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

MR. FRASER:  Good morning, everyone, and welcome to this week's stakeholder conference on the renewed regulatory framework for electricity.


My name is Peter Fraser.  I'm the managing director for regulatory policy, and I am going to be the moderator of the conference this week.


Hopefully most of you, I think -- I believe are in this room.  Those of you who are also in the north hearing room, also welcome.  I know we have a number of people listening in on the web, so welcome to you, as well.


We have with us today also a number of the Board members, including the Chair, who will be making a few remarks shortly, and Vice-Chair Cynthia Chaplin, Marika Hare, Paul Sommerville and a number of members of Staff, a number of whom are sitting up here and have been working on the renewed regulatory framework for electricity and a number of others listening in.


This is a stakeholder conference, meaning it is not a hearing.  It is a consultation convened by the Board to support consideration by the Board members of policy issues.


Board members, as you will see, will be attending this conference, but they may have to come in and out from time to time.  We have sort of set aside a row for them to sit in.  But it is really for an opportunity for them to listen in and to participate as time permits.


The purpose, though, is really to provide a forum for discussion of the issues that have been raised in the renewed regulatory framework for electricity of the substantive matters raised in the discussion papers, the issues raised in the "straw man", and some of the points that were also raised at the executive roundtables, which I will be debriefing you on shortly.


This conference will allow participants to express their views and to explore these issues in more depth and help the Board gain, through these exchanges, a clear understanding of your positions and areas of concern.


I would now like to turn the mic over to Rosemarie Leclair, who wants to say a few words.

Opening Remarks by OEB Chair and CEO Rosemarie Leclair

MS. LECLAIR:  Good morning, everyone, and let me echo Peter's words of welcome to the start of this stakeholder conference on our renewed regulatory framework for electricity.


As Peter said, we have a number of participants who have been registered to attend over the three days, two-and-a-half days.  We've got, I think, about 120 who are registered to attend in person, and another 45 with us virtually, representatives from the electricity sector, the industry, representatives from consumer groups, service providers, associations, generators, contractors.  So certainly a diverse mix of individuals who will be with us over the three days and I am sure will enrich the discussion and the information that will be made available to the Board as we embark on this important initiative.


I have spoken a lot over the last year about the importance of meaningful, constructive dialogue between the Board and stakeholders so that we can -- and stakeholders themselves, so that we can gain a better and a shared understanding of our collective and our individual objectives, and, importantly, the challenges that we have in trying to achieve those objectives.


It is my strong belief that only by sharing our knowledge, our expertise and our experience in forums such as these that we can facilitate the development of a strong, viable and sustainable electricity sector.


The OEB, I am pleased to say, has taken some important first steps in trying to build stronger relationships with our stakeholder community over the last year, the businesses that we regulate, as well as the public that we serve.


I think one of the most significant first steps that we've taken is our approach to consulting on the development of our renewed regulatory framework for electricity.


Now, everyone in this room knows far better than I that the Board always consults with its stakeholders whenever we're looking at our regulatory initiatives, and certainly that is absolutely not new.


I think what is new this time is who we have engaged with, how we have engaged and when we have engaged.


I am going to speak a little bit about that.  Earlier this month we did invite executives - and I say "executives", because we insisted on having the leaders of the various organizations that we deal with, leaders of the utilities, leaders of the consumer associations that represent consumer interests, as well as leaders of the academic and financial community - join us in a series of roundtable discussions with myself and my colleagues on the Board and Staff to discuss the way ahead on our renewed regulatory framework.


And more than 100 leaders were invited to participate, and I am pleased to say that the vast majority of those that we invited did accept our invitation and participated in these roundtables, and many of them commented that it was the first time they had had the opportunity to dialogue directly with Board members, at a strategic level, on regulatory initiatives.


And for us, I think it is exactly the type and the depth of the discussion that we want to have when we're looking at making changes to our regulatory initiatives that have significant impacts on the businesses that we regulate.


I believe that starting our consultations in this manner, particularly for our renewed regulatory framework, is extremely important, because it helps set the context at a strategic level, in terms of what we're trying to achieve, and give the Board a much better understanding of the strategic issues and the strategic perspectives of business leaders.


Hopefully, we will find that that context is meaningful and helpful as we engage on our discussions over the next two-and-a-half days.


From a substantive perspective, I do want to say that our current approach to regulating the electricity sector, I believe, has certainly served not only the industry, but consumers as well since its inception.


We all know that much has changed over the last ten years, and certainly we expect there will be new challenges as we move forward in the next ten years.  So what we're trying to do is put in place a regulatory framework that is well suited to those challenges as we move forward.


Our challenge to define - and I underline the word "our",  because I do think it is a challenge that is one that is faced by all stakeholders and everyone in this room - is really trying to achieve an appropriate alignment between the interests and the needs of shareholders, the interests and the needs of utility managers, as well as the interests and the needs of ratepayers, so that we can continue to maintain a sustainable electricity system not only for today's consumers, but, importantly, for tomorrow's consumers, as well.


Achieving that alignment of interest, the alignment of interest between the utilities, the industry and the alignment of interest between consumers, and trying to ensure that we arrive at the right outcomes, I think is one of the most important challenges that the OEB is facing today.  And that is exactly what is driving this initiative to renew our regulatory framework.


The renewed framework is about taking a new approach to regulate in the industry.  It is about taking an approach that tries to recognize the interdependencies in the system and taking a holistic view, if you will, and that acknowledges that despite the corporate and the governance structures that have evolved in the electricity sector in Ontario, that electricity itself operates as a system and it is an integrated system.


This is an ambitious undertaking for the Board, so it is one that we have to approach thoughtfully, that we have to approach inclusively and transparently, but also expeditiously, and I hope that you will find that that is exactly the approach that we are trying to bring to it.


Our intent in looking at our regulatory frameworks is to be forward looking and to be proactive, and to build on the extensive expertise and experience not only of the Board, but of all stakeholders in the process, and also to recognize the evolving maturity of the sector itself, so that we can develop a framework that is not only sustainable, but one that is much more efficient for the future.


Now, our primary objective, everyone knows, is entrenched in legislation, so our primary objective in regulating the electricity sector is to respect -- sorry, is to protect the interests of consumers with respect to price, reliability, and quality of supply.  That also means certainly promoting economic efficiency, as well as contain to promote cost-effectiveness and trying to maintain a financially viable sector.


Those objectives are objectives that have guided the Board since it started regulating the industry.  They will be the objectives that continue to guide the Board as we move forward on developing our renewed regulatory framework.


As Peter mentioned, he will be speaking in more detail about, and debriefing on, the executive roundtables that we held earlier this month, but one of the things that was clear in those roundtables is that there is a significant degree of alignment already between the industry and consumer groups, academia, and the financial groups, in terms of the general characteristics that we should be contemplating as we move forward on renewing our framework.

Those general areas of consensus include the need for the framework to be performance-based, the need to absolutely continue to encourage efficiencies in day-to-day operations, the need to provide for long-term funding for our capital additions and reasonable financial returns for investors, while at the same time being very conscious and sensitive to cost to consumers; also the requirement to coordinate long-term planning for infrastructure renewal, expansion, and modernization of our grid so that we can arrive at optimal solutions and encourage cost efficiencies; and finally, and most importantly, a framework that is much more focused on outcomes, those outcomes that are valued by consumers.

And so the focus on consumers will very much be central to the development of our renewed regulatory framework, especially in light of the significant capital investments for expansion, renewal, and modernization that are expected in the coming years.

We've talked about the executive roundtables being an important part of our consultation process.  This three-day consultation session/stakeholder conference is an equally important part of our consultation, as it will provide Board members and Staff with an important opportunity to hear from the diverse groups.  And I have already indicated the variety of perspectives that we have with us today.

It will provide an important opportunity for us to discuss different and hear from different perspectives, and also spend some time talking about the important questions that we need to put our minds to as we move forward in developing a renewed regulatory framework for electricity that will serve consumers and the industry as effectively as we can.

As Peter mentioned, we will -- I will be attempting to sit through most of the next two-and-a-half days.  I am joined this morning by our Vice-Chair, Cynthia Chaplin, as well as Board members Paul Sommerville and Marika Hare, and I am not sure if anyone else walked in the room.  And Board members will be attending various parts through the next two-and-a-half days so that we can hear directly from you on your presentations and participate in the discussion.

I do want to stress in closing the absolute importance of this session.  The Board needs to hear from all stakeholders and we need to hear all perspectives, so I do encourage you to participate actively, to participate fully, and to participate respectively and -- respectfully and constructively throughout the process, so not only today, as we move forward in the process.

And I want to take this time on behalf of Board Staff and my colleagues to thank you for the time and the effort that you have put in, not only in participating earlier in the process and attending today and participating in today's process, but certainly for the time and the effort and, importantly, for the contributions that you have made so far, that you will make today, and the important contributions that you will be making as we move forward on the development of our renewed framework.  My colleagues and I on the Board certainly look forward to the presentations and to the discussion that will occur over the next three days.

So thank you very much for your time, and with that I think we will turn it over to Peter Fraser, who will be your moderator for the two-and-a-half days, to get started on our conference.

Thank you.

MR. FRASER:  Thank you.

Before we really get started I just want to go over a few logistical details.  As you know, the consultation is being transcribed and being heard via the webcast.  So when it is the question-and-answer period and you are up to the mics, please speak into the microphone, first of all, identify yourself, your affiliation as appropriate, so that we know who is speaking and the court reporter can ensure an accurate transcription.

Additional microphones are available in the room.  There are a number of you at the desks there, but there are some more at the back.  Those of you in the north hearing room can use the microphone there.  We are monitoring that microphone, and if you have -- if you are on the webcast you can send your question via e-mail, and we will be monitoring the in-box there.

As indicated on the agenda, we intend to finish up this conference by noon on Friday, or noonish.  You will notice that our presentations are organized into four segments based on the following themes.

Today's theme is vision and context.  Tomorrow will be covering off planning and performance and incentives, and rate mitigation on Friday.  This was done to help facilitate discussions over the three-day period of the stakeholder conference, and the themes were selected based on what presenters indicated they wished to present on.

You note that our draft agenda stakeholder presentations each provide up to 15 minutes.  To ensure ample time for discussion, I ask the presenters to complete their presentations within the 15 minutes and be available for clarifying questions, questions from Board members and Staff and other participants.

At the end of each theme segment there will be a general discussion on what has been presented.  During the discussion sessions the Board would be assisted if participants considered the questions listed in the attachment to the draft agenda, but before each session starts I will go over those questions with you.

Any of you who have not -- who still would like to make a presentation but haven't indicated so yet, you can talk to Brian Hewson -- Brian, why don't you stand up, for those of you who don't know him -- during the conference, we will see what we can do to accommodate.

I will try to moderate the discussion to ensure that everybody has an opportunity to be heard.  I would also -- I am also going to keep our presenters to their time lines, and to assist myself in that I have bought myself a little egg timer, and it will make an obnoxious noise in 15 minutes.
[Laughter]

Finally, before we begin, a couple of general housekeeping matters I would like to address.  For those of you who may not already know, there are washrooms.  The washroom facilities are just outside the room on either side of the elevators.

The OEB has established evacuation procedures in case of emergency.  In case of emergency or general alarm in the building, I will suspend our meeting, and I will provide you at that time with the necessary instructions to follow an orderly evacuation, should that prove necessary.

Finally, could I ask any of you with cell phones, smart phones, et cetera, whatever devices that make noise, to turn off the ringers on those, please.  It can be quite disruptive to the presenters and, of course, those sitting next to you.

Any questions so far?  Sorry, Julie?

MS. GIRVAN:  It's not working.

MR. FRASER:  Okay.  It should be...

MS. GIRVAN:  Julie Girvan, Consumers Council of Canada.  Peter, can you just explain, just in terms of process, what happens next?  So we are spending three days having presentations and discussion.  Can you let us know what the next steps are so that we can sort of use these three days to kind of focus on that?  And are we coming up with a new regulatory regime that is going to be in the short term, long-term?  Are we tinkering with third-generation IRM?  Are we coming up with a new model altogether?  It is just unclear as where we go from here, and if you could help me with that I would appreciate it.  Thanks.

MR. FRASER:  Well, Julie, thank you, because that really anticipates my next presentation, where I am going to debrief you on what happened at the executive roundtables, and I will address briefly the next steps, questions.  Obviously the big answer to your question is a decision the Board needs to make, but I will talk a little bit about that in my presentation coming up.

Any other questions?
Update from the Executive Roundtables by Peter Fraser


Okay.  With that, I would like to proceed to give you a debrief on the summary of what happened at the executive roundtables.  If we could just pull up the presentation there.  And if we could start with -- I can control this myself, or...?  Okay.  There we go.

So a little background context that you all know about, that we announced the renewed regulatory framework for electricity back in late 2010, really got it underway last year, with a staff discussion papers issued November.

And in December there was an information session on those five papers that was held in this room, for people to ask questions, clarifying questions, about what was in the content of those.

In February we announced that we would hold a series of executive roundtable meetings that took place in late February and March.  Our Chair referred to those earlier.  And to facilitate that discussion, the Staff issued a straw man model of what the regulatory framework might look like.

That model had a number of key features, and it was to try to give participants in those roundtables, and I think it is useful for us today, a notion of where -- how this might all fit together, how the pieces in the five papers might fit together into a new regulatory framework.

So one of the central elements of that straw man was the notion of an integrated investment plan.  Distributors in particular, and transmitters, too, ultimately, they may have to plan for green energy.  They may have to plan for smart grid.  They have to plan for sustainment.  They have to plan for expansion.  They have to take into account regional considerations.  In the end, it is all one capital plan.

So the notion that it is -- that the regulatory oversight is over a single capital plan with a number of elements rather than a requirement for separate plans, which to some degree is what is being required of them right now, is certainly one of those elements.

The second element is that if you develop a multi-year capital plan, that you get approval to implement that plan upfront, and that as money is spent against that approval, against that approved plan over a number of years, that becomes reflected in the rates.

The third key element is really the performance standards and incentives, and those are really defining the appropriate outcomes for the utilities, outcomes that consumers care about, and, furthermore, the appropriate incentives for achieving those objectives, both in operations and in investment.

This leads to our rate-making framework, which consists of where the investment or capital part is passed through based on the approved plan, and the OM&A is indexed to perform its outcomes with a productivity measure, with some kind of total cost bench-marking implemented to encourage effective cost containment.

It is a long-term plan, potentially significantly longer than what we have currently, but what it would do is reflect the improved investment spending horizon.

Finally, what would be new is a bill mitigation consideration in the approval of that plan.  We have kind of ex post mitigation already.  What is new would be the ex ante of part of this; that is, in terms of timing of how the total bill for customers is increasing, how to smooth the impact of those total bill increases on the customer.

As our Chair mentioned, the consultation meetings, we actually had about -- most accepted.  We had about 70 participants altogether.  We had meetings with consumer groups.  We had a number of meetings with distributors, and also with transmitters and agencies.  We had a meeting with academics in the financial community.

The focus of these meetings was on the substantive approach to regulating rates, and although a number of issues came up on Board process, that wasn't the focus of the meeting.

The participants were encouraged to -- we were looking for a forward-looking and proactive discussion, and, indeed, in general, that is what we got.

And so what did we hear?  From distributors, first of all, we heard general support for the direction that we're taking on the planning, need for clarification of the roles and responsibilities.  For example, distributors say, Well, we already do regional planning, but the main impacts are on the transmission side.  The current situation has too many players, particularly at the provincial level, and would benefit from a clarification of those roles and responsibilities.

There was also significant support for the notion of the long-term nature of capital planning, but there was a certain, I would say, emphasis on, number one, the diversity of the situations that distributors -- the different conditions that different distributors face; and, second, a certain amount of, I would say, caution about dealing with the unanticipated.

While the current cost-of-service IRM regime was seen positively, I would say, or generally positively, there were certainly a number of suggestions on how that could be improved, particularly relating to incremental capital modules, was the issues that came up.

The distributors generally supported the development of standards and of benchmarks, but cautioned this required high-quality data, which may or may not exist right now, and must recognize diversity.  Indeed, we heard more than once one size did not fit all.

The focus on the regulatory process should focus on the needs of -- on the consumer.  On the process side itself, it was identified the need to figure out a better way to involve local consumers, incorporating the views of local consumers on their distributor, the need to reach out for that, and also the issue of affordability in the context where, you know, much of the bill increase might be outside the distributor's control, but the consumer will just be hearing about the distributor's portion of that, that that was an issue that needed to be considered.

They questioned about extending our role or consideration in terms of total bill mitigation, specifically because the OEB only regulates about half the bill currently, and, furthermore, that they were concerned that this might mean that distributors would be denied revenue increases and not to mitigate on the back of the utilities.

But they did welcome a notion of a more stable regulatory system; given the experience over the last ten years or so, that a more stable regulatory framework would certainly be welcome.

What did we hear from consumers?  Well, price was number one, concerns about price.  Especially given the economic pressures, increases should be as stable and predictable as possible.

Number two, greater consumer engagement was an important consideration, particularly once we have a new framework in place, as time of flux may not be the time to go out.  But once you have a framework in place, it probably works well with the distributors' identification of the need for lower local involvement in the process.  But certainly that was seen as something that needed to be enhanced.

While consumers were supportive of standards around reliability, they cautioned of the need to be reasonable in terms of cost, you know, how much reliability -- how much more reliability and how much more do we have to pay for it?  That was certainly a caution that was sounded.

They certainly were positive about the notion of better planning, leading to a better right-sizing of the system, not overbuilding, and also implementing the cost increases associated with that planning to smooth rate impacts.

Finally, the notion of sufficient information or, if I put it in a word, "transparency".  They would like to be able to understand better what is going on throughout the sector.  There are many bits and pieces of data around, some of them more or less accessible, but they would like to see more and better quality information so people can understand better what is going on.

From the transmitters and agencies, not surprisingly regional planning was a significant issue.  The question of cost allocation, the Board's current cost allocation related to regional planning was seen as a barrier in the discussion paper, and that there was a need to clearly establish some benefits to actually having a regional plan.  Does it give greater predictability for cost recovery for the distributor when they bring forward their component of the plan?

They really felt that the current situation did not necessarily provide for an optimal solution, which may not be a lowest-cost solution, but that really what you needed to do was come up with a plan that gives you the optimal solution, all things considered, and then the cost allocation needed to be determined.

Also, there were concerns about streamlining the process, that at the regional level they were seeing that planning was going on and on, but building wasn't happening.

From the finance community and academia and consultants, one of the interesting comments of the financial community was the issue of financial how -- the financial performance and how they look at it.  And they emphasized they have looked at cash flow-based ratios when looking at it from the bond holder point of view, so they were not in favour of, say, rate smoothing through adjustments and depreciation.  They thought that would have an adverse impact in the rating of the bonds.

And of course that the regulatory framework should not lead to stranding of assets, and, also, of course, that unanticipated events, there should be an ability of the regulated entities to have recourse to the Board.

Another issue was to consider, promote long-term thinking and planning.  They were receptive to the notion of increased planning, and to really try to focus on the long-term independent -- really of the fact that in the short run, government policy or macroeconomic conditions can change, but that you had to make sure that performance outcomes needed -- make sure the necessary investments were being made in the transmission and distribution systems, and that a certain amount of -- a concern that -- of course, a cost-driven concern on short-term costs may lead to under-investment and also may lead to discouraging long-term thinking and innovation.

So in summary, just to wrap up those points, there is a general consensus on stability and predictability, greater certainty on planning roles and responsibilities, some greater clarity about cost recovery and cost allocation, and how multi-year capital plans' approval might work.

Emphasis on measurement and performance was seen positively, but a need to recognize utility diversity, and consumer engagement needs to be developed further, and need to explore new ways to do that.

The next few slides are actually -- I am just going to skip through now, because of the key questions for each of the areas.  I am going to return to them as we introduce -- as I introduce each of the panels.

And so just to get on to next steps now, partly at least, from a process point of view to address Julie's question.  The next step is really after this meeting for stakeholders to submit written comments on the Staff discussion papers, issues arising from this meeting, any comments you have on the straw man, any other comments that you may have about the direction the Board should take to renew its regulatory framework.

The due date for those comments is going to be April 20th, so you know now.  There is nothing official yet, but so you know now that is what we're planning for, and a letter will come out to that effect.  And the intent after those comments are received is for -- the Board will be reviewing those comments and issuing a policy statement and direction, and at that time you will learn about what initiatives the Board is prioritizing and what additional steps we will be taking to carry those out.

So with that, I think I am out of time.  I'm not sure what's going on.  I think that was my last slide, so if there are any further questions?  Seeing none -- sorry, there is one.

MR. HEWSON:  There is a question from Jay Shepherd via e-mail.

MR. FRASER:  Okay.  Very good.

MR. HEWSON:  The Board is seeking proposals from consultants to review its regulatory processes for applications.

MR. FRASER:  That's right.

MR. HEWSON:  How does that investigation fit into or integrate with the renewed regulatory framework?  That is Jay's question.

MR. FRASER:  The short answer is, not directly.  Obviously there will be long-term process implications from the renewed regulatory framework, but we are also seeking some short-term improvements in the way that we do our applications process, and that is what the RFP is about.

Other questions?  Okay.  Seeing none, I would invite our first panel to come up and join me on the dais here.  That is Travis Allan, Tom Brett, John Cyr.
VISION AND CONTEXT:  CONSUMER PANEL


Travis Allan

Francisca Quinn

Tom Brett

John Cyr

MR. FRASER:  So this is the kick-off of our vision-and-context session.  It will actually occupy for us for the rest of the day.  I would just like to remind you of the three questions that we put out with the draft agenda.  These are broad questions that I would certainly like us all to consider, and hopefully our speakers will address that:  What is your vision for sustainable and long-term regulatory regime?  What changes would be needed to evolve planning, mitigation, and performance policies towards your vision?  What outcomes for customer service and company cost performance should be established?

So with those -- as a general backdrop we have with us in the first panel of this session, which we call our consumer panel, we have Travis Allan and Francisca Quinn from the Retail Council of Canada; Tom Brett, who is acting as counsel on behalf of the Building and Office Managers Association; and John Cyr, as counsel acting for the Northwest Ontario Associated Chambers of Commerce and Northwestern Ontario Municipal Association.

Travis and Francisca, you have 15 minutes.  Please go ahead.
Presentation by Mr. Allan and Ms. Quinn


MR. ALLAN:  Thank you.  I just wanted to check our mic is on.  Yes, okay.

So good morning, everyone.  My name is Travis Allan, and I am counsel for the Retail Council of Canada.  I am here with Francisca Quinn of Loop, which is a subsidiary of Halsall and Parsons Brinckerhoff.

I am going to speak briefly about the commercial-retailer perspective on electricity in Ontario today, and then Francisca is going to discuss some of her team's preliminary findings about the technical side of retailer electricity use.

The Retail Council of Canada is the voice of Canadian retail.  Its members represent 80 percent of retail sales across Canada, and they include some of Canada's biggest brands, the people that sell things in malls and also recently grocers, but that is not all.  They also represent small retailers, like the corner store on your street.

As we know, retail is a huge part of Ontario's economy.  It employs over 800,000 Ontarians, and that means it is Ontario's second-largest employer, so it has huge economic significance.

And as Francisca is going to discuss, electricity is vital to the future of retail in Ontario.  That's why RCC is here, to listen to the ideas presented in a stakeholder conference and, where we can, to provide the retailer perspective.

When we started this consultation, however, we realized that there was actually very little data available about the use of electricity by retailers in the province of Ontario, and so to discuss some of her findings we -- I've got Francisca right here.  So go ahead, Francisca.

MS. QUINN:  Okay.  Good morning.  So I'm Francisca Quinn.  I am the sustainability practice leader for Loop Initiatives, and we are a management consulting company specializing in corporate sustainability.

We have formed a team with our two sister companies, Halsall Associates, the leader in green buildings, as well as Parsons Brinckerhoff, and they are a power generation and distribution practice.  Loop works very much with buildings and service-based companies in the retail sector and the hotel sector, as well as in real estate.

As Travis said, I have been asked to support the Retail Council on explaining how retailers use and manage electricity, and we did research to that extent, because as we started this project we did a comprehensive literature review, and there is very little information available in the public space on this.

So I am going to start to just guide you to -- all these slides have been available to the Board, but because of our time constraints I am just going to start with this.

So very high level, for a retailer, electricity gets used -- about a third is for lights and displays; cooling and ventilation, about another third; then various other equipment, the remainder.  The profile changes slightly for a grocer, where refrigeration has a much larger impact.

Now, in our research, we -- as I mentioned, we had to go and do primary research, so we did do two things.  We analyzed a comprehensive set of time-of-use data from a large office complex with retail space, and we also did in-depth focus into this with energy managers for both large companies but also the general manager for smaller retailers, and so some of the data we'll be showing comes from either that data analysis or the interviews.

So the first point I would like to make is that as a retailer you are very exposed to time-of-use pricing.  And what this chart shows -- this is from the data set in the office complex shopping mall, and we looked at around 35 different stores.  They were small stores, but we can see here -- you can see how the electricity is, how that goes over the course of a day.

So you will see early in the morning staff comes in.  They start to switch on lights, maybe some ventilation, cooling.  Customers come.  Displays will go on.  Throughout the day, their need is to keep their business in place, and then towards the afternoon, peak usage typically comes into effect, and then it drops off as customers and as the storekeepers leave.

So for a retailer, you need to keep these equipment on, otherwise you cannot be in business.  So that is one point I would like to make.

Another point is that retail -- for a retailer, the electricity, the change of the price can really impact profitability of that business.  I am going to give you two examples.  This is for small retail.

So through the data set we looked at, we saw -- we analyzed annual electricity use and what the annual cost could be for a small shopkeeper.  So this is based on a 1,500-square-foot store.  It's a very small store.

But for a retailer, beside the cost of buying his or her supplies, the second largest cost is cost to hire people to be in the shop or in the establishment.

As you can see, current electricity bills, for some of these small storekeepers electricity can be -- you know, it can equivalent to adding a part-time or somebody to help to run the store.  If prices will be going up, this will -- this could have an effect upon the employment and the ability to keep or add that extra personnel to keep the business going.

Another example of the impact of profitability is this analysis.  It is more on a macro level.  So what it shows, the top line, if your sales are 100, what does the underlying kind of cost and profitability structure look like?

This is generically for a company in the industry.  So for these 100 in sales, about two-thirds would be attributable to the cost of goods to buy, to supply the goods you are selling.  There is a fixed cost component.  Currently, what we found in these interviews, electricity costs right now is about 1 percent of sales, leading to a remainder, the purple bar, which is about 2.5, in that margin, for retail.

Now, what happens if the electricity cost would double?  So what you see is the small green sliver, if that changes in size and if you want to keep the purple, the net margin, similar, what needs to happen to the sales?

So if electricity prices double, sales have to increase with 3, so 3 percent over.  So an additional 3 percent in sales growth in today's retail environment can also be a significant challenge.

I also want to talk about also:  How would a retailer offset the cost?  Well, either you reduce your price, which in this case we are assuming it is fixed or growing, but then you can also reduce the demand.  How can the retailer do that, if he or she can do it?

This is also from our interviews.  So basically there is two scenarios here, and this is very much dependent on how large you are as a company.  Really, size matters in the retail space, we found.

If you are a large retailer, the likelihood is you are going to have dedicated people that are tasked to manage electricity and manage energy.  And large companies and chain and department stores, they do things such as looking at the utility bills, the electricity use.  They make the business case for investing in energy efficiency.  They will negotiate contracts.  They will participate in programs, because they have the knowledge and the know-how to do it.  They also have the capital to invest in energy efficiency.

It looks a little bit different for small retailers, because they don't have this many bodies or this expertise.  We had a lot of quotes in our interviews really to the fact that there is just a perceived barrier of knowing even what drives the bill, what do the items on the bill mean, and even, you know, this whole kind of void in understanding how they could practically deal with, and even who they would go to.

Then skipping -- actually, I am just going to skip some of this in the interests of time.  I want to make two more points.

Going back to the managing the electricity, the bill, what we also heard in our interviews is that for the large retailers, in particular, they are -- you know, they run sustainable, profitable enterprises and they can manage these issues, but what they are asking for is that they would like to have this long-term predictability of prices, because if they know what the price is going to be over at least a three- to five-year horizon, in exact terms, then they can internally make the business case for investments in energy efficiency, because that is typically how the capital planning cycles works within companies.

They also need to know, with a high degree of predictability, what the total cost is going to be.

However, as for a small retailer, they're going to need some help to get there, and particularly, as I mentioned, having more information, having tools, technology and also financing to invest in any deficiency will be critical to this.  Thank you.

MR. ALLAN:  Thanks, Francisca.  So I am just going to...

The point that I have to really hammer home today is that now that we have more robust understanding of commercial retailers' vulnerabilities and opportunities in this sector, what is going on here today and what is happening with electricity generally is not happening in a vacuum.

Retailers have been hit by a lot of economic head winds in recent years.  Some of the most significant include a higher minimum wage, which has seriously impacted many their personnel costs, and dramatic new competition from foreign large retail giants who are now invading Ontario and, you know, really, really putting a lot of pressure on profit margins and on the retailers who are here with existing infrastructure.

What that means is that retailers are operating, in many cases, on razor-thin margins.  There is not a lot of room to play here when factor costs increase.

That means that there is a serious risk that when we have large especially unpredicted factor cost increases, there is going to have to be compensation in other places, and specifically we are looking at employment.  So that means that we're having broad economic impacts not just on the retailers' bottom line, but also on the people who depend on retailers for their gainful employment.

The Retail Council of Canada is not here today to be dogmatic about prices, because we recognize that energy is key to doing business.  It is important to the refrigeration to keep the products in grocery stores cold.  It is important to attractive display of products and to a myriad of security reasons.

So it is not to say we are here to say low costs at all times.  But the important thing to realize is that it will dramatically influence retail success in Ontario, and that means we need rational and efficient policies that govern price increases.

One of the most important issues is better communication with retailers.  We have heard time and again that retailers don't understand their bills, and, more importantly, they don't understand their usage at a time when they can do something about it.  And, as you have seen, because of their susceptibility to time-of-use price increases, that is a real issue for retailers.

They also want an explanation of programs and they want better two-way dialogue.  They want to feel like they're being heard by the Ontario Energy Board and other electricity sector participants.

Reliability is important and retailers acknowledge that, but it comes second to cost increases when we're talking about current standards of reliability.

So that brings us to the slide I am going to spend the most time on.  Rate shocks have to be mitigated.  They have to be mitigated, because otherwise they risk putting retailers at serious financial jeopardy.  And at the end of the day, what matters to ratepayers is the final bill.

The Retail Council of Canada recognizes that that is a serious challenge, given Ontario's regulatory framework, but unfortunately the reality is that retailers care about the final bill, and that is what we need to be talking about here.

We recognize that many transmission and distribution components are lumpy, and we think that that corresponds with longer-term, more rational financial and infrastructure planning, which is already discussed.  We think that is a great idea and that that should lead and should assist with bill certainty.  And that is really important, as Francisca mentioned, because it is key to actually making the types of investments, the capital investments, that will allow retailers to reduce their susceptibility and vulnerability to massive price increases and shocks.

Retailers want to know that new build is based on appropriate demand forecasts, and what I mean by that is that conservation and demand management opportunities are being considered when there is infrastructure being proposed for new build, because we think that in many cases that might actually be the cheapest way of resolving demand issues.

So we are very supportive of that, and even though we understand there is limits on conservation and demand management in this forum, we think that it is really important to have that discussion, because it is vital.

Retailers want to see balanced, effective incentives, and there are a couple things that I mean by that.  It means incentives that are focused on making costs cheaper than they would otherwise be to ratepayers.  That is what retailers care about, and they want to understand how they're working.  Especially some of the economic models that are being proposed are going to be very hard and complex for retailers to understand, so that is going to be a really important situation.

It also means that if incentives are being given they benefit ratepayers and not just the utilities, and I know that that is something the Board works very hard to implement.

Finally, retailers are very supportive of improved, rational planning, particularly when it has the potential to improve system efficiency and avoid redundancy.

So that really brings me to the end of my presentation here.  We are very excited to hear from other participants, and once we are done we are going to be working with retailers and the Retail Council to further do outreach, and then we will pass that on in our written submissions to the Board.

Thank you.

MS. QUINN:  Thank you.

MR. FRASER:  Well, thanks, both of you, for the presentation, for keeping in time as well.

I will turn now to Tom Brett for the next presentation.
Presentation by Mr. Brett


MR. BRETT:  Is there a time on this thing?  No, it just stops at 15, eh?  Okay.

Good morning, ladies and gentlemen.  Thank you for the opportunity to make a presentation.  As noted, I represent the Building Owners and Managers Association of Greater Toronto, and that organization represents building owners and managers in the Greater Toronto/Golden Horseshoe area and, because of the concentration of large commercial real-estate owners and management firms in that area, effectively throughout the province.

Many of the organization's members are very large consumers of gas and electricity for heating, cooling, equipment, operations, and lighting.  I found that previous presentation very interesting, and I will refer to it later in my remarks.

BOMA is supportive of the Board's efforts to review electricity regulation in Ontario.  Of necessity, our comments in this submission will be at a relatively high level.  We will provide supplemental comments on both the Board's five papers and the submissions of the parties in the coming days.

An overview of what I am going to speak about as follows:  BOMA suggests that in undertaking a review the Board first pay attention to its enabling legislation, other relevant legislation, and principles of public law.

Second, ensure that its proposals are consistent with and help to implement the current energy policy of the Government of Ontario.

Third, be very clear as to the purpose of the review.  In saying that the Board will emphasize outcomes in its review, the Board is not saying enough.  The real questions are, what should the outcomes -- I take that to mean "results" the Board is trying -- what should be the outcomes the Board is trying to achieve?  How would these outcomes be different than the outcomes that regulation produces now?  What are the outcomes that parties need or want?  Are they the same outcomes, and how can they best be achieved?

Fourth, ensure that its review is comprehensive and includes all relevant aspects of its mandate and its work, including the work added by the Green Energy Act.

Fifth, ensure that it takes into account its experience with the current incentive rate-making regime.

And sixth and finally, include the role of the Board itself in the examination to ensure that it has the requisite skills and responsibilities, its requisite skills to carry out its responsibilities in electricity and gas regulation in the next few years.

Now, starting with the legal framework, I am going to read parts of this, because I think it is important that everybody have a clear view of the objectives that the act poses for the Board.  And that is all found in subsection 1(1) of the OEB Act, and that says that the Board, in carrying out its responsibilities, shall be guided by the following objectives.

First, to protect the interests of consumers with respect to prices, and the adequacy, reliability, and quality of electrical service.

Second, to promote economic efficiency and cost-effectiveness in the generation, transmission, distribution, sale, and demand management of electricity, and to facilitate the maintenance of a financially viable electricity industry.

Third, to promote electricity conservation and demand management in a manner consistent with the policies of the Government of Ontario, including having regard to the consumers' economic circumstances.

Fourth, to facilitate the implementation of a smart grid.

And finally, to promote the use and generation of electricity from renewable energy sources in a manner consistent with the policies of the Government of Ontario, including the timely expansion or reinforcement of transmission systems and distribution systems to accommodate the connection of renewable energy facilities.

Now, of particular interest to BOMA in that formulation is the number and scope of these objectives, the fact that no one objective is assigned priority or special status.

Now, the objectives include prices, protecting the interests of consumers with respect to prices, but also with respect to adequacy, reliability, and quality.  To promote economic efficiency and cost-effectiveness.  To facilitate the maintenance of a financially viable industry.  These are wide-ranging objectives.

The Board and the parties should note that the statute does not accord special importance to the issue of price of distribution services above the other objectives.

Second, the Board does not -- except with respect to some of the electricity produced by Ontario Power -- regulate the price of the commodity.  It regulates the price, directly or indirectly, of distribution and transmission services.

The Board's October 25th, 2010 letter, which in a sense I suppose launched this review, in speaking of the likely increase in electricity commodity costs stated, and I quote:

"New generation is the primary driver for the cost increases, and the Board's authority with respect to new generation costs is limited.  However, to the extent the Board approves related network investment, the effect will be to enable some of the new generation costs.  The Board, together with consumers, transmitters, and other stakeholders must consider how to manage the price of rate or..."

I guess it is
"manage the pace of rate or bill increases for consumers".

And in the next paragraph, the letter said:

"Efforts to manage the prioritization and price of network investments may require an assessment of the combined cost impact of the proposed network investment and the generation that would be connected by that investment."

In our view, the Board should not be taking into account the nature and price of electricity produced by the connecting generator when assessing the desirability of network investment required to accommodate that generation.

Electricity commodity prices in Ontario are for the most part set by the government when it determines the mix of generation that it wishes to have, and accountability for those decisions resides with the government, including its administrative agencies, like the Ontario Power Authority.  It did this recently, for example, in the long-term energy plan.

Such action by the Board would also contravene the Board's legislated mandate that I spoke of earlier to promote renewable energy, including the requisite connections.

The Board should not make its decisions on network expansion in this manner.  There already exists clear legal and economic tests for expansions and reinforcements of the transmission and distribution systems in the Board's Transmission Systems Code and Distribution System Codes, respectively.  They make no reference to modulating or, quote, pacing the infrastructure investments for the purpose of controlling commodity costs.

BOMA does agree that the Board should focus on the customers' bills, but in ways that are consistent with the transmitters' and directors' business operations -- sorry, the transmitters' and distributors' business operations in the Board's jurisdiction.

Obviously, current government policy includes strong endorsements, through legislation, regulations, directives or Ministers' letters to the Board, in respect of energy conservation, renewable energy and Aboriginal participation and consultation in energy projects.

The Board's review should take these into account.  The Board should further address the issue of Aboriginal participation in energy projects.

Sixth, the Board's review must be comprehensive.  Having declared its focus on customers' bills, BOMA finds it surprising that the Board appears to be suggesting that energy conservation - that is, DSM and demand response - should be outside the scope of this review.

Energy conservation, when widely adopted, has been proven to be the best way to lower consumers' bills, and it should be a major driver of this exercise.  It is a major bill mitigation tool, and I think the previous presentation reflected that, to some extent.

Many studies, some of which have been undertaken by participants in this review for other Board proceedings, and others by the Board itself, have demonstrated that substantial potential remains for cost-effective energy efficiency measures and practices, including distributed generation in virtually all end-use sectors.

Utilities' CDM plans should be integrated with the utilities' distribution and transmission plans to allow the necessary trade-offs to be made between distribution investment, and energy efficiency and distributed generation measures either by the utilities or third parties.

The current division of responsibility for CDM between the distributors, transmitters and the Ontario Power Authority needs to be addressed, as does the Board's CDM Code.

Recent truncated proceedings involving Hydro One and Toronto Hydro's DSM plans illustrate some of the problems with the current structure.

The need for reliable infrastructure:  BOMA members must have reliable high-quality energy service.  Utilities need to be able to make the necessary capital investments to continue to provide that service, which means they must invest regularly to supply and maintain their assets, and, where necessary, upgrade and replace aging transmission and distribution assets.

The IRM capital investment module in its current form does not have sufficient flexibility to allow these investments to be made as required.  This problem was illustrated by the recent Toronto Hydro proceeding.

BOMA was troubled by the deep divisions of perspective and attitude among the Board and Toronto Hydro and some intervenors in the recent preliminary hearing on Toronto Hydro's 2012 rates application.

Other large utilities have recently commented in a letter to the Board on the need to address the capital module, and comments have also been made in the ongoing review of natural gas regulation.

BOMA supports the idea expressed in the Board's distribution planning paper that a one-size-fits-all approach is not appropriate in many cases, and future IRM plans need to reflect that.

It may also be the case that for some utilities in some circumstances, a cost-of-service regulation may be better than IRM.  IRM should not be the only available method of regulation for all periods of a utility's life cycle, and some flexibility to rebase early may be helpful.

Finally, Board status and capabilities.  The Board is a quasi-judicial tribunal.  It has many court-like powers, including the right to subpoena witnesses, require evidence to be produced and assess substantial financial penalties.

Its main job is to make decisions on gas and electricity utilities' rates and facilities' expansions on the basis of the evidence before it.

It is the quality, reasonableness, consistency and fairness of those decisions on contentious matters that will largely make or break the Board's reputation as a competent, impartial independent tribunal.

It has wide discretion in the manner in which it chooses to determine rates.  It also decides whether to license most participants of the electricity and gas markets, and so on.

It has the authority to produce legal and binding codes on subjects specified in its enabling legislation.

In this sense, the Board is very different from an administrative branch of the government or the Ontario Power Authority.  It is not a planning agency nor is it a policy-making body.  Energy policy is the domain of government.

What the Board has characterized in the not too distant past as policies or policy initiatives are better characterized as regulatory guidelines or practices.  The use of the word "policy" creates needless confusion.

In addition, while the Board is usually careful to state that its policies, on such matters as cost of capital and IRM, are only that and are not legally binding, and that an affected party can always demonstrate to the Board that the, quote, policy as it applies to them is not in the public interest, it must be careful to allow parties a fair opportunity to demonstrate that policy, quotes-unquote, is not appropriate for them.

This may require the Board to hear the parties' case, which the Board may be reluctant to do and some parties may object to, but both the affected party and the Board are placed in a Catch-22 position by the notion of a preliminary hearing to determine whether an exemption is justified.

The issue of the role of the Board's guidelines and "policies" needs to be addressed as part of this review.

Second, the expansion of the Board's mandate requires that the Board expand its expertise.  While BOMA is of the view that the quality of the Board and the Board Staff personnel is almost always high, and that customers and utilities have benefitted from that quality -- and I emphasize that; I am a very strong believer in the professionalism of this Board and have been practising before it for 30 years, and it is almost always very good.

BOMA notes two areas where additional expertise seems to be required.  First, the Board requires an additional member or two with senior legal practice experience.  The Board's principal job is to make well-reasoned, fair decisions on contentious and often complex matters.  It needs more Board members with senior legal experience to help with these decisions.

MR. FRASER:  Okay, Tom, I will give you one more minute to wrap up, please.

MR. BRETT:  All right.  Second, the Board needs additional senior level expertise in conservation and demand management.  CDM should become more, rather than less, important for the Board over time.

It is important that the Board have members and Staff with deep practical experience in CDM and/or who are familiar with literature and its use in integrated resource planning.

Finally, BOMA members value predictability of rates.  Members set budgets for energy costs well before the year begins.  Sudden unanticipated increases in rates are difficult to manage.  These increases sometimes arise from rates being increased to allow the utility to collect 12 months' worth of service over a shorter period.

The less we can have of this kind of activity, which sometimes can result from late filings, the better.

Thank you very much.

MR. FRASER:  Okay, thank you.  Next we have John Cyr.
Presentation by Mr. Cyr


MR. CYR:  Thank you, Peter.

I am going to start at page 2 of the presentation itself.  I represent the Northwestern Ontario Associated Chambers of Commerce & Northwestern Ontario Municipal Association.

First, let me say we are delighted to see in the Staff discussion paper the suggestion that the northwest region be considered a region.  Here's why.

Southern Ontario is in red; northwestern Ontario is in green.  It is about the size of France.  We can fit in -- there are four showing - and a different level of PowerPoint sophistication would show five positions of the footprint of southern Ontario - that is from Parry Sound down to Lake Ontario - five times in the northwest region.

But consider the population.  If you drove from Windsor to Brockville, you would pass within 100 kilometres of 9 million people.  Travel the same distance in northwestern Ontario, from the Manitoba border to Wawa, you will hit only -- hopefully you won't hit them.

[Laughter]

MR. CYR:  You will be within 100 kilometres of fewer than a quarter million people.  So 3 percent of the population in the size of France.

If you look out this window or that window, not both at the same time, you will see the offices and homes of more people than there are in all of northwestern Ontario.  And just to be completing the analogy, you will see about 00 -- sorry, .00001 of the trees that we have up there.

The area is rich in its resources.  It has vast forests, huge mineral deposits, and two of the largest fresh watersheds in the world.

The point of this is -- in saying this is that it is substantively different from the planning region that you have in southern Ontario, and that has to be recognized one way or another.

For example, that map shows the mineral exploration properties underway.  Three percent of them might get to productive mines, but what are the power requirements for them?

In southern Ontario you serve a huge growing population and a diversified economy.  In northwestern Ontario we face a different problem, substantively different problem, in that we want to do things like replace diesel generation.  We will get to that in a minute.  We want to encourage development.  You want to service needs in southern Ontario.  We need to encourage industrial and resource-based development of industry in the northwest region.

With the structural change in the woodlands industry, we have seven to 800 megawatts of surplus generation power.  Looking at the region itself, we have three zones.  The first one is a ribbon along the border, not unlike southern Ontario.  Ours is along Lake Superior and Minnesota.

It has most of our grid in it.  It has two thermal generators and three local distribution companies.  All of its customers -- virtually all of its customers are on its 115 kV circuits, radial circuits.  I will go into that in a second -- the impact of that in a second.

There is a 230 service through there, but it is a conduit from Manitoba through to southern Ontario.  The argument is always, it is an island/no, it isn't.  Well, it isn't an island if you say that it's got the 230 linking to Manitoba and Ontario and Minnesota; it is if you understand that it generates all of its own power.

The middle grid is above that.  It's sparsely serviced by a grid.  It has basically two or three radial circuits, and the total combined length would be about 1,500 kilometres to 2,000 kilometres.  That's in that entire middle oval there.

It is unstable because of transmission deficiencies.  Outages can be very detrimental to the industrial and residential user.  That's the grid, compared -- I just flashed by the dense grid of southern Ontario.  The greens are the 115 radial circuits and the red is the corridor -- the conduit.

Where it becomes an issue, for example, just a small example, the forest fire in the top right had the devastating effects in the bottom right.  The X was on a radial circuit running from Ear Falls to the Crow Lake transmission station near Pickle Lake, which in turn services the Musselwhite Mine.

So what you had, for example, in a situation like that is a down time for a large industrial producer for a significant period of time, simply because a radial circuit, by definition, doesn't have two sources of supply.  So you have a permanent fault on the supply line.  That is a permanent fault to the power supply, period.

We have the capacity in the city of Thunder Bay, for example, to deal with large consumers, 200- to 300-megawatt single customer.

A manufacturing plant in Oshawa -- or assembly -- an automotive assembly plant is going to be 10- to 15-megawatt load.  A paper mill, such as the Resolute Mill in Thunder Bay, will be 200 to 300, depending on scale of operation.

All of these features then make us delighted that the Staff discussion paper suggests that northwest Ontario should be considered a region.  Well, now what?

The premise, as Mr. Brett has pointed out, starts with the Ontario Energy Board Act.  The obligation to the Board is to protect the interests of consumers with respect to adequacy, reliability, and quality.

And way back in the Integrated Power System Plan days, the Board focused on the issue of the need for planning to be reliable for all -- in all regions.  We rely heavily on those two factors.

And what we want to have considered is the distinction between requirements analysis and needs analysis, in terms of planning.  They're two quite different things.  You do need both.  And in the northwest region we say that the needs analysis has to be the dominant principle for planning.

In southern Ontario, if you have a growth of population, it's not rocket science to decide that if people are going to put in three subdivisions on the other side of the highway you are going to put in a certain set piece of power supply.  You are going to draw on received ideas, in terms of the asset need, the structure of it.

If you are adding load, you may have to go upstream and go through several distributors governing various sections of the transmission or distribution line.  I can understand Mr. Chow's point that he will make tomorrow that you don't want to pre-judge what the region is.

Well, naturally, if your transmission line passes through three distributors, you don't want a predetermined region.  That is the region, the three distributors and the transmitter.

In the situation of northwest region, you can see, because of the substantive differences, that we're dealing with something entirely different.  We need to have the consumer involved -- and that's the present consumers, the First Nations, the municipal load, the industrial load -- the future, as well as the present.

If we look at what is in the Transmission System Code, the Distribution System Code, and the conditions of service, what we see in terms of consumer, the use of the term "consumer", is that it demonstrates a requirement analysis.  It is what the system can do, what the existing system can do.

So it is what the system can provide for the new subdivision going in across the road.  It is what the system can do when the distribution line needs to be upgraded because of the additional load on the system.

That's materially different from what we need in the northwest region.  We need to have a transparent, comprehensive, information-gathering system from the ground up.

This hearing here is a very good example of that sort of system.  At least it gets closer to the consumer.  But typically stakeholder conferences are beginning -- tend to arise in the middle of the planning exercise, not the beginning of it.

A needs-based analysis is, what's going to happen -- what are you doing, what are we doing, in the planning regime that is going to affect the guy with the cord plugging into the outlet, the industrial user wanting to wire the new equipment into the panel, the mine wanting to have reliable supply for the lift lowering workers down into the mine.


Even in the Board's own mandate, the discussion for this meeting is that it is between licensed distributors and transmitters.  It is in the April 1st letter.


The electricity sector has long recognized the value of regional planning where transmission is -- distribution facilities are planned, a transmitter and one or more distributors.  Well, that is an accurate description, no doubt, of requirements-based planning.  That is very functional and very necessary in southern Ontario.  We have a dense grid, and it is a case of:  How do you apply knowledge, experience, and skills and insight into what you have already got?  How do you make it work for the new load that is coming on and the expanding subdivision, and so on?


And the limitation in the letter, as well, is that the customer, the distributor is considered the transmission customer.  All of that is true, and we don't dispute it.  But it is true on a requirements basis analysis.


If there is to be regional planning for the northwest region, it has to be -- take into account the fact that it is materially different.


Former Chair Wetston pointed out in the bolded section of that quote that planning now needs to take account of other imperatives.  He cites the environmentalist concern.


In the northwest region, we want to focus on the development concern.  There are untold riches up there.  Ontario is perfectly happy to take the resources out.  What is Ontario doing to put infrastructure in?


It should be a basic right, as Susan Frank will point out tomorrow, but we say it also has to be an economic driver.  I will be corrected by an historian in the room I'm sure who knows much more about it than I do, but my understanding is that the CPR wasn't built because there were millions of people who wanted to move west.  It was built to encourage millions of people to move west.


In a resource-based economy, you have to build in the infrastructure that will encourage development.  So, for example, we have two perfect incidents.  We have 40 or more First Nation communities relying on diesel generation.  That was a brilliant solution 40 years ago.


Had there been needs-based analysis in the planning in the interim 40 years, it might have been possible to forecast the fact that with changing climate, winter roads are no longer operable.  If you are not familiar with the concept, it is when the ice freezes over lakes to three- or four-feet deep you can run a tandem truck trailer full of diesel fuel over it.


It is not unusual for a northwestern Ontario reserve to have 30 diesel trucks of fuel arriving in two or three days.  Now with the short season, they're into flying diesel in.


MR. FRASER:  Mr. Cyr, I will give you a minute to wrap up, please.


MR. CYR:  Thank you.  So what we are looking for is something like - and we just look at it as a concept, and that is all - is the enabler line that was developed -- concept that was developed for the green energy.


In that development, there was the component of a public sector cost.  In other words, if the uptake of the cost of the line of the three, for example, green generators wasn't sufficient to pay for the entire cost of the line, the other figure, 10 percent each -- the other 70 percent would be picked up by the public until it was used.


All we are looking for, I think, is for a needs-based analysis that will take us from the user-pay model to the public interest model.


Thank you.


MR. FRASER:  Well, thank you.  Thanks to all of the speakers for some interesting presentations.  I am now going to open it to questions.  I am going to start, first of all, with Board members, if they have any questions.  Yes, go ahead.

Panel Q&A


MS. CHAPLIN:  Hi, Cynthia Chaplin, Board member.  My first question is for Mr. Allan.


Can you perhaps explain what kind of conversations or discussions have gone on between the Retail Council and distributors, either as individual distributors to individual retailer discussions, or at an association level?  Are those conversations that are ongoing, and can you perhaps tell us a bit about that?


MR. ALLAN:  That is a great question, and I am not going to give you a fulsome answer, because my colleague, who is actually here from the Retail Council, might be able to provide more on the very specifics.


What the Retail Council has done is engaged with distributors, the OPA and with numerous retailers on these issues to try and understand their perspective.  Then we have also had the Loop team actually going out and speaking with retailers, as well.


It is a very good question whether they have actually been able to talk to all of the distributors, but one of the consistent points of feedback that they got was that there is just such a web of different people to engage with, especially for the large sort of national chains, that they're having a really hard time keeping track of all of the different requirements for all of the LDCs.


MS. CHAPLIN:  So would you say that that is still sort of a barrier to retailers being able to kind of understand pricing, understand the future trajectory of pricing, and, therefore, make the relevant investment decisions around efficiency improvements?


MR. ALLAN:  I think that is fair.  Do you agree, Francisca?


MS. QUINN:  Yes.  To add to that point, I think there is -- we heard from one of the large chains that they may have, you know, more than 80 different contracts and distribution companies they would have to deal with it.  So it is an overwhelming exercise, and they would welcome more kind of a centralization approach for them to get the same results with less effort.


MS. CHAPLIN:  Thank you, thank you.


I will go ahead again.  Mr. Cyr, I was struggling a little bit to really understand - and I apologize for this - to understand the difference between a requirements-based assessment and a needs-based assessment.


But is sort of the gist of your presentation that you think that, to date, adequate account hasn't been taken of sort of future demands that may not -- you know, in other words, consumers or development that can't be specifically identified yet; like, in other words, build it and they will come?  Is that kind of what you are advocating?


MR. CYR:  Yes, in part.  The requirements-based planning, as I understand it, is you take what you have and say what you can give.


So if there is a subdivision going in across the highway, you are going to use concepts and models and theories and formula that have -- are time-tested, and they worked in the other 3,000 subdivisions that have been powered up over the last 20 years.


In a needs-based analysis, it is going one level up or down, however you want to go, but distant from that package deal, to asking:  Well, is what we're putting in place serving the need of the consumer?


The question is already answered by the subdivision model, because the people are going to want the same power that the other subdivisions have had.  So the needs analysis would be sort of a redundant planning model there.


But in a situation where you are dealing with an area open for development, resource development in particular, how are you going to know that you've met the needs of the consumer unless you ask them?  And there is no mechanism that we see in the existing models that says that you've got to go and ask what the consumer needs.


Now, that doesn't mean that the hermit living 300 miles north -- or kilometres north of Armstrong gets a power line to his door and gets to write the purchase order for it.  That's tail-wag-dog, and that's silly.

What it does mean is that 30 years ago the question should have been asked of First Nation communities on diesel, what is going to happen, not just of those communities, but of people who are knowledgeable about those communities.  They're growing communities.  They have outpaced the development or capacity of their diesel systems.  The diesel system itself is archaic.  It is environmentally bad, horribly expensive, increasingly so, and almost unsustainable.

With needs-based analysis, had that been an integral part of northwestern Ontario power planning, that question would have been asked 20 years ago, if not 30, and there would be in place a process by which a satisfactory replacement for diesel could be well underway now.  It isn't.  It is being done now, but at the direction of the Minister, not because there was any internal mechanism for asking what the consumers need.

Same with the Ring of Fire development.  It was known 20 years ago that that was a mineral-rich area.  It was only a matter of time before it would need power.  The planning for that is being undertaken now, but why wasn't it begun 20 years ago?

MS. CHAPLIN:  Sorry, if I could just interrupt you.  I mean, I take your point.  We can't go back 20 years.  So going forward, is it your -- I guess I would maybe ask you sort of the same question I asked Mr. Allan, which is, are you not having those discussions now with the relevant distributor or Hydro One or the OPA?  And if you're -- you know, is that going on?  And if it is not going on, how do you think that should go on?

MR. CYR:  I think there is much more of it going on, and the efforts of the OPA to be more responsive in taking uptake of planning in the northwest region has really been quite impressive.

The issue that I would like to see addressed or that we would like to see addressed would be, where is the piece in the distribution code or in the transmission code that there needs to be this needs analysis, what does the consumer need?  A piece in the process that is there, it is embedded, and needs to be asked and addressed.

MS. CHAPLIN:  Thank you.

MR. FRASER:  I will open it up to others.  Yes, if you can go to the microphone there, please.  Oops, just a second.

MR. MANNING:  Paul Manning.  I am counsel for the Assembly of First Nations in this proceeding.

I just wanted to thank Mr. Brett and Mr. Cyr in particular for placing this discussion back in what I see as its right context.  I think there has been a danger when we talk about a renewed regulatory framework that Board Staff have necessarily jumped into the regulatory detail, and there has not really been enough framework.

Mr. Brett in particular in his presentation took the matter up high.  He took it to a high level, to say first and foremost the Board should look at its statutory objectives.  And the statutory objectives include a number of issues, not just customer service, reliability of regulation, of supply, and in some senses, in some contexts, the requirement to be compliant or consistent with government policy, and that government policy has included having specific regard to First Nations in particular.  And none of that is apparent in the discussion papers that are on offer.

So there is a wider context in which these things should be considered.  Similarly, the conservation issue is one that surely should not be ignored in a framework consultation such as this.

So far as First Nations' interests are concerned -- and the point, ably made by Mr. Cyr, is concerned about those communities that have had to depend on diesel for their generation.  This is a point that has been made in at least half a dozen and maybe as many as ten of our submissions for the AFN to the Board in transmission planning consultations and proceedings, in the previous IPSP, in all sorts of contexts, and frankly, it has been consistently ignored.

So now is a timely time for these things to be taken into consideration, not just for the First Nations communities, but for those other communities, such as there may be, who have to rely on diesel generation.

So if there is surprise from the Board on just hearing it now, then we, on behalf of the AFN, are surprised at that surprise.

Lastly, I just wanted to echo the point made by Mr. Brett about the Board's role, not only in the public interest, but as a quasi-judicial adjudicator.

There has been strong temptation for the Board to act as planner, to act as policy-maker, in recent years, and sometimes that has been a sharp edge that has become blurred.  And as the Board is required or feels it needs to step into areas of what I regard as procurement but everybody tells me is not procurement in the designation of transmission, or in some level of policy-making, that either it must desist from it and step backwards to its quasi-judicial role or it must comply with those things that the other planners like the OPA and the other procurers like the OPA and the Ministry are required to do.

And I think there is a danger of the thing falling in the middle.  And when we talk about commodity price and the limited ability of the Board to regulate these things, which I certainly understand in the normal context, but there are areas where the Board is required to have regards to the wider context or, as I'm saying, may actually involve itself almost inadvertently as planner or policy-maker, that the framework cannot be limited in that sense.  It must have regard to the wider picture.

When, for example, it comes to do a prudence review of the IPSP, if we ever see it, then merely the commodity price will not be surely the horizon of that particular exercise for the Board.

Thank you very much.

MR. FRASER:  Thank you for those comments.

Please.

MR. CRONIN:  Hi, Frank Cronin, consultant to the Power Workers' Union.  And I wanted to pick up on this issue of economic driver and framework and putting it into a bigger-context question.

Twenty years ago in both the U.S. and Canada there was a very big issue arising around telecommunications, and that became the subject of many proceedings in both countries, and we were asked to look at the question of infrastructure in terms of its consequences for consumers.

And in the context of consumers, we were looking at end users' industries, so everyone knows that telecommunications had an unbelievable rate of productivity growth, and that was pretty well-established for decades.

But what no one had done until we did was to actually take the implications of productivity growth on the part of telecommunications and look at the impact on the cost savings on every end-user industry in the U.S. economy.

And what we found over the period of the '60s to the '90s was that the social rate of return on the investment in telecommunications was 30 percent a year.

Now, anyone who understands rates of return will know that 30 percent a year is an unbelievably high rate of return, and the reason why that was true was in part because of the dynamic implications for telecommunications productivity and its impact on end users and the fact that the industry was regulated -- AT&T was regulated and had a self-interest in sort of deploying its infrastructure over a certain period that it deemed to be the most optimal, not necessarily what the end-user optimability was.

But had someone looked at that question sometime before that, they would have realized that the rate of deployment for new investment was substantially behind what it should have been.

So I just throw that out as a way of trying to categorize how the impacts of what the Board does here could be viewed.

MR. FRASER:  Okay, thank you for that.  At the back?  I don't think it is on.  Sorry.

MR. GATIEN:  Is that a little better?  Try that.  Can you hear me all right?

MR. FRASER:  I can.

MR. GATIEN:  How is that?  Good morning.  My name is Rene Gatien.  I am president of Waterloo North Hydro.  I really wanted to thank the Board, and especially the Chair, for this consultation and hopefully a lot of wide concepts we'll get to discuss.

Hopefully we will get to the end of some effective regulation.  I would like to see things that make our distributors and transmitters successful, and something I always tell my staff:  I want to make sure we make our customers successful.

So on that note, I have a question for Mr. Allan.  It really hinges on something that Tom Brett said, which is conservation is a major bill mitigation tool.

I have to agree.  One of the issues we have and have had in some programs -- and I apologize if you have to try to get a hold of 80 different distributors.  We have some ways in our association to help you get a hold of them.

We have to get a hold of several hundred consumers.  And personally, myself, through a number of CDM programs, I have visited Chamber of Commerce events, different retailer events, and we went through quite a program to try and say to retailers, We have things to help you in trying to change things that are in your shops and help you save some money.

One of the ones that comes to mind is we went through a program called the 'power savings blitz, where we would go in, do an assessment of their shop and tell them, Here are some of the things you can do and change to save money, and we will give you the first $1,000 free.

I have to tell you the uptake was horrible.  We really couldn't convince people we were sincere.  We couldn't convince people we were there to help them.  We had a hard time saying to them, You don't have to spend the whole 3,800 if we have $3,800 of recommendations.  Just spend the 1,000.  It is free.  You don't have to put any money out.  We'll do it for you, and then take your savings from that and reinvest and change a few things at a time.

So I am really looking for some suggestions.  How can you help us to convince the people you represent there is an amazing amount of things we can do?  Some are for free.  Some will cost them some money.

I can give you two retailers in our area.  One is a major Canadian Tire fellow who is just fabulous.  We use him everywhere we can.  He has put everything under the sun into redoing his store, and he is getting money to the bottom line every day, every day.

How can you help us get money to the variety of consumers that are out there as retailers and help them get more successful in their business?

MR. ALLAN:  I will start by saying, you know, I couldn't ask for a better question to have up here.

I think, first of all, you should be really, really commended, and my comments here shouldn't be taken as criticism of your LDC or any specific utility.

I know for a fact that the Retail Council, up to a very, very high level, is committed to finding ways to reduce retailer exposure to cost price increases.  We get that this is going to be a very major issue for retailers over the coming short- and medium-term horizon.

Actually, the work that has been done by the Loop team is really going to help us in terms of making that case to retailers, because now we have some really useful data.

So it is kind of a double purposing of the work that is being done for this consultation that we will continue to use.

I think that the Retail Council is constrained by the fact that we have to deal with, you know, the entire country, and then also Ontario.

But my colleague, Jonathan, is actually in the office who works for RCC as opposed to just being their lawyer.  I know that he would be really interested to hear about your programs and to try and see if that is something that we can help you communicate to members better, because I think one of the big things we have heard over and other again is retailers are incredibly pressed for time.

They don't understand electricity speak, and it is not their expertise.  So they need it both from other retailers who they trust, and also from a central organization.

So I think it would be great to potentially explore ways to work together on those programs.

MR. GATIEN:  Thank you.

This one is for Mr. Cyr.  I need a little bit of understanding.  It is probably from two perspectives.

One, you kept referring to some of the subdivisions and developments.  And as distributors, when we're servicing those subdivisions or developments, they have to pay a cost to get those things done.

MR. CYR:  Sorry, they have to...?


MR. GATIEN:  They have to pay a cost to get those things done.  Essentially, the way we look at it is we look at the revenue we are going to get from those customers that are going to be into that development or from that new connection.  We look at costs that we have to put out to build it, and look at the net present value or the present value of the future OM&A, do an NPV on that, and then determine:  Is there something they have to contribute?

Generally, it is a fairly significant amount they have to contribute towards the construction of the new infrastructure.

Did I get a sense that you felt that the new infrastructure you are looking for should be treated differently than that, or was it an issue that you felt that the developers were getting it built for free and as part of a pooled cost?

MR. CYR:  No.  In terms of requirements-based planning, such as a subdivision, I think that is a perfectly acceptable model.

My concern is where you are trying to do something new, where there's no road map, no package, no precedents, where you are replacing diesel in the top zone that I pointed to, where you are creating the infrastructure for mining development and exploration, where you are dealing with communities where they lose freezers full of food on an outage.

In those situations, what consideration do you make for the fact that you are going over hundreds of kilometres of Crown land in bringing your line in or the second line in?

To switch the example a little bit, someone with $80 million to invest in southern Ontario would be welcome in any community.  The power infrastructure to power the development, whatever it was - let's say a manufacturing plant - would be in terms of metres of line and possibly a transformer.

The same person coming with $80 million to invest in northwestern Ontario is looking at hundreds of kilometres of infrastructure development either to increase security or even to have security at all, even have a grid power supply at all.

It is in that situation where I would suggest that you need to have a public interest component, and the public interest, as Paul, I think, was saying -- Frank, I'm sorry, was saying, we need a broader picture of, yes, if you build it, they will come, so to speak.

The telecommunications analysis was a marvelous analogy.  We are spending the money, gaining the benefit.

So it is that area.  I don't mean to belittle or negate at all any sort of requirements-based planning, because that has to be -- particularly in a dense, heavily populated area such as southern Ontario, it has to be the model.  But the needs-based analysis will come in other regions and for other purposes.

MR. GATIEN:  So I think I am going to follow on your words.  I am not sure if I am going to get it correct.  I am probably going to ask you and maybe ask the consideration be separated into two parts.

I think the needs-based analysis, if I understand you right, is for all of the remote reserves and municipalities that are on diesel.  And I have to agree with you, but I am going to have to ask you to draw some comparisons.

In a former life I was a lineman, so I built some of the transmission lines.  I went up to Moosonee, and I was involved in some of the early planning of what went up to Attawapiskat and Port Severn.

A different scenario and circumstance there, and I would like to see some similar conclusions drawn for the remote facilities and some of the places that you are talking about.

I remember in early years when we went and did a diesel site up in Pikangikum.  Very, very remote, and certainly you would not want to see those facilities continue.  But getting the transmission system to them is probably one that I would see more as a needs-type thing and something that more should have, the public and social interest.  I highly agree.

The issue would be, is probably having the Aboriginal nations give up some rights to the land and some of the other issues that go along with it to allow transmission lines to be built in there.

But I think if you look at what happened with Fort Severn and Attawapiskat, somehow they got them done, and somehow there was some money spent and some of the local dollars invested by those communities to get them off diesel and get them on to a transmission line.

I would suggest you should do the same thing, and that we should probably as a province try to do the same thing, to eliminate those diesel plants, because I agree with you.  The ice roads are getting worse and worse.

The mines and some of the others I would suggest is closer to a requirement.  And if you look at it and say, well, we should invest some social aspect into it, I would agree if I knew that some of those mines and some of those places were going to leave their profit and their dollars and some of those other things in Ontario.  I would say a small amount of the profit stays in Ontario, but I am not sure all of it does, and maybe the amount that we invest in the transmission line to those places should become a little proportional to how much they plan to invest and leave in Ontario.

I know they will create jobs, and I know they're going to do some other things.  I was involved in a gold mine that went west from Wawa, and I think we went across country about 48 kilometres, and the gold-mine folks paid for most of it.  But I know when they were done they weren't interested in Ontario.  They were interested in the next place to go and make some money.  So my social aspect probably looks at that a little bit differently.

So my question would be, have you looked at what they have done to get things up to Moosonee and then Attawapiskat and Fort Severn in relation to the needs for some of the communities, and have you looked at or would you consider looking at a requirements basis more for somebody who is in it for a business?

MR. CYR:  And I think the answer is in regional planning.  If the northwest region is to be taken as a region, you will start with exactly that set of questions and other questions from the ground up as to what the plan should look like.

But I certainly don't have the expertise to answer.  You have much more expertise, in terms of practical experience, than I do.  But there are so many aspects to the question.  The whole Aboriginal-interests question is one factor.

There is a tendency -- has been a tendency to dismiss it as a Department of Indian affairs issue.  It is not our problem.  Well, Ontario is perfectly happy to take the resources out.  There is an obligation to put the infrastructure in.

MR. GAITAN:   Thank you very much.

MR. FRASER:  Thank you.

Marion, go ahead.

MS. FRASER:  This question is for Mr. Cyr.

MR. FRASER:  Sorry, can you just identify yourself?

MS. FRASER:  Oh, Marion Fraser, representing the Ontario Sustainable Energy Association.

Part of your presentation that you had to kind of skip over for time talked about the commodity price in northwestern Ontario, and I wonder if you could maybe elaborate on how it feels to have to pay for our cooling in southern Ontario.


[Laughter]

MR. CYR:  I only have half an hour, I suppose?

That is a very good question.  And it is a factor -- it is perfectly understandable that there is a regional -- sorry, a province-wide price.

I think if you go to regional planning, needs-based, as I am suggesting, you will take into account the fact that, okay, if the absolute number of kilowatts or megawatts produced in a given year is going to be from hydroelectric at 2 or 3 cents each, why are we paying a regional, provincial price of 11 or 12 cents?

It's not -- there are certain -- we would certainly be delighted to have a lower price based on regional efficiency.  Until that is possible, the cost benefit of that level of production of that proportion of the power generated in the region should be taken as an offset to the remarkable high cost of infrastructure development of the transmission and distribution lines.

Obviously, you can put a transmission line down here that is 35 kilometres long, and that's a big one.  Up in northwest region it is several hundred kilometres, and it is only radial.

So huge, huge costs in the infrastructure.  Don't be spooked by that, because we have huge, huge benefits in the power cost -- cost of power generation in the region.

MS. FRASER:  Thank you.

MR. FRASER:  Further questions here?  Anything on e-mail or -- no?

Okay.  Well, I would like to thank the panel very much for a very interesting series of presentations and questions from the floor.  It means we are about a quarter of an hour early for lunch, so we're going to take a break here and come back, if that's okay.  Come back at -- let's make it -- well, let's make it 12:45, since we are ahead of schedule.

Thank you very much.

--- Luncheon recess taken at 11:27 a.m.


--- On resuming at 12:47 p.m.

MR. FRASER:  Okay, everybody like to get settled?  Welcome back, and we would like to get started with the afternoon session.


The first panel of the afternoon's session is the industry association panel.  And to my right, I have Elise Herzig, president and CEO of the Ontario Energy Association, followed by Marion Fraser, who is director of the Ontario Sustainable Energy Association, and Jake Brooks, the executive director of the Association of Power Producers of Ontario.


Before we get started, I would just like to make a note.  For those of you listening in via webcast, if you do want to send a question, please send it to the RRF e-mail address.  We have had somebody try to do a question through live meeting, and unfortunately that doesn't really work for us.  Please send it via e-mail and we will make sure your question gets asked.


So, with that, I would like to get started.  If we could have Elisa's presentation first?  So, Elise, take it away.  You have 15 minutes.

VISION AND CONTEXT:  INDUSTRY ASSOCIATION PANEL
Presentation by Ms. Herzig


MS. HERZIG:  Thank you, Peter, and good afternoon.  I would like to thank the Board for presenting the industry with its long-term vision and the straw man model regulatory framework.


The OEA sees the renewed regulatory framework consultation process as a much-welcomed initiative, as the time is right to address the gaps in the existing model.


It is a pleasure to be here this afternoon representing our members.  For those of you listening in on the phone, I would ask that you please follow my presentation deck, which is on the web, so that you can see the recommendations being made.


The OEA represents over 150 members in the broad energy community.  Rather than analyze the existing regulatory framework this afternoon, I will outline for you our eight recommendations relating to the five papers that the Board issued last November.


I would first like to share with you the steps the OEA took to gather the information for this afternoon's presentation.  We participated in the Board's information session last December, and just as the Board consulted with executives, so too did the OEA.


We conducted one-on-one executive interviews with our member companies that are regulated entities.  These companies included LDCs, gas utilities, transmission companies, hydro and nuclear.


The findings allowed us to see where common themes emerged and better understand where clarity and depth of analysis was further needed.


Perhaps, though, the most meaningful finding was that each executive interviewed responded in the affirmative that the renewed regulatory process was a worthwhile endeavour.  However, there is a caveat.  The outcome of the process will be the determining factor in its merit.


There is consensus amongst the sector that the current model needs to be revamped if we are to maintain a reliable, sustainable energy sector.


Feedback was also gathered from our members who participate in our utilities committee.  These individuals live and breathe in the regulatory space, and they provided depth and understanding to the current model and pragmatic solutions relating to the new renewed regulatory framework.  And we participated in one of the Board's roundtable sessions that took place last month.


However, we are not done.  The OEA will also be providing a formal submission in April as part of the consultation process.


As can be seen on the right side of this visual, many of the member companies the OEA represents are affected by the renewed regulatory framework, and these include electricity distributors, gas utilities, transmission, hydro, nuclear and smart grid technologies.


The OEA recognizes the benefits of the straw man model and sees the potential for the renewed regulatory framework to address the evolving needs of the sector both in the immediate and longer term.  These include:  To build stronger synergies across the electricity and natural gas frameworks; to harmonize approaches across all regulated entities; to address both operational and capital needs; and to achieve a better balance between consumer interests and regulated entities.


Now, on to our recommendations.  There is a pressing need to invest in new and replacement infrastructure and technology.  Regulated entities must be able to obtain approval for multi-year capital investment in the cost-of-service proceedings, and then be allowed to implement adjustments during the IRM period.


A new and enhanced multi-year capital investment model would allow incorporating all capital investments made during the IRM period in the rates during the same period.


The Board's vision of a multi-year approval of capital will position regulated entities to undertake capital investments in a timely fashion and better pace rate increases, thus removing the current lumpy capital spending.


During this transitional period, we would like the Board to clarify the rules and provide details for making ICM applications.  For example, what kind of projects qualify?  And lower the current materiality threshold until the new capital spending model is developed, so that we can address immediate capital spending needs and provide greater certainty of cost recovery.


In regards to incentive regulation, while on an individual basis we may have different measurements of success, in the renewed regulatory framework model success needs to be a process that regulated entities can implement effectively.


The current model is prescriptive and focusses on activities rather than outcomes, and has performance benchmarks that are based only on an assessment of operations, maintenance and administration costs.


A new definition of success would use Ontario data and develop benchmarks that are established in consultation with the industry that incent and reward regulatory excellence, reward players who play by the rules and prove results.


For example, create a Board nexus model similar to what exists when crossing the Canadian-U.S. border.  For regulated entities that have a proven track record, if the facts do not change, do not require that they report on what has been previously reported, and do not have Board Staff spend their time once again reviewing materials that have already been approved.


Focus on what is new and what has changed.  This provides better value to the ratepayer and better allocation of resources of the Board and regulated entities.  This would distinguish between fast-lane reporting for entities that meet the criteria, and comprehensive reporting streams for anyone else.


In regards to rate mitigation, we also recognize the need to focus on affordable energy and the total cost to the consumer.  However, in the area of rate mitigation, no regulated entity should be affected by increases to the costs of unrelated businesses.  The Board should continue to apply rate mitigation in a fair manner that accounts for only those costs that are within a business's control.


The cost of government-mandated initiatives should always be recoverable.  Sound rate mitigation should always be sensitive to the fact that regulated entities need to be able to recover justified and necessary costs to deliver high-quality and reliable services to their customers.


The focus of regional planning needs to be on the solution, not on the players.  It is important to provide clarity around success in the short, medium and long run.


Integrated regional planning has the potential to generate the most cost-effective solutions for Ontario communities.  This would require defining and being transparent about what "integrated" and "optimized" means and how broad this definition should be.


Regional planning should be broad enough to include considerations of diverse resources, and facilitate coordination of land use planning and energy planning within adequate time frames.


As many agencies and regulated entities are involved in regional planning at different levels of decision making, let's coordinate the planning processes so that we implement more efficient and effective energy solutions.


An informed and transparent decision-making process will lead to cost-effective solutions and savings that will result in smart regions, smart communities and satisfied customers.


For smart-grid implementation, it is not enough to be one nanosecond ahead of other jurisdictions in smart meter technology.  Consumers need to be empowered with the tools to manage their bills.

The Board needs to move this initiative forward by providing clarity that would encourage innovation and commercialization of smart technologies.  The Board must clarify privacy and security rules so that market participants are given access to meter data, and to make the behind-the-meter services truly meaningful, this may require a revision of time-of-use rates.

While we do not have a crystal ball to predict the future, we do know with certainty that changes will occur, whether in policy or technology.  Therefore, we have an obligation to develop a new renewed regulatory framework model that is flexible to adapt to these changes.

To achieve just and reasonable rates, the Board should always be mindful that consumer-protection needs need to be balanced with businesses' rights to earn a fair rate of return on their investments.

Thank you.

MR. FRASER:  Well, thank you.

We can turn now to Marion.  Marion, go ahead, please.  Oh, sorry, we will just take a minute to get set up.
Presentation by Ms. Fraser


MS. FRASER:  Yes, I am Marion Fraser.  I'm representing the Ontario Sustainable Energy Association, and I am pleased to have this opportunity today.  Those of you who may not know OSEA, interestingly enough, we were invited to the generator group to talk, but it came out to where we were there under false pretenses, because we weren't a generator group, and so then I see that we're -- today we are on an industry-association panel, but we are not actually an industry association either, in the sense that we are working to create a sustainable energy industry, but we don't have one yet.

Our preliminary views on the renewed framework and the straw man that has been developed is, we generally support the direction that is inherent in the model framework, but we are concerned that there may not be enough clarity and that they don't go far enough, both in terms of depth and breadth.

In terms of more clarity, the notion of integrated planning -- and I think Elise just alluded to this as well -- is, what is that definition of integrated planning?  It seems that it is just planning for transmission and distribution without looking at broader implications, beginning -- and on sustainability matters.  We are always interested in finding the right fuel, the right technologies to do the right things.

For example, we've got a really strange situation where renewable energy is only being used to generate electricity in the province, but there's much more cost-effective ways to use a lot of those renewable resources with solar heat and other such things.  So we have to make sure we don't end up with a lot of unintended consequences by narrowing the scope unnecessarily.

The discussion in most of the papers still seems to blur the notion of rates and bills.  Rates are not bills.  And certainly the speakers this morning talked about conservation being a significant bill mitigator, and I will talk a little bit more about that.

Also, there is a narrow approach to bill mitigation assumed, no impact of conservation and demand management, and there is nothing broader for low-income and vulnerable consumers and customers beyond the emergency protection that is created in another situation.

OSEA really suggests that we go further.  If we are really talking about integrated planning, we should be talking about integrated resource planning or least-cost planning in a much more definitive way.

Despite the fact that the provincial plan is called an integrated power system plan, there is no way in the world it's a least-cost plan either.  So we've got a ways to go on that side of things in this industry in Ontario.

I think we also heard this morning the importance for local and regional consultations and the involvement, and certainly OSEA is very, very committed to the involvement and the empowerment in local communities for both generation and conservation.

I think we should be considering non-wires options for geographical T&D system -- T&D issues, such as local resource acquisition and what can that do to reduce the need or the urgency or even the requirement for infrastructure in whatever time frame, looking at things like, you know, now that we do have time-of-use meters, why not consider the option of charging on a demand basis for wire services, as opposed to a kilowatt-hour basis.

Sustainability was a key element in the recent legislation that affects the energy sector in Ontario, but it still seems that it gets pretty short shrift when it comes to the regulatory environment.

Basically, in terms of the missing elements in the straw man model, we see customers really being related to a single box, with limited participation and seemingly limited benefits.  Again, it is a supply-side, wires orientation.  It limits those options, increases costs, and again reduces benefits.

The broader government policy has spoken to the issue of sustainability, and yet we don't see that reflected.  The whole notion of externalities, in terms of health and environment and the economy, seem to also kind of disappear in this process.

And the role of the LDC in local economic development and policy implementation I think is also important, and I think we heard to some degree that from our northern speaker this morning.

Right now we have too many plans talked about.  We have green plans, CDM plans, green-energy plans, smart-grid plans, regional plans, and then of course we don't have an IPSP plan, but anyway...


[Laughter]

And the reality is that we've got to get to the point where there is one capital plan.  Peter said that this morning.  But he still kind of broke it into all those different components.  And, I mean, a smart-grid plan for a distributor should be business as usual going forward.  I mean, that is where we have to get to, and they shouldn't be -- a green-energy plan, what is that really all about?  So...

So I would like to talk a little bit about the lessons from IRP, the whole notion of local resource acquisition, and the role of sustainability in regulation.

The U.S. Energy Policy Act of 1992 provides probably the definitive definition of "integrated resource planning", and it takes account diversity, risk, dispatchability, all the things that we're talking about here, but it treats demand and supply on a consistent and integrated basis.  And we're all -- I mean, B.C., Manitoba, Quebec, and Nova Scotia is now doing IRP.

And I won't take you through the boxes, but I think there is lessons to be learned here.  For example, Consolidated Edison, they have actually no regulatory requirement for IRP, but they have used targeted DSM in capital planning since 2003, and over the almost ten-year period they estimate the reductions of capital spending or the avoidance of capital spending have totalled a billion dollars.

And so there is a very strong integration between the capital planning at Con Edison and the DSM activities on the ground.

Of course the programs talk about -- the programs are -- they have two kinds of programs, targeted ones, which are very, very specific, focussing on peak, and then there is general programs in their process that focus more on energy.

In Ontario, so far we seem to have focussed mostly on peak for everything, and even then it is just summer peak.

Again, I provide some information here.  For them it was:  Did we must or say we must?  And in actual fact, there was a pretty strong improvement in the cost-effectiveness, with a total resource cost ratio of 2.2 to 2.8 for those investments in conservation and demand management efforts on that targeted basis.

They were focussing entirely on their primary distribution system, but now moving to their secondary distribution system, as well.

So, really, local resource acquisitions can avoid or delay T&D upgrades, and, you know, with their coming focus on the smart grid, it is really a smarter grid, not a bigger grid.  And we are going to see a significant increase in customer-side participation in the energy supply and the demand-side management as our paradigm shifts towards decentralized energy supplies and bidirectional power flows.

The hidden costs of doing nothing, enduring outages, wasted energy, antiquated technology and other limitations inherent in our current system far outweigh the investment needed to make it stable and efficient for the future.

So in suggesting that local T&D, targeted DSM can make the investment less costly than it would, but I am not denying the fact that we've got to invest.

In the short term -- and this is something that we still see constantly, that people think that demand-side management, conservation and demand management, whatever we want to call it -- basically, in California, if DSM increases rates by 1 percent, customers' bills go down between 5 and 10 percent.

We get all hung up on whether it has an impact on rates as opposed to the impact on bills.  In the long term, a study by the Oak Ridges National Lab shows that the ratio of percentage changes is different for different types of utilities, but one that needs to replace 80 percent of its generation capacity and obviously has to do probably a similar amount of reinvestment in transmission and distribution.

I would consider, despite the short-term oversupply we have right now, that Ontario, as a total, is a deficit utility.

The whole issue of linkage to local and regional planning is, I think, very, very important as we get to the issue of smart grids.  Yet, you know, advanced communities like Guelph, Sudbury, Kingston that have already benefitted from the idea of looking at their community energy plans in a proactive kind of way are really stymied when it comes to actually implementing things, because the pockets that they have to reach into are segregated in different ways and driven by decisions that don't reflect the local needs.

In reality, both conservation and renewable energy can foster community engagement in a way that we have never really had before.  That community engagement can also lessen the whole issue of NIMBYism.

I guess my final point really is government policy and sustainability have been going hand in hand really since the electricity restructuring of 2004, and yet even this morning, as the objectives were described in terms of the renewed regulatory framework, there seemed to be a focus on the objectives that had been in the legislation for a long time and not reflecting the new objectives that have been added to the OEB mandate, particularly those in the Green Energy and Green Economy Act.

In fact, the Minister's directive on the smart grid I think actually provides a really good framework for looking at the matter of sustainability in the broadest sense for any of -- whether it is regulatory frameworks or whether it is policy and planning frameworks.  And these are the objectives that the Minister gave to the OEB for the smart grid, and yet we seem to be focussing mostly on efficiency and leaving the rest of them out.

So I would just suggest that it would have value to -- in this regulatory reform or renewal, would be to look at sustainability in the broadest sense.  Thank you.

MR. FRASER:  Well, thank you.  Jake Brooks.
Presentation by Mr. Brooks


MR. BROOKS:  All right, thanks.  Can you hear me okay?

I am Jake Brooks, the executive director of APPrO.  APPrO is the Association of Power Producers of Ontario.

Thank you for the opportunity to be here and present our perspective.  One small housekeeping note before I start.  At the bottom of the APPrO filing, it is marked "without prejudice".  That was a remnant of an earlier draft.  Those words should be removed.

[Laughter]

MR. BROOKS:  It's for everyone to read and use; that's right.

So I guess I will start by saying, before APPrO got involved in this in any deep way, we talked with a number of other generator associations.

I would like to make sure those other associations are acknowledged here.  They contributed a lot to our thinking.  APPrO is a generic generator industry association, including all kinds of generation in Ontario, but there is also:  CanWEA, the Canadian Wind Energy Association; OWA, the Ontario Waterpower Association; CanSIA, the Canadian Solar Industries Association; the Canadian Biogas Association, formerly known AgriEnergy Producers' Association of Ontario; and the Canadian District Energy Association.  Six different generator organizations, all having had some input into what I am about to say.

And, in fact, represented in the room, Mary Ellen Richardson is here from the Canadian District Energy Association.  Paul Norris is here from Waterpower, and I believe some others are on the web or on the phone.

So we tried to share resources and we intend to work together, but we are quite different, the six organizations, not just in the technology - that is obvious - but the sizes of the organization, the types of expertise they have internally, and the types of experience they have with regulatory proceedings.

But, broadly, all of the generator organizations together represent virtually all of the generation in Ontario, and my main point is the sector is an integral part of this RRFE review, being diverse and quite extensive.

I would like to talk briefly about how generators fit into the process for minimizing customer costs and maximizing efficiencies.

First, we are pleased that the RRFE is going on.  We see it as an important initiative.  It can help clarify areas that are unresolved, crucial areas, and establish principles that will allow investors to plan for the long term.

We welcome the Board's future direction on priorities.  This will help properly tailor our participation in the RRFE and contribute to its goals.

I do see certain consistencies in stakeholders' interests across this process in at least one critical area.  It seems to me we all want virtually the same thing.  Utilities, consumers, generators and regulators are looking for a system that minimizes total costs and maximizes efficiency; i.e., something that is economic, efficient and stable.

However, we have different short-term interests.  But from a long-term perspective our concerns seem to converge.  What this means is that if we can take steps that will systematically minimize the total long-term costs of the power system, we will be serving load customers and meeting everyone else's objectives, as well, the emphasis being on "long-term".

Generators and generation investment decisions are always long-term, and generators spend a fair bit of time thinking about what kind of plant to build that will be effective in economic long-term.

The investments made by generators are very cognizant of when and where a plant is built, how to keep connection costs down, how to ensure a facility is matched to market needs.  This is a core of our businesses, and that kind of discipline and efficient analysis is key to minimizing total long-term costs.  And of course we all want the regulatory system to continue to encourage that.

So the generator vision wants to ensure that total long-term costs of the system are minimized to ensure that utility investments, especially during a period of generation procurement, are an important part of the plan to minimize total costs.

It has probably been said many times before, but I will just -- and I think it is relevant to remind ourselves that in a network planning context something like 80 percent of the costs of the power system are related to generation.  Only 15 or 20 percent are wires costs in most parts of the province.

If you reduce the cost of building network but cause the use of more expensive generation, you won't be minimizing consumer costs at all.  In order to minimize consumer costs it is important to use all the tools available, planning, regulation, and market forces, including the discipline of competition, all of which operates in a context of public policy, including the supply mix.

In a way you could say that our challenge is to maximize the efficiency of connection and operation of the components of the system in the context of the -- of a prudently implemented supply mix.

The RRFE is a good opportunity to try and ensure all these tools -- planning, regulation, and competitive market functions -- are all working in the same direction, including a supply mix that recognizes that renewables and extremely efficient distributed generation are likely a part of the future supply mix.

We would not be wise to ignore the broader issues and the benefits of generation, and it is therefore important that this RRFE proceeding include an assessment of benefits.

One of the ways we can use to try to take account of the broader costs and benefits of any investment is to ensure that individual investment decisions are considered not just for their cost but for their long-term effects.

Generally speaking, in Ontario the benefits of utility investments are divided relatively narrowly when utilities are making capital plans.  We are usually looking at short-term customer benefits rather than long-term global system benefits, as mentioned earlier by Frank Cronin, who made a similar comment.

It would be akin to a situation in the healthcare sector where a hospital was considering buying a new heart and lung machine.  Imagine that its management considered only how much the investment would cost to improve patient care at its own hospital for its own current existing patients without thinking about whether other hospitals might use the same equipment, whether the patient population is growing or aging, whether an upstream investment might be more efficient, whether shared programs might work better overall, be longer-lasting, more helpful to the population overall, or even whether a hospital is the best place to facilitate access to that machine.  All important questions, questions that are critical to a significant long-term, possibly life-saving investments for patients.

The benefits need to be defined broadly or we won't be maximizing customer efficiencies or addressing their long-term needs.

One of the key considerations from our point of view is ensuring that generators and their critical role fit into the Board's objectives for the RRFE.  The objectives, as I understand them, refer mainly to the load customers and utilities, and clearly the Board is mandated by its objectives to consider generators, and not just loads and wires, in their long-term thinking, in terms -- sorry, generators, including their long-term viability and efficiencies.

We all have the same long-term goals:  To minimize long-term costs and maximize efficiencies.  One of our -- just to summarize my main points, improving efficient operations and investment conditions for generators is key to keeping down total costs for all kinds of customers - load customers, generation customers, and others - and maximizing efficiency.

Efficiency requires detailed and coordinated attention to both the producer and the consumer side of the equation.  Generators, as you have seen, are often an alternative to or a partial alternative to transmission and/or distribution investments, and generators are natural partners.  Having this built-in concern for efficiency and long-term investment conditions, generators are natural partners for anyone trying to work on minimizing total costs and maximizing efficiency, deciding on appropriate pacing for network investments.

So a key outcome of the RRFE is, in our minds, to ensure that planners and regulators have the capacity and tools necessary to take full consideration of both the costs and the benefits of utility investments and the alternatives to them.

Thank you very much.
Panel Q&A

MR. FRASER:  Well, thank you.  And I'll turn the mics on.  So it is time for questions.  First I will look to the Board members.  Do we have some questions from the Board members?  Marika.

MS. HARE:  This question is for Elise, and it goes to recommendation.  I have two questions.  But the first is on recommendation 3.  The Board does have some performance benchmarks, so I am interested in knowing what you think is missing in the existing performance benchmarks, how should they be changed, and, you know, the ones that we do have, we did do with consultation with industry.

So can you explain a little bit more about what you see is lacking in the existing benchmarks?

MS. HERZIG:  I think -- is this one on?  Okay.  From my members' point of view, what is happening right now is that when they actually are in the rate mitigation process, in terms of the performance benchmarks, they can't seem to get the savings required.  It is almost like a penalty taking place with the performance, in that the savings that are required today for the system because of all the costs -- so when you think about what is taking place with companies --that the costs that they're incurring, their performances don't seem to match up with how they're getting rewarded for them.

An example I will give is a phone call I had with one of the executives, and he said that when we go through the rate-mitigation process and we are looking at .2 percent, I think the number was that he gave me, in terms of what they're eligible for, the costs that they have to increase on certain projects, labour doesn't match that whatsoever.

And so if they're trying to do something that maybe has a longer-term benefit, not a short-term one, and they've got to make decisions, the balance something -- Okay.  I've got to pay for this today, but I know that it's going to be the right decision to make, but I am not actually going to be able to properly afford it or get paid back from it.  You are torn between making the best decision versus making a decision that you are going to recover fully.

I don't know if that adequately answers it --


MS. HARE:  Well, I think it clarifies.  You are talking about rate-setting.  When I see performance benchmarks I am thinking about things like --


MS. HERZIG:  Oh, sorry.

MS. HARE:  -- reliability, the metrics that we've got about, you know, answering telephones, emergency calls, those kinds of things, but you are limiting it to rate-setting.

MS. HERZIG:  That was what I answered, for rate-setting.  In terms of performance benchmarks, I think that the companies that we talked to that are looking, in terms of -- for example, in smart-grid technology, if you are going to be the first group that maybe introduces a technology, you may be going through different hurdles than another group that is going to be the fourth or the fifth to go through it.

And so the standard performance benchmarks may look differently for being that first innovator or the first leader in that.  So it may take longer to actually make things happen.  So you may have a project plan that, for whatever reason it is, the technology -- being able to mesh the technologies together take longer.

And so there's got to be a consideration of projects like that, which wouldn't always fall in standard, clear guidelines, because the Board is traditionally not an assessor of technology, and our members are not necessarily experts in technology.

So we have one company, for example, that we interviewed, and they're now being almost a beta test site for other groups to look at to see what they did right and how to improve, but that was the company that actually had to incur the costs and go through all the learning pains, and it may not necessarily come up properly in standardized performance benchmarks.

MS. HARE:  Okay.  Thank you.

I have a question then about recommendation number 4, simplified reporting fast track for high-performing regulated entities.  So how would you define "high-performing regulated entities"?  How would the Board determine who is in that group that can be, you know, streamlined, in terms of their reporting?

MS. HERZIG:  I have two examples I can think of on that.  One was an example of a mid-size LDC that, when I spoke to the CEO, was frustrated that he had a number of his staff working on an application to the Board, had spent close to three-quarters-of-a-million dollars, and a lot of the report he had put in had already been put in place in past regulatory filings.

The comments that he gave me in terms of streamlining is it would be really nice if we know that from the portion the regulatory application, if things are still the same on certain things, that we just didn't have to go through that same process in doing that major review, whether it is through consultants, through staff.

He said to me at the end of the conversation, I don't feel that we gave a benefit to the ratepayer when I went through this process.

And the most important question should be, from the utility going through the process:  When I am doing this, is there a direct benefit to the ratepayer for allocating those resources?  That is one example.

The second example would be anything that we can streamline that we have standard -- whether it is standard forms - that was recommended to me - that it is almost like a check list.  That was the suggestion that they had, that when we know that things have not changed and they're the same, that organizations internally can go through it and with confidence.

I mean, these are companies that have gone to the Board before.  You see that they're thorough and rigorous, and if they're meeting their benchmarks, do they have to go back to those things?

I am not giving you -- I am not sure if I am answering enough specifics.  I am just trying to share with you the different kind of views we got from our members on that.

MS. HARE:  It was really the definition of high performing.  Would you define that based on lowest rates, lowest OM&A per customer?  How would you define who would be in that group that gets a bit of a pass in terms of reporting?

MS. HERZIG:  So our members would say that we can't compare -- it's not like comparing apples and apples.  So there is different issues related to a company that is in a very dense population dealing with old equipment and has to rely on old equipment versus a company that may be servicing a broader, larger area, a rural area, that maybe have better technology and better equipment.

So you want to have certain standards, but you also have to look at the situation in terms of what that company may be -- where they're at in terms of their capital spending needs, as well.

So I think from our members' point of view, the frustration is that there are some companies that we represent that have put in place some really important, innovative models for being more efficient, and there are other LDCs, they feel, that are not providing the range of services that they're providing.

And so when you compare the numbers, the more efficient one may not actually come out looking like they're ahead, because they are actually offering so much more.

MR. FRASER:  Okay, go ahead.

MR. CRONIN:  The issue of benchmarks --


MR. FRASER:  Could you identify yourself, please?

MR. CRONIN:  Frank Cronin, consultant to the Power Workers' Union.  There are jurisdictions mostly in Europe that have instituted socially optimal regulatory systems.  So they're looking at a total cost benchmark.

By "total cost", that would include not just OM&A.  It includes capital.  These have actually been operationalized.  It includes line losses.  It includes reliability to the extent that they incorporate, as an equal part of the utility's planning budget what I will call customer valuations of service reliability.

So they will do surveys, as the Board did I think about 18 months ago, in valuing customer service quality, and they then compute, through econometrics or other techniques, a third part of the budget, which is this customer valuation.

So it gets an equal emphasis, just as capital and O&M does, but it is an integrated socially optimal view of the world where, if a utility spends money to improve its reliability, which is not costless, it then gets reflected in the assessment.

And there are techniques to assess performance along these dimensions, and a number of jurisdictions have looked at ranking utilities, you know, whether you call them frontier firms or best practice or whatever it might be, but, again, taking an integrated total cost assessment where the cost also includes the customer valuations.

MR. FRASER:  Thanks for that comment.  Colin?

MR. McLORG:  Thanks, Peter.  I wonder if I could just offer briefly --


MR. FRASER:  ID yourself.

MR. McLORG:  I'm sorry.  Colin McLorg, Toronto Hydro.  I just wondered if I could briefly offer a supplementary response to Marika's first question.  I apologize, Marika, because the placement of the microphone makes me look away from you.

I think it is the experience of many utilities that I have spoken with that when considering performance and a utility's placement in the stretch factor structure that is in place right now, it actually requires the utility to sacrifice more op-ex to get to a lower bracket, a lower stretch factor, than they gain in incremental revenue requirement due to having a lower stretch factor.

So it might cost you 16 million to move to the next lowest tier, but the incremental revenue requirement is only 2 million, and, from a utility perspective, it doesn't seem to make sense.

So I just thought if that were helpful, I would offer that.  Thanks.

MR. FRASER:  Okay.  I understand there is a question from the webcast, Chris?

MR. CINCAR:  Yes, there is a question from Jay Shepherd to Elise.

He asks:  Why should utilities have multi-year approval of capital plans, when in the competitive markets, companies can only spend money on capital if they keep their overall costs and prices within reasonable levels?

And, also, is the OEA proposing that recovery of utility capital spending be approved by the Board, whether or not the overall cost of electricity or gas distribution remains within a reasonable range?

MS. HERZIG:  I got the second half.  The first one I want to make sure I understood, was:  Why should businesses be allowed to put in a multi-year capital spend model?  Was that correct?  If you can re-read the first part?  I got the second one.

MR. CINCAR:  Why should utilities have multi-year approval of capital plans when, in the competitive markets, companies can only spend money on capital if they keep their overall costs and prices within reasonable levels?

MS. HERZIG:  First of all, we are in the regulated entity business.  So I think there has to be a recognition of the world in which we're operating.

Running an electricity sector or gas sector, or anything in the energy market, is an expensive proposition that serves the public good, and we are always cognizant of the price that consumers ultimately pay.  And there is a desire on everyone's part in this room, for sure, and especially I know from our members and from the Board, there is an equal understanding and respect for the fact that we need to have affordable energy.

At the same time, we have to have a reliable sector.  So just as we see that there is tremendous infrastructure needs in the Province of Ontario, whether it is on roads or other areas, that we have to invest in every ten, 20, 30, 40 years, we have a very reliable system that we are all accustomed to operating and being there when we need it.

In a company -- if it was not a regulated entity, good businesses also have multi-year plans where they look at what their needs are in the immediate term, what they are in the mid term and what they are in the long-term.

We are looking at projects that take, as Jake mentioned in his presentation, many years sometimes to complete, whether they're for approvals -- you need to work with communities, get approvals, get licensing.  These are not one-shot projects.

So we are not trying to do anything that is not done in normal business, but we have to recognize that in the regulated entity world in which we operate, that we can't go forth and build projects if we don't have a sense in advance that we are going to recover the costs.

That would be true in any business.  Businesses make tough decisions, and I don't think that this process is whatsoever trying to lessen the rigour that they expect the regulated entities to go for.

I actually think the Board is trying to set a high level and a higher level of expectation by saying, Look, we understand that the projects that you are looking at are long term, and you need an ability to make decisions not on a once-every-four-year basis, that you need to be able to plan accordingly.

And I think what the Board is trying to tell us is, Equally so, we expect you to put in the rigour to make sure that this, you know, continues to be affordable.


So I hope I answered your question, Jay.

MR. FRASER:  Julie?

MS. GIRVAN:  Just to follow up on that, Elise.  This is sort of a two-part question.  Pardon?  Oh, I'm sorry, Julie Girvan, Consumers Council of Canada.

In terms of a pre-approval of long-term capital plans, one of the things I'm struggling with is how that would work.  And do you envision something where there would be true-ups at the end of the day, to the extent the utility potentially underspent?

The other part to that question is, if you get pre-approval, as you have indicated, to reduce risk at the end of the day, do you see a corresponding reduction in allowed returns to reflect that reduced risk?

MS. HERZIG:  So I don't have a crystal ball, as I said, so I can't tell you actually what is going to happen later on, but I can answer how I think the pre-approval will work.

Right now in the current system when a company goes up for a cost-of-service rebasing, they're going in with a whole host of endeavours, and they know in advance that the way the model works right now is there is a bit of a lack of confidence on the part of our members that we represent that they're going to get everything.  So you go in there and you make a calculated risk and you say, Okay.  What is it we actually can make happen?


The multi-year spending model should actually create a better transparency about what companies need in the immediate and longer-term.  They should be able to go to the Board and say, This is the situation we have.  Here are the decisions that we're trying to grapple with and deal with.  Here is the analysis we did.  This bid may have come in a little bit lower, but we think it is the wrong way to go.  This one may be a little more expensive, but we think it is better for reliability and consistency.


And the Board will make its decision and say, Okay.  We're going to let you go forward and do this, but you have to stick with this.  You can't come back every year and say, well, this changed or this changed.


The Board is coming to the community and saying, Look, you've got to take responsibility, and we need to have an idea of where you see this going, going forward.

And I think if we have that kind of model we are setting the stage where we put out the expectations early on, and we also have the opportunity to work with other players in the sector and saying, Here are the things that we're dealing with, so that we can come up with the best solutions to hopefully get the best, most affordable prices to the consumers.

MS. GIRVAN:  Sorry, what about the second part of the question?

MS. HERZIG:  I think in terms of -- ultimately for the consumers what we're looking to for is a reliable and sustainable system, and there has to be a recognition that we have not invested in a whole host of areas that the sector needs desperately, and that sometimes, in trying to protect the consumer, we try and hold back and not spend money that maybe we should be spending in the short-term.

And I think in one of the other presentations is, what do we want to accomplish in the long-term.  There may be some short-term pain for some long-term gain.  And I think what we should be looking at is, in terms of ultimately benefiting the consumer -- and this is what we go back to what I asked is, what is that optimization?  What does success look like for the consumer?

And I think it's that we create a viable system and a viable sector where we've put in the efficiencies and the economies of scale to make it work best, but we -- to do that we actually have to be upfront and bring forth the projects that need to be built.

MR. HARPER:  Bill Harper.  I am a consultant for VECC.

Actually, Elise, when you were talking and some of the other people were talking I had some empathy for what you were talking about, in terms of long-term capital plans, 'til you gave your response to Julie, and the problem -- I have been expressing it to some other of my peers in the room -- is that I see the opposite side.

I have a problem with long-term capital plans.  If I'm going to commit my -- if a utility has to commit itself for four or five years to a specific plan, when we all know the circumstances change from one year to the other.  A road authority decides it is not going to build 407 through your community two years from now, and so you don't have to undertake all that sort of moving around of infrastructure.  Somebody decides they are going to build a new road.  A recession in 2009 happens and loads drop off.

So I would like to sort of maybe ask you sort of how you envision those sorts of things, because those are the sorts of things I see -- I would hope a utility would, if circumstances change, come back and tell the Board that and say, This is what we're doing in response to those change of circumstances, and the whole thing would make sense and wouldn't take a lot of trouble to reapprove the changes.

So I guess I'd just like to ask you to sort of comment on that within the context of the original response you gave.

MS. HERZIG:  So Bill, I think you have been seeing the correspondence I have been getting from my members because, actually, one of the e-mails I got this past 48 hours dealt with the issue that, while we want this multi-year model, the community embraces the fact that they get to go to the Board on an annual basis, that there is a mechanism in place to say something has changed, and it could be as simple as the fact a project gets delayed.  You think that you're going to have the approvals in place, something has happened, the project is delayed, but the background and the thinking for the projects, we shouldn't have to go back to square one.  We could say, What does this mean to the project?  Are we still moving forward with it?  How does this change?  Are we going to be delaying it by six months, one year?


But it shouldn't be starting the process all over, and -- but I agree with you, there's got to be a mechanism that we address that, and I think that is where people see within the existing IRM model that there is that opportunity to still -- it's not like you are going to be going once every four or five years to the Board.

MR. HARPER:  Okay, thanks.  I think that...

MR. FRASER:  Rene?

MR. GATIEN:  Rene Gatien from Waterloo North Hydro.

I was going to start with Marion, but I'm going to jump on that last one just to augment what Elise was saying, and maybe some answers to Bill on a couple of things that Jake brought up.

The issue of the multi-year planning, Bill is quite correct.  Things do change, and our plans may shuffle around a bit because we have limited resources both for designing and planning.  So generally we are going to move some things around.

And I would agree with Bill that if things change drastically there should be a mechanism that we come before the Board.  I think the issue that we are more looking at in multi-year plans is something that Jake brought up, is to give the consumer a predictable pace of rate increases and efficient infrastructure investment.

If we can match the rate-setting process to the investment process, then what we would get is a little more increase year over year to what we are doing now, but it should be smoother when we come to a cost-of-service at the end.

What we're doing now is, the current IRM process very much underfunds what we are doing, so if your utility that knows they've got to replace so much or invest so much, you do it anyways in spite of the revenue you are getting, because you know you only have certain resources to get it done.  And after four or five years when you do the catch-up there is this large rate increase that the consumer objects to.

So I think the issue of doing a multi-year plan is for a couple of reasons.  It's to give some predictability, but also try and match some of the rate-setting process to the investment resources.

And I think in considering that the Board very much has to listen to what Bill has put forward, is, if things drastically change one way or the other, you have to look at it.

In our circumstance all of a sudden we have light rail transit coming through, and depending on the final design we are going to move 30 poles or we are going to move 300 poles.  We haven't been told yet.  One we can handle.  The other one is going to be fairly significant, so we will probably come to the Board and say, We've got to change here.


So if we had as much change the other way -- and an example I can use is if we had a TS planned and the TS gets delayed.  I would expect to come back to the Board and say, You know what?  We've moved that out five years because things have changed.  So it's got to be looked at both ways, I think.

The question I had that comes to Marion was, one of the items -- I guess it's really two places.  You talked about some of the jurisdictions where IRP or LIRP is very prominent in use.  My only concern is, if I know those jurisdictions correctly still, they're very vertically integrated from generation through transmission distribution right down to end use.  It is all one utility, and in which case it makes very much sense that if I can do something at the local level to reduce the needs there it works all the way through my supply chain back to generation.  It's worth it to spend that money.

Ontario, I think, is quite different, and I would like to understand your views of, how do we set this up that the sort of the net benefit is less generation, but there has to be spending at the distribution level, and I don't know how the two of them go together.

MS. FRASER:  I think it is possible to create almost sort of notional markers for -- and be able to plug data into a model that would look at those things.  I mean, that is very much, I think, in terms of what Jake talked about the long-term, that -- and you are absolutely right.  The situation that we have currently, you know, enables decisions with respect to one resource, whether it is a gas pipe or electrical wires, or a generator or something in the customer's home that helps them save energy.

We do have the situation where those decisions all get made on a totally unintegrated fashion.

I think one of the benefits we have of having regulated pieces of the system is to actually create proxies for that decision making, so that it is not that the actual decision would get made, but at least that people would understand, in a transparent way, what the costs and benefits would be in order to make some decisions.

I think I put up there a price for carbon.  You know, you don't necessarily have to monetize it in order to make decisions on that basis.

So I think there are ways in which a lot of the sustainability indicators could be created in a notional sense for decision making.

MR. GATIEN:  So if I follow that thinking through, that more deals with the commodity side of making sure you involve everything in the resource planning, but the cause and effect really goes to the commodity side as opposed to the infrastructure side.  Would that be correct?

MS. FRASER:  I think you would have to be able to, in that situation, look at that mix.  I mean, one of the limitations that we have in the current integrated supply plan process, which I guess theoretically was supposed to create the broader context for all of this, is it has never been done as an integrated resource plan.  It's only been done in an optimized plan with, again, a focus on rate minimization, as opposed to looking at long-term costs.

But, you know, creating a situation which continually compounds those things is not going to get us to long-term system benefits.  And I think you can look at those benefits, as I said, on a notional -- no matter where they actually end up accruing to.

So I don't think you would necessarily have to get into a situation where you would, you know, effectively change the commodity price as a result of those decisions, but it would be able to address them and help mitigate the total bill impacts on customers by having the various pieces work in sync, if you will.

Again, you don't want to set up a situation where we're planning forever and never actually doing something.  I went back and read a speech delivered at the Board of Trade in January 2005 by the then brand new head of the Ontario Power Authority, and he talked about the pressing issues of getting some transmission and distribution planning in place for some bottlenecks that existed.  And I think we are still, you know, eight years later --


MR. GATIEN:  We are one of the bottlenecks.

MS. FRASER:  Yes, exactly.  So we can't plan forever.

When I was at Ontario Hydro and our annual budgeting process started taking longer than a year, you know you are in trouble.

MR. GATIEN:  So the last one I wanted to clarify was the item about the link to local and regional planning.  You sort of stepped into it a little bit.

I understand, you know, certain targeted DSM can help to reduce some of the needs for some things in T&D capital, but I think they're very specific and, again, really aimed at a vertically integrated supply chain, which we are not.

I wanted to clarify that the community energy plans -- and the ones that I am aware of, certainly for Guelph and some of the things in Kingston, but Guelph, especially, I used to be at that utility and I understand some of the issues they went through.

It delayed the needs for something, but not substantially, and in still serving customers and growth, you are slowing the growth a little bit, but they still needed to build a new transformer station, which they brought online this past year.  They still needed transmission reinforcement, which they're still waiting for, so they can make full use of the transformer station they brought online.

So you see that -- is that what mean delay things a little bit, but the need for some of it in all likelihood is still going to be required somewhere in the planning cycle?

MS. FRASER:  Yes.  And I don't dispute that we have a lot of catch-up to do and we have a lot of reinvestment to do in a whole range of our systems, but let's do it in that smart way so we are, you know, getting to better decisions overall.

I mean, part of -- Guelph, for example, I am on the governance committee, and they want to look at very innovative kinds of things to do, and there is literally no framework to do them in.

Like, the pockets are all separate and they can't access the funds to do it.  And if they want to look at district energy and micro grids and things like this -- which have demonstrated incredible potential for improvements in Europe, and yet we have no capacity really to do that here.

You know, the decisions on -- for the OPA on combined heat and power, you know, they're all focussed on the electricity decision-making process and not the thermal process, and yet, you know, heating is still our number one energy use in the Province of Ontario and we tend to ignore that.

MR. GATIEN:  Thank you.

MR. FRASER:  You have been waiting.

MR. CYR:  A question for Marion.  John Cyr from NOMA and NOAC.

You mentioned, and I am not sure I have the language properly captured, wire services rather than kilowatts as a pricing mechanism.  Have I understood that correctly?

MS. FRASER:  Well, the distribution and transmission capacity is usually sized for loads, and yet we charge for it on the basis of -- aside from demand, but we charge for it on the basis of energy on a per kilowatt hours, because it was a proxy.

I mean, if we go back to Edison, he wanted to charge for lighting and heating and so on and so forth, but the utility accountants couldn't figure out how to do that, so the kilowatt-hour was the proxy for price.

We now have technology that can change the way we are pricing what is actually delivered, and could that be -- could looking at those sort of things provide additional help?

One thing that drives me nuts is the global adjustment which is allocated on a 24-7 basis, which totally defeats any price signals in the time-of-use rates.  And customers that might have a potential to switch loads to off peak, they're still going to bear the cost of that global adjustment.

So I think what we've got to do is use the tools and the technologies and the approaches to greater benefit, to figure out how to actually do that, instead of saying, We've done it this way forever and so let's just keep on doing that.

I think one of the examples that was used this morning had to do with the development charges in a new subdivision, and which was part of your question.  And it was, you know -- and you are absolutely right, but the gas company puts those pipes in the ground and pays for them all themselves.

So in our gas rates, we are paying the full cost of what those pipes cost.  On electricity we are not.  Our mortgage payments, when we go into that subdivision and buy a house, are paying a portion of our electricity rates, because the developer, he doesn't care, because he's on an equal footing with the other developers in that subdivision and they all just transfer that cost right over to the price of the house.

As a matter of fact, we were in discussions with -- then it was the Urban Development Institute, which has now changed its name, ten years ago and they were saying, Why can't the electricity system do it like the gas system?  It would be so much clearer, and it would be a lot less -- it would be a lot more transparent to what those costs are.

It gets into, I think, some of the issues that Toronto Hydro phases in terms of its apparent higher distribution costs, but it is partly because it is an older system.  It has had underground for years.

I mean, Mississauga used to, you know, brag that their markup on the commodity price back in the old days was 7 percent compared to 20 percent for Toronto Hydro.  They had their developers pay for their whole system, and so it is all in the mortgages of all of those homes.

I don't think that is the proper pricing mechanism either.  I am not about to suggest that to our -- my former political masters, but there is some things that still don't make sense.

I mean, the status quo is not necessarily fair, but changing the status quo is tough, but I think if it were really going to have a renewed framework for regulation, that we should be trying to get as much out of it as we can, not just change a bit.

MR. FRASER:  Sorry, at the microphone at the back.

MR. SASSO:  Thank you.  Andrew Sasso, from EnWin Utilities.  And my question is for Marion.

You spoke in your presentation about externalities, and in one of your responses you spoke about carbon pricing.  And my question is about, when we are talking about framework, when you are looking at externalities and these concepts, to what extent are these within the current statutory mandate of the OEB and thus within the realm of conversation we can have around this table, or to what extent are these beyond the authority of the regulator and need to be addressed at Queen's Park?

MS. FRASER:  Well, I think that the objectives added to the OEB's mandate in the Green Energy and Green Economy Act speak directly to the issue of taking into account things that more likely end up in externalities and not included in the prices.

For example, when the decision was made to phase out the coal, the economic analysis showed that there was a 4.4-billion annual environmental and health externality associated with that.

We should have immediately been putting that in a notional category until we get rid of phased-out coal, so that we are making decisions, but, you know, we're not -- we didn't do that, and we probably should have.

The Board included externalities in the gas guidelines for DSM originally back in the late '90s, and it was basically a $40 adder for carbon, which actually seems, you know, almost quite reasonable right now.

And the issue was that it wasn't -- it didn't make a lot of difference in the technologies that were available then to put into the gas DSM, but what it might have done if we had continued to use that is brought forward new technologies -- the development of new technologies to bring things down to -- that would then be included in commercially-available technologies.

So again, you know, a short-term decision to take that out has not -- has left us with higher long-term costs, because we have not brought new technologies on-board, for instance, for natural-gas water-heating, just to use the example, which -- the technologies are there now, but we don't have a way to actually get to them.

So I -- short answer to your question, I think they're right in -- the potential for including externalities in decision-making is right there in the guidelines, and the most -- I think the best prescriptive one is the Minister's directive on smart grid, but I think it could -- I think it does apply to anything that we're talking about here.

MR. FRASER:  Mr. Thompson?

MR. THOMPSON:  Yes, Peter Thompson for Canadian Manufacturers & Exporters.  This question is for Elise.  It relates to the multi-year capital model that you have been describing.  It ties back into what Julie had asked, and also Bill Harper.

Julie asked whether you take a -- whether it is envisaged under your model that the utility return would be less, and I took your answer to be, no, that that's not part of the vision.

My question is a little bit different.  With this model, it seems to me we need some ratepayer protections built in during the period that it operates.  And my question is, do you agree with that?  And then secondly, if you do, when is it that it is envisaged we would address what these ratepayer protection measures should be?  And the third branch of it is, in a scenario where utilities don't spend, and they use, in effect, their multi-year envelope to enhance their returns, is it envisaged that those returns would be given back to ratepayers at some point in the multi-year model that is envisaged?

MS. HERZIG:  So before I answer your question, one of the challenges that we face as a sector is who pays for what.  Should it be the ratepayer?  Should it be an investor?  Should it be the taxpayer?

And so in the question that Marion answered, in terms of the savings to the health system for going out of coal, we know for a fact that moving out of that form of generation will cost ratepayers more, and the savings go to a social benefit to everybody in Ontario, but the savings directly go to the taxpayer.

And so I think when we have discussions about protecting the ratepayer we have to recognize that many decisions made in this sector sometimes fall in a category that we are not quite sure if it is in the right space.

And so when we look at decisions with regard to energy solutions, there is a social aspect, there is the environmental aspect, and there is the economic aspect.  And we have to come up with solutions that are right for where we are today in society and position us for long-term solutions.

So this multi-year spending model - and I will start backwards with your questions - if we don't spend it, are we supposed to give it back?  It is not that they get a guaranteed, Here's what you can spend on capital.  It's going to be utility by utility, regulated entity by regulated entity, going forth and saying, Here are the projects that we feel we have to do, and these are why we have to do them today or in three years or in four years from now.  This is what it means to the reliability of the system.  This is what it means because of technology.  This is because we want to put in place new efficiencies.


But they're based on a sound argument that the Board is going to review and say, Yes, in the greater scheme of things that we are looking for, in terms of providing consumers with reliable, safe, and affordable energy, this makes a lot of sense, because sometimes delaying a decision can be a much more expensive one in the end.

So I don't see this multi-year spend as being the right model.  I think it is a recognition of where we are as an evolution in the sector, in terms of the fact that we have utilities going through different capital needs, some more pressing than others.  Some are in highly dense areas where they don't see necessarily an increase in population that they serve, but they have expensive solutions that they have to do, and there is no choice around them.  They have to do them.

In terms of ratepayer protection, I think the answer is that there is always going to be this balancing act.  And in my -- you know, in our discussions that we've had at high levels, in terms of looking at what the sector needs, the question that we asked is, it's a very big challenge for the OEB to try and go through this process when in reality they only regulate approximately 50 percent of the bill.

And this is where you really need to hopefully bring parties together, where they can look at the impacts of the part that they don't control, because the part that the OEB does regulate has to function in a manner that is safe, that is reliable.  And I think sometimes protecting the ratepayer is making sure that they have a system that works.

I think I have answered it.

MR. THOMPSON:  Can I just play it back to you?

MS. HERZIG:  Sure.

[Laughter]

MR. THOMPSON:  I think you're saying if there are excess returns you keep them?

[Laughter]

MS. HERZIG:  Well, it depends.  So here's -- if you want to create the right rewards and incentives, and a company goes in with a multi-year model, and the expectation of the Board is that they stick with that model and they're coming in only for things that are really outside their control, then the company is going to be responsible for, also, negative things that come back and hit them.

So what do we want to do?  Do we want to incent getting projects in on time, getting them completed on time and on budget?  And if a company can save some money in doing this way, and then use that money to reinvest in the business, there should be that motivation.

But I don't want to create a situation where -- I have worked in organizations that have a budget that ends March 31st, and you see trucks coming in on March 20th bringing in new desks, new furniture, because people know they're going to lose that budget 11 days later.

So what is it we are trying to accomplish?  What does success look like?  I think it is trying to put in place the right incentives.

So the companies that manage their budgets well, those that manage them well and do them within budget can reinvest them.  I mean, that would be the ideal situation.

MR. FRASER:  Okay.  Sorry, Paul Sommerville.

MR. SOMMERVILLE:  Thanks, Peter.  Paul Sommerville, Board member.

Ms. Herzog, what value do your members place on the Board's oversight of the rates that are ultimately charged to their customers?  What premium or what value does your constituency have for a robust review process that results in a rate that has gone through a process of analysis and vetting according to principle?  Have you had discussions with your membership about that?

MS. HERZIG:  My board and my members value very much the OEB, and they value this process and they welcome it.  And they see that there is an importance of having -- we put out last year -- the Ontario Energy Association put out a blueprint for sound energy policy.  In its 12 recommendations, one of them was that it is important that the OEB is an independent body and continues to play that role as an independent body, because they see the value that the Board does play in being able to provide that oversight.

And the real question is not whether or not they value it.  It is to make sure that when we go through the process, we are giving value to the ratepayers, that the process itself is meaningful.

So I have a litmus test I use for myself every day at work.  Did I provide value to my members?  It is pretty simple.  Did I spend my resources on stuff that makes a difference to them?

It is the same question that I think our members ask when we go through the regulatory process.  Was this a benefit to the ratepayers?  Does this make us do our jobs better, smarter?  Are we providing it in a safer way?

So my board of directors, who put forth that blueprint, and my members absolutely see the role and the importance that the OEB plays.

MR. FRASER:  Mr. Cronin.

MR. CRONIN:  Hi.  Frank Cronin, consultant to the Power Workers' Union.

I had mentioned the U.K. a bit earlier.  They have been at this for -- well, I guess over 20 years now.  And they have gone a long way in creating what I call this total assessment of the utility.

They have incorporated willingness to pay studies as single customer guarantees.  They have put in yardstick competition.  Even within one company's network, they have created a yardstick competition.

So even if you are a diverse -- the diversity is quite high, they still have a way of looking at that.  They have looked at line losses.

So they have really done quite a comprehensive analysis of these issues over these more than 20 years.  But I think they would concur that the single biggest problem that they have had over this whole period is the whole question of capital.

And with capital, you have -- and this issue of capital additions, you have not only the economists' proverbial asymmetric information problem, which is, you know, the regulator's nightmare, because they never know as much as the regulated utility.

You also have what I will call the utility's asymmetric information problem, because they can't know the future perfectly and their planning process isn't going to be perfect.

OFGEM has created a number of, I will call them, games, incentive systems to try to get the utilities to become better at just forecasting, just create a better forecast.

And these have become quite elaborate.  So I will just mention that this is a problem that has been looked at.  It is a difficult problem, even when you have been doing it for a very long time.

MS. HERZIG:  Just to add to that, at our OEA annual conference in September 2011, Scott Hempling was one of our speakers, and actually my first time with the OEB was coming here to hear Scott speak.

Scott raised the issue of a case that was in Virginia in 2011 that was brought up to the equivalent of their board for increases of rates.  And the question was the concern to the consumer during these hard economic times, and what do you do when you have a really bad economy and you are very sensitive to the fact that ratepayers are really struggling?

And the question that the equivalent to the Board had to address was:  We recognize that, but sometimes tough decisions have to be made and things still have to be built.

And it talked about really the challenge that this board was having in making that kind of decision.

So I think the issue of capital, whether it is in the U.K., whether it is in the U.S., it is something we're seeing across the sector.  And one of the challenges that we do have is that sometimes energy goals are not always clear.

So environmental goals may cost us a little more.  Job goals may cost us a little more.  And so when there is this fuzziness about what we're trying to accomplish, it becomes difficult to assess whether or not we get there and who should pay for what.

It is not an easy position the Board is in, because when we looked at the definition of optimize, then we sat in our office and we were calling members and saying, Well, what does this mean?  One member said, How do you know what optimize means, Elise, if we don't even know what the technology five or ten years out is going to look like?  How do we know we've actually built a system that's going to enable us to get there?

So this is not a simple process, and that is why we value this whole consultation, because it makes us more aware of the other issues that people are looking at.

MR. FRASER:  Julie?

MS. GIRVAN:  Julie Girvan, Consumers Council of Canada.  Just a quick question.  Just help me in terms of comments.  This is kind of what I am trying to get at, and maybe in the next three days we will get a better sense of this, maybe from the next panel.

When I go to the straw man and I see the multi-year approval of capital and match approved multi-year investment plans through the term, preapproval of multi-year plans, I am trying to envision sort of practically how that is going to come about and what your model, Board Staff in putting this out there, really is, so that we can comment and give our views of what might work and what might not work.

But I am not exactly clear.  It seems general to me, and I am just wondering how it would work.

MR. FRASER:  Well, in terms of rate-making, the notion that you would bring in the multi-year capital plan is part of it, and it is a plan.

When you get approval of it, that is a sign-off on that kind of spending.  If you under-spend on it, then of course you can't charge.  You can't charge the full value of the plan if you don't actually spend the money.

If you actually are doing it on approved things, then as those new capital assets come into service, you would be adding them to rates.

Now, again, details are important on how that actually works.  But instead of doing this large lump every four years, you would be doing it on an ongoing basis.

So you would have a single capital plan the Board would be signing off on at the same time that you have the performance and other incentives that are looking at how the utility is performing and what sort of annual increase it might be entitled to against the incentive.

Julie, is that helpful to you?  Sorry.

MS. GIRVAN:  Yes.  You are envisaging a true-up at the end of the day.

MR. FRASER:  Well, at the end of the day, obviously you will see how they actually did.  On the projects they actually spent money on, were they on time?  Were they on budget?  You know, other performance -- how they did against performance indicators.  There might be ongoing adjustments.  You may need less of a true-up then, but let's assume there is still a rate base you are adjusting against.  You would be looking at the next cost-of-service and say, Where are you relative to where you thought you would be?

Sorry, Rene at the back.

MR. GATIEN:  Thank you, Mr. Fraser.  I just have a clarification, not a question.

We have been talking some concepts that I think are getting mixed back and forth, and I wanted to clarify it.  It has to do with development charges, what developers pay and what the gas company does.

There is two types of things.  One is contributed capital, which is what we do.  The other one is development charges.  The description of what Enersource did or Mississauga Hydro at the time many years ago, they did a lot of their construction under development charges.  Some went to the city.  Some went to the hydro.  Many utilities never got that.

We were doing it strictly on how we dealt have the developer.  What we do with the developer is called contributed capital, and that is what I described earlier, where we will determine what revenue we can make versus the capital investment and the long-term OM&A costs to see if there is a net present value difference.  If there is, then the developer contributes to that.

Most utilities will take some contribution from the developer, and that goes under contributed capital.  The gas company has the same model.  The gas company has a model whereby, if they have to put an expansion out for a developer or for a municipality, they do the same kind of a thing:  What kind of revenue will they get against the capital investment and the long-term OM&A?

The difference is, utilities have an obligation to serve.  The gas company does not.  If they do not get a suitable model out of their capital contribution model, they do not, and sometimes will not, put in the infrastructure, whereas we have to get that done one way, shape, or another.

So I wanted to make sure we didn't mix development charges, capital contribution, and what the gas company is doing, just for clarification.

MR. FRASER:  All right.  Mr. Thompson, and then Lisa, and then we are going to take a break.

MR. THOMPSON:  This is just a follow-up on Julie's point and the staff's vision on the capital spend.  I got the impression that it is a five-year -- let's assume it's a five-year, multi-year plan, that what you are envisaging is, like, a five-year capital-spend envelope, and what I am -- what I am not clear on is, for, let's say, year one rate-making of that five years, is the utility applying for -- does it forecast to spend and rates are set on that?  And then let's assume they underspend in year one, and they come back in year two.  What happens to the underspending in year one and so on?  Just, if you could just help us with the -- how this -- you see this working.

MR. FRASER:  Okay.  Well, it is -- the more detail we want to get into the less certain I am about your answer.  But certainly the underlying notion is that you underspend year one, but year two you are back on track.  Again, your actual adjustments every year will depend on your actual spend.

So if you are within the -- if you have your five-year envelope and you have your plan on how to spend that, presumably the adjustments would -- could vary from year to year depending on your actual spend, as long as you are within the envelope that you'd got approved.

That is an important detail that I don't think, you know, we haven't -- we haven't fleshed out, but that is -- that would be certainly the underlying notion, based on the -- as long as we're talking about projects that were actually approved in the plan.

The idea, of course, is to try and structure and time those projects in a way that smooths out rate increases that might be happening, smooths out total bill changes that might be happening to other parts of the bill.  But that -- but certainly you would be trying to execute against that plan.

Okay.  Lisa?

MS. DeMARCO:  Thanks, Peter.  My question is for Marion and Elise and possibly you, Peter, and continues along the lines of clarification.

To what extent has OSEA and the OEA considered, if at all, the OFGEM RIIO performance-based outcome models in some of the points and recommendations that you have made, specifically around the assessment of benefits and the associated long-term capital investments?

And then the second part of the question, just by way of clarification, Peter, as I understand it, the proposed straw man contemplates three regulatory constructs operating, in essence, simultaneously, the first being cost-of-service, the second being incentive rate-making, IRM, and the third being PBO, or performance-based outcomes, for long-term capital investments.  Do I have that right?

MR. FRASER:  Okay.  Do you want to answer that part first?

MS. FRASER:  I have looked briefly at OFGEM's things, but I certainly haven't absorbed them all.

MS. HERZIG:  I know that we looked at them last year, and I know that as part of the review process before we put in our submission we were going to go back and look at them again, but we did look at them last year.

MR. FRASER:  Well, in terms of how it would look, it is mainly about investment, but it is also -- for example, we have identified reliability and other outcome-based objectives.  It would be a function of what rates you get.  But certainly it is incorporating that, and that is kind of what is new, what is different from where we go from IRM.

So that's as far as I can go.  And certainly, of course, to answer the first part of the question, of course we were very much -- reviewed very carefully what the U.K. had been doing, in terms of RIIO.

MS. DeMARCO:  So the intent, Peter, is for the three regulatory constructs to work in concert.

MR. FRASER:  Well, it'd be -- it's not two -- I don't consider cost-of-service and IRM as two different ones.  It is a piece together.  It's just a -- it would be a new -- it would be a new single framework.  It just has different components.

MS. DeMARCO:  Thanks.

MR. FRASER:  Okay.  With that, I would like to thank the panel.  Certainly I was a little concerned it being right after lunch that people might be a little sleepy, but I can see that I needn't have worried at all.

We are going to take a 15-minute break now.  That brings us back at around 2:35 for the final panel of the day.  Thank you.

--- Recess taken at 2:22 p.m.


--- On resuming at 2:37 p.m.

MR. FRASER:  If we could all take a seat, please?

Welcome back, everybody.  If you could all take your seats, I would like to start the distributor panel now, which is our last panel of the afternoon.

We have with us the three speakers on this panel.  We have George Vegh, who is here in his position as chair of the Distribution Regulation Review Taskforce; John Loucks, vice president, corporate member and member affairs of the Electricity Distributors Association; and Andrew Roman, counsel for the Medium Size Distributors Group.

If we are ready to go, we will start with George.
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MR. VEGH:  Thank you very much, Peter.  Thank you to the Board and the Board members and Board Staff showing such interest, and for all of the participants who came out today.  It has been an interesting day, and we are very pleased to be a part of this.

As Peter mentioned, I am here with the Distribution Regulation Review Task Force.  You will see all of the utilities who are participants in that task force with their name on the slides.  You see it is a very diverse group, and it is a group of leading utilities in the sector on the electricity side.

There is representation of, I would guess, around 80 percent of the customers and the volumes being served in the province, and of course on the gas side we have both major gas utilities.

I am joined on the panel by Colin McLorg, the manager of regulatory affairs at Toronto Hydro, who will be speaking to some slides.  I will address that in a minute.

Just to let you know, there are other members of the task force also in the room, and as we get into the Q&A session, I have invited them to feel free to answer questions, as well, because you will see that there are -- we have already seen a number of different perspectives on many of the issues being raised in this process, and the diversity of our group is, I believe, a real strength in finding different perspectives on this issue.

This task force came together over a year ago to try to find some common ground and a principled level to address the priorities for review to engage with the Board, to engage with other stakeholders, to find both some common ground and to have a better understanding of other people's perspectives.  And, as I say, we have been pursuing that.

Just with respect to common ground, as I did mention, the task force consists of both electricity distributors and gas distributors, and there is consensus on the issues that we are addressing.  Just to be clear, even though the gas distributors aren't directly impacted by the electricity framework discussion going on, they're concerned with respect to the ongoing treatment of capital under IRM, on a going-forward basis, is as strong as the electricity sector, and they share the need for a full consideration of these issues on a going-forward basis.

Just bay way of introduction and overview, I will provide a bit of background and overview on our main issues.  Colin McLorg will address some of the current issues around the treatment of capital and concerns that lead to our view that there should be a more fundamental review of the treatment of capital.

I will then address some interim issues with respect to the treatment of capital and other issues addressed in the framework review, as well.

As a general matter, the task force is very supportive of the framework review.  The current framework has been around for several years.  We have learned from experiences -- and the framework has also shown some strains under the years, which is to be expected.  There are a lot of different fact scenarios that have come forward, and all of that means to say that it is a good time for a review.

The review is timely, and we have seen from the discussion today that the main issues under review are certainly attracting a lot of interest.

What we would say is we are supportive of the framework review and many of the components of it.  There is a need, we would suggest, to really kind of prioritize some of the issues right now.

There are a lot of issues addressed in the Staff papers, a lot of issues addressed in the straw man, a lot of issues that were addressed in the roundtables, and it would be helpful to pull them all together a little bit and prioritize them really by reference to their -- both the importance and kind of a logical sequence of, Which do you start with, and to address the process.

Peter did mention that there will be submissions on April 12th, and we are happy to see -- sorry, April 20th -- happy to see those next steps have been set out, but, you know, even the suggestion that we will be filing submissions on every question that has been raised so far, I think there were dozens of questions raised in the Staff papers to comment on, another dozen or so that came out of the straw man, another dozen or so that came out of the roundtables, and a lot of questions coming out of today's discussions.

So it would be helpful to narrow down or leave very open-ended the types of comments we are going to provide, because, you know, we have about 60 people participating.  So 60 people answering 45 or 46 questions or so is going to be very difficult to sort through.

So we say there should be a real focus on prioritization.  And, as I said, you prioritize both by reference to what is most important and what is then sequentially -- our view of what is most important is to address the issue of how capital spending is treated for rates purposes.

It is, in our view, the most significant issue facing the sector and should be the prime and first issue addressed in the framework review.  We will discuss about -we will discuss some options around that.

Our view is that the consideration of the treatment of capital should be a fundamental consideration.  It is not just a tweaking of IRM and ICM.

As we have heard from some of the discussion today, it gets kind of confusing when we talk about what this would look like as an IRM program and when I see a module.  We don't want to be too restricted, I would suggest, by, you know, the current models in place.  The reason we are developing a new framework is to think things from a more fresh perspective and develop a framework that will be enduring for the next five, ten years.

So we would suggest that the more fundamental review is in order, and what this means is that this is going to take some time.  I do appreciate the Board is trying to move quickly, and move quickly on some next steps.

As we start to think through these issues and we start to have some discussion today, you see there are a lot of complicated issues that have to be addressed.  Within this framework consideration, we believe it should be given the time that is required to do that, and there should be some interim fixes along the way.

I am going to turn it over now to Colin, who will address some issues with concern -- some issues of concern with respect to the current approach of capital and how that can be -- how that can inform a longer-term review of the framework.
Presentation by Colin McLorg

MR. McLORG:  Thanks very much, George.

In keeping with Peter's advice, my boss has told me that every minute spent away from our rate application will cause my bonus to be reduced by ten dollars, so in conclusion --


[Laughter]

MR. McLORG:  -- it is our view that capital is a complex subject, that there are meaningfully different kinds of capital with different rate impacts, and that there should be consideration of this in the development of a new framework for capital.

Now, I won't be able to go over all of the slides in detail, but I did want to highlight some important points, in my view, on the first slide.

Perhaps a better way of stating the first point there is really that, in a sentence, revenue requirement supports rate base.  It doesn't support capital expenditures directly.

There is a perception, particularly in the public and the media, that the rates that applied in one year, if carried forward, would enable the same level of capital expenditure.

Well, our point is really that except under unusual circumstances, where capital expenditures are equal to or even less than depreciation, capital expenditures usually lead to an increase in rate base.  That increase in rate base drives an increase in revenue requirement.

I think it is important to emphasize that the typical scenario for most utilities are -- or is capital expenditures exceeding depreciation, and that is what some of the concerns on this slide go to.

I think that I would like to address briefly the fourth point, which goes to an issue that has been addressed earlier today, and that is whether or not under the current system there might be a tendency to large increases in rates upon rebasing.

And I think there are really two scenarios there.  One is that a utility undertakes a very large and possibly disproportionate capital-expenditure program in the year immediately before rebasing in the hope that it will all be accepted by the Board and built into ongoing rates upon rebasing.  That has the utility crossing its fingers.

The other scenario is that the utility invests that large disproportionate amount in the year of rebasing on a kind of a prospective basis and seeks prospective approval.

Well, the difficulty with that then is that because that spending would probably by -- almost by definition be very much larger than the level of depreciation in rates, the utility then has a situation whereby application of the half-year rule -- it has a built-in deficit over the subsequent years, and that's very difficult to manage from a financial point of view.

Turning next to perhaps the core of my remarks.  I just wanted to go, really, over briefly some of the distinguishable forms of capital that exist in our view.  All of these will be very familiar to the people in the room, but we do think that they have different characteristics and, importantly, they have different impacts on revenue requirement and on rates.

So firstly, the core business of utilities, customer attachment and system expansion capital, this is, of course, long capital.  I have used the term here "revenue-producing" because it is a little smoother than "billing unit-producing".  But that's what actually is meant here.

When you add customers and load, you add billing units.  And that of course creates some incremental revenue, but I didn't want to imply that capital investment ordinarily doesn't produce revenue.  It does.

I think it's important to note that some of these expenditures can be funded partially through capital contributions, and particularly in the gas case customer attachment tends to lead to short-term deficiencies in revenue requirement, leading to a short-term rate increase that is off -- or that is offset later when the revenues start to roll in from these customer attachments through lower rates to the entire system.

System integrity, reinforcement, and enhancement capital, a different category.  These are needed generally to meet long-term growth.  They may be associated with some incremental billing units.  As I said, it is long capital, so very low depreciation.

Moving on then to the infrastructure renewal capital.  I think the real point here is that, as opposed to the customer attachment and system expansion capital, this is replacement capital for capital that is at the end of its life.

It does not attract any capital contributions to assist in the funding of it, and at the time it is replaced and immediately prior to that time it is almost by definition depreciated to a very small proportion of its original value, its historical cost, I might add, or even to zero.

So the contribution that the equipment that is being replaced makes to revenue requirement is at that stage virtually zero.  It is providing service essentially for free.

A different category and one that presents different kinds of problems is what you might call general plant.  Shorter-term capital, higher depreciation rates, sometimes quite high.  And the issue is there that if that is needed and initiated by a utility within the term of an IRM, because of the high depreciation rates the investment that is originally made by the utility may be largely reduced by the time rebasing arrives.

So if you have to put in an IT system and you literally can't wait, it would be the case, for example, that you might lose 40 percent or some number like that of the investment that you have made; permanently, I would add.

Finally, mandated investment such as in smart meters and connection of renewable resources and so on, they may fall into the categories that I have mentioned above, but clearly these are mandated investments, and there has to be some assurance of cost recovery for them.

The next slide -- I am going to be really quick, I hope, because I am running out of time -- is just a stylized representation of the differential effects of different types of capital on both revenue requirement and rates.

Customer attachment has a positive effect on revenue requirement but may have a moderated effect on rates because of the additional billing units.

System enhancement capital, you can see the story there.  And infrastructure renewal capital is the one with the most pronounced effect on rates.

Generally, the point is that the effect upon revenue requirement may be very different than the effect on rates, depending on the kind of capital that is being introduced.

Now, I am aware that Peter is looking already at us, so just with respect to the last slide, I think one of the main points that has been made so far this morning and this afternoon is that if one assumes that capital expenditures are required by utilities and that they are approved by the Board and exceed depreciation, then it is inevitable that revenue requirement has to increase, and an important issue before us is how we manage the evolution of rates.  Can we manage it in a better way than we do right now, which tends to be more or less a stair step?  Can we make it a ramp instead?

I'm sorry I've taken so long, George.
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MR. VEGH:  Not at all, Colin.

So in terms of the capital treatment during IR, there was a lot of questions about different processes and models.  I'll just point you to -- Hydro One has made a presentation where they have a number of different options put forward.  We think all of them are worth considering.  I think Susan will go through them tomorrow.  And you will see they deal with the complex issues that have been raised with respect to flexibility and departures from plan, et cetera.

So there is no one answer.  Our main point is that this really should be addressed, and then once you address it there are a number of ways to address the longer-term nature of this.

And maybe just to make a couple of points in conclusion.  The first is that I think this is going to take a while to get this right, this treatment of -- long-term treatment of capital.  But there is a need for -- an immediate need for an interim solution now under the ICM.  We don't really have time to get into it, but slide ten that we put together -- and we put this in writing as well -- does demonstrate that there have been different interpretations of ICM now, so the threshold that a utility has to meet in order to qualify for ICM under the current model has been interpreted differently in different cases.

Again, that is not surprising.  This has been out there for a while.  The Board has experimented a bit.  But right now we really do need some certainty on, what is the threshold going to be.  We'll have a view on that.  Other people will have a different view as well.  But we do think that there should be a process to clarify the current treatment of ICM under the IRM and then to -- while the longer-term treatment is playing itself out.

The only -- let me just make one quick point on each slide.  And I do appreciate your indulgence, Peter.  On the bill-mitigation point, this has been raised a couple of times.  You know, the distributors only have control over a certain portion of the bill and incentive regulations about giving incentives to control costs that are in your control.

But even more fundamentally, when we look at the commodity side of the bill, this is determined by government policy.  And the government controls that and makes determinations based on a wide range of factors, economic development, environmental factors, social factors, and I don't think the Board should try to anticipate what those decisions are, and it certainly shouldn't try to undermine what those decisions are.

There are a lot of cost pressures facing customers.  That's true within the electricity sector, outside of the electricity sector, but, you know, the Board is mandated to address distribution rates.

MR. FRASER:  Your final point?

[Laughter]

MR. VEGH:  My final point is a combined point around performance measures and regional planning, just to make the point that if we are moving to a process of performance measures where outcomes are taken very seriously - it looks like they will be - then we need to do a better job in identifying what performance to measure and how.  And, again, I think that is going to take some time.

Finally, on regional planning, what I will leave you with is Hydro One will be making some presentation tomorrow on regional planning to address particular options.

Our main takeaway here is that this matter of regional planning is important, but can be addressed probably while the framework review is playing itself out.  If we need amendments to the TSC, the Board has a normal process to do that.

Thank you very much for your time.  Thank you very much for your indulgence.

MR. FRASER:  Thank you.  John, you are next.
Presentation by John Loucks

MR. LOUCKS:  Good afternoon, everyone.  John Loucks from the Electricity Distributors Association.

Looking around the room, I think about half the people here are from our member utilities.  We have, I believe, 77 members right now.  If that's the number of the utilities in the province, that's the number of members we have.  We have 100 percent membership, once again.

For the other half, I may not recognize you, and quite a few of you are probably from our member companies, as well.

I want to present some work that has been done in our association.  We have some pretty well-developed processes to develop consensus opinions, and I know there is a lot of really strong regulatory people in this room.  So when we get into the questions and answers, I think maybe some of those people may want to weigh in on some of the detailed technical points.  There is a lot of knowledge I see out in this room.

Red button?  Got you.  Quickly, as an overview, I wanted to talk about some of the challenges we are hearing from our members and some of the guiding principles that were approved by our board early last year.

We have been hearing for the last two or three years very loudly from our members they wanted to see some change in the way they were regulated, and we did adopt some guiding principles.  It resulted ultimately in a report last summer with some recommendations.

We would like to make a few key points in terms of multi-year capital planning.  That has been discussed, I know, throughout the day, but we will underline some of that; talk a little bit about templates and some of the standards we see that might help in rate filing; some comments on regional planning, as well as rate mitigation.

We have directly responded, as requested, to the straw man model, and I will make some comments on that, and we have some actual proposed next steps we would like to propose.

Our utility members have talked to us loud and clearly about the need to address multi-year capital planning and replacing of aging infrastructure.  It's been mentioned that there is more to it than simply renewing aging infrastructure at the rate of depreciation.

The utilities across the province - and we hear from all of them - some of them have had large construction booms back in the '50s and '60s, and there's extra work to be done right now.

We also see systems that are being replaced with systems that are more robust, more redundant, more sophisticated than what was built.  It is not simply a like-for-like replacement.  The customers expect more than that from us, and we need to make sure the funds are available to make sure that that happens, of course, system growth and expansion on top of renewal.

The LDCs have told us, again loud and clearly, that regulatory burden is a real issue for them, and it is increasing.  There are a lot of resources that are being used up in dealing with regulatory processes, application processes, interrogatories and participating in the process.

We have heard from our members on the issue of regional planning and actually the Transmission System Code, the need -- or the current requirement that the load that causes the major step increases in spending, being required to be responsible for that step increase despite the fact it is cumulative.

We have multiple entities sharing many of these facilities, and yet it comes to the one that brings forward the need for a new transformer station, a new transmission reinforcement that has extra cost responsibility.

Of course our members deal front line with the customers in this province.  Rates are increasing; expected, according to the long-term energy plan, to increase by 46 percent in the next five years.  A lot of reasons for that, but certainly our member utilities deal on the front line with the customers and hear loudly and clearly from those folks.

As we expand and renew our facilities, we are building in new innovative technologies, smart grid components.  Again, those are not like-for-like replacements, and there is extra funds required for that.

Of course the new requirement of integrating distributed generation facilities, we have two-way flows of power in many areas and in areas where they were not anticipated when the systems were built in the first place.

There are neighbourhoods that are going to be net exporters of electricity in the coming years, as, you know, some developers are marketing green homes with solar capable roofs and those neighbourhoods will actually be net exporters of power.  It wasn't really anticipated when the original systems were built, and it is a new requirement for our members.

Again, our board has been wrestling with this issue for a couple of years, and last year they decided to pull up to a little more strategic level and consider some guiding principles, and they're there before you in the next couple of slides, the first one being there is a need to balance costs of regulation with benefits to customers.

The second one is the degree of regulatory oversight and reporting should be proportionate to the policy objective and outcome.

Of course there should be more emphasis on the actual outcome than the process itself.

Any duplication and overlap of reporting requirements should be eliminated, to the extent possible, and administrative should be minimized and streamlined.

Distributors should be provided some flexibility to deal with local circumstances.  Again, with 77 members, we have everything from high growth utilities, fairly new utilities, mature utilities, winter-peaking utilities; many different circumstances out there, and each is different.

Our members have suggested -- suggested is not a strong enough word -- have recommended that utilities not be involved in addressing broader societal issues that could be better dealt with by other parts of government, the public sector.

Distributors should be allowed to recover costs to make sure that aging infrastructure is addressed in a timely manner.  The alternative to that is it is not addressed in a timely manner.  I don't think anybody wants that.  There are all kinds of repercussions if infrastructure isn't properly renewed.

There should be increased certainty.  It may not be absolute certainty, but certainly increased certainty and transparency in cost recovery, and decisions should be timely.

We did publish a policy paper last summer.  It is available on our website.  Many of you probably contributed to it.  Others I hope have read it.  It has a number of suggestions in it, including revising the application process by developing some standardized templates.

Some of our member utilities want some flexibility to move beyond standardized templates, but many want standardized templates to be available.

Create some metrics to streamline the actual review of applications, incorporate multi-year capital reviews within the regulatory cycle, ensure that productivity and inflation factors reflect industry circumstances.

The cost inputs to a utility are not exactly the same as many other businesses.  Certainly fuel is a big component.  All of the different inputs that go into operating a utility, they're different than many other industries.

We have heard that the members would like to see some changes to the intervenor processes.  They see a role for intervenors.  We don't argue with that, but we question the value of having many, many intervenors ask the same questions in many different ways over and over, and we don't see the value of that.

Certainly the utilities expect to be challenged on their applications and to see some checks and balances on what they do, but there has to be a way to somehow consolidate questions, eliminate duplication, and streamline those processes.

We have also heard that there could be more scrutiny and better review of cost awards for intervenors.  This is really just an overview of where we are at.  The OEB did present a straw man.  We asked our member utilities to provide their views through our regulatory counsel.  We have had a number of -- quite a number of meetings to work with our members in developing our positions.

The key points we wanted to make:  Within the regulatory process we would like to see multi-year capital investment plans incorporated.  Once approved, the capital invested each year should automatically be included in rate base and rates adjusted accordingly.

There should be some flexibility within the multi-year plan.  Things do change, as has been said a couple times this afternoon.  Within an envelope there should be some room to move around.  As was mentioned before, road projects don't proceed.  Customers that were not anticipated move into an area or do not move into an area.  All of these things change over a three- or four-year planning horizon and cause the need for some readjustment in plans.

In rate applications there is a lot of places where there is redundant information provided.  The same information is entered in many different locations.  It could be streamlined to minimize duplication.

Many of our members would like to see standardized templates.  Some that are a little more sophisticated also want to see standardized templates, but with some flexibility to augment them with non-standard templates.

There should be standards for service and performance to make review of rate applications more streamlined and again ensure productivity and inflation factors reflect the actual industry in which we work, the wages, fuel costs, equipment costs, some of the materials, major materials, that are used in the utilities, certainly metal prices, those kinds of things.  I am sure something can be developed that reflects the actual costs within the industry that is being regulated.

We think that the regulatory efforts should be focused on balancing costs and benefits to consumers and LDCs such that rate increases to customers are a little bit more predictable and smooth, while ensuring that there is adequate investment necessary to make sure that the supply is maintained and reliable.

Safety; that is, in our business workers' safety, as well as the public safety.  The public has fairly close interaction with our plant.  It has to be paramount.  It should be given the very highest priority, and maintaining system reliability should be a close second.

And this bullet, mentioning the Transmission System Code, and that section 6.3(6), which is where you find the requirement that the party that comes forward with that increased load that causes the asset to need to be built has to make a capital contribution usually to make that happen.  And as a result, costs aren't appropriately shared across all the different entities that typically share transmission and TS assets.

Regional planning should be driven by the goal of optimizing and providing stability for long-term infrastructure requirements; of course, accommodating renewables and smart-grid technologies.  And the plan should result in timely construction.

Rate mitigation, a couple comments on that.  Distribution is a fairly small part of the bill.  It shouldn't be used to mitigate bill impacts that come from the entire bill.

And if our recommendations on multi-year plans and those plans being reflected in more smooth rate increases, that will actually reduce the need for rate mitigation.

This is just the straw man model reproduced.  We have made some specific comments on the straw man.  I think I have mentioned most of them in my comments to date.  So in the interests of time, I don't know if I should go through these in detail.  How are we doing for...

MR. FRASER:  You should finish up.

MR. LOUCKS:  Okay.  I think I'm going to click through these quickly.  Most people have probably read them, and if you haven't, they're available.

We would like to propose a couple of next steps.  We recommend that the OEB establish some working groups to further develop key recommendations.  The working group should be given some careful scope, in terms of reference, to make sure they stay on task.  They should address how they implement the key recommendations and identify issues that require further studies -- further study.

And as Colin mentioned, there is some urgency on some of these issues.  2013 applications are at play, and we see some need to do some things on an interim basis, to make sure the utilities have the rate approvals necessary to do necessary investment.

Thanks.

MR. FRASER:  Well, thank you.

Andrew Roman is next.
Presentation by Mr. Roman

MR. ROMAN:  Thank you very much.

In following the agenda that -- the attachment to the agenda that the Board produced, I have been asked today to address the issues of vision and context.  So this will be a fairly high-level presentation.

Today I am representing the 12 medium-size LDCs that are listed on this slide.  We define "medium size" as ranging from 15,000 to 150,000 customers.  In total the group serves approximately 550,000 customers.  These members are also members of the EDA, and I want to make it clear that nothing we say is opposed to its position.  We just have a somewhat different emphasis, and we will be emphasizing different issues which are perhaps of greater importance to the medium-size, rather than the larger or other utilities.

Let me start by saying that it is often erroneously assumed, as in the recent Drummond report, that economies of scale continue to infinity, so that if the regulator will pressure and force LDCs to merge, that will invariably produce better consumer outcomes.  That is not the case.

The economists will tell you that economies of scale as a curve are U-shaped and at some point they hit bottom, which is the optimal point, which is where we think we are, of course, and then as you go past that, past the point of diminishing returns, you get to higher and higher costs, not lower costs.

So it is important, with all due respect to the larger utilities, to indicate that larger LDCs do not necessarily equate to greater efficiency or to a better customer experience.

Now, talking about the vision thing again, conspicuously absent from much of the discussion in the RRFP papers is the issue of regulatory efficiency.  Just as competition can be imperfect and monopolies can certainly be imperfect, so it is with regulation.

High regulatory compliance costs should not be justified because they force LDC mergers, particularly if those mergers may be inefficient.  Excessive regulatory burden can distort the U-shape that I was describing earlier to make otherwise inefficient LDCs appear -- sorry, efficient ones appear inefficient or vice versa.

Regulatory burden, by the way, is not only the out-of-pocket expenses that you see in the books, the money that is paid to lawyers and accountants and other people, not that that is inconsiderable, but the regulatory burden also distracts LDC managers from keeping their eye on the ball to keeping their eye on the Board.

And to the extent that that happens, that is an undisclosed, unquantified cost, but a very real one.  So they should be focussed on customer service, not on filling out forms correctly for the regulatory process.  And that is something that, when you are considering renewing the regulatory framework, is really central.

Another central point is that there is a wide variation in LDCs, even within our group, which leads to the conclusion that one size for regulation does not fit all.  And the more prescriptive you become about that, the greater the likelihood that you are going to be prescribing something wrong and possibly distorting or creating perverse incentives, providing good examples of the law of unintended consequences.

Incentive rate-making is a great theory.  It is intended to provide incentives to spur efficiency.  Like motherhood, everyone is in favour of greater efficiency, four square in favour of that, and of having less waste.

However, the wide variation in the LDC situation and the gap between theory and practice makes the practice of that problematic.  Whatever published price index you use - and I don't care which it is - will probably bear little relationship to the actual basket of prices faced by any particular LDC.

Although I have done extensive research in the area, I am not aware of any empirical work that is done to determine to what degree the price index used by the OEB or by OFGEM or anyone else has any relevance to the LDCs in the real world.

Yes, we use a price index, but have we tested it to see how good a proxy it is for the prices people actually face when buying the basket of capital equipment they buy or the operating expenses they have?

Similarly the X factor we use from benchmarking, which compares LDCs' actual costs to some theoretically efficient costs, probably bears little relationship to the actual efficiency, which is output per unit of input.

What we do when we measure costs alone, while ignoring the output, is really to look at only one side of the equation.  It is not an efficiency measure at all, because it doesn't look at what we give consumers.  It only looks at costs.

Furthermore, even the costs we look at, the variables that we measure there, such as the percentage of underground plant and so on, we also fail to measure a lot of other variables which may have as much or more impact than the variables we do measure.

So when you put all of that together, none of us has any way of knowing whether our costly regulatory regime, which is the status quo, is increasing or decreasing LDCs' efficiencies, whichever way we measure.  We simply have no way of knowing.

Now, if the regulatory burden is decreasing efficiency either across the board or randomly among LDCs, then the more we increase that burden in future, the more we increase their inefficiency.  So that is something you need to think about when you look at the straw man and you put together the framework for the future.

Finally, to put all of this into perspective, the OEB is the only electricity regulator in the province.  It is probably spending 100 percent of the effort regulating perhaps 50 percent, or really only maybe 80 percent of its effort on 20 percent of the costs.

The Ministry, with one misplaced directive or excessive FIT compensation offer, can swamp anything you do for many, many years.  That should be part of the vision and the perspective that you look at.

This has important implications for not spending more and more on regulating less and less until we end up spending almost everything on regulating almost nothing.  That could be where we go, if we keep the present trend going.

We used to have, when we started regulating here, very little prior experience.  The OEB regulation of electric utilities was really only Ontario Hydro, and Ontario Hydro used to regulate the LDCs in some fashion, but nothing like what we do now.

We now, however, have over a dozen years of experience here, which can permit us to develop our own models and rely less on foreign models, the applicability of which, to the Ontario experience, has not been tested.

But let me warn you about one danger, and that's the third bullet point on the slide.  Regulators everywhere are in the business of creating more regulation.  Each new regulation has its own justification, but usually the regulators seem unaware that the total burden may be passing the point of diminishing returns.  We don't look at it cumulatively.  We look at each little piece.

And perhaps in some cases the regulation may be an inefficient tool for addressing a particular issue and there should be other tools used, if you recognize that at best, in regulating LDCs over a number of years, you can effect perhaps a small reduction in 20 percent of the cost of electricity.  And if you do that without a commensurate reduction in service, you are doing well.  And at worse, you can increase the cost and cause people to reduce service quality.

So like doctors who swear the Hippocratic oath to do no harm, you want to consider also that that could be useful for regulators.  Let us try at least to do no harm.

So instead of merely telling LDCs to become more efficient, the OEB can lead by example by eliminating part of its regulatory regime that is not both prudent and necessary.

In the eight years that we looked at in this time period, the OEB budget is growing at an estimated 45 percent.  We are not criticizing that.  It is just noting the size of the workload and the increase in it.  I am sure people aren't getting 45 percent salary increases here.

The problem, however, is that for every dollar that you increase, our members would estimate that typically their regulatory costs increase by five or eight.  If you look at that in proportion, approximately 5 percent of a typical member's OM&A costs are regulatory costs.

Now, whether this regulatory cost now provides consumers with at least equal benefits in price and service quality is debatable.  As the regulatory costs keeps rising, it will become more difficult for regulation to win that debate.

The five Staff reports you have - and I won't comment on them in detail, because that is not why we're here today - they all add burden, but they contain no specific proposal to reduce the burden elsewhere.

So to ensure that the overall burden remains constant or better yet is reduced, I think you're going to have to look at that question again and correct that omission.

So a renewed regulatory framework should be an improved regulatory framework.  To make it new but not better would be a waste of time.

A large part of what is driving this is the future-looking concern of the government, along with everyone else, of the price shocks that are yet to come.  Realistically, the LDCs are a small and shrinking percentage of that price increase.

So the OEB cannot fix price shock by increasing the cost of an already costly regime to have more and more micro regulation.  Rather, I would suggest a reduction in the regulatory burden is necessary.

Consider applying the principle, If it ain't broke, don't regulate it.

We understand that the OEB is moving to somewhat of an envelope approach for rates, and this has the capacity to be unfair if it is applied on top of a base that is itself incorrect and hasn't been adjusted, because cost recoveries that are not crystallized may be lost.

If the base on top of which the envelope is applied is correct, and if a reasonable range for future expenses -- expense increases, rather, is set such as 2 to 3 percent, the regulatory burden could be significantly reduced by implementing a rule that future expense increases within that range would normally be allowed without the requirement for prior approval.

Unlike the OEA, we don't suggest you identify stars and say the stars can get it.  We would suggest this should be an across-the-board rule, because the regulatory costs need to be decreased across the board.

Now, if an LDC wants more than the top of the range, it can choose to go with a different approval process.  And of course, in any event the OEB would always retain the authority to review and veto any increases if the facts justified that situation.

And if the Board could move to this approach within the next 12 months, it could then transition to end the regime of benchmarking, stretch factors, and price increases, which cost a great deal, take a great deal of time, result in 1,500-page applications that are virtually incomprehensible and very costly.

Now, some LDCs have flat or even negative growth in their service territories, some have new plant, and so on, which is why we're saying that the OEB should not prescribe a single outcome or a minimal level for all.  Rather, the LDCs should be allowed to propose their own balance between customer cost and reliability, because that differs across LDCs.

When it comes to policy, I must, with respect, disagree with some of the people who said you shouldn't set policy.  We have had this arid debate with judges as well that it is the legislature's job to do something and not that of judges.  And in the last few years the judges have legalized same-sex marriage in the Ontario Court of Appeal and, in the last week, brothels, so if the courts can get away with that, I think you can make a little bit of policy yourself in the gaps between statutes.  Let's put it that way.

Now, the government does make policy decisions, but with most governments the policy is to get re-elected.  So we think that within that broad generality you can look at a longer policy framework and recommend to the Minister -- I think this is your role.  You can recommend to the Minister that some of the directives and even the legislation that has been enacted that adds more to the cost than to the benefit should be amended or repealed.

You are not a Ministry, and there are limits to what you can do, but I would suggest that -- in the past you have made policy recommendations.  The government is looking for new ideas.  The opposition is -- everyone is looking for new ideas everywhere, so why not from you?

Now, our last slide deals with outcomes, and this is what you asked us to look at as well.  And probably the single most important outcome is price stability, which is not quite the same as price mitigation.

I have some problem with the concept of price mitigation, because it implies that somehow we ought to keep prices low when -- if you think about the story of Goldilocks and the three bears and the porridge, the important thing is that like the porridge it should be not too hot, not too cold, but just right.

Getting the rates right is the challenge, not mitigating them.  If that means getting them wrong and snowploughing ahead further rates, which just puts the rate shock on to our children, and what do we have against them?

As I mentioned in closing, responsibility for costs, LDCs provide approximately 20 percent of the bill.  They have been stable for years.  Some of the 80 percent that you get elsewhere has been far less stable.

That is not to say that our rates are unimportant, and we should create multi-year proposals for capital investment programs.  I agree with that.  But again, one size doesn't fit all.

Some of the newer assets that we have to get are going to be of shorter life, the software, the computer things, and that should also be recognized.

So I think my time is up, and I want to thank you for permitting us to make this presentation, and we will be ready to answer any questions you have.

MR. FRASER:  Okay.  Well, thank you.

I see a hand up already.  Karen Taylor?  Oh, sorry, Karen.  Mic's not on.  Try again.
Panel Q&A

MS. TAYLOR:  Push a button.  There you go.  We're on.

I am not sure who on the panel wants to tackle this one, but I have heard a few messages, I guess the latter -- the last of which is that there isn't a one-size-fits-all approach.

But customization creates time and effort and adds cost.  So perhaps someone can reconcile for me -- the Board is moving to a more streamlined approach where it will collect certain pieces of data to assist it with ratemaking, and that data is attempting or, at least, I would think, would be standardized on a utility-by-utility basis across the industry to collect certain pieces of information in order to determine the efficiency and so on.

But I have heard from several speakers now this afternoon that one-size-fits-all does not apply to this industry, because we go from 1,500 customers to 600,000 customers or more.

So can someone on the panel explain to me how the Board is to customize data collection, data storage, data assessment and then roll that into a light-handed ratemaking model that in fact creates regulatory efficiency?

MR. ROMAN:  I think the answer to your question depends on what you customize.  Customizing information is important -- sorry, standardizing some or common information base is important, because otherwise you get chaos.  But standardizing rules and outcomes is not.

If you say everybody must have reliability of 99.999 and there is a huge incremental cost to that last .9, then some people -- some LDCs may not want to do that.  Others may.

So it doesn't hugely add to your cost to say, You can have different performance standards as long as the data that you give us is essentially the same, and, as Mr. Loucks mentioned earlier, if you can supplement that by adding additional information where for some reason the box in the form is inapplicable or it is applicable but it only tells part of the story.

So I think that is how you can blend the need for diversity with the need for commonality.

MS. TAYLOR:  But every time you create an exception to a tick box that requires someone to go in and assess the reasonableness of the exception, you create work at the regulatory level.

Who will decide for 80 utilities what the right reliability standard is to the fourth decimal place?  It will be the distributor?  Will it be the customers in that service area?

What I am trying to reconcile is that customization and varying from a tick box -- so I have been personally involved in the IRMs last year and this year -- seems to me to be quite an efficient process, but I see a lot of issues with data quality, corrections required, lack of consistency with what the triple Rs result -- with what you file in the rates, and then we have to reconcile that.

So I am really grappling with this notion that you want less regulation and I am all for that, but where the Board has gone to less heavy-handed, particularly in IRMs, we seem to be stumbling with the collection of benchmarking data that is reasonably consistent and meaningful.  We haven't advanced too terribly much in the last ten years in collecting reliability and performance metrics for benchmarking purposes, and some of that, I think, has to do with industry reluctance to actually -- again, it is this notion of customization.

So you are not actually answering the question, because the more you answer it, the more exceptions you are creating, which add burden and cost and don't retrench from the regulatory burden that by definition has to result from the exception.

So I think the industry -- at least I would like to see in the submissions -- the first round, I guess, is the 20th of April -- how the Board, in dealing with exception and one-size-fits-all, doesn't regress from where we are actually at, which is where two people can do 60 applications within a very short time frame and not relying on exceptions, where you're looking at a consistent approach that seems to span a large size and seems to work reasonably well in a timely manner on a flow-through basis.

So again, I would just like you -- I don't expect an answer today, but I need you to address this issue that I keep hearing over and over and over again.  One size doesn't fit all, but I need less regulatory burden and less prescriptiveness.  The two are irreconcilable at some level, and the industry needs to get its head around that, from my perspective.

Thank you.

MR. LOUCKS:  Let me try this.  I actually think they can be reconciled.  If we take some template approaches and some streamline approval processes, and they work for 60 utilities, and number 61 needs an exception, I think you have gained a lot, and that's how you reconcile the two.

MR. FRASER:  Marika?

MS. HARE:  Is this on?  Okay.  I have a couple of questions first from the EDA presentation.

On page 6, John, you talk about duplication and overlap of reporting requirements should be eliminated.  I certainly agree with that, but what I would ask you to do in your written comments is to give specifics of where you think there is duplication and overlap, because otherwise it is a statement that we all agree with, but it is not particularly helpful.

MR. LOUCKS:  I am happy to do that.

MS. HARE:  That would be great.

On page 7, you are talking about distributors should not be involved in addressing broader societal issues.

What are you thinking about there?  Are you thinking, for example, about like low-income CDM programs?

MR. LOUCKS:  Yes.

MS. HARE:  That is exactly what you're thinking of?

MR. LOUCKS:  That's a good example, yes.

MS. HARE:  Is that not an issue for government, in terms of the direction that the Board has been given, to particularly implement some measures for low-income customers?

MR. LOUCKS:  These are principles, higher level principles.  We may not accomplish them all, but that is our view.

MS. HARE:  I have another question about a principle:  Create metrics to limit review of application.  Why would we ever want to limit review of application?  I mean, I think that is fundamental to what we do, is to review the application thoroughly, particularly when there is a big increase being sought.

We get applications where the increase is 20 percent, and so I think we would not be doing our job not to review it thoroughly.

So I don't understand the principle about, you know, limit review of application.

MR. LOUCKS:  I think probably a more complete description would limit unnecessary review.  Make it an appropriate level of review.

MS. HARE:  Well, that leads into my next question.

On page 11, you talk about a proportional approach.  I want to understand what you mean by "proportional".  Do you mean based on the size of the utility, or do you mean proportional in terms of the increase that they're asking?

MR. LOUCKS:  I think in terms of the line item that you are looking at, there should be some relationship between the effort that you expend and the proportion of the bill it represents.

MS. HARE:  Okay, thank you.

I now have a couple of questions for Mr. Roman, but not that many.  Which tab was this again?

This is kind of in the same line of, when you put in the written comments, it would be very helpful for you to give examples when you say reject any part of your regulatory regime that is not both prudent and necessary.  So some specific examples of what you think is not prudent and necessary I think would be very helpful.

Then the next comment is you talked about the envelope approach as if that was, you know, a done deal.  So just to make it clear, that is just one option that is being floated.  That's not certain that we are going to go that way.

Then I have one final challenge, because I do think that the Board has to accept the challenge of improving its process and coming up with a better regulatory framework, but I challenge you and the distributors that you represent to stop calling it regulatory burden.

You are regulated entities.  You will have to come to the Board.  It is not a regulatory burden.  You have to get your minds around the fact that it is a cost of doing business.

Thank you.

MR. FRASER:  Paul Sommerville.

MR. SOMMERVILLE:  Just following on that, related to the earlier question I asked, and that is:  What value do your members, Mr. Roman, place on the idea that at the end of the Board's process they are able to look their customer in the eye and say, This is a rate that was produced as a result of a thoughtful, principled process that we didn't control - that is, the distributor didn't control - that there was a thoughtful, principled process that resulted in a rate that the customer is being asked to pay.  What value do your members place on that?

MR. ROMAN:  I think that varies with the members, as well, Mr. Sommerville.

Recently the experience in Windsor has been quite an interesting one, because there, there was an attempt by the mayor and the council members to say our utility is very closely scrutinized by the Ontario Energy Board, and no one in town seemed to know what they did.  And when we tried to explain what you do, it was not understood either.

The assumption was that there was no transparency here.  There was very little awareness that all of the information is public, that there are intervenors, what they do.

I think, to some extent, the better you explain and relate to consumers and explain what you are doing on their behalf in helping them, the less likely it will be that people will misunderstand or not understand or not value it, and the higher the value will be to our members, because then they can say, Look, we are scrutinized in exquisite detail.  All of the information is there.  You can just have a look at it.

MR. SOMMERVILLE:  Perhaps the fault is with yourselves.

MR. ROMAN:  It could be.

MR. SOMMERVILLE:  That kind of communication is something that perhaps your membership should be pursuing.  That is without commenting in any fashion at all on the incidents in Windsor recently.

I think the idea of - how shall I put it - the Good Housekeeping seal of approval for the rate is a very valuable commodity.  And I would expect that in considering review of the regulatory framework, one of the things you may want to consider very, very carefully is the extent to which that concept is eroded.

MR. ROMAN:  I agree with you entirely.  It is valuable both to the government of the day to be able to say, We don't need to interfere with the setting of electricity rates because we have an objective, transparent process for doing that, and it is also equally valuable for the people who go through that process to say, We've been through the process and we didn't just make up these rates.  They were subject to scrutiny, and here's what came out of that process.

MR. SOMMERVILLE:  Just one final comment.  In looking at the costs -- and I have to say that I don't mean to cast any aspersions, but I am skeptical about the costs that you have suggested ride with the regulatory burden, as you describe it.

But as you very fairly point out in your paper, the idea is to put that in a kind of context.  What value is there in that for the customer?  What value is there in that for the utility as the utility and the customer go forward in their relationship?

So that regulatory burden, as you described it, there is value in it.

MR. ROMAN:  The only comment I would add to that is that, yes, it has value, but the low-hanging fruit is captured in the early years, and the initial inefficiency that may have occurred when we took the regulatory responsibility away from the old Ontario Hydro and gave it to the OEB, the OEB has squeezed out a lot of inefficiency, but it becomes harder and harder to keep doing that.

So it may be that if you keep the regulatory expenses the same and the efficiency savings get reduced, what starts to happen is you see people deferring expenses, not wanting to increase their expenses, and the service quality or the reliability begins to decrease, too, over time.

MR. SOMMERVILLE:  Peter, one final comment, and that is that I think the people in this room might -- some of them may be and some others might not be surprised at the quality of information that the Board gets attendant to applications; even though we do have a highly formatted process, that some of the data, in many cases the data is extremely poorly presented.  And in many instances, the applications have to be revisited serially in order to make sense of them.

That is another side to that coin, and it has to do with the confidence that anyone could have in saying, Well, simply, we don't really have to be engaged, because the process is coherent and it operates on this data.

We have a serious problem in this sector with respect to the quality of data that is presented for regulatory purposes day in and day out.

MR. FRASER:  Okay.  I think we have a question via e-mail, Chris.

MR. CINCAR:  Yes.  Jay has another question for all three panellists, and it says:   We have estimated that the proposal to allow all capital in excess of the threshold to be funded under the current ICM would result at 210 actual spending levels and that least 250 million of additional capital spending be included in rates annually.

Have those who are proposing a loosening up of the existing ICM prepared an estimate of the rate impacts of that proposal?

MR. ROMAN:  Sorry, I didn't hear that.  Prepare...?

MR. CINCAR:  Prepared a rate-impact analysis?

MR. VEGH:  So maybe to just answer that, we haven't prepared a rate-impact analysis.  I am not sure where Jay gets his number from.  If he puts his assumptions behind that in it writing, perhaps we can address that.

I just say that, you know, I don't think it was ever part of the ICM model or the current IRM that prudently incurred costs of capital should not be recovered.  So, you know, if the -- whatever the costs are, they are.  And whether that -- you know, whatever the number is, if the cost of serving the customers is X amount, then the cost to be recovered from those customers is that amount.

I don't think there's a -- there's ever been, you know, again, part of IRM that there should -- that customers should pay less than the cost that it is to serve them.  But I don't have, you know, I don't have a response to that particular figure.

MR. ROMAN:  I would like a brief response on that, because it seems that if the major concern, the challenge for the industry, is that there has been under-investment chronically, under-investment in capital, then the current system is not causing over-investment.  And we don't need to set up elaborate safeguards to do that.  Rather, we need to get the investment level right.

So as George says, whatever it costs, if those costs are prudent and necessary, and if they appear to be because of the range in which they are, the time it takes, the effort it takes, or the bad information the Board gets and invariably will continue to get from people who don't have the capacity to give them good information at current costs, is going to continue.

So this is not a case of primarily, as you might have had in California or elsewhere, primarily investor-owned utilities who are preoccupied with rate-base padding in order to enhance their returns.  Quite the opposite.  The majority of LDCs are municipally owned, and they face all kinds of political pressure not to increase their costs in this generation, even if that means putting it forward on to the next generation.

So why is it such a big issue?  I don't understand the source of Jay's concern.  I think he's got it backwards.

MR. FRASER:  Okay.  Karen?

MS. TAYLOR:  Sorry, just to address this last point -- and I don't know -- that the Board has seen cases in the recent past where I wouldn't argue that the lack of higher rates has precipitated under-investing.  There has been certain behavior from the shareholder that has contributed to, perhaps, under-investing.

So, you know, if we go back to this whole notion of the discussion of a renewed regulatory framework and moving ahead in a positive manner, I am going to ask a question of Colin just to get the discussion going again.

Colin, you made a couple of comments in your slide about capital spending in excess of depreciation, and I wanted to make it perfectly -- or at least clear from my perspective that there is a difference between the dollar that is produced from the cash flow of the utility, which may be used to pay dividends or free cash flow, working capital.  You look at a funds-flow statement and you say the operations are producing a lump of money and that can go to capital, it will go to addressing capital, and it will address dividends.  That is a cash-flow management issue that falls out of management of the business.

The Board is concerned with putting the carrying costs of capital in rates, and with the exception of a depreciation cost it is not a one-for-one addition.  That is my understanding of how the Board sets rates.

We set the carrying costs for the rate base and we put -- which includes depreciation and the cost of debt and the cost of equity.

So I just wanted to make sure that we all understood that, from a ratemaking perspective, if you have $100 million worth of capital, we are not going to approve $100 million of incremental rates.  We are going to give you the carrying costs so that you can go out and borrow to fund that capital, as well as to support it from an equity perspective, and that rates will also reflect the depreciation costs as well.

The other question that related from the ICM -- and perhaps this addresses both yours and George's -- when we are looking at the threshold test in ICM, my understanding of that, going back to the original policy genesis, was that the threshold amount represented the amount of capital that could be currently carried in the existing rate profile in ICM.

So what I am struggling with is this -- or, sorry, an IRM, rather -- that there is a difference, and perhaps you can address in your paper how there is, indeed, in effect what I will call a regulatory lag, where a distributor spends a dollar of capital, and that somehow that is not being reflected in rates when the threshold is, in fact, slightly or equal to or greater than the last Board-approved capital budget, which I know in the case of the first two IRMs, I guess Guelph and Oakville last year, when you looked at the threshold it was pretty much identical to the last Board-approved capital budget.

So I am grappling with this idea that there is a notion of regulatory lag, and perhaps you can address that in your submission.

MR. McLORG:  May I make a brief remark right now?

MS. TAYLOR:  Sure.

MR. McLORG:  First of all, with respect to your first point, I absolutely agree, and so let me leave it at that.

With respect to the second point, I think that principally the message that we are trying to convey is that capital expenditures that are approved by the Board and which are such as to increase the rate base that the utility has invested in so that they -- those capital expenditures are in excess of depreciation are, under the current system, only partly reflected in revenue requirement.

I don't like to refer to my own case, but I will just for reference, and that is that --


MR. SOMMERVILLE:  No, no, no.

MS. ALDRED:  Colin, I would rather you didn't refer to your own case.

MR. McLORG:  Well, we don't have a case before you right now.

MS. TAYLOR:  You do, actually.  You actually do.

MS. ALDRED:  You've got a review in abeyance --


MS. TAYLOR:  You do.

MS. ALDRED:  -- you've got a Divisional Court appeal, so...

MR. McLORG:  Well, sorry, and thank you for that advice, and I won't go there, but just hypothetically then.

[Laughter]

I will pick different numbers, and this is very general.  All I mean to say is that in a particular case I can certainly understand how the Board would approve capital expenditures in the range of depreciation, and if that were a steady state, then I don't think there would be any issue at all.

When capital expenditures substantially exceed depreciation, then this does introduce the regulatory lag that you are discussing.  I don't know if that is helpful, but I will look at transcript and do our best to try and address that question, Karen.

MS. TAYLOR:  No, it was the relationship between the threshold test and the last Board-approved.

MR. McLORG:  Well, just very briefly, the --


MS. TAYLOR:  Perhaps maybe George is seeking to address the question, then you.

MR. McLORG:  Okay.  We will try to do that in writing.

MS. TAYLOR:  Okay.

MR. FRASER:  At the back?

MR. SASSO:  Andrew Sasso from EnWin.  I want to make sure, because this is a transcribed proceeding, I get two points very clear on the record as the senior person from the distributor that serves Windsor, Ontario.

First, I want to certainly apologize to the Board if the term regulatory burden in our presentation, along with our fellow members of the medium-size distributors was taken pejoratively.  We certainly didn't intend it thusly.  It is probably a clumsily-used term that we have heard bandied about, and certainly using the term cost of regulation would be a much more neutral term and one we should have used in the first place.

So I apologize for any negative overtones that may have had because, to the second point, which I think came up in Mr. Sommerville's comments, we certainly at EnWin value regulation probably in this month of March more than maybe any other distributor in the province.

We have spoken out extremely positively about the role of the OEB and, I think, extremely accurately, and so that it's clear, we've consulted with the Board and Board Staff to try to do that, and I think we've made progress in working with ratepayers.

The point that I think was made very clearly in the recent remarks by Ms. Leclair about the importance of reaching out to consumers and consumer dialogue and consumer education, we maybe haven't been dealing with that in the best of situations, but we have certainly been forced into it and have been working very hard to be clear.

The Board's produced recently a very helpful backgrounder on the role of the Board, and that very thoughtful piece of work is something that we have referred to extensively.

So I just want to be very clear that EnWin is very supportive of regulation.  We do value the role of the OEB.  We see an ongoing important role for the OEB in our regulation and the regulation of the industry.

It is of high value to all participants, and I think an overwhelming theme of today's visioning session is that we all want the OEB to be in place and working very hard and focussed on the right things, because there are no shortage of challenges that require the kind of balancing that only the Board has the statutory mandate to perform.

Thank you.

MR. FRASER:  Thanks.  Mr. Thompson.

MR. THOMPSON:  Thanks.  I want to come back to - this is for the whole panel - the perspective in which you put the total electricity price increase.  It is one where the message from you folks is, That is really not our doing and, Board, don't be distracted by it, or words to that effect.

Let me, just before I put my question, say that CME agrees with George, and others have said, that this is a problem we have to work our way through.  It takes time to get it right.

We agree with that.  We have to get this right, but our focus coming at this is for there to be a sustainable and viable long-term electricity industry, of which regulation is only a part.  We agree with that.  The outcome has to be total electricity price increases that are affordable.  That word has crept into a number of presentations.

What does that mean to CME?  It means no material demand destruction as a result of price increases and leading to irreparable harm to the Ontario economy.

My understanding of one of the objectives of this regulatory framework -- and I am looking at the Board's November 8th, 2011 letter, and it traces back to the October 27th letter, and I will quote it.  It says:
"An overarching objective for the development of renewed regulatory framework is to ensure that transmitters and distributors are encouraged to manage the prioritization and pace of network investments, having regard to the total bill impact on consumers."

To us, that means total price increases.  And I don't see in your presentations how the planning that you are talking about or how the regulation that you are talking about has any regard to the total price increases.

My question is:  Was that taken into account, because the way we see it, we see there is a slope to total price increases, and contributing to that slope is a regulated -- there are a number of lines that contribute to that and they're all in the bill, and many of them are unregulated, but a portion of them are regulated, the transmission piece, the distribution piece.  There are likely other pieces, as well.

But the slope of the increase in distribution and the increase in transmission will push up.  If it is a steeper slope than the slope of the price increase line, it will push up price increases.

So we think the Board should have that information before it, have it in mind when it is looking at the requirements that you folks are asking them to approve.

What are the approvals that you folks see doing to the overall price increase line?

The other aspect of it is, from a point of view of information, is you need a current estimate of the price increases that consumers are facing over the planning horizon, and then somewhere along on that increased line, there is a zone of unaffordability.

And that -- and so someone should be investigating where that zone sits.  To us, that involves a consumer survey, something that the Board manages, because if price increases are being pushed into that zone of unaffordability -- and the indicia might be plant closures, population shifts.  I don't know.  Somebody would have to come up with all of the indicia.

If that is happening - that is happening - then we suggest you should be taking that into account in your planning, and, more importantly, the Board should be taking it into account in its regulation, trying to prevent the price increase line from getting into that zone of affordability.

So my question is:  What, if anything, have the distributors done to develop current information with respect to the price increases that are facing consumers over the planning horizon?  And, secondly, what, if anything, have they done to determine where the zone of affordability sits?

And if nothing has been done, would you folks be prepared to cooperate with others like CME?  We think this should be done collaboratively.  Would you be prepared to cooperate to generate that information?

MR. VEGH:  So, Peter, maybe I could just respond to your zone of affordability point.  We can always talk offline - I think we have good relations between our clients - and talk about how to continue to work together on this in the future.

But in terms of the zone of affordability, I think you appreciate the challenge, and I think we appreciate that there are a lot of pressures on your clients, high-dollar pressures, international competition, a lot of factors that make it difficult to stay in business.

Other factors may be government tax policy, government energy policy.  And, you know, the government and the rest of the environment is making those kinds of trade-offs.

But I come back to, again, if the cost of providing the distribution service is X amount, and it has been determined that that is prudently incurred costs - that is just the cost of providing the service - if that is the cost of providing the service, then I can't see why there would be an argument that someone should pay less than that cost.

I frankly don't see that.  I don't think you could say they should pay less than that cost because we're in bad economic times.  Does that mean in good economic times they should pay more than that cost?

That is obviously kind of a taxing decision that the Board is not in a position to make.  They don't make those kinds of trade-offs between all of those other costs.

I do appreciate, you know, the challenge and, you know, the fact that these costs are all on the same bill and collected on the same bill for many customers, and, you know, doesn't provide a linkage between those costs or a reason to not recover those costs.

MR. McLORG:  Can I just add two very quick points to that?  That is I think, Peter, first of all, I am sure there is consensus on DRRTF that the member distributors are perfectly prepared to be accountable for the costs over which they are responsible.  So that is really all that we are asking.

We can't be accountable or responsible for other costs.  So we are simply being asked -- we are simply asking to be judged on our own merits.

Secondly, with respect to affordability, I think a key parameter in assessing that is the rate of change in costs that your members are facing.  The short term for that is rate shock.

And to the extent that we can provide, as was earlier suggested, between us all a better forecast of where rates are headed and implement those rate changes on a gradual rather than an abrupt basis, then we give your members, and consumers generally, a very much greater chance to make economically efficient investments to lower their costs and to reconfigure operations, and so on.

Generally speaking, though, abrupt price changes in the economy are dislocating, and we have seen lots of examples of that.  Gradual price changes get worked into the fabric of the economy, and we can see that in comparing ourselves to Europe, for example, where electricity prices are very much higher than they are here.

MR. THOMPSON:  I will react, and then be quiet.

I think I guess my reaction to that is right now we are looking at, over the next five years, a price increase slope that is about 45 degrees, give or take.  It is going up 50 percent over five years.  That's the big sort of picture as the way we see it.

Some forecasts, if you take it out further, it is perceived there is going to be a levelling, but you have to do that year by year to see whether that slope actually does come down.

But I don't think we have any good information as to whether there is an unaffordability disaster looming around the corner on that slope for the next five years.  And we need -- I think we need that information because, if approving rates for you folks and everything else that is going on that contributes to those high prices is going to push the price-increase line into that area, I would suggest the rates are not just and reasonable, because they're creating economic turmoil.

And that is where we seem to part company.  You say, We are entitled to costs plus -- plus return.  And as long as they're prudent, you give it to us and let the chips fall where they may.  And we think the consideration is perhaps broader than that.

MR. McLORG:  Well, I don't think anything in what we said indicates that the Board wouldn't take into account the overall picture on electricity prices.  I think it is a mistaken impression if we have conveyed that to you, that we, you know, we say the Board just disregard all other developments in the economy.

But at the same time, as George said, I think that there have to be hard choices made about whether, for example, you know, a particular city's infrastructure needs to be renewed and can continue to provide a reliable electricity service.  And I am sure, frankly, that your members would rather have electricity and pay more for it than not have it.

MR. THOMPSON:  If they're in business.

MR. McLORG:  Fair point.

MR. FRASER:  Julie Girvan next.

MS. GIRVAN:  This is just a question for the LDC representatives.

I keep hearing over and over again - and this has been a dominant theme -- the need to replace aging infrastructure, the need to replace aging infrastructure.  And I would just like some comments -- I am not being critical of that claim, but I am trying to understand it.  And I would like some comments from the LDC reps on this.

From the LDC applications that certainly I have been involved in -- and it's usually my client.  We're in the larger ones -- I haven't seen inferior returns.  And so I am sort of putting the question out there, is, you are sort of asking, going forward, there's a lot that we need to do.  But the question is sort of, why haven't you done that in the past?

And when I link that up with the not seeing inferior returns, I sort of think that that is the decision that some of these utilities have made.

And so I have a little bit of a problem saying, Going forward, customers, you have to pay for it all, because we chose to under-spend.  And I realize there are reasons why you chose to under-spend, but I go back to the issue of, I haven't seen a lot of inferior returns.

And so, you know, maybe that is coming, but I just want to put that out there, that we all seem to say, you know, that all of these utilities have aging infrastructure, and we need to replace it all, so we need mechanisms to ensure that we can get all our costs recovered.

And the other question and sort of context is, is to what extent is this prevalent across the industry, in the sense I look at utilities like PowerStream or Brampton that likely don't have those issues.  So is it every -- is it 75 percent?  Is it a -- like, I need a better understanding of this problem.  And I think Jay, in his letters early on, have sort of said, Let's get some evidence out there.  Let's see what's going on, and let's work from that to see -- show us what the real problem is, and then we can learn how to deal with it.


But if you could sort of help me with some of those ideas.  Thanks.

MR. LOUCKS:  Let me try this one.  I think every utility is in a different circumstance.  They all had growth spurts at different points in their history.  You mentioned a couple that had big building booms in the '80s and '90s, and they will get -- eventually get to the point where they will have a disproportionate amount of plant to replace in a given year, but it is an ongoing process for everyone.

You know, we have some more mature communities, and they did a lot of their building in the '50s and '60s.  We have some really young ones like, you know, the Vaughan area or Milton, just to give a couple examples.  A lot of building is more recent, and they will get there eventually, but, you know, everyone is at a different point in their history, I guess.

MS. GIRVAN:  But they may get there, but maybe along the way they can try to mitigate this kind of snowplough that some people are saying that we have.  So I am just saying at some stage, from a customer perspective, you have to look at, is it all our burden now because of decisions that were made by the shareholders or the managers within the utilities, and I'm struggling with that.

MR. LOUCKS:  Right.  And I hope you are not suggesting we prematurely replace equipment, because, you know, it does come up to the end of its life, and that is the appropriate time to do it on a planned basis.  It shouldn't be done -- if we have 25- or 30-year planned, it shouldn't be replaced at ten or 15 just to spread the spending out nice and evenly.

MS. GIRVAN:  No, that is not what I'm saying, but I'm just...

MR. ROMAN:  I think you need to consider also when you look at adequate returns or inadequate returns that that is really not the issue when it comes to massive borrowing for capital expenditures for the future.

What you have to do then is make your peace with the lenders, who will want certain covenants, and one of the things they will want to make sure of is that there will be enough cash coming in to cover your operating expenses, your maintenance expenses, and pay back the money that you borrowed.

So if all of a sudden there is a substantial increase in the amount of money that you are borrowing and you look at the repayment cycle for that, that has to be added to whatever expenses there were in the past.

So in order to ensure -- so the fact that there may have been nice returns in the past doesn't really alter the need to have rates that reflect the future capital requirements so that you can borrow the money when you need it if you can't finance it all from cash flow.

MR. McLORG:  I would add, Julie, that the Board itself has said in its report on the cost of capital that returns to debt and equity are not "profit".  And I think that it is clear that in order for utilities to finance their operations in a very capital-intensive industry you have to ask investors to put their money forward, and it is impossible to ask an investor to put their money forward if it is the case that their perception is that there is a significant risk to their getting the interest on their bonds or that there's the likelihood that they will not make a competitive return, considering the risk, if they have equity there.

So, you know, I don't know quite how to validate your remark that you haven't seen deficient returns.  I think that that is an empirical question that we should look at.  But I think it is clear, in principle, that the Board does not, or it hasn't historically, anyway, permitted utilities to make profits in the usual sense of the word.

They have permitted utilities to recover prudent costs, and among those costs I would certainly suggest, are fair returns to the capital that is invested by others.

MS. GIRVAN:  Thanks.

MR. FRASER:  Lisa DeMarco?

MS. DeMARCO:   Thanks, Peter.

My question is slightly of a different tack, and in relation to process.  A number of the presenters on this panel suggested and urged the Board to implement an interim solution to address the cost of capital or capital investments in the short-term and urged the Board to prioritize the issues list, perhaps even bifurcate -- maybe I'm reading too much into it -- this process.

My question is, in relation to the results of any such decisions, should the Board actually follow that suggestion and provide for an interim solution?  And specifically, in this age of undoubted austerity, how would you suggest that we guard against very large long-term infrastructure investments that result from this interim process that are in fact inconsistent with the results of the RRFE process and/or, even worse, result in stranding assets that were invested in through this interim process, ultimately scuppering the objectives and outcomes of the intended RRFE process?

MR. VEGH:  So we had suggested an interim approach on ICM, and the reason we suggested an interim approach is that there are currently some decisions that are inconsistent with respect to the threshold for IRM, and we think that there should be a review of that and a consistent approach in a decision.

And there are a number of processes that are available to provide that kind of clarity and consistency, and the Board has done this in the past in a number of instances to deal with recovery of PILs, to deal with CDM recovery.

The Board has done this and can do this, and that process, itself, will look at the issues that you are talking about, costs and ensuring that, you know, only prudently incurred costs are addressed.

The fact is we do have a status quo right now of incremental capital module which, as I think the Board has even said in its decision, has -- in one of its most recent decisions that has evolved over time.

So what we're saying is there should be some clarity brought to what that test is.  The Board has a process in the normal course where it hears from all parties on what that process -- or what that should be, and I would expect that, you know, people in this room will take different positions on that.

Then the Board will make a decision and provide some - you know, and provide that guidance.

So I don't think there is anything untoward or dark about this.  It is just a matter of having a process in place for the Board to provide greater clarity than we now have on a very important issue.

MS. DeMARCO:  So just so I have that right, you are not suggesting that that would occur in the context of the RRFE?  This is a separate clarification, very specifically and precisely, on the ICM as it applies today?

MR. VEGH:  I would think on an interim basis, if you are going to provide an interpretation on the ICM that is binding in subsequent decisions, there are a lot of processes you can use to achieve that.

You could use a test case.  If you look at how the current ICM was brought about, it is brought about through a consultative.

So there are -- you know, whatever docket number it is under is probably, you know, less important than the fact that the Board has the ability, and I would suggest the need, to bring about a more generic and clear approach on this.

MR. FRASER:  Sorry, Rene?


MR. GATIEN:  Rene Gatien from Waterloo North Hydro.  I have more some comments to add, because I understood this to be a process to round out the discussion.

A couple of items, one on replacement of depreciated assets.  I want folks to understand end of life is something that most utilities look at in replacing the assets.

And as John alluded to from the EDA, the different utilities are approaching end of life differently because of when they invested.  So, for example, with our utility, because we are a much older one - we have been around for 105 years - we are replacing stuff that went in when Diefenbaker was prime minister, Pearson.  Some of it is even Louis St. Laurent.

So if we are doing those kinds of things, that that is what we are replacing, the depreciation that has been carried for them in our rates is substantially different than what is required to replace them, because we are replacing them at today's standards and today's costs.

So there is a difference, in that we have to have some increases to allow us to replace that plant, and the plant, if we don't replace it -- and somebody can look at it and say, Well, if it is not failing, why do you have to replace it?  If I leave it until it fails and it fails in the middle of the night or a bad storm, then the cost to replace it goes up immensely, because I am working in bad weather, I am working on overtime hours and I have likely taken down two or three pieces of plant with it when one plant fails.

So, therefore, we try to work at a point where we are replacing it just before end of life, just before a disastrous failure, but, as John said, we shouldn't be replacing it well before the thing has served its usefulness.

Some of the utilities are very young that I get compared to, and I was at one of them along with John.  We were at one utility.  It went through all of its booms in the '80s and '90s.  So their time of end of life is coming, but they haven't reached the same amount that some of the other utilities in the province are working on.

Their issue with infrastructure that has reached end of life is the transmission system, because the transmission system that is serving those areas, because they have grown so immensely, has reached its end of life quite some time ago.

So there is an issue that moves from one to the other.  Our problem is we have to separate them.  We are keep intermingling bill mitigation on energy, transmission system, distribution system.

And I hope through the process we get to understand what piece gets to which, and that when we talk about the things that the distributors can control, we make sure we look at what we truly can control.

I am going to switch over to metrics.  I know it is a hard thing to understand how you can't compare all of the utilities.  And let me give you some examples.

There are some utilities that are not our size of utility that we get compared to.  Waterloo North Hydro gets compared quite quickly to Guelph Hydro and Cambridge and North Dumfries Hydro.  We are roughly the same size in customers.

However, Guelph Hydro is 89 square kilometres.  Waterloo North Hydro is 673 square kilometres.  We have more service territory than Colin does at Toronto Hydro.  Sorry, about that.

So substantially different in terms of densities.  The amount of pole line and infrastructure we have to put in per customer is substantially different.  The revenue we have to earn is substantially different.  Response times for Guelph versus response times for us, totally different for us to get to the far end of our service territory.

I am really happy I don't have to deal with response times of Toronto, because you can't get through the traffic to get things done.  So we don't have that issue.

Compare us to Thunder Bay.  Thunder Bay Hydro, we're growing at totally different rates.  At one point in time, Thunder Bay Hydro was shrinking.  We have been growing at a very slow rate all the way along.

Thunder Bay is winter peaking.  We are summer peaking.  Two totally different approaches to how you build your system.

Compare us to Bluewater.  They're a little smaller than us.  Sarnia, though -- and Alex may correct me, but if I remember right, Sarnia has been shrinking in population, so he has a different issue.  He is not expanding, at all.  He's doing replacement of infrastructure.  He has a bunch of infrastructure that's there, but he has less customers to pay for it.

So his rates somehow have to figure out how to look after a system that is static that is there that he has to replace, but a shrinking customer base.

So the only comment I can make on the whole thing is trying to say that we should have all of these metrics so you can understand what we're doing as utilities is very tough.  I really don't -- I don't envy the Board in trying to figure that out.

What I would like to do, and we have made this offer before, we would really like to sit down with some folks from the Board and say, What would help you to know about us?  What things will help you figure out whether you should look at this or that on an application?  And let us help you figure out what the right metrics are.

And then I truly agree with you, if the metrics are established, there should be no excuse for data quality.  If those things are there and we figure them out as reasonable metrics, then we should all make sure that we have those things to provide.

The last item is the one that Julie brought up, and it is a challenge.  And I think we as utilities have to show that there are a number of us who have not been meeting our approved rate of return.  We have been investing, because we know we have to build for our customers.  We want our customers to be successful.

So I agree with you, Julie, our job is to show you, Here is what the rates of return have been, and determine:  Are we failing on our side in communicating, or is there a failure in understanding this is how some of these things go?

I just thought I would add that to the discussion.

MR. FRASER:  Thanks.  Paul Sommerville.

MR. SOMMERVILLE:  Just very briefly on that question about the comparability of systems, in the papers that come for April 20th, it may be very helpful if they could address the question as to whether the metrics ought not to be substantially customer-focussed as opposed to utility-focussed, so that the differences between utilities may not be the relevant consideration, but, rather:  What are the reasonable expectations of the customer with respect to cost, reliability, et cetera?

So rather than approaching that from a utility-centric point of view, there will be some interest, I know, in looking at that from a customer-centric point of view.

MR. FRASER:  At this point...

MR. McLORG:  Sorry, Paul, I was just going to ask:  Are you suggesting that those two approaches are mutually exclusive, or could they be wed so as to provide a kind of comprehensive picture?

MR. SOMMERVILLE:  I wasn't suggesting any sort of mutual exclusive status, but, rather, that that is the genuine intention in this situation is whether it is utility centric or whether it is customer centric.

MR. FRASER:  We have had a really good discussion with this panel here.  We have one more task to do today before we wrap up, and that is to sort of have a final open discussion without the panel.  So I thank the panel and invite them to take their seats again.

[Panel members withdraw]

MR. FRASER:  And that is to have a closing discussion on the theme of today's session, which is really on vision and context.  I think we have the questions up on the screens there.
General Discussion on Vision and Context

I am really trying to open it up now to anybody who may want to have further comment on that issue.

As the folks are taking their seats again, I would just like to note one factoid that came up on one of the presentations, which is:  How much have the OEB costs increased since 2005?

Certainly electricity costs have increased at the OEB.  We started regulating a new utility - you may have heard of it - OPG.  We also started regulating transmission on the LDC side.  Costs increased 8 percent between 2005 and 2012.  That is in nominal terms.  In real terms, of course it is negative.

So now with the questions here.  Opening it up to anybody on the floor here, if we could start with question one, anybody who wants to make any comment on any of the three -- I see Ken Quesnelle standing at the back.

MR. QUESNELLE:  Good afternoon.  It's Ken Quesnelle, Board member.

Something I just wanted to introduce into the conversation -- I think this is the time to do it, when we're looking at the broader vision and the long-term sustainability of the regulatory regime -- it is something that hasn't surfaced much in the conversation today, is the commercialization of the sector to begin with and what can we expect from that.  And it's been 12 years, and if someone were to listen to this conversation not knowing the history on this, I think they would be quite surprised that we're dealing with 77 commercial entities when we're talking about the distribution sector.

And it is not surprising, I think the legacy being that it has been -- it's still in public ownership primarily, and that is its roots, and that the customer focus is, I think, the -- not surprising at all.  And everybody is speaking to the monitoring of the outcomes, looking at performance, looking at how we're going to compare and all those things, from a perspective of trying to find best in class, but not necessarily relying on the fact that these are commercial entities that are seeking to enhance shareholder profits or shareholder interests in such a way that maybe we can rely on some of that.

And some of the things that I would like to suggest that people consider in looking at the next couple of days, that in these programs to be -- overall, is when we talk about the performance, should we always -- is it a default that we are always going to democratize the information that leads to better performance?

If we are going to have a sector that has always said -- and it does say -- we shouldn't be from a policy perspective doing consolidation, consolidation should be driven from a business perspective, then why would we always rely on the businesses to expose exactly what makes them better than their neighbour?  As opposed to dealing on outcomes, we have been focusing on inputs all of these years.

Can we lean towards more of a business model where someone has an outcome but doesn't necessarily share that outcome, how it got there?  If we are going to have consolidation on a business footing, I would like to understand from the sector how it would see the evolution to the next step in regulation, be done in such a fashion that allows a potential buyer to shop the market and say, You know what?  If I were to buy that particular entity, I can bring my processes to bear, and there is a margin there to improve on.


How would we get there?  Because I think that would be an alignment between what the customer interest is, what the business interest is, and I think that is what this is all about.  And we have often stated that, that it's an alignment.  It's not a competition between business interests and customer interests.  It's an alignment.  And I think that maybe a way to alignment is to rely on the business structure that we have adopted.

To do otherwise I think really brings into question the success of the commercialization to begin with.  If we go back and we understand that the commercialization of the sector was done for a -- with a totally different vision as to where we are now with load-serving entities at risk for load and what-have-you.  That was a totally different paradigm, and there was also a notion that we would have an LDC sector that may have two or three entities that would be purchased largely by investor-owned utilities, and that was the thinking back in 1998.  We are not there, but we are still commercial entities populating the sector.

So I would be very interested in people looking at all these processes of performance-monitoring, the consolidation of the sector, anything that is related to that from a business perspective, and how we align the business interests with the customer interests, because oftentimes I think part of the debate falls apart when we seem to be in competition for the customer betterment.

And there is a -- I think it is important to remember that the commercialization happened first.  The form of regulation was applied to that, not the reverse.  Ontario Hydro regulated publicly-owned entities that were not for profit.  The Bill 35 and that legislation that followed changed that.

It is an investor-owned model, and I think the regulation that was brought to bear was brought to bear for that reason, and I think we have to recognize that we have what we have, and what -- how do we rely on the business incentives or drivers in all of these processes that we are looking at improving.

Thank you.

MR. FRASER:  Yes.  Teresa?

MS. McCLENAGHAN:  Teresa McClenaghan, Low-Income Energy Network and Canadian Environmental Law Association.

Something that didn't come up very much today but is quite critical, in terms of the context of the rate regulatory framework, is energy poverty.

And we have talked somewhat today about affordability, but affordability is not one-size-fits-all, and affordability for people who are facing, either today or in the future, with increasing costs, energy poverty is a completely different beast.

And of course, the Board's jurisdiction to decide on just and reasonable rates, we know, includes taking account of energy-poverty issues.

So this is something that hasn't yet been addressed in the Board's regulatory framework.  We do have a context where the Board held an extremely good consultation on energy poverty a few years ago and has been moving ahead, and the broader sector, government and agencies, have been moving ahead on pieces of that with emergency funding with the low-income conservation programs and so on.

But they all fit together.  We definitely need the low-income conservation programs, and we need them the most in that sector to help mitigate affordability.

And I was concerned about the comment earlier that that wasn't an appropriate role for LDCs.  First of all, I think some LDCs do see that as an appropriate role, but secondly, the whole cost of the system is impacting low-income and vulnerable consumers far more than anybody else that -- any of the rest of us.  And these end up, as everybody knows, in some cases being heat or eat, medication or heat, shelter or heat kinds of decisions, homelessness decisions.

So I think it is quite important that we look at how we take account of that in a world of escalating costs, both on the rate side and on the commodity side -- or the distribution and the commodity side going forward.

We all know the costs are going nothing but up.  A lot of these consumers are not going to be in anything like that kind of a context, in terms of their incomes going up, no matter whether you are talking about people on fixed incomes because they're seniors or because they have disability incomes or because they're working poor, et cetera.

So the number of people in that situation will only go up, and so this is an extremely important issue for us to grapple with at a point where we are making big decisions about what this paradigm should look like.

MR. FRASER:  Thank you.

Further comments?  Rene?

MR. GATIEN:  So I am going to add to that discussion.

I think it is the approach, as opposed to saying we shouldn't be involved in it, it is the mandated regulatory approach, and I will give you an example in the Waterloo region.

The utilities in the area have been doing some work with social services, and I am going to ask you not to quote me exactly on it, but I want to say for the last ten years.

And we have been providing them a fund to work with folks that have problem paying their bills.  The gas company has been doing the same thing.  And we have helped a lot of folks through the social services to make sure that there isn't somebody who can't afford their energy.  And it has been both electricity and gas.

The issue I have is when it becomes a mandated, regulated item, which has happened just recently.  The same folks that were doing the work for us the last few years almost backed out of doing it, because the amount of -- and here is this terrible word -- burden that was put on them and administrative effort for them to do things became untenable.  We had to work very hard with them to keep them involved in the program to help the very people that they were intended to help.

So I don't disagree that I think socially responsible companies like utilities should be doing something.  It is the manner in which it is done is maybe the thing that I will take some exception to.

If we can do it in a manner that truly helps those folks and make it a cost-effective manner, I really want to be behind it.

The other issue that has come out of it now -- and I will find some more research on it -- there is a number of folks that the social-services people have said are now getting some funds that they would not normally have approved, because they don't believe they need it, but they're getting it under the new program and the way it has been mandated.

So I would like us to consider that whole thing that, yes, I think there should be something on the part of energy companies, both gas and electric, to do something with this, but we may have to look at the way we do it.

MR. FRASER:  Any further questions?  Any further comments on the questions that we have put out?

There being none, I think this is a good time to wrap up today.  Thanks for coming.  We start at 9:30 tomorrow morning.  We will see you then.

--- Whereupon the conference adjourned 4:37 p.m.
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