didn't make sense from a utility perspective.  So utilities were reacting.  So they felt they were behind the issue.


In a couple of other cases there were —— there was infrastructure that was needed that competitors did not —— did not go to.  It was just not feasible for them to go there, and so it remained unserved.


When it came down to the electrical side from the distribution perspective, the equipment —— the equipment standards are evolving.  They're not yet mature enough to a point where standards are commonplace in the industry.  So products showed up uncertified, unproven.  And when you deal with a charging infrastructure, there is inverters in there and there is power quality concerns.


So there were lack of support, lack of standards and some issues with respect to power quality emanating from these chargers out.


So from that perspective, when you look at California, you had lots of advice that, if they were to do it over again, how they would proceed.  The utility felt, from our discussions with people, that they would take a much more aggressive position than they did originally.


When we look at Florida, they seem to be very comfortable with what they have done.  To Colin's point, they're not the monopoly for electric vehicle charging.  There are competitors co-existing.  But they felt they were ahead of that curve, learning from California, and being able to at least set some standards, things like metrology, that did not appear in the first generation in California, things like a certain approved standard of charging station for them.


And so they felt that that was —— it was much more successful for them.


When I compare our experiences, I would like to look towards Florida and think that they did some good upfront to be able to set standards, set up an infrastructure base line, and then allow others to co-exist in that framework.


MS. HARE:  Thank you.


MR. QUESNELLE:  Just following on that, Mr. Labricciosa, the notion of the standards had a few layers of this, but, first of all, what is your view of the standards for this jurisdiction, and how far along the evolutionary trail are they?


Are we still dealing with items that have —— are looking to NIST as far as the overall smart grid standard-setting routine or where that regime is?  What are you drawing on for your evaluation of the evolution of the standard-setting process?


MR. LABRICCIOSA:  It is a good question.  It is emerging, and there are stakeholders in the standards bodies that are working away and looking to get on board.


From a Canadian perspective, I think we are standards or technology takers, rather than setters in this equation.


So in working with the ESA and CSA, our sort of two Canadian standards bodies, one for public and one for technical, they rely heavily on the IEC and NIST perspectives.  So we're there learning with them and having dialogue about what we would like to do, at least in Ontario or maybe across Canada.


Still emerging.  Nothing has come out yet in terms of a footprint.


With the charging equipment that we do have, there are two things we insisted on so far.  One is approved metrology for Industry Canada.  It is interesting to note how some just don't understand the Canadian market and how that works.


And we think we were successful early on in talking to the metering community and the charging community in putting those two players together.


The other place is ULC and CSA approvals.  That is more from a public safety, in case the equipment fails, that it fails safe.  So we feel that we have been very good in terms of bringing those bodies together.


There is still more work to be done, though.


MR. QUESNELLE:  Okay.  To the extent that this is —— I take that there is —— the primary objective here is to measure the impact on the grid and be able to learn from that.  But to do that, it seems as though you have done some analysis that you need some sort of critical mass out there in a dispersed fashion, by the plan you have laid out.


To the extent that you are discussing where —— as you put it, where these cars will arrive, show up, you are working with manufacturers.  I am interested in what the —— what's the interaction there, because are you, by establishing as many as 30 or 40, or whatever number you ultimately put out there, an expectation that that is the nascent of the distribution system for dual delivery, if I can put it that way?


If the standards are not there yet as to what the expectation is - and we're talking about a North American manufacturing base that is going to be requiring this system - are people making commitments that they will be able to fuel their vehicles as they sell these vehicles, based on their discussions with you?


MR. LABRICCIOSA:  There is an expectation not only just from a discussion with us, but just in the marketplace —— there is an expectation the vehicles will come.


I mean, when you look at government policies that are incenting the arrival of these vehicles, and even a dialogue with the government stakeholders, there is an expectation utilities will have a forward-looking role in this place.


Everyone is very clear not to establish clear demarcations.  They're just expecting utilities will support the arrival of the electric car.


If you were to ask me years ago what I thought about it, I would have said, you know, they will show up and things will go on.  But as we learn more and more about how these cars behave and what manufacturers are experiencing, the manufacturers had a lot of anxiety, especially with the U.S. experience, that the utilities were just not ready for them.


So they came up here in advance to make sure or make certain that we were engaged, involved and understood, you know, how we would support and how we could support electric vehicle deployment, at least in Ontario.


To their credit, they came early and they got us engaged early.  I think if you were to ask them today, they feel much better that we are better able to support it, from a grid and a deployment perspective, at least from customer support.


But I think they would also be quick to say, Well, we're not totally convinced you have it all figured out yet.


MR. QUESNELLE:  You mentioned Ontario, that they're coming to see what is happening in Ontario.  You gave examples of BC Hydro and Quebec Hydro.


As we both know, the obvious distinction there is they have more of a provincial footprint than Toronto Hydro in both Quebec and B.C.


To the extent people are concerned about the distances travelled, and what have you - and you did mention your other abutting LDCs and communication with them - is that a show stopper, that you don't have the ability to put forward a provincial face on this and a point of view, even?


MR. LABRICCIOSA:  It is a good question.  I really don't know the answer yet, but I will give you my sort of perspective and what I am hearing.


Toronto is a little different as an LDC.  We are the largest urban centre in Canada, and I do think this is where the vehicle will show up, at least for the manufacturing, and that is what they're telling us.


Both Hydro-Québec and BC Hydro have picked other jurisdictions other than their downtown urban centre.  I can't necessarily explain it, but they've got other places earmarked in terms of the rollout.


I think if you talk to both jurisdictions, they might have a vision, a provincial-wide vision, at some stage, but early on it is a pilot in an area that they're looking to study.


So their plans are not provincial wide at this stage.  In fact, they're just —— I think everyone is just wrestling to get some vehicles to show up in their jurisdictions.


And as I said, I think most vehicle manufacturers are looking to Toronto to start.  It is the largest urban centre.  It is —— there is a lot of vehicles in the province of Ontario, in particular Toronto.


And these other jurisdictions either don't have the highway infrastructure or the car base to support something that Ontario can.


So, you know, while they will never turn away the other provinces - and I guess for political reasons people are making their announcements - I do believe they're going at it a bit differently than we are.


MR. QUESNELLE:  Back to the standards again, is the electric vehicle manufacturing industry on a common point as far as what the standards should be, as far as the level 1, 2 or 3, or are these stations somewhat —— you know, are they —— they can do more than one?  What is being produced, and how is that moving along in conjunction with the standards as a whole?


MR. LABRICCIOSA:  Again, a good question.  The manufacturers are very guarded about their plans and about their development.


About a year and a half ago, when we were speaking to one manufacturer, in particular, that exists here in Ontario and elsewhere, they were building their own charger.  They were building plans for their own infrastructure.  That was a better part of a year, a year and a half ago.


Eventually, they have moved away off that platform.  So it is very fluid in terms of their plans and what they're expecting to do.


I believe most manufacturers today are moving out 

of —— have no plans to build a charge —— build a charger or an infrastructure.


In the U.S., I think Ford, in one of their vehicle rollouts, is using Best Buy and have announced that as being a rollout for charging infrastructure.  So you can buy a home charger at Best Buy, is their concept, and they will install it and it will work with Ford's vehicle.


To my knowledge, most of the charging manufacturers of the charging equipment are agnostic.  So the interface point is a universal plug, so they figured that one out.


I believe most vehicle manufacturers are relying on an electric-vehicle charging infrastructure separate from their own vehicle manufacturing setup.


MR. QUESNELLE:  If you had a charging-station company knock on your door tomorrow and ask you for connection points, would you challenge their jurisdiction on that?  Would you challenge their ability to connect, in that it may be a distribution asset and distribution function?


MR. LABRICCIOSA:  The only thing we would challenge is on the standard side, to ensure that whatever they're connecting meets a standard, but I believe we are here to serve all customers.


So from our perspective, if a jurisdiction wants to connect up a charging station or system to our infrastructure, as long as it meets the codes, both regulatory and technical, I think we would say we would connect them up.


MR. McLORG:  Mr. Quesnelle, just on that latter note, if I may add, I agree totally with what Mr. Labricciosa has said.  I would suggest, however, that we do see that there could be certain issues that the Board would be concerned about with respect to how various kinds of business models for electric-vehicle charging might emerge.


And one of the concerns is whether or not a private provider of electric-vehicle charging equipment would actually require a retail —— a retailer licence in order to re-sell the electricity.


It is one thing, I think, if their business model is nothing more than, We have invested in this asset, and we have put it in a convenient location for you, perhaps in a public setting or something like that, so that you can charge your car at a place other than your own home.


And if the fee for that were separate from the sale of the commodity per se that is being conveyed through the charger, then I don't think there is necessarily an issue, and maybe those stations could be considered to be mini exempt distributors.


But if the business model were to bundle the charges so that in effect electricity is being sold along with the cost recovery and the profit margin and so on related to the asset itself, then I think that there could be some concerns that we see that the Board may have with respect to the question of whether or not electricity is actually being retailed at these locations.


So Mr. Labricciosa has said several times, we are very early days in this, and much of the regulatory and policy framework of this has yet to emerge, and certainly no business model has gelled that would appear to be the dominant one.


And I might add that we certainly don't expect any participation by THESL to be determinative of the business model that is adopted more widely.  There could be several of those.  But we do see issues, just to summarize.  We do see issues that probably do require some consideration by the Board in the whole rollout of electric vehicle and the charging of those vehicles.


MR. QUESNELLE:  Just to ask you to expand on that, given the subject matter that we discussed this morning, do you see any issues with the —— there being commonplace for a regulated business and the private offering of the same type of business and occupying the same space and choices for customers?


MR. McLORG:  Well, I think that we have had a lot of experience now in coexisting with non-rate-regulated entities in a particularly defined space.  Metering, for example, is the one that I can point to.


And I think that, provided the Board is satisfied that there is no predatory activity on the part of utilities, which certainly is something that we would not engage in, and provided that the Board is satisfied that the principles behind its requirement for certain participants or companies to be licensed to do what they do are met, then we don't see, to my knowledge, any difficulties in different commercial entities coexisting in this market.


MR. LABRICCIOSA:  If I can just add to Mr. McLorg's comments.  One issue we have been tracking in New York state is the model that is applied in Michigan, the sort of flat rate, all-you-can-charge kind of aspect that is set, trying to assert itself in the New York market, and there have been some challenges on the regulatory front around that model, along the lines of what Mr. McLorg had mentioned around, do you need a distributor's licence to distribute electricity, at least in New York state.


And as far as I know, they haven't ruled on it yet.  But it raised a lot of questions around how to set up a competitive framework, if there should be one, and who would be allowed to do that, and how should that come to the market.


I raise the point because it is interesting.  All these issues sort of just landed in front of people, without having any room for dialogue or advanced planning or preparation for it.


So I think our application is in front of you today to basically start to get ahead of these issues if we can before they get dropped in our lap at the last minute and having to do a quick response.


MR. QUESNELLE:  Okay.  Ms. Taylor had a line of questions earlier pertaining to the number of stations that would be used for the electric vehicles being purchased by THESL.  You mentioned that it wasn't in evidence.


Would you be able to ascertain that now and provide that as an undertaking, that information?


MR. LABRICCIOSA:  We can do that.  And we will.  We will file it.


Just a caution on it, that it will change depending on the uptake and the types of vehicles that show up and whether they're multi-residential buildings or fleet.


MR. QUESNELLE:  Ms. Taylor will elaborate on that.


MS. TAYLOR:  It is with respect to the company-use facilities.


MR. LABRICCIOSA:  Ah.


MS. TAYLOR:  And the number and cost of those facilities that you as THESL will use ——


MR. LABRICCIOSA:  Will use?


MS. TAYLOR:  —— for your greening of the fleet initiative.


MR. LABRICCIOSA:  We can.  We can provide that.


MR. McLORG:  Perhaps we could formalize that.


MS. SEBALJ:  Yes.  We will mark it as JH1.1.

UNDERTAKING NO. JH1.1:  TO ASCERTAIN THE NUMBER AND COST OF FACILITIES THAT THESL WILL USE FOR THE GREENING OF THE FLEET INITIATIVE.


MS. TAYLOR:  Thank you very much.


MR. QUESNELLE:  Ms. Sebalj, we interrupted your line of —— and we've danced a little bit ahead, I think, into an area you are going to cover, but ——


MS. SEBALJ:  Yes, that's right.  I just want to be clear for the record that all of my questions prior to this related to the electric-vehicle charging infrastructure and not to greening of the fleet, and then —— and that this —— these questions that will follow relate to greening of the fleet.


So just to jump right into it, in an IR response to BOMA, which is marked as R1, tab 3, schedule 10, THESL provided an up-to-date budget as of September 30th, 2010.  And at this point the fleet and equipment budget was $3 million.  I don't know if you have pulled that up yet.


MR. LABRICCIOSA:  We haven't.  Can you just repeat the reference?


MS. SEBALJ:  Sure.  It is R1, tab 3, schedule 10.  And I am actually looking at page —— it is Appendix "A" to that.  Have you found it?  It is BOMA —— it is BOMA IR 10, if that helps.


MR. LABRICCIOSA:  We have it in front of us.


MS. SEBALJ:  In Appendix "A" you have a summary of capital budget, and I am looking at line 24, which is fleet and equipment services.


MR. LABRICCIOSA:  That's correct.


MS. SEBALJ:  And you have a 2010 —— September 30th, 2010 year-to-date of 3 million?


MR. LABRICCIOSA:  That's correct.


MS. SEBALJ:  And that appears to be as against a forecast of 7.1 million.  So I am just trying to understand the capital expenditures for the fleet and equipment services program in 2010.


Do you have —— I assume you now have numbers as at December 31, 2010?


MR. LABRICCIOSA:  That's correct.


MS. SEBALJ:  Do you happen to know what they are?


MR. LABRICCIOSA:  Not in front of me.  I'm sorry.


MS. SEBALJ:  Could you provide that?


MR. LABRICCIOSA:  We can.


MS. SEBALJ:  We will mark it as JH1.2.

UNDERTAKING NO. JH1.2:  TO PROVIDE THE AMOUNT OF CAPITAL EXPENDITURE FOR THE FLEET AND EQUIPMENT SERVICES PROGRAM AS OF 31 DECEMBER 2010.


MS. SEBALJ:  At this point, at September 30th, you were down 4.1 million in the budget, and I believe in your evidence you explained that that had to do with supplier delays for the delivery of vehicles?  


I am wondering if you can even give me a ballpark, for the purposes of today, of where you think you are vis-à-vis the $7.1 million budget.  Below or above?


MR. LABRICCIOSA:  Going on memory and subject to check, we are close to the budget, but we can produce the amount.


MS. SEBALJ:  Okay.


MR. LABRICCIOSA:  If your concern is the gap between three and seven, it's been closed significantly.


MS. SEBALJ:  And the reason that it's been closed, does that relate to the delivery of the vehicles that were delayed?


MR. LABRICCIOSA:  It does.  It does, in terms of ordering and the lead time in terms of some of the vehicle types.


MS. SEBALJ:  Okay, thank you.


I am going to take you now to some questions that relate to the GHG emissions that Ms. Taylor also asked you some questions about.


I don't want to reiterate any of the questions, but she spoke about the business case for the greening the fleet, and I think we have covered that.


My question is more specific.  Have you quantified any benefits other than GHG emission reductions, to the extent that you have quantified those, but do you see any other benefits other than GHG reductions with respect to greening the fleet?


[Witness panel confers]


MR. LABRICCIOSA:  Outside of the carbon footprint, there is the fuel savings, which we responded to in an IR, in terms of fuel reduction.


We have not quantified any other savings outside of those two.


MS. SEBALJ:  Okay, thank you.  And I am going to take you to another point that Ms. Taylor touched on, and that is the average age of the fleet, and then relating to OM&A costs.


In order to do that, I would like to take you to School's Technical Conference Question No. 3, which is Exhibit —— let me make sure I have the right one here —— Exhibit S1, tab 7, schedule 3.  So this is an answer to a technical conference question from Schools.


MR. LABRICCIOSA:  Okay, we have that in front of us.


MS. SEBALJ:  And in that, you provide a number of tables, but I think for purposes of my question, we can just look at the average 2009, which is the last table on page 3 of 4, where you go through the average age of vehicles, of the various types of vehicles.


MR. LABRICCIOSA:  Okay.


MS. SEBALJ:  And I have sort of done an eyeball comparison as against previous years.  And, in general, other than a few categories, the average age of the fleet is —— it is modernizing. The fleet has modernized; is that correct?


MR. LABRICCIOSA:  That's correct.


MS. SEBALJ:  And my question relates to OM&A, vehicle maintenance and OM&A costs.


Can you —— have you quantified what savings are related to the modernization of the fleet, in terms of vehicle maintenance and OM&A and potentially fuel costs, as well?


MR. LABRICCIOSA:  We did not break them out in terms of the trends.  As the fleet —— the fleet age gets younger, we do expect to spend less on emergency repairs and more as a percentage on planned repairs, in terms of planned —— planned inspections and planned maintenance in terms of our obligation to keep the asset in and the vehicles' licence for the roadway.


If the question is, Did we quantify it?  No, we didn't, but, notionally, we do expect to spend less when it comes to emergency repairs as the fleet becomes modernized.


MS. SEBALJ:  With respect to hybrid or electric vehicles, what is the —— what is your expectation with respect to maintenance regimes for those vehicles as compared to non-hybrid or non-electric vehicles?


[Witness panel confers]


MR. LABRICCIOSA:  Again, we have not quantified it, but our review has set us up for a maintenance plan that is similar to the non-hybrid types, in terms of the nature of the hybrids and electric vehicles, in terms of warranty work or anything —— any breakdowns that are unexpected with newer technologies.


MS. SEBALJ:  You don't have any documentation with respect to —— to help educate the Board as to what expectations might be in terms of —— because, to be perfectly honest, I don't know if it would be more or less.  I don't know if electric vehicles are significantly more expensive to repair and maintain, or less.


MR. LABRICCIOSA:  We are tracking our experiences with it.  And it is difficult to —— it is difficult to quantify in terms of a desktop exercise or a report.


What we are finding, there are certain types of vehicles that we had purchased that we had some issues with on the electrical system when it came to batteries, and we found they were undersized batteries and batteries had been drained when it comes to a fleet operation.  So we had to install some additional equipment.


So it was a learning with that type of vehicle and we did that with the manufacturer.


So those costs, we bore the experience of those costs, I guess, in that respect, and it is hard to say moving forward that we wouldn't have similar problems with technologies we don't know yet.


MS. SEBALJ:  Now speaking to the premiums, which were also touched on by the Panel, it is my understanding that you have, through various IR responses, in particular, AMPCO IR No. 8 and Board Staff IR No. 72 —— and I am not sure if you have to pull them up.  You can tell me in a minute.  But you provided total premiums for the electrical vehicles and premiums per electrical vehicle, respectively.


Perhaps I will just give you the references.  AMPCO No. 8 is R1, tab 2, schedule 8 - and these are IRs - and Board Staff No. 72 is R1, tab 1, schedule 72.


And Board Staff had a look at the increase in premiums over one year, and most of the vehicles, except the HSUV, which I assume is hybrid SUV, show an increase.  This is an increase of premiums, so I am looking at the premium in one year versus the premium in 2011.  And most of them show an increase.


So what we have calculated is 12 percent on pickup trucks, all the way to 9 percent on cars.  But the biggest increase is in the bucket truck category.  Unless we are doing our math incorrectly, it looks like an increase of about 70 percent in the premium for the purchase of bucket trucks.


And, also, according to your evidence, the plan is to purchase 16 bucket trucks in 2011.


So can you just help me understand the increases in premiums on the electrical vehicles and, in particular, for bucket trucks, and what kind of assessment Toronto Hydro did in respect to those?


[Witness panel confers]


MR. LABRICCIOSA:  I would like to start by saying, at least in the 2010 case, those are actual prices as opposed to estimates of where the market may or may not go.  And the estimates are based on discussions with manufacturers.


So in the case of the single bucket trucks, the technology is a little bit different.  The one we purchased in 2010 was strictly just the aerial device was operated in an electric format, whereas going forward, in the 2011 purchases, we expect not only for the aerial device, but we expect the drive train to be part of a hybrid solution, as well.


So that would explain that one category.


MS. SEBALJ:  I guess just as a trend, the only type of vehicle that shows a decrease in the premium is the hybrid SUV, which was a bit surprising to us.  We thought that over time the premiums on hybrid and electric vehicles would be decreasing.


So can you speak to that?  Is it always the case that it is a different type of equipment you are purchasing, or why —— and given that you seem to be buying in volume, so you would expect premiums to decrease.


MR. LABRICCIOSA:  I would share the same thought with you, in terms of, you know, that as the volumes go up the prices should come down, at least a volume-discounting perspective.  I am sure that is built in there.  Again, these are just estimates at this stage.  The results will come back when they get tendered, in terms of our procurement practice.


You are quite correct, in terms of the HSUVs coming down in price.  The other expectation is that we would expect as the vehicle matures in the marketplace that the prices will come down as long as the features and the functions are identical or comparable.


But as different brands and different features come forward, it would almost appear that you would maybe —— that you would pay more for new features and different brands that come to the marketplace.


So there are two things at play there.  One, we would expect the same vehicle to be priced lower in future markets if it is held the same, that that sort of puts pressure on pricing to come down.  What keeps pricing up or what puts pressure on pricing coming forward would be new features and functions coming into the marketplace.


MS. SEBALJ:  And are there a number of manufacturers of electric bucket trucks?  I mean, what's the competition like, in terms of your ability to shop around?


MR. LABRICCIOSA:  The aerial device, there is quite a few aerial device manufacturers that are supplying ——


MS. SEBALJ:  Can you explain what aerial device is?


MR. LABRICCIOSA:  The bucket trucks come in three parts and pieces, three major components.  One is the aerial device.  That's the —— the old model was hydraulics.  The newer models are electric-based.  The cabin chassis is the engine and the drive train, which is —— there is —— all markets have competitors.  All of those three pieces have competitors in the market space.  The cabin chassis, some examples are freightliner.  GMC has trucks in that category as well.  And then the last component is the —— the last component is all the dressing of the chassis, in terms of the bins and all of the storage equipment, and so that 

is —— there's a set of suppliers and installers that do that piece.


So when you order a bucket truck it comes —— it has to come in three parts.  The cabin chassis gets outfitted with the bins and the storage for all the equipment, and then the aerial device is mounted on top of that, and each of those has a different life cycle.


MS. SEBALJ:  And so in this case, the sort of dramatic, virtually 50 percent increase —— no, 40-ish increase in the premium is due to the fact that basically you've gone from the aerial device alone to the entire truck being hybrid or electric?


MR. HJARTARSON:  Correct.


MS. SEBALJ:  Okay.  Moving on to my —— just a few questions related to the carbon reduction, or the anticipated carbon reductions.  And you've referred today already to the THESL's corporate responsibility report.


For purposes of the record, that can be found at Exhibit R1, tab 2, schedule 4, which is a response to AMPCO Interrogatory No. 4.


And in that you stated that by purchasing hybrid vehicles in 2011 an emission reduction of 113 tonnes of CO2E can be expected for 2012.


Is that reduction incremental to the 2010 reduction?


MR. LABRICCIOSA:  That's correct.


MS. SEBALJ:  And do you know what the emission reduction was for 2010?


MR. LABRICCIOSA:  No.  We have yet to formalize our report and to compile the statistics for that year.


MS. SEBALJ:  I wouldn't want you to ballpark a number, but I am assuming that it's lower, given that you had fewer vehicles than you planned to have in 2011.


MR. LABRICCIOSA:  That's correct.  But it is also based on a number of miles driven as well.


MS. SEBALJ:  I see.


MR. LABRICCIOSA:  Or kilometres, I should say.


MS. SEBALJ:  Am I correct in saying that you have an average number of vehicles of about 723 in the fleet?  I think that ——


MR. LABRICCIOSA:  There is a schedule that has the detail on it.


MS. SEBALJ:  Yes.


MR. LABRICCIOSA:  It is above 700.  It sounds correct, but it is a combination of all different types of vehicles and equipment.


MS. SEBALJ:  I actually took that number from Schools' Technical Conference Question No. 3, the same one I referred you to before.


MR. LABRICCIOSA:  That's correct.


MS. SEBALJ:  And so in 2010 you purchased 35 electric vehicles, and the plan is to purchase 69 more in 2011.  Is that correct?  Subject to check?


MR. LABRICCIOSA:  Subject to check, that's correct.


MS. SEBALJ:  And so that looks like the fleet, if I take 35 plus 69 over 723, that is about 14 percent electric vehicles.  And so the reason I am asking these questions is, I am trying to get to a point where you can actually achieve the goal of 50 percent GHG reduction, which is about 2,500 tonnes of CO2E.  Is the plan to green the entire fleet?


MR. LABRICCIOSA:  At this stage we are 113 tonne carbon reductions, about two and a half percent of that 4,500 base.  I think you are correct, the majority of the fleet will be some form of alternative fuel or hybrid or all-electric type of equipment unless a newer technology comes to the forefront.


MS. SEBALJ:  And have you projected the associated fleet and equipment services capital program for that?  I guess the first question is, over what time period do you plan to do that?


MR. LABRICCIOSA:  At the current rate, at two-and-a-half percent per year, we will not reach our target of 50 percent in 2020.  It is obvious.


We anticipate a ramp-up.  So it is not a straight-line projection at this stage.  We expect to hit the target.  We have a plan line, in terms of the carbon footprint.  And as you've indicated, the majority of the fleet will be some alternative form of lower-emission equipment.


It is difficult to peg the exact costs, as you have pointed out.  The future price of these products is the uncertainty in the equation, and any other new technologies that come to the forefront.  We have always assumed a sort of rolling average and used that as a projection for costs going forward.


MS. SEBALJ:  And is there any other —— other than the greening of the fleet, are there other GHG reduction initiatives?  I couldn't think of any when I looked at the evidence, but I wondered if Toronto has a broader plan for GHG reductions.


MR. LABRICCIOSA:  We do.  In the report that is filed, our corporate responsibility report, there are several initiatives, one on facilities around reducing our footprint in the office space, another in terms of SF6 gasses, which are classified as a greenhouse gas, and we use that in our equipment.  So the leakage rate around the gas emission there.  And lastly, line losses.


MS. SEBALJ:  Those are all of my questions.  Thank you.


MR. QUESNELLE:  Thank you.

Questions by the Board:


MS. TAYLOR:  Just a follow-up again on the greening of the fleet.  So, you know, given the numbers, 35 in 2010, 69 in 2011, the fleet, 723, which I am assuming would include the purchases in 2011, and that you would have to substantially electrify this fleet in order to achieve the goal, but you yet, if I understand the presentation correctly, at least from what I saw in the evidence, there was no calculation of the premium required to achieve this goal ——


MR. LABRICCIOSA:  Mm-hmm.


MS. TAYLOR:  —— over the forecast period, if I could express it that way; is that correct?


MR. LABRICCIOSA:  That's correct.  Not over the ten-year horizon.  We have an investment line for fleet replacement, and based on an average price per se for —— a running average for each piece of equipment, we know what the total investment is.  We don't know what the —— we haven't broken out the premium for that investment.


MS. TAYLOR:  So if you don't know the premium for the investment and you are reducing a theoretical carbon unit, price per carbon, how do you decide that this is the proper way to spend scarce capital dollars versus some other greenhouse gas reduction activity that you could undertake?


Now, I appreciate transportation is a very large part of our total provincial greenhouse gas emissions.  It's probably the largest, at least provincially, not specifically addressed, but how do you then prioritize that the premium to be spent on 69 vehicles in 2011 and Lord only knows how many after that is in effect the most effective use of capital to achieve the greenhouse gas reduction in the forecast year or the budget year or the rate year?  Take your pick.


MR. LABRICCIOSA:  Again, when we look at the investment and the commercial availability of fleet and the context of which we operate under, which is the city of Toronto, and the objectives laid out in operating a business in the city, when we look at all of those factors and the contribution to greenhouse gas, it is a factor of operating that business.


So it is an investment that we make, knowing that there is a premium attached to it and knowing that the social benefit exists.


It doesn't lend itself to a formulaic, you know, ins and outs, every dollar invested is a dollar returned, but we know that from is a social benefit extracted from it.


MS. TAYLOR:  So is the social benefit from this project equal to the social benefit and the cost associated with the rest of the provincial government's green energy strategy, which, again, is a social benefit defined as a premium —— how does this program compare to the cost of that social benefit?


MR. LABRICCIOSA:  We haven't compared the two.


MS. TAYLOR:  Okay, thank you.


MR. QUESNELLE:  Have you done any research on the evolving market in compressed natural gas as a transportation fuel?


MR. LABRICCIOSA:  We have tried some compressed natural gas.  We have looked into liquefied natural gas and propane.  And we have some experiences and have worked with the gas agencies to leverage any experiences with —— that they have with those alternative fuels, as well.


To date, no major program has resulted as a result of reviewing those technologies, but they could have an impact going forward as an alternative fuel for us.


MR. QUESNELLE:  My question was in line, and probably further to Ms. Taylor's line of questions, of comparable programs.  So there hasn't been any comparison done as to what the premium may be in comparison to natural gas, transformation of fleet —— larger fleet vehicles?


MR. LABRICCIOSA:  No, not in terms of larger fleet vehicles.


MR. QUESNELLE:  Okay, thank you.  Anything else?


Re-direct?


MR. RODGER:  No questions, sir.


MR. QUESNELLE:  Okay.  Can I get a time estimate for the next panel, perhaps?  We will just make sure that we can potentially finish today.  I think we may be able to, but we will target doing that if it looks like it is realistic.  Mr. Alexander?


MR. ALEXANDER:  Fifteen to 25 minutes.


MR. QUESNELLE:  Mr. Warren?


MR. WARREN:  Ten minutes, sir.


MR. CROCKER:  No more than ten.


MR. QUESNELLE:  Ten.


MR. SHEPHERD:  About 40 minutes.


MR. QUESNELLE:  About 40, okay.  Mr. Buonaguro?


MR. BUONAGURO:  About 15 minutes, I think, ten, 15.


MR. QUESNELLE:  Okay.


MR. AIKEN:  I would have around 15 minutes, as well.


MR. QUESNELLE:  That will put us beyond our normal day, that's for sure.  Does anyone have any hard and fast time constraints?  I think, Mr. Buonaguro, you would like to start the charge off, so we can accommodate that.


Why don't we take a short break and we will resume at 20 to 4:00 and we will see how far we can get today?  Mr. Buonaguro, you will start up.  Okay, thank you.


——- Recess taken at 3:32 p.m.


——- On resuming at 3:50 p.m.


MR. QUESNELLE:  Thank you.  Please be seated.


Mr. Rodger, do you want to introduce your panel?


MR. RODGER:  Yes, thank you, sir.  We are ready to proceed with our panel 3.  First, if I could ask Mr. Sardana and Mr. Couillard to go forward and be sworn in, please.  Of course, once again Mr. McLorg and Mr. Seal are already sworn.

TORONTO HYDRO-ELECTRIC SYSTEM LIMITED - PANEL 3


Colin McLorg, Previously Sworn


Darryl Seal, Previously Sworn


Pankaj Sardana, Sworn


J.S. Couillard, Sworn

Examination by Mr. Rodger:


MR. RODGER:  Thank you.


Mr. Couillard, starting with you, so you are the chief financial officer of Toronto Hydro-Electric System Limited?


MR. COUILLARD:  Yes.


MR. RODGER:  And your CV has been provided to the Board as Exhibit A1, tab 9, schedule 2-1?


MR. COUILLARD:  Yes.


MR. RODGER:  And Mr. Sardana, you are the vice-president, treasurer, and regulatory affairs of Toronto Hydro-Electric System Limited?


MR. SARDANA:  Yes.


MR. RODGER:  And your CV has been pre-filed with the Board as Exhibit A1, tab 9, schedule 2-13?


MR. SARDANA:  That's correct.


MR. RODGER:  And of course, Mr. McLorg and Mr. Seal, you are already sworn and your CVs have already been filed.


MR. McLORG:  That's correct.


MR. SEAL:  Right.


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


MR. SEAL:  Yes, it was.


MR. McLORG:  Yes.


MR. SARDANA:  Yes.


MR. COUILLARD:  Yes.


MR. RODGER:  And do you have any corrections to the evidence at this time?


MR. SEAL:  No, I do not.


MR. McLORG:  No.


MR. SARDANA:  No.


MR. COUILLARD:  No.


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


MR. SEAL:  Yes, it is.


MR. McLORG:  Yes.


MR. SARDANA:  Yes.


MR. COUILLARD:  Yes.


MR. RODGER:  And do you each adopt this evidence as your own evidence in this proceeding?


MR. SEAL:  Yes.


MR. McLORG:  Yes.


MR. SARDANA:  Yes.


MR. COUILLARD:  Yes.


MR. RODGER:  Mr. Sardana, turning to you first, this Board included as an issue issue 1.5 as a matter to be considered during the proceeding.  And issue 1.5 states:

"When would it be appropriate for Toronto Hydro to commence filing rate applications under incentive regulation?  Is this application an appropriate base case for a future IRM application?  If not, why not?"


And on March 1st of this year the Board issued a letter to distributors outlining the Board's expectations concerning the filing of a cost-of-service rate application within the context of IRM.


I understand that as a result of these developments on March 25th Toronto Hydro filed a letter with the Board and intervenors, and this has been marked as Exhibit KH1.2; is this correct?


MR. SEAL:  That's correct.


MR. RODGER:  Could you please describe this letter, Mr. Sardana?


MR. SARDANA:  Sure.  Thank you, Mr. Rodger.  Good afternoon, Panel.


This letter, as you have stated, outlines THESL's intentions to file a cost-of-service application for 2012.  And this is particularly so because the IRM formula under its current construction doesn't apply, in our view, to THESL's circumstances.  And I am going to outline some of the reasons why.


First, our ongoing need for increasing capex spending to deal with THESL's aging infrastructure.  This has been well-documented in the past few rate applications.  THESL has brought —— that THESL has brought before this Board, and we expect that this reality, unfortunately or fortunately, will continue for the foreseeable future.


Second, the current IRM formula would effectively freeze THESL's revenue requirement, but, as I have just mentioned, our ongoing capital expenditure requirements are far in excess of depreciation.


It is also evident to us that the incremental capital module under the OEB's current third-generation IRM applies to only so-called one-off projects, and not to the kind of blanket capital program that THESL is embarking on and has embarked on for a number of years now, and which I might add the Board has expressly approved.


And then furthermore, I think, as THESL has pointed out in its letter that was filed on the 25th, were 2011 to be used as a rebasing year, then the impact of the half-year rule on THESL is punitive.  And this is because THESL's opening rate base for 2012 under IRM would not properly reflect its closing rate base in 2011.


Then third, we have also got this rather urgent and ongoing need for our workforce renewal program.  Our workers are retiring, they're getting older, and our retirements are keeping in line with our forecast.  This is unavoidable for us.  And again, the current construct of the third-generation IRM would not be able to address those pressures on the company.


And then fourth, THESL is in its very important and required transition into IFRS, and the impacts of IFRS on the company, which my colleague, Mr. Couillard, will speak to in a few minutes, I'm sure, are as yet unclear.


And so for these reasons, THESL believes that it is prudent for the company to continue to file cost-of-service applications.


Now, having said all of that, we do remain open to working with the Board and with intervenors on, I guess what we're calling a hybrid approach to IRM.


I have stated that the third-generation IRM, as currently contemplated and currently in use by the Board, doesn't work for THESL's circumstances, but that doesn't preclude us from coming forward with a proposal that could put us on an IRM footing, but it is a different formulaic approach to IRM.


We are still developing that model.  We haven't —— we are not at the stage where we can broadly discuss it with folks today, but we will continue to work towards that.


MR. RODGER:  Thank you, Mr. Sardana.


Turning next to you, Mr. Couillard, with respect to the IFRS deferral account, which you are proposing to clear as a rate rider in this filing, I understand that you have an update to the amount that was filed in the original pre-filed evidence.  Could you please describe this update to the Board?


MR. COUILLARD:  Yes.  When we prepared the application back in August, the expectation was that we would be compliant and go to IFRS on January 1st, 2011.


And in order to get there, some costs, we had to bring more, like, internal support and consulting, and to make sure we were going to be ready on time.  There was a one-year delay that was allowed for us by the Canadian Accounting Standard Board, and so by electing to take that delay we believe that we can actually absorb those costs ourself by using internal staff, because we have one more year to do the work that we thought we were going to have to rush in the last six months of the year.  And therefore, that reduces the amount from $7.1 million to $6.1 million.


MR. RODGER:  Mr. Couillard, am I right when I say that this detailed breakdown is contained in a table that was filed this morning as Exhibit KH1.7?


MR. COUILLARD:  That's correct.


MR. RODGER:  So the revised total now, total is 6.1 million?


MR. COUILLARD:  Yes.


MR. RODGER:  Thank you.


The panel is available for cross-examination, sir.


MR. QUESNELLE:  Okay.  Thank you very much.


Mr. Buonaguro?  I see you are making sure our audio-visual assets are used and useful, Mr. Buonaguro.  Thank you very much.


MR. BUONAGURO:  I try.  I try.  Thank you.

Cross-Examination by Mr. Buonaguro:


MR. BUONAGURO:  Good afternoon, panel.  My questions are limited to cost allocation, so I think it is largely Mr. Seal.  And as you have noted, I am going to try and use the television presentation to show you where I am looking in the evidence, but I will give you the full cites as well.


So I am going to first ask some questions related to the treatment of the transformer ownership allowance by THESL.  And first, just to confirm, the dollar value associated with the cost of the transformer ownership allowance, I believe, is $11,479,841, which comes from this particular exhibit.  So I will make it so people can read it.  Exhibit R1, tab 11, schedule 38, Appendix "A".


MR. SEAL:  That's correct.  The number shows up in a number of exhibits, but that does show on that line for transformer allowance, the amount that we have included in costs.


MR. BUONAGURO:  Thank you.


And then in your evidence you state at Exhibit L1, tab 1, schedule 1, page 5 that you have altered the OEB cost-allocation model so as to directly assign the costs of the transformer ownership allowance to the specific rate classes who receive it?


MR. SEAL:  That's correct.


MR. BUONAGURO:  And just to confirm exactly how it was done, our understanding is that first you left the cost of the transformer ownership allowance in worksheet I3, and this is where we start getting into the detailed schedules, but you leave the cost in worksheet I3, but then you directly allocated it to the three classes where it's experienced, so the GS 50 to 999, the GS greater than 1,000 and the large use classes.  Is that correct?


MR. SEAL:  Generally, yes, I believe that's correct.


Without getting into the specifics of the actual schedules in the cost allocation model, the intent here is to take the transformer cost allowance amount, that $11 million that you have mentioned, and directly allocate it only to those classes that are receiving the transformer allowance credit.


So that $11 million is being directly allocated to those three classes that you have mentioned as a cost and not to any other class.


MR. BUONAGURO:  Okay, thank you.


MR. SEAL:  Those are the three classes that have customers in them that will be receiving the transformer credit allowance for those customers that own their own transformation.


MR. BUONAGURO:  Okay.  So I have brought up sheet 01 in the revenue-to-cost summary worksheet.  Looking at this, then, where it shows direct allocation and a total of 14,808,523 - and you see I have highlighted the number on the sheet there - that includes the roughly $11.5 million for the transformer ownership allowance?


MR. SEAL:  I am just going to look at it in my evidence.  It is hard to see it on this screen.  It is actually kind of fuzzy.


MR. BUONAGURO:  Okay.  That's not my fault.


[Laughter]


MR. BUONAGURO:  This is Exhibit L1, tab 2, schedule 1, just for the record.


MR. SEAL:  Page 22, right.


MR. BUONAGURO:  Page 22.


MR. SEAL:  Yes.  So that $14.8 million that is shown in the "Total" column is a combination of the directly allocated transformer allowance cost, the 11.4 million we were discussing before, plus some other costs that are directly allocated to certain classes.


MR. BUONAGURO:  Right.  So the important point for the discussion of the transformer ownership allowance is that is in there?


MR. SEAL:  It is inclusive in that 14 million, yes.


MR. BUONAGURO:  Yes, thank you.


And then my understanding is that since the transformer ownership allowance is included on the cost side, you then on the revenue side —— can you confirm that the revenues for the classes that receive the transformer ownership allowance also include the transformer ownership allowance; i.e., you have directly allocated the costs in here, but then you also include the revenues for those three classes in their revenue lines?  You didn't subtract them out?


MR. SEAL:  The —— in the top part of that schedule, the total revenue number, or more specifically the distribution revenue figure that is shown, that number is derived basically by taking the 2010 revenue requirement and grossing it up for each class to match the 2011 requested revenue requirement.


To that extent, it includes in those revenues the revenues associated with the transformer allowance cost, because when we develop the rates for each class, because the transformer allowance is a cost, it is reflected in the rates that we charge to that class.


So that may be a long way of answering your question, I believe.


MR. BUONAGURO:  I think so.  And I think you will see that on the sheet I have highlighted what I think we can use as an example, the large use class.  I have highlighted the distribution revenue for the large use class here of 25.9 million, and then highlighted the direct allocation of 5.78 million.  And I think what you are saying means that it is true that in both of those numbers are embedded, I think, for that particular class approximately $3.1 million related to the time of —— sorry.  I have this habit of calling transformer ownership allowance time of use rates, and I don't know why, so forgive me.


Both of those numbers include around $3.1 million in transformer ownership allowance, and the effect is, on THESL's theory, that leaving it in the distribution revenue, but also including it in the direct allocation means they net out?  Is that true?


MR. SEAL:  Yes.  Essentially, yes.


MR. BUONAGURO:  Okay.  And then according to this particular run —— and I think is it on this sheet, although the sheet has become distorted.  Thankfully you have your copy in front of you, I think.


According to this run, the revenue-to-cost ratio for the large user class done this way is 105.45 percent?


MR. SEAL:  Correct.


MR. BUONAGURO:  Do all of the large use customers receive the transformer ownership allowance for all their billed load?


MR. SEAL:  Not all customers, no.  Most, but not all.


MR. BUONAGURO:  Okay, thank you.  Can you confirm that the transformer ownership allowance for 2010 and 2011 is 62 cents per kilowatt?


MR. SEAL:  That is the transformer allowance credit rate that we apply to those customers who own their own transformation, yes.


MR. BUONAGURO:  Thank you.  Now, hypothetically speaking, if Toronto, as part of this application, had proposed to change the transformer ownership allowance, would you agree this would have changed the calculated value of the revenue-to-cost ratio for all classes receiving the transformer ownership allowance?


Put another way, you doing what you have done here, if you change the value of the transformer ownership allowance from the existing 62 cents to something else, it actually changes the revenue-to-cost ratio, so it would no longer be 105.45 percent.  It would change depending on how much you change the transformer ownership allowance?


MR. SEAL:  If I were to use a different rate for the transformer allowance credit, something different than the 62 cents, I would have to collect a different amount from customers for that credit.  So I would calculate a different cost, on the cost side.


However, I have to, for the purposes of this revenue-to-cost ratio, across all classes, recover the total revenue requirement for 2011 from all classes.


So to the extent that I lower or raise the transformer allowance in the cost side, there would be some reflecting change on the revenue side, as well.


MR. BUONAGURO:  Okay.


MR. SEAL:  Now, would that change the cost-to-revenue ratio that falls out of the bottom?  My inclination is that unless the ratio is already at "1", that it would change.


MR. BUONAGURO:  Okay.


MR. SEAL:  Probably marginally.


MR. BUONAGURO:  All right.  Can we do this?  Can I ask you by undertaking to provide an example?  Basically, recalculate the rates that are in this schedule using a transformer ownership allowance of 90 cents as opposed to the existing 62 cents, just to illustrate how it changes?


MR. SEAL:  So assume the transformer allowance is 90 cents instead of the 62 cents?


MR. BUONAGURO:  Right, all else being equal.


MR. SEAL:  Run it through the way I believe it would run through?


MR. BUONAGURO:  In the way you have done it here on this sheet.  I think it will help illustrate how the revenue-to-cost ratios change.


MR. SEAL:  I can certainly do that numerical exercise.  I might question where the 90 cents comes from, because ——


MR. BUONAGURO:  I can tell you.


MR. SEAL:  I was going to say, because depending on what that value is, of course if it was a huge number, you will get a huge change in your revenue-cost ratios.


The 62 cents that is in our —— the rate that we apply for the transformer credit is based on Toronto Hydro's own avoided cost calculations of the amount.


MR. BUONAGURO:  Well, thank you.  Two things.  One, it is largely to show that changes do occur, so that is the first point.  In that sense, it doesn't necessarily matter what the number is.  It is simply a number to show the change.


MR. SEAL:  I have acknowledged that.


MR. BUONAGURO:  Thank you.  The other point, though, is that my understanding is that sheet 03.1 from the cost allocation run suggests the value of the transformer ownership allowance is roughly 90 cents.


So in terms of why the 90 cents, that is where we got it from.


MR. SEAL:  Okay.


MR. BUONAGURO:  You can in the answer comment on the accuracy of that, or not, but I mostly want the numerical exercise to show that it changes.


MR. SEAL:  As I indicated, I can do the numerical exercise.


MR. BUONAGURO:  Thank you.


MR. QUESNELLE:  Undertaking, please.


MS. SEBALJ:  That will be JH1.3.

UNDERTAKING NO. JH1.3:  TO PROVIDE A RECALCULATION OF REVENUE-TO-COST RATIO USING 90-CENT TRANSFORMER OWNERSHIP ALLOWANCE.


MR. BUONAGURO:  Thank you very much.  Now I am going to move on to a slightly different area.


I am going to turn up Exhibit L1, tab 2, schedule 1, page 16.  I am having trouble with my mouse.  Sorry.


Now, can you confirm for me - and I brought this up as a helpful way for you to confirm for me - that the OEB's cost allocation model allocates a significant portion of the revenue requirement to customer classes using demand allocators, and then in the case of Toronto, the demand allocators used are the four CP or coincident peak and the four NCP or non-coincident peak allocators?


MR. SEAL:  Answering your second question first, yes, the allocator is four NCP and four CP for those demand —— for those costs that are allocated using these demand allocators.


As to whether a significant portion or what proportion of the costs are allocated using these, off the top of my head I couldn't be sure.


MR. BUONAGURO:  Okay.  It is what it is.


MR. SEAL:  It is.


MR. BUONAGURO:  It's a proportion.  I don't have the proportion, but that is fine.  Thank you.


Now, for Toronto Hydro, can you briefly explain how the values for these parameters as used in the 2011 cost-allocation run were determined?  How do you come to these demand allocators?


MR. SEAL:  The Board's cost-allocation model —— which is what we have used —— has a test in it for which CP and NCP allocator to use, and that test is based on the history or the example of actual coincident peaks.  And it is a logic that is built right into the model.


So we feed it in, the data for our load and load profiles, and the model then, based on that, determines for Toronto Hydro or for any LDC that is applying this model, whether it is one NCP, four NCP, or 12 NCP that get used to allocate.


So in our particular example, the model tells us that four NCP and four CP are the ones to use.


MR. BUONAGURO:  Okay.  Thank you.


Can you tell me which historical years' data year one is based on?


MR. SEAL:  It is actually based on the forecasted values.  So forecasted load and the load profiles.


MR. BUONAGURO:  So you don't use any historical data?


MR. SEAL:  Not for this particular component.


MR. BUONAGURO:  Okay.


MR. SEAL:  Sorry, I am going to backtrack a little bit.


MR. BUONAGURO:  Yes.


MR. SEAL:  As I said, load profiles is one of the pieces that goes into this.  The load profiles are based on historical data, applied to the forecasted loads.


MR. BUONAGURO:  Okay?  So can you tell me the years for the historical data?


MR. SEAL:  Off the top of my head, I don't know ——


MR. BUONAGURO:  Okay.


MR. SEAL:  —— Mr. Buonaguro.


MR. BUONAGURO:  You can do that by way of undertaking then?


MR. SEAL:  I can.


MR. BUONAGURO:  Thank you.


MS. SEBALJ:  That is JH1.4.

UNDERTAKING NO. JH1.4:  TO DETERMINE WHICH HISTORICAL YEARS' DATA YEAR ONE IS BASED ON.


MR. BUONAGURO:  Thank you.


Now, in terms of that data, can you tell me if it is based on actual metered data?  And if it is, is it from a sample of Toronto Hydro customers from each class?


MR. SEAL:  The load profiles themselves were developed as part of the initial cost-allocation informational filing back in 2006.  So we had data that we provided to Hydro One to develop some of the load profiles for the various classes.


As I mentioned, we updated that —— we update the loads to match the 2011, the forecasted loads.  The data for the load profiles I believe still comes from that 2006 study.


MR. BUONAGURO:  Okay.  And just to be clear, when you say "2006 study", is that study based on actual metered data?


MR. SEAL:  Yes, it is.


MR. BUONAGURO:  Okay.  And is it from a sample, or the whole...?


MR. SEAL:  It is based on metered data for those classes where we have hourly metered data.  For those classes where we didn't it was based on a load profile provided by Hydro One.


MR. BUONAGURO:  Okay.  For the ones that are based on actual metered data, though, it is a sample.  It's not —— you don't use everybody's data.  You use a sample of the data, I would assume.


MR. SEAL:  My recollection is that we gave them all of our data for all of our customers.


MR. BUONAGURO:  Okay.  All right.  And I will cryptically tell you that that is the end of my cross.  Thank you very much.


MR. QUESNELLE:  Thank you very much.


I don't know if there has been a —— some discussion on order, but Mr. Alexander, I see you reaching for the mic there, so...


MR. CROCKER:  Mr. Chairman, perhaps —— I don't want to interrupt Mr. Alexander, but my cross-examine —— our cross-examination is also based strictly on cost allocation and kind of follows logically from this.  I am prepared to wait, but it just seems to make sense.


MR. ALEXANDER:  I don't object.


MR. QUESNELLE:  If that's fine with you, Mr. Alexander.  Thank you, Mr. Crocker.


MR. CROCKER:  Thank you.


MR. QUESNELLE:  That was a great action shot, Mr. Buonaguro, that we parted with.

Cross-Examination by Mr. Crocker:


MR. CROCKER:  It was my understanding —— and I don't know to whom I am particularly directing the question.  It doesn't matter.  Probably Mr. Seal —— it was my understanding that Mr. Harper of VECC had a different proposal for the way that the transmission ownership allowance should be treated and discussed that with you.  Is that correct, Mr. Seal?


MR. SEAL:  We had a conversation on Monday.


MR. CROCKER:  Right.  And you didn't resolve, I gather from the questioning of Mr. Buonaguro, didn't resolve the issue of which way was the appropriate way to follow the Board's guidelines or whether you were in fact following the Board's guidelines?


MR. SEAL:  The purpose of our discussion was not to resolve that.  It was simply, from my perspective, to understand exactly the issue that Mr. Buonaguro's client had with our cost allocation.


MR. CROCKER:  Okay.  Let me pursue that a little bit more.  If I look at your cost —— the first page of your cost allocation, your pre-filed material —— so that is Exhibit L1, tab 1, schedule 1, page 1 —— you have indicated for the large-use category that you propose to move the revenue-to-cost ratio from 108.1 to 104.  That's correct, isn't it?


MR. SEAL:  Correct.


MR. CROCKER:  Okay.  If you go to VECC interrogatory 38 —— and I gather this was revised January 13?  And I am looking at 38-H, the table 38-H?


MR. SEAL:  That would be Appendix "B", I believe, Mr. Crocker.  Is that...?


MR. CROCKER:  Yes.  Sorry, yes.  So it's ——


MR. SEAL:  R1, tab 11, schedule 38, Appendix "B".


MR. CROCKER:  Yes.


MR. SEAL:  Okay.


MR. CROCKER:  Okay?  And the table is entitled "sheet 01, revenue-to-cost summary worksheet, first run"?


MR. SEAL:  Correct.


MR. CROCKER:  Are we together?  Okay.  If you look under the column "large use", and you go down to the suggested revenue-to-expenses percentage, so that is revenue-to-cost ratio, it is 118.18.  Are you with me?


MR. SEAL:  I see the 118.18.


MR. CROCKER:  Okay.  Now, it is my understanding that that was based on —— the interpretation —— and I don't purport to understand it fully —— but Mr. Harper's interpretation of the way that should be treated; is that correct?


MR. SEAL:  What I can tell you is what this schedule is, because we produced it.


MR. CROCKER:  All right.


MR. SEAL:  It might be helpful.


MR. CROCKER:  Okay.


MR. SEAL:  We were asked in this interrogatory to remove the transformer allowance from the costs and the revenue categories.


MR. CROCKER:  Right.


MR. SEAL:  And determine what the revenue-cost ratios were after removing that.


MR. CROCKER:  Right.


MR. SEAL:  So that is what that line, revenue-to —— revenue-to-expenses line shows you those revenue-cost ratios, fully removing the $11.4 million from both the costs and the revenue side.


MR. CROCKER:  Okay.


MR. SEAL:  Now, what that number is on that particular line is not the number that I would propose for rate-making.  It is simply the number that falls out with our current costs allocated according to the cost-allocation model and the revenue side derived using the cost-allocation model's revenue side.


When we design the —— our requested revenue-cost ratios and the rates then that come from those, we would change from here.  So even in my original evidence, where I include the transformer allowance in these particular classes, the number that shows on that line isn't the number that I am proposing to use for rate-making purposes.


So it's, I will call it the starting point, and that, my understanding, after speaking with Mr. Harper, is the difference between his methodology and my methodology as a starting point.


MR. CROCKER:  If, after entertaining argument in this matter —— and I would —— I am imagining that the VECC argument is going to suggest this is the way it should be treated —— and if the Board were to accept that approach, that is, accept that way of doing things as being the way the Board is suggesting —— has suggested historically that it should be done, and this is my question, can you still bring the large user class down to 104?


MR. SEAL:  I think what you are asking me - and maybe I shouldn't be putting words in your mouth back into my mouth - is if I accepted Mr. Harper's methodology, would my revenue-cost ratio be any different in the end that I propose?  My answer to that is, no, it wouldn't.


MR. CROCKER:  Okay.


MR. SEAL:  The methodology, as I said, again, my understanding is, this is the starting point.


He suggests this is where the revenue-cost ratio's starting point should be.  I am interested, for rate-making purposes, in an ending point.  So whether I am moving from 118 or moving from —— in my case, I believe it was 113.  I wanted to get to 105 or 104.  That is where I end up being.


I have those costs that are allocated within the cost allocation model using the Board's cost allocation algorithms and routines.  Those are the costs I have to recover from each class.  So I need the revenue to recover that much, or as some targeted revenue-cost ratio.


MR. CROCKER:  So just to summarize, then, you are telling me that you won't change your ratemaking?


You expect that the revenue-to-cost ratio for the large use category in 2011 will be 104, regardless of what the starting point is?


MR. SEAL:  Well, of course I can't presuppose what the Board may decide on this issue, but my proposal would stand regardless of my starting point.


MR. CROCKER:  Okay.  I am sure that you are aware, Mr. Seal, of the Board's report, EB-2007-0667.  That comes up in your prefiled evidence and it came up I think with Mr. Buonaguro.  You are aware of that, aren't you?


MR. SEAL:  Could you give me the real name of it?  Is that the cost allocation?


MR. CROCKER:  Yes, the cost allocation.


MR. SEAL:  Thank you.  All of those numbers don't stick in my head very well.


MR. CROCKER:  Okay.


MR. WARREN:  Just a numbers guy?


MR. SEAL:  Just the ones that start with EB.


MR. SARDANA:  We are still working on it, Mr. Crocker.


MR. CROCKER:  What are you working on?


MR. SEAL:  Me.


MR. SARDANA:  I'm teasing.


MR. CROCKER:  I have produced an excerpt from that, a couple of pages that I would like to distribute and ask you, after thanking you for the —— for moving or proposing to move the large use category from 108.1 to 104, I want to know why —— I would like to know why you aren't proposing to move the category to unity, one to one.


And if you look at the report that is being circulated, if you look at page 4, one of the pages I have highlighted, the Board says in the fourth paragraph on that page:

"The ranges established by the Board are set out in section 3 and are intended to be minimum requirements."


And for the purposes of that 108.1, we acknowledge 108.1 is within that range.  That's right, isn't it, Mr. Seal?


MR. SEAL:  That's correct.


MR. CROCKER:  104 there clearly is:

"To the extent that distributors can address influencing factors that are within their control (such as data quality)..."


And you would agree with me, as well, Mr. Seal, would you not, that the data quality —— the quality of your data is improving year over year, improving all the time?


MR. SEAL:  I would argue we have good data all the time, but certainly we are always looking to improve.


MR. CROCKER:  Right.

"...they should attempt to do so and to move revenue-to-cost ratios nearer to one."


And the Board, again, says on page 7 of the report - and that's been also reproduced - in the last paragraph on that page second sentence of that last paragraph:

"Distributors should endeavour to move their revenue to cost ratios closer to one if this is supported by improved cost allocations."


My question, once again, then is:  Why would you not propose to move the large user category closer to 1.0?


MR. SEAL:  Mr. Crocker, I will refer back to my prefiled evidence on this issue.


As you are undoubtedly aware, moving one customer class's revenue-cost ratio by necessity means moving some other class revenue-to-cost ratio.  It is a single pie that gets divided up in different ways.  So if you change one of the slices of the pie, another slice somewhere else or other slices somewhere else have to change.


We, in our previous 2010 rate filing, moved all rate classes to within the Board's range as provided in their report.  We made a conscious decision in this rate filing to continue to move all customer classes towards unity.


What we didn't want to do is move them all to unity immediately, and we don't believe the Board, in its report and the way it wrote it, wants to see that either.  But we do fundamentally believe that at the end of the day, all customer classes should be paying their costs.  So we did make that conscious decision to move classes.


The methodology that we did —— that we chose to apply was we looked at the residential rate class, primarily, their biggest rate class, biggest number of customers, and we came up with a revenue-cost ratio we believed was reasonable for that class.


Based on that, we wanted a fair treatment for all of the other classes.  So to the extent that we moved the residential class toward unity by reducing the deficiency for that particular class, we moved all other classes, deficiency or sufficiency in the case of your clients, by the same proportion.


We are treating every rate class fairly in our incremental move towards unity.


MR. CROCKER:  You do, however, support the principle that one-to-one is ultimately the fairest circumstance?


MR. SEAL:  As a cost practitioner and rate maker, certainly that principle is there, but we recognize - and we have stated this in our evidence, as well - that the Board's cost allocation model, the data that is in it, the data that we have isn't perfect, as good as it is, and that is why we're making this incremental approach.


MR. CROCKER:  Thank you, panel.  I have no further questions.  Thanks, Mr. Alexander.


MR. QUESNELLE:  Thank you, Mr. Crocker.  Mr. Alexander?

Cross-Examination by Mr. Alexander:


MR. ALEXANDER:  Thank you.  For my cross-examination, the Board will need copies of the Pollution Probe cross-examination reference book.  I believe Board Staff have your copies.  And while that is being passed up, just for the Board's reference, this was circulated to parties on Sunday evening, so parties should have had adequate notice of it, and I don't believe there is any objection.  And I would ask it be given an exhibit number for ease of reference.


MR. QUESNELLE:  Okay.


MS. SEBALJ:  It is Exhibit KH1.10.

EXHIBIT NO. KH1.10:  POLLUTION PROBE'S CROSS-EXAMINATION REFERENCE BOOK.


MR. ALEXANDER:  Good afternoon, panel.  My name is Basil Alexander, and I will be asking you questions today on behalf of Pollution Probe.


Just so you know where I am going, my questions will relate to issue 6.1, and specifically whether or not the variance account for Toronto Hydro, with respect to distribution system line losses, should be continued.  So I suspect most of my questions will be directed to Mr. Seal, but I will leave it to the panel to determine who is the best person to answer the questions.


So if I can take you, panel, to tab 1 of the Pollution Probe cross-examination reference book which was just marked as Exhibit KH1.10?  Do you have it?


MR. McLORG:  We do.


MR. SEAL:  Yes, we do.


MR. ALEXANDER:  And at tab 1 are copies of three documents, so we will start with the first one.  And the first two pages are, if you will see there, an excerpt from the Ontario Energy Board's 2009 yearbook of electricity distributors, published on August 25th, 2010.  Do you see that?


MR. McLORG:  Yes, we do.


MR. ALEXANDER:  And on the second page there is an excerpt specifically from page 66, which includes information regarding Toronto Hydro-Electric System Limited.


MR. SEAL:  Yes.


MR. ALEXANDER:  And just going down to the part that is marked, it would appear from this that, according to this page, that Toronto Hydro's total distribution losses in 2009 were 961,000 —— oh, sorry, 961,179,992 kilowatt-hours; correct?


MR. SEAL:  That's what it would indicate.


MR. ALEXANDER:  And then just to convert it to megawatt-hours you divide by 1,000, so the number would be 961,180 megawatt-hours, correct?


MR. SEAL:  Correct.


MR. ALEXANDER:  And then if I take you to the third page at tab 1, or page number 3 of Exhibit K1.10, this is an excerpt from the IESO's monthly market report dated December 2009, section 8, a summary of wholesale market electricity charges in Ontario's competitive marketplace.  Do you see that?


MR. SEAL:  Yes, we do.


MR. ALEXANDER:  And just going down to the total, it would appear, according to the IESO, that the weighted average wholesale cost of power in 2009 was $82.98 per megawatt-hour, correct?


MR. SEAL:  That appears to be, yes.


MR. ALEXANDER:  So I am just going to take you now to the next page, which is page 4, for some math, just to show what we're doing.  And what I have done is do some calculations based on the total cost of Toronto Hydro's line losses in 2009.


So basically, if you take those two numbers, the numbers —— the distribution system losses from the first document times the cost per megawatt-hour, what you get is a cost of $79.8 million.  Would you take that, subject to check?


MR. SEAL:  I will take the math subject to check.  One thing I would like to point out, though, Mr. Alexander, the $82.98 that you have indicated came from the previous page includes the debt retirement charge.


MR. ALEXANDER:  Mm-hmm.


MR. SEAL:  The debt retirement charge in our rate schedules is not applied to the losses.  So if you are properly doing this against costs that are loss-adjusted, you would want to remove that debt retirement charge.


MR. ALEXANDER:  So what you are suggesting is we would take out $82.98 and we'd subtract out the debt retirement charge?


MR. SEAL:  Again, using your numbers, as I said, the debt retirement charge is not subject to loss adjustment, so, yes.


MR. ALEXANDER:  I am just loading up my spreadsheet to do some quick math here.


MR. SARDANA:  Mr. Alexander, by my quick arithmetic that number would then be $75.98 per megawatt-hour.  And so then if it is helpful, if you continue with that arithmetic ——


MR. ALEXANDER:  That is what I was about to do.


MR. SARDANA:  —— the dollar amount comes out to 73.03 million.


MR. ALEXANDER:  And I think you just matched me with my numbers.  So would you take that as the total cost of the Toronto Hydro's line losses in 2009 then, if you take out the debt retirement charge?


MR. SEAL:  Well, I would take that as your calculation of the wholesale price times our losses, the reported losses.  That I would take.


MR. ALEXANDER:  Now, if you could keep your finger on page 4 and go back to page 2.  We will be coming back to page 4 —— so just according to the excerpt from the 2009 yearbook of electricity distributors, the excerpt regarding Toronto Hydro-Electric Systems, it would appear that the total kilowatts sold, excluding losses, was 24,588,094,033 kilowatt-hours, correct?


MR. SEAL:  Correct.


MR. ALEXANDER:  And then just to convert that to megawatt-hours, you'd divide by 1,000 again, which would come to 24,588,094 megawatt-hours, correct?


MR. SEAL:  Correct.


MR. ALEXANDER:  And then if I take you to page 4.  And we were to take the distribution losses from those charts and do it as a percentage of the —— percentage of the sales, that would work out to 3.9 percent, correct?


MR. SEAL:  I believe your math is correct.  Typically we don't measure losses in this way, but rather the losses are measured against the purchases, not the sales.


MR. ALEXANDER:  So would you measure it against the total amount, the total amount at the bottom there?


MR. SEAL:  Correct.


MR. SARDANA:  So again, Mr. Alexander, if it is helpful, that works out to 3.6 percent.


MR. ALEXANDER:  That's helpful.  Thank you, Mr. Sardana.


And that would be your —— that would be your statement of the distribution losses in 2009 then?


MR. SEAL:  That's the way we would present it.


MR. ALEXANDER:  Okay.  Regardless, by reducing distribution losses as either a percentage of the sales or a percentage of the total kilowatt-hours purchased, Toronto Hydro could increase its overall energy efficiency as a result, correct?


[Witness panel confers]


MR. MCLORG:  I think, Mr. Alexander, we would certainly grant your point that, were loss reduction achievable on Toronto Hydro's distribution system, that the efficiency of that system considered from an energy perspective would improve.


MR. ALEXANDER:  And if I could move you now to tab 2 of the cross-examination reference book, which has been marked as Exhibit KH1.10.  Do you have it?


MR. McLORG:  Yes, we do.


MR. ALEXANDER:  And you should have a copy there of the directive to the Ontario Power Authority dated February 17th, 2011 from the Minister of Energy.


MR. McLORG:  Yes, we do.


MR. ALEXANDER:  And just going down to the highlighted part of the first page of the directive, it says there that the plan shall —— and this is regarding the integrated system plan for the OPA, and there the minister has indicated to the OPA that:

"The plan shall seek to exceed and accelerate the achievement of the CDM targets if this can be done in a manner that is feasible and cost-effective."


Correct?


MR. McLORG:  We see that.


MR. ALEXANDER:  And if I flip ahead to page 3 of the directive —— oh, I'm sorry.  I stand corrected.  I am going to tab 3 of the cross-examination reference book, which has been marked as Exhibit KH1.10.  Do you have that?


MR. McLORG:  Yes, we do.


MR. ALEXANDER:  And what you should have there is a copy of the March 31st, 2010 CDM directive from the Minister to the Board, correct?


MR. McLORG:  Yes.


MR. ALEXANDER:  And if I take you to page 12 of the cross-examination book, which is page 2 of the directive, this is the part about the Board amending the licences of the distributors.  And going to the highlighted part:

"The distributors must deliver a mix of CDM programs as far as appropriate and reasonable."


Correct?


MR. McLORG:  Yes, we see that.


MR. ALEXANDER:  And then if I go on to the next page, page 3 of the directive, page 13 of the cross-examination reference book.  Do you have that?


MR. McLORG:  Yes.


MR. ALEXANDER:  And then at 6(c):

"The Board shall not preclude consideration of CDM programs or funding for CDM programs on the basis that a distributor of CDM targets have been or are expected to be exceeded."


Correct?


MR. McLORG:  Yes, we see that.


MR. ALEXANDER:  Could additional cost-effective actions by Toronto Hydro to reduce its distribution losses help Ontario achieve its province-wide CDM targets?


MR. McLORG:  Within the context of a distribution revenue requirement and rate application, the answer is, it is out of scope.  Clearly, as I indicated before, to the extent that Toronto Hydro is able to improve the technical efficiency of its distribution system, that will result in a reduction in lost energy.


But I would observe first of all that, if you are referring to CDM programs, there's a separate application before the Board right now that pertains to that, and, secondly, in my reading of the Conservation and Demand Management Code for Electricity Distributors that was issued by this Board, it states at section 3.1.5 that:

"Distributors shall not apply for CDM Programs that:

"(a) relate to a distributor's investment in new infrastructure or replacement of existing infrastructure;

"(b) relate to any measures a distributor uses to maximize the efficiency of its new or existing infrastructure."


MR. ALEXANDER:  I think what I am focussing on is the intent, and I think you have conceded, though, that there is a reduction of lost energy in the system; correct?


MR. McLORG:  Were THESL able to improve the technical efficiency of its distribution system, yes.


MR. ALEXANDER:  And I —— sorry, as I understand it, at present Toronto Hydro has a variance account with respect to the differences between the dollar values of its actual and forecasted distribution losses; correct?


MR. SEAL:  That's correct.


MR. ALEXANDER:  And as a result, if the actual losses are greater than the forecast, the extra costs can be passed on to customers; correct?


MR. McLORG:  That's right.


MR. ALEXANDER:  Conversely, if Toronto Hydro takes actions to reduce its losses, then 100 percent of the savings are passed on to customers; correct?


MR. SEAL:  Correct.


MR. ALEXANDER:  So the variance account would eliminate a financial incentive for Toronto Hydro to take actions to reduce its distribution losses; correct?


MR. McLORG:  Yes, on those bare grounds.  If the variance account were not there, which is not a proposal that we support, then Toronto Hydro would become financially responsible for the value of the variance and losses.


MR. ALEXANDER:  If I could take you to tab 4 of the cross-examination reference book which has been marked as Exhibit KH1.10?  Do you have it?


MR. McLORG:  Yes, we do.


MR. ALEXANDER:  What you should have there is an excerpt from the technical conference in this proceeding that was held on January 24th, 2011; correct?


MR. McLORG:  We see that.


MR. ALEXANDER:  Then if I turn to page 16, which is the excerpt at page 100 from the technical conference, it would appear, according to this part of the transcript, that there was a $265,000 credit to customers in the distribution losses variance accounts as of December 2008.  Is that fair and correct?


MR. SEAL:  That is correct.  That was the amount that we cleared in 2010.


MR. ALEXANDER:  Okay.  That would be —— that would be as of —— that would be the amount up to December 2008, though?


MR. SEAL:  2008.  When we cleared those variance accounts, there were a number of them.  They were all calculated up to the end of 2008.


MR. ALEXANDER:  So was this credit then built up for a number of years?  I am just trying to understand that.


MR. SEAL:  It was.  It was built up for a number of years.  We don't clear all accounts every year.


MR. ALEXANDER:  What I was going to get at is the start date of the variance account, or how many years are in this amount, is what I am getting at?


MR. SEAL:  That particular amount reflected amounts that were booked to that account since, by our records, March 2005, which I believe was the last time we cleared that account.


MR. ALEXANDER:  So just so I am clear, the March 2005 to December 2008?


MR. SEAL:  Correct.


MR. ALEXANDER:  And if I could take you now to tab 5 of the cross-examination reference book which has been marked as Exhibit KH1.10?  Do you have that?


MR. SEAL:  Yes, we do.


MR. ALEXANDER:  And I've got here a couple of your responses to Pollution Probe's interrogatories.  And the first one is Toronto Hydro's response to Pollution Probe Interrogatory No. 2, which was filed as Exhibit R1, tab 8, schedule 2.


Do you have that?


MR. McLORG:  Yes.


MR. ALEXANDER:  And so according to the response in part (a) of this response, it would appear that the current value of the distribution loss —— try that again —— the current value of the distribution loss variance account as of December 2010 was $5,596.00; correct?


MR. SEAL:  That's correct.  That's what we reported in that interrogatory response.


MR. ALEXANDER:  And so that would be a credit that would be passed on to customers, correct, eventually, once it is cleared?


MR. SEAL:  I am not actually sure whether that is a credit or a debit.


MR. ALEXANDER:  Can you find out for me if that is a credit or a debit?


MR. SEAL:  If you give me one moment, I might be able to do that quickly.


I will have to take an undertaking for that.


MS. SEBALJ:  Sorry, I was just asking whether we knew.  It is JH1.5.

UNDERTAKING NO. JH1.5:  TO PROVIDE ANSWER AS TO WHETHER AMOUNT LISTED IN POLLUTION PROBE INTERROGATORY NO. 2(A) IS A CREDIT OR DEBIT.


MR. ALEXANDER:  So just to play out the two options, if it is a credit, it would be passed on to your customers when it is cleared; correct?


MR. McLORG:  Correct.


MR. ALEXANDER:  If it is a debit —— and if it is a debit —— so if it is a credit savings, it is passed on to the customers.  If it is a debit, it is a charge that would be passed on to customers; correct?


MR. SEAL:  Correct.


MR. ALEXANDER:  Regardless of whether it is a credit or a debit, just given the dates, it would seem that this balance has been accumulated over two years, correct, from December 2008 to December 2010?


MR. SEAL:  The last balance that we cleared was December 2008, and this is the current balance in that account.


Now, one of the things that we mentioned in the technical conference, and I believe in one of the interrogatory responses to your client, we are currently reviewing that account to ensure that we have the right amount in that account.


So whether that is the amount that I will eventually clear to customers, debit or credit, is still to be determined.  We have not applied, in this particular hearing, to clear that particular account.


MR. ALEXANDER:  I think what I am focussing on is that it is two years of accumulation at this point, regardless of what happens with the review.  Is that fair?


MR. SEAL:  It is two years' accumulation as to what is in that account right now.


However, as I mentioned, we are reviewing what we put in that account and how we have done it, and that number may change.


MR. ALEXANDER:  If I can move on to part (c) of Interrogatory No. 2 - and I am going to take this in parts as we go through it - the question that was originally asked was: Would Toronto Hydro oppose a proposal to exclude the dollar value of the annual difference between actual and forecast losses from the RSVA power variance account, and, if yes, explain why?


And according to the first sentence of the response, Toronto Hydro would oppose a proposal to assume the risk of variances between actual and deemed losses, because Toronto Hydro cannot reasonably control actual losses on its distribution system.  Correct?


MR. McLORG:  That's correct.


MR. ALEXANDER:  So what I want to focus on is actions —— to start with, actions that you can take to control losses, okay, just so you know where I am going.


And according to the second sentence of your response, you state that:

"While Toronto Hydro can attempt to minimize losses operationally and through investments in lower loss equipment, the objective of loss minimization must be balanced against other operational objectives (such as reliability) and must be undertaken on a cost-effective basis."


Correct?


MR. McLORG:  Yes.


MR. ALEXANDER:  So I am going to break this into the two points that are mentioned here.


First, could you please describe the operational actions that can be taken to reduce distribution losses in a safe and cost-effective manner?


MR. McLORG:  Generally speaking, there are four categories of actions that utilities can take to reduce losses, and these include voltage conversions, so to convert a given feeder from a lower voltage, say, for example, in Toronto's case, 4 kilovolts, to 13.8 or 27.6 kilovolts.


Secondly, we can replace transformer substation equipment, and, as the vintage of that equipment becomes newer, the technical losses characteristic of that equipment are reduced.


We can replace conductors —— in other words, the wires that run between poles and in underground ducts —— to reduce their resistivity, and we can improve the power factor on our system by introducing capacitors.


MR. ALEXANDER:  Now, you said four categories generally.  I just want to make sure there isn't something else out there that you would like to add or anything like that.  I just want to get as complete a list as possible.


MR. McLORG:  Well, I meant to list those four categories with respect to equipment updates.


MR. ALEXANDER:  No, and I think the second question was going to be the types of investments, although I don't know if that is covered or if the two go hand in hand, based on your initial answer.


MR. McLORG:  Well, I should continue, because there are some other avenues available as well.


Feeder balancing —— in other words, the effort to balance the load on feeders as between the different phases —— will reduce the average current running through those conductors.  And I might just note as an interjection here that you are probably aware that losses themselves from an engineering or technical perspective are not linear.  They vary with the square of the current that is being conducted through the equipment.


So clearly it is better to have two feeders running at 10 megawatts each, rather than one feeder running at 20 megawatts and another feeder running at zero megawatts.


We continue with our efforts to suppress the incidence of theft of power, which is not a technical loss, of course, but it does show up as a loss on our system.


And in addition, we are fairly vigorously pursuing the phase-out of unmetered water-heater load.  And we believe that that will also have the effect of reducing non-technical losses on our system.


MR. QUESNELLE:  Just in case we are relying on the transcript later, I sense we are at cross-purposes here as to the categories.  Mr. Alexander, you're referring to, perhaps there were more investment ones?  Mr. McLorg, the first four categories you gave, were they your investment categories?  And the latter ones operational?


MR. McLORG:  That's fair, Mr. Quesnelle.  I'm sorry if I ——


MR. QUESNELLE:  Just, the way you posed the question was as though the operational ones are coming.  I think the former ones you gave were your investment categories and the latter ones were operational, and I think that...  Okay.


MR. McLORG:  Well, thank you, Mr. Quesnelle, for that clarification.


MR. ALEXANDER:  I believe Mr. Chair has clarified.  I am looking to get your investments that you can use to reduce the distribution losses, which seem to be the four categories, and then the operational as well.


So —— and I want to make sure you give me as complete a list as you can.  I want to be fair to you to do that.  So if you have covered it, that's great.  If you would like to add anything, that's fine too.


MR. McLORG:  Well, I think I will leave it at that.  I think that covers it.


MR. ALEXANDER:  Okay.  And moving on to the second part of the paragraph responding to (c), and Mr. McLorg, you started to respond to —— you started to allude to this point.


Furthermore, for any given state and configuration of distribution equipment and set of operating procedures, losses vary exponentially as to square with the current as a matter of physics, and I think this is the key point.  Therefore, actual losses will be highly dependent on demand conditions, which Toronto Hydro cannot control and which themselves depend on factors such as temperature and economic activity, correct?


MR. McLORG:  Yes.


MR. ALEXANDER:  So as I understand it, Toronto Hydro's demand response programs would reduce losses on high-demand days, correct?


MR. McLORG:  Compared to what otherwise might have occurred, yes.


MR. ALEXANDER:  And by enrolling more participants in your demand responses program, you would reduce your peak day losses as a result, correct?


MR. McLORG:  I think that is fair.


MR. ALEXANDER:  If I take you to the final page in the document book that has been marked as —— in the cross-examination reference book that has been marked as Exhibit KH1.10.  You should have a copy of the response to Pollution Probe Interrogatory No. 6, which was filed as Exhibit R1, tab 8, schedule 6.


MR. McLORG:  We have that.


MR. ALEXANDER:  And just looking at the response, according to the response there are a number of transformer replacement and voltage conversion projects in 2010 and 2011 that would reduce losses in the order of 5 to 10 gigawatt-hours, correct?


MR. McLORG:  Well, that is qualified by the statement that we really don't know that with any precision.  We are estimating that.


MR. ALEXANDER:  But it is in that order.  I am just reading from the response you provided, so...


MR. McLORG:  I will accept that.


MR. ALEXANDER:  What I want to know is, are there additional transformer replacement and voltage conversion projects that could cost-effectively reduce Toronto Hydro's losses?


MR. McLORG:  At this particular time it may be the case that there are some other actions that we could take, and I am not in a position to comment on that definitively, because I am not in the asset management area.


As equipment is replaced in the future, there will be additional opportunities to perform these equipment upgrades, and we do expect that the loss characteristic of our system will improve as a result of doing that.


As to the question of cost-effectiveness, it is clearly the case that we would not propose, and the Board would certainly not accept, a plan to spend $10 to save $1 in losses.


You can spend almost an unlimited amount of money on your distribution system and replace all your conductors and buy ultra-low-loss transformers and make other investments of that kind, but as is usual in many of these kind of scenarios, there is a condition of very markedly increasing marginal costs with respect to those investments and decreasing marginal benefits to making those investments.


MR. ALEXANDER:  I don't think we disagree on the cost-effectiveness side of things.


MR. McLORG:  Okay.


MR. ALEXANDER:  I think my question was, was, are there additional transformer replacement and voltage conversion projects that could cost-effectively reduce Toronto Hydro's losses?  So the cost-effectiveness is a requirement to that.


MR. McLORG:  The fairest answer to you then in that case is that, I can't respond one way or the other, because we have not conducted that analysis.


MR. ALEXANDER:  Is that something that you could provide an undertaking on?


MR. McLORG:  No, it is not.


MR. ALEXANDER:  Then that is just because you have not done the analysis.


MR. McLORG:  The analysis would be extremely intricate and time-consuming and costly.


MR. ALEXANDER:  Moving on to a different note, everything else being equal, I presume that small-scale combined heat and power plants located on customers' premises reduce distribution losses, correct?


MR. McLORG:  To the extent that they displace distribution load, they would have the effect of reducing losses on the distribution system, yes.


MR. ALEXANDER:  So by promoting or facilitating combined heat and power, Toronto Hydro would be able to help reduce its distribution losses then; correct?


MR. McLORG:  Yes, that is a fact, as far —— as a bare fact, yes, I agree with that.


[Witness panel confers]


MR. ALEXANDER:  And moving on to a different topic, as I understand it, your distribution volumes and ——


MR. RODGER:  I'm not sure if the panel —— did you want to add to that answer, panel?


MR. McLORG:  Well, perhaps just to clarify.  I understood your question to refer to Toronto Hydro's facilitation of combined heat and power, and I am sure you are aware that we have undertaken studies of distributed generation and so on, and we are prepared to move in that direction, but clearly it would not be an investment on the part of Toronto Hydro to put a CHP facility in a customer premise.


MR. ALEXANDER:  And that wasn't the question I asked.  The question was promotion or facilitation of combined heat and power.


MR. McLORG:  Yes, that's what I understood, yes.


MR. ALEXANDER:  Yes.  So on a different note, as I understand it, your distribution volumes and revenues are obviously impacted by changes in the economy and weather, correct?


MR. McLORG:  That's correct.


MR. ALEXANDER:  And furthermore, the weather and the economy are both beyond Toronto Hydro's control, correct?


MR. McLORG:  So far as we know.


MR. ALEXANDER:  You know something that we don't?  I would love to be part of that.


And as far as I know, Toronto Hydro does not have a variance account to protect its profits from fluctuations and its distribution revenues that are a result of fluctuations in the economy or weather, correct?


MR. McLORG:  That is correct, but I am going to ask you to endure a longer answer to that.  There is a vital distinction to be made between Toronto Hydro's revenue risk and risk on return with respect to its throughput, and the question of incurring that same risk with respect to losses.


And in the first part, losses are losses of energy; in other words, they're losses of commodity.  If we became financially at risk for losses of that commodity, that would, itself, represent a departure from the established practice of simply passing through to customers the cost of power at the cost that was incurred.


If we assumed responsibility for variance and losses, we would be taking a financial stake with respect to the commodity and the commodity pass-through and would ultimately possibly wind up running a side business which would be dedicated to trying to minimize those losses.


The problem —— and I am sorry to go on with it as long as I have, but trying to be brief, the problem with that is that it is not clear at all to us how the costs of that loss reduction activity on our part, operational expenses and investment costs, would actually be borne and by whom it would be borne.


If it were the case that the proposal was that we should finance the cost of that loss reduction by way of the margin between the deemed loss rate and the reduced actual loss rate, then it is the —— it is the case that we are really taking a position in the market.


And if that were done, there would be a very stark need to separate the costs that Toronto Hydro incurred in its electricity distribution role from the costs incurred in its role as a loss reducer.


And to make this more plain for everyone, the point I am getting at is that loss reduction costs money.  If we were to pay for that out of profits, you would have to be sure, as the Board, not to allow any of the costs of that loss reduction back into revenue requirement.


So to summarize, if the proposal were that the costs of the loss reduction be funded out of the difference between the deemed loss allowance and the actual, which would really involve profits on commodity, then we would have to go through a very painstaking exercise to separate the costs that are involved, and our submission is that that would not be possible to do.


If the —— furthermore, if the costs of loss reduction were funded by those profits, but the deemed loss factor was then lowered to more closely match the actual, then the utility would lose its ability to recover the costs of its investment, because its ability to recover those costs depended on the profit margin.


If that profit margin were made zero by making deemed losses equal to actual, then the prospect for cost recovery is eliminated and utilities wouldn't undertake that kind of thing.


If it were funded through revenue requirement instead of through profits on losses, and the deemed loss factor remained static, then customers wouldn't receive any benefit from the investment that we make because, by definition, the deemed loss factor would remain the same; meanwhile, customers would have paid good money to have losses reduced.


Finally, if losses were funded through revenue requirement and, as progress is made, the deemed loss factor is reduced, then both sides are kept whole.


That is the configuration that we see as being the practical approach in this case, and that configuration or that arrangement really demands that the variance account continue.


MR. ALEXANDER:  I think a lot of those issues are things that we will —— we will deal with in argument, but I don't want to deal with that right now at this point.


I think I've got the answer to the original question I asked, which was:  You don't have a variance account with respect to fluctuations in revenues, to fluctuations in the economy and weather?  And I think the answer to that was, yes, that's correct?


MR. McLORG:  That's correct.


MR. ALEXANDER:  Okay.  And would you agree with —— I presume you would agree with me that the fluctuations as a result of the economy and the weather would have an impact on your return on equity, which could be significant, I presume; correct?


MR. McLORG:  That can occur.


MR. ALEXANDER:  And such an impact would be much greater than the impact if there are variances between your actual and forecast distribution losses and your distribution losses variance account were eliminated?


MR. McLORG:  They might or might not be.  I accept that in some circumstances they could be.


MR. ALEXANDER:  I think I have the rest of your position regarding this, which we will probably —— which I don't propose to deal with now, but we may deal with in argument regarding whether or not the variance account should be continued on a go-forward basis on that point.


And subject to that, I have no further questions and would ask to be excused.


MR. QUESNELLE:  Thank you, Mr. Alexander.  In looking at the clock, Mr. Shepherd, given your time estimate, I don't think we will be able to get to you today.  The Board is not able to facilitate carrying on for that length.


And if, Mr. Aiken and Mr. Warren, you both have shorter cross to —— is it —— I don't want to put you in a bad position here, but we may not be able to do both of you.  I am wondering, Mr. Warren, are you in a position to be able to return in the morning, or Mr. Aiken?


MR. WARREN:  Well, Mr. Aiken has to come from out of town, so ——


MR. AIKEN:  I will be here in the morning.  The hotel has been booked and paid for, so I will be here.


MR. WARREN:  I am really in your hands, sir.  If you want to proceed today, I am happy to proceed.


MR. QUESNELLE:  You thought you would be about 15 minutes, Mr. Warren?


MR. WARREN:  I thought so, but, as you noticed, the predictions have been subject to a certain inflationary factor.


MR. QUESNELLE:  We do have a hard line at 5:30.


MR. WARREN:  I will be done by then, sir.


MR. QUESNELLE:  Okay, thank you.

Cross-Examination by Mr. Warren:


MR. WARREN:  Panel, I have only one area of cross-examination, and that is on the IRM matter.


Mr. Sardana, can we begin by looking at the Board's issue list and specifically at the wording of number 1.5?


MR. SARDANA:  I have that, Mr. Warren.


MR. WARREN:  I am going to read the first part of it into the record.

"When would it be appropriate for Toronto Hydro to commence filing rate applications under incentive regulation?"


Have I read that correctly?


MR. SARDANA:  Yes, you have, sir.


MR. WARREN:  And if I turn to page 6 of Exhibit KH1.2, that is your letter of March 25th, 2011.  Have you got that?


MR. SARDANA:  I have it.  I am just turning to that page.  Go ahead, Mr. Warren.


MR. WARREN:  Would it be fair for me to say that your answer to the question posed in issue 1.5 is:  Not now and not in the foreseeable future?


MR. SARDANA:  Well, I don't think that is quite a fair characterization, Mr. Warren.


I think what we say in our letter is, under the current construct of the third generation IRM, certainly that is not applicable to Toronto Hydro.


We are trying to state —— and I have stated why.  What we are saying, though, is that we need to go on cost-of-service for 2012, and we are going to propose a model of our own construct that we are prepared to share, obviously, with the Board and with intervenors, so that we can work together to find an IRM mechanism that does apply well to Toronto Hydro's circumstances.


MR. WARREN:  Mr. Sardana, we will get along faster if we can just stick with what is on the ground.  There is now no model for IRM, other than what is in the Board's third generation IRM report.  Am I right about that?


MR. SARDANA:  You are right about that.


MR. WARREN:  So if we take what we know now and I look at the first sentence under "Summary" on page 6 of your letter, the answer to the Board's question in 1.5 is:  Not now and not in the foreseeable future.  Am I right?


MR. SARDANA:  Under that characterization, yes, I would agree with you.


MR. WARREN:  All right.  Now, as I understand it —— and my notes aren't particularly accurate on this —— you have outlined a number of reasons why it is that you don't feel the IRM model should apply to Toronto Hydro.


Can you and I agree, Mr. Sardana, that assessing whether or not those reasons are viable should be done on the basis of the facts before the Board in an application?  Is that not fair?


MR. SARDANA:  I think that would be fair, yes.


MR. WARREN:  And we don't —— all right.  Let's leave that for the moment.


Now, the Board has posited this question, or this issue, for consideration in this case.  Can you and I agree, looking at the Board's third-generation IRM report, that IRM exists because the Board sees a value in it as a regulatory construct?  Would you and I agree with that?


MR. SARDANA:  I think I can agree with that, yes.


MR. WARREN:  And would you agree with me that among those reasons is that it imposes a certain discipline with respect to costs on an LDC?  Is that fair?  That is one of the reasons.  Not the only one, but one of them.


MR. SARDANA:  It is one of the reasons on an LDC.  I would hasten to add not on Toronto Hydro.


MR. WARREN:  It would be unfair of me to say that I am to conclude Toronto Hydro is immune from discipline, Mr. Sardana.


MR. SARDANA:  No, sir, that is not the intention of my answer.  I think what we elaborated on is, we find ourselves in the circumstances that we do.  There is no argument about that.  Our system is aging.  We have noted that time and time again.  Our workforce is aging.  So the current construct of the three-generation model just doesn't work for our circumstances.


I think the upshot of what you are saying then is if we were to apply third-generation IRM to Toronto Hydro, then that would be tantamount to arresting our capital program and not hiring any replacement workers for workers that are leaving, and I think that would be quite a big step backwards.


MR. WARREN:  Mr. Sardana, you are telling me things I didn't ask you about.  What I asked you about was the policy reasons which are articulated by the Board in its third-generation IRM report, and they include that it imposes a certain discipline on the LDC, and we have agreed with that, correct?


MR. SARDANA:  That's correct.


MR. WARREN:  And it allows the LDC to achieve a certain measure of efficiency; is that correct?


MR. SARDANA:  That is correct.  That is the intention.


MR. WARREN:  And it allows ratepayers to benefit from those efficiencies; is that correct?


MR. SARDANA:  Certainly.


MR. WARREN:  Okay.  Now, would you agree with me that, in the absence of an IRM regime, that ratepayers of Toronto Hydro cannot be assured of any of those things?  Fair?


MR. SARDANA:  No, Mr. Warren.  I don't believe that is fair.  While we are modernizing our system they are assured of continuing reliable service, and we are continuing to improve that reliability record.  In fact, that is what we are doing this for.  So I don't agree with that, no.


MR. WARREN:  Now, the Board has this on the issues list, and can we agree, Mr. Sardana, that it wouldn't be on the issues list if the choice of IRM were simply a matter in the discretion of the LDC?  The Board wouldn't be interested in the answer to this question if it was entirely up to you whether you applied for an IRM under an IRM regime or cost-of-service regime.  Is that not fair?


MR. SARDANA:  Mr. Warren, I don't think so.  I think the Board is obviously rightly concerned, and for all LDCs, when is it an appropriate —— an appropriate time for LDCs to be rebased for IRM purposes, and I believe that is why they put this on the issues list for us.


I think I would like to believe that it is —— it's —— they're positing that situation for us.  They are asking a question, and I believe that we are responding that, no, for 2012 it is still —— or 2011 it is still not an adequate rebasing year for IRM for us.


MR. WARREN:  It is beyond that.  You say it is for the foreseeable future as well, correct?


MR. SARDANA:  We do.


MR. WARREN:  You say that.


MR. SARDANA:  Yes, we do.


MR. WARREN:  Now, can you tell me if Toronto Hydro has a position on whether or not the Board has the jurisdiction to require you to apply under an IRM regime?  Do you have a position on that?


MR. SARDANA:  Mr. Warren, I believe that is a legal argument.  And I will look to Mr. Rodger if he wants to add to that.


MR. RODGER:  Yes.  Yes, the panel isn't in a position to answer that legal question.  It is an interesting question, and if my friend wants to raise it in argument we will certainly reply, but we are not in a position to do that today, obviously.


MR. WARREN:  With respect, Mr. Rodger and members of the panel, whether or not a utility has a position on its obligation —— sorry, under the Board's jurisdiction is an issue which I think the utility should be compelled to answer.  I am not asking for their opinion on the law.  Do they have a position on that issue?


And the reason it is important, I say with respect, is that this is more than an academic exercise.  If we find ourselves in the position next year in a cost-of-service application, we don't want to spend our time collectively in the Divisional Court arguing over this jurisdictional issue.


My respectful submission, we should join issue on it now, rather than later, and if Toronto Hydro has a position on it, I think the Board and everyone in the room should know that.  If they don't have a position on it, they don't have a position on it.


MR. QUESNELLE:  Mr. Rodger?


MR. RODGER:  Well, as I say, if Mr. Warren wants to pose a —— put forward a legal argument in the final submission, the final argument, then we will respond to it.  But today is not the appropriate time to do so, in my view.


MR. QUESNELLE:  Maybe I can assist here a little bit, Mr. Warren.


To the extent that a position currently exists, Mr. Rodger, do you think that that is still something to be left for argument?  I think Mr. Warren is asking, is there a position that the company now has and has formulated prior to now?


MR. RODGER:  Well, I think Toronto Hydro's position is that this Board has an obligation to hear an application that Toronto Hydro would bring forward.  If Mr. Warren is saying out of this decision or out of a further direction or articulation from the Board that IRM is the only way that you would hear an application, that is an interesting question, and I would want to think about that.


But in terms of how we would move forward, as I say, we believe your first and fundamental obligation is to hear and adjudicate an application that we bring forward.  And to this point the utility has a discretion to bring an application forward that it sees fit.


MR. QUESNELLE:  And I think, to bring that forward, if you are saying that is our obligation, to consider applications as they come forward, further to that, do you consider that the Board has the —— does the company have a position on whether or not the Board has the authority to deny it at a threshold level because it does not conform to a certain policy that the Board has pronounced?


MR. RODGER:  I think that I would need some time to consider.  I think there is a lot of issues around that, and I would want some time to think about it and present it on such a significant issue.


MR. QUESNELLE:  Mr. Shepherd, do you want to weigh in?


MR. SHEPHERD:  Mr. Chairman, I hesitate to jump in, but I want to avoid the situation where the first time we hear Toronto Hydro's position on this is in reply.


If this is going to be debated in argument, I would like to hear their position in their argument in-chief first, so that we can reply and they can reply in the normal course.


MR. QUESNELLE:  Thank you.


Do you accept that, Mr. Warren?  I would like you to continue if you —— on that point if that is where you —— this is your cross, and you raised it.  If you would like to expand on Mr. Shepherd's point or any other point...


MR. WARREN:  As reluctant as I am to be seen publicly agreeing with Mr. Shepherd on this or any point, Mr. Chair, I think that is a sensible solution.  I think —— I submit, with respect, this is a very important issue, and that the sensible way to do it is to have Toronto Hydro address it in its argument-in-chief so that we can respond to it.


MR. QUESNELLE:  The Panel will take that under advisement, and we will provide direction on that prior to the conclusion of the oral segment of the hearing.


MR. WARREN:  Thank you, sir.  I have only one question.


Panel, can you tell me, in light of the wording of issue 1.5, what relief Toronto Hydro is asking for, if any, in this application with respect to that issue?


MR. SARDANA:  I'm sorry, Mr. Warren.  I missed your question.


MR. WARREN:  Sorry.  What relief does Toronto Hydro want from the Board with respect to issue 1.5?


[Witness panel confers]


MR. SARDANA:  Well, Mr. Warren, I think it is no surprise that obviously the relief that Toronto Hydro would seek is that we be allowed to file under cost-of-service, be one of the named utilities in 2012.  That would be —— that would take away a lot of the uncertainty around this issue.


You could appreciate that we have already begun our 2012 rate application.  There is a good many staff that have started a tremendous amount of work on that.  And the deeper we go into this process, the more advanced that work gets.  So clarity around this issue would be very useful for us.


MR. WARREN:  And the clarity would be that Toronto Hydro does not have to apply using an IRM mechanism for 2012.  That is the relief you want?


MR. SARDANA:  That's correct.


MR. WARREN:  Thank you.  Those are my questions, panel.


MR. QUESNELLE:  Thank you.


Mr. Rodger, I think I cut you off for...


MR. RODGER:  Yes.  Just to follow up, I think in the Board's direction it would be very helpful for us and all parties if the Board then were to specify the discrete issue that they essentially would like the parties' positions on, because I think there are a number of layers to this issue that could be explored.


So I think the tighter the four corners of the answer you are looking for would be certainly helpful to Toronto Hydro.


MR. QUESNELLE:  Well, and that may require —— yes.  We will take a look at the transcript today.  We will use our discussion as the basis for our direction on that, and we will be willing to hear some —— as I say, a round of submissions on this, but we are interested to hear from you as to whether or not it is applicable to this case.


I am sensitive to the issue that we need not go any further than we have to to deal with the issue in this.  I don't want, as an issue creep —— that we are attempting to, you know, answer all the questions related to this.  I think it is narrow and discrete.  The Board had certain elements in mind when it approved this on the issues list, and I think there is merit in seeking the position of the applicant, but we will define that based on the discussion we just had.


MR. RODGER:  I suppose there is one issue that I should flag.  No doubt the issue would have much wider interest beyond this proceeding.  So there is a question:  Would other parties want to participate in that question?


MR. QUESNELLE:  I think to the extent that it is —— the applicant is seeking relief.  It is an issue in this application.


And to the extent that it is based on the parameters of what this applicant has asked, the fact it may be a legal question, I don't want to bog this process down to answer this question and making it generic because others will be interested.


I think we're talking about this applicant and this application, and I think we can see where that takes us after the fact.


The Board can be cognizant of that in its decision, in its rulings on this, as to what the widespread impact would be, but it need not, I think, at this juncture go any further.


MR. RODGER:  Thank you.


MR. QUESNELLE:  We will consider what you have just said.  I haven't had the opportunity obviously to deliberate that particular point with the Panel.  The rest we are reserving on to define it, and whether or not we would give direction, anyway, is a Panel deliberation on that.


But I just wanted to frame up what we are talking about today.


MR. McLORG:  Mr. Quesnelle, if I may add, without venturing into the legal area at all, one point of clarification that may go to the counsel's question, and that is that when we brought this application, it was certainly not with the intention of it being considered as a rebasing application in an IRM context.


And when we made all of our proposals, we were, you know, eventually aware of the fact that this was an issue.  But I guess it's clear, just as a statement of position, that we did not frame this as a rebasing application, and we did frame it in contemplation of being continued to be allowed to file on a cost-of-service basis.


MR. QUESNELLE:  Mr. McLorg, I understand your point and the clarification, but I think we are looking at two different elements here.


The question is whether or not this application forms the proper basis for the initial —— a rebasing platform for an IRM and the starting of that period.


I think what Mr. Warren and Mr. Shepherd are requesting is:  On a go-forward basis, does the company have a position as to what the authority of the Board is to impose any such policy to begin with?


And I think that is the discussion that I heard.  We've got some issues on whether or not the current case before us forms that basis.  That is one element of it, but I think this goes to the —— and for the foreseeable future, as characterized by Mr. Warren, we don't want to be a year out, having spent a lot of time determining whether or not 2012 forms the right basis, just to find out that the company has a position at that point that the Board has no legal basis to impose a policy type of rate-making framework to begin with, okay?


MR. McLORG:  Well, sir, I do appreciate your comments, and the final remark that I will make that I hope is relevant ——


MR. QUESNELLE:  Yes.


MR. McLORG:  —— is just to read an excerpt from our letter.  It is the first sentence under the section "Prejudice to THESL Arising from the use of IRM".  And in that we say:

"The imposition of IRM upon THESL for 2012 would effectively freeze THESL's revenue requirement for that year..."


And this is the part that I am underlining:

"...and prejudge evidence that THESL is yet to file pertaining to its continuing need to make significant capital expenditures exceeding depreciation..."


I will leave it at that.


MR. QUESNELLE:  Yes, thank you.  Thank you.


If there is nothing else for today, thank you, panel, and we will see everyone again tomorrow morning at 9:30.  Thank you very much.


——- Whereupon the hearing adjourned at 5:25 p.m. 
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