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--- On commencing at 9:00 a.m.
Preliminary Matters by Mr. Fraser


MR. FRASER:  Well, good morning, everyone, and welcome back to the third and final day of the stakeholder conference on a renewed regulatory framework for electricity.  My name is Peter Fraser, and I will be moderating today.

A couple of initial matters I just want to bring your attention to, first of all, that we are going to have a photographer drop by, just to take some photos of the goings on here.  It's for our -- mainly for our internal use and enjoyment.  I hope you don't mind.

[Laughter]

MR. FRASER:  Secondly, as we are starting a little earlier today, I will plan a break somewhere around 10:30, but just to let you know, because we are trying to wrap up by lunch today, but we will put in a break about mid-morning.

After yesterday's session, a number of you would have gone home and started reading about the federal budget, and there were some very interesting words about old age security in that, and interesting in different ways, if you're 54 years or older or younger than that.

Looking around the room, I think mostly people in this room are younger, and I am sure that the ones over 54 feel gratitude towards the younger ones who are going to be helping to pay for their old age security.

In fact, intergenerational transfers is a major issue in rate design, and certainly an issue when we're talking about rate or bill mitigation.  And that is the topic of today's session.

So we have with us this morning four presentations.  Going from my right here, first of all, it would be Peter Thompson, who is counsel to the Canadian Manufacturers & Exporters presenting the work done by Bruce Sharp that was co-sponsored by the Consumers Council of Canada, the Vulnerable Energy Consumers Coalition, School Energy Coalition and the Federation of Rental-housing Providers of Ontario.

Then we have Jay Shepherd, counsel for the School Energy Coalition.  Susan Frank is here for an encore performance, VP and chief regulatory officer of regulatory affairs at Hydro One, finally, Jack Gibbons, consultant to Pollution Probe.

Each of the presenters has 15 minutes to present, and then we will follow that by questions.

Peter Thompson, go ahead.
RATE-SETTING & MITIGATION PANEL

Presentation by Peter Thompson, Canadian Manufacturers & Exporters


MR. THOMPSON:  Good morning.  I am Peter Thompson, as has been mentioned, counsel for CME.  Come 2013, I will have been representing intervenors in OEB proceedings for 40 years.  Put another way, for almost four decades I have been part of the burden facing OEB utilities.

My task this morning is two-fold.  I wanted to introduce Bruce Sharp.  There wasn't enough room up here.  Bruce prepared the December 2011 to 2016 Ontario Electricity Price Forecast for CME and for other participants in the process:  CCC, represented by Julie Girvan; FRPO, represented by Dwayne Quinn; SEC represented by Jay; and VECC represented by Bill Harper here this morning.

The five-year forecast represents four categories of customers as explained in the report.  The second task is to just explain, briefly, how Mr. Sharp's report falls within the scope of the agenda items for this conference.

First, with respect to Bruce, he's with Aegent Energy Advisors Inc.  He is Aegent's director of electricity.  He holds a bachelor of applied science in mechanical engineering from the University of Waterloo and has over 24 years of experience in the energy business.  He is a professional engineer and a chartered industrial gas consultant.

Prior to joining Aegent, and as a principal of his own company, Bruce provided independent advice to medium- and large-volume consumers of electricity and to small generators on purchasing power and operating in the new Ontario market; as manager of power, products and services, would engage energy.  He provided electricity advisory services to a range of clients and his professional experience, includes work at Ontario Hydro, as an industrial energy advisor, and at the Consumers Gas company working with industrial and commercial customers.

Bruce is here today, not presenting anything by way of opening, but he is here to answer questions on the work that he has done for his report.  So he will be available in the Q&A session.

I just wanted, though, if I could, to have page 3 of the report put up on the screen, which is up there, and just to illustrate what this report and a report of this nature can do.  Here you will see displayed at page 3 are the cost increase elements, and these are each of the elements that go into the makeup of the bill.

So you can see from this type of work, you have the background information that is necessary to educate consumers with respect to the line items in the bill.  This presentation format breaks all of that out.

And if you could just put up the next document that I mentioned, which was some unit cost percentage details, the document that we forwarded last night electronically, and I think it was number 24.  I didn't have a number.  No, next one.

What that document is -- you can't see all of it, unfortunately, but what that document is doing, if you could just move it up a little further, please, it is breaking down each of the elements in the costs -- can I move it?  I just want to get it up a little further.  Okay, scroll it up a little more.  Great, thanks.

You can see at the summary at the bottom there it breaks -- a little more yet, please.

It breaks down the contributions to the increases in terms of percentages.  So at the bottom line, just before HST, for example, you have wires, et cetera, increase.  And it is showing the percentage that wires -- that make up -- so this would be the line that the OEB regulates, except for OPG, which is up in another line.

But this is giving data on the percentage of the total bill increases that the OEB regulates.  So it helps the OEB and others communicate -- distributors communicate to their consumers exactly how much of the total bill the OEB does control.  And that would, I would submit, assist in the education function that the Board is interested in pursuing with consumers.

So as I say, Bruce will be here to answer any further questions you have on this material.

Let me turn to the second item.  How does Bruce's report fit within the scope of matters under discussion at this conference?

Now, in the initial letter, the October 27 letter, and in subsequent correspondence establishing this conference, the Board stated that one of its objectives was 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, and that you would be examining ways to encourage this outcome.

To us, that means you would be examining ways to encourage distributors and distributors to plan investments with total bill in mind.

On the adjudication front, the Board has, in several - not several, a number of recent decisions said that it needs to be aware of the total bill.  It has to have total bill in mind when considering the approvals that they're asked to grant, and there are statements to that effect in a number of decisions.

So we conclude that the forecasts of total price increases consumers are facing over the planning horizon are relevant to both planning and rate-setting, with total bill impact in mind.

Another factor pertaining to planning that Board members have recognized and stated in public speeches since the spring of 2010 is that an outcome must be that electricity prices are affordable.  To us, this, again, is a critical outcome; affordability is not defined, but it is a desired outcome.

Another factor that has been emphasized in recent speeches is that the priority of this RRFE exercise is the consumer, that there is need to engage the consumer, help the consumer understand the electricity bill, educate the consumer, and really demonstrate to the consumer that you are interested in protecting the consumer from the electricity bills that it faces.

One of the questions that Staff has framed for consideration in this conference is what empirical and qualitative tools and methods might be used to inform the utility planning process, utility applications to the Board, and the Board's review processes.

In response to that question, we say that to regulate the pace of network investments so as to avoid an outcome that is unaffordable, that is one that causes -- one that does not cause material harm to the Ontario economy, the empirical information that is essential to be considered must address the following questions.

First, what total price increases are consumers facing over the planning horizon, which seems to be a minimum of five years from what I have heard to date.

And then secondly, what is the likely unaffordability outcome?  By that, I am looking at demand destruction potential as prices move up the price increase trend line.

So in that context, a current and annually updated price increase forecast is, in our view, essential to enable you to answer question 1, i.e., to have total bill impacts in mind when evaluating the appropriateness of the approvals that you are being asked to grant.

To answer question 2, what's the likely unaffordability impact of the price increases consumers are facing, it is our view that you need two additional items of empirical information.

They are linked to the first.  So step one is getting the five-year forecast.

The first item is current and annually updated -- a current and annually updated survey with respect to the ability of consumers and for my constituents, manufacturers, to tolerate the price increases that are being shown in the forecast.

That, in our view, that survey needs to be designed collaboratively.  We are all in this together.  We need to work together to design this survey collaboratively and with the assistance from someone who is skilled in designing these types of surveys.

The second item that my client thinks is necessary is a current and annually updated empirical information piece showing prices in competing jurisdictions, prices and price trends.  Competing jurisdictions are those that are competing for the manufacturing base and other economic activity that is here in Ontario, not only the existing, but the incremental.

And that material should help you identify the potential for shifting of economic activity from Ontario to other areas.  That, again, should be a collaborative exercise.

Finally, who should take the lead in obtaining and publishing this essential information?  We say that the Ontario Energy Board should play the lead role in this collaborative exercise of obtaining and publishing these critical items of empirical information.

Why?  There are at least five reasons.

First, the OEB is the independent, quasi-judicial regulatory agency that has a statutory mandate to protect consumers with respect to electricity prices.

Second, the information is generic to every electricity rate-setting application that the Board considers.

Third, by taking the lead not only with respect to the forecast but also with respect to the survey, the Board will demonstrate to consumers that it really is concerned about the total electricity prices they are facing and the likely effect of those price increases on them.  It gives you the interface with the consumers that you are looking for.

Fourth, the exercise provides the information base that you need to educate the consumer about all of the ingredients of the bill, those the OEB regulates and those over which it has no control.  It gives distributors and others in the industry the same material.  It is a standard form of material that should be out there in the public domain.

Finally, regular publication of this information - the forecast, the survey results, the prices in competing jurisdictions - will disclose to those who control the portions of the bill that utilities and the OEB do not control, the information that they should have in mind when considering the consequences of their actions and proposed actions.

So the type of forecast presented by Mr. Sharp and the two other items of information are essential to planning and rate-setting with total bill in mind, and the OEB should take the lead in obtaining and publishing this information.

You want to respond to the demands of consumers and the needs of consumers.  My client has been demanding that this information be published regularly for three years now.

So I challenge you folks to respond.  I think other consumers want it, and I think they should have it, and I think it would help everyone in the room work our way through this very difficult and delicate process of implementing policies that are not of our own making, but we all have to work together to achieve an outcome that is in the best interests of the province of Ontario.

Thank you.

MR. FRASER:  Thank you.

Jay Shepherd?
Presentation by Jay Shepherd, School Energy Coalition


MR. SHEPHERD:  This is the controller?

MR. FRASER:  Yes.

MR. SHEPHERD:  I am on the verge of a cough at all times, having just come over a flu, so forgive me if I sound a bit funny.

Let me start with a slide that many of you have seen before.

Schools are big users of electricity and gas, and so we have participated in Board processes for more than a decade.  We follow and I am under instructions from the school boards to follow three principles.

The first being:  Always look for a win-win solution, because only an idiot picks a fight with a major supplier, and indeed, only an idiot picks a fight with a major customer.

Secondly, if your supplier takes you for granted or, for example, adopts an overly adversarial point of view, approach, then it is important to make sure that at the end of the day they conclude that it is better to work with you than against you.

The third principle, which normally gets less attention, is:  Think long-term.  Most people don't talk about that one when they're talking about the School Energy Coalition, but in this context that is the important principle; that is:  Think very long-term.

It is not in our interests as school boards, it is not in our interests to have a system that doesn't work properly, and so if capital investment is needed, it is in our interest to make sure it gets done.

So today I want to talk about two -- I am not talking about rate mitigation today, because once our bill goes up 10 percent -- that is $35 million -- we have already got too big a problem to worry about what happens after that.

So I am going to talk about rate-setting, the other component of this subject matter today, and I want to address two main issues.

The first is the Board's fundamental responsibility as a market proxy, in setting rates for LDCs.  And you can call that, if you like, the baseline or the default.  That's the basic rule that you are supposed to be following.

Then I want to talk about the proposed exception to that rule, which is the special problem of the need that's been claimed by the utilities to fund incremental infrastructure investment.

So let's start with the market proxy.  You are all familiar with this.  The basic premise is that the Board is here to replace the market because utilities have a monopoly powers, and, therefore, they can charge monopoly rents, unless the Board steps in and acts like the market.

This concept has been approved by courts on numerous occasions, including very recently in the OPG decision.  What we often fail to note in the market proxy concept is that the market doesn't just impose a restriction on the ability to take high profits.  It also imposes - and this is actually the more important impact - cost discipline.

Players in a competitive market are forced to drive their costs down, not necessarily to the frontier, but to a level comparable to the most productive players in the market.  If they don't, they lose market share and they lose their business.

So our position is that when the Board is acting as a market proxy, as a market proxy you are not just controlling the profits of the utilities.  Indeed, that is not even a major part.  You are controlling the costs, and you do that by imposing an external standard on the utility's prices.

Now, the important part to understand about that is that cost-of-service is not actually a market-like activity.  The market doesn't look at individual firms and say, Oh, your costs have gone up?  Okay, we will pay more for your product.

That doesn't happen.  In fact, indeed, in your own businesses, if you are an LDC, if you are an LDC representative here in the room, you don't do cost-plus pricing with your suppliers either.  You demand, instead, that you pay the market for things.

So the point here is that cost-of-service ratemaking is inconsistent with the market proxy concept, and so the Board has, in fact, gone and been authorized by the legislature to go to a different approach, incentive regulation -- incentive regulation, which may be a misnomer.  But, basically, in price cap IRM, the Board establishes an external standard for what prices should be; not what your costs are, but what your costs should be.

It acts like a market.  I am focussing on price cap IRM, because there is other variations of it which are more or less close to the market proxy, but what the Board has selected is, in fact, a market-like approach.

In doing this, what the Board has attempted to do -- and we can argue about the details.  I heard the discussion between Frank and Larry yesterday.  I understand there is a whole lot of argument about methodologies for doing this, et cetera, but the concept is fairly clear.

You look at the past and you say, How much has it actually cost to run distribution utilities in the past, all in, all costs, and what are the things that affect that cost?

Identify that, and then assuming that the future is going to be the same as the past -- and that's not necessarily a correct assumption, by the way, and I will get to that in a second.  Assuming that the future is going to be the same as the past, you say, All right, let's set up a formula that sets rates the same way as costs adjusted in the past.

That is what the Board has done in third generation IRM, and has done it in a very rigorous way.  And, yes, of course there are holes in it because we're lacking data, et cetera, but it is a pretty good system.

I might add that the last year for which we have data on how the utilities have fared on that, they have done pretty well on their ROE.

Now -- oh, I missed that one.  Before I go to the exception, the is the future different than the past, I want to just take a look at the gas utility example.  I went back to the Natural Gas Forum.  Remember the Natural Gas Forum 2004?  It was a process a little bit like this, looking at the future of regulation of gas utilities.

SEC's position in that forum was a very simple one.  Give us rates that are stable, predictable, and don't increase it more than inflation, and you, gas utilities, make as much money as you like.  Have a good time, because we are not interested in cutting you back.  We are interested in having reliable, predictable and low rates.  And if you give us that, you can make as much money as you like.

Indeed, the Board went to a system that while not exactly like that is in that direction.  The Board said, Well, starting in 2007, a base year, we're going to give you a six-year program of a formula that is less than inflation.  We are in year 6 right now.

In 2013, there is going to be rebasing.  If you have looked at the rebasing application and you make a bit of an assessment, you can see that, assuming it goes another six years, we'll have 12 years of rates increasing at less than inflation.

Now, why is that important?  The ratepayers got, or are getting, long-term rate stability and increases at less than inflation.  The utilities are prospering and making well over their allowed rate of return every single year.

The point here is a very simple one.  Price cap IRM can be a win-win solution.  It is a basis that is a good starting point.

Now, the Board has proposed a straw man that is different from that.  Basically, what this is is the classic debate between top-down and bottom-up budgeting, and the IRM method is a top-down budgeting.  Here is your number; work within it.

It is, by the way, the business paradigm.  That is how businesses work.  Businesses say, This is what we can afford to spend, because the market is setting our prices.  So this is what we can afford to spend.  And within the organization, people compete for their projects, their priorities, to spend that money.

The bottom-up approach, a cost-plus approach, is more of a government paradigm.  Indeed, it is the paradigm that was used for LDCs prior to the restructuring of the industry; that is, you say, Here's how much we need to spend to deliver on this mandate.

That's not how business works.  That is only how government works.  And government policy in restructuring selected against that approach.  Government policy selected the business paradigm for setting rates for utilities.

So now I want to turn to the second component.  How am I on time?

MR. FRASER:  Five minutes.

MR. SHEPHERD:  Five minutes?  I will speak fast.

I am not going to tell you where I took that picture, but this is a recent infrastructure renewal project that the engineers in the room are looking at and saying, What?

But it is my signal that I am going to the second part of that, and that is infrastructure investment.  I want to talk about three things in the context of infrastructure investment.

We have heard from distributors and from their association, even from some Board representatives, Staff, that there is significant pressure on LDCs to increase their capital spending.

So I am going to talk about that in three components.  The first is:  What's the evidentiary basis for that?  That's not because there aren't pressures, but because you need to know exactly what the pressures are if you are going to solve the problem.

The second is a discussion of capital spending as a zero sum game; i.e., if you are spending money on infrastructure, somebody else isn't.

And the third is the oft-stated comment that different LDCs are different.

So let's talk first about -- and by the way, I entitled this slide "Where's the Beef?" and I am told that dates me, because most of the people in this room won't actually understand what the reference is, so I will translate it for you.  The translation is:  Where is the evidence of this need for incremental capital spending?

So far, what I have heard is many people repeating the mantra:  We need more money for infrastructure investment.

It doesn't matter how many times you say it; it isn't more true unless you back it up with evidence.  Indeed, I was pleased to see Mr. Vegh and his group in their presentation being clear that you have to disaggregate the problem and look at what the evidence really is.

The answer to the question, where is the evidence, is not to read some rate applications, because I've read lots of rate applications and the rate applications don't, actually, for the most part - and there are some exceptions – don't actually give you evidence of the need for increased capital spending.

The answer is not asset condition assessments, and I am going to talk about asset condition assessments in a second, but they are not a reason to increase capital spending.

The answer is to gather data that tells you why you need to spend more money, that disaggregates the problem into -- disaggregates the spending pressures into the components and identifies precisely where the incremental spending -- that is the spending that is different from the past -- where that is, and how much it is.

Before I go on, let me talk briefly about asset condition assessments.  I have seen a lot of asset condition assessments in the private and public sector.

They are a great management tool.  It is very important for a business to go out and look at their infrastructure and see the condition of that infrastructure and do it in a rigorous way, very important.

But every business will tell you that an asset condition assessment tells you nothing about what your capital budget should be.  It tells you -- it gives you a menu of things you have to do, but it doesn't tell you this year how much should you spend on capital.  It tells you nothing about that, and no business does that.

In fact, none of the LDCs in this room do that, either.  If you look at their asset condition assessments and then you look at their capital budget, they're not similar.  Why is that?  Because they know they can't do everything in the asset condition assessment.  It is not done for that purpose.  It is not done to set a budget.

In fact, I can tell you that, of course, school boards have asset condition assessments, as well.  They're bad, they're really bad, billions and billions and billions of dollars.  You think you have infrastructure you have to fix?

Toronto District School Board's asset condition assessment says that of their 580 schools, 450 of them, their main building systems are more than 35 years old.

So you think you have a problem?  They have a problem too, but by the way, their budget for capital renewal is half what a comparable utility is.  So asset condition assessments are not the answer.

I am about two minutes away.

MR. FRASER:  Yes, okay.

MR. SHEPHERD:  That leads to the second point, which is infrastructure spending is a zero sum game.

If we give you a dollar to spend on infrastructure, that means -- that's a dollar we don't have to spend on infrastructure.  Or if the manufacturers give you a dollar to spend on infrastructure, they can't spend it.  They can't create a job because you are fixing your poles, say.

That may be the right answer, but you have to understand that this money isn't just coming out of nowhere; it means somebody else isn't spending it.  It doesn't matter whether you smooth the rates, whether you mitigate.  For a school board, it doesn't matter whether you want the money in five years or today.

If you are going to take some money from us, then we're not going to fix something.  Simple as that.

All right.  I am going to skip over the different LDC situations to cut to the -- which is the next two slides, because I have run out of time.  Although here's one of our sort of comparative analyses that you have seen lots of, which tells you about how different the utilities are.

Let me cut to the "what should the Board do" slide, which is the key.

What we think the Board should do on this question of whether capital -- infrastructure investment is -- there's pressure to spend more than in the past -- is, first, you need to understand the problem and that means gathering data.  By the way, you have a wonderful opportunity right now, because everybody had to go to IFRS, and in doing that utilities had to improve the quality of their data about their capital in the ground.  They had to gather more information.

That information, if you gather it in a rigorous way, is going to help you a lot to understand what's there now and what the problem is, because the problem is different if you are changing a radial system to a system that will take more distributed generation.  That's an incremental cost for sure.

But that is not the same problem as:  Well, you know, our substations are getting old.  Well, they were getting old 10 years ago.  That is not a new problem.

So, first, you need to gather the data and understand specifically what the problem is you are solving, and then once you figure out what the problem is you are trying to solve, then you have to figure out who has to pay for it.  And it is not necessarily the ratepayers.

If a utility has been underinvesting, there may be circumstances in which somebody else, like a shareholder, should be paying for it.

Okay.  Thirty seconds?

I asked a question about the incremental capital module the other day, and Mr. Vegh -- is George in the room?  No?  Too bad.  I have to be nicer, then.

I asked a question about the cost of freeing up the incremental capital module so that it is it basically your entire budget in excess of the threshold gets funded.

So let's look at the facts.  The facts are that in 2010, the last year for which we have data, utilities on average spent 191 percent of depreciation on capital.

I am excluding Hydro One and Toronto Hydro, because they were special cases.  With them in, it is 224 percent of depreciation.  So the utilities are already spending the money.

That, by the way, that ratio, will increase with IFRS because IFRS tends to reduce depreciation.  The ratio is not apparently affected by whether they're on cost-of-service or on IRM.  On IRM, it is 188 percent versus 191 percent for everybody.

MR. FRASER:  Okay, Jay.  Your bottom line?

MR. SHEPHERD:  I've got two more points.  There is no correlation with ROE.  You are not making more money if you are spending less.  That is not what has happened, in fact.

So there is no -- on the facts, there is no apparent need to loosen up the incremental capital module.  That is why I asked the question on Wednesday:  What's the cost of this?  Because if you are going to propose that rates be increased by an additional amount, which is about two percent, if you are going to propose that rates be increased by an additional amount, you'd better show that you need the money.

And what the facts show is that you are spending the money already, and you are still making your ROE.

Therefore, you don't need the money.  This is not a solution that you should solve -- that needs to be solved.

Just as a response to Mr. Vegh, he doesn't know where my numbers come from, but really my question was:  Have you done your homework before you made this proposal?  Everybody who is proposing that the incremental capital module be loosened up, tell us how much it's going to cost before you make the proposal.

MR. FRASER:  Thank you, Jay.

MR. SHEPHERD:  Thank you for letting me go on.

MR. FRASER:  Susan?
Presentation by Susan Frank, Hydro One Networks

MS. FRANK:  The piece I intends to speak about is actually on that incremental capital module, so obviously the Board did a really good job in terms of organizing the presentations and my coming directly after, thank heavens for me, after Jay.

[Laughter]


MS. FRANK:  The material that I am going to share with you I have reviewed with the Coalition of Large Distributors, and that group, CLD, has been generally supportive of the options that we are going to put forward.  So I am the spokesperson here, but I do have the support of the Coalition of the options, and that is what this is about.  This is about options.

So let me, first of all, start by saying we have heard a lot over the last couple of days about the large capital requirements of the distribution utilities.  There's been lots of talk about multi-year capital plans, and I think rightfully so.  Everybody's been a bit concerned about what does that look like, how would it work, and just why are these capital plans so high.


Colin McLorg did the first day talk a little bit about the different types of capital and each capital being different, both why you have to make the investment and what does it mean in terms of changes to revenue, or is it something that just increases your cost and doesn't give you any more revenue.


So I think you have to keep that in mind when we go through some of my presentation.

The presentation that I am going to give is really going to be about options.  It is not going to make a recommendation, but it is going to say, Board, there is something we need to do to look at this capital, and you need a bit of a basket of options to do it.

I am not certain any option is right for everybody, but I think you need to consider, What might you do?

At the same time as you do that, I think you have to be concerned about customers and what's good for customers.  So hopefully this will look at both of those.

So the LDCs are quite emphatic that they need a change to the current IRM, because they've got a capital issue and it is not dealing with the capital issue.  So let's, first of all, look at why the LDCs think they have a capital issue.

I think the first reason is, under the current incremental capital module, it is really quite limiting.  It talks about large and unusual capital items.  It doesn't talk about large levels of, what I want to say, routine investment is, or levels that take many, many years, but in response to a directive.

That is the first thing.  If we had a working module, we wouldn't be here.

The second thing is:  What are you spending all of this money on, anyway?  Two things we have heard about, the age of our infrastructure and something that is 50, 60 years old, there is no depreciation left on it, and to put a new one in today is a lot more expensive than what it was originally on the books.

So that is part of what is driving the costs that we're dealing with, is the replacement of old assets.  Schools have the same problem.

The other thing is the changing nature of our distribution system.  It is not the same system that was originally built.  This system is incorporating the renewable generation.  In some cases we are now a load -- we are gathering the generation rather than serving the load in some areas.

We have actually had issues in terms of changing the flow on some of our stations.  They used to flow out from the large generators to customers.  Now it is gathering it from all of the small generators and taking it to a more central location.  That has had some challenge and some costs.

We had a session the other day on smart grid and smart meters, and we didn't get a lot of dollars out of that, but I certainly got a sense that the dollars are large and they're continuing, and there is more dollars to be spent.  So that is another change.

Then the other thing that we have with this is dealing with the customers, and the customers are certainly looking for a smooth rate pattern.

So one of the things that I end up thinking, when we look at that capital, is we shouldn't ignore that we have a cost-of-service review where the Board, the panel and all of the intervenors have an opportunity to say:  Is the expenditures that this utility is proposing -- is it appropriate?  Are they at the right level?

Jay indicated those levels tend to be about double depreciation.  We are finding in many cases -- not all, but in many cases the Board is approving a level that is significantly higher than depreciation.

The work is ongoing.  There is more poles.  There is more transformers.  There is more connections, and this happens each and every year, and at quite a bit higher pace than depreciation.

So it seems reasonable to me that we need to recognize the ongoing nature of that increase in rate base, not just that one year when you have cost-of-service, but each of the years in the following IRM period, as you are constantly growing.

If it is the stuff you already thought was good in year one, why is it not good in year 2, 3 and 4?

I think the customers are also interested in having a little bit of smoothing over this period and that they would hate to see that cost-of-service is the year when you look at it and you say, Yes, we've had the review and that is the time to spend it, and then we do next to nothing, you know, maybe 1 percent, maybe half a percent.  It depends on what the price cap module gives us, but then, come the cost-of-service year, be prepared.  There's a large jump.

I can't believe customers want that.  Certainly Jay indicated in the gas that wasn't the original proposition.  They didn't want large jumps.  They wanted smooth, predictable.

So what do we do?  And this is where my options come.

The first way is, actually, maybe we should have some annual examination of what you need for capital.  In this approach, there would be, as part of the IRM, a capital module that would look more broadly at how capital is changing.

It would look at a program.  There would be evidence about what the utility thought the capital needs would be for that year - for that year.  Just the one year I am suggesting.

Now I am going to have two separate approaches to the, How do you deal with that?

Once again, I am going to remind people that I think what you might want to do and how you might want to treat it might differ.  I will explain later some ways you might deal with them.

So the first approach is really a forecast approach.  You forecast.  The utility reviews it, a very focussed review, and you actually get a capital addition that is based upon a detailed examination at the same time as you are going through the IRM.

More on that later.

The second one is more of a backward look.  It says, We'll put an adder in, and we'll come back and check it later.

I think the annual view of capital as part of the ICM is appropriate, because we are in a changing environment.  Yesterday, Adonis talked about periods when you have stability and when an incentive regulation module is very easy to put in place, and there are times when you don't have that stability.

And I would say we are definitely in a period where the requirements are changing, where we've got new demands on our systems.  Things that we're new at, we don't quite know what a smart grid is all going to do to us yet, or do for us.  So we are not in that stable environment.

I also think the multi-year, which I will deal with at the very end, is -- not everybody has the ability to go there.  It is particularly demanding to look out three, four years, rather than just one year.  So the first solution is a one-year solution.  This is my first option.

Then let's highlight again the two approaches that I mentioned.  The first one, which is forecast and you get the chance to review it at the time, and then you establish a rate rider, that is the good -- you know, you've had the opportunity to examine it; therefore, it is a good, sound number.

What do you do with that?  Could be an oral hearing, could be a written hearing.  Certainly if there is a lot of new programming or jumps in the program, I think you are going to say this one needs to be done orally.  There is something new here we haven't seen before.  There is a new CIS system, a customer information system.  You likely want to see an oral hearing on those kinds of things.

If there is something that is really the same thing you saw last year - it is the same level of pole replacements, the same amount of connections, there is no change in the spend level - you likely could do that one written.  You still have the opportunity to have all of the evidence in front of you, but it is no change from what just last year, or maybe now two years ago, was approved in detail.

That approach 2 is more like the smart grid approach.  You recall when we didn't quite know what people were going to be doing for smart grid, but we knew they needed some money to be able to put in those smart meters and, therefore, smart grid later on.  So the smart meter rider was established.

But there was also a variance account that said, We will give you the money today.  You spend it.  We will check it later.  We will come back and we will do the examination later.

I think that examination later does hold some risk for utilities.  They better be careful, they better be sure, that what they're telling you they really need and they're going to deliver on it, because you are going to come back and you are going to examine the prudence after the fact.  But in some cases, I think that is exactly the right thing to do.

I am trying to make these options real, so that's why I am going into them in a bit more detail, and I appreciate, at the end of the day, whatever the Board would come up with would have other elements to it.

This is just to flesh out an option, rather than finalize it.

So I am saying this option about the forecast is really quite a focussed review of the in-service additions.  I think that it is not for everybody.  Even if the Board were to say, We want to do an annual approach, I don't think everybody -- first of all, I don't think everybody is even going to ask for it.  There are going to be some utilities that say, I am happy to live with this and I don't want to go in and ask for more.  I don't want to take the risk about spending something and defend it later.  Not everybody will ask for it.

But I do think for those of us who believe that we have large programs, that we need to have at least some vehicle to have them heard.

Then the other thing I heard yesterday was:  How do we streamline these things?  I am proposing that the option be presented for every LDC who is on an IRM to come in with potentially a capital module, and potentially review of capital.  I see the amount of work, that the Board is likely thinking, We can't do that.  What is she thinking?

So I am thinking you have to have some factors you considered.  Do we do this written?  Oral?  You look at what percentage of the rate increase is, and is it a material increase or is it something that is not surprising and we can live with?

I already mentioned the nature of the capital.  Is it ongoing?  Or is it unique?

I think when we're talking about -- yesterday we were talking about the streamlining, and Adonis once again suggested we need to think about how we streamline this regulation.

I think there is ways of getting less scrutiny to those utilities who have demonstrated that they're good at doing their forecasts, they have delivered on their forecasts.  Maybe by year 2 or 3 you can be faster on that one, because they have demonstrated they have the goods.

On the other hand, those people who haven't demonstrated, they're going to have a harder and slower process.

The one thing I should like before I move on this one, I should likely look at the second bullet there.  I think one of the advantages of the annual review is that you could actually go back and say:  How did you do in the past?  You told me you were going to spend this much and you told me you were going to make that kind of a change.  Are you doing that?  Are you on with what you said?  Are you reliable in your forecasting?

And if you are not, what you ask for this time can be adjusted for that.

If you did 90 percent of what you said last time, and here you are again and you are asking for a very similar program, you are not going to get 100 this time.  I might give you 90, I might give you even less than that, because you have the information on how well the utility has performed.

This is the one that, when I tell you when I talked with the Coalition of Large Distributors, it made everybody somewhat nervous.

This is the notion that yes, you can have an adder today, but I will check on you tomorrow.  All of us find that hindsight is problematic, because the circumstances change.

But on the other hand, if it is an amount that you are not prepared to defend up front but yet you need the money - you say I need the money to do the work - then this is, I think, the option that is necessary.  I think that if you have smaller amounts that are involved, it also works very effectively.

So I don't think it should be dismissed as an option.  I think it is something that may be very effective for some smaller utilities.  And the review would happen.  I am not saying the review doesn't happen of the capital.  It happens, but it happens at the next cost-of-service proceeding.  That is where you do it.

The multi-year, I think we started this thinking that multi-year -- because that's manageable.  That's the way we do it.  We should do it on a multi-year basis.  I would agree it is certainly likely the most efficient way, because when you have the utility there in the first place, why not look at not only the capital for that year but for the next periods, the IRM periods?

You got the context of the information they have about the asset condition.  Asset condition assessments are more relevant when you have multi-years, not just the budget year but you have several years.

So you've got a five-year plan.  You can look at system demand.  You can -- utilities who have some history of doing longer-term planning would likely feel more comfortable doing this.

Then the notion would be that you would actually come up with what is the capital addition that is necessary, in addition to rate base in each of these years, and what does that mean in terms of addition to the rate increase.

So you would still do your incentive piece, the price cap piece, and then you would add on the capital.

I see Karen is not here today, but Karen Taylor the other day had asked about when you are looking at this, it is not actually the dollars of capital spend or the -- and really, it is not really the dollars of capital in-service base that you are talking about additional revenue.  It is the cost of carrying it.

So it is the increase in the depreciation and the return in the interests costs; it is that item that we are talking about adding.

I think that I certainly believe it is doable.  I think you have the skill sets at the Board and Board Staff in terms of defining what the models would look like.

I think that we can likely grow into a multi-year approach for many of the utilities.  I am not entirely convinced we are there today for all of the utilities, and I think that we need to have some comfort with both the ability to do it, and also with the intervenors and the Board's comfort that what they've got is the good stuff.

So how do you do it?  What do you have to change?

I would like to end mine with:  Let's make this real and what do you have to do with it?  Because I am really keen on making these real, soon.

This one, I believe the place you have to go is the filing requirements.  So chapter 3 about incentive regulation, particularly the incremental capital module, that would need to be changed.  The actual IRM model itself, the model would have to be changed.  There would have to be a change to the capital module.

I think these things are all doable, but that is where you go to make this real; you go to those places.

And I think the constant message you have heard from people is:  This is urgent.  This is -- I heard the other day that it is June -- one second -- June that we are going to think about policy direction from the Board.

We are saying:  Is there any chance that we could transition to this as soon as possible?  Let's not wait for the whole changes to Codes and everything else.  Let's try something here.  Let's transition.

So that would be the hope.  Thank you.

MR. FRASER:  Thank you, Susan.

Jack Gibbons?
Presentation by Jack Gibbons, Pollution Probe

MR. GIBBONS:  Thank you, Peter.  Thanks for the opportunity to speak today about the Board's proposed Renewed Regulatory Framework for Electricity.

When we look at the Board's proposed framework, it seems to us the Board's objective is to find out how to facilitate more electricity supply from our LDCs and our transmission companies at the lowest possible cost, more electricity supply.

And with great respect, we think this is the wrong question.  We think it is the wrong question because it is not customer-focussed.

Customers don't want more kilowatt-hours.  They don't want more kilowatts.  What customers want are energy services; for example, a warm house and a cold beer.  And they want those energy services at the lowest possible cost.

So we believe that the focus of this framework should be:  How can the Board ensure that the LDCs and the transmission companies provide customers with what they really want, which is a warm house and a cold beer, at the lowest possible cost?

And if that is the goal, well, you can't achieve it by just looking at the supply-side options, because energy service needs are met by supply-side options and by demand-side management options.

If you want to minimize the cost of providing energy services, you've got to get the optimal mix of supply-side resources and demand-side resources.  And we just don't see that in the Board's framework, and so we think it is wrong, what you are proposing.  And it is not customer-focussed and it is not in the best interests of the province of Ontario.

Now, in terms of the utilities', the LDCs' capital budgets, we believe the main drivers -- there is two main drivers.  One, the LDCs' peak demands, peak demands, and the other one are their number of customers.

Now, clearly on conservation and demand management, you can't do anything to control your number of customers, but CDM can do a lot to reduce your peak, your peak supply infrastructure costs.

That is really true of Ontario, where our demand for electricity peaks on those hot summer days when our air conditioners are running full out.

You know, that is when the peaks occur.  It is about six to 12 days a year on hot summer afternoons when the demand for electricity peaks.  There is very, very sharp needle peaks, and those sharp needle peaks are very, very expensive to supply for a number of reasons.

One, because they're so sharp and so discrete.  At those times, the demands for electricity can be 50 percent higher than the average hourly annual demand.

As a result, to meet those needle peaks, what you are doing is you are building supply-side infrastructure, very expensive supply-side infrastructure, that is just used for one percent of the year or less.  And that means it is very expensive.

Also, of course, those times of those needle peaks when demand is at its maximum, that is when our transmission and distribution loss are more than double their average value.  So it is incredibly expensive to meet those needle peaks in demand.

And because it is so incredibly expensive to meet those needle peaks in demand, that just tells you there's got to be a lot of conservation, energy efficiency, demand response options that can keep the lights on at a much, much lower cost than use supply-side infrastructure.

So what we believe is, you know, you've got to make the first mission of the LDCs of your framework to pursue all the cost-effective CDM, all the CDM that is cost-effective, that is reliable and feasible.  That should be your first priority before you approve new supply-side peaking infrastructure.

So what we are asking you to do is just adopt a loading order where the first priority resource is conservation and demand management that is cost-effective, that is reliable and feasible.

Now, how can anyone be opposed to that?  How can anyone be opposed to that who is an economic regulator, who believes their goal is to be customer-focussed?

So what we are asking you to do is just follow the lead of California, the great California Public Utilities Commission, that has adopted a loading order where the first priority resource is conservation and demand management that's cost-effective, feasible and reliable.

Thank you very much.
Panel Q&A

MR. FRASER:  Well, thank you, Jack.  Questions?  Okay, Andrew.

MR. SASSO:  If I could ask a question first of Mr. Sharp, perhaps, and it may be helpful to put the screen shot back up, or not.

I didn't understand the math here, particularly for the wires piece.  I am looking in the report at appendix A at table 14.  As I understand it, the note says that this is basically 3 percent increases over historical, but then there are these forecasts that are 5 percent, 7-1/2 percent, and so on, for distribution.

Then it seems that these percentages are being added to -- stacked on top of other percentages, stacked on top of other percentages, to come up with these numbers in the 20s or 30s.

So just to clarify on the delivery line item, which is essentially what that wires, I think, is speaking to, customers are not really looking at 20 or 40 percent delivery line increases.

That is just stacking percentages on top of percentages.  That is not really the bill impact, if I understand it.

MR. FRASER:  Mr. Sharp.

MR. SHARP:  Sure.  Well, I think just to set out a base principle or really to reinforce it - it is something discussed in the report and it is something that Peter Thompson talks about a lot - and that's that we are always looking for better sources of information and recognizing that often times better sources do exist.

So if we have this as more of a collaborative process and we have inputs coming from different agencies that have access to the five-year business plans and can look that far out, then we are going to have more accurate numbers, for sure.

Certainly if we talk about table 14 specifically, there is some compounding going on there, and this was just our attempt at trying to estimate distribution increases that we might see.

I would note, just to kind of put this in context, that going back to the work we did in 2010, at the time, the numbers that we produced in the middle of 2010, when you look at the overall dollar increase on a dollars per megawatt-hour, cents per kilowatt-hour basis, our numbers were very consistent with what we saw the government come out with in the fall with the long-term energy plan.

Yet our numbers were probably high on the FIT quantity, and so the conclusion I would draw is we were probably low on the wires relative to what the government came out with.  The government didn't give a lot of detail in their long-term energy plan.

So I guess what I'm saying is I am relatively comfortable with saying that the wires increases that we are looking at, while they may look higher, I am comfortable that they're not necessarily unreasonable.

As I said at the outset, if folks have better, more accurate numbers, then let's come forward with them.  Let's plug them into the process.  I think that is the goal at the end of the day, is to have an open, transparent process where everybody is putting in the best numbers possible.

Did that answer your question?

MR. SASSO:  No.  I guess I just want to clarify that the increase that -- just turning back, because I think it is a point that was made by the panel, the cost of the beer, the cost of the home heating or whatever, from the customer perspective, the customer is not seeing 20 or 30 or 40 percent increases to the delivery line over the future.

That is not what this chart is meant to represent.  If we are actually talking about projected bill impact for wires over the next few years, we are -- as I understand table 14, we are probably looking at something more akin to 3 percent per year, rather than 20, 30, 40 percent.

That is just what I wanted to clarify, because I didn't understand these very big numbers, because I don't know any distributors or even transmitters that are seeing those kinds of increases.

MR. THOMPSON:  Maybe I can jump in here.

The 20 percent and the 30 is the proportion of the increase, total increase in the bill, that is wires related.  So it is not suggesting distributor bills are going up 20, 30 and 40 percent per year.

MR. SASSO:  I see.

MR. THOMPSON:  It is the proportion.

So what we are trying to identify is:  How much is regulated versus how much is not regulated?

So the distribution piece that Bruce is showing there, the wires piece at 21 percent, to that you have to add the OPG piece, and you would come up with a different percentage.

But, ballpark, based on our numbers, we think it is maybe 30 to 35 percent of the total increases that consumers are looking at over the next five years is regulated.  That's all.  That's all that's trying to show.

MR. SHARP:  Just to pick a number that is just visible at the top of the screen there, if we look at the distribution line -- now it is at the bottom of the screen.  If we look at the distribution line and we go over, say, to columns 3 and 4 -- actually, they're common for customer groups 2, 3 and 4.  We are saying there would be a $7.91 per megawatt-hour increase over five years.

So if we talk about residential rates in the current context, there may be -- excluding HST, they might be around $135 a megawatt-hour.  So here we are talking about a 6 percent increase of current prices related to distribution over a five-year period.

MR. SASSO:  Okay, that's helpful.  Thank you.

MR. FRASER:  Cynthia Chaplin.

MS. CHAPLIN:  Thank you.  Susan, I would like to ask you a bit more about the annual versus multi-year.

You made the comment that you weren't sure that all utilities were in a position to move to a multi-year approach.  What are the characteristics of a utility that is ready to move to multi-year versus the characteristics of a utility that might not be?

MS. FRANK:  Well, I think a lot depends on the area they serve and what is changing in the area.

So is there a lot of renewable generation coming into their area?  If there is, right away you have to challenge that you don't -- because it is hard to forecast when and where, because it gets more difficult to deal with the multi-year.

The other thing is:  What is that renewable generation going to do in terms of the performance of your distribution system?  Are you going to find that after the fact you have to go and do some fixing because you didn't properly anticipate how that generation was going to work?

So I think that is a large variability factor.

I think the other thing is, if you look at where they are in terms of the life cycle of their assets, if it is pretty predictable, they're mid-life type assets, mid-life assets normally run rather smoothly.  You don't get a lot of surprises.

If you are approaching the end of life, things can blow up on you that you didn't -- well, actually, we have seen a few of our assets doing that in around the city.  So we don't anticipate them.  We would have fixed them before that happened if we would have anticipated them.

So I think when you are dealing with items -- it is interesting if you are dealing with things very old or very new, they're less predictable.  So I think it is a life cycle issue, as well.

I think that if they are in an area where there is quite a change in terms of the demographics -- and that change is likely more problematic if people are leaving, if the industry is leaving, than it is if they're coming.  If they're coming, you've got to increase loads.  You can build to connect them; the revenue is there.  That's not the big problem.

The problem is if you are in an area -- and I will pick the north because we talked about it the other day.  When the forest industry walks away from the north, there is a big problem.  So it is very specific as to what the future would look like for that utility and the area they serve.

I believe -- I think all of us can do a five-year forecast, but the credibility and the accuracy changes with those kinds of circumstances.

MS. CHAPLIN:  Is it exacerbated by the small size of many utilities?  By that, I mean if there were -- if there are fewer utilities of a larger size, do they tend, do these variabilities tend to sort of have a natural smoothing effect?  In other words, do they tend to be less sort of very situation-specific because of a small geographic situation?

I guess I am wondering if you notice a comparison, a larger geographic region, there's -- sort of it ends up being swings and roundabouts.  Some of it old, some of it new, some of it mid-life.  Does that aid in making a longer-term forecast of capital needs?  Or is there not a necessary relationship?

MS. FRANK:  This goes to my second point about both the age of the assets and the -- my third point about the demographics.

I definitely agree in those circumstances a blending of communities helps quite a bit, in terms of your ability to predict.

The influence of an external force, a new direction, the smart meter-type items, the renewable, I don't think that is helped a lot by the geography or mid-size.

But the other two definitely are.  So I would agree, you get a smoother ability offsets if you could cover a few different areas.

MS. CHAPLIN:  Then just one further question on the option of the annual plan, which you have acknowledged would be a significant resource requirement for a regulator.

You have suggested that it could be -- there might be streamlining opportunities.

I am just -- what does that do to the risk profile?  If somebody has the ability to come in every year and have -- once they establish a reasonable track record, they get -- their capital budget is approved and into rates every single year, with limited scrutiny, I am wondering where is the risk.  What risk is that entity facing anymore?

MS. FRANK:  I don't actually see this as a large difference in risk, and the reason I am suggesting that is I go back to when we had annual cost-of-service hearings, or even times when there were maybe two-year type approvals.

We didn't actually see the fact that there was an examination of what the costs were and what was necessary somehow changed the risk.

There's still all the same construction risk.  There is still the weather risk.  There is still the risk in terms of whether the customers are going to be there or not there.

So I don't see it fundamentally changing the risk profile, if you do it on an annual basis.

I want to go back to the idea of managing the workload.  I believe the way you manage the workload is you do not do the detailed review on the stuff that you looked at in the cost-of-service.

So when you were doing the cost-of-service -- we'll pick poles, just because all distributors put in poles and we do it each and every year, and we pick normally a steady state, normally a reliable state of doing the poles.  Well, if you are going to do that, then if you look at it in the cost-of-service and two years later and people want to replace the same number of poles at about the same costs, don't spend any time on that one.  You did it, you know.  Ignore that line, and look at the ones that are changing.

So I really do think there is a way of doing this quickly.  I don't think it changes the risk profile.

I think it helps to lower the cost, because -- I didn't mention in the presentation, but if you think of somebody who says:  I want the contractors there and come in and do the work, you might do it in the year before you do the cost-of-service, just so you get the full amount into rate base, rather than half a year.

But you would have crews that you want to bring in.  You know, we heard yesterday from the construction trades that they said they would like to have kind of a predictable five-year work program.

That is not what you do.  I think utilities would actually be tempted to say:  If I have to wait to get my recovery until the cost-of-service year, year 1 of the IRM, I am going to tell people:  Go away.  Come back and see me in year 3 or year 4.  Go away.

That is not cost-effective.  It is very -- you get people to -- think of anything you do around your house, if you want them to come in and do a small job and it's expensive.  You come in and do repeated jobs.  I'm going to have you there all the time so you can get a better rate.

So I think that is the other thing, in terms of you would actually get a lower cost if you could do regular changes.

MS. CHAPLIN:  I guess, just finally, I would invite the other members of the panel, if they have any sort of response in relation to those issues.

MR. FRASER:  Jay?

MR. SHEPHERD:  What's everybody looking at me for?

The utilities are asking for incremental money.  They want more money.

So I haven't heard anybody tell me why they need the extra money, because right now they're earning their allowed ROE already.  So it is a relatively simple thing to me.

We could go back to cost-of-service every year.  Indeed, that is what Susan is essentially proposing, is on the capital side, we do cost-of-service every year.

I am not sure that most of the small utilities in the room are eager to do that.  My guess is most of the small utilities in the room are thinking:  A rate case every year?  Are you kidding?  We have other things to do.  We have to run a utility.

So I am not sure that that is necessarily a good option, but I agree a multi-year plan also stretches the resources of a small utility.

I am not sure there is an obvious answer to that.

MR. THOMPSON:  I guess I would be a little more conciliatory than my colleague Mr. Shepherd.

I think we are sensitive to the capital drivers that are not coming from within the traditional utility infrastructure, so that the renewables issue and the smart meters and that kind of thing, there has to be some way to address that constructively.

I guess I see it -- but I take Jay's point.  You don't want to drift to a complete capital Y-factor, because that just becomes a very large tunnel, without a lot of information to support it.

So I don't have any definitive suggestions.  I know that when we worked on the incremental capital module to the 3G IRM, there was a process we went through and we had contributions from those who were in the know, in terms of total factor productivity and how the module should be constructed.

I just feel confident that we could get there if we had some time to work on it, that there has to be a way to solve this problem that is not completely open-ended.

I am a little concerned about the use of this word "streamlined" because rate-setting is a judicial function, and judicial functions attract due process.  So it is not like a nexus going through the security line, because you have to give notice.  It doesn't matter how big or how small you are, there is a notice requirement.  And it is to affected parties, and there may be one affected party that said:  Just a second.  I want to pat this guy down.  He's carrying my money.

[Laughter]


MR. THOMPSON:  And so with that type of response, as a judicial agency -- not the security people -- as a judicial agency, you have to hear and determine what that particular affected person has to say.

Now, there can be simplified procedures, and the courts have this all the time, but the process, the due process is the same.  It is a simplified procedure to deal with situations where the materiality is perhaps not as great as in -- with the large utilities.

So I guess I agree with Susan.  We have to find a way and the sooner the better, and I think if we all got together on this in some way and had sufficient time to get -- look at the information that is driving it, there could be a tweaking to the ICM model that continues to work.

But in terms of the 3G IRM, Standard & Poor's thinks it has worked very well for Ontario utilities.

So I don't think we should just be throwing it out because a lot of distributors are saying, Geez, we have infrastructure problems.

There is a process.  You need the information.  Collaborative minds can, I think, find a way to provide what utilities want while ratepayers are protected.

MR. FRASER:  Marika Hare, please.

MS. HARE:  I have two questions for Jack Gibbons, and I will put them both forward.

One is you talked about the six or so days of peak days in the summer.  So do you have -- does Pollution Probe have a view about critical peak pricing?  That is the first question.

The second question is:  What do you think the role of the OPA is versus the OEB with respect to CDM and your comment about looking at CDM first before supply options?

MR. GIBBONS:  Thanks for those questions, Marika.

Yes, we support -- Pollution Probe supports critical peak pricing.  The cost of supplying electricity on those peak hours is maybe ten times greater than the retail price, the price that residential consumers face.  So we need to really increase the differential between peak and off peak prices.

Now, there obviously are political challenges about that.  So we think a great option is critical peak pricing, as an option, as a rebate; consumers who are willing to engage in critical peak pricing be given a credit on their bill for reducing their demands at these peak times.

We think if you do it that way, where it is a credit, I think that would be politically acceptable.  I think that is a great way to use the price signals to reduce bills and promote CDM.  So I definitely think you should encourage LDCs to bring in critical peak pricing rebates on a voluntary basis.

So I don't think you should just mandate and say to all of the 80 LDCs they have to do it tomorrow, but just definitely encourage the ones who want to be the leaders.  Let them go out and demonstrate to other people how to do it and how to do it in a politically satisfactory way.

And that would be fantastic, and I think you should, you know, reward the shareholders of those LDCs that take a leadership role on critical peak pricing and do a good job in delivering it.

In terms of CDM, was it the role of the OPA versus the Board, or the OPA versus the LDCs?

MS. HARE:  OPA versus OEB.

MR. GIBBONS:  Well, certainly the OPA has a role to promote conservation and demand management, and they're doing it, you know, for a number of areas, like Kitchener-Waterloo.

But certainly, in my view, the OPA doesn't do a very good job in promoting CDM.  They don't aggressively try to achieve all the cost-effective CDM.

I participated in an OPA -- their first sort of local integrated resource planning process in northern York Region, where they their rhetoric was great about their commitment to CDM, but when you looked at what they actually did, it just wasn't there.

The OPA has traditionally had very much of a supply-side bias, it seems to me, based on the Integrated Power System Plan that they submitted a few years ago, the last one that is on the record.

For example, in Kitchener-Waterloo-Guelph region, they identified a peak problem, and their basic solution was to build -- I think it was a 450-megawatt gas-fired simple cycle peaker plant, which even they say will operate at only, like, 3 percent of the year, at best.

I saw no evidence that they a -- they didn't -- we asked them -- Pollution Probe asked them lots of interrogatories.  You know, Did you really investigate the demand response potential?  And they didn't.

In terms of the peaksaver program, which is the best way to reduce residential peak demands, or one of the best ways, I mean, look at the OPA.  They have dropped the ball.  It is a fantastic program.  It could be as ubiquitous and successful as the blue box, but they have only so far signed up 5 percent of the customers, potential customers.  Their goal for 2014 is only 10 percent.  I mean, it should be more like 70 percent.

Another good way of dealing with the peak demand in Kitchener-Waterloo area is, like, commercial and industrial demand response.  You have all of those diesel backup generators.  They should be converted to natural gas so they can also be a demand response resource.

There is a great potential for CHP.  The OPA has dropped the ball on the CHP standard offer program.  Dwight Duncan gave them a directive almost five years ago.  It was supposed to be in place by December of 2007.  Now, how much have they signed up on the CHP standard offer program?  Less than 6 megawatts.

So the OPA doesn't do a very good job.  So that's -- critically, they have to be -- their plans, whatever plans they do, they have to be very critically reviewed by the OEB to make sure that they are actually doing a good job and that they're actually pursuing all of the cost-effective CDM.

So that is where, again, the OEB is critical.  You've got to be standing over them, both the OPA and the LDCs, and making sure they're actually pursuing all of it, because the OPA's track record so far has been very poor.


MR. FRASER:  Bill Harper, please.

MR. HARPER:  Bill Harper, consultant for VECC.  I would like to offer another sort of perspective on the question about the ability to use -- apply multi-year capital plans to all utilities.

I think there is really two issues involved here.  One is the ability of the utility to actually do it, and the second thing is:  What are the risks associated with doing it?

I think, having looked at a number of utility applications, I think it is fair to say that not all utilities are in the position right now to be able to do the long-term forecast and the long-term capital planning that are required.

I don't say that is necessarily a breakdown between big and small utilities, because there are some small utilities that really do a good job, to the point Jay was raising, understanding their assets, why they have to spend the money.  But there is a vast variance in the capability of utilities.

The second thing I think is the issue that Susan raised, and this is, once I have a long-term forecast, how good is that forecast and how do I manage the risk associated with that forecast during the five-year planning period?

I think there are ways of building and managing that risk into a five-year capital module, whether it be through annual true-ups to actuals, whether it be through variances, whether it be through earnings sharing on differences.

Those are things one can work into it to help them manage the risk, but there may be utilities that, recognizing that risk and that the risk varies across utilities, may not want to expose themselves to that risk.

So maybe a five-year plan is not good in terms of capability or in terms of risk exposure, but there are -- one, you can build a model where it works, I think, and there are places where it could work.

MR. FRASER:  Ken Quesnelle.

MR. QUESNELLE:  Just following up on what Bill was saying, and tying it back to the presentations on the rate-setting itself and the mechanics of it, I have something that I would like to ask perhaps Jay and Susan that concentrated on that area of the mechanics of the rate-setting.

We haven't had a lot of discussion of the other elements of the Staff papers that are out there and how they may find their way back into the rate-setting mechanisms, the regional planning, the distribution planning, the asset management and, to Bill's point, saying there is a wide variance in capability of putting these plans together.

I think that's been recognized by the Board early on when we started concentrating on asset management and requiring plans, and those types of things, as to, you know, instill a discipline in that area for those who weren't taking it upon themselves to communicate what they were likely already doing.

The assets were being managed in a fashion.  It was a matter of putting the plan together and being able to communicate that plan.

So with all of those other elements, and drawing on what may be the fruits of those efforts and those consultations and initiatives, do you see any of that coming in and affecting the way we are -- or the options in the mechanics of setting long-term capital planning and rates to go with them?

MS. FRANK:  I have been waved that I can pick that one up first and that way he gets the last word.

[Laughter]

MS. FRANK:  I get it.

MR. SHEPHERD:  I'm so transparent.

MS. FRANK:  Ken, I think, indeed, we have to look at all elements that improves the quality of the information that comes forward, and that is part of the plan.  That is what is happening in the regional planning, because I would assume that the regional planning identifies that, indeed, there is a preferred solution that would affect a distributor or transmitter; that when the next rate application came forward, you would see it, right?  That would be in it.

So yes, I don't think that we can have this work in isolation.  I think all of the elements that are in the Staff papers need to come forward.

I am just believing that the current approach, where people -- when you look at how many years have we been in the IRM with that incentive capital module, and how many applications have there been, you know, I went and looked at them, because I wanted to see what the –- actually, I was looking for the words -- what did the Board say, what were the conditions -- and there weren't a whole lot of applications.

So I think that is about to change, and I just would like to see that it is something that can work better.

My presentation was all about:  Let's think about it, let's work on it.  So Peter and I are going to agree that - which is most unusual - that this is something that needs to have some more thought, and I think that thought time is now.

I am not saying throw it out.  I am just saying let's look at it and revise it and let's look at other aspects of what Board Staff have put together, as well.

MR. QUESNELLE:  Thank you.

MR. SHEPHERD:  I think perhaps, Ken, implicit in your question is this notion that some utilities don't have the resources.

They have the resources to run their system, but they don't have the resources to move up the level of formality to the written plans and the forecasting that is necessary to do this sort of new approach.

That is a legitimate problem.

The question I think the Board has to ask itself is:  Are you going to take the view that if you don't have the resources, then you are too small to be in this business?

Or are you going to have the -- take the view that we should allow smaller utilities to have a less formal approach to running their systems?

So far, the Board has tended to be on the former approach, which is sort of part of the "encourage rationalization in the sector" theory.

The question is whether that is still is an appropriate approach.  I don't have a view on that right now.

MR. QUESNELLE:  A third observation -- and I don't disagree with the way you have categorized them, Jay, but it is another observation -- is that there may be utilities that have the resources, are doing it, but are doing it in a way that satisfies the intervenor community and the Board from a communications perspective.

That is, I think, typically driven, because the Board, perhaps, hasn't impressed on the -- and that's why we're still in consultation, that there may be a need to do so, in such a fashion that satisfies all of the things that you were mentioning earlier, that if the money is to be spent –


MR. SHEPHERD:  Is it possible to --


MR. QUESNELLE:  You have to understand why.  So to that extent, I am just observing that there is a third area here, that the -- it is not just a matter of size and resources.  I think often there are the resources.  It is not being communicated in a fashion.  I think that is what we found through several of our asset management analysis.  Thanks.

MR. FRASER:  Thank you.

Paul Sommerville?

MR. SOMMERVILE:  Thanks, Peter.  Just, again, a kind of observation that I would welcome the panel's response to, sort of returning a little bit to first principles with respect to the cost-of-service IRM cycle.

Theoretically, and in practice, the way that system is intended to work is that cost-of-service represents the kind of initiation of the utility and the -- to deal specifically with the capital expenditure budget.  The idea is that that capital expenditure budget is a typical, a typical, capital budget.  It is not the capital budget for the test year.  It is a capital budget that is typical for that utility going forward, and supports its typical capital expenditure requirements for that IRM period.

The purpose behind the IRM period is to allow the utility to achieve productivity gains and to make out like a bandit, if they can, with respect to their cost -- their profitability.

The whole purpose behind the IRM system is to allow the utility -- after having gone through the cost-of-service exercise -- to maximize its return throughout that period.

The cost-of-service that follows that period is intended to be the catch-up for ratepayers.  That's the architecture of the IRM cost-of-service architecture.  That is what it is intended to do.

This is without commenting on the adequacy of the incremental capital module to deal with extraordinary capital spending requirements, in which case there may well be some -- I am not commenting on that, as to whether it needs some adjustment or needs to be recast in some fashion.

But in terms of a typical capital expenditure budget - which is the test year presentation - followed by a period affected by a one percent, I guess a one percent productivity reign, if you like, and an inflation rate that is established, there was a lot of effort that went into --Susan, you were certainly part of that; everybody here was part of that process, where we tried to develop what was the best index to use to represent the inflation rate.

So small productivity requirement, inflation protection, and the opportunity for utilities to make out as much as they possibly can -- within the law -- during that IRM period.

And it seems to me we have drifted far from the shore, in terms of that architecture.

MR. SHEPHERD:  Can I make two comments on that, Peter?

The first comment is this is exactly what has happened in gas.

MR. SOMMERVILE:  Yes.

MR. SHEPHERD:  That may be a function of gas being -- the gas companies being more mature enterprises, and therefore having more resources to respond to the signals, the exact signals you are talking about.  But that is exactly what has happened.

But the second thing is -- and to be fair to the LDCs, they've come into IRM, A, after a freeze that was already unfair, and B, at a time of very low inflation.  So their price increases, because of the nature of the formula, the price increases were very low.  Now, inflation was very low too, but nonetheless that still put them in a situation where they were struggling along on very low changes in rates over time.

That made it harder for them, I think, to adapt to third-generation IRM.

MS. FRANK:  Can I just add -- do you want to go first?

MR. THOMPSON:  Do you want the last word?

MS. FRANK:  No, no.

[Laughter]


MS. FRANK:  I think there is -- Paul, I understand your feeling that when you review the capital program, that it is a typical capital program.

But the problem is the revenue requirement that you get does not allow you to continue to spend that typical capital program during the IRM years, because what happens is all you get is the depreciation and that one percent that you might get for the price cap, and if there is a little bit of growth.

But if your capital program stays at -- and I said, and I think we were hearing from others, capital program is typically running double what -- the amount that is depreciated.

So you are adding to your rate base each year.  If you are only adding at the point of the price cap plus the –- so, you know, when you look at what you are adding, if you are adding something that is in the order of, like, two percent -- I am assuming you got one percent growth and the one percent under the price cap -- if you are adding two percent above the depreciation to the rate base, if you are adding that, you know what?  You're good.

But if you are adding far more than that, if you are actually spending double and you are adding to your rate base at a rate that is somewhere around 10 percent, you've got a problem.

And that is the piece that was missed.

Can I add a bit on the gas, while I'm there?  I am going to do this at great risk to my people who will likely not speak to me in gas again.

But we have to remember where gas was at the time, and what was happening to the financial markets.

Back in 2007, the kind of interest rates that were approved, the kind of return on equity that was approved, much higher than it is when you get to the 2010, '11.

Why we think that they're making out so well is they have been able to refinance their debt at a much lower cost.

They have also been able to take off-line some of their big expenditures.  Their CIS systems went off-line and they got separate recovery for it.  Their storage went off-line and they got separate recovery for it.

So this is not the same environment when we look forward, so I just don't think we should think back and say how well they did.

MR. SHEPHERD:  Let me just correct a couple of things there, Susan.

Their ROE was set at eight percent, and so the new ROE is much higher.

And the second thing is the CIS, which I was involved in, was increasing at substantially less than inflation over the entire period.  So yes, it went off-line, but it was cheaper.

MR. FRASER:  I have Marion, and then Rene, and then Paul.  Marion first.

MS. FRASER:  Just to follow up on Jack's answer to Marika, I fully support Jack's position there.  I just wanted to add that on Wednesday I spoke been ConEd and its efforts to do the targeted demand-side management programs, and they've basically saved $1 billion since 2003 in terms of their, basically, distribution system upgrades.

In New York State, there is an agency, NYSERDA, the New York State Energy Research and Development Authority, which like the OPA provides programs across the state.  Those are not the programs that Con Edison used for targeted DSM, and yet they would exactly be the kinds of programs that are prevented by the current CDM Code for the electric LDCs.  And the degree to which -- if that didn't put the nail in the coffin for CDM for the local distribution utilities, the most recent guidelines did.

So that kind of flexibility does not exist.  We know that there are winter peaking distributors and summer peaking distributors, and a one-size-fits-all with respect to even the peaksaver is not necessarily something that is of value.

It might be actually better for the province for the OPA to focus on energy savings, as NYSERDA does, and allow the local distribution companies to focus on peak demand reductions, because they can tailor things specifically for their circumstances.  And perhaps we could see the kind of success that Toronto Hydro had, in terms of penetration of peaksaver, where it was needed as opposed to in North Bay or Thunder Bay where it is not.

MR. FRASER:  Rene Gatien, please.

MR. GATIEN:  Good morning.  Thank you, Peter.  I know you are looking for a break sometime, and I have a number of things that I want to get in conversation with the panellists.  So I can proceed, or if you are looking to get a break somewhere, I am happy to go after the break.  So that is up to you.

MR. FRASER:  Now that you have offered it, we will hear from Paul Manning, and then take the break.

MR. GATIEN:  Okay.

MR. MANNING:  Hi.  Paul Manning for the AFN.

Thank you for the presentations, and I just wanted to -- a lot of stuff moving around.  I just want to try and pin a couple of concepts down.

I think it is probably best to start with you, Jay, just to understand this.  You're saying, Where's the beef?  And I remember that.

[Laughter]

MR. SHEPHERD:  You are older than you look.

MR. MANNING:  We are all older than we look.

And I seemed to hear a distinction from you that you understood, in a sense, that the renewable energy, the requirements flowing from that, imposed a previously-unforeseen capital requirement, but that you certainly didn't see it with respect to aging assets, which was part of business as normal.

You didn't quite say it that way, but I felt that you were drawing a distinction, and yet when we're talking generally about these things, everybody is lumping them altogether, that we need some kind of new approach, because all of these things are in the past.

I was just wondering if you would make a distinction, when looking at the LDCs might legitimately request, to say, Well, yes, we can see something new with the renewable energy requirements that possibly needs some different treatment, or new treatment or treatment within the existing system to accommodate that requirement, but we don't see that for aging assets, the renewable aging assets.  You must always have that in your business plan, and that even given that distinction, our existing IRM and ICM systems methodologies are capable of accommodating these things.

Now, I know I have a little bit of confusion in there, and I was hoping you could pull me out of that.

MR. SHEPHERD:  Actually, I think you probably stated what I was trying to state better than I did.  That is exactly right.

What we're saying to the Board is gather the data so that you know specifically what are the things that are incremental and what are not.

So if there are some costs associated with changing radial systems to accommodate distributed generation, let's get data to understand exactly what those costs are relative to the past.

Let's get data -- for example, people have talked about lumpiness, about how they had a bunch of spending in the '60s and '70s, and now that is coming home to roost.

If that is true - and it may be true - then let's get the data.  We can get that data to figure out exactly what that problem is, how much is it going to cost us and what is the best way to solve that.

So it may be, for example, that we say, Well, let's not just, say, start replacing everything that was built in the '60s and '70s.  Maybe we say, rather than create a new lump, let's have a plan for doing this over the next 20 years, so that we don't have the problem again.

But in order to do those sorts of things, you have to be much more precise about what the problem is you are solving, and that requires looking at the data.  That is all we're saying.

MR. MANNING:  Thank you.

MR. FRASER:  Thank you.  With that, we will take a 15-minute break.  We will resume at 11:02.  Thank you.

--- Recess taken at 10:47 a.m.

--- On resuming at 11:02 a.m.

MR. FRASER:  Well, hello everyone.  Welcome back.  I hope you had a chance to get refreshed and recaffeinated.


We are resuming this panel discussion on rate-setting and mitigation.


Rene Gatien graciously offered to defer his questions until after the break, so he gets the first shot.  Rene, go ahead.


MR. GATIEN:  Thank you, Peter.


Rene Gatien from Waterloo North Hydro.


I have heard some great things out of this panel this morning and it has made me think about a lot of stuff, so I hope you bear with me as we maybe unfold the conversation so I can understand a little bit of this.


I am going to start with Jack, and I am going to thank Jack for a couple of things.  I found a new description for reliable electricity services.  So hopefully my board won't mind when I use that description when I am describing some things, but I appreciate that.


I am trying to find out how do we make some of the things in conservation more mainstream, because I agree with you we have to do some things to help our customers lower their bills and be more successful in what they do.


My issue is I have a three-year, potentially three-year, CDM program and I have to do the stop-start stuff.  How do we get away from the stop-start and say that either we're in the business of helping our customers to understand how to use energy wisely, or we're not.


Because I am with you.  We have customers still ask us about the peaksaver, and I wish I could offer them something that was similar to what we had, because it was a very simple device, easily installed, didn't intrude into their home, but certainly allowed us to do some quick response to demand.


What kind of things would you suggest to us as utilities that we can do to make this a more mainstream item and constant part of our business, instead of this:  All right, well, maybe for the next three years we're in it and then maybe after that, we're not?


MR. GIBBONS:  Thanks for those questions.


We certainly believe that the LDCs are ideal agencies to promote energy efficiency and reduce customers' bills, for a number of reasons.


One, you've got business connections with all of the electricity consumers in Ontario.  You've got an existing business connection.  You know what their load profiles are.  And you are trusted, you are trusted by your customers, which is not something that could be said for a lot of other energy service providers, some of whom are actually the ugly face of capitalism, and we all in the room know who those are.

Some of the major barriers to energy efficiency are lack of information of what the good technologies are, or lack of the upfront capital.


The LDCs are in an ideal position to remove all those barriers, because you are trusted, because you have the access to capital and the information.


So in our view, I mean, there just should be no question on the part of the OEB or the government of Ontario that you should be in it for the long haul.


The gas LDCs have been into DSM since the early 1990s.  They have done a fantastic job, because the way the OEB has regulated them, they have developed some of the most cost-effective gas DSM programs in North America.


There is no reason to think why Ontario's electric LDCs can't do exactly the same.  So you need to be given the certainty, and I don't see why anyone would ever question it, that you should be the major delivery agents for CDM.  You are the ideal ones.  You are already established.


And I think you have to be given a lot more freedom.  At the moment, the Board has created all kinds of red tape that severely limits your ability to do it.


The Ontario Power Authority has come along with incredibly perverse financial incentives, which, in the case of the LDCs, will offer them huge financial bonuses for underspending their CDM budgets, even if they fail to achieve the Board's minimum CDM goals, legally binding CDM goals.  I mean, it is just crazy what is going on.

So we need very clear direction from the OEB that the electric LDCs should be in this business.  You should pursue all of the cost-effective CDM that will reduce your customer's bills.


I mean, the last provincial election was very clear.  That's what consumers want.  They want their bills to go down, and you've got the ability to do it.


And you have to be allowed to do many more things.  I mean, there used to be a time when electric LDCs rented water heaters, and that was a fantastic service for your customers.  Your customers loved it.  You provided the hot water.  That's what they want.  And you were able to use it to clip your peak demand and, again, save customers money, but that was -- by a political decision, was just -- that was taken away from you, and that makes no sense.


So we believe you have to be allowed to go into the rental programs again, to rent energy-efficient equipment, equipment that can help customers reduce their bills and overcome the upfront capital cost barrier, by you -- you providing the equipment and recovering the costs, the full costs in the rental rates.


You could also have on-bill financing programs to give, you know, low-interest loans for home energy retrofits, to finance geothermal energy systems for heating and cooling.  You know, you could be renting solar electric hybrid water heaters.


There is just so much you could be doing, but you are just -- because of OEB regulations and policies, you are shackled.  And that doesn't make sense; it is not in the customers' interests.  It is in the interests of certain electric power generators, who just want the demand to keep on rising, but it is not what is best for customers.


We've got to start being focussed on what is best for customers, given that we are now a have-not province, we have a huge deficit, and you know, we've just got focus on what Don Drummond told us.  We've got to focus on being innovative, increasing productivity, and that is what energy efficiency is all about, is increasing our productivity.


Why would we be spending huge amounts of money for new high-cost generators, when energy efficiency can save those kilowatt-hours at a fraction of the cost, and where there is no political opposition?


MR. GATIEN:  Thank you.  Appreciate that.


The next piece I've got is probably a combination of, I think, Jay and Susan.  And Jay, I think I am going to start with you, to -- I want to understand what it is that you are looking for in the evidence, or show you the evidence of the problem, because I agree with you not everybody has or not everybody collects the data in a good manner and shows it.


I remember working with an old professor who said data is nice, but it is just a whole lot of stuff until you can put it into some usable information, and until you take that information and put it into something and take action of out of it, it is really not useful at all.


How can we understand what you are looking for, to take all of the myriads of data -- because we are getting weary.  Some folks may say leery, but we are getting weary of providing all of this information when we're trying to say what is it that would really help to show what is happening with our assets, and what would really help to demonstrate what we are trying to get to and what Susan is talking about, how we look at something more on an annual basis.


Maybe just to focus it a bit, I know we have -- we're a utility that collected a whole bunch of information on our assets and we have done a cataloguing, we know the vintage of them, we know where things are.


And we use that, along with a condition asset evaluation, to see what we should be doing, but I am not sure, from your presentation, if I am doing the right thing or the wrong thing.  I think I would like to understand what we should be doing.


MR. SHEPHERD:  What we're saying to the Board is -- and let me take your utility as a specific example.

I haven't read your material recently, but I am going to hypothesize here.


If you had a bunch of incremental spending in the '60s and '70s -- as some utilities did -- you can find that out.  You can identify that issue, and you can quantify what it means in terms of cost pressures today.

You can do it asset by asset.  It is not that difficult for you to do.  You should be doing it, in fact.


That information is a subset of the problem, and if you can identify that subset of the problem, then the Board can solve that subset.


Similarly, I don't know whether your system is largely radial or largely interconnected.  I suspect, because of where it is, it is probably a bit of both.


But if you have a problem that renewable generation is attempting to connect in radial areas of your system, and so you have to change the architecture of your system, that is something that you can identify and quantify as how -- what component of that is incremental to your normal spending.


That's the sort of information we need, and in our view, that is the sort of information the Board needs in order to understand precisely what problem they're solving.


The fact that your substations are getting older, as a general rule, I don't have a lot of sympathy for that, because your rates are already based on the notion that you will replace aging infrastructures on a regular routine.


So that is not incremental.  That is not the future being different than the past.  Where the future is different from the past, let's figure out exactly how it is, and then solve that problem.

MR. GATIEN:  Mm-hm.

MR. SHEPHERD:  We are not asking you to gather a whole bunch of information that you don't have.  We are asking you to gather information that you probably do have you probably be gathering already.

MR. GATIEN:  So if I follow that -- and we are one of the -- we are an old utility.  We have been around for a long time.  We are one of the ones that had growth through the '60s and '70s.

We've been replacing stuff every year, so it is not like we've said, Well, we're doing nothing, nothing at all, and suddenly we have this big bump.

We just know as we go along, each year there is more stuff that is getting older -- sorry, there is more older things to replace next year than there was this year, because we put more stuff in, you know, 50 years or 60 years ago.

What I am trying to understand -- you have said above -- incremental above normal spend, and I am not sure how that goes.

Maybe I will explain how we do -- put our budget together, and you can tell me if I am doing it the right way or not.  When we look at these things, we look at, first of all, the -- between the aging asset and the condition assessment.  I may have some poles that are, you know, by terms -- 50 years old or 52 years old, so technically they're reaching their end of life, but they're in an area where the environment has been a little nicer to them.  I have some that are 45 years old that are in an area where they're rotting and I've got to replace those first.

So we use the combination of the two to put things together to say, All right, by end of life, I should be looking at these more closely than something that's a 30-year pole.

Based on a condition assessment, I will put together which ones are the right ones to go this year and which ones I can maybe leave for another year.

But when I go to replace those, my depreciation on those doesn't cover the cost of replacing things in today's environment and today's prices.  I am not sure how I put that first piece together of my budget in terms of -- are you saying I should get no more money for replacing those poles, or is it appropriate to get money for replacing those poles?  That is the piece I am missing and not sure of.

MR. SHEPHERD:  I guess that was central to what I was trying to propose, is that your prices should be set based not on getting more money.  That is not the paradigm that you should be thinking in terms of.

You should be thinking in terms of, How were we able to run this utility for the last 40 years with increases of roughly inflation every year for that period of time?  How were we able to do that then and we can't now?

Twenty years ago or ten years ago, it was also true that you had old poles that were being replaced and they were costing more to replace.  Why is that different now?  Why does that mean you have to have higher increases today?

I haven't heard anybody answer that question, because actually mathematically you can't.  What happens is you put an asset in the ground.  The cost of that asset goes down every year from that time onward, because your depreciation stays the same, but your cost of capital for that asset, because the rate base is decreasing, is going down every year.

So on day 1, you have a cost of $100 for that asset.  On day 40 when you have to replace it, you've already had a lower cost.  Your rates have been set based on $100, but for every single one of those years, your costs of that asset has been less than $100, except the first year.

So now when you are having to replace it, you are first having to come back up to the cost that is already in your rates, which is way more than it is actually costing you now, and then you have incremental cost which, by the way, you have been getting rate increases to cover.

So the math is supposed to work out.  It won't if there is a discontinuity between the pattern in the past and the pattern in the future.  That is what you need to identify.

MR. GATIEN:  But if I understand it, when I -- this is the problem.  I am not an accounting-type person, so if I understand it correctly, when that pole first goes in the ground, I don't get the value of the pole.  I get a little bit of the value of that pole.  I get paid for it spread over a whole lot of years.  Is that now how it works, or do I get value --


MR. SHEPHERD:  You don't just get the depreciation.  You get the cost of capital, as well.  And because the rate base goes down every year, the cost of capital is going down every year, as well.

MR. GATIEN:  Okay.  So when I come to replace this thing, it is not a like-for-like replacement, because standards have changed.

MR. SHEPHERD:  True.

MR. GATIEN:  I am probably going to, in a lot of cases, likely a taller pole, certainly a more expensive pole.  I am going to different framing, different voltage and certainly different spacing.  So I probably have to put in more poles if I have a piece of line to replace, because the old-style spacing was very long and wide open.  I have to put more poles in now to cover the same distance, because I have to have shorter spans.

MR. SHEPHERD:  Sure.

MR. GATIEN:  So I don't have a like for like.  How does that work?  Is that the incremental piece you are talking about, or how does that work for me?

MR. SHEPHERD:  Generally, no, because that was true ten years ago, as well, that you had to replace things with things that were built to higher standards.  And you are still --


MR. GATIEN:  I am doing stuff, though, from the '60s.  I am not replacing stuff from ten years ago.  I am doing stuff from the '60s that I am replacing.

MR. SHEPHERD:  Well, no.  You see, you are trying to look at, Let's take one little part of our cost structure, which is replacing this pole that was put in in 1960, and let's cost that.

MR. GATIEN:  Mm-hm.

MR. SHEPHERD:  Well, you can cost that, but then let's cost all of the other poles, which are going down in cost every year.  Unless you are doing that, too -- and that is cost-of-service; right?

So the genius of IRM, when it is done correctly, price cap IRM, is that it says we can identify normal course of business increases required for a distribution utility in the past.

So then all we need to identify for the future is what's different, and that is what we have to address.

MR. GATIEN:  Okay.  So I guess that is where I come to the "what's different", because I'm not replacing those poles with a like for like, or that plant, whatever it may be.  So is that not a difference or --


MR. SHEPHERD:  No, it was different ten years ago.  When you replaced a pole ten years ago, when your rates were set ten years ago, part of the past, it was also at a higher standard and at a more expensive cost.

MR. GATIEN:  For that part of the rate base?

MR. SHEPHERD:  For that part of the rate base; that's right.  So your cost structure already assumes that you are going to have to do that.

MR. GATIEN:  Okay.  So if the cost structure assumes that things are going to go at an inflationary rate of sorts -- I understand that is what IRM is supposed to do for me.  But if I look at my increases, which is a large part of costs for replacing that plant, increases in gas, diesel, copper, aluminum, so my last average annual increase for the last three years - and this is annual increase - has been 12-1/2 percent on gas, 18 percent on diesel, 20 percent on copper, 7 percent on aluminum, how does that kind of stuff get factored in?  Or how does that get absorbed into the whole thing when that is the average annual increase over the past three years?

MR. SHEPHERD:  Well, again, I think you are using the government budgeting paradigm, the bottom-up paradigm, to determine what's appropriate in prices.

That is actually not the best way to do it.  The best way to do it is to use a top-down approach, in our view.  The proof of that is that if you look around at your peers, some of them, with all of the same cost pressures that you have and with the same rate increases that you have, are doing fine.

What that means -- and it is not as simple as this, of course.  It is much more complicated than this, but you start knowing that it can be done, that those cost increases are offset by other cost increases that are not as much, because otherwise your peers wouldn't be able to be earning 10 percent.  It wouldn't be possible for them.

So once you know it is possible, then you have to look at what's different in your situation that makes it not possible for you, and it may be that it is not.  And we have seen lots of cases where utilities have come in, and you look at their cost structure and you realize they have a problem and it has to be addressed.  And, yes, it is a 30 percent rate increase, but there is no choice.

But that shouldn't be the norm.

MR. GATIEN:  Well, I will -- I am not looking for a 30 percent rate increase.

MR. SHEPHERD:  No, I understand that.

MR. GATIEN:  I am trying to get an understanding of how do we -- looking at those different things, how do we set something up that goes more akin to what Susan has talked about, where I don't want to have my customers have something that goes up and down, because currently that is what has happened with our rates?

MR. SHEPHERD:  Sure.

MR. GATIEN:  We probably did the worst thing to them, is we went to 6 percent decrease before we came to, like, a 12 percent increase, so they saw a net 18.  It was not a nice way to treat our customers.

Over time, if we took it -- I think it is about a 15 percent increase over seven years.  How do we get to a more -- a type of thing that will match what we're doing in terms of trying to keep up to the rebuilding of things and new investment for growth that is going to more match what is going on versus an up and down?

I don't know if Susan wants to handle that or if you can handle that.  What I am trying to get to is something that matches a little more with what's required to service those customers versus a rate that goes along, and then has this crazy bump to it.

MR. SHEPHERD:  Well, you are right.  The customers and the school boards, in particular - I will tell you for sure - every time they get to a cost-of-service year and they have this bump that's been happening in electricity distribution, they call me and say:  What's going on?  You're supposed to be making sure this doesn't happen.

The most obvious solution is to say:  Okay.  Accept a very long-term number.  Let's say a 1.8 percent per year, 1.8 percent per year fixed increase for 20 years.  Will you take it, and live within it?

MR. GATIEN:  If you tell me that I can control all the other things going on and I won't get mandated programs and I can tell you the growth and the relocation stuff that is going to happen, it may be something to look at.

But right now, I can do some of the forecasting that Susan says and I can forecast a reasonable band, but I have a whole bunch of other things that creep into my plans for business.

MR. SHEPHERD:  That's exactly right, and that is, I guess, our point, is in a competitive market, you don't get to decide whether to take the increase that the market offers.  It's what you get, and you are forced –- indeed, this is what happened to school boards, by the way, and the school boards are constantly telling me that what happened when they were changed to a fixed formula so that they got a certain amount and they had to simply live within it, I can't tell you how many times they tell me that they were told to suck it up and do it.

What happened was that they started changing how they thought about managing their costs, because they had no choice.  The government was the market, saying:  Here's what you're going to get.

What we're urging the Board to do in this case is to place an external discipline on the utilities and let them work within it.  Don't make it unreasonable; I am not suggesting that.  But don't keep building it from the bottom up.  Set it at a level, and give the very good utility managers who are running the businesses all across the province the opportunity to manage within it, which is exactly what happened to the gas utilities and they have done pretty well, thanks very much.

MR. FRASER:  We're going to have to move on from this point now.

Paul Sommerville, please.

MR. SOMMERVILE:  Just following on that point, and with specific reference to your proposals, Susan, the three proposals, in effect, how could those –- and this is really for anybody who thinks they may have an observation on this, including those who aren't necessarily at a table or whatever -- how could we introduce into the options that you presented, Susan, the market proxy role that the Board is expected to play?  How can we adapt or influence those options so that they would reflect a market proxy architecture?  Do you have any thoughts on that?

MS. FRANK:  Yes, I do.  Can I just -- the last questions for me, I never got a chance and there is one thing I want to say on that.

I actually think that we are in a situation where we need some facts, we need some examples, we need some information.

So I just want to say that when we do our filing on April 20th, we are actually going to try to give a numeric illustration of what is happening here.  Why do we say, when we have a cost-of-service review and we have a typical spend, why do we say that we still need something more in the IRM?  So I am going to -- so I know that we'll do that, and I am just going to encourage others if they could also make this more real, I think it would be helpful to all of us as we develop something.

So I just wanted to throw that challenge out.

Now, the marketplace and what do we do with the marketplace, one of the things -- and the schools, because we have been talking about schools, what do schools do when they find they're restricted with a budget?  One of the things they do is they look at their outcomes.  They say:  Can we run all of these programs or can we not?

All of a sudden, you find out there are programs that don't happen.  There used to be a music program; there isn't a music program.

They find the things so they change the outcomes.

One of the constraints that we have in our business is we don't seem to be able to say:  We'll change the outcomes.  There are standards on everything, some of them are set, you know, external to the OEB.  They could be things that happened in NERC, FERC, the IESO puts market rules out.  There are safety-type rules.

What we really need to do is to say:  If we're going to look at changing and being market-driven and we can't afford to deliver what we're delivering today, then maybe we have to deliver something else.  Maybe it is something less if you want the prices to stay the same.

I certainly find that happens in the marketplace.  You go out and you bought a box of cereal, and the next time you buy it a month or two later it looks smaller to me.  I mean, I don't know.

[Laughter]


MS. FRANK:  So -- same price, though.  I think we have to do a little bit of matching of what the outcomes are, and if you really want to put the top-down, let's be commercial, then when you are going to do that, you also need to look at the outcomes and decide, are we going to cut back on some of those?

Is really the reliability that we give people today, do they want to pay for it?  Because it is costing more to get there.  Or are they willing to ease off?

So I think the start might be let's look at all of those performance outcomes and decide if we can change some of those, and if we can, we can likely, top-down, find a way to go keep the costs under control.

I think there is a bit of a link there, but I welcome others.

MR. THOMPSON:  Well, I will throw in a couple of points here.

In terms of Rene's question, I think what might have been missed in the discussion is that -- with Jay, is that in theory it is elements of the price cap that are intended to cover the pressures you are talking about, i.e., my typical investments, and I can't afford them 20 years down the road.  Theoretically, the price cap is supposed to cover that off with the data that has gone into its derivation.

So the drivers that might make the situation not work in your case could be the price cap.  It could be the elements in the price cap that need to be -– tweaking, and the Board, because it has so many utilities to regulate, has had to use sort of a generic approach to the price cap, and that may need to be re-examined.

Within that, conceptually the Board has accepted within their model that there are atypical situations that need to be addressed, and I think all Jay is saying is, to bring yourself within the atypical situation, given that this is a judicial process for rate-setting, there needs to be a demonstration that it is atypical, and he's saying:  Go back and build it up.

But if you can do that, then I think you will find some relief.

The other thing that I sense may be driving some of the LDCs is they were undercapitalized to begin with.  So a lot of this is coming home to roost, because they're government-owned and governments don't capitalize, they raise taxes.

And now you guys are supposed to operate like businesses, and you haven't historically had enough capital to have operated like a privately capitalized business in the past.

So there is some catch-up that is coming home to roost and is driving the capital requirements up.  But that also raises, as Jay pointed out, an intergenerational equity issue:  Why should ratepayers be paying for undercapitalized businesses that are the responsibility of the governments that owned them?  That is an issue the Board at some point may have to address.

Anyway, these are the drivers, and as to Paul's solution -- how do you factor in a market discipline to adjusting -- that is not an easy question to answer.  It really isn't, because in theory, the market discipline is in the price cap.  So I think it comes back to the derivation of the price cap, which may have to be re-examined.

As inflation goes up -- which it is bound to do in the short term here, and even the longer term -- the price cap model may start looking a lot better than it has in the current environment.  Jay made that point earlier.

MR. FRASER:  I understand Larry Kaufmann has a comment.

MR. KAUFMANN:  Yes, one option to consider.

No one has talked about the U.K. approach yet.  I am sure you know that the U.K. has incorporated multi-year capital plans into their incentive regulation framework.

And this is mostly for Susan.  I am wondering what you would think about a capital module that kind of incorporates the U.K. architecture of the information quality incentives, where you have kinds of a trade-off where the company can make a multi-year ask, but there is kind of some trade-offs within the module itself which are there.

That would be -- what they did in the U.K. was really designed to bring that market proxy within the ratemaking, and also be very streamlined at the same time.

So just curious what you think about that.

MS. FRANK:  I have certainly looked at the OFGEM model and multi-year approach, and we look today and say it is working really well.  We should also remember how it started out and how well it worked in those -- the first round.  It wasn't -- as a utility, it was great news.  As a consumer, it wasn't so great.

So you have to be careful.  But I do think that the multi-year approach can certainly work in a relatively stable environment.  So I think if we can ignore the things that get added on because there's been a political will to add them in -- the change to the generation mix, the increase in what we want to give consumers, we're changing things.  If we are in a more steady state, then I think it can happen.

Now, in the OFGEM model, they actually bring in experts, and the board hires experts to actually look at -- in engineering detail, very, very detailed five-year look at what the program is, and it gets into all of this data.  But they use an equivalent set of planners as to what the industry would have to check it once when they do it for the five years, and then they run with it.

That can work.  I don't have trouble with that approach.  It is quite different than what we're doing here, and then they're left alone; right?

Now, the one thing we have to remember, we are in this business for the long term, right, so I think we know, and that is why I am a bit more confident, that we wouldn't have the first iteration here.  We know that if you don't deliver what you promised to deliver, they will get you next time.  We know that.

So I don't think we have to worry about the first round of it.  I think people will be responsible, but certainly open for that.

MR. FRASER:  Next I have Julie Girvan.

MS. GIRVAN:  Thanks.  Julie Girvan, Consumers Council of Canada.

I just wanted to say I think I agree with Peter and Jay.  I think, in large measure, 3rd generation IRM is working.  But having said that, I can also agree with Susan that I think there could be a better way to facilitate capital plan approvals, and I think we need to focus on that.

Ratepayers want to ensure that you are spending money on required investments in a cost-effective way, and you are not given more and you're not given less, and I think that is an important principle to hold onto.

The other thing that people haven't talked about, which I'm curious about, we don't typically get involved in a lot of the smaller rate applications, but just the idea that there might be a separate stream for smaller utilities, where a lumpy investment might be a couple of bucket trucks.

So I just wondered, with some of the smaller utilities, if people want to chime in on maybe having a different stream for smaller, less complicated utilities versus some of the larger ones that are facing different challenges.

MR. THOMPSON:  Let me go on that one.  I agree with that.  Again, I don't like the word "streamline".  I think you need a simplified procedure, and that should work for the smaller utilities.

I guess my vision is you could have options.  You could have the -- I think right now the way it works is it is three years on IRM, and then one year cost-of-service.  But you can come in with a cost-of-service application, but there is a heavy onus, as I understand it, to justify getting a cost-of-service.

But on the smaller ones, I think it has to respect the process.  So it has to be notice and that kind of thing.  But there could be a simplified process to deal with it.

On this question of burden, though, the concept of regulatory burden traditionally applied to the regulator.  You are trying to relieve regulatory burden for the regulator.  It wasn't the idea that you relieve regulatory burden for the monopoly.  It is a privilege to be a monopoly.

So you have to -- as a monopoly, you have to put forward a minimum of information so that the Board can deal with an application in a simplified manner.

But in terms of the process beyond that, and perhaps it might involve materiality thresholds and that kind of thing, there should be -- there should be a track that might be less rigorous than what large utilities should have to go through.

MR. FRASER:  Okay.  Actually, next I have a question by e-mail, Rachel.

MR. SASSO:  Peter, can we not leave the point that Mr. Sommerville was raising about the market?  He was asking if there were other thoughts in the room, just before we go to a new line, unless this is related to that.

MR. FRASER:  I will take the e-mail question first, Andrew, and you can respond in order.

MS. ANDERSON:  This question is from Lisa DeMarco, representing APPrO.  Clearly Jack must -- and it is for Jack Gibbons related to his comment about renewable generation.

Clearly Jack must acknowledge that supply of renewable generation is a function of the supply of the renewable resource, water, wind, solar, biogas, et cetera, and all generators want to efficiently and effectively generate electricity and not generate for the sake of generation, even when conditions like surplus base load generation make it uneconomic for them to do so.

Jack, is it your position that generators are oblivious to and do not respond to the economic drivers stipulated in our government-mandated contracts?

MR. GIBBONS:  Well, I am an economist, and of course I can't suggest that.  I think electricity generators are driven by market incentives.  They try to maximize their profits, and electricity generators, they want to build as many power plants as they profitably can.

MR. FRASER:  That was concise.

[Laughter]

MR. FRASER:  Andrew is next, actually.

MR. SASSO:  Great.  Thanks.  Andrew Sasso from EnWin.  I want to speak on behalf of the Medium Size Distributors Group, which, I think as we all know, it is 12 groups who have come together to try to express our thoughts, and I think there is a couple of points that are worth making.

In terms of Mr. Sommerville's comment, I am not sure I agree that we need to introduce market -- and it was probably more of a question of:  How well are we reflecting market forces within what we're doing today?  So I will look at it that way.

In terms of where the beef is, you know, because the market is about making sure you get enough "beef", right -- and the suggestion in the Wendy's commercial was that you weren't getting enough beef for the price you were paying.

But if you ordered a salad, you probably wouldn't want that much beef, and vegetarians don't want beef in their meal.

I think it really depends on who the consumer is.  The position of the Medium Size Distributors Group is that we need to be much more attentive to who the consumers are, rather than using generic, abstract econometric models that don't allow consumers to have a real voice in the process.

You look puzzled, but I accept that wherever Mr. Kaufmann lives, I mean, his -- you know, his model is not necessarily going to be reflective of the reality in Windsor, the reality in Sarnia, the reality in London, the reality in Sudbury, in Halton Hills.

There is an opportunity.  There is a forum.  We have a current process, and it is where consumers do play a role.  It's called the cost-of-service hearing.  And it is an opportunity for the ratepayer groups, every ratepayer in the affected service area, to come forward and express what kind of utility they want.

Do they want beef?  Do they want a salad?

And that is where you can think about -- and, as you know, I mean, when EnWin brought our cost-of-service application in 2009, the recession hard-hit Windsor, and a theme in the proceeding was:  Is this the right time for certain types of expenditures, and what would the rate impact be to people who were significantly affected by major problems in the automotive sector?

I think it is extremely problematic to say cost-of-service doesn't work, which is what I took from your remark.  The market forces are at play.  They have been in cost-of-service.  That is where the ratepayer groups can say, for example, in Windsor right now, this isn't the right time for certain types of smart grid investment.

And there is no shortage of data available to intervenors and Board Staff and the Board.  There is usually at least one, if not two, rounds of interrogatories.  There is technical conference.  There is hearings.  There is settlement conference discussions.

So there is a lot of opportunity to go through, on an LDC-specific basis, the issues that are affecting a community.

There is a great deal of appeal to, I think, a lot of utilities to look at a multi-year model, where you can say:  Well, you know what?  You got a tree-trimming issue this year, but the tree-trimming issue should go away after your three-year cycle goes away, and so maybe your OM&A can go down a bit.

There is a place in a cost-of-service proceeding to say, you know:  We see that you are planning on doing this type of conservation programming, but really, in your service area there is a different type that is more appropriate.

That is where the market forces come to play.  That is the adjudicative process, and it works very well.  And there is nothing wrong with taking into account econometric information and saying:  Statistically, we predict a trend line of, you know, 0.8 percent increases, but let's use that as a starting place for the discussion about what multi-year rates should be, not just for capital but for OM&A, as well.

We can have the detailed conversations.  We do have the detailed conversations, and that is where investment planning, smart grid, performance, rate mitigation, they all come together to be worked out.

Being a monopoly is not a privilege, being a monopoly is an economic reality.  And this is the forum to work through those issues.

I think that in a community like Windsor, there is a great deal of importance placed on cost-of-service proceedings, because that's the thorough review of the operations of the utility to ensure that there is value for money.  And I think it works extremely well.

The challenge is -- there is a challenge, and the challenge is how do we build in enough forecasting into it to allow a four- or five-year cycle, to avoid the regulatory costs associated with IRM or other interim processes that don't deal with the issues as well as we can deal with it on a LDC-specific basis.

So I think we need to work it through in a working group.  I think this is an evolution, not a revolution, of the way we do ratemaking and the way we do regulation in general.

Our group feels very strongly that while we may not be able to provide the level of precision from every utility that maybe Enbridge or Union Gas can provide, that doesn't mean you can't have dead bands, you know.  We've got it for ROE.  There is no reason you can't have it for things like CAPEX or other things.

These are ideas that I think we should talk about, but if you are ultimately talking about moving further away from LDC-specific consideration of cost structures and needed investment, and instead just having more RRR filings that assemble data that, to Rene's point, have absolutely no explanation behind them, and then say:  Well, why are you performing better or worse?  Well, that is not the forum.  The forum is in cost-of-service.

You do lots of benchmarking of your own through schools, and that is great.  We should have those conversations and set the right rates that deliver the right services on an LDC-specific basis for as long as we can.

MR. SHEPHERD:  So do I understand, Andrew, that your group is proposing to completely remove IRM and replace it with multi-year cost-of-service?

MR. SASSO:  No.  What we're saying is that we should have more discussion about the value of a multi-year model, because we see benefits to a properly constituted multi-year cost-of-service model as being far more beneficial.

But we may be proven wrong.  We just haven't -- it is not to say IRM isn't working, Jay.  I know we have talked about that.  It is not that IRM isn't working, it is that cost-of-service works better and that we can avoid some of these extraordinary circumstances that we have with certain utilities by developing a more comprehensive model.

MR. SHEPHERD:  Can I just ask how would you propose that the Board, in a multi-year cost-of-service approach, build in benchmarking and comparisons between utilities?

MR. SASSO:  Well --


MR. SHEPHERD:  Utility performance?

MR. SASSO:  I don't want to reinitiate the debate of yesterday between the economists, and that is where they will tell us what kind of aggregate data is available.

In every proceeding we get interrogatories that ask, you know:  Who do you compare yourselves to?

And I think that is the kind of discussion you can have on an LDC-specific basis.  We grouped for present purposes, EnWin, with Toronto Hydro, Hydro Ottawa and Veridian.

It is an interesting group of four utilities.  I wouldn't say that it is generally three other utilities that we think about when we are comparing ourselves for anything.

But those are the sort of things, so I don't want to make a generic statement.  I think we need to work it through in a working group of some sort, and I guess my encouragement to Peter and to the Board in figuring out next steps is that we start by talking about, in the context of ratemaking, that we not set up five different working groups to talk about investment planning, smart grid, all of the various topics we talked about.

Let's start with ratemaking, because I think most of the stuff, we should be able to get most of the way through ratemaking.

Again, our group thinks that the best way to deal with most of those issues is the way we do it right now, which is in cost-of-service, where consumers themselves directly provide their input on their expectations and on their needs.
General Discussion on Rate-Setting & Mitigation

MR. FRASER:  This is a good moment for me to intervene and thank the panel.  I want to have an open discussion on precisely these topics right now, Andrew, so thank you very much for introducing that, and I encourage the panel to participate in the discussion, but from your seats.

MR. SHEPHERD:  Do we have to leave?  Because I don't actually have a seat.

[Laughter]


MR. FRASER:  Four vacant places.

I think you have raised some good points, and I think we have some good questions up here on the screen that would help us encourage that discussion.  I really want to have an open discussion, commentary, exchange of views, such as those Andrew just expressed, about these issues right now, I think both about the question of what is the next step or what is the priority, because certainly that is something that we really need to hear about and discuss.

And we have heard a lot this morning about what is broken or not broken or what needs to be changed or not.

So we want to hear more views about that, and not just asking questions of the panel now but your own opinions

So I have just opened the floor to that.

Larry Kaufmann?

MR. KAUFMANN:  Yes.  Just to respond to the first bullet point, the first question there, and this is really a clarification of the question I asked Susan, which she seemed to support, I think one option to consider about aligning multi-year investment plans with our ratemaking is to have a second incremental capital module where you can take the U.K. approach, the information quality incentive, and build that within the model.

And the companies could then -- that would be known to them, and they could make a multi-year ask on an investment plan, and the module itself would tell you what is allowed, and any sharing of differences between actual and forecast spending.

So just an option to throw out and consider.

MR. FRASER:  Tom Brett?

MR. BRETT:  Yes, thank you.  Tom Brett, represent --counsel for BOMA.  Just a couple of points.

One, I think you can push this market proxy model a little -- you can push it too far in certain cases.  I think you need to take account of the institutional structure, what we have in the province of Ontario.

We have, essentially, government-owned utilities, and that is not going to change, I don't think.  And the government can give them directives and tell them to do all sorts of things, and they can turn on a dime, require them to turn on a dime.  The Green Energy Act directives are an example of that.

To my mind, there really is no parallel in the private sector of that.  That wouldn't happen in the private sector.  You may have changing technology in the private sector, changing tax rates, you might have changing environmental legislation, but by and large you are going to have more time to respond to it.  It is going to be phased in.  It is not going to be as immediate.

You look at the legal and institutional structure of the province of Ontario, if the government tells the local utility through its municipality or directly to do something, given the nature of the -- given what the OEB Act says, they're going to do it.  There is no question about that.

So it is not -- I realize I am sort of tinkering with 200 years of economic text in this year, but the fact is it is a little different.  You cannot push that market proxy argument in every case to an extreme.

So I think we should, of course, be aware of it when we are developing policy, but we should be aware of the limitations.

The same goes with the comment that our utilities are commercial.  Well, they are and aren't.  They're incorporated under the Business Corporations Acts, and they were told to be commercial, but a lot of the elements of that commerciality have never really come into being.  There is no private ownership to speak of in utilities, and there probably won't be for a long time.

So you really have entities that are owned by municipal governments, and, yes, they're commercial, but they're not commercial in the same sense that an organization in the private sector is commercial.

Finally, just a short comment on sort of the underlying theory of the IRM.  I must say I was a bit surprised to hear a couple of comments in this regard.  Let's take the IRM plan as it works now and take the focus on O&M expenses.

I can remember very well -- well, the general principle or view I have is that at the end of the IRM period when you come to rebasing, in the area of O&M at least, there should be no snowplow effect.  There should be no bump-up.

What you want is that the savings that were achieved during the IRM period continue.  You want continuing long-term savings.  Otherwise, it seems to me you are doing nothing more or less than sort of gaming the system.

I can recall the first three-year O&M only proceeding we had with the gas utilities.  We had a major debate on rebasing with the gas utilities, in the sense that they said throughout the IRM, Oh, these are long-term permanent savings.  Then when we came to the rebasing hearing, it was, Well, no, those are just short-term things.  We actually need to invest in the following ways.  We have to hire more people or we're not going to be able to make it over the next couple of years.

So you can't have it both ways.  If you are going to make a saving and you are going to argue that the utility, as has been argued, should be able to increase its ROE to the extent legally possible by making O&M savings during its IRM period, then surely those IRM savings have to carry on.  Otherwise, it is a sort of charade, I think.

So those are a couple of comments, basic background comments.

MR. FRASER:  Thank you for those.  Other comments?

Well, maybe -- I'm just looking at the questions here.  Certainly the question of how you might incorporate some of these things, I am hearing a few different possibilities.

One of the suggestions Susan Frank had - and maybe somebody has a comment about that - there be multiple approaches or at least two approaches in Susan's presentation, or many other approaches, I presume, if you could talk about more, or more than one way to do ratemaking, is that something the utility has a choice over, or is it something the Board has to decide for them?

Jay, do you have a comment on that?

MR. SHEPHERD:  Yes, I have two comments on that.  The first is, generally speaking, if the utilities get the choice, then they will choose the choice that maximizes their prices.

So, generally speaking, that isn't going to be in the consumers' interests, but I think the other and more important question there is, if you have a system like that, are you saying to the small utilities, By the way, we don't have anything for you.  You're just stuck with IRM.  It is only the big guys that get special treatment.

That is what it looks like.  Nobody is going to come in with an annual capital plan if they're a small utility.  They just don't have the money.  They don't have the resources to do it.

Similarly, it will be difficult for them to do a multi-year capital plan with any level of regularity.

So I guess I am concerned that we may be looking at possibilities that create a two-tier system, a system for the big guys and a system for the little guys.  I am not sure that is fair.

MR. FRASER:  Any big guys or little guys want to comment on that?  Susan?

MS. FRANK:  I would give a little guy a choice to comment, but let me first of all say that I do think that when you look at the adder approach, which says I need some money, I will come back and tell you about it later at my next cost-of-service, to me that is a small person's option.

We did it with smart meters.  We really did.  We just said, I know I'm going to put those meters in.  I am not quite certain how much it is going to cost, but give me a bit of money.  I will track it.  I will track my spend.  I will maintain a variance account, and I will come back later and tell you about it.

I think that is exactly -- if a smaller utility believes they need to spend more than maintaining their rate base, simple, simple, option.  Take that one.

MR. FRASER:  Okay, thank you.  Bill Harper.

MR. HARPER:  Bill Harper with VECC.  Actually, I was thinking of making a comment, and given Susan's comments, maybe it would be useful, this business about before or after reviews.

I think while there is a great temptation to sort of postpone the work until afterwards, I think it creates -- it becomes much more contentious afterwards.  People have committed the money already.  They've spent the money.  So it is much more -- it is going to be a much more interesting dynamic when somebody is talking about money they have already spent as opposed to money they are planning on spending.

Parallel with that, I think the whole issue of prudence reviews becomes much easier when you are dealing with things like smart meters, where everybody is doing the same thing and you have a basis of comparison, or even when the Board reviewed market transition costs, because everybody had the same sort of involvement in market transition.

Everybody had to issue rebate cheques.  Everybody had to do the same things, and, therefore, coming up with standards, in terms of what was a prudent amount to spend and what was an imprudent amount to spend, and where should we have cut-offs, was much easier to do.

If we do think of doing ex post reviews, I think we should try and limit those to things where they are readily comparable across utilities, where there are ready benchmarks, and so we don't get into trying to second guess decisions that people made before.

Hindsight is always 20/20, but that doesn't help when you are arguing over money you have already spent, to some extent.  I would like to offer those as context.

MR. SHEPHERD:  Let's keep in mind that the rule is different.  The legal rule is different, depending on whether it is an ex post or ante analysis.

So Susan's proposal would say, if you put it off, then the review of your spending is less rigorous.  It has to be, because the law says you have a different test.

MR. FRASER:  Okay.  Well, thank you.  It is noon.  This is a three-hour session, not counting a 15-minute break, so perhaps this is a good point to wrap things up.

If I could invite our Chair to give some closing remarks?
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MS. LECLAIR:  Thanks, Peter.  I guess perhaps my first closing remark is to thank you for running such an efficient two-and-a-half days.  I am actually running off to catch a flight in about an hour, so this is a perfect opportunity to thank all of the -- I want to thank all of the participants for participating, for sure, but participating in a way that was certainly constructive and put a lot of thoughtful ideas for the Board on the table.

I want to, in particular, thank the speakers.  It is much more difficult to be a speaker and put together a presentation and to put constructive ideas and suggestions on the table, and then leave yourself open to a number of questions and comments and criticism of your ideas.

I am not sure if that is what you thought you signed on for when you put your names forward to give your presentations, but certainly they were very helpful and enriching, the whole two-and-a-half days, for the Board, as well as for all of the participants.

From my perspective - and hopefully this is a shared perspective - I think it has been a really good discussion over the last two-and-a-half days.  It was certainly very thoughtful, very informative and very, very constructive.

I underline that I think the room was full and everyone, from my perspective, whether you participated in the discussion or not, was actively engaged, and certainly that goes to the quality of the dialogue and the thoughts that were put on the table.

My takeaway from this two-and-a-half days is probably not different than my takeaway from some of our earlier discussions, and that's certainly the underlying shared - and I underline "shared" because I did hear it a lot - focus on developing something that works for utilities, but most importantly, that works for consumers.

I think the utilities' perspective is very much that perspective is something that works for my customer base, whatever that customer base is, and for the broader intervenor community and the Board, as well.  It is what works for the consumer and the consumer interests, and those things are not different.  The customer and the consumer and the public interest are not different.

Underlying theme, as well, a lot of talk about price, but certainly a recognition that there is a reliability need, as well, and that is the product that we are delivering.  And the issue really is how to get the right product that meets the consumers' needs at the right price, and that provides a system that allows the utilities the dollars that they need to meet that consumer need.

So an awful lot of commonality, a lot of talk about predictable and stable and best price for the best product.  Certainly, as I say, there is a lot of alignment on that.

As with all things, that is motherhood and apple pie-easy, easy to get alignment on that.

The challenge is very much:  How do we get there?  How do we get there?

There's some perspectives of:  If it ain't broke, don't fix it.  And other perspectives of:  You know, it is not working that well.

I think it is somewhere in between.  Perhaps it is not working as well as it could, and as we embark on a new environment -- and I appreciate all of the comments about let's make sure that we have the facts about what is truly needed and what really is the environment that we're embarking on, but we really do have to make sure that we have a regulatory framework in place that does meet the environment and the needs that we're looking at in the future.

So there were a lot of different perspectives on that.  I heard a lot of, as we expected, different perspectives, and as much as there was alignment as you get into the details, you get perhaps not so much alignment.

So a lot of comments in terms of the scope of the review.  I heard comments about broadening it, that it wasn't broad enough and we should take in a whole bunch of other considerations.  I heard comments about keep it narrow and keep it very focussed, which was tied very much directly into a bit of a discussion on the Board's mandate, what it is and what it is not, what we control and what we don't control.  A lot of talk about, absolutely, you should be looking at total bill and what else would you look at, because that is the way the consumer looks at it.

And from my perspective, that is the way the consumer looks at it.

Discussion about, well:  No, no, hang on.  You are only controlling 20 to 30 percent of the bill.  So that is all you should look at it.  I'm the utility.  Make sure that whatever you do to get that total bill impact isn't on the back of me, the small utility.

So a lot of different perspectives and challenges there as we try and work our way through that.

Certainly perhaps not enough discussion about this, but we did get into it in the last couple of sessions, this morning's session as well as yesterday's sessions on performance, how to get there, what truly are the outcomes that we're looking for, not only with this process, but most importantly, what are the outcomes that are meaningful to customers and consumers.

What are we going to measure?  How are we actually going to measure those sort of things?  How do we go about the planning exercise?  How is the Board actually going to validate those plans?  What sort of information do we need?  How do we go about setting the rates so that we can achieve that?

So again, lots of ideas were thrown out on the table, some discussion of those ideas.  Those will be important elements, I think -- and I think there were a lot of suggestions, as well, in terms of as your -- for those of you who plan to submit further written comment or thoughts for the Board to consider, I think those will be some important elements for you to speak to.

The Board certainly, as we move forward, is going to be thoughtful.  I think I said it at the beginning, that the consultation and the discussion process is important to us.  Hearing the perspectives is important to us.

Certainly we will be very, very thoughtful in terms of what we have heard over the last few days, as well as what we have heard earlier on, and I am sure the more detailed thoughts that we will receive as you move forward.

One of the comments that was made, and I think it was made by some of my colleagues on the Board -- and Susan, you offered to do this, and I think one of the things that is important is really being illustrative.  It is easy to talk at a conceptual level, and - I have said this before - the devil is in the details, and the understanding is in the details, and the understanding of implications are in the details.

So I think it is important that as you are looking at making your points, being illustrative in those points.

One of the objectives that we have is predictable, prioritized pacing.  How does would that work?  Will we continue to have this?  Will we have this?  Will we have that?  How will those work?

So I think the illustrations of your points are helpful.  We have talked about some metrics.  There were some ideas there.  Some folks talked about:  Well, this is what my board does.  These are the things that we look at

Those things are extremely helpful for us.

Let me also be clear that this exercise is very much about making a more efficient and a more effective approach to regulation.

So it is not just change for the sake of change.  We have had some experience with the existing system.  I think in one of my speeches I didn't disagree with Jay's comment that IRM has worked effectively for utilities.  It has worked effectively for the consumers in the rear-view mirror.

That is if you look at the numbers.  What is it that the numbers don't show?  That is what we don't know.  What is the future as we forecast it?  That is what is not reflected in the past.

So it is about being efficient and effective to regulation.  It is about encouraging utilities -- and I underline this, and I underline it every single time.  It is not cost-plus; it is about finding a method to continue to encourage utilities and perhaps encourage more so than the past, real, legitimate productivity improvements over the longer term so that those benefits can accrue to the customers.

I have my own perspectives of what the differences are between gas and electric, but I am going to wait to see.  But clearly the system has worked well for gas.  It is not the same as the environment.  There are ownership structures, there are number structures, there is the design of the cost-of-service IRM model.  There is the term of it.  There are a whole bunch of things that go in that are the starting point.

So I think those are all very, very legitimate comments.

But in fact -- and, Jay, you didn't participate -- but I think, in fact, at one of the executive round tables that we had with the distributors, I actually said:  What if we changed the paradigm?  What if it wasn't cost-of-service, because cost-of-service brings the wrong nomenclature, the wrong -- what if the paradigm was:  How much is the consumer actually willing to pay for the product that you are selling?

That is the cap.  And then how much is it that you need in order to be profitable?

And what you've got left is what you have to deliver the product for.  If you start changing that paradigm shift, and that's the paradigm that -– that I like to look at it, I think it starts to change our behaviour a bit and it starts to change the way we look at it, and it starts to force real productivity, real productivity gains, not just a budgeting exercise.

Some of your points about the think piece, you know, are potentially valid.  I don't think they're necessarily valid for all, but it is a different way of looking at that.

Having said that, I think there is an important reality about infrastructure and infrastructure needs and investments, and starting to need to tie that connect for the consumer, that you pay for a certain quality.

If you want 99.999 percent reliability, then there is a certain level of investment that continues to go in.  You want those state of the art assets that will never fail you.

But to even understand what 99.9999 percent reliability is, and what a lower level of reliability would be, does a consumer even get that?  I don't think most consumers do.

So I think we need to start connecting those dots for consumers so that there is a relationship between the price I pay and the service that I get.

You can have an intelligent -- certainly an intelligent conversation about that.

So very much, consumers, customers, customer interests are at the heart of what we're trying to do, and efficient, effective regulation is hopefully an outcome of that, that I think will serve both consumers, the Board, as well as utilities well.

I know there has been some -- we have thrown out kind of next steps, and we'll be out in June and we have called it "policy statements" and a variety of things.

I think the lack of clarity on that is probably a testament to how important we take the consultation process.  If we had made our mind up in terms of where we're going, we would say very specifically, this is what you will see when we say something in June.

So we haven't made our mind up in terms of -- directionally, I think we have some sense.  You have seen that by the straw man.  We know what the issues are that we are grappling with.  How to get there, what the right approach is, we have not landed on.  We will be informed by the consultation.

So what you will see in -- and by the papers that you will present.

What you will see in June hopefully is directionally where this Board sees itself going, based on the comments that you have put in, and what is the process to get us there.

Will we be having separate working groups to tackle various issues?  Will we be looking at this much more holistically?  I think someone made the comment that, you know, start with rates and everything will fall from there.

How will we do that?  Will there be a transitional process versus a long-term process?  Those sorts of things.  What is the problem we are going to try and tackle?

So it will be much more of a directional sort of piece, I think, with what are the various component pieces that need to be worked on in further detail, and what is the timeline to get there.

If you've got comments or suggestions in terms of that, we would most welcome your thoughts on how best to move forward.

We will also put out -- I know we asked you, if you are providing written comment, to do that by -- I think we threw out April 20th as the date.

We have done -- and you can see by the time line of this date we are not expecting a thesis on the various consulting papers or all those sort of things.

We also recognize that we went out with the consultant papers in November, and then we came out with the straw dog, a broader perspective, a more strategic look at holistic; whereas the consultant papers were about certain component parts.  The component parts are obviously the things that need to be looked at to get to the holistic picture.

So we will provide you some guidance about middle of next week, Wednesday, Thursday next week, in terms of the nature of the information or the written piece that we would like to receive more comment on.

As always, that shouldn't constrain whatever you want to say to the Board, but perhaps it will give you some idea of where we would like you to spend your time and give us more thoughts on that.

In closing, I certainly want to extend my thanks to my colleagues on the Board who, if they weren't in the room - and I think most of them spent the better part of the last two-and-a-half days in the room - were certainly monitoring the discussion, for their participation and for their contributions to the discussion, which I think was most helpful, and clearly to our staff team, who put together the session and are working diligently on the renewed regulatory framework to try and move it forward so that we can continue to deal with this matter as expeditiously and as thoughtfully and as practically as we possibly can.

So thank you very much for your time.

MR. FRASER:  Well, thank you.  Just a couple of other matters before we conclude.  One is to look for that letter sometime around the middle of next week, which might contain some additional information you will find useful for your April 20th filing.

In addition, thanking the team for all of the work they have done so far, and particularly for organizing this event.  I would like to thank the court reporter, Teresa, who has been faithfully writing down our words.

And for our later entertainment, those transcripts will be available and you may wish to review them, because I think it contains a lot.  We heard a lot of interesting things, and sometimes reading them again, we really learn a lot more out of them.  So thanks for that.

With that, I think we can adjourn the proceedings here.  Thanks to all of you for attending.  It has been a very interesting two-and-a-half days.  Thank you.


--- Whereupon the conference concluded at 12:17 p.m.
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