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Preliminary Matters by Mr. Fraser


MR. FRASER:  I know we are a minute or two early, but since everyone seems to be settling in, why don't we get started, then?

Good morning, everyone.  Welcome to the second day of the stakeholder conference on a renewed regulatory framework for electricity.  My name is Peter Fraser, managing director of regulatory policy here at the OEB.

This morning's session is a focus on planning.  A number of the papers dealt with the planning issue.  We had yesterday, I think, a couple of the presentations, quite a number of good points made about planning.  I am sure that as part of the discussion today, some of those points that were made yesterday will come up again.

In preparation for this session, the Staff put together some questions for us to help guide that discussion, and these questions are displayed up here.  I will just read them out to you.

The first question was:  How do we optimize planning across the sector to ensure that investment decisions achieve the level of reliability and supply security that consumers demand and are paying for?

Second, how might coordinated regional planning between utilities promote efficient, cost-effective development of infrastructure and enhanced regulatory predictability, while maintaining the reliability and system integrity?

And, thirdly, how can integrated planning be used to drive prioritization and optimization of capital investments?

Fourth, how can the Board satisfy itself that multi-year investment plans are appropriate?

Fifth, and this was one of the issues again very briefly yesterday:  How do we deal with smart grid investments and how they should be treated?

Finally, what empirical and qualitative tools and methods might be used to inform those planning processes, the applications to the Board and/or the Board's review of those applications?

With that, this morning we have four presenters to present on different aspects of planning.  To my immediate right is Mike Lyle, who is the general counsel and vice president of regulatory affairs at the Ontario Power Authority; Susan Frank, vice president and chief regulatory officer of regulatory affairs, Hydro One Networks; Rene Gatien, president and CEO of Waterloo North Hydro; and Brennain Lloyd, coordinator for Northwatch.

As yesterday, each of the presenters has 15 minutes for their presentation.  We will start with Mike Lyle.  Mike, over to you.
PLANNING PANEL

Presentation by Michael Lyle, Ontario Power Authority

MR. LYLE:  Thank you, Peter, and good morning.

I am unused to talking in this room from this angle, so it might take me a little while to settle in, but I also want to mention I have with me Bob Chow, who is our director of transmission integration at the Ontario Power Authority.

The focus of the OPA's presentation today is with respect to the process for regional planning that the OPA has been evolving over the last several years in cooperation with other entities.

And my presentation today is consistent with the paper that described the regional planning process from the OPA's perspective that was posted on the OEB website in February.

The OPA has been carrying out regional planning in one form or another since the inception of the organization in 2005.  In fact, the first major initiative that the OPA undertook was regional planning with respect to northern York region.

Out of that planning study, came an OEB order which required Hydro One and some of the local utilities in that area to make wires investments, and also that study ultimately led to the procurement of a gas plant in northern York region.

At this time, regional plans are carried out on an informal basis, on a voluntary and cooperative basis, between the OPA, the transmitter and the LDCs.

The OPA believes that it brings value to the regional planning process not only because of its expertise in planning, but also because it is not an asset owner and it does not have an economic interest in the outcome of the planning process, and, in addition, it is able to consider a broad range of alternative solutions, including conservation, generation transmission and distribution.

When a regional planning process kicks off, a study team is set up, which includes representatives of the Ontario Power Authority, the affected LDCs, the relevant transmitter or transmitters, the IESO and any other entity that might be appropriate under the particular circumstances of that study.

A terms of reference is developed at the beginning of the process that lays out the roles and responsibilities of each of the study team members, the objectives of the study, and the scope and the key assumptions that underlie the study.  The terms of reference also lay out a schedule for completing the study.

Once the draft study is completed through the work of the study team, the draft is then put out for stakeholdering in the communities affected.

As you know, the Ontario Power Authority is a long-term power system planner, and so we plan from the perspective of a 20-year planning horizon.  Within that 20-year horizon, the OPA is focussed on three time-line tranches.  The first tranche is the near term, which takes us out the first five years.  The second tranche is the medium term in the five- to ten-year time frame, and, finally, in the longer term we are looking at the time frame over ten years.

The OPA believes that a 20-year planning horizon is also appropriate when undertaking regional planning processes.

When we are looking at the time frame out to the next five years, if solutions are required to be implemented during that time frame, then immediate decisions are required and an associated implementation plan has to be developed as part of the regional planning study.

When we're considering the medium term, we're looking at emerging needs and assessing whether any preliminary work needs to be undertaken in order to maintain future flexibility and future options.

Finally, in the longer term, we are looking to ensure that a range of options remain available, and, in some cases, that would, for instance, require the securing of new rights of way.  And I know that Susan to my right is going to talk about that in a bit more detail in her presentation.

The Board Staff discussion paper addresses how we are to define regions that will be the region for the purpose of the planning study.  It is the OPA's view that flexibility is the appropriate course; that we need to look at the individual electrical needs on a case-by-case basis and assess what the appropriate region should be, given those circumstances.

That means that in some cases you will have a regional planning study that incorporates only a portion of a municipality or a portion of the service area of a particular LDC. And in fact, the other portion of the municipality or portion of the LDC service area could be part of another regional planning study.

Once the regional planning study has been developed and stakeholdered, the OPA expects that the study would be filed with the OEB and posted on the websites of each of the study team members.

It is our expectation, then, that these planning studies would form the basis for future applications before the Ontario Energy Board.  They could be leave-to-construct applications, where they would be part of the evidence in support of that application.  They could also be in support of rate applications that lay out capital plans, or that seek recovery for certain development work.

The OPA does not intend to become involved, by any means, in all wires planning issues.  The OPA recognizes that transmitters and distributors have ongoing activities related to the connection of load and generation, and the OPA's view, in general, the OPA does not need to become involved in those exercises.

However, the OPA believes that it is appropriate for the relevant transmitter or distributor to provide information to the OPA so that we can ensure that there are no upstream concerns or upstream potential, more optimal solutions.

The OPA sees itself as becoming more deeply involved and undertaking a regional planning study when planning issues are more complex, when regional solutions or potential issues exist, or when there are a number of potential options for solving the planning issue that are available.

The OPA envisages that a regional planning study could be initiated at the instance of the Ontario Power Authority, or at the request of an LDC or a transmitter to the Ontario Power Authority.

While the OPA's province-wide planning activities provide a broader system context, which is helpful when undertaking regional planning, the OPA is of the view that that regional planning process can operate separately and proceed separately from any province-wide planning activities.

We don't intend to speak in any detail to the proposed approaches to cost allocation, other than to say the OPA agrees with the concerns that the status quo raises barriers to the implementation of optimal planning solutions, and that we are encouraged by the fact that the Board is moving to address those concerns and moving to approaches which will reduce those barriers.

So in summary, then, the OPA supports a move to formalizing the approach which it is proposing for regional planning.

The OPA recommends that regional planning be carried out using a long-term, 20-year planning horizon perspective.

The OPA believes there is value to transmitters and distributors providing information to the OPA on their connection activities and planning activities.

We believe that the best approach in determining what is the region that should be the subject of a regional planning study is to give predominance to the electrical needs that have been identified, and provide for flexibility on a case-by-case basis to define the appropriate region.

And finally, we believe that regional planning can be carried out separately from province-wide planning activities.

So that is my presentation.

MR. FRASER:  Well, thanks, Mike.

Next we have Susan Frank from Hydro One.
Presentation by Susan Frank, Hydro One Networks


MS. FRANK:  You are going to find that the OPA and Hydro One have worked quite closely in terms of regional planning.  We worked closely on regional plans to date, and we have also had discussions about what part of the issue of regional planning should be dealt with by the OPA and what part would be more appropriate for Hydro One -- with my transmitter hat on -- for us to talk about.

So quite naturally, Hydro One is supportive of the definition of regional planning that we have heard from Mike.  We agree that there are areas where it is quite appropriate that a regional plan gets developed because of the complexity and the many parties involved, and then there are areas where, indeed, it is just the transmitter and the distributor who can come to some solution about that particular area and that particular need.

So what's the focus of my presentation?  It goes beyond the coordination and it goes to two issues, really, one of cost responsibility or the issue of who pays, and the issue of planning horizons.

So that is the two that I am going to cover.

So we need to recall, first of all, that there is a planning exercise that has determined what is technically right for the system.  This is before we decide who pays for what.

What's the system technical engineering best solution?  Is it, indeed, that CDM is going to work in the area?  Is there some generation that might solve it?  Is there a local distribution solution that is the optimum solution?  Or is it transmission?

And if it is transmission, that is where the problem becomes difficult.

The cost responsibility for transmission has often been the barrier to coming up with the solution.  Really not surprising that that will be a barrier, because it is a large cost item.  A transmission line is expensive to build, it is lumpy in nature, and that typically is where things stall.

And we have had that happen in regional plans.

I think Rene will talk a little bit more about that.

So first of all, why does it happen?  Why does transmission become the barrier?

And I think it is primarily because we are finding that the transmission system in some regions is either currently overloaded or is about to be overloaded.  So it is not adequate to serve the needs of any expansion that is necessary in the area.

And the rules as they stand today require the triggering party to be the party who pays.  And that goes back to our basic user-pay principle, the principle:  The party who benefits should be the party who pays.

The problem is when you are dealing with a really large investment, that that becomes very onerous for the party who must pay.

And a lot of it is just geography, what has happened over time, back in the old Ontario Hydro days when one area might have been given a lot of investment and another area left for a later time.  We find that some areas can accommodate the expansion.  The LDCs are fine.  Any growth in the area is accommodated, and others, they're not.

So if you happen to be in area that is not accommodated, you pay.

So how do we move ahead?  And this is the point where we're looking for some creative options as to how we somehow smooth or manage large, lumpy investments.

So naturally we have an idea.  I am certain that Board Staff^ has other ideas, but you want to put more ideas on the table.  And, in the end, you maybe choose from a group of them, or what is right in the right circumstance.

Our idea, our idea about who pays actually tries to look at:  How do we pool assets?  So right now, network assets are typically pooled.  That is not a problem.

The issue is those connection assets and who pays for the connection assets.  The concept here is, if the OPA has been involved and they came up with a plan that came up with the right technical solution, and then there was kind of the basic requirements from the transmission system to meet that basic solution, that should be pooled.

Now, if it turns out that the LDC or the people in the community would like to have something different, say they would like to have an underground system, because not everybody thinks towers are beautiful - you have to work in the business to think it is beautiful - so they want them underground.  We call that a premium service.  They pay for the increment.

If they like those steel poles, you know, the straight poles, rather than the lattice works, that they think once again they prefer to have that in their community, the OPA is seeing no technical reason why it is necessary.  They pay the increment.

I have a long list of premium suggestions here, but the basic concept is what you need to meet the requirements from a technical, electrical-system basis that the OPA has defined, that's basic service.  That's pooled.

So why do we think we have to pool that?  Well, one of the first things that we end up thinking is the LDCs are in a situation that is different from many others.  They have an obligation to serve.  They can't say, Well, you know, it would cost a lot of money to connect you.  We're just not going to connect you.  Wait until we have a big enough bundle, and then you can come locate in our community.

They have to connect.  They can't actually say, Go connect somewhere else, go to our neighbour.  They can do it; we can't.

So because of that, they're in a unique situation.

The other thing that happens with LDCs is typically the number of customers that have to bear the price is a small number of customers.  So if you're going to build a transmission line in, there is a few people who have to pay for this rather expensive transmission line.

We've had several times when we've got to -- the solution is a transmission solution.  The LDCs have looked at what that is going to do to the rates for their customers, and they said, Our customers can't afford it.  Let's try again.

So we circle back.  We try another planning alternative.  We look at other options.  We come to that -- maybe a different transmission solution.  Maybe it is a line from a different place to another place, but still it is expensive, and then we go back again.

So it drives many, many iterations, because the we can't afford it means that we don't do what is technically correct.

With the OPA -- I think you have already heard this from Mike.  He talks about the benefit of the OPA being involved in this, and that is their objectivity.  They don't have a vested interest.  It doesn't matter what solution is the right solution.  They come up with the technically sound solution.

If it turns out it is transmission, then our notion is it should be pooled.

Let's leave that, and I'm certain there will be a few questions on that later, and let's go on to the other area that certainly is a challenge.

Mike talked about the longer term planning horizon.  And long-term planning - we're talking about things that are like 20 years out - is a particular challenge, because it is hard for us to think about what it is out there, and the level of certainty is less than people would normally like in order to incur costs.

However, if you need a corridor or you anticipate you are going to need a corridor, it is far more effective to start on that at a very early stage, and if you can find somebody to work with on that, even better.

What we've done in the past -- and you look at the 407 and you see that there is -- that's an excellent corridor.  You have a combination of highway and the utility infrastructure, as well.  That is ideal.  You jointly share the cost of establishing the corridor.  You jointly share the cost of getting the EA approvals and to deal with all of the communities.

The communities hear about it so far in advance that they're far more inclined to say, Yes, we are going to have to put that somewhere.  Where is best for us?

And, actually, I am going to flip to my next picture, because this kind of -- this is like the Highway 400 and the 7.  You will see in the black and white picture -- actually, if it was a colour picture, it would be all green.  There are no buildings.

Back when we first thought about we need to have some transmission lines in this area, we need to have stations in the area, it was just greenfield.  So you had a lot of farmers who were interested, but it was far different than if you were trying to build it after it is all developed.

If you build it in residential communities, if you build it, like, near a school, it is very, very difficult.

Does it go back?  Yes.

So what do we do?  Do we wait and pay for it at the end and get a lot of opposition, or do we start today?

We certainly know the MTO starts today.  The MTO is actually looking at two propositions right now.  They have an east-west that is north of the city from Caledonia to Milton.  That is one area where they believe they're going to need to have another highway.

There is another one that is parallel to Winston Churchill, and this is between Halton and Peel.  And, once again, we're going to need another highway.  Not surprisingly, we think we will also need new transmission in that area, as well.

Would it not be a good idea for us to work jointly with the MTO and look at the EA together, deal with the communities together, do public consultation, find the route that is ideal for both and make effective joint use?

We believe that is a good idea, but to do that you have to have to start now, and, if we start now, there is costs to be incurred.  There is cost to participate in public consultation.  There is cost to do an EA.

And once you determine what corridor works, there is costs to get options to be able to purchase what you need in the future or acquire easements.  What do you do with all of those costs?  Can you actually recognize those costs today and say there is future value?

And we believe that that is what we need to do.  We need to be able to recognize there is a benefit in making some investments today, and those should be assets that the transmitter can recognize in their rate base today.

My last slide which we're going to try to get to -- okay, we got it.

All I wanted to do here was start to think of, How difficult could this be?  What do you need to do?  Are there codes that you need to change?  Are there other things that you need to change?  In reality, if you look at the Transmission System Code in section 6.3, there are several aspects of section 6.3 that would have to change in order to allow the pooling that I first talked about for those basic service-type connections.  You would have to change several sections of 6.3.

The connection agreements would have to change.  We would likely have to do a better job than I have done of defining premium, basic.  My notion is basic is very simple.  If the OPA has said that is what you need to build, that is what you need to build.  Good enough.  That is basic.

I think it will be different in each circumstance.  That's why I'm not suggesting that we try to define, like we would with a residential connection, how many poles you get, because each circumstance is very unique.

Mike has indicated each regional plan needs to have a terms of reference that is specific to it.  So if there is a transmission solution, I don't believe they will be uniform, that we can define how many -- you know, how many kilometres of what, how many types of poles.  I think it will be different.

There are times we can only build underground; there is no other option.  So that is basic in my mind, if there is no other option.

So I think we would have to look at what is premium, what is basic, and do a better job at defining how and when that gets dealt with.

But when I did this look, I thought this is doable.  We can get there.  We can have regional plans that we can actually get implemented, but I think the pooling has to be dealt with and we have to look to the longer term.

Thank you.

MR. FRASER:  Okay.  Thank you very much, Susan.

Next, Rene Gatien, Waterloo North Hydro.
Presentation by Rene W. Gatien, Waterloo North Hydro Inc.


MR. GATIEN:  Good morning.  I am going to be like Mike.  I am not used to being at this end of the room, let alone in this room, so I will get settled in here shortly.

So I want to thank the OEB for having the consultation, and thank you for inviting me to be on this panel this morning.  Hopefully I can add to the conversation we should have about all of this.

I am going to give you a quick overview of -- I am going to do the same as you.  There we go.

I will give you a quick overview of who we are as a utility so you get a little bit of a sense about us.

I want to talk about a couple of steps prior to regional planning, what feeds into it, which is what an LDC might do in doing their planning for capital expenditures, and give you an idea of some of the regional planning that has been going on in our area - and the acronym KWCG is for Kitchener, Waterloo, Cambridge and Guelph, because that is the group that has been involved for a number of years - talk about the cost allocation issues that Susan talked about, and then a quick summary of things.

Sometimes the slide works, sometimes it doesn't.  There we go.

So there we are.  That is our utility.  We look after the City of Waterloo and two townships, Woolwich Township and the Township of Wellesley.  We are about 672 square kilometres.  And as I said yesterday, we're a little bit bigger than the service area of Toronto Hydro, one-twelfth the customers, and we have a very thriving, very busy economy all the time.

We're having slide issues at this end of the table.

So talk about some of the typical things that would happen with an LDC for planning.

On an annual basis, what we would generally do is confirm or adjust our forecast of longer-term load studies.  We want to see how we're doing.  Are we on track?  What is new?  What are we accomplishing in CDM?  What effect have those things had on our projected forecast?

And then we look at all of the things that should go into it.  Where are we going to need capital for expansions, for relocations, for rebuilding this year's crop of aging assets?

So in determining expansion requirements, we put a whole bunch of things in together.  I know there is quite a list that was put up yesterday, and I guess we've taken that already to heart.  That is something we have done for years, whether it is something to do with new development, smart meters, smart grid, renewable generation.  Plus that is all expansion items, so it gets into one bucket, and I will ask you to keep that concept of bucket; I will come to it later.

Then we look at things that have to be done for relocations in that group, as well.

Relocation requirements, some years, can be minimal.  Relocations are generally things like road relocations.  Other years, they can be quite substantial.

We have a light rail transit that is going through our other area; depending on final design, we will have only a few poles to move, maybe as many as 30.  There is another concept being proposed; we may have to move 300 poles.

So those kinds of things come up year to year, depending on what the municipality or the region are doing.

We look at our asset management plan and depreciated assets to determine what things need to be rebuilt, based on a couple of different ways we look at them.

And then once we've done those things, then we look upstream and say:  Okay.  Where are we for upstream capability, starting with our own feeders and our own breakers?  In our case, we own our own transformer stations, and then we look at the transmission system and our supply capability coming in.

So all of those other things happen first, before we go to the upstream regional planning.

Give you an idea of what goes through for some of the sources we look at in long-term load forecast for us.

So this is something we did in a 10-year study, and it is not an exhaustive list but it's some of the sources that we would look at when we are considering load studies.

Again, we are going to take into effect things that are happening with changes in the economy, CDM plans, what kinds of things are happening.  And we'll redo these things on a cycle, depending on how much our actuals are deviating from the forecast.

Basically we want to look at our historical load growth - that is our starting point - and then project things out in trends of one, three, five and ten years.

We'll see what is happening with the local governments; in our case, we have three different municipalities.  We also have a regional municipality over top of all of that.

We meet with the builders and the developers to find out what they're doing, and we probably apply our own filter.  Most LDCs will appreciate that if you talk to the developers, there's probably this much in the community going to get built, but we know in actuality there is probably about this much.

So we take those things and filter them down through a lot of empirical evidence or a lot of working with it, and then we look at what is going on in the community, what things are happening with the economy, what is happening with different sectors of our customer classes, and what adjustments we should make for that.

Now, I talked about replacing aging infrastructure, and the key for me is that we're an old utility.  Some of them are not as old as us.  And for most utilities, whatever doesn't get replaced this year gets one year older, so you have to look at it and make sure that your assets are in good shape.

So we do a combination of analysis of age, as well as conditions assessment, to determine what things should be replaced and what shouldn't.

To give folks an idea of our age, we're replacing assets that were installed when Diefenbaker and Pearson were prime minister.  I said yesterday, and I did check, it is quite true there is even some assets that were put in the air when Louis St. Laurent was prime minister.

So we have some old stuff sitting there.

The one thing that does happen is it is more expensive to build it today than what it was built at at the time that it was built.  There are newer standards that we have to build to and different prices.  And it is also more expensive to rebuild something, because now we have to keep circuits alive, we have to put poles up in the air, we have to work around underground conductors that are live, and keep our customers in-service until that last moment when we cut them over.

And when we do cut them over, it is generally not on regular time.  Our customers would like it in the wee hours of the morning or on a weekend.

All of that is more expensive.

The other thing that happens is -- I am going to ask you to think back to the '60s and what was happening then.  There was a population boom, there was an economy boom, new subdivisions.  So we are replacing more assets this year than what we were last year, and next year we will have more assets to replace again, because we were installing quite an amount of things at that time.  So there is more stuff getting older each year as we go along, for the next few years.

So all of that feeds into what we use for our budget and planning horizons.

One two to years out, we have some fair amount of detail in design and cost prepared for our budgets.  Five-year planning is something we do for capital in lesser detail and we do it in buckets, and I'm going to show you a slide in a minute where I'll show you how we use these buckets.

And the load forecasting is done at a lesser detail, the more we go out.  It is really projections getting us out ten years, and we use that more for planning of upstream capability.

One of the things that, you know, was asked about is how do we handle these multi-year plans.  And for us with our own board of directors, one of the things that we do is some flexibility to move projects between years and between buckets.

And the reason we do that is we have a limited amount of resources for design and for construction, so what we're trying to do is maximize the use of those resources and make sure that they're all fully used in every year.

And it does a couple of things.  It makes sure that we don't have to ramp up with too many resources in any one year.  It smooths things out a little bit.  And it makes sure that we don't get into a year where all of a sudden we have a huge demand on capital because projects were shifted.

So some years we also have additional requirements, and I will show you that in the next slide, as well.

Things will come along where we have to either rebuild or add a new transformer station, add a new building, some mandated programs from the province that come along.

So in these multi-year plans or in however you do it, we're going to have to think of a mechanism to handle these things above normal capital requirement levels.

So let me show you my buckets.  And no, this isn't my bucket list.  This is how we use buckets.

So the orange - and I'm going to hope the colours are coming out the same way - the orange that you see there is our regular plant replacement.  Those are the things that we've determined this year have come to end-of-life, or they're getting near enough to end-of-life and their condition of them make them suspect for lasting another year without failure.

And that is the key.  We have to get to something before it fails, because when it does fail and it comes down, a pole will generally take more than just itself with it.  It will take other poles with it.  It usually makes a big mess, and it always happens either in the middle of the night or in really bad weather.  So again, to replace that under those conditions is a lot more expensive than doing it on a planned basis.

The green that you see there is for system expansion, and that, as I said, covers everything.  That is for new development, new programs, relocations, all of those kinds of things.

The blue band that you see there is fleet and equipment.  So that will be replacing large bucket trucks, digger trucks, small pickups, computers, all of those kinds of things, things that are in a different timeframe for depreciation and planning.

And then I have given you an example of what happens when a transformer station comes along, the yellow that I show there.  We'll have some costs in the first year as we're starting to develop lands and get things going; the second and third years as we're starting to get equipment in, and pay the vendors for starting to build the transformer station.

Some of the things you will see is, you know, there's some fluctuations that go along there.  I used some typical numbers to show you what does happen.

So for instance, on the plant replacement when I am doing rebuilds, there will be variations, depending on am I in a congested municipal or urban area, where I have got to deal with lots of traffic, multiple circuits on poles and tough set-ups for our crews, versus if I am out in the rural area I can build the same amount of line for a lot less money because I've got a nice road to set up on, I have got very little traffic, substantially different congestion, and a lot easier to convert them over.

The green has a similar thing.  Depending on what we're building that year, what is going on with the developers, that will fluctuate up and down, as well.

So let me talk about regional planning.  Regional planning is something that has been happening, there is no doubt about it.  We have been at it for a long time.  We have been doing planning in this region for 20 years in the area that I talked about, for the Kitchener, Waterloo, Cambridge and Guelph region.

I am going to talk about probably some of the most recent studies that have included Guelph and Hydro One Distribution, as well.

But you can see that some of the earliest things we did were in 1989.  There were studies initiated in 2002 that generated reports in 2003.  2005, OPA was into the mix.

A lot of commonality in the reports as we went through things.  Transformer capacities were an issue.  Line capacity was an issue.  Voltage issues were identified.

There was near-term solutions of every make, shape and description; talked about all kinds of mid-term solutions, but then we get to cost allocation.

So regional planning is happening, but I have to tell you action from it is not, and the frustration just continues with the utilities and some of the customers in the area.

IPSP was filed in 2007.  It was shelved in 2008.  We got into the Green Energy and Economy Act.  Downturn in the economy came along.  CDM plans came along.

So all of the things that we were expecting to do were put on hold in one way, shape or another.

June 2010, let's do another study.

One of the things that was constant throughout, we kept saying to the OPA and to Hydro One things are coming back, all indications were - we kept building new things, we kept adding new connections – and the load was going to come back, and it did.

For our utility, we have had a 13 percent growth in peak demand over the last three years, and we've got to make sure that we're ready for those things, because we can't say to a customer, I'm sorry, you have to shut things down today, because we don't have enough capacity for you.  But in some cases, that may be where we're headed.

The thing we always stumble on is cost allocation.  I am going to run through quickly some examples here of some of the areas.

So we have an adequacy supply -- a study on adequacy of supply in Guelph.  We're part of the places to grow area, and there is a number of things the province wants us to do in expanding things.  And one of the issues is, if we stall transmission system growth in this area, we're stalling those plans.

We have had everything, talked about many options, gas peaking plants, generation of one make, shape or another, transmission rebuild.

But we've been planning for so long -- actually, we have been planning for so long, I think some of the original people on these studies have either moved on or retired.  Some of the things that we've been doing that were available as an option a few years ago are no longer viable, because it will take too long to get them in place.

And we've been planning so long trying to do this optimization that some of the options that were available are no longer there.

I will give you an example.  We had an overhead corridor available for a section that comes from Townline Road over to Preston TS, a little over five kilometres.  Years ago we said, Go and buy that right of way.  We pleaded with Hydro One to go buy that right of way.  They wanted to buy that right of way.  The rules really don't make it easily done.

That corridor is no longer there, so we have a little over five kilometres of underground 230 kV that has to be built now. Substantially, substantially more expensive than if we could have bought a right of way and kept it there until we were ready to build that overhead tower line.  And, yeah, the lattice work would look really nice.  I am okay with that.

[Laughter]

MR. GATIEN:  Peter, I hope I get extra time for these slide things that aren't working.

MR. FRASER:  Are you okay?

MR. GATIEN:  Yes.  There we go.

So the piece with Cambridge, as I talked about, they had all kinds of things from many of the reports that called the area supply-constrained, and through all of that and through all of the studies, we have very few actions to show for the results.

Now, in one of the things that we do have an issue with in the area - and I am pleased to see it has been looked at by the Staff reports - 115 kV was, and in my opinion still is, a transmission system.

In many areas, of the province - and this was one of them when we first started - the 115 kV system was a loop system.  That is the way transmission lines are built.  As there became too much load in some parts of this area, the 115 kV was converted to 230.

Now the remaining pieces that were left behind all of a sudden became connection assets and the responsibility of the LDC to upgrade them.  I have no idea how this thing is a transmission system one day, and then the next day, oh, I'm sorry, it is your responsibility to upgrade this thing.  It is no longer transmission.  But that is, in effect, what happened.

So I think we've got to make sure and look at these things and determine, was it or should it be part of a loop system?  If it is part of something that should be a network asset, then it should be treated that way.

So now we come to who pays, and this is really a spot where we always stall, as Susan said.  I have written things in my words here under some comments that have been made under looking at the Transmission System Code, but from what I can understand, and looking at some of the comments from the Board, where planning involves joint studies between Hydro One and one or more distributors to meet different timing and supply needs, such as load growth, that would be viewed as customer driven and a capital contribution would be required.


So I have a hard time, if you're going to ask us to do all of this regional planning, and the end result is, oh, by the way, regardless of what is going on, because it is regional planning and you are determining that this is something that is through natural evolution of load growth, you are going to have to pay.

As Susan said, the capital contributions for transmission would far outweigh any of our regular capital programs.  We wouldn't be able to afford it.  Our customers wouldn't be able to afford it.

So if we look at these things and say, you know, we're trying to do something with postage stamp rates, to me that implies it should be a pooled cost and a pooled responsibility.  If the planning is that way, I think the rates should be handled that way, also.

So let me summarize some of the comments that I've got here.

Regional planning is normally for effective transmission and TS planning.  That is really what it accomplishes.  Every now and then, when you have embedded transmitters and host distributors, it does help with the distribution system, but generally regional planning is for effective transmission and transformer station planning. Rarely is it used for distribution planning.

We do support the multi-year capital plans.  We think that is something that should be looked at.  And from our perspective, LDC planning to meet local growth and demand is something that most utilities should or could be able to do on a five-year plan.

Once you get into longer term load forecast, ten years is something that a number of utilities can and should be able to do, but there is certainly less detail.

And 20 years I think are helpful for planning, but there's certainly not going to be something 20 years out you can say, Well, you deviated off of this number by 10 percent, so what happened?

Regional planning does occur in the province, and I have no problem that it is formalized, but we need action from it.  It shouldn't be just, well, it is another way to delay things and plan some more.

The big thing is getting this cost allocation resolved.  We've got to start at a high level and determine what we're going to do with cost allocation.  Once that is sorted out, then it makes the regional planning thing a whole lot easier.

I really support Hydro One on this.  We have got to find a way for Hydro One to buy right of way for the future and get the spaces reserved and get compensated for the costs.

There is an area in Waterloo where there is a 115 kV line that goes through there.  It would have been great to convert to 230.  You can't now.  If you tried to do that, the homes on either side are built so close that the voltage level and the clearances required wouldn't allow you to build there.

And we're running out of the same room down in Kitchener, where there are some areas where we should be bringing transmission system in and we are running out of room, because the areas are being filled in with subdivisions.

If we worked with the municipal planners and found a way for Hydro One to get compensated for buying that right of way ahead of time, then I think we could reserve those spaces.

There we go.  So we need immediate decisions and implementation on some of these studies, not further studies.

I really support the comments that have been made about certain line connection assets should be re-examined.  I am going to be very strong and say they should have remained part of the network pool originally.  I am not sure how that got switched over.

And if we're talking postage stamp rates, there has to be pooled cost and responsibilities.  And it is not just in southern Ontario.  There are spots in northern Ontario where I have been where they do need transmission lines.  They can't afford to build them on their own for what is up there.  It has to be a pooled asset that we look after in the whole province.

So thank you for listening, and those are my comments.

MR. FRASER:  Well, thank you, Rene.  Now we have Brennain Lloyd from Northwatch.
Presentation by Brennain Lloyd, Northwatch

MS. LLOYD:  Thank you, Peter, and thank you all.  I am going to be speaking from a northern Ontario perspective, from northeastern Ontario, but also from a public interest perspective.

Northwatch is a regional coalition of environmental and social justice, social development groups in northeastern Ontario, and we were founded in 1988 to provide a representative regional voice.  We emerged from two regional networks, and we saw a number of large governmental processes, at that time the class environmental assessment of timber management on Crown lands in Ontario, the longest-named and longest-running EA process in Ontario, and a federal review around nuclear waste burial.

About a year later, Ontario Hydro's demand supply plan, 25-year demand supply plan, was released, and we recognized that there was need for us to engage in electricity planning matters, in addition to other natural-resource and energy-related concerns that had initially catalyzed the emergence of that coalition out of two regional networks.

Our area of focus is northeastern Ontario.  That would be the six federal districts north of the French River.  If you picture the French River, north up to the James Bay coast, north shore of Lake Huron, east coast of Lake Superior.  So it is the districts of Nipissing, Temiskaming, Cochrane, Sudbury, Algoma and Manitoulin.

And we do work with some colleague organizations in the northwest on some issues, particularly around nuclear waste siting concerns and electricity matters, and we have received some input from some of our colleagues, but I am speaking here today on behalf of Northwatch.

I welcome the opportunity this morning to provide some brief comments in three areas, to share our perspective on electricity planning priorities and objectives in a general way, to identify what we see as a couple of fundamental challenges in this process, and provide some very initial feedback on the Staff paper on regional planning.

Northwatch's perspective on electricity planning is that planning should be done on a regional basis.  We have as a core principle that electricity planning should be done on a regional basis, with the objective of achieving a regional balance of demand and supply.

We're not absolute about that, we are not isolationist, we don't say that each region should be an island, but we are quite, I would say, firm and steadfast in that being our objective.

To achieve that, we would have to see regional-specific load forecasts as a basis for any provincial planning, to the degree that provincial planning can be of any benefit.  With region-based forecasts rolled up to the province, we have seen in the past provincial planning exercises where we have had provincial forecasts which were assigned down.  We consider that to be very problematic.

Planning should be done on an integrated or holistic basis, with plans incorporating, at a minimum, elements of load forecast, demand management, conservation and efficiency, achieving that balance of demand and supply at a regional basis.  Supply options should be selected or approved on the basis of environmental least impacts and overall sustainability, and including community benefits.

Elements of an effective planning process would be assessment of need, identification of alternatives in terms of how that need is met, achieving that, looking at mixes that could achieve that demand and supply balance.  It should be place-based, and it should be inclusive of the various interests and reflective of the various values in the area.

So that would mean including not just the transmitters and the distributors, but the residents, other land users, certainly First Nations indigenous communities.

We acknowledge that there is the potential for an integrated planning process to test the boundaries of electricity planning.  There may be a fairly thin veil or a fine line in some cases between load forecasting and industrial or economic forecasting or planning.  And from our perspective, the absence of any economic or an industrial strategy for northern Ontario has, in some instances in the past, made other resource management planning - and forest management planning is the one that comes to mind - a de facto economic planning process.

So we can appreciate any reluctance to have electricity planning go the same route.  But that can't negate the need for load forecasting, which is based on sound projections, or where various industries or related industry demand in northern Ontario is heading.

And it is not enough to just say the words "ring of fire" and then apply some new arrows to the map.

The mineral exploration and development activities in McFaulds Lake - which is colloquially referred to as the ring of fire - is a case in point of uncertainties, both in terms of resource development and certainly in terms of electricity demand and load forecasts.

We have identified a couple of fundamental challenges to this particular planning or review exercise.

The first is -- and it is articulated in the April 2011 letter that states that:

"The consultation is intended to focus on development of regional planning requirements that will apply in circumstances where a localized geographic issue can be resolved through a number of different transmission and/or distribution solutions."

Here comes the problem.

It is not intended to be a broad integrated planning exercise that addresses solutions such as conservation, distribution, generation, as possible alternatives to infrastructure.

So from the outset, it is not going to be an integrated planning process.

What's the alternative to an integrated planning process?  A disintegrated process, or a disintegrating process.  So we identify that as a key problem.

Secondly, overwhelmingly the focus is on southern Ontario.  In reviewing the Staff discussion paper on regional planning, there were only two references to northern Ontario.

The first was an acknowledgement that the planning zones identified in the map might not work for northern Ontario.

And the second was an acknowledgement by Board Staff, which we appreciate, that the discussion, in the discussion of cost allocations, the full pooling option could result in shifts of cost burdens from the fast-growing areas of southern Ontario to the slower-growing or the no-growing northern regions.

The references to land use planning in the paper, I think, really, for us illustrated that difference in planning approaches.  And it was in reading the section where there were numerous references to land use planning that it occurred to me to go back and look for those references to northern Ontario and find there were very few.

Even the language; in northern Ontario, in our day-to-day work, when we talk about land use planning, we're talking about Crown land use planning.  And when we talk about planning in cities, we talk about it as municipal planning, or official planning process.

And so I had to go back and reread the paper, recognizing that when the paper talked about land use planning, it wasn't talking about land use planning, it was talking about land use planning.

So I suppose those are more challenges.

Some initial feedback on the ^Staff paper, and these are very initial comments, and these remarks will be a synthesis of Northwatch's own analysis and the results of preliminary review by our technical expert, Bill Marcus from JBS Energy.

And I believe Bill is watching on-line, so I will say that any errors are mine, and any tough questions will go to Bill.

So initially some general comments.

The Board is focussed on least-cost planning of transmission and distribution projects to meet load growth and resource growth, and we think that is a good principle and we support it, in part, because it removes incentives to not cooperate or to undertake sub-optimal projects.

We also agree with Staff that load forecasts should have some level of supporting land use documentation, although we would suggest that there needs to be a more frequent provision of forecast than once every four years, and we would suggest a slightly longer forecast horizon and a more frequent reporting horizon.  So something along the lines of forecasts being provided every three years for an eight-year period, understanding that the six to eight period will be less crisp than the closer planning horizons.  Something along that line, where you have a rolling planning horizon.

And those are the numbers we've landed on for now, and may shift in reading and hearing from others.

Staff proposals need to be strengthened, so that overall regional planning process will incorporate energy efficiency and demand response, and one option that we didn't see identified and were considering providing more detailed comments on is voltage control and considerations related to the development of a voltage control regulation in Ontario.

And we will, I expect, come back to that in our more detailed comments.

The Board Staff have set out a rationale explaining why industrial customers should be treated differently than distributors.  And we agree with that, and we would add to that rationale the paper suggested that if there are changes in rules for distributors, industrial customers would remain under the same -- under the current rules.  And we support that distinction, and we would add to the Staff's rationale that for some of the direct industrial loads, particularly resource-oriented loads in the north such as mines or mineral processing, these are more risky than typical distribution loads, and that risk arises from two sources.

First, there may be an inability to bring the project on-line in the predicted timeframe.

Second, there are uncertainties about the length of time that that customer's mine or facility will operate, and I think Xstrata's quite abrupt closing of the Kidd metallurgical site in Timmins is one example.

There are uncertainties not just on when the load will come in, but when it will go out.  And this could lead to some broader plans of industrial planning, but I know they have to wait for another room and another day.

The Alberta Utilities Commission has adopted some mechanisms to ensure costs don't get stranded, and I think we will be providing some comments on that in the paper, but things like requiring entities to post costs or post financial assurances, and that financed amounts are only paid back when projects are up and running.

In terms of the user pay principle, we support the principle, but have a couple of exceptions to that.  One is with respect to bringing on renewable energy projects, and the increasing cost connections resulting from renewables we think should be pooled rather than being charged to individual distributors.

The second exception would be if there was an export scenario.  If we fail, we don't have demand supply balance, we have projects being developed for the purpose of export, then there must be some mechanism to ensure that the end user pays.

We can't have local ratepayers paying for a system that allows electrons to ride the autobahn out of the region.  And, you know, we recall a map showing all of the arrows going south.

In conclusion, the OEB should require increased regional planning.  They should require forecast data on a regular basis and a rollover basis, and energy efficiency and demand response options should -- to defer connection costs should be implemented.

We have appreciated the really good work done by Board Staff in developing the papers and in shepherding the process, and the thoughtful comments of the other intervenors, and we have really appreciated the engagement of Board members in the stakeholder conference and will be continuing in our review and comment process and preparing our submissions for April 20th, and then standing by for any next steps.

So thank you all for your attention.  Thank you, Peter.

MR. FRASER:  Thank you, Brennain.  Questions.
Panel Q&A


MS. LECLAIR:  I am not sure who the question is directed to, but just in the context of looking for the optimal solutions and the low-cost solutions, and I think it will be a two-part question, but maybe the first part of the question is what I heard was that there is some planning done; there is looking at what the best solution is; and then the clock runs and the clock runs and the clock runs, and that opportunity is lost.

I guess, Rene, that was your comment in terms of one of the solutions.

Can you -- I am not sure, Susan, if it is you or if it is OPA or if it is Rene, so whoever thinks they are the one that is tagged with this question, can you expand a little bit in terms of what is the -- well, I guess a two-fold question.

What is the barrier in terms of moving from planning to execution?  Why is that not happening?  And talk about that a little bit more, and I will give you the other part of my question in a minute.

MS. FRANK:  We are such a team up here that I get to start and Rene comes later.

MS. LECLAIR:  At least all of the heads didn't go.

MS. FRANK:  There you go.  I think we can come to the solution as a team.  All of the parties are working very well together to figure out what the optimum solution is.

The problem is when transmission and a line pops out, and right away you know you build lines in increments that are pretty large and, if it is a long enough line, pretty costly.

And now we have to look at who is going to pay for it.  And that is the barrier:  Who is going to pay for it?  Right now it says the party who gets -- who has raised the issue.  The party who said I need it in my area, they need to pay.  And they don't have enough customers to pay for it.

So if we could solve that one, because on a whole province-wide transmission system, everybody pays a bit more; everybody, and you can afford it.  But the rules today don't allow everybody to pay a bit more.

It says, Rene, you asked for this; you're paying for it.

MS. LECLAIR:  Let me ask you a follow-up question.  I think, Susan, it was in your comments about pooling in terms of the transmission.

So if the solution is transmission, the cost allocation construct is the problem.  When you talk about pooling, are you talking about pooling provincial wide or on a regional basis?

MS. FRANK:  It would be provincial wide, because it doesn't help a lot if it is on a regional basis.  The regions that are normally -- like, in the case we have with Rene, it is the Waterloo, Kitchener, Guelph, Cambridge.  That area by itself cannot pay for the transmission that they need.  They just don't have enough people in that area.

So when we talk about pooling, we are talking about all of Ontario.  It is part of the connection pool.  Everybody in Ontario would support it.  And I appreciate that the thing that normally happens when you say that, people say, Well, my people and my neighbourhood are not getting the benefit.  Why should we support the people who are getting the benefit?

My feeling is your day will come.  You likely had a day in the past and you will have a day in the future.  So it is part of -- I believe the system we have today is really very much a pooled system to start with, you know.  Like, we don't really have individual rates for individual people who get the specific benefit.  There is a lot of pooling that goes on.

MS. LECLAIR:  In fact, the only local rates are local distribution rates.

MS. FRANK:  Yes.

MR. GATIEN:  I will pick up on that, then.  So I agree with Susan.  The issue generally comes down to once we get into a transmission solution.  Usually the planning we do at the utility level is to find out who is doing what and how can we help each other, because we're all growing.  And our issue has been to try and support the proposition that it should be pooled, because one of us is going to be that next one that will take that last piece available on that line and need a piece.

The other thing that we've done is Kitchener and Waterloo have been in transformer stations for a number of years, and for a couple of reasons.  It helps us control our own destiny a little bit, and it helps us have something that -- we have assets that we have to pay for that can go into our rate base.

If we have to buy breaker positions from another TS, we have to pay for them, but we really don't have a way of putting those into our rate base easily, cleanly and getting some return on them.  You're paying for something for which, A, you don't have any control over the destiny of it, because somebody else is going to build it, and then, B, it is tough getting something in return on it.

Guelph and Cambridge have both built their own stations now.  Their original stations were and still are Hydro One-owned.  The most recent one, Guelph needed supply down in the south end and they found that the pricing for them to build it and look after it in their size, because it is built more to their size than what Hydro One would build for their standard size, was more cost-effective and allowed them to have some control over it.

Their issue now is, though, they have this thing built and they have limited supply coming out of it, and they have more customers coming along that they're hoping to get a transmission solution in place in time to bring those customers on.

But as a utility, they couldn't afford to pay for it.

MS. LECLAIR:  My next question is that yesterday we talked a lot about -- or some of the delegation spoke a lot about integrated resource planning, and Northwatch is talking a little bit about that, as well, in terms of looking at DSM, conservation solutions.

Susan, in your opening remarks you said, we ultimately get together.  The OPA looks at it.  We look at whether conservation is the solution, an LDC solution, et cetera, et cetera, and when we ultimately end up that transmission is the solution -- and then you went on.

I guess my question relates to:  How are all of the opportunities to service a particular requirement looked at?  How do all of those best ideas, whether it is a conservation solution, whether it is a local generation solution, whether it is an LDC construct, a transmitter, how do they get on the table?

Does OPA bring them to the table?  Is the expectation that the utilities bring them to the table?  Is there a voice for the community at the front end of that process to help determine what is the right solution?

MR. LYLE:  I think Bob Chow can probably best address that question, because Bob actually works at these tables and talks to these issues.

MS. LECLAIR:  Sorry, Bob.

MR. CHOW:  Hello.  Thank you for the question.

I think what you described is somewhat the way it happens.  The most -- all studies start off with defining the need.  You don't worry about solutions until you have a need.

Now, the need currently, the way we have been doing need is, one, you need a load forecast, but load forecast by itself is not sufficient nowadays.

What you have with it is the conservation program, and as well as some of the distributed generation.  What changed from a few years ago, a lot of this has now become mandated programs.

A lot of it we have in the OPA program, which -- such as the FIT program, where there are quite a lot of updates on the distribution system that affect the balance of load in the area.

So it is more of interest to us right now, a starting point is:  What is the forecast for the net demand for the area?

So in a way, it is capturing some of the basic assumptions that one makes for the conservation program and also for the update -- some of the distributed generation program, as a starting point in the forecast of net demand for an area.

Now, of course that will add to it some uncertainty, because you are forecasting something that is going to happen in the future beyond just the demand itself, but also some of the conservation efforts and also some of the program results for the distributed generation.

So in one way, that is captured in there as a starting point.

Now, if you have a net demand after that which the existing system cannot serve, then you start looking at the integration of both system in terms of direction, which could be informed by IPSP, long-term energy plan program that is in effect right now, and see if there is an opportunity to have that as an option, as a solution for the local area.

So in a number of areas, such as northern York Region, the generation option isn't an option, but in many cases generation, large generation, cannot by itself be an option for an area.  It is just too expensive.  There has to be a system need for it.

So if there is a system need and the location can be optimized in this constrained area, then it is one of those solutions we look at in the overall fashion.  It could be more cost-effective.  But take into account that the system needs the generation.

Now, in terms of other options such as CDM, definitely we will look at that, but again, the starting point is we do have a mandated program, a provincial target, which then gets -- you could say -- proportioned into the area, and also an LDC program that we currently are working on.

Now, where we go beyond that, we will take a look at the area.  There may be special cases where there are some customers you could target.  You could have additional achievement of conservation that way.

So that brings in, as I said, one of the options.  So then, of course, the distribution and transmission options.

I want to make a distinction between an option or set of options versus a plan.

Options are a building block which solves a particular aspect of the need.  Some of the areas have multiple needs.  You could have capacity need, you could have security need in terms of restoration, ability to restore from an alternative supply, such as Cambridge.

So there are many options that may only solve capacity need.  It may not solve, for example, restoration and security needs.

So a plan at the end will take a look at all of the various needs, look at what option is best for that, some option of -- can't provide both.  Then at the end, it is going to be the exercise of putting all of the options together into a set of -- a number of alternatives, do the various evaluations both in the technical sense, economic sense.

And our proposal is take that, eliminate a preliminary set of alternative plans, and have the stakeholder seek consultation from the community, First Nations and Metis groups, that are affected, then have, essentially, then, at the end, enough information to form a broader evaluation of what is a preferred option.

I think a lot of the issues right now is they're all options that are needed in the near term, so you have to make decisions.  A lot of it is you have got to have the information at hand and make a decision on it.

I think Susan and Rene are talking about there are different kinds of issues, where you are now looking at not necessarily an immediate solution, but immediate action to preserve a solution.

Those are something new we have not been doing.

I think there is a lot of strong support to start looking at the mid-term and long term, and have actions to start maintaining those kind of options for the long term.

So anyway, the planning process is quite involved, quite complex, but there is a logic to the madness.

But again, it has never run smoothly.  I wish, Rene, we could have planned three years ago and everything is in-service now.  Unfortunately, there was a recession in between.

And so there are things that, as we plan, I mean, it would take years to plan and things will change.  So plans should be flexible enough and robust enough to allow the changing conditions.

MS. LECLAIR:  Thanks.

Rene, one last question.  The five-year planning horizon for a utility, fairly common; and you know, now need is easy.  The mid-term generally, nobody is looking at.  OPA is over there, and you are looking at immediate needs and the mid-term gets -– how certain -- so if you go back and look at your five-year, so yeah, there is -- a lot of the programs are lumpy, there is ups and downs and all of the rest of it.  So in any given year, you may not deliver the program that you set out to deliver.  You may not spend.  You may overspend.  You may underspend.

Have you done the retrospective in the five-year window?  So you set out your five-year plan and assume –- and I don't know what your budgets are -- but assume you were going to spends $15 million a year and that would add up over the years to $75 million program.

When you look back historically, how good have you been in terms of the planning?  Are you generally within -– and I am not particularly concerned about the specific projects, but are you generally within the envelope on a longer-term horizon than if you would be on any given one year?

MR. GATIEN:  So my regulatory person is shaking right now, because she wants me to make sure I have data in front of me.

MS. LECLAIR:  I won't hold you to it.

MR. GATIEN:  I think in looking at things, I am going to tell you we have some board members that ask us the very same questions and scrutinize us over year over year.

So we do have an envelope of over and under, and it's not just the spending, but a percentage of program completion.  So they want to make sure that we get certain things done.

I think our worst year was probably about a 92 percent under, as far as how far under, but, you know, we're in that range, plus or minus five to 10 percent.

And generally over a two- to three-year period, we will either, you know, we will round it out that we're really probably in the same range of where we expected to be.

But it is on both ones that we get looked at.  Did we get the work done we said we were going to do?  And did it come in at the amount of dollars that we said we were going to do?

So we could certainly do that as a challenge, to go back and have a good look at it, but I know we are not widely out of the range, unless -- we had one development that was substantially delayed because of OMB hearings, and what we ended up doing is we knew it was coming in the next year and there was going to be lots of work all at the same time once the developers opened this piece up.

So again, that was a large shift of dollars, but over the two-year to three-year period that that thing developed, we were back on track with all of the programs done, all of the things up to date, and within the same budget dollars.

MS. LECLAIR:  You don't have to go back and check numbers.

It was my observation at Hydro Ottawa, as well, that we used to challenge the numbers every year, and I had a chief operating officer who continuously then gave me the five-year envelope and we were always pretty bang-on, because you could deal with the lumpiness better in a four- or five-year window than you could in any year.

So I just wanted to check what your --


MR. GATIEN:  We have a similar tug.  The finance people always want to push back on the engineers and the engineers always want to prove them wrong.

So this goes back and forth every year.

MS. LECLAIR:  Kind of like the planning/engineering thing.  The planners want to plan and the engineers want to execute, and somewhere there is the middle ground.

Thanks.

MR. FRASER:  Karen and then Paul.

MS. TAYLOR:  So I have a number of questions.  Karen Taylor, Board member.  I am trying to decide which one I am going to ask.

The first one is for Susan, and it relates to the -- you mentioned several times there is a rule that prevents you from acquiring rights-of-way in a pre-emptive manner.

Can you just specify whether that is a rule or is it a practice or policy of the Board, or someone else?  Does it relate to the fact that the government, I believe, retained ownership of Hydro One's rights-of-way back with the privatization on and off again, so there was some change around that?

Can you just tell me is that an actual rule that is somewhere, or is it a practice or is it a guideline or used and useful?  Or what is the problem?

MS. FRANK:  You hit it when you got to the "used and useful."

The problem is that -- it is not any ownership by the province, because we're talking about a new corridor, a new right-of-way^.  So you would have to establish that, indeed, that right-of-way would pass -- first of all, you would check with the community and start the EA, and once you have determined that yes, this has potential, then you would try to establish the option to purchase, or the easements.

And when you -- that takes a lot of money to do all of that effort.

MS. TAYLOR:  Okay.

MS. FRANK:  Right now, that would sit in your construction work in progress and it would sit there for possibly 20 years, waiting for you to actually build the line and get it completed.

And until it is used and useful, 20 years later, you've got the money out there waiting.  And that is a long time for a utility to gamble that that one is going to be needed.

MS. TAYLOR:  Okay.  My second question relates to something both that you, Susan and Rene, and perhaps even Mike, referred to, was the transformer being -- lumpiness.

My first thought was that there was -- Rene referred to three specific regions, but he also mentioned Hydro One Distribution, which immediately created the issue for me of whether or not we have actually defined the region properly in the area and whether the cost responsibility, as Mike had suggested earlier, transcends the municipal boundary and includes other assets, but is not so broad as to include the entire province.

So the question I guess is two parts.  Have we defined the region properly, and is it possible, then, to get into a regional cost allocation that is not provincial, if we structure the - if we identify the proper region that benefits from a set of assets?

MS. FRANK:  I think you have got two questions.  Maybe we will let Bob start in terms of the electrical nature of a region and how you define the boundaries, and then in terms of the costing, I think it can come back.

MR. CHOW:  I guess, Karen, I just want to clarify what you said, because are you talking about transmission line or transformer station?

MS. TAYLOR:  Well, I think there is an issue that we might have different regions for the purposes of transmission, and you may also have a region for the purpose of transformation from transmission to distribution.

So the question is:  Are these regions the same or are they different?  How would we approach them from a planning perspective?  And then if a region were to cut a municipality -- a distributor's service area in half, how would we look to allocate or create a reasonable cost allocation framework that comes out of that, where clearly it's -- Mike referred to it in his presentation, and it seemed to me to be an odd way or may be difficult to put cost allocation for half of a distributor's customers.

MR. CHOW:  My belief, Karen, is the transformer station is not really an issue, and Rene could support, and Susan.  It is really the transmission line.

The transformer station can be sized reasonably close to the growth of the utility's need.  Transmission line unfortunately comes only in very limited size.  In fact, you may only have one size.  You may not have a choice between voltages.

That is the case, you build a 230 kV transmission line, you get 400 megawatts typically, and most utilities do not need 400 megawatts from day 1.

So it is a difficulty because of the large lump that you have to invest in that you cannot use for a long time.

So in terms of whether the area is wide enough to absorb the cost of the transmission line, I guess it all depends on the study area.  I am just taking the KWCG area.

It is electricity defined.  Just the nature of that network is that the transmission line that runs through this area is serving four utilities, plus Hydro One Distribution.  And it is just -- that is what it is.

And to define it in any other way, and, essentially, is for other purpose, you are lumping in a different group of customers and utilities.

MS. TAYLOR:  So that would then come back into something else that Rene said, where he said he prefers to own assets outright as opposed to having a contribution into what I will call a pooled asset for the region.

So if that is a preference choice that a utility makes, my question then comes back down to the appropriateness of the incremental cost in rate base.

So if the solution should occur, in a regional format, where a Hydro One Distribution customer should have been lumped in and included with the three municipally-owned utilities, to me that is the regional solution.

If a distributor prefers to own assets outright because they have other criteria - meaning control and so on - and do not wish to rely on a third party, then that may create additional costs and cost allocation issues.

I am trying to grapple with these other preferences, but within the regional planning context.

MS. FRASER:  I think, Karen, one of the things when we started, we said you look at the technical solution first.  What is the right thing to build?  And that takes out the, who wants to own it?  Let's figure out, what do you need to build?

And when we did that, transformation is something that is affordable, but, you know, if they need to have the transformation, the party can afford it.

So transformation is not what we're concerned about.  It is the lines, the transmission lines, not the transformation.

So in terms of who wants to own it, my feeling is it transformation that is at risk here in terms of who might want to feel it is better for them, and there is a size issue.

So Hydro One Transmission would make an offer.  The LDC would say, for transformation, Well, we don't like that offer.  We can build our own.

And the LDC would come to the OEB and say, We think we can be more cost-effective.  Let it be in their rates.  And it is over to the OEB to decide who is going to build the transformation.

That is where the question is about who specifically, but those transmission lines, you're not going to find an LDC who says they can put in a transmission line.  This is a transmission line issue, not a transformation issue.

MS. TAYLOR:  My last question related to something that, again, Rene mentioned about pole moving and how it contributes to uncertainty in planning.

My question is -- you know, so you are getting light rail transit, and whatever they propose creates a situation where you could move 30 poles or 300 poles.

My question is:  Does the utility interact with whoever your light rail transit is to minimize the number of poles, and why is that a customer responsibility to move if it is being created by a third party who wants to put light rail transit down the city streets.

It is a very specific issue.  It does come back to cost allocation and planning, but the question is:  Who pays?  Maybe you can talk about the coordination that goes on with these other third parties in a manner to minimize the disruption to the system and the costs that energy ratepayers have to bear, because their decision making will be different if they have to pay.

MR. GATIEN:  I am going to finish answering the question on the region, and then I am going to come back to this one, if you don't mind.

The item on the region and -- the difficulty is, in a number of areas, folks look at it strictly by the geographical region of the distributor, and that's it.

In our area, we looked at it differently and said, go to the furthest fingers of the distribution lines at whatever voltage level and determine where they come back.

And that is what we did to determine our region.  That is what Bob meant by electrically it is defined.

So we worked our way back from the bottom end of the distribution through the rural distribution stations, municipal stations, transformer stations, and then said, Here is the area that gets tied in.

So that is how we did our planning, and it was actually very different for the folks from Hydro One Distribution, because we asked them to come to us, as part of a group, to make sure that we included everybody in that region, electrically, to work on things.

So here they were on one side of the table helping us trying to cajole and work, at that time, Ontario Hydro Transmission, to do something for transmission in the area.

But that is essentially what you need to do is forget the boundaries.  Look at it electrically.

As Susan said, when all is said and done, you come back to the point where it is a transmission solution.  The transmission solution should be a pooled item, because transmission is generally not just for an area.  It supplies that area, but at any given different time it supplies through that area, and I will give you an example.

End of February, the 230 kV lines in our area had one line down for work being done on the 500, and a bad storm went through and took the other one out.  We were down.  So three of our four stations were down.  We lost 70 percent of our customers.

And the other transmission systems in the other areas that fed some of our neighbouring distributors, we tapped their systems as much as we could and stretched feeders as far as we could to get as many customers back on quickly.

But on any given day, those distribution or transmission systems are shifted around and feeding different ways.  So it truly is provincial systems.

One of the issues we forget - and I think Brennain touched on it, and so did John Cyr - we're missing opportunities in northeastern and northwestern Ontario where we're building some lines out to certain mine sites.

And in some cases, I agree with Brennain that the risk of that mine site is you are not really sure you should invest in it as a province.  It should be that industrial person that is -- the company that is going to look after it.  But some of those locations are partway towards some of the aboriginal^ villages that need to get off the diesel fuel.  So there's an example of we should be looking at integration across the whole concept.  


And under a pooled arrangement, and then you would be charging some of that cost to the mine site, but some of the cost to a pooled asset that is going to be used to feed some of those villages along the way.

Very similar in northeastern Ontario.

So the pooled asset concept for transmission lines really should work right across the province, because, as Susan said, one day you are helping.  One day you are getting the benefit.  And I think that system has always been built for the benefit of everybody.

On the coordination item, that is something that is in regulations.  We build our stuff on municipal right of ways, and one of the issues is we don't pay for being on a municipal right of way, but if we have to relocate things, there is a prescriptive formula as to how much costs we can recover from the municipality or the province if we have to relocate things.

And it is 50 percent of labour and labour-saving devices, and that is it.

In certain cases, we will try and argue that.  We have been successful on it, because there are certain circumstances.  We generally plan our coordination and we have utility coordinating committee meetings with the different parties that are involved with all of the utilities, with the municipalities, with the region.  And we look at, when we're siting stuff, is this something that we'd say yes, it's going to stay there for a while?

If we are moving stuff for a development, we will charge the developer.  If we are moving stuff for road relocation, then unfortunately, by the prescriptive rules, we can only recover a certain percentage from that third party.

We do our best to make sure that whoever is forcing us to move will pay their share and make sure that our customers don't have to pay for it, but some of the legislation doesn't allow us to do anything further.

MR. FRASER:  Paul Sommerville.

MR. SOMMERVILLE:  Just a question, I suppose, primarily for you, Susan.

First of all, I would like to thank the panel for excellent presentations.

The section 6.3.6 of the Transmission System Code, which is the section that imposes the obligation for capital contribution, contains an exemption which I think really makes this planning process extremely compelling.  And the exemption is that the capital contribution is not required if the enhancement is otherwise planned.

And my question, I guess - and I am not asking you to answer it completely now, or at all if you don't want to - but with respect to your presentation, your written materials following, why isn't the unless otherwise planned exemption an adequate safeguard for ambush?

I mean, I think what you are addressing, to some extent -- and I know there have been instances of this, where LDCs have been ambushed by transmission solutions that they simply can't afford, or dwarf in some respects their resources.  But to the extent that those enhancements have been the subject of a planning process, it would seem to me that a clear reading of that portion of the Transmission System Code ought to operate to exempt the requirement for a - and for very good reasons - ought to exempt the -- whether it is a load customer or LDC, whoever it happens to be, from the obligation for a capital contribution.

MS. FRANK:  I think, Paul, that the 6.3.6 has been a challenge to us in terms of how to read it and how to interpret it.

And maybe we are too literal; maybe that is the problem.

Because when we read planned by the transmitter, we say that means we have to do it on our own.  The transmitter must do this plan.  And maybe we could talk with the OPA, but we cannot go out and have the conversations with the distributors, because if the distributors approach us, it is no longer planned by the transmitter.

So right away, the moment that we are approached -- and I know -- to me it makes logical sense that you want to talk to all of the parties, but when I read these words, the words to me say:  It is a transmitter's plan.  Okay?  So that's where maybe we're too literal.

The other thing that happens is now when you talk about a plan and you say -- what makes it a plan?  Does it have to be approved?  Does it have to come as part of a rate application?

Obviously, you couldn't wait until you do a leave-to-construct application, because at that point in time everybody would have to know:  Can they afford it?  How are they going to pay?  So that is too late to know:  Is this part of the plan?

So we are thinking the plan needs to be, I will call it, approved.

So I am going to suggest that is part of a rate application, and then I start to worry about how often do you bring rate applications and what effort does it take to get these plans approved at a rate application.

So I would like to move over to the notion of we've got the OPA dealing with these things if they're a complex plan, with many -- a large electrical region, then that is the regional plan that the OPA has.

But often when the OPA does this today, they say,  well, the distributor is going to have to pay for it because they were the trigger.  And this section doesn't let the distributor off as part of the planning process.

So I think the section, maybe it is a lack of clarity.

MR. SOMMERVILLE:  Well, let me say that I think there are Board decisions on this subject that probably help, to some extent, where the Board has actually said that the planning process would be one that is reasonably inclusive of the parties that need to be engaged in a plan.

So again, I don't think we need to discuss it particularly now, but I think that it may be - with all due respect - it may be that you are reading that section more literally than circumstances require.

MS. FRANK:  Yes, I think that is possible, Paul.  I still wonder about how flexible -- I don't know where the plan comes forward.  I think it is in a rate application.  I think that's -- because you could have it several years ahead.

But now that we're into environments where we don't do rate applications every year, then I think you once again have a problem.

MR. SOMMERVILLE:  See, I don't think it is a question of an approval of a plan within a rate application or anything of that nature.

I think what it is is a reflection of other revenue, which is where capital contributions would -- I guess in some instances that is where they would show up.

So it is a question as to whether there is -- whether there has been a capital contribution with respect to a given capital project, and if there hasn't been, what is the explanation for that.

If the explanation is:  Well, that was the subject matter of a planning process that we entered into with the region and OPA and so on, then I would think that that has - without prejudging anything - that has a fairly good chance of success.

MS. FRANK:  Yes, and if we were there, I think we would all be happy.

MR. SOMMERVILE:  Yes.

MR. THOMPSON:  Can I just ask a question to follow up on that?

MS. FRANK:  Sorry.  Ken Quesnelle first, please.

MR. QUESNELLE:  Ken Quesnelle here.

The one thing that -- and this is just as a continuance of Paul's comments just now, and one of the things that has been raised earlier, as well.

Obviously, a principle that we hold very high is the user-pay principle and the underpinning rationale for user-pay is that it sets up economic siting decisions for future development.

If it is in the public interest that, as an economy, we do it efficiently, pricing signals for location makes sense.  I think what we are responding to in a lot of these cases where it is simply unaffordable is that we are not recognizing the historical build-out of systems that didn't use that same principle, and the legacy was that we were going to electrify the province of Ontario, and that was the driving policy for economic development.

And we have changed gears with the commercialization of the sector, and now we are having to react to that.  And it is a real problem, obviously, and I think it has been well articulated this morning.

But what I would like to understand is:  How do we carry on with an economic decision-making that recognizes all the services required for economic development, that being the large-ticket items like for environmental reasons, water, sewage treatment, all of those other municipal-type services?

Because in the Staff paper, those were identified as, I would put it, as a rationale and supporting documentation that would say:  Yes, this system is going to grow, and therefore that is for identification of need.

But it doesn't get us -- I don't think it does, and here is my -- I will get to my question in a minute -- it doesn't get us to a full economic rationale and ensuring that we are at least-cost, the economic development on a full-system basis, all services that are required.

We could lead to it – I will just for illustrative purposes suggest a hypothetical in the extreme, that we have a provincial grant, a federal grant to fund infrastructure for water and sewage into a community that is relatively inexpensive; a million dollars will get you twice the size community that you want.

But nobody knows that we have just socialized a $10 million electrical expansion, because if one goes first without connecting the two and there isn't an iterative process that when the provincial plans are put together, based on all of the official plans of the communities, and they're in line with the provincial objectives, when we layer on after the fact the socialization of electricity, we could end up with very poor economic choices and improper siting, because the whole cost hasn't been identified.

I am not suggesting that we need to at this point kind of reject any of that evolution towards that, but what I would like to understand is:  On the official planning now -- or not the official planning, but the electrical planning that goes on a provincial-wide basis and even a region, how do we intend to inform for future economic development what the electrical costs are at the same time?  Can that inform, or are there tools to inform the provincial plans?  When all of the official plans are put together by municipalities and brought to official provincial level planning, how do we inform that process that, Here's the overlay of the electrical costs, so that we have true economic -- because if you are socializing in two areas at the same time without communication, you could end up with poor siting decisions, ultimately, for the economy.

I guess to you, Mike, is there a connection now between OPA planning and the provincial planning?

MR. LYLE:  That's a really difficult question.  We do interact with other provincial entities, but I really don't think there is that level of precision that is given to the exercise.

I don't know if you want to add anything to that, Bob.

MR. CHOW:  Maybe not much more, but I think the issue here is that if there is an obligation to serve, and the municipality grow and you have to serve the increased demand, then what opportunity, I guess, is there to send signal to say, Go somewhere else?

I know what you are getting at.  If in fact there is a provincial policy to drive growth in a certain area, hopefully that kind of assessment, the assessment of, say, a certain area should grow, should take into account all of the factors, including cost of electricity services.

So I can't add any more than say we have an obligation to serve at this time, especially in terms of municipal growth.  In terms of industrial customers, of course there is a relevance to having cost signals to indicate the cost of serving those growth.

But I guess it is in the Staff paper a lot of the issues we're dealing with here is the fact that it is related to growth of community that really doesn't have an alternative to grow somewhere else.

I understand that there is a provincial policy that could drive growth in a certain area, but, in general, if a town, an area grows because of the industry that is there, it is a matter of serving their need.

MR. QUESNELLE:  And, Bob, I think you have dissected it quite well, that in one respect we are responding to growth that is not being informed by the potential costs of electricity, and that was my only concern is:  Can we -- or if we're thinking along those lines of socializing additional transmission assets and pooling more of those from the response and reaction to growth, is there a way - and it doesn't sound like there is currently a process - to inform the provincial-level planning as to what the electrical costs associated with that growth policy would be?

MR. GATIEN:  I think there is two parts to it, Ken.  One part is I agree we have to find a way to inform that process.

When the studies came out on our areas, the Places To Grow area, I read every page of that thing.  There is no mention of electricity in there.  There is roads.  There is water.  There is sewer.  There is all kinds of other things discussed in there, and electricity is not one of them.

And we certainly tried to inform the appropriate ministries it is something they should consider.  To this date, I don't think we have been able to get that message through.

The other side of it -- and we have debated this back and forth and I am not sure how a municipality -- how a hydro, a municipal hydro, takes on doing a transmission system.

So does that mean that I now own and operate that transmission system?  Because if I've got to pay for this asset to go in, I have to somehow recover that in my rates, because I can't just put out something that is worth four to five times what an annual capital program is over a two-year period, and then, by the way, I walk away from it.


So the implications are, if you are going to have local people pay for it, then do those local people own and operate that asset?  Well, that is just untenable.  You can't have somebody locally operate that transmission system.

Rate wise -- and I am the wrong person to throw this one in.  Somebody else has to help me, but rate wise, what does the impact of that transmission line then have on our rates?

If it drives our rates up substantially, then does that send our residential customers and our commercial customers to go live somewhere else?

So all that work that you did to get this thing in because projected growth was there, all of a sudden, your rates say, Oh, by the way, this is not the place to live.  It may have been the place to grow, but it is not the place to live.

So I am not sure how you do that.

MR. QUESNELLE:  I think what you identified, as I mentioned earlier, Rene, quite well, the whole panel has articulated the problem quite well.  All I'm suggesting, in finding the solution of socializing this, is there a way to connect other socialization -- policies connected to socializing through the tax base, which often is the case.  When there is a provincial policy to grow an area, there is a pooling of costs.  It is not all local pay.  There is a transfer of wealth there for those areas.

I am suggesting that if we run into the -- I have been identifying the problem that it can't happen locally.  What you could end up -- until we solve this problem or find a way to interpret 6.3.6 differently or whatever, what you could end up with is all of those assets that are going in being stranded, all those other types of service assets, in that they're not going to get the full capacity, because the electricity system has not been able to provide the parallel growth capacity.

So it was just a matter of joining the two together at an early stage in the discussion so we understand that if we're going to look at socializing, there is I think a nexus between socializing of costs for other services that also allow growth.

MR. GATIEN:  I think Susan alluded to it.  Our issue really is the system was built across the province on a basis that was a socialized basis.

So now if you try to change that midstream, I am going to try and change the engine on my airplane while I'm flying along, and I have to find a different way to change it now.  I am not sure how easily you can do it.

So I am not sure the solution -- I don't know if it is a parallel to highways, because in the Places To Grow, certain highways were going to be a provincial responsibility.  So, for instance, the local municipalities are not going to pay for the expansion that has gone on with the expressways.

So it gets taken to a certain point.  And I don't know the formula they have used, Ken.  I have no idea, but there is a dividing point where the province looked after 100 percent, then there was a point where they looked after some of it, and then a point where they looked after less of it.

It is similar with the light rail transit.  The province would like to see some of that happen to get cars off the road, and so would the feds, so there are some dollars put towards it, but the municipality has to put some in.

So I don't know the exact solution, but I would draw a parallel to something like that in terms of the expressways and the transmission lines to get to there locally.

MR. QUESNELLE:  Thanks.

MS. FRANK:  Ken, can I add one thing that I think you are dealing with, as well as the time frame.  I think you are suggesting we need to take a longer time frame approach, because if you want to be there upfront before we get, you know, Places To Grow, we have to be there many, many years before we're talking about making the investment.  And it takes work upfront to be ready.

You can't say, think about electricity, when you have nothing to say because you've done no looking.  You actually have to do a bit of -- so this takes early, early work for us.  That is the 20-year-out work.  If you had to say, How much of your time do you spend thinking 20 years out, and how much do you think dealing with the outage that has happened this morning and how much you deal with what you are building and trying to get in in the next year or two years or the approvals to get something within five years?  How much time is 20 years out?  I would say not enough.

MR. QUESNELLE:  I don't disagree with any of that, Susan.  My very narrow, narrow point was there is a Places To Grow document.  It has been a planning document, an economic development policy of the province, and I was just looking at, in this solution that we are anticipating or contemplating here, how we would tie the two together, at least form that process.

I am talking about even earlier than responsive implementation.  I am talking about informing the growth policy of the province through electrical costing projections.

MS. FRANK:  I am which with you, Ken, but I think it is that 20-years-out work.

MR. QUESNELLE:  Thank you.

MR. FRASER:  Questions?  Peter, just before you start, for any of you who are following my webcast, I understand there are some questions coming in via Live Meeting.  Unfortunately, we can't read those.  If you want to send a question in and are following online, please send it to the RRF e-mail address, rrf@ontarioenergyboard.ca.  Peter Thompson.

MR. THOMPSON:  Yes, Peter Thompson for CME.  I just want to follow up on what Ken and Paul Sommerville were discussing.

My question is:  My sense is that the language of the current code is the impediment here to this cost allocation issue; is that right, or is it broader than that?

MS. FRANK:  I am going to go back to the answer we gave Paul that says that maybe we're too cautious.  We're too restrictive in the language.  That may be the problem.

It may be that we hadn't appreciated that the Board said, as long as you have been talking with people and you can say we've talked and we have a plan, that you don't actually have to go anywhere with it.  It's good enough.  It can be pooled.

MR. THOMPSON:  Okay.

MS. FRANK:  I hadn't appreciated that.

MR. THOMPSON:  My question of you, Susan, is:  Is there a way -- I am looking for a process to resolve this relatively expeditiously, because if it is just changing the words of 6.3.6, my question is:  Is there some way that the words there would be more comforting to you, but still respect the principle that Ken has raised?  And if so, is it as simple as proposing an amendment and circulating it the way the Board deals with amendments to codes?  Does that get us over the cost-allocation issue?

MS. FRANK:  I would believe that that would be an excellent place for us to start and see how well that works, and like a lot of these things I am not convinced that you can come up with a final solution as we sit around the table or as we work over the next few months.

I think you start it, you transition to it.

I think getting the clarity on the code is the place to start, and let's see; that might be enough.

MR. LYLE:  Let me just add that I think part of the confusion with respect to the interpretation of 6.3.6 comes out of the Board's connection procedures decision, where it stated that:

"Where planning involves joint studies between Hydro One and one or more distributors to meet different timing and supply needs such as load growth, the Board views such plans as customer-driven, where a capital contribution would be required."

So I think some of the confusion around how we're going to interpret the 6.3.6 and what joint planning work is appropriate stems from that.

MR. THOMPSON:  I was just going to say we don't want to do another ten years of the dance, do we?

MS. FRANK:  No.  No.

MR. FRASER:  Sorry, Bill?

MR. HARPER:  Bill Harper, consultant for VECC, and my first question was for Mike Lyle.

Mike, early on in your presentation, you talked about how the OPA is currently doing informal regional studies.


MR. LYLE:  Mm-hmm.

MR. HARPER:  And towards the end of your presentation, you talked about you supported the formalization of those studies.

I was trying to ask:  Your support for the formalization, is there anything fundamentally going off-rails with the informal approach you are taking right now?  Or is it just the fact -- I am just wondering:  Is there a problem with what's going on now that sort of leads you to say you support the formalization approach?  Or is it just that formal means people are more likely to come to the table and talk to you?

MR. LYLE:  We have been working well with our study team partners, so generally I would say it is working, but going back to the point about let's drive some action, I think that would benefit from some recognition by the Board of the appropriateness of the regional planning process and the role of regional planning studies in informing Board decisions on facilities applications and capital plan matters.

MR. HARPER:  My second question to you has to do with on your slide 11, you were talking about OPA involvement in regional planning.

And all of the items you raised for involvement, you used the verb "initiates," like, the OPA initiates, and so I got the impression that the OPA involvement was at all times ones where the OPA was leading the study, if you were initiating the study.  I guess I was just wondering:  Is that always the case, that you are only involved in a regional planning study if you are the one that is leading the study, coordinating the study and initiating it?  Or are there other times where studies are led by sort of the local entities and that you may be providing more of a consultative role than an initiating role?

MR. LYLE:  I think generally we take the view that we work cooperatively and collaboratively with the study team partners.

And we fully expect that a consensus proposal will be arrived at through that process, through the process of stakeholdering.

However, we still, as the provincial planner, feel that ultimately we hold the pen, and if we are not able to reach a consensus, would still feel the need to express our own independent view as to what was the most optimal planning solution.

Now, that is, of course, not the end of the story, because in that unlikely circumstance, ultimately it is the Board itself that would decide what, if any, investment would ultimately be approved.

So I suppose theoretically one could envisage a circumstance where an LDC comes forward, or a transmitter with its preferred solution, which is different than the preferred solution of the OPA, and then that would be a matter for discussion in front of the Board.

MR. HARPER:  Just to follow up on that, Mike, could you envision a process whereby, you know, it is not initiated by you but you obviously, as you say, provide comments at the end, which maybe say yes, you agree, you participated in the process, you agree with the solution or maybe you don't agree with the solution, but you basically haven't had the accountability or the responsibility for initiating and leading the process?

MR. LYLE:  I think as we indicated in the deck, we envisage circumstances where a distributor or transmitter comes to us with information about their connection activities and we provide comment back on that.

But if we were actually to engage in a full-blown regional planning exercise, we would anticipate that, you know, we would be fully engaged in that and, you know, would ultimately want to come to our own independent view of that.

MR. HARPER:  That's fine.

Maybe if I could just indulge, I had one question, basically, for Susan and Rene, and the question has been sitting in my mind and there has been a lot of discussion around it.

It's this question, again, of the cost allocation, and I was struggling in my mind to try to understand whether the driver for the concern was - and both are legitimate – the driver for concern was ability to pay for the people whom the cost responsibility falls upon under the current rules, if we interpret them one way, versus is there a principle involved that's being applied incorrectly in terms of how we think about user-pay and cost responsibility.

If it is the latter, Rene yesterday talked about how the user-pay principle applies at the distribution level for capital contributions.

Is there a distinction there?  Like, is the principle in one case different than the principle in the other case?

So maybe if Susan and Rene want to respond to that, that would be great.

MS. FRANK:  I think it is the size of the investment that drives us here.

And there may be some aspect, as well, in terms of the nature and who is going to operate the asset, as well.

But at the end of the day, my feeling is LDCs have an obligation that they have to serve.  The transmission solution must be there.  And as long as you are building that basic transmission line, you are not building something that goes much further than it needs to go, that is somehow at a reliability level that is much higher than what the OPA thought was reasonable for the region, then I am struggling with why isn't it pooled.  It should be pooled.

MR. HARPER:  That would be on a principle basis?

MS. FRANK:  On a principle basis.

MR. HARPER:  That's fine.  I am trying to understand whether it was the cost implication or the principle implication was the driver behind it.  That's fine.

MS. FRANK:  Actually, there is both.  Because I think the principle justifies it, and the cost prevents it.

MR. HARPER:  Yes, okay.

MS. FRANK:  Right.

MR. FRASER:  Andrew?

MR. GATIEN:  Can I just finish giving Bill an answer on that one?

I think both principles apply, Bill.  As Susan said, when it comes down to a transformer station, there is an offer made, and if the utility is one that has been running stations and knows they can do it for a cheaper price, then it is more efficient and effective for them to do that.

In some cases -- and I've been at two utilities where we weren't into owning our own stations, and what we had to do then was pay for breaker positions in a Hydro One station.  In that case, the principle of an economic evaluation - I forget the names used on the Hydro One side - but an economic evaluation was done, and we had to pay a contribution towards those breakers.

So both principles apply.

Once we jumped above the transformer station, it has always been a transmission solution, as a transmission solution is a pooled-type thing.

MR. HARPER:  Thanks.

MR. GATIEN:  Sorry about that.

MR. FRASER:  Andrew?

MR. SASSO:  Andrew Sasso from EnWin.

My first question is fairly narrow, and Mike might be able to -- might have the history on this.  And it is whether 6.3.6 predates the OPA and whether the notion of planning from the transmitter engaging in the planning is a notion that predates the OPA, and whether, today, the OPA is performing that planning function.

I don't know if you know offhand, but I think it puts a very different colour on what the purpose of 6.3.6 is.

MR. LYLE:  My recollection is that it does, but I see Paul Sommerville is anxious to answer the question.

MR. SOMMERVILE:  I am agreeing with you.

MR. LYLE:  Yes.

MR. SASSO:  So that may be something worth thinking about, if there is any thought of potentially amending 6.3.6 or even looking at what the meaning of that planning activity is and who should be performing it and who does perform it today, at least for the purposes of this social balancing exercise.

Second comment I wanted to just offer, because we've been working with Bob and his team in Essex County on different ideas down there.

We've got a few customers who essentially bought their own transformer stations.  They have paid for large automotive customers who, over a decade ago, began the process and they've made the investments in transformer stations.

I think now the question is why they would pay for transformer stations to support the greenhouse industry in Leamington, in Kingsville and places like that, when Leamington and Kingsville and places like that didn't pay for those investments in the automotive industry.

And it obviously goes to an issue of a balancing, of a transfer of wealth.  And I guess I have some concerns about those issues being worked through at the OEB as opposed to being worked out by the government, in consultation with the OEB and with the planning authority, particularly the OPA, and having a mind towards whether it is Places To Grow or other initiatives.

The government certainly has no shortage of tools to engage in that transfer of wealth activity.  They use it often and constantly.  We have the remote and rural rate protection rate or -- I have probably misarranged the letters, but that is a transfer of wealth that currently takes place, and it is a government-established rate.  The government intervenes to change the commodity price in northern Ontario or elsewhere.  

So the government certainly has those tools, and I am just curious, from particularly the OPA perspective, but perhaps Hydro One as well, why there is this thought -- because I think there is a narrow issue and let me wrap it up this way.  There is a narrow issue, which is the operation of the Transmission System Code and ensuring accurate cost responsibility, but that is premised, I think, on a non-cross-subsidization principle that drives a lot of what happens in this building.

And when it comes to cross-subsidization or transfer of wealth, generally, I think, there is a sense that that should happen down at Queen's Park.

So we can deal with the narrow issue of making sure there is accurate cost responsibility, and those who drive the -- derive the benefit pay for the benefit.  And, in my example the automotive and other customers have paid for their benefit, and I think there is a question on how do you do that in communities where you don't have a single user.

I am envious of the experience in Kitchener, Waterloo, Guelph where they have this thing called "load growth".  We haven't seen that in our community in quite some time.

There are some other communities in this province - I can think of places in the north and elsewhere - where that's been the case, too, for some time.

So I appreciate the need for expansion.  I appreciate the need for social development, provincial economic development.  Just not sure that the place to do it is here.

And I would like to kind of separate that cost causality from the broader notion of transfer of wealth.  Should that be happening in a different forum?

MR. LYLE:  I can start on that one.  Well, I've been up here studiously trying to avoid getting dragged into the whole cost allocation discussion, and I've gone almost to the end without jumping in.

Obviously the government has tools, and it is going to assess economic development issues.  I think our concern generally has been that we haven't been -- what we have put in place as the status quo in an attempt to drive cost causality, has not, in fact, led to optimal planning solutions.  It has not led to economically efficient outcomes.

And so that is why, you know, we see value in this exercise today of moving away from the status quo.  And any time you move from the status quo, there is going to be people who were put in a situation under the old model that disadvantages them as compared to how they might be treated under the new model.  That is just the reality of transitioning to a new approach.

Obviously, if the government sees that as an unfairness, as you say, it has tools to step in and try to alleviate some of those circumstances.

MS. FRANK:  The one thing that I would like to add is you've brought in an industrial customer, rather than a distribution LDC, and I think that the Board will likely need to consider, when they look at changes, do they continue to treat industrial customers the way they're being treated today?

Industrial customers have more options.  They don't have to locate in an area where there are transmission constraints.  They can go elsewhere.

I don't think the LDCs have that option.

MR. SASSO:  If I can just -- and you can continue, but if I can correct what I said, the LDC owns the transformer stations in this case, and they're exclusively dedicated to serve industrial customers.

So, in fact, the relationship that Hydro One has is with the LDC.  The LDC bears all of the financial risk in terms of providing that service to its customers.

It just happens to be the case here that the needs -- we're directly serving, you know, an exclusive set of customers, so they are the exclusive payers, just to clarify.

MS. FRANK:  That is worth highlighting, because that adds another element to the Board's consideration, because will the -- if there is a direction that says we appreciate there needs to be a pooling.  Let's not worry about the transformation.  The costs aren't big enough for us to worry about.  Let's worry about those lines.  The transmission lines are the ones we have to worry about.

If the idea is lines, as long as they're at a basic service level, into LDCs are pooled, yet if it was a line that was a transmission line to an industrial customer, the industrial customer would pay, are we now sending a direction to industrial customers to locate yourself within distribution utilities and connect off of them, and you are going to get a free transmission line?  You are not going to have to pay?


The way I am thinking about it is, yes, they would get that benefit.  I think the big ones would still choose to connect to the transmission system and have that level of performance and reliability, rather than to be at a distribution level.

The borderline ones may well go to a distribution.  I'm not certain that the OEB needs to be concerned that we're going to drive a few industrial customers into LDCs rather than being directly connected to transmission, but the proposal would do that.  So you just need to be aware of it and think, Are you good with that or do you want to make some modifications?

MR. SASSO:  I will stop hogging the microphone, but just to wrap up that, you know, in the cases we're talking about, I think it is a helpful microcosm, because the LDC has actually paid the cost of the line, okay?

So in our case, the utility owns the transformer station, but we've entered into the connection cost agreement with Hydro One, so we've paid for the transmission line.

It is not that these transmission lines are not in issue.  They certainly are, but under I guess the original or the current regime, it seems to be one of cost causality, and relationship between benefit and payment.

And I guess there is just a lot of concern, I think, that a lot of utilities and a lot of customers would have about moving away from that as a result of tweaks to what I will call a regulator's code, as opposed to a government -- you know, an action by the government itself.

I think it is just a question of where is the right forum, and, if it is done here, do all of those factors get brought in, because economic development obviously is a much bigger conversation than even, you know, an economic regulator, who has only a narrow response, a narrower piece of that puzzle to deal with.


So, anyway, thank you.

MR. FRASER:  Paul Manning.

MR. MANNING:  Thank you.  Paul Manning of the Assembly of First Nations.  Firstly, thank you to the panel.

Am I on?  It is working.  Thank you to the panel for an excellent presentation, and the discussion afterwards has been very illuminating.

I had a couple of questions, which have partly been touched on, firstly for Michael.  I am still a little bit puzzled as to what the OPA's precise role and the status of the results of that role are in terms of provincial planning.

We are talking about regional planning, and yet the OPA is involved -- I heard you say that you have the -- you hold the pen in the final analysis, so it's kind of an OPA plan in that sense.

I have also heard that the pooling option means that everything is pooled back up to provincial level.  So I am still puzzled as to what the status of the regional planning is, in terms of the provincial plan and in terms of -- and what is the OPA's role.

So that is my first question.

And my second question, which is allied to that, is that I see that you referred in your presentation to one of the benefits of the OPA's involvement, being the -- you didn't quite say it this way, but the ability to facilitate engagement with First Nations and Metis.

And I just wanted to know how you saw consultation, I suppose, in its widest sense, aboriginal consultation, in terms of regional planning.

So that is my question to you, and I have a question for Susan and Gatien, as well. 

MR. LYLE:  Let me start with your second question. 

I think Bob alluded to this.  He talked about consultation with First Nation and Metis communities.  I am pretty sure, knowing Bob, that he was talking about consultation, small-c, as opposed to drawing any conclusions about whether or not the duty to consult was triggered.

As you know, the individual fact circumstances would determine whether or not the duty to consult would be triggered by a regional planning exercise, and we would look to the Crown to provide guidance with respect to that.

But whether or not the duty was triggered, the OPA sees it as important that aboriginal communities within the region that is part of the regional planning study be engaged in dialogue with respect to the proposals that are coming out of the study team. 

So moving to your first question, I think there is a bit of a dialogue between the two aspects, the provincial planning and the regional planning exercise. 

The provincial, any provincial planning documents obviously inform the context within which you would do regional planning.

And so currently there is -- the government has in place a long-term energy plan, which, as you know, outlines a variety of government policies with respect to electricity, the electricity sector.  And so we are clearly going to be informed by those policy statements that are enshrined within that energy plan as we do regional planning.

At the same time, as we learn things from the regional planning exercise, that can also, then, inform any work we're doing on a broader, province-wide basis.

Do you want to add anything to that, Bob? 

MR. CHOW:  Just one aspect.  The two plannings are somewhat different.  The regional planning, we believe, is better when it looks its own issues, its own timeline, where provincial planning may not be the forum where everything is considered together.

I think it is necessary to have a provincial-level plan to inform regional plan, but it is not necessary that you have to follow the same timeline or outcome of the provincial planning before you initiate or, in fact, conclude a regional plan.

MR. MANNING:  Thank you very much for that, and that is helpful and there is a to-and-fro.

I suppose what I really have at the back of my mind is if we ever see an IPSP -- and I appreciate you can't comment specifically on that -- but in terms of that being the encapsulation of provincial planning, I am still not entirely clear how a regional plan sits within or without that, and I don't know if you are placed at all to comment on that today. 

MR. LYLE:  I think if you recall, back in last May, I believe it was, when we consulted on the IPSP, we did address regional planning, and indicated that generally, in our view, that regional plans would not form part of the IPSP document itself, because we believe that regional planning processes can and should proceed on different timelines and can proceed outside of an IPSP process. 

MR. MANNING:  That is as clear as I could ask.  I did have a quick question for Susan and...

MR. FRASER:  Rene stepped out for a moment.

MR. MANNING:  Yes, so Susan.  It is simply this:  As I understand it, the discussion is that if there is a requirement that arises in the dialogue between you and an LDC, and it results in a transmission requirement or a transformation requirement, the LDC has the option to step in and do it at their own cost and recover it in the rate in the broadest terms, but so far as transmission is concerned, they would almost always - if not always - shy away from that because of the cost; is that correct? 

MS. FRANK:  We need to separate transformation from the line connection. 

MR. MANNING:  Yes.

MS. FRANK:  Transformation, indeed, the LDC may decide that there is a size here that will be sufficient for them, and they want to build it and own it themselves.

Transformation, the dollars are not a barrier for an LDC.

However, the transmission line is a barrier, and the LDC would not choose to own the transmission line. 

What we have done recently is we have done that test of the capital contribution for the transmission line, and that has stopped.  That's why they're not being built, because you look at how much you would have to pay and people go:  We can't do it.  We just can't do it.

So there are a few rare circumstances where there is a large enough load growth in the LDC that they can do it, or they are a really large LDC, like Toronto, where they can do it.

But it just isn't the solution for Ontario.

MR. MANNING:  Understanding that leads me on to a question that you -- and this is to finish up, but that you raised.

There is a secondary question of who owns, and we have just started off the east-west tie designation process, which I appreciate is focussed on a particular line for a particular purpose.

But in theory, any new transmission line might be made eligible for various parties to bid, if it were felt that some kind of competitive process -- I appreciate not everyone will like the idea, and I am not even sure I am proposing it.  I am just feeling it out, as to whether there is -- because this is sort of blue sky thinking, the renewed regulatory framework, why should that not be possible and open? 

MS. FRANK:  Well, I would like to think that the designation process deals with expansions to the network, not connections for LDCs or industrial customers.

We already know that the designation process is a rather thorough and comprehensive and time-consuming process.  I don't think it can deal with a connection for an LDC or an industrial customer.

So I would say connection assets, really, we should avoid that designation process and allow whoever the transmitter is that is serving in the area connect into their assets.

I think that process is much better for a large expansion to the network system, which is what east-west tie is.

MR. MANNING:  I would agree with you about the process itself.  And I am not necessarily endorsing the process for it, but just the potential for a competitive bidding among transmitters.

I am not even asking you to say yea or nay because it's --


MS. FRANK:  Yeah, well, I am going to disagree.  I will say nay.

[Laughter]


MR. MANNING:  I'm done.  Thank you.

MS. FRANK:  We are running a little long, and it's been a very good discussion.  I'm just going to take a couple of more questions, one via e-mail and one from John Cyr.

Have I got that right?

MR. CAIN:  This question is from Paul Norris, the president of Ontario Water Power Association:

"I am wondering whether someone could comment on the challenge of alternatives to versus alternative means of.  It seems to me that even once a decision has been made with respect to determining the need for a transmission solution, the consultation inevitably involves alternatives to.  How will regional planning help to address this?  Who do you see being the messenger for whether versus how?"

MR. CHOW:  I will take a shot at the answer.  Alternative to and alternative means are a part of planning.  It is part of the -- any kind of leave-to-construct, you have to respond to those two aspects.

In terms of alternative to, in a regional planning exercise, once a need is developed, then because the option is not just transmission, but in fact a basket full of all possible options, the alternative to is, in fact, part of that outcome of that process.

So it could be a plan that consists of conservation.  It could consist of station work.  It could have local distributed generation and, finally, in the long term, a transmission line.

So in a sense, that is not just transmission versus something else, as a plan.

When you get down to the differences, when you actually go for a transmission project, leave to construct approval, then you all have to talk about:  What is this piece of transmission solution or option part of?

If it is part of an integrated plan, it is already considered the alternative to basket to another basket.  So the alternative to for the integrated planning I think is part of -- intrinsically part of that approach.

Alternative mean -- I think the -- when you come out with a plan, what you've got is a very high-level definition of what the transmission need is.  It may not tell you exactly where it is going to run.  It probably will tell you it is probably at a certain voltage level, a certain capacity, where it may go, from A to B.

But that is sufficient information to say that there are different ways of, in fact, at the end, implement this transmission line.  And at that point, that's really where the definition of what you actually do passes on to the transmitter.

The transmitter then will go through the EA process, will do local consultation for the project, and it will all inform informations, will in fact determine what a different way of actually implementation that transmission line.

So there are -- just to summarize, I think the process takes care of a lot of that.  So whether it is alternative to as part of integrated planning or alternative mean as part of the project definition, I think a lot of it is part of the overall process.

MR. FRASER:  Last question.

MR. CYR:  Thank you.  I am sorry to keep you.

The discussion this morning seems to have focussed on what I would understand as requirements planning, absolutely essential.  There is no question about it.  It needs to take place.  Any project has to have requirements planning.

And the needs assessment related to that in the discussion so far is driven by growth, and that, too, is entirely understandable in certainly southern Ontario jurisdictions.

And the needs assessment or the user consultation that might take place is so apparent that it is unnecessary.  Growth requires that the demand be met.

In several instances across the panel, you have mentioned needs, when needs arise and so on.  I understand that you've got that covered when you are talking about growth.

I would like to know whether, across the panel, you see mechanisms by which an inquiry as to needs assessment of the consumer takes place, apart from growth.

In other words, is there a process that you see operating in the distribution code or wherever, that facilitates, requires that there be an inquiry as to need where it is not necessarily apparent, such as in growth?

MS. FRANK:  Okay, I think the -- we talked a little bit about the longer term, that 20-year, and certainly Mike suggested that is one of the periods that they look to.

I think that is the time when we tend to look more broadly than the immediate growth in an area.  We look at:  What is the expectation as to what might happen?

It is definitely the hardest piece to do and the piece that likely has a fair amount more of social benefit.  So certainly, in the north, where I know you are quite interested, you have to go beyond just -- let's go actually to the far north and the communities we serve, the remote communities.

Those communities have power today, but they are actually growing quite extensively.  There is some of the largest population growth in some of those communities.  And when we look at them, we need to say, Should we actually talk about making those connected communities, because what we're doing today, having them all off grid and on diesel, is that really a 20-year solution?  Is it?

Certainly we can't actually do something today to get them connected within the next two to three years.  Those are big projects.  Those are expensive projects.

And how much are they how much are they a government initiative, and how much are they part of the utility industry?  Because there is that social benefit.


So I think the discussion can happen now, and I do know that in the OPA, Joe Tonneguzzo has done quite a bit of work looking at how we might do something in the north.

But it is a bigger -- it is a longer-term picture and it has all of the challenges with a 20-year plan, a lot of costs, a long time.  Who is going to pay for it?  It always comes back to, Who is going to pay for it and when are we going to pay for it?

MS. LLOYD:  Thank you for that question.  I think the place where -- one of the obvious places for that needs assessment to take place is in regional plans, and I think I agree that regional plans shouldn't be done just in response to a large growth load -- large growth in load.

I was interested in the discussion between OEB members and panel members on that exemption in 6.3.6 and how that could be or should be applied.

I would suggest that there needs to be some clear criteria.  There needs to be some kind of a test as to:  When is a plan a plan?

I would say a plan is a plan when it is an outcome of a planning process.  So maybe the test needs to be around:  What is that planning process?  And I think from a public interest perspective, it has to have a couple of elements.  It has to have opportunity for public engagement.  It has to have an informed and meaningful review process.  There needs to be transparency to the process, and I think there needs to be consultation, whether it is under the formal duty to consult or begins in a more formal, small 'c' I think OPA prefers.

But the duty to consult and accommodate certainly needs to be incorporated.

I think that that needs assessment also should apply, and maybe the first sub-regional or regional planning exercise we could look at is this issue of the remote communities, the non-grid communities.  And we need to look there very -- you know, in a very positive way at needs and alternatives.

And I heard more yesterday than today, it seemed to me, some assumptions that connecting to the grid is the obvious answer to the problem of diesel generation, and I don't think that that is an assumption that any of us should make.

We should be looking at how do we achieve a demand-supply balance at that very local or sub-regional level, and look very seriously for alternatives prior to ever considering not just the economic expense, but the environmental expense of a grid connection for those remote communities.

MR. FRASER:  Okay.  Well...

MS. DeMARCO:  Peter, just a process question.  It's Lisa DeMarco on behalf of the Association of Power Producers of Ontario.

You will note I have moved from the very cheap seats to the very good seats in this room right now.
 
I note and am very respectful of your need to control the process and the timing of this hearing, and you are at this point a half hour over the intended timing for this panel.

There are a number of us in those cheap seats who have been waiting very patiently at the back of the room to attempt to ask a question.

Do you intend to reconstitute this panel after you break and/or can you suggest another means by which we can get our equally important questions to the panel to be responded to?

MR. FRASER:  Well, Lisa, I am glad you asked that question, because I was about to say -- I was about to note that we have a general discussion on planning scheduled for this afternoon after lunch, after the smart grid panel.  And for those of you who did not get the opportunity to ask questions this morning or to make comments, I think that would be the appropriate time to raise what you have.

So as you have noted the -- sorry to those who did not get a chance to ask questions.  Obviously the panel is very successful at generating a lot of questions and a lot of interest.  I would like to thank them and thank those of you who did get a chance to raise some very interesting points for all of us, and now we are going to take a break for lunch and resume at one o'clock.

Thank you.

--- Luncheon recess taken at 11:59 a.m.

​--- On resuming at 1:01 p.m.


MR. FRASER:  Good afternoon, everyone.  I hope you had time for a good lunch.


We are back this afternoon, continuing to talk in our conversation about planning.


The title of the next panel is "Smart Grid" and, indeed, Jack Robertson is here from Elster Metering to talk about smart grid issues.


We have also shoehorned in Rob Frank, who is counsel for the Electricity Contractors Association of Ontario, who is also going to talk about planning more generally, but certainly not specifically about the smart grid.


After that session of the panel Q&A, we will have, as promised at the end of the morning, a more general discussion about planning.  And I hope that we can spend a fair bit of time focussing on some of the main issues that have been brought up, particularly this morning but even from yesterday, as well.


I will talk more about that later.


If we are all set to go, just about, then I would -- maybe while we're waiting, someone came up to me just before resuming and talked about the Board's next -– asked a question about the Board's next steps as to what the nature of the policy decision is going to be in June.


I should probably make it clear that the June decision is a decision on policy.  It is not a decision on specific instruments, such as a guideline or a change to a code.  It will be a decision on the direction to take, and that further, specific instruments changes, that there is normally a consultation process as part of that.  And you should expect those consultations to be followed as we go and implement whatever the Board's decision is.


Okay.  I think we are all set now.  We have, hopefully, a mouse that behaves now.


And go ahead, Mr. Robertson.
SMART GRID PANEL
Presentation by Jack Robertson, Elster Metering


MR. ROBERTSON:  Thank you very much.  I appreciate the opportunity to be here, and certainly appreciate the opportunity to have input into the regulatory process, which for all of us, I think, is very critical.


Context and perspective are everything, and from my perspective, I have worked in this industry for far too long.  I used to have hair when I started, I think.


But I have worked in all aspects of it, from an equipment and supply perspective, from SCADA to automation to relaying and so on, and more recently have been fortunate enough to be in this interesting world of smart metering.


But I want to talk to you more from the context of a taxpayer.  I want to be able to give you perspective on where Ontario is at in terms of the rest of Canada, in terms of technology deployment, and help, hopefully, with some of the direction and inputs that the Board will be taking up in the next while.


So my goal is really to help you understand the opportunities and the state of where we're at.


I am going to focus on the smart meter element, for two reasons.  One is it is the biggest single investment, I think, that Ontario has made towards smart grid; and secondly, it is -- I am quite familiar with it, so.


It is the biggest single investment, as far as I know.  It is well over a $1 billion-plus.  And smart meters are not the smart grid by themselves, but they are a very valuable building block to the future.


What they provided is all sorts of new capabilities, control, information, and so on, but that control and information is only valuable if it is used.


A little background.  In 2005, the Ontario government mandated smart meters, and really were the first jurisdiction in the world to do so.


And it was really, frankly, even looking back from today, a perfect application for smart meters.  And those needs that Ontario has are unique and different than really any other province in Canada and many other jurisdictions.


The specification for the smart meters was very simple.  It was minimalist, no bells and whistles really allowed.


But what is interesting and really different, and I think is what is important here, is that the LDCs did not create on their own a business case.  They were said go and do it.


And at the end of the day, I think it was the right thing to do.  And I will explain that a bit better, but it is an important difference and I think what it has done is created, in fact, a great opportunity for the province.


If you look at the rest of the world, very shortly after Ontario declared they were going to the smart metering, just about every North American major utility has either started or has a plan.  Every province in Canada is at some phase in smart metering.


What is really different is that every one of those smart metering deployments is built around an operational business case.  They went out and they developed business cases that said:  If I do this, there will be a return on this investment.  It will benefit the customer.  It will benefit my operations, et cetera, et cetera.


And so these are just some of the elements that have driven these business cases.


Revenue protection, if you look at, you know, BC Hydro, really their entire business case is based on that.


So the other thing that we have seen is once these rollouts get started and the utilities find that:  Hey, there are all sort of different things I can do that make this a good economic decision.


So in Ontario, we have gone ahead and put this infrastructure out, but we haven't really held the utilities or created the accountability to make a return on that investment.


Now, that is actually good news as far, as I can see it, because what we've got now is an infrastructure in place where there's lots of low-hanging fruit.  The opportunities exist.  However, as we sit today, those need to be leveraged, and they need to be leveraged by further investment and further actions towards leveraging this smart meter and smart grid investment.


So at this point, we have over four million smart meters.  These are being read every single day, bringing back data on every consumer that they're attached to, and there is nowhere else in the world that is close to doing this.  I don't believe for a minute that they are.  They may have more meters rolled out, they may have bigger plans, but they are not bringing back the data on this level every day that Ontario is.  And kudos to the utilities who have been able to implement and pull this off.


So from that perspective, we lead the world in the amount of data we have and how we gather it.


So the opportunity that we have is to leverage this data, leverage these systems, and start to build a return on the investment that we've made.  I really don't think we have started to do that.


And what I see when I deal with the utilities and so on is they have a great deal of difficulty trying to get regulatory approval to make the investments and spending on anything over and above what is their very basic needs.  And that is, I think, a major restriction in developing a return on asset from this investment.


So really to leverage the benefits of smart metering, the other good news is that, you know, we don't need to make any large wholesale investments.  And I am speaking of smart metering, but I am really referring to equipment and infrastructure at large in the utility environment.


Things that can be added very simply are transformer monitoring.  One of the realities is that every single utility is going to require their own MDM; the provincial utility that we have will not support smart metering and operational effectiveness at the utility level.


There are lots of low-hanging fruit in business case opportunities around distribution automation and loss reduction.


I heard someone mention voltage control today; a tremendous opportunity to reduce losses in systems.  However, it takes further investment to leverage the systems to be able to do that.


And the good news is we're not really looking at wholesale change-outs to be able to bring back these benefits.


If you think about it, when other utilities have rolled out complete smart meter networks, they have to put the whole network in to get a return on that asset.  And when you look at the returns, the returns are never equal across the entire application.  You've got certain areas that bring far greater benefit than other areas.


The advantage that we have is that we actually have in place now the entire network.  We have paid for it, so the opportunity is to pick the low-hanging fruit that has a very fast return on investment and payback.


So the news is really good news.  There is no wholesale changes required.  It is really a case of choosing the low-hanging fruit and bootstrapping from that.


And I think that it is a great opportunity that Ontario has, that we need to try to leverage.


One of the other things that we see is in the early phases of this program, it was contemplated that water and gas could be leveraged, as well, and the reality around that is that we see, oh, what I would call hesitance on the electric utilities, and some concern about regulations that would prevent them from doing that or using the systems to assist utilities and water, a tremendous opportunity.

I mean, from our perspective we're quite happy to have water utilities do their own systems and electric do their own systems, but from a taxpayer perspective it doesn't make any sense.

So I think there needs to be some thought about encouraging the leveraging of these assets together amongst these utilities.

There is also a new water bill act, or Bill 72, that's been put in place, and it deals with reducing water loss.  And the absolute most effective way you can reduce water loss is by using a fixed area AMI-type network to look for flow in and flow out.

So, again, what I would consider low-hanging fruit, but we don't have the drivers or the supporting regulation at this point, as I see it, to really leverage these things.

So certainly Ontario has stated the desire to be a leader in the smart grid.  In fact, we are.  I mean, it is tremendous.  We get visitors from all over the world looking at what we're doing.  We have a lead position.

If we want to keep it, we have to keep moving along, but we do need that further investment.  The good news is that that further investment doesn't have to be universal or major.  We don't have to rip anything out, and the return on investment is very high.

I can give you an example of one utility in the US about the size of Toronto Hydro, last year they, to their astonishment, saved 200,000 truck rolls simply because of their smart meter programs.  They have disconnects in their meters, okay, but just think of the potential savings that are not either being driven down and forced out of the utilities -- forgive me, utilities, for putting you on the spot -- but those are all return on investments that I think we need to see and drive out of these investments.

The acquisition of assets that are going to support us in the future in smart grid are going to cost a little more.  They're going to cost a little more upfront.  We can't keep buying the same old or doing the same old, or we are going to be left with assets that typically in the utility world last 20, 30, 40 years, and they're going to be stuck in the ground and be dumb assets for 20, 30, 40 years.

So I think we have to be careful, but I think we will have to look at maybe spending a little more upfront for the benefits down the road, and those benefits are there.

So the key message I would like to leave you with is that we have this tremendous opportunity, frankly.  We've made the big investment.  We need to encourage and enable utilities to be able to leverage this investment.

And another challenge I see is we've got many utilities.  This smart grid stuff requires new skill sets, new knowledge.  It is one thing for a large utility to have those assets.  It is something else for a small utility to have the necessary expertise and knowledge to be able to leverage some of these things.

So I think we've got to think longer term.  I think we have to look at somewhat of a different investment and recovery model around this.

And, finally, just to re-emphasize my thoughts on how do we leverage this for other utilities to everyone's benefit.

So those are the words I had, and I guess I will turn it over to yourself.
Presentation by Robert Frank, Electrical Contractors Association of Ontario


MR. FRANK:  Thank you.  While we are getting the presentation up, I will introduce myself.  Robert Frank, counsel for the Electrical Contractors Association of Ontario.  Mr. Eryl Roberts is here today.  He is the executive vice president of ECAO, and so when there are any questions, we could certainly turn to Mr. Roberts for his background and expertise in the area.

Just by way of introduction about who ECAO is, ECAO is a not-for-profit corporation established to represent electrical contractors across Ontario.  ECAO has 850 member contractors that provide a broad range of electrical services in the institutional, commercial, industrial, residential and electrical utility, construction and maintenance marketplace.

ECAO members have done extensive work constructing connection facilities for Ontario's privately-developed electricity generation facilities, and certain capital construction work for regulated entities.

Its members and their customers are directly affected by, and interested in, the regulation of network investment plans by transmitters and distributors.

One of ECAO's central objectives is to increase electricity customer efficiency, choice and access to electricity services through competitive services, and, in the context here today, to provide cost-effective contracting services for capital construction by regulated entities.

My presentation today will focus on the need for the renewed regulatory framework for electricity to include what we would call an evaluation of the capital construction input costs as part of a rate-setting process.

Importantly from ECAO's perspective, this is about cost avoidance as opposed to cost shifting or postponing of cost.  It is ECAO's view that appropriate incentives need to be put in place for economically efficient planning and construction of capital assets.

This should apply to all types of investments, connection assets, expansions, enhancements, and renewable enabling improvements.

Now, in the Staff papers to date and papers that have followed, there seems to be a significant focus on what to do about the costs that will be associated with significant capital construction which is required in the province, and, of course, that makes sense.  And there are discussions about pacing and prioritization, which are relevant of course to controlling bill impacts.

But another important way to limit bill impacts, of course, is to avoid costs.  And just as it is laudable to incent conservation methods which can decrease consumption and, therefore, the cost of electricity, it is also appropriate to put in place incentives which ensure that the costs of capital construction are as low as possible.

One obvious way to lower the cost of construction, and therefore lower rates, is to regulate in a manner which ensures that capital construction is procured more cost effectively.

This means that capital construction needs to be procured at competitive market prices which, in ECAO's view, is not the case in the current regulatory model.

The problem, from ECAO's perspective, is the current scheme in Ontario, the current regulatory scheme, does not incent, properly incent, economically efficient behaviour in respect of capital construction.  In particular, project input costs are not evaluated against competitive market prices.

And so in ECAO's view, there is a hugely disproportionate amount of capital construction in Ontario that is performed in-house and in an inefficient manner at inflated costs.

The performance of capital work in-house does not lead to cost-effective capital construction, and, as a result, it comes at a substantial financial cost to Ontario's ratepayers and fosters other inefficiencies.

This could be compared to the procurement processes employed by transmitters and distributors in other provinces where contracting out of capital construction projects is much more commonplace.

The solution, from ECAO's perspective, is to incentivize competitive market-based procurement processes, which would lead to greater effectiveness and efficiency in the Ontario electrical contracting industry.

It would lead to efficiencies, both in terms of cost and timeliness, for delivery of capital construction services.  These efficiencies are particularly important at times when there is a need for significant capital investment, such as in the current environment.

In the renewed regulatory framework, proper incentives should be put in place to ensure that appropriate performance metrics are used to assess the effectiveness of managing capital construction costs.  Productivity and cost efficiency benchmarks and other evaluation mechanisms should be used to serve this purpose. 

ECAO suggests that, in all cases, capital construction costs should be assessed for value.  Where services are contracted out, they should be procured using a competitive model such as public tendering.  When they're not contracted out, regulated entities should be required to demonstrate the economic efficiency of the project costs.  Where they're performed in-house or through affiliates, the cost of those services must be assessed for reasonableness against competitive market prices.

ECAO supports long-term investment planning.  This will allow industry participants to understand the anticipated needs for capital construction and make informed decisions about investment in plant, equipment and personnel.

ECAO notes, however, that long-term investment planning creates certain challenges in terms of cost benchmarking for capital construction costs. 

Evaluation mechanisms:  ECAO notes that there is no easy or clear, obvious, or perfect choice for evaluation mechanisms, but it is clear that metrics are needed to assess capital construction costs against competitive market costs.

Appropriate evaluation mechanisms in respect of capital spending can include benchmarking and prudence reviews. 

Benchmarking of capital spending could be based on past performance, peer performance or sector performance.  Ideally, Ontario data would be applied where available.  Again, this will be one of the challenges. 

ECAO submits that as part of a prudence review, the Board should consider whether the regulated entity has employed best practices.  Some ideas or concepts for best practices would include a requirement to demonstrate procurement processes based on competitive marketplace, control of administration costs such that they are consistent with those found in private markets, accurate measurement of cost, efficient use and tracking of equipment and inventory related to project construction, and safety and quality and construction. 

All of those items are ones with respect to which the Electrical Contractors Association members have a great deal of experience and can assist. 

To summarize, the Ontario electrical contracting industry is part of the solution to cost avoidance in terms of capital construction costs. 

Competitive procurement processes decrease costs and ensure efficiency of the contracting industry.

Incenting efficiency of capital construction costs serves all ratepayers well, and must be a necessary part of the renewed regulatory framework for electricity. 

ECAO appreciates the opportunity to present its views today, and looks forward to the opportunity to continue as an active and responsible participant in the RRFE initiative.

Thank you for your attention.

MR. FRASER:  Thank you.  Questions?
Panel Q&A


MR. QUESNELLE:  Ken Quesnelle, Board member. 

I am just wondering if the ECAO has put its mind to the manner in which the Board may drive this developed policy that perhaps gets to this same end without being prescriptive, in that:  Have you thought of any kind of metrics that would look at a utility performance, whether that be asset utilization, cost of asset going in, how that, you know -- a post review of the effectiveness of those decisions and how it accomplishes what it does, that may drive a utility to, of its own volition, contract out when the business case was there for it, as opposed to it being prescribed in advance?

You have obviously looked at metrics.  You are suggesting that you have looked at some evaluation methodologies.  Would those same methodologies be able to be more -- not the same, but be refocussed to the outcomes and outputs -- sorry, outcomes, from an objective perspective, of performance?  And again, to -- asset utilization comes to mind.

MR. FRANK:  That's a difficult question because the metrics -- and I alluded to this in the presentation -- the metrics are somewhat difficult, and creating the data against which to measure performance, at least at the outset, is not as clear.

In the short term, comparison to how the processes work in other provinces, such as Alberta, British Columbia, New Brunswick, Nova Scotia, where contracting out is much more prevalent, suggests to ECAO that the choice to contract out is a means of ensuring that the work is done at the lowest price.

But in terms of assessing it after the fact, that becomes, obviously, difficult, because the metric against which to measure it isn't necessarily there.

I am not sure if that is really answering your question, and I don't know if Mr. Roberts has anything to add.

MR. QUESNELLE:  That is helpful.  It was, I guess to refine the point, it was to the extent that the utilities are probably in the best position to run their businesses - and I think the regulator has taken that position on many fronts - that if they were driven to make this choice as a business decision, based on an incentive scheme that drove to contracting out as the obvious choice, would you see that as preferable to prescribing this as an activity with a desire for an outcome?  And whether, you know -- with your suggestion that it is difficult to measure the outcome.

MR. FRANK:  The short answer is ECAO has always and consistently taken a position that if market principles applied, regulated entities would, as in any other market, do what is most cost efficient.

And in ECAO's view, that would drive contracting out.

To mandate that to happen, though, is not something that ECAO is necessarily asking for, so long as there is an assessment after the fact that -– well, I shouldn't necessarily say it has to be only after the fact, but an assessment to determine, in circumstances where contracting out hasn't occurred, has the work been done as efficiently as it could have been, if it had been.

In other words, there shouldn't be a presumption that the choice not to contract out is done as efficiently.

The regulated entity should show and give reasons why what actually transpired made sense and was appropriate for ratepayers. 

MR. QUESNELLE:  Thank you.

MR. FRASER:  Rene?

MR. GATIEN:  Rene Gatien from Waterloo North Hydro. And Eryl will recognize me as brother to one of his major members. 

[Laughter]


MR. GATIEN:  I am not sure where to start.  As a company that is one of many distributors that employs many contractors, I am taken aback by the presentation that things are not being done efficiently and appropriately and there is a large waste of money.

I had one principle I really have to defend very strongly, and that is the issue of demonstrating and checking on safety and quality, because the distributors in the province have said very clearly, both in their position paper and in many papers presented to the government, that safety for the public and for our employees is of utmost priority.

So I really want to challenge that notion.

And I would almost beg the question of saying if there is something we have to do to demonstrate that, then I guess I've got to ask for the same thing from the contracting community, and I really don't know where you go on it.  I don't know if you go on safety records, because I think our safety records are better; I don't know if you go on WSIB rates, because our rates are better.  I am not sure where you go on the whole thing, because it is trying to compare apples and oranges.

So I am a little taken aback by the comment and the demonstration of it.

I would like to see the conversation probably go more along the lines of what Ken Quesnelle has put forward, that it should be something we do as a business decision, because we have to roll more into the mix than just contracting the next project.  


We also have to have people available for on-call services.  So if I have them just hanging around for on-call services, but don't do the construction, they really don't know the stuff they're working on when they get out there for on-call.

I have been through contracting out of on-call services, and, with the new MTO regulations, my issue becomes when the people on call that have been supplied by a contractor run out of their hours and we have to switch to the next crew.  Where do I get the next crew from?

If I have enough of my own workforce, I can do these things, and I have my next crew available and be able to come out in the middle of the night without having to pay a whole lot of living-in charges that I would have to pay to a contractor.

The piece I think we have been doing is using them to augment our peaks so that we don't have to staff for the peaks.  We staff for the valleys and use contractors to help us with the peaks, and I think it is done as a prudent business decision.

I also have to make sure I get the contractor early in the year, because if I wait till later in the year, the jobs that are of a certain price early in the year are generally 75 percent or double the amount towards the end of the year.

I don't know if that is competitive pricing, market driven, or what it is, but I guess if I have to compete and show that I am efficient, I probably want to do it with the near-end-of-the-year prices that I get from a contractor instead of the beginning-of-the-year prices.

However, I would really like to see us not go to something that is a mandated thing, because it is adding another level of prescriptive regulation that means somebody has to provide some measures that get looked at on how we run the business.

It is a prudent business decision I think in what we do, and I think most people use many contractors.  That has certainly been evidenced prior to what Toronto Hydro went through a year ago.  It was hard to find contractors available for work, and that was in many parts of the province.

So I am not sure how you can answer some of those questions.  I have one specific one, and the issue comes to the public tendering and competitive market part.  We use that when we look for contractors, and I have been taken to task by ECAO members because I will allow non-ECAO members to bid on our work.

And I know for the larger transmission company in the province, they get taken to task if a non-ECAO member, and especially one from out of province, bids on the work, but that is public tendering and competitive market.

So I am not sure how you -- those seem to be at odds with your positions of what you have put forward in the paper and what your members have said to us.

So I am not sure how you can -- if you can provide some comment maybe on that last item on the public tendering concept when it involves all makes and descriptions of contractors.

MR. FRANK:  I can't comment specifically on your question about what any given ECAO member may have indicated to you, and maybe Mr. Roberts will have something to add to this.

But, in a general sense, one has to look at where the province is today and where the industry is today compared to other provinces, and, now that there is a great need for capital investment, is the industry in the shape that it should be to work and perform all of the work that's going to be required, and to do so in an effective and efficient manner?

And it would be ECAO's view that the general lower amount of contracting out in the province has created a situation not only where the work that has been done has been done less efficiently, but that the work that needs to be done can't be done as efficiently as if -- as it could be if the industry was allowed to develop in a manner that was more appropriate, meaning where contracting out was done in a more commonplace manner.

There are a whole bunch of aspects to some of your comments, and I thought I understood you to make reference to the need for a workforce to deal with operations and maintenance.  And while my comments today relate principally to capital construction, much of it can be transposed, as well, to operations and maintenance.

But I don't want to confuse the two, other than to say that having a workforce for operations and maintenance that can also do capital construction isn't necessarily the most efficient approach.

I am not suggesting it can't be done efficiently, but, again, the concept is that if a regulated entity is going to have a larger workforce to do -- in this case we're talking about capital construction -- that it should be necessary to demonstrate that the end result is more efficient than having a different workforce and contracting out for the capital work.

So I am not suggesting there is only one answer to any of these things, but that it is appropriate and necessary that there be an evaluation of the choices made to determine that, at the end of the day, we don't have -- and I appreciate your comment about you don't staff up for every possible peak.

But at the other end of it, there is a question as to whether the staffing is appropriate, in general, in regard to dealing beyond O&M and getting into capital construction.

I think Mr. Roberts may have a comment or two.  Mr. Roberts.

MR. ROBERTS:  Rene, Thanksgiving dinner at your place must be really interesting.  I would love to drop in on the conversation sometime.

Listen, you know as well as I that on the issue of quality and safety, the workforce that my members employ and the workforce at the utilities is virtually interchangeable.  They're trained to the same standards, trained in the same place.  And there is quite a bit of traffic and manpower between the utilities and the Contractors Association members.

So let's get that one out of the way.

With respect to tendering practices, you may have forgotten, but in conjunction with the predecessor of the EDA, the MEA, and Electrical Utilities Safety Association, we put together -- ECAO put together an industry tendering practices guide for local distributing companies when they were going to contract out services, and that guide had nothing to do with whether you're a member of ECAO or not.  It had to do with what the utilities thought would be the best criteria for choosing and prequalifying a contractor to do their work.

So, I mean, there has never been any suggestion by ECAO that you could only do work where we tender out to our people.

We would take exception if you were tendering out to somebody that didn't meet the very important requirements that we laid out in the industry tendering practices guide, because they do go directly to quality, safety and consumer protection.

Thank you.

MR. FRASER:  Paula.

MS. CONBOY:  Thank you.  Paula Conboy, Board member.  I think you had mentioned that competitive procurement was more common in other jurisdictions.

One way, we can look at the question of why we don't have more competitive procurement in Ontario, but have you looked at why there may be more competitive procurement in other jurisdictions?  Could that be part of where the answer is?

What is different in other jurisdictions that mean they're doing more contracting out than we are here?

MR. FRANK:  We don't have a great answer for that.  We don't see it as something that has been regulated to occur.  It is just part and commonplace of the approach taken in those provinces, and I guess, if it ain't broke, don't fix it.

ECAO's view is that for whatever reasons in Ontario that it has -- or the industry has developed differently here and ECAO, is of the view that it is broken and needs to be fixed through, as we've indicated, incentivizing the right behaviour, which is -- and rather than saying the right behaviour is contracting out, we're saying the right behaviour is efficient and lowest cost available procurement processes.

We think ultimately that will lead to more contracting out, and ECAO believes that will take place once regulated entities are going to be assessed for that.

And, again, if they're able to demonstrate they haven't -- reasons why they haven't contracted out, and it is cost-effective, or -- maybe saying it a different way -- if they're able to show that they're procuring work in a cost-effective manner, then that is what ECAO is looking for. 


It is not saying one needs to regulate and require contracting out, but rather there needs to be an evaluation and an assessment of the capital construction costs, rather than assuming:  Here's the cost.  How do we deal with it?  It is an assessment of:  How do we get to a lower cost?  Lower input cost, obviously good for everybody.

MR. FRASER:  Julie Girvan? 

MS. GIRVAN:  Just a quick question -- this is for Mr. Robertson -- with respect to smart grid investments.

You were saying that you think there clearly are a number of technologies that utilities could invest in that would ultimately benefit their customers, and I'm assuming through reduced distribution costs.

I am just really interested in hearing sort of maybe your top three that you sort of see as some sort of an easy investment that clearly has benefits, that we could see in a sort of shorter-term period.

If you could help us with that, that would be great. 

MR. ROBERTSON:  Sure.  There are a number of things that can be done, more operational.  And I think that the utilities can realize them.  Whether they push them down to the consumer and the consumer sees a benefit, of course, is beyond my control.

But certainly one of the big drivers is looking for unidentified losses, which cost everybody.  Theft, frankly, way more prevalent than generally people think or believe, and they find that once they start to put these systems in.

The utilities today don't really have the software tools or much of the hardware that they need to really take advantage of that.  I referred to BC Hydro, who -- their entire business case, frankly, is around loss reduction.  It is disguised amongst other things, but the main business driver is exactly that.

Utilities should be seeing dramatic reduction in things like estimates of bills, amounts that customers may not want to pay because they're estimates, in-and-out read costs, things like that.

Those are all benefits that, you know, are going to be much larger in certain areas of the utility than other areas.  So those are things already there that really just need to be, I think, squeezed out and realized.

Another low-hanging piece of fruit, I guess, would be around outage performance.

Utilities should be able to identify their outage areas, respond much more quickly.  That can tie into performance-based regulation, but the ability to address outages and so on should increase revenue.

And these are all things that should play down to a lower-cost operation. 

We're seeing utilities look at using information in asset management.  That is sort of a newer side of the equation.

But I think to your point -- and Ontario now is investigating the impact of giving customers in-home displays, and, you know, it is a bit of chicken-and-egg thing.  There are no widespread global deployments of in-home displays, but all the indications are that if you give someone a speedometer in their home, that they will reduce consumption.  Well, we're going to find out.

But that, again, should drive benefit back to the consumer.

One of the challenges that we do have, being at the front, is that the complete circular business cases for a lot of these applications have not been completed.  In other words, you've got to put the stuff in, you've got to do a program, then you've got to look back and see:  How much did that save and benefit me, the utility, the customer, whoever.

Frankly, there is not many utilities or jurisdictions that are in a position to do that.

The other area is related to safety and credit and collections, and that is putting disconnects in meters.

Some jurisdictions put a disconnect switch in every single meter they put out, whereas, really, if you look at your own utility you're going to find that you've got a targeted area.  University campuses, for example, where there is high turnover, you can drive some very, very rapid return on that investment.

So those would be the main areas, but the list can get pretty long.

Does that answer your question, I hope?  Yes?

MR. FRASER:  I think Marion Fraser is next, actually. 

MR. FRASER:  Julie asked the question.

MR. FRASER:  Okay.  Thanks.

I have Bill Harper next, then Teresa^.

MR. HARPER:  Bill Harper with VECC.

Following up Mr. Frank on his comment about the level of contracting out versus utility staffing in, say, Ontario versus elsewhere.

I want to put a proposition to you and see if you have experienced this.

I think if you compare, say, Ontario with other provincial jurisdictions, whether it be B.C., Manitoba or Quebec, which are ones I am familiar with, you have much more large, integrated utilities which cover a larger area, and perhaps the issue of trying to move staff around within large areas to do work in various areas is much more challenging, if you use your own staff as opposed to a distribution utility, which has a much smaller geographic area.  And for them, the issues of moving staff around to address work is nowhere near as -- might lead you more towards contracting out for large utilities that are covering larger geographic areas.

I am wondering if you could comment whether that may be part of the issue we are looking at here. 

MR. FRANK:  I can't comment specifically, because I haven't considered that question directly. 

I would suggest that ECAO isn't saying there is a single answer to a choice of how to deal with a capital construction project that fits every single project and every single regulated entity. 

And back to Mr. Gatien's comment, we are not suggesting that there is no regulated entity in the province that ever contracts out. 

The position is, one, that there has developed -- and I think, to ECAO's view, to the detriment of the ratepayers of Ontario -- there has developed a more pervasive approach to doing the work internally than would arise if more appropriate market-based views and approaches and incentives were applied.

On a case-by-case basis, I certainly can't say your thesis is correct or incorrect, but as a matter of principle, it seems very clear to ECAO that if the test is a market-based assessment to determine whether the approach is appropriate or not, the rest will come out in the wash. 

MR. HARPER:  Okay.

MR. FRASER:  Teresa? 

MS. McCLENAGHAN:  Yes, I have two quick questions for Jack Robertson, if I may.

The first is I am not quite sure I understood you correctly.  When you said that there were 200,000 truck rolls saved in Toronto by Toronto Hydro last year and you referenced disconnections, were you saying that those were all for disconnections? 

MR. ROBERTSON:  No.  What I said or thought I said was that there is a reference utility that has disconnects - it is in the U.S., actually - about the size of Toronto Hydro.

MS. McCLENAGHAN:  I see.  Okay.

MR. ROBERTSON:  That last year realized savings of about 200,000 truck rolls, and it was mainly for disconnect reasons, yes.

MS. McCLENAGHAN:  Okay.  And my other question, I was interested in your comments on Bill 72, the Water Opportunities and Water Conservation Act.

I am wondering if you can elaborate a little bit on what you see to be the opportunity for integration between electric and water, and specifically from a metering perspective.

MR. ROBERTSON:  Sure.  The status is that there are, let's say, communication or metering networks that cover the entire province.

When you look at -- you know, most water utilities really have no idea how much water they lose, but a generally accepted number is about 25 percent.

And that has very large implications on, you know, eroding the underground and, you know, you see the streets wash out in Toronto every once in a while, you know.  A lot of that is driven by leaking systems.  It also drives higher pumping costs and so on and so forth.

To identify where these leaks are, they use what is called district metering.  So you measure water coming in at one point and you measure how much goes out at the other point.  The way to do that is you need to measure over a certain period of time and a fairly exact period of time what the inflow and outflow is.

Well, as I mentioned earlier, if a water utility was going to do that, they would have to put in a whole infrastructure that could do not only that, but they would have to bill all of the back-end systems, the billing systems, the analytics, the integration, and all of that is greatly underestimated.

Today, if a water utility dropped in a meter here and a meter there, the electric utility has all of that infrastructure there already.  So, you know, the time to benefit is virtually zero.  The lack of requiring a complex IT infrastructure is not there, et cetera, et cetera.

And they, in fact and therefore, do a very cherry-picked rollout of their application as opposed to having, you know, roll out an entire network and system.  So, you know, the advantages are really pretty significant.

And I think, you know, on the water side I think they're doing a great job in trying to address and reduce the amount of water leakage that we have, because if you look at most utilities, one of their biggest electric customers is the water company.  That is all pumping energy, and unless they have water towers, they are pumping that water at peak time.

So, you know, there is a whole multiple spin-off benefit here, and I think it is a great opportunity that we really need to leverage, and we have some really missed opportunities in that regard.  It is costing everybody in this room quite a bit of money.

MR. FRASER:  Actually, I have Rene first and then...

MR. GATIEN:  A couple of comments and a couple of questions for Jack.  We have been starting to use some of the switches in the meters, and it works quite well in the targeted areas where we know we have multiple change-out of tenants.  It's an excellent thing to have.

A couple of questions I've got.  You said -- I think I heard you say that we're all going to have to have our own MDM.

MR. ROBERTSON:  Yes.

MR. GATIEN:  Are you looking at it as a meter data management-type thing, something that duplicates what is getting done at the provincial MDM/R, or how do you see that?

MR. ROBERTSON:  Well, anybody from the IESO here?  I don't know.  That's not an MDM that we have in the province.  You shoot interval data into it, and once a month it shoots back three pieces of data.

Utilities need that data in their hands in relative real time if not every day, at least every day -- if not in real time I should say, and that requires that the MDM functionality, a true MDM will do validation, editing.  It will be able to monitor voltage.  It will be able to provide outage information.

The provincial MDM doesn't do any of that.  It doesn't collect any power quality information, and it doesn't allow you to access it in any kind of a timely fashion.

So, in fact, all of the utilities in Ontario, frankly, are using an MDM on some level.  They call it an ODS, and it is typically a service contract.  There are two utilities that I know of that actually have true MDMs.

But, ultimately, if we're going to take advantage of this data and these networks, then the utilities need to have that capability at their doorstep.

Now, it could be provided by a service provider.  I mean, there are competitive models that can do that, but to me it is an immediate and needed next step in really realizing the benefits of this investment.

MR. GATIEN:  The only question I have, and I don't know if it becomes a chicken and egg thing, I am always looking for things to help our customers and things that they can use on their own.  You alluded to their own monitoring.  We've been a little hesitant on some of the devices, because it gets us into the panel, and then there is a liability issue that goes with being in the panel.

And my concern becomes:  Are there devices coming at a reasonable cost that are going to allow consumers to do this kind of thing, or do we have to try to develop the market to get the devices to get them to a reasonable price?

Can it be there and we can make it work at a reasonable price, or do we have to put some money into it first before the price comes down?

MR. ROBERTSON:  Well, your chicken and egg analogy is perfect.

Interestingly enough, because Ontario started out a lot of the smart meter initiatives globally, there have been a couple of local, you know, companies that have developed some solutions.

And it is chicken and egg.  You know, we actually carry them around the world, and there's only been a few thousand ever bought.  And these are like, you know, your little notebooks.  They're like a display with a radio in it.

And today, yeah, they're not inexpensive.  If somebody would step up and buy a million of them, then the whole economic model changes.  They get cheaper.  It proliferates more usage, more applications, you know, like the iPad, if you will, and developing apps.

And you could lead me into a long discussion about standards, which is a whole topic on its own.  I would be happy to take it offline.  I don't think really that is the issue.

I think it is a chicken and egg thing, and, you know, what is the business case to give a customer an in-home display?  Typical studies have said a customer will reduce consumption anywhere from 6 to 15 percent.

Let's see.  You know, so you're right, it is a chicken and egg thing in that case.

There are technologies I would say evolving that will enable that to be easier down the road, but don't look for any immediate standards to pop out as convenient as something like Bluetooth in the next couple of years.  It is going to take longer than that.

MR. FRASER:  Peter Thompson.

MR. THOMPSON:  Thanks.  Peter Thompson for CME.

This relates to Mr. Frank, sort of pragmatic way of addressing your concern or trying to address it.

Most major projects in this province, as I understand it, require a leave to construct order from the Board.  And my question is:  Does your association monitor those applications?  Would that be the place to come in and say - because a competing application could be put in for leave to construct, as I understand it.

Would that be the place to come in and say, Somebody else should get the nod because they're far cheaper?  I am just concerned with -- your model, as I understand it, you would have some projects, I guess they would be earmarked, and then subsequently assessed as to whether they could have been done cheaper had they been contracted out.

So it is an after-the-fact assessment, as I understand what you are contemplating.  I just wondered if this had any pragmatic -- if intervening in the leave to construct applications had any pragmatic application.

MR. FRANK:  For the first part of your question, I don't know if Mr. Roberts has an answer to whether there is monitoring of those.

MR. ROBERTS:  No.

MR. FRANK:  No.  But coming back to maybe some of your ending comments about whether this is ex ante or ex post, I don't think we're suggesting that it needs to be all assessed after the fact.

The difficulty, of course, in benchmarking, particularly with long-term investment planning, and I think -- I think it was Mr. Gatien who said this morning, you know, there is only so far out you can project in terms of cost.

You can plan fairly far out what you think is going to be required, and ECAO very much supports that because, as I have indicated, that will allow the industry to determine plant, equipment, personnel that are going to be required.

But the validity of cost projections further out than a few years, I think anyone would tell you, is somewhat suspect.

So there is going to need to be some sort of balancing between an assessment of an outcomes-based approach and how much one can get from that, and the ex post analysis to see whether what was done was prudent and reasonable, et cetera.

I am not suggesting -- and today I had understood we are more at a higher level policy perspective, and I do appreciate ultimately the devil sometimes -- the devil is in the details, as they say, how one exactly implements benchmarking and cost benchmarking for capital construction costs on a five- or ten-year investment plan.  These are complex issues.

But just to make it clear, ECAO is suggesting that both approaches can be used at the outset.  You know, the data and how one assembles data for an assessment, an outcome assessment, is not an easy answer.

In terms of whether the leave to construct approach is a viable approach, certainly that is an interesting point and one worth considering.  I don't have an answer today and would certainly need to review that and consider that further with Mr. Roberts.

MR. FRASER:  Okay, I am going to take one final question from Marion Fraser, and then we are going to start the more general discussion.

It's not working. 
 
MS. FRASER:  A question for Mr. Robertson, a follow-up to your answer to Mr. Gatien's question.

I think it would be wise to focus on the operational side of the benefits of the smart grid, and I would just like to get your sense in whether, if these could be handled on a one -- not necessarily a one-off basis, but do they need a complete plan before they start testing and doing things?  Or there are things that you can chunk off bit by bit by bit?

MR. ROBERTSON:  When you say "a complete plan" what do you mean?  The plans are always -- plans are necessary.  They're always wrong, but you need them. 


MS. FRASER:  Yeah.  Well, the Smart Grid Working Group, a lot of the discussion around that was an idea that each utility, then, would come up with a smart grid plan, or should there be regional plans.

And I think there was a certain assumption underlying that thinking, was that it would need the same kind of top-down driving that the smart metering decision required in order to get the road out there, if you will. 

MR. ROBERTSON:  Mm-hmm.

MS. FRASER:  I am just, you know -- what I have looked at in terms of the smart grid stuff as opposed to the smart metering is that there are lots of opportunities to bite off pieces and go at it, as opposed to having a complete -- this is how I am going to create a smart grid.

In fact, we don't even have a definition of what a smart grid is, right?

MR. ROBERTSON:  Right, right.  Okay.  I think I got your question.  You know, there are certain things that are universally valuable, targeted disconnects.  Voltage monitoring for loss reduction, I didn't mention that.  It is not applicable for every single utility, but something that each could look at. 

One of the challenges that I think has to be addressed is you are looking at the application of technologies, and frankly, with 80 utilities it is not practical to have expertise in those utilities in every single area.

So I think there is absolutely a necessity to have some integrated form of planning and application of certain things.  Having said that, not everything is one-size-fits-all.

But again, the beauty of the situation we're in is that these applications can be very targeted to, A, given utilities or areas within utilities.

I think it would make sense to outline some opportunities or target areas for utilities, to -- and help them either look hard at these areas and look for opportunity and payback.  And I think, you know, in that regard, then, there can be some fairly common applications, like disconnects, for example, loss detection, for example, things like that.

And I think for example, you could say:  Okay.  You know, you need to look at how many -- how much losses you have as a utility and try and reduce that by 50 percent over two years, and here is some tools you can do it, kind of like the OPA has done.

So I think there has to be some help and direction, but we have to have the resources to start to look at these types of things.

Some utilities have big enough to have those resources, and some really just aren't.  And so that needs to be addressed. 

MR. FRASER:  Just a quick follow-up.

MS. FRASER:  With respect to disconnects, the past process for disconnects has been very, very expensive for utilities, and therefore the reconnect process is very, very expensive for customers.

Obviously, with remote disconnects or remote reconnects, then possible to, you know -- I mean, if we have a person in dire straits and hasn't paid, and he or she gets disconnected, to find the funds to get reconnected are a problem, and quite often, it then relates to a welfare payment.  So you have a transfer of money from the government to the utility, and no real benefit in between for the person.

I am just wondering if, you know, the -- is it symmetrical?

MR. ROBERTSON:  Absolutely.  Absolutely.

And it doesn't have to just be a disconnect.  You can do things like:  Okay, I am going to turn you off every hour for 15 minutes, just enough so you have to reset your VCR.  Of course, that has kind of gone by the wayside.

So you can do all sorts of things like limit the amount of energy they can have in a certain period, and so on.  That can be done in a batch basis.  You can do a reconnect.

Now, what has to be done is policy has to change.  Many utilities, A, aren't allowed to cut customers off in the winter, for example, which makes sense, and therefore you may just cycle them.  But also, when you restore them there is always concern about there's -- somebody somewhere left a pizza box on a stove, and when they turned the power back on, it apparently caught fire.

And there is that, you know, urban myth out there.

But we have never seen a utility who hasn't been able to find a process to put in place to enable remote disconnect and remote reconnect.

And the savings are -- it is not just a cost issue, it is a customer service issue.  And if I could talk to you off-line about it, one utility that just created a beautiful story about -- by putting a disconnect in their customer's home, they're doing a tremendous service for them.  And it is a great story.

So there is always a way.  But the benefits are also not only economic, but safety, too. 

MR. FRASER:  Well, thank you.

I am going to wrap up this panel right now, and thank the panellists for their presentations and you for your many questions.

I want to now turn to the general planning discussion that we had scheduled for now, and also to take up some of the issues -- I know that some areas that we didn't get asked -- some didn't get to ask questions this morning.

Now, the purpose of this part of the session is really to get a discussion going, and it is really not to -- more to ask people more questions of people who made the presentations, but really to get a discussion going among the participants here this afternoon.

I had originally thought I would go grab a microphone and walk down among you and ask questions, but I am told that if I do that, the audio feedback will be very painful for everybody.  So I am not going to do that.

But I do want to encourage you to see this as an opportunity for you to comment on -- the questions that we put up here are examples and are supposed to try to stimulate that kind of discussion, but certainly you're thinking about planning and where it all fits in and also where it fits in from yesterday.


I think one of the things that came out of yesterday – I think it was talked a lot about - is the multi-year capital plan, and I think that people have opinions about the practicality of that.  I am certainly -- that fits in with the planning and the planning requirements.  If you are going to make a multi-year capital plan a component of your ratemaking - that is an if - you're going to need some kind of planning requirements, and whether that is even practical or realistic thing to do, I think I have heard a few comments about that so far, but I would like to hear more.

With that, I am going to turn to people.  I am going to start with Lisa DeMarco, who I know was anxious to raise some points.

MS. DeMARCO:  And I am not sure -- thank you, Peter.

Lisa DeMarco, on behalf of the Association of Power Producers of Ontario.  I am not sure where this question belongs, so I will let you direct it appropriately.

It was in response to the original planning panel that looked at and really advocated for a change in the status quo in the cost-allocation methodology, very specifically pertaining to transmission lines, not transformer stations. 

Susan said that again and again, and she also advocated that there was potentially the need for a distinction between the residential and commercial customers and the specific industrial customers.  This came up in the questions of EnWin, as well.

My question was:  Very specifically, the answers of that panel were directed very much towards load and demand; do those comments and those answers apply to supply, as well, specifically generation?

So I am not sure where that should go, Peter, and how it should be answered, but I put it in your capable hands.

MR. FRASER:  I will ask Susan Frank to address that.

MS. FRANK:  I believe we have rules in place for generation that should likely continue.  The closest thing we have is the enabling line approach, where it allows generators to pay a portion of the cost of the line, with the idea that over time there would be enough generation to pay for the full line.

But upfront, there is some socialization with that first time when the line is built.  The generator wouldn't have to pay for the full thing.

I think, once again, the generators have an option.  Unlike the LDCs, they can decide where they want to locate, when they want to locate.  So I think the rules should likely be different, and I think the enabling line technology is the answer.

MS. DeMARCO:  Just a quick follow-up in that regard.  Particularly when we're seeing generation as an alternative to line construction, I think it would be very important to have a methodology that looks at and is able to quantify the system and overarching benefits of that connection that is not distinct from the same principles that we bring to bear on the line construct side for distributors.

What is good for the goose should be good for the gander.

MR. FRASER:  I will have to leave that as a comment, Lisa, as I know Mike Lyle and Bob Chow both had to go.  Travis Allan?

MR. ALLAN:  My question is going back to the framework for regional planning that we were discussing in the first panel.

I am very interested to understand where the opportunities for ratepayers and other interested parties would be to test some of the assumptions about the various cost benefits of, you know, the different mixes of what type of techniques we're using to handle increased load, where those would be in the OPA's envisioned planning process.

And I guess in a related fashion, when things did finally come to the Board through that process, would there still be an opportunity to really go back to some of those fundamental issues at the Board level, or would it sort of be a situation where the plan was made and, therefore, there wasn't a lot of opportunity to discuss those assumptions?

MR. FRASER:  Well, Susan, do you want to try the first part of that?

MS. FRANK:  When we work on regional plans with the OPA, there is a period of time when the OPA reaches out and consults with the communities.  So there's certainly an opportunity at that stage to hear what the affected people in the communities want to say about it.

Then assuming that the solution is an investment in a distribution or a transmission -- I just want to say in a regulated activity, there is another opportunity, because that regulated activity will come to the Board, and at that time the Board will be providing a notice and all interested parties would have another opportunity to be heard.

I think the situation is somewhat different if it is generation.

MR. FRASER:  That is a good answer.  Other questions or comments, thoughts on planning?  Theresa.

MS. McCLENAGHAN:  I wanted to raise a comment I made during the consumers' executive session, which was that many of us are talking among ourselves about opportunities for community energy planning.

And I am sorry I wasn't able to be here this morning, so I don't know if that came up this morning, but it is also related to the question that -- or the comments that Mr. Robertson made about the connections with water, as well.

We have many kinds of regional planning already mandated on the water side, for example.  As well, we have forthcoming plans and lots of planning that municipalities are mandated to do, and then of course there is land use planning to boot.

So there is, I think, a really huge opportunity to be thinking these things through across energy and water and waste, and land use and transit and transportation, which is what community energy planning advocates.

So that is something -- and, you know, the organization Quest sponsored a workshop a couple of weeks as which engaged many municipal and utility participants, as well.  Now, it probably was a kind of speaking-to-the-converted sort of workshop, but I was interested that there was widespread interest across all kinds of sectors in the concept.

It really does require a bit of a paradigm shift, because this question that came up yesterday a few times about people running into barriers because the money is siloed across the different ways we do business today.  Are we talking about transmission?  Are we talking about generation?  Are we talking about water?  Are we talking about energy?  It really has to be broken apart to find some real efficiencies across that kind of planning.

But as Mr. Robertson said, water is a perfect example.  Huge opportunities to save big amounts of energy with water conservation, just because of the pump and treat costs of municipalities, for example.

So I am curious about whether that is something that resonates in this discussion, or whether people think it is just completely disconnected from the kind of regulatory reform we're talking about here.

MR. FRASER:  Well, I will take that as a comment at this point.  I don't know if someone else wants to address it.  Rene?

MR. GATIEN:  I can jump in a little bit.  Certainly the planning that we do, we always try to include the municipalities, and the regional municipalities for those of us who have them, in what is going on.

The issue is we are probably are, more often than not, forgotten in their discussions as opposed to the other way around.  Oftentimes, plans and land use and other things are developed and done without the utility, and then they come to us at the last minute to say, By the way, don't forget to be involved in this.

The biggest example I can give is we have been working at providing a certain standard of plant within one part of one of our municipalities, and the perfect timing to get it in is when the developer's agreement goes in.  I happened to be sitting at a council meeting for another thing altogether, and the developer's agreement got approved and we hadn't heard about it.

So there are opportunities, but we don't have an ability and a mandate, I don't think, within what we do to try and force some of that.

The other thing that does happen is some of the utilities do provide meter reading and billing services for water.  We are one that did it for a number of years.  Our municipality, their staff decided they could do it in a different manner themselves, and when we made the switch to AMI, they decided to go their own way with their own metering and have gone back to regular metering and someone who walks a route to do the reading.

It is really something that I think you're going to have to try to do some push from the municipal side.  I believe that the utility sector would be happy to get into the land use planning and making sure we're doing things in an integrated fashion.

And ourselves, with Hydro One and OPA, we would even like to see if we can get some of these early-on studies done with regional planning and determine likely routes to come in, is to get to the land planners and say we want this piece reserved.

I know that was done with Highway 407, and I was at Brampton Hydro at the time.  We were fortunate to tag along a route for our feeder circuits coming out of the transformer stations, and it is a good thing we did, because we certainly were able to make use of good land planning routes.

And I understand 407 was challenged many times by the developers, even though that right of way was well established well ahead of the municipal development.

So we would encourage it and welcome it, but I think we're the wrong entity to push it.

MR. FRASER:  Bill Harper.

MR. HARPER:  Peter, I just wanted to follow up on Susan's response to what I thought was a good question about sort of:  How do you get sort of a broader input into regional planning?

Susan offered that one of the opportunities is when things come to the Board here.  I think the problem is that would require a fundamental paradigm shift, because, from the examples I have seen, when things come to the Board here, what the OPA uses as a basis of validation of what's the proposal, if the OPA -- if there is a letter from the OPA saying, yes, this is the way to do it, then that is sort of almost taken as a validation that what is proposed is correct as opposed to anybody ever questioning whether the -- you know, what's the basis or the logic or the foundation on which the OPA sort of makes that comment.


So, Susan, I guess I was wanting to sort of say I am not too sure if that is the paradigm that works right now in terms of this being the place, other than perhaps if we ever see an IPSP, of somebody ever second guessing the OPA view of how things should evolve.

MS. LECLAIR:  Susan, do you want to respond to that?

MS. FRANK:  I want to acknowledge that Bill is right that often when we are at the point where we have done all of the early consultation, we have a preferred alternative.  Now, people can still question and challenge if other alternatives were adequately assessed.

Maybe I wasn't clear enough in terms of some of the early consultation, because there is a lot of early consultation.  There is public information centres.  They're advertised in newspapers.  They're normally held in several communities, particularly a longer line.

It is not one public information centre.  There is normally, two, three four.  There is ones that the OPA does -- initiates first, and then when it comes over to the utility for whatever they're going to build, there is more public information centres.

And there is a willingness to communicate.  There is First Nations.  There is letters that go out and ask the First Nations if they would arrange a meeting with the utility.

So I think there is pretty broad consultation and lots of opportunities to get input.  Normally, these sessions are well attended, so I think the public has a chance to have their views heard.

I certainly know that when we talk about other proceedings, rate applications, there's stakeholdering that happens beforehand.  The intervenors all get a chance to come in and talk about it.

So I think if people wanted their views heard, they've got lots of vehicles to get them heard. 

MR. FRASER:  Paul Manning? 

MR. MANNING:  Thanks.  To pick up on a comment I heard or thought I heard from Brennain earlier on, which was her impression of where the net benefit would likely flow if there is a pooling option, a full pooling, I thought I heard you say, Brennain, that your impression was that the benefit would flow from north to south.  In other words, it would be to the detriment of northern communities, and I wanted to ask you that, and generally if the Board or anyone else have done any studies to give a clear indication.

MS. LLOYD:  I think, Paul, we noted a comment and agreed with an observation in the Staff paper on regional planning, that if there was pooling, the northern regions where there is less growth would be, in effect, subsidizing southern regions where there is more growth. 

That was an observation in the Staff paper, and we agreed with that and note it also as a concern.

I think that whenever you stray into assumptions of a provincial pool, in any regard, you tend to have a risk of benefits flowing to the south from north, like the arrows in the OPA maps of 2007 showed so clearly. 

MR. MANNING:  Thank you for that, Brennain.

Could I ask Board Staff - I don't know if those who authored the document are here - what were they making an assumption based on general principle?  Or do they have some data that they based it on? 

MR. FRASER:  I am afraid I can't help you much there.  I am just looking at my staff. 

MR. MANNING:  Okay.  That is a question for another day.

MR. FRASER:  Thank you.

MR. MANNING:  Thank you. 

MR. FRASER:  Yes?

MR. SCHWARTZ:  Larry Schwartz.  I am with the Energy Probe Research Foundation.

Maybe I could make a general point on the question of regional planning in the north versus south, which I find very, very interesting, and what I take to be essentially a commercial criterion, which is embedded in the thought that ultimately somebody has to pay for it, and that as long as it is not commercial, then nobody is going to pay for it.  Nobody will do it if it is not commercial.  There is nobody to pay for it at the far end.

One of the observations that I thought was quite helpful in the IPSP discussion a few years ago was the discussion of a social discount rate, and that if we look at all capital expenditures and systems to be put in place, the OPA wasn't judging them on the basis of their commercial value, but on the basis of their social value, and they used, in fact, a social discount rate.

And then ultimately says:  You have a project in northern -- we could put a line up to northwestern Ontario, but there aren't going to be any benefits for 30, 40 years.  So we say:  Well, at commercial rates of discount, no one will ever do it.

The question is whether that is the right way to look at it, and whether there isn't a social discount rate that we use.  And I know the federal government has put some resources into trying to understand what the social rate of discount is.  The OPA did it, or tried to.  And I might just throw it out for a suggestion, that when we think about regional planning, what we're really talking about is the social rate of discount. 

MR. FRASER:  Thanks for that.  Other comments, questions?  Wayne Clark^?

MR. CLARK:  A couple of observations.

I worked on regional planning back long before the Board became what it is today, and when all connection, all transmission connection costs were socialized. 

At the time, the problem working with LDCs was that because those costs would be socialized, there was always a tendency to try and get Ontario Hydro, at the time, to build assets that would give them a comfortable cushion - I will put it that way - that might not really be justified.

Ontario Hydro was pretty good at applying the appropriate discounts to that, with reality checks.

And then today we have - I am speaking for the Association of Major Power Consumers, at least I represent them - today we have this capital contribution regime laid out in the CCRA process that, for better or worse, puts some discipline on forecasts.

It forces the load to give a realistic forecast or face consequences down the road, and, in fact, face benefits down the road if, in fact, they lowball their growth forecast.

In the presentations this morning, I didn't see anything, I didn't hear anything that would bring an accountability mechanism or put -- force an incentive, put an incentive on a proponent, an LDC or the transmitter, for that matter, to keep the investment cost as low as reasonable, if not totally economic.

I don't know if anyone wants to comment on that, but I didn't hear a mechanism for what I would call accountability and reality checks. 

MR. FRASER:  I certainly think that is a very good comment, and certainly it is the kind of thing that we are looking for, as well as, of course, having -- I think maybe even in the next panel, we will start to address those kinds of things.  But I would like to hear comments about that.

Susan Frank?

MS. FRANK:  I think when we were looking at what the role of the OPA was -- and I know Mike Lyle had suggested that they're an independent party.  They've got no vested interest.  They do what they believe is right in terms of coming up with their recommendations.

And I think that is where we deal with Wayne's concerns, is:  Are we building the right thing? 

There is no doubt -- if anybody knows Bob Chow, they know that it is going to be the bare minimum what you need.  Bob is not a man who is prepared to spend an extra dime if he doesn't need to.

And that is also why we talked about a solution that resulted in something that was premium, then the party had to pay.

So I think that that is the mechanism to deal with this, that you only get the minimum that Bob has agreed to, and if you want more, you have got to pay for it. 

MR. FRASER:  Okay.  Seeing no further hands up, now is a good time to take a break –- sorry, there is a question on the...

MR. HOULDIN:  Yes, Peter.  We do have a comment that came in.  It is not a question.

MR. FRASER:  Sure.  Please pass it along.

MR. HOULDIN:  It is from Paul Norris of the Ontario Water Power Association.  He was just picking up on the comment that was made that generation can locate where it wants.  He points out that for hydro power, that isn't the case.

[Laughter]


MR. FRASER:  Well, thanks for that comment, Paul. 

[Laughter]


MR. FRASER:  So we have a 15-minute break now, and we will come back for the last panel.  Thank you. 

--- Recess taken at 2:30 p.m.

--- On resuming at 2:45 p.m.

MR. FRASER:  Okay, if people would like to take their seats, we will resume.

The last session today is devoted to performance and incentives.  Certainly, I think one of the most interesting and challenging areas of the renewed regulatory framework is looking at what sort of performance metrics are appropriate, and how to apply incentives to encourage that kind of performance and those kinds of outcomes.

We have with us this afternoon two speakers, first Frank Cronin, who is here as a consultant to the Power Workers' Union, and he will be followed by Adonis Yatchew who is here as a consultant to the Electricity Distributors Association.

The mic is yours, Frank.  You have 15 minutes.

MR. CRONIN:  Fifteen?

MR. FRASER:  Fifteen, yes.

MR. CRONIN:  I thought I had 25.

MR. FRASER:  No, 15.
PERFORMANCE & INCENTIVES PANEL

Presentation by Frank Cronin, Power Workers' Union


MR. CRONIN:  Well, hi.  It is very nice to be here and it is nice to see a number of the people from 1998 and 1999.  I have had a number of very nice conversations with them.

I might add that I have spent the last two years working on the restructuring of the distribution utilities in Alberta, and you will be glad to know that some of the same issues that we're talking about here are also being talked about very fervently there.  So it is not as though you are alone in dealing with this.

I have found the last two days very stimulating, but then you have to realize that my choice was, if I weren't here, I would have to be starting my rebuttal evidence, so this discussion is a great substitute.

I wanted to add that the way that we see it, you need to make the customer the focus of the process, because they're really the focus of the network itself.  I hope, as we go through the presentation, that that will come out.

Secondly, I hope that we can make more concrete some of these discussions and things that we have thrown out or I have thrown out, like willingness to pay, and hopefully we can give some concrete examples about how those kind of concepts could be of great aid to the Board and the stakeholders and the LDCs in Ontario.

Then, thirdly, I helped assemble the original historical data set that went back to 1970 for the capital, and collected a ton of other useful information on O&M and characteristics, and we have sort of updated that along the way.

I think what is nice about the Ontario experience is it gives a number of real world examples that we can use the data to analyze and assess, and we're going to touch on some of those during the discussion.

Well, the thing about PBR is there is good news and there is bad news.  Now, the good news is that utilities, as organizations, respond to incentives, while the bad news is utilities as organizations respond to incentives.

And it is really critical that incentives and their implications are understood and you try to minimize the consequences that you really wouldn't want to happen.  I have one or two examples of those really quickly.

Between 1988 and 1993, which was a regime under administrative cost of service, we had calculated under first generation that the TFP for the industry was about minus 0.1 percent per year.  So that is minus 0.1 percent per year.

When you went to the rate freeze from '93 to '97, the TFP actually was about 2 percent a year, and that was widely observed across the board, or at least for the 48 utilities that we did at that period.  If you look at the two distributions, it is as though they just shifted to the right, substantially.

The second is we actually analyzed the implications for the decision to embed contributed capital into the rate base, and that decision led to a substantially increased use of capital by a subset of utilities in the mid-1990s, and that was a very marked change.  Well, it was a marked change from that period on.

A number of utilities had been using contributed capital increasingly over time, but that shift to a greater use of capital, a lesser use of labour and a greatly increased capital-labour ratio significantly increased the allocative inefficiency of that subset of utilities.

What we had found out after first generation was that the technical efficiency of the utilities in Ontario was really outstanding.  It was about 93 percent.  So that is basically an "A" for technical efficiency.

A subset of utilities did not do as well on allocative efficiency, in part because they had a heavy reliance on contributed capital, in some cases as much as 60 percent of their capital base.

That is a long discussion that we could have offline at some point, or through the day as we choose.

So those are examples of the way to look at certain instances with the data.

You can see that the discussion today is titled "The Power of Incentives".  I would like to review the recent past, look at the ability to use the historical data to do further analyses of that, and as a very useful tool going forward to create much more inclusively defined benchmarks, so those that would look at all inputs and those that would look at all outcomes.

We're going to look at the past five and ten years in terms of several measures of performance.  We are going to look at the efficiency rankings.  And, as we had noted a number of years ago, based on the historical data at that time, which was first generation data from '88 to '97, there was no relationship between O&M ranking and total cost ranking.

And that continues to be true if you look at data as recently as 2010.  If you look at a utility's total cost performance, it is unrelated to its O&M rankings.

In fact, one could argue that some utilities have been incented to move from socially preferred positions due to the use of partial cost benchmarking and rewards associated with that behaviour.

I would like to talk a little bit about the historical data collection, how that compares with other data in other jurisdictions, what use has been made of it and what use could be made of it, and then talk a little bit more about how you could operationalize some of these concepts around customers, customer valuations, like single customer guarantees which have been widely used in the U.K. and Europe, or willingness to pay.

It is kind of a vague term in concept, but, actually, it has an almost 40-year record -- a 40-year record of being used in network planning by other networks.

And I unfortunately was involved in one of those with the U.S. EPA right at the start of my career, which is more years than I would like to think about, but that goes back to 1972.

I am going to talk a little bit about that later, but I would like to make more concrete some of these terms, at least more concrete as seen from an economist's perspective.

First, in terms of the forms of the current incentives, what we have is a three-on, one-off.  I think that would be viewed as being somewhat dissimilar from, say, what was done in the UK or in Norway where, once they went on IR, they stayed on IR.  They were re-benchmarked, but they weren't put back on cost of service on a periodic basis, and I think that has a certain set of built-in incentives.

What it also does is it produces almost a delayed step increase for rate changes.  And I did some preliminary calculations and it looked like about -- that the average rate increase during the cost of service year was about 13 percent.

Now, there was a wide variance around that, but I think you would have to think about what the utility would consider in its own interest if they knew what was going to happen when the three-year IR term ran out.

I wanted to look at the increases in the IR years and also to compare those rate increases in the IR years to the input price index that we've calculated for the past 20 years, but I actually haven't had a chance to do that.

So I am hoping to do that at some point in the near future, to look at what kind of reimbursement the utilities have been getting through the inflation factor that was used.

There was a long discussion, well, in first generation, where IPI was put in, and then leading up to third generation, about whether or not to use an IPI or a more general price index.  And I know there were a number of comments yesterday by people on different panels that talked about:  Would a more targeted price index be preferred?

And I hope that we can offer comments on that in the follow-up to the Board.

If you look at the past 10 years, it would seem as though there were weakened productivity incentives, if you look at the last five years versus the first five years of the post-2000 period.

In the first five-year period - that would be 2000 to 2005 - the changes in annual TFP were about what they were under the rate freeze from 1993 to 1997, so you are looking at something on the order of 1.8 percent per year.

If you look at the second five-year period, from 2006 to 2010, the TFP performance is about what it was under cost of service from '88 to '93.  So we're looking at something essentially zero.  Actually, it is slightly negative but very similar to what it was under cost of service from '88 to '93.

So if the intent is to institutionalize permanent productivity enhancements on the part of the LDCs, I am not sure that the data would support that as having happened.

As I mentioned, our feeling was -- and the historical data basically confirmed -- that there was no relationship between O&M rankings and total cost rankings.  And when I say total cost rankings, what I mean to say is being inclusive of capital.

So in the first generation, we collected capital data from the early 1970s up until the late 1990s, to be able to give us a capital profile and to include with that O&M.

We also in first generation included line losses as an input, because we wanted to get a full perspective on the input.  So we actually developed what we labelled four-factor TFP measures and four-factor input price index measures.


If you look at what the rankings were of the LDCs in the recent past, one could argue that some of the inefficient utilities - at least from a total cost perspective - have been ranked as less efficient, and some of the less efficient utilities have been ranked as efficient.

And I think one could argue -- and I have also looked at what would happen if you included in the ranking some measure for customer interruption valuations.  So in other words, what does a customer benefit if they're being served by a utility which has a sterling reliability record?  I mean, that is worth something.

And so I did some back-of-the-envelope calculations and looked at a subset of utilities, and some of the ones that had what I would refer to as pre-eminent social performances -- that is social meaning -- looking at cost inclusively, capital, O&M and customer interruptions -- had been labelled as inefficient.

Now, if I were on a utility and I were labelled inefficient, I guess I would have to think about whether I wanted to change my performance so that I would not be labelled inefficient and not necessarily be penalized.

So I think, you know, these questions lead to complex behaviours, and they don't often -- they don't sometimes lead to the results that one would hope.

We had talked about, three to four years ago, the fact that if you go to partial cost benchmarking, you can get a response from a utility which is based on an accounting response.  So they can improve their O&M performance by basically moving costs from one bucket to another.

And we said:  Well, you know, we're concerned about that.  You know, the proof will be in the pudding, and let's see, you know, ex-post what happens.

Well, ex-post, what I can say based on the data I have looked at is that in 2001 the average capitalization -- that is the percentage of labour capitalized across the LDCs -- was 10 percent.  In 2010, it was above 34 percent.  So the labour capitalization rate increased 250 percent over the course of that decade.

Now, that is pretty much what you would expect would happen.

As well, the amount of overhead going into capital increased, so that if you look at what is being put into the ground, what is actually being put into the ground as capital now has 12 percent of what is being put into the ground as overhead, which is 50 percent higher than what it was in the earlier part of the decade.

Similarly, you know, if you are trying to look at what a fair, equitable and effective benchmark would be, you would want to look at line losses.  And what we noticed back historically was that when the rate freeze came, the line losses fell on the part of the LDCs; when they were responsible for it, they found a way to better control it.

But that is not really in the considerations now and, in fact, if they spend money on line losses, one could argue, if it is O&M, that it would actually hurt them.

So where the customer would benefit from lower rates, where society would benefit from a whole slew of -- of avoided costs, what we have now is a situation where the line losses are basically, you know, they're a common good and common to none.

And so why spend money, when that will negatively affect my ranking?

Similarly with respect to reliability, if I spend money on reliability, that is going to drive at least my O&M ranking up.

And you know, that could hurt my perception, my ranking at the Board.  It could hurt my perception maybe with my board of directors.

And so you have to think about:  Well, what do I do about reliability?

We're going to talk about that a bit more toward the end of the presentation.

There is also an implication for the data, because the data is now shifting.

In 2010, the data that you are looking at for capital additions is not the same data that it was in 2001.

There are cases for some utilities where less than 30 percent of capital additions actually comprises equipment.  So what is going in the ground is compositionally very different than what it was historically.

So when you say to yourself, Okay, well, I've got a budget, say, going forward for 2013 and it is such and such, and it compares such and such to history, you really have a hard time now evaluating how much bigger is that than history, because you have so many other things going into it than what you had over history.  And they're different and they're not necessarily making the utility's capital position more productive.  In fact, you could argue maybe the contrary.

I am being bumped.  I have only got to page 6.  Well, let me just...

The shift from O&M to capital is going to aggravate the allocative inefficiency.  You have a notable degradation in reliability, too, compared to the early part of the period and compared to the mid-1990s.

You could argue that these behaviours are going to postpone -- they're going to increase capital.  They're going to increase future rates and they're going to make the capital put in the ground actually less productive.

There is actually data that allows -- as we have looked at this, there is actually comprehensive data for a whole series of capital compositional inputs, like depreciation, retirements, additions.

It has actually been used very extensively.  For example, we talked about the TFP.  There have been cost assessments.  I did a DEA for a whole series of years with the Ontario data.  That is a way of measuring efficiency and comparing utilities.

We looked at an MPI.  An MPI is the Malmquist productivity index.  That is a variant of a TFP measure, but allows you to look at the front tier shift and the interior response to that.  Both of those have been used by OFGEM and they have been used by the Norwegians, which have two of the longest records in IR.

I want to talk for a minute about WTP.  Willingness to pay, you know, we think that the customer as wide network exists.  The network exists to connect and deliver power to customers, and they need to have a very prominent role in helping shape and influence the decisions that are made about the operations of the utility.

Now, how do you measure their input?  Well, a number of utilities - and this goes back 25 years in North America and 15 years in Europe - have used WTP.  WTP, people think it is kind of this hocus pocus.  It actually has a very long history.  I worked on it in 1972 for the U.S. EPA.

The question back then was:  We have these extensively polluted rivers.  No one would use them for anything.  How much do we need to -- how much can we justify spending if we want to input pollution abatement controls?  And there were widely divergent estimates of costs going from slightly modifying the rivers from pollution to, say, pristine rivers.

And the policy analysts -- policy makers had no idea what to do.  The WTP estimates for that study that I worked on, as well as others, helped rationalize a much higher level of pollution abatement.

Now, the Potomac River, which we looked at there with 2,500 respondents, that is basically pristine.  You can use it for almost anything you want to.  And if you compare it to what it was 40 years ago, it's night and day.

Well, that is an application of WTP, which helped shape, you know, spending billions of dollars and helped justify something that was too vague to get hands around.

Okay, I'm getting the bum's rush.  I was going to talk a lot about these issues of WTP and reliability, and I had a whole slide here about OFGEM and basically breaking down kind of what they've done.

And I kind of refer to it -- they had a bad experience at the very early part of their PBR history.  And having been bitten on that -- and they actually kind of gave the bum's rush to the regulator and they sort of got rid of the two -- the gas and electricity regulator.

I think they have been very conscious of the fact they need to be more extensive in their reviews, and they have put in a whole catalogue of things like yardstick benchmarking even for utilities' internal data.

WTP, I call it incentivized cost of service.  So it is -- and they have a multiple approach.  They do engineering studies.  They use comparative benchmarking.  They look at menus.  Anyone from the first generation who remembers the menus, they put in menus to incentivize utilities to make a more accurate forecast, to incent them to become more efficient and to divulge the performance ceilings.

They use, as I mentioned, yardstick SQR, and they played around with the initial rates going in and the X factor.

So around this cost of service framework, they put in all of these, you know, IR incentives.

So, anyway, that's...

MR. FRASER:  Thank you.  Adonis.
Presentation by Adonis Yatchew, Electricity Distributors Association

DR. YATCHEW:  Thank you, Peter.  I just have a few points to make.  Some of them we can check off quickly, given the points that Frank has raised.

The first one is that, yes, I would like to see a more comprehensive data set for Ontario that incorporates historical capital data, and I know this has been an ongoing objective for some time.  I know Frank has been involved in trying to assemble that data years ago.

However, as we look at incentive regulation today in a changing environment, where the role of distributors and transmitters is changing, it becomes ever more difficult to try to use historical data in order to benchmark or inform or to calibrate expected rates of future productivity improvements.

So while on the one hand, as an academic exercise, I would very much like to see the old capital data, I think we need to look forward at the much more complex incentive regulatory environment that we now face.

Incentive regulation works particularly well where a technology is relatively stable; even better when costs are dropping, not increasing.  It becomes rather more difficult in settings where there are cost pressures and changing responsibilities, changing roles, which is what is happening to the wires segment of the electricity industry.

I agree with the idea that partial cost benchmarking does have the potential of creating suboptimal incentives.  This is an argument that's been raised for a number of years, and ultimately the problem is:  How do you measure total costs properly?  How do you incorporate capital costs for very disparate utilities with very different historical data and very different -- in some cases, very different cost patterns going forward?

That is the fundamental problem.  So I still would prefer to see incentive structures that don't focus or put relatively less weight on partial cost benchmarking than those that focus on total cost benchmarking.

I would also like to see a retrospective analysis of the accuracy of past productivity targets set by the OEB against those that were actually achieved.  A discrepancy between actuals and forecasts is not necessarily the fault of the forecaster.  It could be a consequence of the regulatory mechanism itself and a signal that perhaps the regulatory mechanism isn't yielding the right kind of incentives to yield productivity gains that one would like to see.

And in this connection - and again, these are points that have been made in the past - there are differences between the way privately-owned companies respond to incentive regulation than those that are publicly-owned, in part, because of the latitude that private sector companies have for setting things like executive salaries, in the incentives they have from their -- from pressure from their shareholders, and in part because of the greater latitude that governments seem to feel that they exercise on public sector companies, in terms of the additional policies and responsibilities that they impose.

One of the key points in my mind is that grid investment and reliability should not come at the expense of other programs, such as the FIT program that we have in Ontario.

And in this connection, I am looking carefully at this idea of total bill mitigation.

Let me give some rather extreme examples to illustrate a point, not necessarily that it applies in fullest here in Ontario.

Some months ago I plotted residential electricity rates in a number of countries that had very ambitious renewables programs, those that had ambitious FIT programs, in particular.  And at the same time, plotted the share of electricity that was being produced from these renewables programs.

I did the same thing for a few countries which did not have FIT-type programs, had perhaps -- renewable portfolio standard programs were perhaps less ambitious renewables programs.

Spain, Denmark, Germany have experienced a doubling of electricity rates in the last 10 to 20 years.

U.S., U.K., a few other countries that were not as ambitious on this path had nowhere near that kind of electricity price increase.

So if, as -- if collectively, we as Ontarians have decided on a particular path, and that path happens to involve FIT programs, then we need to face the fact that they cost money, and we need to be willing to pay that price.

And in that connection, rate mitigation rebates that I see on my bill actually, in a sense, are a little bit counterproductive, because what they do is they actually reduce the price effect, the effect that prices have on conservation.

This is related also to grid investments.  My preference would be not to see grid investments compromised, sub-optimal investments, or delayed -- delayed cost realization as a result of these other programs.

I do appreciate the position that the Board is in constantly, and I also appreciate the delicacy of trying to implement costly programs in a political environment that is, at times, hostile.

If you look at Spain, Spain has a very ambitious FIT program, but what they did is they decided that they were going to not put into current rates the very substantial portion of those costs.

So they started accumulating a deficit fund, financed by borrowing, which caused great problems in 2008, as you can imagine.

So we are nowhere near on that scale of delaying or denial of future costs, but I don't really see the logic of making decisions about grid investments in the light of all of these other costs.

I would suggest that the exercise should be:  This is what is necessary at a given point in time, and then let's look at how to mitigate rates.  And unfortunately, I don't really see that, on the present path, that rates are -- have the potential of being seriously mitigated through savings on the grid side.

I appreciate every penny counts, but the big costs, when I look at -- across these countries that are serious about renewables, the cost pressures are going to be there.

So finally, one last point, and that is I mentioned that the efficacy of incentive regulation does vary between private and public sector, and I would suggest that one of the powerful tools that the Board does have, potentially, at its disposal is to use the streamlining regulation carrot for distributors, transmitters and other entities, as well.

Thank you.  Those are all of my comments.

MR. FRASER:  Thank you, Adonis.

Questions?  Ken?
Panel Q&A


MR. QUESNELLE:  Thank you.  Dr. Yatchew, just on your last point when you mentioned the concern you have about the trade-off of the rate mitigation based on the timing issue of bringing renewable investments on, and the total bill impacts -- and I understand your concern on that.

But if the analysis was more focussed, in that the Board was going to attempt to insert a discipline of scale and the pace in which the costs were going to increase by specifically looking at the investments that enabled those very renewable energy projects, and that in an analysis that took into consideration the coexistence of the expansion of the grid for the very purpose of enabling renewables, and what bill impacts that had, what would your thoughts be if it was a more focussed type of analysis that linked those two together at the hip?

It is not like-for-like replacements of investment and distribution for replacement and maintenance, or avoid maintenance through capital replacement when it gets to the optimum point, but rather analyzing the cost of distribution that enables that renewable and therefore the total bill cost.

DR. YATCHEW:  So that is more of a joint decision problem, because one is at the same time deciding the rate at which one is bringing on FIT - which is a generation question - and therefore the rate at which one is requiring certain changes in the network itself.

So I see that as -- in the hierarchy of decisions, an upper-level decision problem that does seem to make sense, making that decision jointly.

I am not clear on to what extent the Board will be choosing sort of the rate of implementation of FIT programs themselves; in other words, the criteria that it may be using to tie in that, as well.

MR. QUESNELLE:  I was just wondering if you saw a distinction between the two, though, that --


MR. YATCHEW:  I do.

MR. QUESNELLE:  Yes.  Okay.  Thank you.

MR. YATCHEW:  Yes.

MR. FRASER:  Lisa DeMarco, please?

MS. CHAPLIN:  Oh, can I go first?

MR. FRASER:  Oh, sorry.

MS. CHAPLIN:  Thanks.  Just because I wanted to follow on a little bit from what Ken's comments was - Cynthia Chaplin, Board member - one of the other things, Professor Yatchew, you commented that there is a differential effect of incentives based on private ownership versus public ownership.

Is there any differential impact related to the size of the entity that you have observed, or you think would be worth examining?

MR. YATCHEW:  Not that I am aware of.  I am not aware of studies that would have analyzed the scale effect, if that is what you're referring to, the differential scale effect on the efficacy of incentives.

MS. CHAPLIN:  Because I would like to tie that to something that Dr. Cronin covered, and that was the observed sort of reduction in productivity improvements over the second-half of the most recent decade, compared to the first half of the decade.

And I am wondering if any comparison would be warranted between our electricity distributors and our gas distributors.

So although there is the difference between private ownership and public ownership, there is certainly quite a significant scale difference, and I am wondering if there is any explanatory power in that as to the impacts of the what the incentives were attempting to put into place, whether or not they're having the intended effect.

That is a question to both of you.

MR. CRONIN:  Well, let me just take up the issue of scale.

Both of us have done econometric studies of scale.  We found that - and this is again looking at the historical data - there were mild diseconomies of scale at the average size of the utility back in the late 1990s, 5 or 5 percent negative, but there were substantial pervasive scope economies.

So looking at either multiple output utilities or shared services, the observed impacts of those kind of scope economies on input or outputs swamped the purported savings from scale effects.

DR. YATCHEW:  If I understood the question correctly, it is whether scale has a non-constant relationship to the efficacy of incentive regulation.  For example, perhaps smaller utilities react better, more efficiently, more efficaciously to incentive regulation, or perhaps it is the other way around, perhaps large utilities -- is that the question?

MS. CHAPLIN:  Well, yes, yes.

MR. CRONIN:  There is actually historical data to look at that.  That question, if you look at the data from '93 to '97, there was almost no difference by size of the utility as to who was producing at a 2 percent per year TFP, total factor productivity, annual growth rate.  It was invariant with respect to size.  It was invariant with respect to changes and demand.  It was invariant with respect to capital additions.

So while they were under the freeze, they all found some way of making -- again, when you have a rate freeze that, is an IR with a variable X factor, and the X factor takes on the value of inflation in every year.

So if you have inflation that is running at 2 percent and you want to maintain your margins, you have to find 2 percent productivity.  And what I found interesting in that analysis was the smallest did just as well as the large.

If you look at the ten-year history, the full ten-year history, the small utilities actually had slightly higher TPP.

Now, one could argue they were delivering a slightly different bundle of outcomes to their customers, but looking at it -- meaning maybe the service -- we didn't look at service quality back then.

Maybe the service quality was slightly better or the customer billing was slightly better under the large, but if you look simply at a traditional TFP measure, the small and medium did just as well as the large.

MS. CHAPLIN:  Do you have any observations as to the potential value of trying to compare the recent experience of our electricity utilities to the gas utilities in terms of productivity improvements and the pattern of rates?

MR. CRONIN:  I know Larry has done an assessment of gas.  I was hoping to spend more time looking at that and I have just been so swamped in your neighbour.

But, you know, I was trying to basically provide some feedback along the lines of what he had looked at on the gas side.

MS. CHAPLIN:  Thank you.

MR. FRASER:  Okay.  Lisa, please.

MS. DeMARCO:  It is actually a nice follow-on question.  In relation to Cynthia's question regarding the delta in TFP over the ten-year period, if I've got it right, I understand that for the five-year segment TFP was around 1.8 percent and it dropped to negative?

MR. CRONIN:  Right.  Those are preliminary, so we want to go back and reconfirm, yes.

MS. DeMARCO:  So using that X as a proxy for efficiency, notionally the point you are making is the LDCs got significantly less efficient over the second half of the decade?

MR. CRONIN:  Right.  But there are factors that are affecting that.  I mean, it is --


MS. DeMARCO:  That is my question, actually.  Have you done any linear correlation analysis, F-tests, T-tests, looking at some of the key features during that decade, specifically anything around the time and onset of the economic recession in 2008, the time and onset of the FIT, anything of that nature?

I imagine there could be a number of things that we could reach out to to look at that, and, specifically, whether that was compared to the prior decade data, which, correct me if I'm wrong Frank, I think that was adduced into the OEB as part of the 1998, 1999 PBR taskforce.

MR. CRONIN:  All of the data that was collected was available at the Board.

MS. DeMARCO:  Right.

MR. CRONIN:  There are -- as you mentioned, there are a number of factors affecting that observation, not least of which was the economy, which -- you know, which could have a big impact, especially across certain utilities.

We haven't had a chance to look at trying to break out which factors might have accounted for, you know, some of those changes, but it clearly is something that you would want to do.

MR. FRASER:  Tom Brett.

MR. BRETT:  Tom Brett representing the Building and Office Managers Association.

Frank, I was intrigued by your comments about this massive shift from O&M to capital that occurred over the period --


MR. CRONIN:  Just to follow up, let me just -- the other thing is, you know, to the extent that some of the utilities have been ramping up their investment profile, that would have a negative impact, as well.  Go ahead.

MR. BRETT:  Yes.  The shift to capital that you talked about over that period of years that you were discussing - and I don't have all of the numbers of the years in front of me - but there must have been -- you have talked about an expansion of the definition of capital.

You made the -- you made the point that effectively some of the utilities -- I think you were making the point that in reaction to an O&M, to a partial incentive program that focussed only on O&M, that utilities would be effectively become overcapitalized.  They would lower their O&M account by raising their capital account and by increasing the number of items they capitalize.

Now, what is the role, as you see it, of capitalization policies in this?  There have been different capitalization policies set out by this Board and they have evolved over the years.  We now have one that is on file here somewhere.

Can you stabilize that?  Can you stop that drift by means of a good capitalization policy, or is that still going to happen?

MR. CRONIN:  Well, let me just put some numbers around that.

In 2001, the capitalization rate varied between zero and 46 percent among the utilities.

MR. BRETT:  Okay.  Among the LDCs in Ontario?

MR. CRONIN:  Yes.  You only had five that were above 25 percent.

MR. BRETT:  Okay.

MR. CRONIN:  By 2010, the range was zero to 71 percent.

MR. BRETT:  Okay.

MR. CRONIN:  And you had 20 above 25 percent.

MR. BRETT:  Okay.

MR. CRONIN:  Six that were at or above the prior peak observation from 2001.

MR. BRETT:  Okay.  And were these numbers -- now, these were 71 percent and 25 percent and 46 percent of what?  Of total --


MR. CRONIN:  This is the amount of labour that's being capitalized.

MR. BRETT:  Okay.  Quite apart from equipment?

MR. CRONIN:  Yes.  Equipment, yes.

MR. BRETT:  And just help me a little bit with this.  Outside contracts, I have heard anecdotal notes that if a utility contracts with an outside contractor to build something, the whole thing is capitalized, often.

MR. CRONIN:  I can't speak to that.  I don't know.

MR. BRETT:  But what you are talking about is labour and non-equipment items of expenditure, non-equipment costs?

MR. CRONIN:  Yes.  I mean, it is also a rate mitigation policy.

MR. BRETT:  I understand.

MR. CRONIN:  Yes.

MR. BRETT:  In the short run.

MR. CRONIN:  Well, you know, exactly.  In the short run, it is.  That's why if more labour is being capitalized, then you may have a larger problem in the future than you would have had otherwise and that you may not be aware of.

MR. BRETT:  It is not a long-term solution.  It is a short term that can lead to long-term hikes in rates?

MR. CRONIN:  Yes.  And it also -- you know, if you are expecting -- you know, say there is a rule of thumb.  If I spend a million dollars on capital, I am expecting a certain impact.

MR. BRETT:  Right.

MR. CRONIN:  You know that is not going to be the same as it was ten years ago.

MR. BRETT:  Okay.  Yes, I see.  All right.

MR. FRASER:  Susan Frank.

MS. FRANK:  Adonis, before, Cynthia asked a question and I know you were eager to answer it, but you never did, and so I want to come back and ask you specifically:  Does size impact the performance in IR?  And if you have an answer that indeed there is some difference, I would like you to speculate as to why.

DR. YATCHEW:  So the question is whether size and incentive regulation or incentives have some sort of relationship?

MS. FRANK:  Right.

MR. YATCHEW:  So there is the narrower question of the effective incentives on the utilities that are small versus large, and I am not aware of any empirical data that would be able to tease out this effect. 

I think there is the next layer of question, and that is whether an industrial structure, for example, in Ontario, that has far fewer utilities, for example, would that lead to a more efficacious regulatory environment? 

And I would suggest that you have to carefully weigh the informational benefits that you have from having lots of different firms against any potential scale effects that you might benefit from by consolidation. 

And historically, the argument that I found the most appealing is to create opportunities and facilitate mergers, acquisitions, agglomerations where it is possible, of -- wherever possible, rather than try to force some structure.

I also appreciate that a regulatory board that finds itself spending what appears to be a disproportionate amount of its resources on a relatively small -- measured by revenues -- part of its regulatory portfolio, that would seem to be somehow inconsistent or improper.

And I would suggest that that is not the right measure.  The right measure is whether the money that is spent, whether the resources that are spent on regulating 80 versus two utilities or three utilities, is in general producing better results. 

So there is always this regulatory burden issue, and sometimes it becomes too prominent in the discussion. 

I remember years ago talking to Stephen Littlechild, who was the deregulator and the chief regulator of the U.K. for years, and so he said to me:  Well, you know, I'm regulating the distributing utilities, and I have 12 of them and I have run all of these regressions.  And I said:  Well, I've run regressions, and I've had 250 utilities, and he thought that was just an embarrassment of riches, that he would have loved to have more information, more data. 

MR. CRONIN:  One other perspective on that.  There is a benefit from having more somewhat similar utilities.

If one could every get to the aspect of yardsticking, the fact that you have -- you know, with the exception of maybe one or two utilities, who possibly are different than anyone else -- you have a group that you could compare someone to, that that is a real advantage.

And you know, there were a number of years there in the U.K. where they effectively had a policy that they wouldn't allow a utility to be merged or bought out, because they didn't want to lose an observation.  They wanted to keep what they had as a sample.

So you know, from an implementation point of view, the yardstick might be somewhat challenging, but once it is put in place it might actually provide less regulatory oversight. 

MR. FRASER:  Paula Conboy, and then Julie. 

MS. CONBOY:  Thank you.  I am wondering, Frank, where you say that partial cost benchmarking incents increased capitalization, if we were having this discussion, say, eight years from now where we have quite a bit of data, where utilities are operating under IFRS or modified IFRS, which I think converges capitalization policies, do you think that your conclusions would be as strong?

In other words, would there be more scope for the use of partial benchmarking?  And perhaps maybe not just one benchmarking measure but, say, two or three that you could perform that would give a better indication of overall efficiency, as opposed to using a total factor productivity or a data development analysis? 

MR. CRONIN:  You know, in the U.K., you know, they have this building block approach and everything kind of got up to two blocks, and they sort of had an ongoing, you know, dilemma, with companies continually shifting from one to the other.  And I think, you know, that was something that even up until recently they basically said they had never gotten a handle on, and they were trying to come up with a solution to that.

If you have the ability to move –- see, the thing is that the delivery of electricity is a substitutable output process.  So if you look at the historical data, capital, capital ranged from 38 or 40 percent of the cost structure up to 65 percent. 

And I would imagine it probably would still be about that.

So you had utilities that were operating at very different cost structures, and all of them have the ability to substitute to some degree, and as long as they have that ability, if you break the production process apart for benchmarking, and especially if you incent a certain kind of behaviour, then they're going to be drawn to do that.

If you had no substitution among those inputs, then it would be a little bit easier, but the fact is, you know, we've looked at the amount of substitution and it is quite -- in fact, that is why after the contributed capital was embedded in the rate base, we saw in the data a very quick response by the part of the utilities that had been, you know, large users of contributed capital to significantly increase the amount of capital they were using and to displace their labour.

MS. CONBOY:  Sorry, can I just follow up, because I don't know whether I understood your answer?

For years we have been saying that we need capital data, we need to build a capital index, because we want to get an overall productivity measure.  And everybody agrees that using partial indicators, when you are trying to assess total performance, total efficiency, is inappropriate.

For whatever reason, we don't have these capital indices.  Then there was discussion for a time that if we all moved to a similar capitalization policy, that might be able to help take us partway, because our partial operating indicator, we could draw some conclusions because we would all be using the same capitalization policy.

That is not being mandated from a regulatory point of view, but with the advent of IFRS you are not going to have this -- utilities won't have this leeway that you have observed over the years and that Tom is talking about.

And will that not give us a better indication --


MR. CRONIN:  No, the --


MS. CONBOY:  -- than what we had a few years ago?

MR. CRONIN:  Theoretically it should, but I guess the proof is in the pudding, and they have an ability to substitute.  You know, I can imagine it is sort of like that old story about the revenue department in England 300 years ago and how fixated they were on the numbers, and then, you know, the story was:  Well, it started with the guy in the dock, you know, who decided what came in on the ship.

MS. CONBOY:  Sorry, what kinds of substitution are you talking about?  Because I was sort of looking OM&A to capital.

MR. CRONIN:  No.  Any kind of substitution.  I mean, there is substitution to some degree among capital, labour, materials and line losses.

And you know, it was reflected in the historical data.  We have done econometric analysis of that.

The thing I would say is we think that the data that exists in Ontario is some of the best data in the world, if not the best in the world, for a publicly-available database of utilities, including capital.

So I guess we would say that if you compare the data here to publicly-available data, it is almost non-existent.  You can't get it in the U.S., except for FERC.  And I would argue that it is nowhere near as good, because you can integrate all of these performance outcomes in Ontario, including reliability, which is almost impossible to get in the States on a consistent basis, even in the same state.

So I think the data is very good.  We have done -- we have done total factor productivity analysis with the data, we have done DEA, we have done MPI, so we don't see that the capital data is at all -- if anything, it is better than what we have seen other places. 

MR. FRASER:  Okay.  Julie Girvan first.

MS. GIRVAN:  Julie Girvan, Consumers Council of Canada.  Adonis, this question is for you.

I think I got a sense that what you're saying is your position is that because of Ontario's sort of political mandates in terms of telling the LDCs what to do -- smart metering, FIT, that kind of thing -- that IRM just doesn't work in that environment.

I thought that is what you were saying.  So you concluded by saying:  So I think we need streamline regulation, and I just wondered what you meant in terms of a solution, in terms of what you mean by streamlined regulation.


DR. YATCHEW:  Well, first of all, I wouldn't go so far as to say that IRM doesn't work.  It just takes that much more reflection, and that -- and that much more careful, judicious judgment on the part of the regulator, and it is a challenge.


It is not just a challenge here.  It is a challenge in virtually every jurisdiction that is seriously considering major changes to its grid systems.


It is happening across the across the Unites States, in the UK^, Europe and elsewhere.  So I am not saying that IRM cannot work.  All I am saying is that it requires a lot more careful judgment.


As far as streamlining, the point that I was trying to make is that by providing the option of a fast lane, a nexus lane, if you will, for utilities based on certain pre-set standards, you've provided a new incentive, or at least an additional incentive, for distributors to meet those objectives.


So I see the carrot of streamlining the regulatory process for utilities, at least offering that option, as part of the incentive process, perhaps the strongest incentive that is available.


MS. GIRVAN:  Can you just help me?  How does that work?


DR. YATCHEW:  For example, if you are walking in and you have relatively modest rate increase requests, your capital expenditure plans over the required period are properly justified, then you are not required to produce the same level of information and the same depth of scrutiny.


MR. FRASER:  Yes, sorry.


MR. KAUFMANN^:  Larry Kaufmann, advisor to Board Staff.  I just wanted to say something about the capital data here.  I was involved with IRM number 3, and the -- we were very aware of the limitations of a partial benchmarking and the benefits of the total cost benchmarking and TFP.


The reason we didn't do that is that you need a consistent data series for capital.  The capital additions have to be consistent.  It is not just a matter of a short period of time.  To come up with a good capital measure, you really need 30 years or more of quality, consistent capital additions.


And the problem with Ontario is that there was a break in regulatory reporting and in the creation of the OEB in 2000.  So we have consistent data through 1998, and then we have a different data series that begins in 2002, and there is this gap between the two.


MR. CRONIN:  It is all called the PBR data.  It was all based on the same survey design.  You essentially have a 40-year record of capital, which we've used.


MR. KAUFMANN:  The problem is the data that exists before 2000 isn't consistent with the data after 2000.


MR. CRONIN:  You know what?  I would challenge that, and I would say, you know, pick out a utility.  Pick out a utility, and I have some capital data for them from the 1970s and '80s that hasn't been amalgamated, and I will get my capital data and we will check the historical data.  And I will bet you it is exactly the same.


MR. KAUFMANN:  Well, first, there are several issues.  One, there is a gap between 2000 and 2002.  So there isn't a consistent data series, and there is --


MR. CRONIN:  Larry, you act as though the FERC data is perfect.


MR. KAUFMANN:  I didn't say that.


MR. CRONIN:  The FERC data is -- the front data is incredibly deleterious as an application even in the US.


MR. KAUFMANN:  The issue here is the data that exists in Ontario.  Everybody acknowledges that there is a gap.


MR. CRONIN:  So if you had one gap, if you had one gap in a 40-year record, you would view that as presumptively disqualifying the data for being used?


MR. KAUFMANN:  There are several issues here.  One is the data gap, and the data gap certainly does exist.


The second is that there are the data that do exist before the new period --


MR. CRONIN:  Oh --


MR. KAUFMANN:  Just let me finish.  The data that exist before the new period are only for a subset of companies.  Those companies are not the same as the companies that exist after the period.


So there is going to be all kinds of consistency issues.


Now, we looked at this issue carefully when we did IRM 3, and the data simply don't exist to come up with a consistent data series over the time period that you would need to come up with a TFP measure.


MR. CRONIN:  Can I respond to you?  You said that it didn't exist in 2000 and 2001.  It does exist.  The Board collected the data.  I have that data.


So it exists for every utility in the province.  The data was also collected from 1972 to 1999.


Now, we have done -- we have done a concordance where we have merged the data to reflect the current amalgamation of utilities.


So, you know, what we could do, though -- what we could do is we could do an empirical examination.  You could look at the data that exists.  The data is available for all of the utilities that existed historically, and that could be built for concordance into the utilities that operate now.


But you could take -- you could take any number.  You know, I don't want to name anyone, but take someone who has the same institutional structure they had back then, and I will pull off the historical data and we can see what they have on their books and see how good it is.


If we're missing one year of data out of 40 years, as opposed to using data that bears no relationship to Ontario, I don't know why you would choose that over the Ontario data.


MR. KAUFMANN:  Well, I could --


MR. CRONIN:  Then one final thing, and then you can say whatever you want.  I think there is some possibility, with all of these good LDCs out there, that they might go a long way to filling in that one year or so that we don't have data for.


And so after they did what they could, you might end up with, you know, almost total coverage for all 40 years.  And that is an empirical question.  We have been using this data and doing all kinds of very sophisticated analysis.


You know, let's actually review the data, see what is there and see how effective it could be in answering some of these questions.


MR. KAUFMANN:  Okay.  First --


MR. FRASER:  Larry, just if you could have a short comment, and then we will go on.


MR. KAUFMANN:  I really don't want to get into the weeds on TFP measurement, but I will say that there are people -- within the Board and within the Staff, there is really pretty much agreement that the data don't exist for 2000 and 2001.  That is internally.


MR. CRONIN:  Do you want me to produce it?


MR. KAUFMANN:  Sure, go ahead and show it to the Staff.


MR. CRONIN:  The WPU actually provided to it to the Board.  I have a copy of the letter that transmitted that data to the Board, but I actually have -- and I would be happy -- I would be happy to produce that data --


MR. KAUFMANN:  Sure.


MR. CRONIN:  -- for all of the utilities.


MR. KAUFMANN:  That's fine.  If you could produce the data, I think you would be the first, because I can tell you that we had extensive discussions at the time, and there was -- the data simply didn't exist, and there are --


MR. CRONIN:  You know what?  What do you call those way-back machines?  Does anyone know what way-back machine is?  You can go on the way-back machine and pull the data off, if you actually do a search.


So I am sure -- I am sure some of the --


MR. KAUFMANN:  Can I just summarize quickly?  It is possible to develop a consistent data set, I believe, given the data that exists in Ontario, but it does not exist right now.  That is absolutely -- I mean that is just -- it is a fact.


There are just all kinds of inconsistencies between the data that existed before and the data that exists now, and if we want to have a consistent data set, which is what we need to do total cost benchmarking, we need it at a company level, and to do TFP measurement.


MR. CRONIN:  If I could --


MR. KAUFMANN:  I really don't want to make a debate about that.


MR. FRASER:  If I could ask you to stop --


MR. KAUFMANN:  I want to clarify one thing, because it is important to understand that we're talking about the importance of capital, and capital is extremely important in this environment.  And I think it is -- I think it would be valuable to understand the history of capital expenditures here and what is driving it.


And I think that would be a valuable guide going forward.  So I think this does tie into the bigger picture about the renewed framework and the importance of capital in that framework, but to do that, we really don't quite have the information base.


MR. FRASER:  I actually think this is an empirical question that can be decided by actually producing the data, but I would like to move on to other topics.


Next question, sorry.  Andrew?  Someone give him a hand with it.


MR. SASSO:  Andrew Sasso from EnWin.  So I am not an economist.  So I guess there is an alternative, obviously.  I will give Julie Girvan and Bill Harper a heads-up this is going to end with sort of a question more to them than the panel, because first I want to sort of narrow the scope of what we're talking about.


It sounds like all we're talking about now - not to trivialize it, but just to narrow it - is not performance on safety, reliability or the adequacy of distribution service in Ontario.


I think that is very important.  If that is true, that would be very --


MR. CRONIN:  No, I spent a lot of time talking about reliability, I thought.  If you mean right now about the historical data, that's correct. 

MR. SASSO:  What I meant is - and it will be something that I will turn to the two people I named or others representing ratepayer groups to chime in on - is that there isn't a problem with performance in that way.

Whether you look at the OEB complaint records and the annual reports, whether you look at the concerns that LDCs are fielding on a day-to-day basis, whether you look at the transcripts in cost of service^ hearings, whether you look at the interrogatories that are asked at any point in time, generally in Ontario customers -- because they think the focus is supposed to be customer expectations -- customers are happy with what they're getting in terms of distribution service.

And I don't think that there has been anything offered to suggest that isn't the case, and I think it is important that, if that is agreed, that we be able to narrow it and talk about performance in the sense of cost-effective and economically efficient, because that is something that is very different. 

If we're talking about holding the line on distribution price - and that is what this is all about - I think that is a different type of performance, and it has different implications in terms of incentives.

If there isn't a problem with distribution service, let's be very clear about it and let's feel good about it.

If there is a problem, I think we need to identify that. 

I would certainly suggest there is an alternative.  So that would be the question I will turn over to the ratepayers while they think about that.  It certainly suggests that when it comes to econometric models -- I am not a gigantic fan of that, because I think we have a very effective ratemaking process right now, and the question is:  How do you take the benefits of that very good process that we do once every four years and carry that forward so you don't have the step-up rate impacts once every four years?

I mean, I think that -- getting to the heart of it -- that is the real issue, because there isn't a problem with rate increases during the IRM years; the issue is the rate increase in the cost of service year.  The issue isn't the ability to finance capital investment in the test year; it is the ability to invest in the system prior to that.

So I guess I perceive this to be much more of a ratemaking issue.  It is not clear that we have performance problems.  It is not clear that we need incentives in order to do our jobs better.  I think we are doing excellent jobs, and I think that if you are giving incentives in response to improved financial performance, then you are creating a rate impact, because somebody reduced their costs, which had a beneficial impact to rates.

So it is a bit of cross-purposes, but I would like to hear from those who review our information, not in an academic way, but in a detailed, authoritative, expert way on an annual basis, whether they have concerns about distribution service. 

MR. CRONIN:  Can I offer comments on that first? 

MR. SASSO:  Well, yes, but I just want to make sure --


MR. CRONIN:  Just very quick.

The first is if you look at the data, there has been a customer-weighted degradation, you know, from the mid-'90s to the early 2000s, and again later in this period relative to the early 2000s.  I mean, that is documented.

Secondly, if you look at the Polara study, which is the WTP study that the Board undertook -- and I applaud the Board for doing that.  I think that is a very good first step, although we had some suggestions around how they might do a second version and enhance that.  There is a sub-group of a not insignificant number of customers that said they would pay 196 -- they would be willing to pay $196 a year more for improved reliability.

Now, $196 a year for what one could argue is 40 percent of the customer base, I think tells you that there is a sub-group of customers -- and again, we don't know who that is because there is no spatial analysis -- it tells me that there are people, customers, who would be willing to pay for enhanced services.

MR. SASSO:  I think that it would be, you know -- the comment about customer service, if there hasn't been an increase in complaints about customer service, and there's been a reduction in whatever the metric is -- I don't know what the metric is that they looked at, but let's say it was telephone accessibility.  If we are slightly less accessible by telephone or if our outage response is slightly shorter but there has been a corresponding reduction in the cost of that service, and we have moved towards a right-sizing of the service and maybe replaced the gold plates with brass plates, then, you know, that is actually a positive outcome for the sector if you are looking at it from a customer perspective.

So I guess I would just challenge that, that just because maybe the metrics have decreased, that doesn't mean they're worse from a customer perspective.  It just means it is lower and it may be closer to right-sized.

MR. CRONIN:  The SAIDI for a certain number of customers increased pretty dramatically. 

MR. SASSO:  Okay.  So anyway, I've made my comments, but I would like to hear, if possible, Peter -- if they're willing.  I mean, I don't want to put them on the spot; they're not on the panel, but if Julie or Bill or anyone else has some thoughts on distribution service performance.

MR. FRASER:  Why don't we use that as a point of transition to the next section, where we are talk more generally about performance incentives, and we can talk very much about the reliability, and those people have views about it.

So as that starts, I would like to thank the panel for being up here and they can take their seats.

So I don't know, Julie, do you want to lead off this discussion? 

MS. GIRVAN:  I will give Bill that.

MR. HARPER:  I want to say something.

MR. FRASER:  Bill Harper.
General Discussion on Performance & Incentives

MR. HARPER:  There is a couple of points, and maybe -- you know, I read Frank's comments in his overheads last night, when he was talking about degradation and SAIDI, and I was saying:  Well, to some extent, that is what you would expect to say under an IRM period with commercialized companies.

And maybe this gets back to Adonis's point.  I don't quite think we've figured out here whether we have a public company or private companies in all our utilities.  We seem to be in one camp or in the other camp, depending on what upon what side of the bed we get up in the morning.

The other thing is that I think partially because of the Board's initiatives, utilities are probably doing a far better job and a common job of how they measure SAIDI and SAIFI now than they did 10, 15 years ago.

To some extent, when you improve measurements and you improve metrics, unfortunately the numbers end up looking worse, because you are doing a better job of measuring things.  To some extent, I think that may also be contributing to some of what Frank has seen in his analysis.

So I don't think it is degradation.

The other problem I think we have is that the numbers aren't going down.  The numbers vary widely across utilities.  It isn't like every utility has exactly the same SAIDUI value and it has gone down by the same amount.  There is a wide variation across utilities.

I don't know if you see a correlation between utilities in terms of customer concerns and what their level of SAIDI is, so I think to some extent customers are conditioned to a certain level of service which perhaps they received historically, and that not all customers want the same level of service, which I think is the point Frank was making by saying only a subset were willing to pay more.

The other concern we have when we're using SAIDI and SAIFI and actually looking at rate applications is by the time those numbers start going down really bad, the system is in real trouble.  I mean, you know -- I mean, you know, utilities, I think, are coming in and talking to us about capital plans well in advance of when those numbers start to deteriorate, because when those numbers start to deteriorate, as Rene was saying, is because a lot of poles are going down because they're dying in the middle of the night.

We would hope we never get to the point where those numbers really start going down, because that sounds like people haven't been doing their job.

MR. FRASER:  Lisa? 

MS. DeMARCO:  I am not sure how best to introduce this, Peter, but we have been talking a lot about the appropriate metric in a context, and the context in that first generation PBR leading to IRM 3 was utility consolidation pursuant to Bill 35 that looked at facilitating competition in the electricity sector.

Well, the world changed, quite dramatically.  So is the appropriate metric that we should be looking at right now to measure everything a TFP historically competition-based metric?  Or should we take into account the elephant in the room?

And that elephant is the Green Energy Act happened, the feed-in tariff happened, distributors and transmitters were charged with connecting, as a primary purpose, renewable energy generators like our members, the OWA, APPrO, CanSIA, CanWEA.

Shouldn't we be talking about metrics that actually measure whether that policy objective happened, and whether that happened efficiently?  And how do we do that? 

MR. FRASER:  Well, certainly the question of which metrics to pick and which is appropriate for the current situation, those are certainly important things and I think it is the kind of thing we're looking for, specific suggestions, what are the right metrics to choose.

It is certainly a challenge not only for the new ones, the renewable energy generation, but also I think what we were talking about is even just -- about even the core things they're doing with the challenge of reinvesting in existing assets, redoing the existing and dealing with expansion.

So I think it is -- there is a question as to what are the appropriate metrics.  Another one that was listed earlier is losses and the way that was treated.  That came up in Frank's comments, as well.

Right now it is a pass-through.  Is there a better way to deal with that one?  That is another example.  So I think we are looking for suggestions as to what are the right metrics to do this, given the context we're in today.  I think this is a very good point.  Ken?

MR. QUESNELLE:  Yes.  Just following up on that, Peter, I would ask Professor Yatchew to comment on this.  There was something you raised.  To the extent that there is an introduction of a barrier to long-term comparisons in the performance, which is introduced -- well, the barrier is the introduction of broader mandates and new activities, and what have you, and it is difficult to track on an even keel from what is going on today versus what was happening 15 years ago.

And I would suggest off the top that perhaps a manner in which we would approach that is to literally account for the differences and set up as new mandates come in - and this is where we're at a bit of a divergence in policy objectives here - introduce new accounting regulations for ring-fencing all of these activities, which increases, fair to say, the regulatory burden.

But to the extent -- is there another way we can do that?  You mentioned it would require excellent judgment on behalf of the regulator to do comparison analysis, once there has been the introduction of new mandates, new activities, what have you.

If we were to filter that out, the only way I can think of filtering that out is to have accounting protocols that identify those new activities and mandates.

Is there another way we would perfect our judgment or ability to do that analysis?

MR. FRASER:  Adonis?

DR. YATCHEW:  I am afraid I don't think there is a simple answer to this.

I think that longer term data analyses, of the kind that Larry brought to the Board some years ago that aggregate over large numbers of utilities and embody within them changes that have occurred over time, are useful.  That is part of the -- that doesn't form the process.  They're not perfect.

Today, when things are changing rapidly, I think ring-fencing and having a separate line item for every single new activity introduces a huge level of complexity, and eventually that structure starts weighing more than the elements that support it.

MR. QUESNELLE:  Thank you.

DR. YATCHEW:  So this is why I said earlier that in this kind of changing environment, very much depends on just thoughtful judgment on the part of the regulators, and they are judgments.  They're not going to be -- they're not going to be anything near perfect from an empirical perspective.

MR. QUESNELLE:  Thank you.

MR. FRASER:  Bill Harper.

MR. HARPER:  I'm sort of, I must admit -- because I was hesitant to make this comment, because -- and it goes back to when I was reading the Board's -- the question came out, the question about:  What outcomes do you want?  How do you measure the outcomes?

I was struggling with myself in terms of -- because I hated being a naysayer, but I wasn't too sure whether it was actually possible to measure the outcomes or whether, in terms of trying to define an outcome down to the point we could measure it, we would end up getting into the same sorts of debates five years from now as I see right now, in terms of:  How do I measure TFP and how exactly have I done it?

In my mind, the outcome I want, I will be quite honest with you, is the right dollars spent at the right time on the right activities.  I don't know how I come up with a measure that measures that, other than I think it goes back maybe to the questions Mr. Sommerville was asking yesterday, which was, the way I get that -- the way I get right -- because right is in the eyes of the beholder, the way I get right is by a thoughtful, transparent decision made by this Board that is based on reasons that considers all of the facts and comes up with a reasoned result.

That in my mind is how you get the right dollars at the right time on the right activities, and I don't know whether there is a metric that I can define, A over B measures the extent to which I am getting that.  And, like I say, I don't want to be a naysayer, but this has been percolating in the back of my mind for a while.

Given the way the conversation was going, I thought I would share the thought with you for what it was worth.

MR. FRASER:  Thank you, Bill.  Marion Fraser.

MS. FRASER:  Yes.  Thank you, Peter.  I want to follow up on Lisa's comments and deal, I guess, with a couple of related issues.

First of all, generators are now customers of distribution and transmission companies.  The Board also had a process a few years ago with respect to stray voltage, and yet farmers in southwestern Ontario are continuing to have issues with stray voltage, but not much has transpired to make a difference.

And we are now -- and perhaps some of OSEA's members and some of the group that Lisa represents might not want to talk about this, but we're seeing some stray voltage problems erupt with respect to generation installations, where they're on, you know, the far end of a distribution line.

And one of the discussion points that we had in the Smart Grid Working Group dealt with the fact that a smarter grid could help stray voltage issues, and yet we really haven't seen -- you know, that point didn't make the document.

But I think when it comes to things like stray voltage, you are really talking about customer safety, and just because the major impact for that absence of safety might be a herd of cattle as opposed to a person, it is still an issue.

And I think -- so I think the whole point I guess I am making is that we do have to look at our metrics in a broader sense than, you know, the economic analysis that just gets you to rates being the criteria for whether it is good or bad.

MR. FRASER:  I certainly think in terms of what outcomes you want, I think they can be identified quite broadly.

Peter Thompson.

MR. THOMPSON:  Thanks.  Peter Thompson for CME.

I think this may be for Professor Yatchew, but I will throw it out.  This comes back to total prices that you were talking about, Professor.

I come back to the documents that kicked off this conference and one of them I referred to yesterday.  This is the November 2011 -- November 8, 2011 Board letter, where they say in one of the attachments:  
"An overarching objective for the development of renewed regulatory framework is to ensure the transmitters and distributors are encouraged to manage the prioritization and pace of network investments, having regard to the total bill impact on consumers."


To me, that is total price increases.

And my question is:  In your remarks, do you tell us how to do that or are you saying forget it?

DR. YATCHEW:  What I was suggesting was that the investment programs made by distributors, transmitters, the grid companies need to be evaluated on their own and independent of any other pressures on rates that are being caused by other layers of the industry.

That is essentially the point that I am trying to make.

MR. THOMPSON:  So if I can just follow up, then, on that, and assume that manufacturers, for them the desirable outcome is affordable prices.  I know that is a term that begs definition.

What we are struggling with is:  What are the indicators, if you will, the warning signals, that that outcome is not being achieved, i.e., that we are on the verge of irreparable harm to the Ontario economy? 

Can you help us with what we should be looking for?  Is it plant closures, population shifts, complaints?

I am trying to find something empirical that everyone can look to see whether this outcome is going to be achieved or whether we are going to have turmoil.

Can you help us there?

DR. YATCHEW:  That is a much broader policy question.  It is a much broader policy question.

We do hear pronouncements from governments - not just the Ontario government, but Germans and Danes and so on - about all of the jobs that are being created by renewables energy programs.  What we don't hear very much about is whether there are jobs being lost, as well, whether it is in industries that -– energy-producing industries that are related, that are being replaced, or whether it's because of an increase in rates, and so on.

So the kinds of issues that you are describing, in my mind, really relate to the larger picture of the overall policy direction that this province is taking.

Once again, as I said before, I am not trying to make an argument against renewables programs; on the contrary, I would prefer to think of it as trying to be realistic about what is going to happen to rates as a result.

The grid costs of the increases in -- rate increases that are attributable to grid investments are relatively minor in comparison to these other sources.  That is the point.

And as far as, once again, returning to the idea of trying to evaluate investments in grid -- in the grid on their own, I think of it as much like an investment that takes a long time to pay back, but that you are better off making it in a timely fashion.

Like education, for example.  All kinds of cuts can be made in education, but the long-term costs are very high. 

MR. THOMPSON:  Thank you very much. 

MR. FRASER:  I just have a question from Board Staff.

Lisa Brickenden?

MS. BRICKENDEN:  Just a brief question and observation.

I wanted to pick up on something that both Lisa DeMarco and Marion Fraser mentioned, that perhaps focussing on solely on productivity, something that in the regulatory arena -- total factor productivity, multi-factor productivity -- is familiar.

I would question -- it is relatively meaningless to a corporate boardroom.  And if we're looking at -- I would challenge it is.  If we're looking at a way of establishing a more holistic approach to regulation, to better reflect what is evolving in the companies and the changing priorities that those companies are facing, should we be looking at a different balance?

What key financial measures might be appropriate?  What key customer measures reflecting the value that those customers are receiving from the services that they get from the utility might be appropriate?  And what core business measures might be appropriate?

And I was just wondering if anyone had any thoughts on that, or if they think I am totally off-base. 

MR. FRASER:  Rene? 

MR. GATIEN:  So there are some utilities -- we are one of them -- that have started using in the corporate boardroom things that are along the lines of a balanced scorecard or a partial balanced scorecard.

I am not sure that everybody in the industry uses balanced scorecard techniques the way that they were meant for somebody who is in a competitive business, where my role is I have to make sure that I take out the other competitor's market.

So there are some differences.

But there are some pieces of it that get looked at.  And so, for example, you look at some financial metrics, we'll look at customer metrics, and customer metrics for us are going to be some of the SQR stuff that goes on.  It is going to be customer surveys that are done every three years or five years, something along those lines.  There is going to be -- other things in there will be employee metrics, which generally have to do with safety, HR-type things.  There will be other things in there for completion of programs; did we do what we said we were going to do in our capital budgets?  How did we do in reducing our OM&A cost per customer?

Those are some of the different kinds of things.

One of the other ones our board likes to look at is:  How do we compare to the three utilities in our area, in terms of total bill?  What are we doing in terms of what is the net effect on total bill?

And I guess it is not a hesitancy.  I think those are some things we have to look at.  As any of my board members will probably tell you -- and I've got some very astute business people that run some very large businesses -- it takes about two or three years to get them up to speed on how things work and what you have to interpret.

And one of them, who is a very good CA by training but a president of a large business, said that you can look at all of the financial statements you want to compare businesses and do all of your financial ratios.  If you don't read the notes and the little nuances going on, it's going to come back to bite you.

And that is the issue that we're having.  We can compare all of these metrics, and -- we had some conversations yesterday -- I'm still trying to figure out how I can do some things for Bill and Julie in terms of giving them some metrics that make sense without having to sit down and say:  Okay.  Now, this one is because of this and this one is because of that.

And we looked at some metrics earlier today on some things where here are some comparisons of various utilities.  The problem was, I knew in my mind, here was somebody who had transformer stations versus somebody who did not, but the costs were all rolled in.  And is the comparison fair?

Here is somebody who I know just built a new addition to a building, and so that changes what is in their PP.

Here is somebody who has added stuff in, in refurbishing a transformer station.  It changes all kinds of numbers in their financial statements, and the ratios that go with them.

Unless you know that, those are some of the issues.

So when we're doing comparisons for our board members, there are some times where we have to do some comparisons that show them not only the actual real data, but also:  Here's the data once you add in all of the notes that you know about from the financial statements.

So I think we've got to find some metrics, because I have listened to the arguments.  And I know some LDCs are sitting there and may not agree with me, but there is a points where we have to satisfy some very educated intervenors -- and I really want to say that -- some very educated and astute intervenors who have taken the time to understand our industry, and also some Board members, so that they can get a better understanding and better comfort level with what we're doing.

But at the same time, there needs to be a reasonable trade-off.  If we create a whole cottage industry in keeping statistics and comparing statistics, I don't think we have accomplished anything, because in the end the distributor is going to pay for that cottage industry.

Those kinds of things are costs that are then going to go to our customers, which is where I don't want them to go.

So I am not sure how I can help you.  I know we have to do something, and I have been racking my brain trying to figure it out.  A balanced scorecard is probably something we have to look at, but I would want to sit down with somebody and say:  Tell me what you want to know about a company to get comfortable about them.  Don't tell me a metric.  Tell me what you want to know about them, and when you tell me what you want to know about them, then we can likely, with some far more knowledgeable people than me, put it together and say:  Here is a metric, I think, that can probably help you, and then start to work our way through it.

Even in some of the numbers that we talked about and some of the things with the numbers that Frank put up there and some of the things that Bill alluded to, there are some subtle changes that have gone on, and some of them are timing changes.

If you look at what went through with the smart meters and how we were mandated to do that, we were mandated in different ways and at different times.  So any one different snapshot is going to look totally different year to year, and some of us went through a wave where the way the RFP was put out was very efficient, very quick, and easily picked up.

Others were not allowed to be in on that.  We had to wait, so by the time we waited, two things happened.  Prices came down, which was good, but the process got very complex and drawn out as to how we had to get it done.

So there's some real significant changes in those things.


Some of the early adopters in smart meters probably paid a premium price for a lesser product and had to go back and change some of them.  How do you measure that?  I don't know how you put those things in.

So I am sorry I am not giving you a better, definitive answer.  We have extended that invitation before to the Board, and I really do think with a small group of people, if you can tell us what things would make you feel comfortable about what you need to know about a company, we might be able to help you, but if you are doing any comparison of metrics, you really have to read the footnotes, because like a financial statement, it will bite you if you miss that piece.

MR. FRASER:  Thank you.

Some questions.  Microphone?

MS. ZARNETT:  Hi.  My name is Paula Zarnett, and I am here today on behalf of the Canadian Federation of Independent Business.

So for the first time in probably a long time, small general service is in the room, and I didn't want to miss the opportunity to let people know that.

Unlike some of the customer groups who have participated a lot in various stakeholder processes over the years, my constituency is now trying to learn what it is that is affecting their bills, what they can do with time-of-use rates, what they can do with various types of programs and what the industry is offering them in terms of their ability to be competitive and to contribute to the economy in the way of employment and active members of the community.  So, first of all, just to say that.

Second, I guess to respond to some of the comments that Andrew Sasso very kindly made, wanting to hear from customers about what is important to them, I guess from the points of view of small business, certainly having a reasonable bill and having a bill that they can manage and the knowledge to manage it, that is huge.

But, as well, there's been some comments.  That is not too good to you if the stuff in your freezer is melting because there is an outage or because, as a business owner with so much to do personally, you had to spend all afternoon on the phone to get your billing problem straightened out.

So value for customers from an LDC is diverse, and I think that a lot of -- that most customers are, in the main, pretty satisfied, that they would like to keep it that way, evolve their understanding and use these processes to increase the dialogue with the OEB, with other parties, and particularly with the LDCs.

Thank you.

MR. FRASER:  Thank you.  Further comments?  Okay.

Well, just a couple of things before we wrap up today.  One is there was a question I couldn't answer -- sorry, there is one more here.  Wayne.

MR. CLARK:  Thanks, Peter.  I don't know if this is the last one, but the issue of price and affordability for consumers has been raised several times.

We have also seen this morning a few instances of items on the agenda, I will put it, or items of experience where we get periodic rate bumps, either because we have gone through three years of an IRM and into the fourth, or because we have lumpy investment problems with transmission.

It brought to mind that -- I work with companies that initially have to put together a feasibility for business, typically with very high energy input costs.

If those energy input costs are significantly unpredictable, it puts a big risk in the business case to get going in the first place.  So I think one of the important things for this process, in terms of serving Ontario, is to not only look at affordability, but also predictability, and to focus somewhat on that issue, as well, so that rates are understood ahead of time.  And to the extent that you can reduce uncertainty about future rates, you can improve the business climate for investments.  Thank you.

MR. FRASER:  Thanks for that comment.  Last chance.

With that, okay, just a couple of points before we wrap up.  One is, as I was starting to mention, there was a question from Paul Manning at the last session about north-south, about the observation of a regional planning paper - that socialization of costs would impact differently areas where growth was high versus areas where growth was low, and then, in particular, that would transfer some of the costs from south to north.

That observation was just, I guess, an inference based on the growth or lack of growth rates of electricity demand in the north, particularly in the northwest, I would say, based -- just empirical.  You can find that -- that was based on publicly available information that you can find, for example, in the market surveillance panel monitoring reports, which do look at how demand is changing by region.

And one final point is to first of all -- first of all, to thank you for the many interesting questions and comments we had today, thank all of the speakers, and to emphasize tomorrow -- tomorrow, the last half day of this conference, starts at 9 o'clock.  So if you could be here for a 9 o'clock start, we will see you then.  Thanks very much.


--- Whereupon the conference adjourned at 4:32 p.m. 
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