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--- On commencing at 9:55 a.m.


MS. LEA:  Okay.  So we are now on the record.  Welcome, all, to the first technical conference, and I believe Hydro One has a presentation.

Perhaps before we begin that we should go around the room and introduce everybody, and we will start with the Hydro One panel, if I can call it that, that is sitting on the dais, and then we will move around the room in a clockwise fashion.
Appearances:


MS. VARJACIC:  Sorry, Jennifer, I am going to take the lead here.  Anita Varjacic, counsel for Hydro One Networks.

MS. LEA:  Thank you.

MS. VARJACIC:  With me I have Allan Cowan, who is the director of major applications, and Naiyu Zhang, who is a regulatory analyst, and she will help us with the technical aspects of the presentation.

On the dais furthest to your right you have Glenn Scott, director, corporate planning and finance; in the middle, of course, you have Susan Frank, VP, regulatory affairs and senior regulatory officer; and finally, we have Rob Berardi, director of sourcing.

And after the appearances are done, if we could, I believe everyone received via e-mail from Hydro One a technical conference exhibit reference guide which outlines the panels for the three technical conferences in the areas of the evidence that they will cover.  I would like to make that an exhibit to today's transcript.  And we also have hard copies of the presentation you are going to hear from Hydro One, which we would also like to make an exhibit as well.

MS. LEA:  Thank you.  So --


MS. VARJACIC:  Do we want to start around the room?

MS. LEA:  Yeah, sure.  Let's do that.  Go ahead.

Yeah.  Let the gentlemen in the front row, and then we'll go to the back row, please.  There is a green button there, and the green light will come on.  Speak again, please.

MR. COPES:  I am Nicholas Copes of Balsam Lake Coalition.

MS. LEA:  Thank you.

MR. CHESHIRE:  And Bill Cheshire with the Balsam Lake Coalition.

MR. RUBENSTEIN:  Mark Rubenstein, counsel to the School Energy Coalition.

MR. DeROSE:  Vince DeRose on behalf of CME.

MR. STEPHENSON:  Hi, I'm Richard Stephenson.  I'm counsel for the Power Workers' Union, and with me is Alfredo Bertolotti.

MS. GIRVAN:  Julie Girvan for the Consumers Council of Canada.

MS. GRICE:  Shelley Grice for AMPCO.

MR. GARNER:  Mark Garner, consultant with VECC.

MR. HARPER:  Bill Harper, consultant with VECC.

DR. HIGGIN:  Roger Higgin for Energy Probe.

MR. YOUCH:  Brady Youch, Energy Probe.

MR. PUGH:  Randy Pugh, Ontario Power Generation.

MR. DUMKA:  Bohdan Dumka from the Society of Energy Professionals.

MS. TAYLOR:  Justine Taylor, Ontario Greenhouse Vegetable Growers.

MR. COWAN:  Ted Cowan, Federation of Agriculture.

MS. LEA:  I'm Jennifer Lea.  I'm with Board Staff, and with me are Harold Thiessen, who you all know, Lisa Brickenden, Ceiran Bishop, David Richmond -- good heavens, I've got a lot of folk here today -- and Leila Azaiez.
Preliminary Matters:


MS. LEA:  Very well.  Now, do you wish to have exhibits made?  I think we will designate these specifically for the technical conferences, just to distinguish them from the exhibits in the hearing, so let's call the list, which is entitled "technical conference 1" at the beginning of the first chart but lists all three, we will call that TC1, please.  Actually, TC1.1, technical conference 1, first exhibit.
EXHIBIT NO. TC1.1:  DOCUMENT ENTITLED "TECHNICAL CONFERENCE 1"

MS. LEA:  Okay.  It's got to get complicated.  And then the exhibit -- we'll call that TC1.2, please, and that is the presentation where -- I think we're about to hear.
EXHIBIT NO. TC1.2:  PRESENTATION

MS. LEA:  Thanks.
HYDRO ONE NETWORKS INC. - PANEL 1


Glenn Scott


Susan Frank


Rob Berardi

Presentation by Ms. Frank:

MS. FRANK:  I would like to start by first of all thanking the Board for scheduling these technical conferences.  We believe that they provide a unique opportunity for us to go through a bit of our evidence -- it is an application that is kind of first time out with a five-year custom filing -- and also an opportunity for the intervenors to get clarity on questions, so we really appreciate having the technical conference scheduled.

And the other thing I would like to do is thank several of the parties in the room, because they have participated, and I look around, and I have seen these faces at least three or four times as we have been doing stakeholder conferencing, and that has helped us immensely in terms of the development of the application.

There are several ideas that we brought out to stakeholdering.  We tested, and then we modified after we heard what the stakeholders had to say, so thank you very much for your participation in those sessions.  I believe we've got a much better application as a result.

So today what we're going to do, Glenn, Rob, and I are going to try to provide some clarity on the technical conferences' framework for today, and then the other items for the next two conferences will have other panel participants, but today what -- we're all about the items that are on the screen in front of you for technical conference number 1.

If you go to the next slide, what are we really talking about?  We're talking about a five-year custom cost of service.  Now, we have used those terms -- I think it's been over a year now since we first started talking about a custom cost-of-service application.

This application really is dealing with the growth in rate base that happens over this five-year period.  It starts out about $6.4 billion and goes to $7.9 billion of very capital-intensive growing of assets.

And that's one reason we're talking about a cost-of-service application, because it is a significant multi-year capital program.

The other thing that this five-year custom does for us is it allows us to smooth the rate impact for customers over those five years.  If it wouldn't be for an ability to have a five-year view, and we only had a one-year, there would be a very large impact, and we're going to do more on that later.

And then it also -- something that we have done before, we have looked at customers, and we have talked to our customers and surveyed our customers, but this time through this planning process we have been more comprehensive in terms of getting what our customers are expecting, both in terms of price and reliability and performance, and then looking at how do we prioritize our work and how do we manage that work program prioritization, the overall spend, and performance expectations.  We have a far more integrated effort this time than we have ever had before.

Next slide, please.

So in our view, we believe that what we've got here is consistent with what the Board's policy is for the renewed regulatory framework, and that our custom filing meets that, that it does deal with the capital requirements that would drive you to a custom filing, and we do have efficiencies and productivity embedded in -- that certainly the Board expects that all utilities would do, no matter what mechanism they're filing under.  So we've got that into our bottom-up, looking at how we develop the work programs and how we become efficient.

Our planning process is certainly -- this five-year plan, it is -- in the past, as everybody will know, we've done two-year initiatives.  We're very comfortable with two years.  Five years, we've -- it's been more of a challenge, but we believe we're there.  We have done an integrated effort at planning.  We've got a lot of new tools.  We've improved our asset analytics at stakeholdering.  We did a little bit of a presentation on asset analytics, and it is something that the Board may find helpful as well.

We believe we understand our assets and what our assets need.  We understand what our customers expect from us, and we believe we're ready and prepared to come up with a five-year plan that we're committed to living with.

And then also with that, the Board is expecting if you're going to have something for five years that you have to look at what kind of outcomes you are going to get for the five-year period and what the plan is going to deliver, and I think that the Board has learned from other jurisdictions, like the OFGEM, where the first time they came out with a five-year process and didn't have any outcomes, that they got surprises through this period, and they found that, indeed, monitoring outcomes was very, very necessary.  We totally understand that and agree.

I would say this has certainly been one of the incredible challenges, trying to look at what outcomes we want to monitor, and it truly is, how do you make sure that the application that gets approved is being delivered, and that's what the outcomes are attempting to do.  So once again, a bit more on that later.

So I think if we go to the next slide, this is the one where we're going to talk a little bit about the rate increase, and I am going to ask Glenn to spend a few minutes on this slide.
Presentation by Mr. Scott:

MR. SCOTT:  Thanks very much, Susan.  A lot of familiar faces, which gives me a bit of comfort.

What I'll do here is I will explain to you the movement out of the rate increase for the last couple of years and also into -- for the five-year period.  Just for clarity, the way you look at this graph is, the numbers above the line are additions to our rates and below the line is subtractions from the rates.

So the year that gets everyone's attention would be 2015.  The numbers above the line add up to 18.5 percent.  The numbers below the line add up to 7 percent.  So the net is 11.5 percent.  So that is how we read this curve.

Just a little bit of history.  As you are all aware, we were in an IRM.  2012 we did not go in.

2013 we had a 1.4 percent increase; it is a combination of the annual rate mechanism in addition to a rider for -- smart grid rider, which added up to 1.4 percent.

In 2014, we had a 2.6 percent increase.  Again, a combination of the annual adjustment mechanism in addition to a 1.5 percent smart grid rider, which added up to 2.6 percent.

Then we come to 2015.  2015, the major impact there is what is in red.  It is the rate base change.  If we go back to 2011, historically in 2011 we had a rate base sitting at $5 billion.  The rate base now in 2015 is sitting at 6.5 billion.  Still there is a difference of 1.5 billion over that period of time.

Now, that's a combination of four years of CAPEX spend, in addition to the depreciation.  And in 2015 we're rolling our -- our regulatory assets of smart grid and smart meters from a rider situation into our core business in the form of core capital or core OM&A.

So if you look below the line, in, for example, the cross-hatched area, which is minus 3.3 and minus 1.2 percent, both of those are rate base, one for smart meters and one for smart grid.  Those are now moving into core rate base.  So that's a part of the component of 1.5 billion.

The OM&A below the line, which is sitting at 1.3 percent and 1.2 percent -- which is the OM&A component to support those assets -- are moving into the core OM&A portion of our rates.

So that's the dynamics of those two.

In addition, we've got the riders that -- we've got about $40 million of riders that over five years translates into $8 million a year, which is 1.2 percent.

And then in addition, we've got a 1.8 percent rate reclassification, as was directed by the OEB, and includes some load adjustments, and I think technical conference 3 we will talk a lot more to that.

What is significant here -- and Susan already mentioned it -- is that this does give us an opportunity to rate-smooth for the five-year period, and the rate-smooth number would be sitting at 7 percent during that period.

This would mean we would -- the recovery would be -- we would be under-recovering for '15, '16 and '17 at a high level, and over-recovering in '18 and '19 to allow the 7 percent to live that way.

Another thing that is important here is if this was in fact a fourth generation application, IRM application, the 2015 story would still stand because that would be our first rebase since our last IRM.  Certainly the years following that would be more indicative of an annual adjustment mechanism, but then in 2020, again, we would have a large increase in rate base, as we would have to catch -- we would be looking to catch up our rate base.

We are very happy to see -- looking at the smoothing alternative, because again, from a customer's perspective, our customers, we've given them some stability of at least an increase, a manageable increase over that period of time.

Susan, I think that is pretty well it.
Continued Presentation by Ms. Frank:


MS. FRANK:  Moving on, we will spend a few moments on the adjustment mechanism.  So just, first of all, to be very clear, our intention is to live with these five years that we put forward and that as the Board actually approves, without coming back for any annual changes based upon items that are within the control of the company.  That's our plan.

We take what the Board gives us and we live with it.

However, the Board themselves has annual adjustments that they normally do, and we certainly found when we had two-year filings that they did in the past, where they looked at return on equity and they modified both the return on equity and the debt costs for what's appropriate in that year.  We're suggesting that that is equitable for all parties.

Actually over the past few years, as interest rates have come down, it's been to the benefit of the customers that we do that.  I don't know where interest rates are going to go in the future.  I certainly know when you look at mortgage rates, they continue to come down.

So the endpoint would be we do whatever the Board sets and that will be an annual adjustment before the next year.  So they normally come out -- let's call them November.  We'd file.  Intervenors would have a chance to look at the revised numbers; it is just math.  And those would be the new rates.

This is dealing with the market, external to us.

There's a few other items that are also on the annual adjustment proposal here.

The working capital actually was something that was raised at stakeholdering, and I think it really was the commodity piece of it that it was felt we should be making modifications for.  So that is a proposal here that came out of stakeholdering and I think it is a good idea.

The tax rate changes, our notion is let's deal with them.  If tax rates change, we will put them in as an annual adjustment.  Once again, it is mechanical.  It avoids variance accounts.

The other piece with third-party pass-through costs, these types of items are -- normally the Board has set the rate and it is just going to be added in to our customers' bills.  Our feeling is they should happen on an annual basis.  They shouldn't accumulate in variance accounts and cause a blip at the tail end in 2020.

Then our notion is if variance accounts that still will exist, like the RSVA or -- we have a pension variance account.  If they got large and only if they got large, we think that they should be dealt with on an annual basis.

All of these things are mechanical.  All of these things can be dealt with quickly.  So we're feeling that this is not a big stretch.

Then we introduced a new category, and the new category –- the new category is outside the norm.  Outside the norm.  Okay.  This one needs a little bit of a:  What is outside the norm?

The important thing is you say they're externally driven.  There are things that are not -- that the utility has initiated, but that others have.

So they're things that, if we look back over the past five years, we've certainly found there have been a few of those things that are quite materially different that has happened.  When we look at the amount of expenditures on smart meters, on some of the smart grid, that is something that the utility did not initiate; it wasn't the utility's idea.  It was something that policy, legislative-type changes, drove.

When we look at distributed generation and the need to connect distributed generation, the utilities didn't come up with this.  The LDCs didn't think this was where they were going to go, but it is where the industry is and it added costs.

They tend to be isolated items that only affect the costs in that area.  They don't go across the whole organization.  It is the kind of thing where you could say:  Give us a filing about the nature of this particular program and the costs for the program.  Defend that evidence.  So I would assume it needs some type of a proceeding to deal with the one issue.  I'm hoping they can be done written, but the nature of all of these are of that.  So you need to have evidence.

But it is really only on the issue.  It's not changing everything else.  It's not changing your forestry program.  It is not changing your pole replacement program.  All of those stay.  None of those change.  Only whatever this external factor is changes, and you look at that and you leave everything else alone.  Very, very focussed.

My hope would be there would be none of these and we would have a nice stable period.  But I think we'd all agree that I am dreaming if I think we can go through five years and not one of these things happen.  So we just feel there needs to be a mechanism to deal with it.

Then the final category are things that we talk about as off-ramps.
Questions by Mr. DeRose:

MR. DeROSE:  Sorry, Susan, one question.  Do you want questions as you go, or do you want us to wait and hold off?  I had one question on that last slide.

MS. FRANK:  I will take it now.

MR. DeROSE:  In terms of adjustments outside the normal course of business, the one that sort of -- I can see being a bit of a debate about what is or is not unforeseen is material unforeseen weather events.

How do you define what is -- I mean, weather is unforeseen.  What is material unforeseen?  I mean, have you turned your mind to how you define that?

MS. FRANK:  We have.  When we think about this one, we think of the '98 ice storm.  That was a big deal.  Okay?  We look at what happened this past year, where there is also ice, and there was -- we say that is weather.  That's ongoing weather.  You know, yeah.  It was a bit more severe than normal, but it wouldn't have triggered our need for an adjustment.  It is not -- it wasn't large enough.

So I would think we're talking about some pretty significant events here.  So if you think '98 ice-storm type significant...

MR. DeROSE:  That is helpful, because what I immediately thought was '98 ice storm is sort of obvious, but then -- I mean, I'm sure Toronto Hydro might suggest that the ice storm -- the weather this year, I mean, they had to replace a lot of power lines in the Toronto area, but that to me didn't jump out as '98 ice storm.

MS. FRANK:  Right.

MR. DeROSE:  Okay.  That is helpful.

MS. FRANK:  We agree with that.

MR. DeROSE:  Thank you.

DR. HIGGIN:  Susan, can I have a follow-up question?

MS. LEA:  I wonder, folks, should we go back -- sorry.  I think people had questions about earlier slides as well, and I actually wasn't anticipating that we would interject.  I don't mind however we want to work it.  But if that is how we're going to work it, we need to go right back to the beginning, certainly for Board Staff.  Would it be okay to hold them, or can we -- yeah, Vince, I don't know.  You are voted off the island then.

DR. HIGGIN:  One guy gets the favour, right?

MR. SCOTT:  Might I say we're two slides from the end.

DR. HIGGIN:  I'm happy to hold them.

MS. LEA:  Okay.  Let's hold them.  Thanks so much.  Thank you.
Continued Presentation by Ms. Frank:


MS. FRANK:  Okay.  So off-ramps.  Off-ramps is something the Board has already identified as something that they believe is appropriate, and the first two on here are ones the Board has got in place today, this notion of excess returns of 300 basis points, and you get called back in.

And that is truly a full hearing on everything, or -- and I appreciate the second one, performance of roads to unacceptable levels, is a little bit vague, but that is the words that the Board has put in.  So it is at the Board's discretion.

What we did is looked and said, is there anything else that would fundamentally change the nature of the business?  Would it be -- the application you had is for one company, and this is a different company.  This company is not the same as the application.  And we're thinking, yeah, there likely are a few things that could do that, so -- and we certainly know there have been proposals to the government that would drastically change the shape of the distributors in Ontario, and if something like that would happen in the five-year period we believe that would be an off-ramp.

So I don't know that they're going to happen.  I would hope none of them happen.  But if they do, I think we would have to be prepared for saying, We've got a different company here.  Stop this.  Let's come back in.


So those are our adjustment mechanisms that we're proposing and I think are part of what you look at at a five-year custom.  These are new thoughts.

And then I think we can move on to our final slide, and I am going to get Rob to help us to talk a little bit about the outcome measures and how we came up with this.
Presentation by Mr. Berardi:


MR. BERARDI:  Thank you, Susan.  Good morning, all.

The proposed outcome measures really provide transparency to Hydro One's performance against the business plan.  So our focus is transparency against the business plan.

The guiding principle of these eight outcome measures are they should be measurable, controllable, and transparent.

Hydro One has proposed a set of reporting metrics based on the general guidance contained in the renewed regulatory framework, and also the outcome measures were developed through stakeholdering and customer feedback.

In addition, the eight outcome measures represent growth in the capital and OM&A expenditures over the five-year business plan.  These are independent.  I just want to be clear that these are independent of the OEB proposed scorecard.  The focus on these is value for money for the customer.  As you can see, the proposed outcome measures are on the slide.

I just want to differentiate between the outcome measures and the OEB performance scorecard.  The OEB performance scorecard and the outcome measures have different objectives.  Although they are both performance measures, the OEB performance scorecard is really focused on long-term macro objectives, whereas the outcome measures are more operational and tactical.

MS. FRANK:  I think that actually covers our presentation, and we would be happy to take questions now, and Jennifer, I will let you manage this process, since I obviously am far too willing to answer questions.
Questions by Ms. Lea:


MS. LEA:  Well, thanks very much.

So is it okay if Board Staff starts, and then we will stop at the various points?

So please feel free to interject if I seem to be moving on to an area and you have questions that you want to follow up with.

I am going to -- I wanted to acknowledge, actually, Hydro One, because this is the first -- electricity, at least, custom IR application, and policies have evolved even since you have filed your rate case, and so we appreciate you sort of sticking your neck out and being the first ones to subject yourselves to this group in this context.

And our questions today will be exploratory, I think, trying to get an overall sense or fundamental sense of the application.

Going to the list that we sent you, we, of course, have additional questions that we have come up with since the list, and the first two, I believe, that you have answered.  I was interested in the explanation for the rate-smoothing.  That was a useful slide.  Thank you.

I wonder if you could look at the third question that we sent you, which was, according to the Board's RRF report at page 10, each rate method is to be supported by good asset management, long-term optimized planning, a common set of performance expectations, and benchmarking.

I believe you have addressed this to some degree already in your presentation, but if you wanted to point us to the evidence in the application that you believe addresses each of these points, that would be helpful.

MR. SCOTT:  Thank you, and I will respond to this.

We see the four requirements of the application, and I will talk to each of them one at a time.

Under the asset management or, as it is called --I am just trying to look for the right words here.  It's not going to be there...

MS. GIRVAN:  Can we get it on the screen as to what question you are referring to, sorry?

MS. LEA:  Yes.  On the screen I believe it is farther up than where it is right now.  So if you look at page 1, there it is.  Oops.  It is the third question.  I'm sorry, we should have numbered them, but farther -- yeah, there it is, on the screen now.

MR. SCOTT:  Okay.  So these requirements, under good asset management, we believe that if you refer to Exhibit A17-2, called the asset management planning process, in this exhibit we talked to the systematic approach to determine optimizing ongoing -- ongoing and maintenance expenditures and capital investments.

So we believe this is very fundamental.  We believe this is a good asset management process.  We then -- we augment that by Exhibit A17-3, which is called the investment planning process, and we take that into planning down to five different categories, which I think we're all familiar with, between sustaining, operating operations, et cetera, but we reinforce the thought.  It is a bottom-up approach, and it's a risk assessment -- risk -- an asset risk assessment methodology for these options.

We then go a little bit further.  We talk about -- it talks here to long-term optimized planning, and again, A17-1 to 3, which is planning process, the asset management process, and the investment plan development, talks to more that -- in a lot of detail.  And I think panel number 2 can detail that a bit.  But we feel really comfortable that we have met both of these requirements.

When we talk to common set of performance expectations, Rob already talked to this, is that we are proposing a set of output -- outcome measures as to the renewed framework, and these will provide full transparency to the performance against our business plan and how we pretend -- protect -- "pretend" is probably not an appropriate word -- how we plan to operate.

Benchmarking is something that's of interest to us, because what we do as a company is we have very much -- always focusing on efficiencies and innovation as a company.  So benchmarking starts right at the top of the house in the form of our board of directors' expectations that even at our corporate scorecard level we try to benchmark as best we can to what is in the scorecard.

Now, we do a lot of benchmarking in the safety and reliability area, but we try to work into the unit costing area, but there is always a focus in the company for efficiencies and innovations to more value for dollar to our customers.


We participate in a number of groups, whether it's involved with the CEA or we -- we're involved with a group called the First Quadrant American Association.  And these groups are always benchmarking safety, reliability and unit cost.  And it will even go so far as some best practices, and I know they're currently looking after risk management practices aligning to investment plans, these types of things.


Certainly a benchmark that we -- which is very prominent in this many application is all around vegetation management.  That was filed in the last application.  And panel number 2 will certainly talk to that in a lot more detail.


In that benchmark, it suggests that we should be moving towards an eight-year cycle, and I believe currently we're probably sitting around nine and a half or 10, but that will be addressed.  And our work program reflects some of that.


Further in the benchmarking, we go down further into the company, and I will just say to the line of business level.  And again, back to the operation of the –- the modus operandi of the company is to always look for better ways to do things.


We've recently started looking at the integrated modular distribution station.  It is a best practice that's out there.  It is benchmarked, seemingly, as a positive way to go.  We are currently into a pilot mode for that right now.


In addition, we're learning more about composite poles and using composite poles.  The composite poles are now in a pilot mode also.  Again, the second panel can talk a lot more to that.


Again, going down further into the organization, down in the field level when you talk about benchmarking, our field operations are always looking for a better way to do things, whether they're monitoring the development of equipment or processes.  And an example of a new piece of equipment is called a feller-bundler, which – apparently it is a track vehicle that grabs, cuts and stacks trees, and that is something that we're starting to use across the company.


So the company is always looking for better, more effective, safer ways of conducting itself, and we believe that this meets the requirement of this application.


MS. LEA:  Glenn, just to understand this better -- I appreciate what you have said -- is any of this referred to in the evidence?  I know it is partly a panel 2 issue, but is it in the evidence somewhere?


MR. SCOTT:  Which part of it, sorry?


MS. LEA:  Well, any of those things that you talked about that you were --


MR. SCOTT:  On the benchmarking or on the other stuff?


MS. LEA:  On the benchmarking, the things that you have listed as Hydro One's efforts at benchmarking.


MR. SCOTT:  It is my understanding it is not absolutely in the evidence.  I am not certain if I can comment more on that.


MS. LEA:  You are welcome to get back to me on it, if that is of assistance.


MS. FRANK:  I believe some of this -- some is yes and some is no.  So obviously the higher-level planning stuff, those A17 planning, 1, 2, 3, are -- the planning stuff is in the evidence.


When you got to the long list that Glenn provided of areas where we looked for efficiency, some of them you will find, like the vegetation piece, that will be in there.


MS. LEA:  Yes.


MS. FRANK:  The piece of equipment that I haven't heard about, I am not certain is in the evidence.


MS. LEA:  Okay.


MS. FRANK:  I think not.  So I think Glenn was being incredibly complete in his assessment, and that's the kind of thing that we could certainly take questions on, to add to evidence.


MR. DUMKA:  Excuse me for just a second.  I realize this is a technical conference, but it sounds like Mr. Scott has introduced the opportunity for undertakings.  He's identified a number of reports, et cetera.  And that is one of the questions I have, when we heard about the five-year business plan, which will cover both distribution and transmission.


That, you know -- should we wait until the interrogatory process to ask for that?  We're already hearing about it, so...


MS. LEA:  I see no reason why we shouldn't take undertakings as part of this technical conference, if the company believes that they can be fulfilled or has any comment on them as we go.


MS. FRANK:  I guess I question a little bit as to the merit of an undertaking versus an interrogatory.


I do know that when you are in a normal hearing that an undertaking has merit because the panel is there and you want to get some information, some data on the record to come back to the panel.


But I don't know what the process looks like in --


MS. LEA:  It would be an undertaking that would be filed on the record.  And we are in the hearing; we are on the record.  It could be done from a record point of view.


We could also hold our questions for interrogatories.  I mean, Staff have a number of things to ask you that will probably be best answered not right here, right now.


MS. FRANK:  Right.


MS. LEA:  I'm open to parties' suggestions on that.


MS. FRANK:  What's the merit, though, Jennifer?  I don't understand why we --


MS. LEA:  If you have an undertaking response, then you can possibly ask interrogatories on it.


MS. FRANK:  Oh, so it is two kicks at IRs?  Is that what you're saying?


[Laughter]


MS. FRANK:  Obviously I don't like two kicks at IRs.  Who would?  Mark?

MR. RUBENSTEIN:  This is a question I would have.  Because we're doing the technically sort of pre-issues list and pre-interrogatory technical conference, will there be another technical conference after the interrogatories?  Because in that case, we would normally ask interrogatories and then you can follow up on that.  But if there is a chance it is not going to happen...


MS. LEA:  We don't know yet.  And so -- the procedural order didn't set out anything beyond May the 12th.  And so I can't tell you whether we're going to have another one beyond -- after the interrogatories.


I don't know whether the company has a view on this, and certainly I can take back views to the Board on it.


MS. FRANK:  It would seem, I think, to us that you would be better off to ask IR questions and to allow for a technical conference after that, if it becomes apparent that there's still a lot of unanswered questions, rather than two rounds of questioning now, an undertaking round and an IR round and no technical conference.


I think you would likely find that you would have more opportunity to clarify if you got one round of questions and a technical conference.


MR. GARNER:  I think we have a question on this.  And if you do do this for VECC -- and Bill and I have not talked, but if you do do undertakings, then we would need sufficient time in the process in order to review those undertakings prior to the interrogatory phase.  So it prolongs in a number of ways.


I would put this on the record to Board Staff.  We have done many of these costs of service, which is -- this is really a cost of service and then something on top of it.


MS. FRANK:  Mm-hmm.


MR. GARNER:  Occasionally the Board has eliminated the step where we have an ability to clarify the interrogatory responses.  That is very unhelpful, because once we get the interrogatories there is inevitably some clarification.  Sometimes it is very minor and whatever, just because of the nature of the answers.


So I think we would advocate, at a minimum, that we have an ability, once the interrogatories are done, is to have some form of process in order to clarify anything that came out of the interrogatories and prior to any settlement conference.

I don't know, Bill, if you had something you wanted to add?


MR. HARPER:  I think Mark said precisely what I was going to say, is that typically the tech conference comes after the IRs.  And within that process, there is usually a number of undertakings and people go back and provide more information or clarification.


We're a bit -- I don't know whether it is the cart before the horse this time or we're doing it the right way this time, but it is a little bit different and I think everyone in the room is expressing the same concern, that there needs to be some point in time to have clarification.


And everyone else is uncertain as to what is going to happen after your May PO ends.  So I think that is the reservation everyone is expecting.


MR. GARNER:  Can I just add before Mark does his -- Mark raised this question.  In the absence of the actual issues list, everything we do in undertakings et cetera has no framework under which we are doing it, and therefore it may be a little bit difficult to figure out where everything fits.


Not that I am not advocating to, you know, do undertakings and give you more things to do, but that does make it a little bit more difficult to figure out where they fit into the process right now.


MS. LEA:  I hear what you are all saying.  It sounds as if the room, in general, would prefer that we proceed at this time without undertakings.  We'd have an interrogatory process and a technical conference to clarify afterwards, the interrogatory process and the technical conference following the determination of the issues list by the Board.


MS. VARJACIC:  Jennifer, if I can add in, I think what we're viewing these technical conference as is opportunities for everyone in the room to clarify the issues so that we can have an informed issues list, which will then frame the rest of the process.


MS. GIRVAN:  I have one comment.  I went back to the procedural order.  I thought these technical conferences were supposed to be not like a typical technical conference, but more -- it says here, for -- "allow Hydro One to explain and parties to explore the fundamentals of the application".  So I thought really it is more, you are presenting sort of the basics of the application versus getting into lots and lots of detail.


MS. FRANK:  Right.


MS. GIRVAN:  That is what I assume this means, but...


MS. LEA:  Okay.  Thank you.  I will take all those comments back to the Board.


DR. HIGGIN:  Can I just add one thing, Jennifer?  Roger Higgin --


MS. LEA:  I can't see you, Roger, so I can't throw anything at you from here.  Go ahead.

[Laughter]


MR. COWAN:  That's why he's sitting there.


MS. LEA.  Yeah, no kidding.


DR. HIGGIN:  Okay.


MS. LEA:  Fire away.


DR. HIGGIN:  So I think the focus here should be, amongst other things, the issues list.  We're going to have to debate that, is, what should be included or not, scope of issues list.  And so Anita has it right, that exploring these will help us all come up with a proper suggestion to the Board regarding that issues list, and that is how I viewed the main outcome of this particular -- being helpful to proceed to that issues list.


MS. LEA:  Okay.  Thank you.


Anything further on this before we...


MR. COWAN:  If I might, I don't know whether this is an interrogatory, a suggestion, a comment, or a request for an undertaking, but it is probably comment, Susan.


With respect to page 9 on the handout, I read it that 1 to 5 are certainly more inputs than outcomes.  Vegetation management is an input.  It has some outcomes, but it is an input, not an outcome.  And I would say that things like safety is an outcome of the way you do things.  It is not on the list, and yet it is a Hydro One priority.


Line losses could be an outcome, or reduced line losses, or increased line losses could be an outcome of a great number of coordinated activities or uncoordinated activities, and it is not on the list, and yet it is a consequential item.


Borrowing costs can certainly be an outcome of behaviour and of great consequence for all customers.


The number of new business customers in the Hydro One area could be a massive outcome of various activities, or it could be a reduced number of business customers.  It could be an outcome of behaviour.


Reduced consumption could be an outcome of this process, and lost customers, people going off the grid.


So I would posit that these are outcomes and not "input", and they're really what you should be thinking about, in terms of what should be on that list on page 9.  Real outcomes, not inputs.  You can measure your inputs beautifully, and they will tell you what you're spending.  They won't tell you what the result is.


MS. LEA:  There is a lot of folk with a lot of questions about those particular measures and outcomes, and I don't know whether you want to answer now or whether you would like to sort of wait til a little farther on --


MR. COWAN:  Oh, something as profound as that couldn't be answered now.

[Laughter]


MS. LEA:  He's going to have to answer --


MR. COWAN:  It can only be retorted.


MS. FRANK:  Well, Rob is dying to maybe give a, you know, like, two-sentence type answer, in terms of what is outcomes and what is not and then we will --


MS. LEA:  Perfect.  Yeah, sure.  Mm-hmm.


MS. FRANK:  -- save all detail til later.


MR. BERARDI:  Thank you, Susan.


I just would refer you to the evidence in the outcome measures, Exhibit A4-4, and specifically on page 5.  It goes into a little bit more detail on what an outcome is, and using the example of vegetation management, the outcome is not vegetation spend.  The outcome is tree-caused outages.  That is the outcome.  We're trying to reduce the tree-caused outages.  That would be the outcome measure.


MR. COWAN:  That works.


MS. LEA:  Okay.  I wonder, is everybody okay if we kind of go back to this?  I am using the chart on page 13 of the RFE report to sort of move down the topic areas that we're looking at.


And I'm right now at the elements of the three methods, and I am looking under the second column, which is custom IR, and I am looking at the topic area, going-in rates.  And you know that Board Staff had a question about going-in rates, which was how has Hydro One forecast its costs over the five years of the application.  Was it historical costs?  And then a couple of follow-up questions in Board Staff's questions, which I will get to when you've answered that initial part.  How did you forecast the costs?


MS. FRANK:  I think that Glenn covered a bit of this, but our costing was truly a bottom-up business plan cost of service.  This is five years of, what do you see your planning is going to require you to spend on each one of the elements of your work programs, and then how does it all come together.


And at the end of it, in terms of the multi-year rates, we say, well, that is what annual rates would have looked like, but we look at that pattern and we don't think that is very friendly to our customers, having such a large jump in year one.  So we do the smoothing on top afterwards, but it is only an overlay --


MS. LEA:  But --


MS. FRANK:  We still intend to spend the money consistent with --


MS. LEA:  How -- how --


MS. FRANK:  -- the five-year bottom-up.


MS. LEA:  How did you determine whether the cost projections are reasonable?  I mean, you know, using your own costs and your own projections is great, and I know you are going to hear the B-word a lot today.  Did you benchmark to anyone else who is in a similar position?  How does the Board know that your projected costs are reasonable?


MS. FRANK:  I think that Glenn was getting into more detail than obviously we all felt was appropriate at this stage of the proceeding, Julie's comment.  But we did -- we used all of the asset analytics to determine what work was necessary.


We did look at industry processes, and we looked at efficiency efforts, and Glenn mentioned several of those, to make sure that we are using industry best practices and that we're not totally off on our own doing items.


And then we overlaid this with what is affordable.  What do we have to do now, and what can wait until later.  If something can wait til later, we wait til later.


MS. LEA:  So when you looked at industry best practices did you look at industry comparable costs for undertaking the activities?


MS. FRANK:  Well, that's an area, Jennifer, that we've all struggled with, and I know the Board constantly has looked to try to benchmark, and then we have had trouble with normalizing, and is there truly a benchmark for a company that serves the same kind of customer base over the same kind of territory doing the same age of asset with the same vegetation experience.


I mean, high-level unit costs normally are not applicable across -- I mean, even PEG has said that Hydro One is not like others, and they've taken us out of benchmarking.


So macro-level benchmarking, I would say, no, we haven't used.  But process or individual work program area, yes, we've used, and we talked to others repeatedly.


So it's not like we operate in a vacuum.  We do participate in industry groups.  But how do we come up with the numbers?  We did a bottom-up planning process.  We looked at asset analytics, we --


MS. LEA:  What are asset analytics?


MS. FRANK:  Asset analytics -- we would love, actually -- this is one of the things that we're really quite --


MS. LEA:  And I thought I was getting too detailed.  Go ahead.


MS. FRANK:  No, no, we are quite thrilled with asset analytics, because it allows us to know in a very detailed fashion that all condition performance items -- we did a demonstration at one of the stakeholder sessions -- yeah, I don't know if -- I think it's a bit unusual that you would do something like that for the panel, but we would certainly feel that it is helpful.  We've brought some Board members to our grid operation centre and showed it as well.


It is one of those industry leading practices that we're going out and showing other utilities how to deal with an understanding of their assets in a very comprehensive -- not just age, but very detailed condition and performance-type information.  It tells you very specifically pole by pole what its condition is.


MR. GARNER:  Susan, may I interrupt, because I just want to follow that up.  I do remember the presentation. The question I would have, though, to that point is, in the evidence what is the -- where is the demonstration of that project?  That's what I don't recall seeing.


So I do recall what you are talking about, but I don't recall seeing something you've articulated in evidence that parties can understand and, therefore, ask questions about it, and also whether, in fact, how -- "relative" isn't the word I am looking for, but how large of a piece it is of your metrics or your benchmarking or whatever you want to call it in your evidence.


Did you actually put and address that in your evidence?

MS. FRANK:  We've indicated that that's one of the tools we have used to do our planning.  But it is a bit hard when you actually have a -- because it is a bit of a database and a research-type activity that happens.


So you can't put the date on all of our assets into our evidence.  It would be, you know –-


MR. GARNER:  No, I know that, but you can describe the project.  You can describe what its outcomes are meant to be.  You can say what you are going to monitor, and then how someone might be able to judge that in a post review.


And what I am wondering is I don't recall seeing anything of that nature in the evidence, and I guess my question -- which is really a yes or no –- is:  Am I right, there is nothing in there like that?  I haven't missed that?


MR. COWAN:  Mark, perhaps I can help.


MR. GANRER:  Thanks, Al.

MR. COWAN:  In Exhibit D1, tab 2, schedule 1, called

"Distribution asset investment overview," that uses a lot of the information that Susan has referred to under asset analytics.  That is kind of a piece that tells you here's the state of the nation of the assets, basically.


That information then feeds into the various processes that Glenn has talked about in asset prioritization, et cetera.  That's kind of like -- think of it is as a starting point.  It is a look at all of the detailed information about where the assets sit, whether it be age, whether it be condition.


There is also -- one of the key elements, I think, if you recall from the presentation, was also it tries now to identify what customers to serve.  So we're trying to get into some criticality of the assets and what they serve, to help better plan the timing of when the expenditures take place.


So that is a starting point if you are looking for somewhere to look.


MR. GARNER:  Thank you, Al, but I don't think it answers the question I asked, which is a description of how you got there.  I mean, what I hear you saying -- and correct me if I'm wrong –- is that in Exhibit D, what one sees is the outcome of using that analytics.


What I don't see in the evidence -- and we can obviously follow up in interrogatories -- is, in fact, the system and programming, et cetera, that got you to that point.


MS. FRANK:  The struggle I am having with the question, Mark, is that is the -- when you are asking us to describe a tool, describe a database, because it is a massive database that looks at all of our physical assets and looks at all of the tests that are done to determine condition on the physical assets.  It looks at connectivity.  It is -- certainly an IR question that describes a little bit what it is, but I don't think a data dump is something you can get.  I don't see how that --


MR. GARNER:  That's what we're asking for, though.


MR. HARPER:  Susan, I sort of liken this issue to, if you recall, two or three applications ago.  You know, in every application you have been talking about you -- the words we typically see are "rigorous prioritization process."


And you go through that, and I think a couple of applications ago that was pursued to some extent and there was additional information provided, and went through and demonstrated, you know, more specifically exactly how that prioritization worked and what comes out of different levels of prioritization, and sort of gave some insight into how the tool -- you know, how the tool came up with different, you know -- what would trigger different levels of investment or different levels of spending, and basically how the tool itself worked.


And I think what perhaps people are struggling with is this analytics tool, trying to get a similar handle on it as what we tried to get a couple of hearings ago on your asset -- the prioritization process you went through.  And there was some discussion on, you know, models and outputs, and we did go through that a little bit.  I can't remember whether it was the technical conference or the actual oral hearing itself, but there was some exploration of the tool itself at that time.


MS. FRANK:  And this piece is an input into that.  We still do the prioritization.


MR. HARPER:  No, I wasn't saying you wouldn't.  I was saying I liken this as being a similar sort of conversation, except around a different tool, if I can put it that way.


MS. FRANK:  Well, I certainly would think that a demonstration of the kind of information and what we use and how it inputs is something that will be helpful to this proceeding.


I am not certain how you'll write about it, but I certainly agree that, since it is so important to the decision-making that we do in the company, that it gets shared in some way would be appropriate.  I tend to think as a presentation rather than a write-up, but...


MS. LEA:  Is it something that would be most effectively dealt with in the second technical conference when you are talking about the plan?


MS. FRANK:  Yes, it likely would be.  Maybe we can come and do a very short demo there.


MS. LEA:  Then perhaps we can then determine if we think that we need to get this before the Board Panel in some fashion, and how that might be accomplished, either through an IR or through something that you would present as your evidence.


So is it all right with folks if we ask Hydro One to consider how they might educate us with respect to this in their second technical conference?  Okay.  Thank you.  Oh, sorry.  Vince?
Questions by Mr. DeRose:

MR. DeROSE:  Can I just ask one follow-up?  And this is perhaps more of a -- if you can address it in the next technical conference, give you a heads-up, is that to the extent that the analytics tool utilizes external benchmarking data -- by "external benchmarking" I mean non-Hydro One data -- if it does, if you can highlight that, and if it doesn't, if you can just confirm that it doesn't?


And I say that only because it is not meant to be a criticism.  It is just meant to be -- I think over the morning we have been talking about benchmarking in a few different ways.  It could be -- it's a broad word, and there's benchmarking that you can use internally so it is your scorecards, it is your identification of best practices, your sort of internal benchmarking.


Then there is the external benchmarking to other utilities of similar size, similar distribution area, to the extent that they exist.


And if we could distinguish that, it would be helpful, at least for me and I suspect for everyone.


MS. FRANK:  If we talk about benchmarking in terms of the tests that normally an industry would use to determine if a pole was in a deteriorated condition, it's the test the industry would use, and a standard as to the expectation as to what is a deteriorated state and therefore necessary to repair, then that kind of stuff.


But if you are -- and is that what you're talking about?  Because if that was it, I think --


MR. DeROSE:  You've actually just demonstrated the way it could be used.  There is the industry standard of what is a deteriorated pole.


MS. FRANK:  Right.


MR. DeROSE:  But then, for instance, in the previous hearings you filed evidence about what do different -- what do your similar external utilities around North America, what is their time frame for pole replacement.


So you did external benchmarking in terms of what do other companies that you can consider to be of similar -- similar to yourself, do they replace their poles over a seven-year or a nine-year period?


So there is that external benchmarking, but then there is also the industry best-practice standards of what is a deteriorated pole.


MS. FRANK:  Right.


MR. DeROSE:  I think I am --


MS. FRANK:  I am understanding what you're saying, Vince, but this is a very detailed asset, piece of equipment by piece of equipment, what is its condition and who does it serve.


MR. DeROSE:  Okay.  And so --


MS. FRANK:  So it is not the overall piece that you're talking about.


MR. DeROSE:  Okay.  So for instance, it is not including -- it would be simply saying:  Here is what the standard for a deteriorated pole is, and based on this standard and based on all the data that we put in, X number of poles are deteriorated in the following areas.  It allows you to track that.


It wouldn't also include any type of external data of trying to determine or assess what your overall -- should it be a seven-year or a seven-and-a-half or a nine-year?


MS. FRANK:  Not in this tool, no.  That is an overlay after.


MR. DeROSE:  Okay.  Thank you.


MS. FRANK:  But we'd know how many people were served off of that pole.


MR. DeROSE:  I appreciate that it goes into the level of -- like a granularity in terms of it allows you to look at -- I don't know if it goes down to a pole, but if it does --


MS. FRANK:  Yes, it does.


MR. DeROSE:  -- you can say:  This pole on this rural road has been there for X number of years, it serves a number of people, and based on the inspection on the following day, it is or is not deteriorated.


MS. FRANK:  Right.  That's what it does.


MR. DeROSE:  Okay.  That is helpful.


MR. COWAN:  May I make a further comment vis-à-vis benchmarks?


MS. LEA:  Since we're there, we will go there.


MR. COWAN:  Yes, please.  Referring back to the very early days of the density study, it started out with a proposal from some consultants to benchmark density costs with other utilities across the continent.  And I think it was rightly viewed that they had very different densities, very different costs, and the other utilities weren't particularly comparable.


So you took a suggestion to look at your internal regions.  It turned out to be, I think, 47 of them, which had different densities and different costs, but you were able to analyze accurately the costs of density.


The same method, I'm sure you are aware, could be used to analyze the cost of outages, or the costs of pole replacements in those 47 different regions.


So you can benchmark internally against almost everything you do, with the possible exception of the corporate activities -- rather the very central activities.


And so the suggestion is, is that you use your own data to benchmark your best regions against your others.  They are largely comparable.  They work within the exact same framework with very similar resources.  You have 47 of them.


And there will be, as there was with density, very different levels of performance in each of the 47, and the only way of getting better is to make the bottom half more like the top half.  Making it more like New York or Utah is not necessarily better.


MS. FRANK:  Ted, I will agree with you, we have the information on the --


MR. COWAN:  Yes.  And hence, easy to benchmark, because you have the information.


MS. FRANK:  I would question if -- one of the things that we found -- and certainly on the -- when we did the density study for the purposes of setting rates, we determined that each of these areas were different by their geography that they served, by the number of people in the area, and therefore the costs were different because they were different.


So benchmarking across the various areas, I don't think we should infer that because one is more costly that it is less efficient.  It may be more costly because there is larger distances, because there's...


MR. COWAN:  And that was the beauty of the differential analysis in the density study.  It is equally useful for this.


MS. FRANK:  Yes.  We're just not targeting to --


MR. COWAN:  With the same variances statistically and so on.  All I'm suggesting is you have the data, comparing the London area -- the rural London area that you might serve with the rural Kitchener area that you might serve.  You will find the age of poles are different.  There are different numbers of trees and so on.


But you will also find a difference in performance, and you will be able to make some judgments about that difference.  And it would be -- if we're going to benchmark, the most useful benchmarks are the ones you have in your pocket now.  They're things that the Board will know.  They don't know Utah, and they don't know Nebraska, but they do have a sense of southwestern Ontario versus eastern Ontario, and so do you.


So it would be useful for all of us to use internal benchmarks.  Lowest cost, most useful information.  That's just a suggestion.


MS. LEA:  Okay.  Thank you.


I had a couple of high-level questions still on this area.  What I am hearing to a certain extent is that folks might be looking for something like the Mercer study that you do for your labour costs on some of these other costs.  I don't know whether you contemplated that.


MR. THIESSEN:  If I can just chime in.  I was thinking that Hydro One has for years published this Mercer study and provided as part of their applications, and that is a clear benchmarking of Hydro One's salaries compared to the industry, let's say.


And to me that is sort of ideal benchmarking.  I don't know whether intervenors agree with me or not, but that, to me, is a very, very good example of adequate benchmarking to defend your application or to either show where you are at or show where you intend to go with salaries, for instance.


And what I am hearing here -- and I know when Board Staff went through the application too, is that it seemed to us that there was a lack of evidence of benchmarking against external measures, other utilities, best practices, that kind of thing.  So that is where we had a concern, and I think that is where we're going with this.


MS. LEA:  Is there -- to the extent that your application is supported by any benchmarking, is there evidence you could provide of that?


MS. FRANK:  Why don't we take this one to panel 2, because there are, in particular, work areas, benchmarking-type activities that do occur to assess how we do the work.


The Mercer's equivalent, in terms of benchmarking across all of the, you know, the -- Ted's notion of all the costs that would occur in a certain area, no, we don't have something like that.  We don't have a benchmark that we went out to find out, what does it cost to run a distribution business and how does that compare to what it costs us to run a distribution business.  We don't have that.


MS. LEA:  Okay.


MS. FRANK:  And I can assure you that the moment you would ask us to do that we would spend more time on why what we've got isn't comparable to the circumstances that we have to operate in here and, therefore, doesn't have value.


At the end of the day, one would say, how beneficial was it to do the benchmarking.  We talked about, let us make sure before we do an activity that that activity will inform us and be helpful.  I am not convinced it would.


MS. LEA:  Hmm-hmm.  Mark, I think you had a question.
Questions by Mr. Rubenstein:

MR. RUBENSTEIN:  Just a follow-up.  Are you guys doing any -- let's just talk about sort of cost benchmarking -- through surveys or other external third parties that you might not think are -- you know, the results may not be appropriate for you, but you are still involved in doing them?  So I am thinking, I don't know, the CA -- I know that they have a transmission -- like, they do -- there's sort of a cost analysis that they do with transmission.  I don't know if there is a distribution version of that or something like that.


MS. FRANK:  Remember, the CA has gotten very nervous about doing any of these types of activities, and the kind of hearings with the OEB has added to their concerns.


So I am not aware of any distribution detailed cost benchmarking happening by the CEA.  I don't believe anything like that is happening.


MR. RUBENSTEIN:  Are you involved in some other organization --


MS. FRANK:  That does this?


MR. RUBENSTEIN:  -- that does something that you are providing your data to?


MS. FRANK:  On costing?


MR. RUBENSTEIN:  Yes.


MS. FRANK:  The costs to do -- I mean, certainly there's -- the Board is -- you know, your best place is likely to go to the Board and look at the data that is in the Board's --


MS. LEA:  Got the yearbook --


MR. RUBENSTEIN:  But besides the Board.  I am talking about things that are -- I -- you know, we wouldn't be visible to.


MS. FRANK:  Mark, I am drawing a blank.


MS. LEA:  Just to go back to a very basic question then -- this would be Board Staff's last question, I think, on the going-in rates area.  We have made such progress this morning.


So what is the effect on ratepayers if Hydro One has overestimated its costs?  I mean, usually one would say that the ratepayers will be overpaying.  Is it any different in this application?  And what happens if you have underestimated your costs?  Who wins, who loses?


MS. FRANK:  And our notion was that we're bringing before the Board what we believe is a responsible five-year plan.  It is what we think is the right level of work to manage that balance between customers' rates and long-term performance of our assets.


The Board will have an opportunity to look at those costs in detail and make their assessment.  At the end of the day the customers live with the Board's assessment.  Over, under, they live with the Board's assessment.


MS. LEA:  Okay.  Any other questions on going-in rates costing at this time?  Because I am looking to take a break in a few minutes.
Questions by Mr. DeRose:

MR. DeROSE:  I have one question, and we can deal with it under the -- we had framed it under proposed annual adjustment mechanism, although I think it follows right with what you have just been asked, is, if you have either underestimated or overestimated your costs -- and let's assume for the moment if it turns out that you overestimated your costs -- in the consultations there were a number of questions asked about putting in an earnings sharing mechanism, and we would like to have a better understanding of why you elected not to include an earnings sharing mechanism which would provide some ratepayer protection against the possibility of overestimates over a longer-term.

MS. FRANK:  I think that what we ended up doing is putting in a smoothing of rates proposal, rather than an earnings sharing.  And the smoothing of rates means that we under-earn in the early years and over-earn in the later years, but the rates are smoothed through the full piece.


I think it is certainly complex to layer both of those concepts together.  In the extreme, the Board already has something where it says, you know, if the Board deems that there is excess of earnings, they will call us back in.  That still sits.  That is there.  Or if we don't perform to the Board's expectation as to performance, they will call us back in.


So I think there is a, you know, a protection mechanism that the Board has already got in place, but an earnings sharing -- what do you do if in the early years we under-earn, which is -- that is our expectation.  We will under-earn in the early years.  Would we expect the customers to somehow true that up?  No, no, no, we're smoothing it.  We intend to under-earn in the early years.  We intend to over-earn in the later years, to be neutral through the whole thing.


So it is not until you're finished the five years that you would know if there was any under or over.  You've got to get to the end of the piece.


MR. DeROSE:  Was there any consideration about doing an earnings sharing mechanism that is only assessed at the end of the five years?


MS. FRANK:  My feeling is you are back into a cost-of-service review then.  That is the time to make the assessment.  You don't -- why add another process in?  You've got a process.  Let's use it.

MS. LEA:  Thanks.


Anything further on this?  Yes, sir?
Questions by Mr. Copes:

MR. COPES:  I have a question on my handout, page 8, number 1, on the return of equity.  This might be an interrogatory or a comment, whatever it might be, but I notice that under the Regulatory Framework for Electricity, which was issued by the Board in 2012, a rate review is not triggered unless the return on equity is outside plus or minus 300 basis points.


So to my mind, that appears to be that the Board is comfortable with a rate of return on equity of 3 percent, and yet Hydro One is requesting a rate of 9.71 percent, which seems to be unreasonable.


So I was wondering what would be the rationale for a company like Hydro One -- which is basically backed by the full resources of the Ontario government and is too big to fail -- why wouldn't 3 percent return on equity be a reasonable rate?  What would there rationale -- this might be an interrogatory, and maybe you might want to answer it later.


MS. FRANK:  I will try that one.  I believe the Board's expectation about the 300 basis points or 3 percent is:  Would you over-earn or under-earn from the level that the Board approves?


So if the Board was to approve 9 percent, that's what the Board says is the appropriate return on equity for a distributor at this point in time, based upon interest rate.  The Board comes up with a number, 9 percent.


They now say:  Have you earned 3 percent more than that?  So have you earned in excess of 12 percent, because that's too much?  Or have you earned 3 percent less?  So that would be 6 percent.  Have you earned less than 6 percent?  Obviously, you know, that is not sufficient.  It doesn't make you viable for the longer term.


So the 3 percent is off of whatever the Board has approved.  The Board is not saying that a 3 percent is sufficient; it is not.  What they're saying is:  Look at the number we gave you, which they set each and every year, and then plus or minus the 3 percent to that number.  Stay within that band.


If you stay within that band, we think you can responsibly operate.  Outside that band, we think there is a problem.  Too much, too little.


DR. HIGGIN:  Can I ask a follow-up question, Jennifer, please?


MS. LEA:  Yes.  I see Mark and I see Roger.  We're all waiting for a break, folks, but it is up to you.
Questions by Dr. Higgin:

DR. HIGGIN:  The question in that context that you have just stated is:  How does that work in the environment that you are proposing?  That is that, as you said:  We will under-earn in the early years and we will over-earn in the later years?


In other words, how does the 300, which is meant for a single-year performance, relate to a multi-year plan?  Could you outline how you see that?


MS. FRANK:  What I think we're going to have to do, Roger, is to look at the -- we're proposing that there actually be a variance account that tracks the underage and overage.  And I think we have to do an examination of where we would expect the return to be, because I do expect the return to be under the -- what the Board allows for the early years.


And then the notion would be:  How far do we deviate from that other number, the modified underage number?


I think part of the -- I feel I want to step back for a moment and say part of this is a five-year planning piece.  We're trying to find a way for, over five years, to be efficient, says the Board, for all their various -- they don't want to have annual -- let's come in and have an examination and open everything up each and every year.  They are trying to find a way to look at it over five years.


So I think there would be a way to do an annual examination using our variance accounts.  I think we ought to say -- year 1, you ought to really say:  Unless there is something dire happening, let's wait for year 2.  Let's see it.  Are you relatively close?  You've got five years.


I'm not expecting we're going to get hauled back in in those five years, but the Board can always do it.  The Board has that authority.


I think you could mechanically look at the underages, how much are we going to under-earn?  What is that in terms of an ROE?  And you could compare it.


Would I recommend the Board do it year by year?  The 300 is a pretty large number, so I am not too worried.


DR. HIGGIN:  Just a comment.  As you would know, the gas utilities dealt with this issue within their IRMs, and therefore there are some mechanisms as to how to do that.


MS. FRANK:  And they don't do a smoothing.  They don't do the smoothing, so I think you have a choice.  We're recommending smoothing.


MS. GIRVAN:  Susan, I just had a comment.  When you look at the RRFE -- and I am not sure how this is supposed to work, but with respect to capital spending, it says:

"Once rates have been approved, the Board will monitor capital spending against the approved plan by requiring distributors to report annually on amounts spent.  If capital spending is significantly different from the level reflected in the plan, the Board will investigate and could terminate the rate-setting method.  The distributor in the custom IR method will have its rate base adjusted prospectively to reflect actual spend at the end of the term."


I am just wondering how what you are proposing fits in with the RRFE.


MS. FRANK:  First of all, on the reporting piece of it, we do anticipate there will be annual reporting on the plan.  And Rob shared with some of the outcomes we're proposing.


I am not going to be the least bit surprised that we're going to report on capital as well, capital expenditures.


We do expect we'll do all of the normal reporting that happens for distributors.  We're not thinking we walk away from any of the triple-R reporting, or all that happens.  So the information is there.


Then the question is -- how the Board chooses to use it, I believe, is at the Board's discretion.


Our plan is we go in with a five-year capital program and we ask, when the Board does the approval, that they say:  Yes, we understand those costs and here's the number that you get.  And then we smooth the costs so it is all built in from the planned forecast perspective.


This is not fundamentally different from what the Board has approved over a two-year basis for us in the past.  They have done this for two years.  The fact of the –-


MS. GIRVAN:  My only point was really that it sounds like the Board is going to want you to report on your actual capital spending each year, and then they may well do something with that.  That is all.


When you said you are going to be out for five years, I'm not sure what this means entirely but it sounds like it might mean that.


MS. FRANK:  I wasn't suggesting the Board was not going to take action unless there was some very extreme -- and I think the other two things they have with the ROE and the performance allows them to pick that up.  I think those two would cover it.


MS. GIRVAN:  Can the Board help us with that at all, Board Staff, what the expectation is with respect to reporting on capital spending and what the Board may do with that information?


MS. LEA:  I don't think we can tell you what is going to happen.  In fact, some of the questions I have later are to explore that with the applicant, and to suggest, you know, what would the actual order that the Board makes at the end of this hearing look like?  In addition to the rates which might be set, what are the orders, what are the requirements, what is the reporting, and what are the consequences such that the Board has -- you know, that the Board meet put in its order.


Is it going to say to the applicant:  And the consequence of a failure to do X by Y amount is, you know, you are going to come in or you are going to have your ROE cut or whatever it might be.


I am looking forward to exploring that today in my questions.


MR. GARNER:  Ms. Lea, I have been waiting for a bit and I know you want to take a break.


MS. LEA:  Yes, go ahead.


MR. GARNER:  I certainly know the order that we think it should look like.


MS. LEA:  I want to hear about that too.


MR. GARNER:  One of the questions that -- I have two questions.  One, I think, if you don't mind, I'll leave until after the break, if you are going to take one.  It's a broad question.


But I want to follow up again on the topic that is being discussed by two people so far, which was the ROE off-ramp.


And the difficulty -- and this is a broad question, because there is a number of places in your applications that are like this -- the difficulty –- and I want to confirm before we ask interrogatories -- is it doesn't appear to me that in your evidence you actually provided the mechanism that puts together the concept of having a deferred rate, so to speak, over the five-year period but having an annual off-ramp for cost of equity.


That, in itself, it has to be a mechanism.  You have to describe what that mechanism is in order to say you are on the off-ramp.


Am I correct that your evidence does not provide that mechanism for parties to look at and ask questions?


MS. FRANK:  I would say that we have the mechanism.  We don't have the numbers for you.


MR. GARNER:  What's the mechanism?


MS. FRANK:  The mechanism is through the variance account treatment, which says:  We will under-recover in the early years and we will track these in a variance account.


And the variance account, once again, is through a forecast.  It is not actual-based.  It is all based upon the forecast in the plan.


MR. GARNER:  What is the variance account varying from?  What are the two things you are tracking in that variance account?


MS. FRANK:  It is the 11-and-a-half percent that we said we would have used -- I am just using the numbers that we have put forward in the application.  The 11-and-a-half percent is what we would have needed in the first year.  The 7 percent is what we are asking for.  These are the numbers as they sit today, and the difference between those two that under-reach -- that 4-and-a-half percent would go into the variance account, and that could be translated into a ROE.


MR. HARPER:  Maybe just to follow up, Susan, because one mechanism, just -- sorry, one could just think of getting the revenue requirement approved the way it is and basically having a set of rate riders each year which basically -- and the first year the rate rider is going to be negative, and the next three years it is going to be positive, and that would set the rates where they are, but you would be judging your ROE against what was your approved, you know, your approved -- your revenues would be coming in as normal, and therefore you could judge your ROE.


I think what Mark and me were struggling for is, what is the mechanism that allows you to do the calculation, and that depends on how you handle the whole smoothing.  Do you sort of adjust the revenue requirement or do you have a rate rider that sort of brings the rates down?  How does it all fit together?


MR. GARNER:  Exactly.  You have to have an actual mechanism.  It could be a rate -- [Off-mic]


[Laughter]


MS. LEA:  Good move.


MR. GARNER:  We think the same except for the switch.


You actually have to have a mechanism, it seems to us, that actually computes the differences, right?  And so there is a number of ways to do it.  You could actually get the Board to approve that rate and then -- and have that rate then -- and then approve another rate that you are actually going to implement and have it book the difference between those two, and then that gives you something.  But you need something, and it seems to me the difficulty we're having as an intervenor is you haven't actually put together what that "something" is in order for us to say, Yeah, that would work or that doesn't work, or here's the problems we see with that, right?


MS. FRANK:  I was seeing there was a way to do this, but I hear you, that you're having trouble with the level that we've gone to in our explanation.


MR. GARNER:  Right.


MS. FRANK:  That's -- that it is insufficient for you to see how you would implement it --


MS. GIRVAN:  You may want to put together a numerical example, I mean, in terms of how this account -- how your deferral account would work, but you might want to think about that.


MS. FRANK:  Yes.


MS. LEA:  And would that be something that you would think about and provide in one of the following technical conferences, or is that something that you want to hold until the IR process?  I think it would be really useful to have it earlier than that, but...


MR. AL COWAN:  Just on the discussion --


MS. FRANK:  Yes.


MR. AL COWAN:  -- of the rider, we do propose a rider as part of the variance account.  I don't know if you saw that, but it is at A3-1, schedule 1.6, on page 9.  So we are planning as part of this variance mechanism a rider mechanism as you were talking about, Mark.


So as Bill said, it will be a negative rider in the first part and a positive rider in the latter part to help with that smoothing process.


MR. GARNER:  Okay.  So I guess at the next conference we can probably talk about that, but perhaps that is one of the things, just as Julie is saying, is to do the numerical example about how you would use that rider, and then we could...


MR. AL COWAN:  So if you look at F1-1-2 -- I am just going to point you there now, I think, now you brought it up on the screen.  This is just to look at.  This panel isn't there to talk about this in detail.  But you can see the smoothing mechanism, the decreases and the increase.  The rider would be based on that difference.  But this part of the evidence does go into it.


MS. LEA:  I wonder if we could take our break now, and folk can look at that evidence over this break, because I think we all need one.  11:30 suit everyone?  11:30 then, please.

--- Recess taken at 11:19 a.m.

--- On resuming at 11:34 a.m.
Questions by Ms. Lea:


MS. LEA:  Thanks very much and welcome back.


I wonder -- Board Staff had a couple of questions about what I would describe as the form of the application, still doggedly following this chart on page 13 of the RRF report.


We sent two questions to Hydro One in advance, and we noted that in the cover letter to the application, the application itself, and indeed in your description today, the -- it's described as a five-year custom cost-of-service application under the Board's new custom rate-setting method, but the Board had the word "incentive" in that particular title, and I am wondering how you see this fitting in with the -- with an incentive framework.


Our second question quoted from pages 10 and 11 of the RRFE.  And as we said, regardless of nomenclature, can you explain how Hydro One's plan will provide it with an incentive for behaviour which more closely resembles that of a competitive cost-minimizing, profit-maximizing company, and also allow customers and shareholders to gain from efficiency-enhancing and cost-minimizing strategies that will ultimately yield lower rates with appropriate safeguards for service quality?


What we're trying to get at is:  Where is the incentive aspect of this application?


MR. BERARDI:  I would like to refer to a cost-efficiency productivity exhibit, A19-1.


So Hydro One continues to realize cost reductions and cost avoidance through the test years and through the plan for 2015 and 2019.


So what you will see on page 2 of this exhibit is you will see productivity and cost efficiency savings.  Those are embedded in the plan for the test years, 2015 to 2019.


MS. LEA:  So rather than provide a more explicit –- if I can put it that way -- incentive structure, you have embedded the savings into the plan?


MR. BERARDI:  That's correct.


MS. LEA:  Mm-hmm.  Okay.
Questions by Ms. Brickenden:

MS. BRICKENDEN:  Would it be fair, then, to characterize the values in the test years as what your target is for the efficiencies that you expect to achieve?


MR. BERARDI:  Yes.


MS. BRICKENDEN:  And how -- I don't know if it is a fair question or not, because the plan focuses on eight specific outcomes that you are intending to deliver by the end of the five-year period.  And these are, I think, lower-level areas or activity areas where you are hoping to see specific efficiencies, year over year over year.


Is there a correlation between the focus for the investment plan on the eight outcomes and the activities listed to anticipate year-over-year efficiency improvements?


MR. BERARDI:  Maybe that would best be suited with an example.


So if I take a look at the back office activities under productivity, those activities under back office would actually be reflected in the complete investment plan in both capital and OM&A.


MS. BRICKENDEN:  So these are composite --


MS. FRANK:  Maybe I could help for a moment.  The outcomes truly are performance -- we did our very best to try to find performance-type outcomes and rather than being an input cost basis for those measures.


However, as Rob has indicated, when we costed all of our work, we looked for efficiencies, and the productivity that you are seeing on the page that Rob has taken you to re built into all of how we're costing our work.  These efficiencies are built in.


So now when we look at what is the OM&A and capital that we're planning to spend, they have been reduced by these efficiencies.  And actually, if you look at the level of spend over the multiple years, you would say:  The numbers, certainly for the period '16 to '19, look pretty flat; do you expect there's going to be any inflation in that period?


And our notion is the productivity is going to be sufficient so that actually there are years when we have a decline in the spend, because we're going to be able to bring this productivity in.


I think if you're saying what's our examination to know that you got it, it is:  Look at the OM&A and capital that we've got in the request.  So we have built it in because you can see it there.
Questions by Mr. Harper:

MR. HARPER:  Can we follow up, Susan?  It would not necessarily just be the OM&A and capital built it; it would be the OM&A and capital built in relative to the output you were doing.  And that isn't output in terms of improved reliability; that would be output in terms of miles of vegetation chopped or number of poles replaced or number of stations, sustaining stations that were refurbished or transformers with PCBs that were replaced and that sort of thing.


So there is enough evidence, there's enough information in the application for people to be able to not look at the outcomes in terms of, you know, reliability or production interruptions, but outcomes in the sense of the reduction in cost per unit of effort performed, which would then allow people to directly see:  Ah, there is my exact evidence of -- I can see, yes, that the efficiencies were built in, I guess, if people are looking for -- you say they're built in, but, you know, can I actually see the evidence of how that's impacted the numbers, sort of thing?


People would be able to see that by looking at metrics of output versus dollars that were spent to get that output in terms of number of poles or numbers of transformers?


MS. FRANK:  Panel 2, I think, will talk a bit more about this, but my -- yes, I believe you will be able to see that.

MS. LEA:  Thanks.  I am now looking, again, at the RRFE report, page 13, on the chart.  And I am looking at the largish section in the middle column, entitled "Annual adjustment mechanism and the role of benchmarking", that says that:

"The distributor's specific rate trend for the planned term to be determined by the Board informed by, 1, the distributor's forecast..."


We have talked about that.


Secondly:

"... the Board's inflation and productivity analyses."


We have talked a bit about benchmarking, but can you address how your application -- or whether it was informed by the Board's inflation and productivity analyses.


MS. FRANK:  Jennifer, clarify for us.  Are you talking about the Board's forecast over the five-year period for inflation and productivity?


MS. LEA:  Go ahead, Lisa.  Sorry.


MS. FRANK:  Because I was going to ask what that was.


MS. BRICKENDEN:  No.  It is not forecast of the productivity and inflation.


It's the studies that have been done just last year.


MS. FRANK:  Tell me a little bit more, please.  What studies in particular are you talking about?


MS. BRICKENDEN:  The Board's report on the empirical work underpinning the rate-setting included some benchmarking and also analysis on inflation and industry productivity.


MS. FRANK:  And those were in support of the IRM option, the fourth-term IRM option; is that true?


MS. BRICKENDEN:  Yes.  The end numbers were applied in fourth generation.


MS. FRANK:  Yes.  So I would say the custom approach uses a forecast for inflation, and we have just a moment ago talked about the approach we have taken to productivity.


So it is not the numeric piece that is in the Board's IRM.  We haven't done that.


MS. LEA:  Dealing for a moment, then, with productivity -- just a second.


We had some questions about forecasts and economic indicators, and then when we looked at your revised description of what was going to be covered today and what was going to be covered next time, we wondered where these questions should best go.


MS. FRANK:  So are you talking planning assumptions, like inflation?  Or are you talking about load forecasts?


MS. LEA:  If you look at the questions that we sent you, they're under "Forecasts and economic indicators" and it talks about "the distribution cost escalation for construction, operations and maintenance and the Global Insight material."


MS. FRANK:  Today is good.


MS. LEA:  Pardon me?


MS. FRANK:  Today is good.


MS. LEA:  So, Harold, would you like to look at those things?
Questions by Mr. Thiessen:

MR. THIESSEN:  Okay.  I am referring to Exhibit A, tab 16, which I am going to look at myself.  And on page 2 you've got a Global Insight forecast, and it's used as a planning tool to predict expenditure level changes for distribution materials and services, and historical and future years are shown there on table 1 of that page.


And my question would be, does Hydro One have any indication of the track record for accuracy of this forecast by Global Insight?


MR. SCOTT:  Yes, it is our understanding that this has been used in the past, and it is very accurate.  There was an IR submitted, I believe, in the transmission application that did specifically talk to this, and at that time it did indicate that the current history was accurate.


MR. THIESSEN:  And considering that this application is different than the previous applications that Hydro One has provided, which are always usually two years, and this is a five-year application, has there been any sort of change in focus or methodology in this forecast?


MR. SCOTT:  No.  As in a lot of stuff we do when we leverage third-party information, we're accepting of the five years of information that Global Insight does have, and we have just taken that out for the full five years.


MR. THIESSEN:  Does Global Insight consistently forecast for five years, or does their forecast go out a certain time period, a default time period?


MR. SCOTT:  It is my understanding it goes out for at least a five-year period.


MR. THIESSEN:  Five?  And the forecast also indicates -- I mean, the evidence indicates that there is a number of various baskets of goods:  Operation, supervision, engineering, load dispatching, station expenses, et cetera.


And can you tell me whether this forecast applies to Hydro, in terms of the weightings of these different baskets of elements that go into the Global Insight forecast?


I mean, in terms of the operations of Hydro One Distribution, would you have the same proportion in the forecast in your actual operations?  Do you know where I'm getting at with that?


MR. SCOTT:  I don't really have that type of detail available to me.


MR. THIESSEN:  Perhaps then we can save that for interrogatory going forward.


And then I have a similar question on the Ontario CPI forecast, which is in table 2 on page 3, and in that table there is an Ontario CPI forecast.


Do you have any idea how accurate the Global Insight forecast for CPI has been, accurate in the past?


MR. SCOTT:  Again, I just reiterate, I guess, our experience has been it's been accurate.


MR. THIESSEN:  Thank you.


MS. LEA:  I think that when you were speaking a few moments ago about including productivity gains being built into the rate adjustments over the term of the rate-setting plan, that is how I understand your answers; is that right?


MS. FRANK:  Into our underlying costs.


MS. LEA:  Into the underlying costs.  Okay.  All right.


MS. FRANK:  Yes.  Which go into the rate adjustments, but I want to focus -- it is on how we cost our work, is after building in those efficiencies, those process changes.
MR. DeROSE:  Jennifer, just --


MS. LEA:  Yeah, please go ahead.


MR. DeROSE:  -- if I can just very quickly --


MS. LEA:  Yeah, I -- I'm just...


MR. DeROSE:  Are you able to quantify those productivity efficiencies that you have baked in?


MR. BERARDI:  I was just going to refer to the evidence on A19-1.  If you look at the table below.


MS. LEA:  Pull that up on the screen.


MR. BERARDI:  On page 2.  So you can see the values through 2015 to 2019.


MR. DeROSE:  And are those numbers -- I mean, for instance, if we take 2015, so you show savings of -- or efficiencies of 98.2.  Is it your evidence that if you were, for instance, in a two-year cost of service, so your traditional approach, that you would not achieve the 98.2, that that is somehow linked to the five-year term?  Or is that just -- I guess I am trying to understand -- normally -- and let me back up so that --

In the traditional IRM approach efficiencies or productivity gains are sort of, you look forward and you say, This is the best that we can do if we were in cost of service, but if we think we have the additional freedom and we have a longer horizon, we're going to be able to achieve additional efficiency savings, something incremental, and so there would normally -- we would expect to see sort of a quantifiable that but for -- if we were at a normal cost of service, one or two years, we would achieve X, but because we have a longer time horizon with more freedom, we will have efficiencies of Y, and so there is a -- there's a differential there.


Have you done that type of analysis, or does it exist in your five-year approach?


MR. BERARDI:  I would say with our approach it has the time -- the five-year time horizon.


So using your example of, if it were a two-year cost of service, well, there's some investments that are made for 2015 and 2016 that would accrue to future years.  We would be looking at reprioritizing those investments against our plan, if it was only for two years.


MR. DeROSE:  Let me try and ask it a different way.


Is there any productivity gains or efficiency gains that you are achieving solely because of your custom approach as opposed to your traditional cost of service?


And with that, assume -- I mean, we've dealt with Hydro One now for long enough that, quite frankly, I assumed that you guys every year from the bottom up advise your business units, Look for efficiency gains.  I mean, that is something that I don't see as unique to a custom project.  That is something that I think customers expect of Hydro One, and you guys normally do a good job of that.


What I am trying to identify is, what -- is there anything that is unique because of the way you have brought this forth?


MS. FRANK:  We actually -- it's not about -- when we did our planning this time around, we started our planning saying we're going to go for a five-year custom filing.


So as we asked the organization to do their planning we actually said, Know that you will have certainty for the five years, and with that do your plan.

And there are a few things that certainty for five years does.  It changes how you can contract for work, particularly when you outsource for work.  You can now get a party who will do the work for a longer period of time, and you can normally, given the higher volume, the more stability to their contracting, you might be able to get a slightly better price, right, rather than a contract for one year.


MR. DeROSE:  Yes.


MS. FRANK:  But when we were doing the plan they would have included that in.  Certainly like in my shot the feeling would be, well, if you're not going to have to come in for a distribution proceeding each and every year or every second year, Susan, you are going to incur fewer costs.  You're going to make less money, people here, because we're not going to have these hearings, right?  So my costs go down.


So those -- but those would have all been in the planning instructions, because you are going to assume that we have this five-year application.


So when -- just as you suggested, Vince, when we went away and did our planning, we assumed that we will get a five-year approval.  And therefore, since I assume that we're not going to have one of those major off-ramps, that that isn't going to happen -- at least, that is our assumption -- you like to know you've got -- you know, there is some protection for customers and for the utility if things go really off the map, but that we're really in there for the five years.  So there's a savings.


MR. DeROSE:  That's fair.  And again, I guess more like a heads-up, if there's any way that your team could provide information on -- well, for instance, your regulatory group, it makes complete sense to me if you aren't coming in, I mean, that is one that is directly linked.


MS. FRANK:  Right.


MR. DeROSE:  But on -- on your -- you know, other than the regulatory side -- and I appreciate if you can enter into a five-year contract, and you wouldn't normally -- let's say you would only enter into a one- or two-year -- there could be some savings, I would think, probably on the periphery, but there would be savings there.


Other than those two, I have to tell you, I mean, whether it is a one-year or a five-year, I guess my initial reaction was these are productivity savings that the groups should be doing in any event, and it is not something linked to the five years.


So to the extent that -- whether through the IR process or just starting to think about it, maybe, when you are also doing your application you may file at the end of April, if it is possible to identify those efficiency gains that you think are being achieved because of the nature of your custom approach, as opposed to the traditional one- or two-year cost of service that you have taken, that would be something that would be helpful to us.


I don't know if it can be pulled out.  I realize I am asking for something that may be impossible.
Questions by Mr. Garner:

MR. GARNER:  Can I jump in before you answer?  Because I think a lot of us are going to the same question.  You use the term a lot and avoid the term the Board Staff brought up, which is about incentive.  I notice that you use the term "custom" a lot and "cost" a lot, but not "incentive" a lot.


And I think that is one of the things we're struggling with.


Specifically, can I ask you this?  If you look table at page 978, table 1, and just take all of those items, back office through to centralized operation, first of all, my -- would you be able to answer this question?  I am not asking you to answer it right now, because I will do this in an IR if necessary.


If we said to you:  Give us the actual budgets for the back office -- not the savings, because I think that is just the savings -- give us the actual budgets for those things through 2010 through 2019, would you be able to do that, so that we could then understand how you have measured your savings?  I.e., vis-a-vis inflation, et cetera?


MR. BERARDI:  I would say yes, we could do that.  I just want to clarify they're targets as opposed to budgets.  That was my only point.


MR. GARNER:  Well, for 2010 through 2013, presumably they're actuals of some form, right?


MR. BERARDI:  That's correct.


MR. GARNER:  The next question also goes to this broader issue about what is the incentive.  I am struggling a little bit with the off-ramp on the ROE, and I am certainly struggling with the mechanism and how those deferral accounts would work out, but I also struggle with this question, because you are doing a cost of service and now -- let's just say, for the sake of argument, none of the savings come to fruition and your ROE declines by 300 basis points.  Now you have an off-ramp.


So somebody would say:  Well, you have no incentive, really.  You have an off-ramp.  Now you might say:  I will argue that later with the Board, or not, but we might lose that argument.


So my question would be:  Well, how, then, is there an incentive if you have an off-ramp which includes these items that you are saying are going to be saved?


MS. FRANK:  Mark, I have difficulty believing the Board would allow us to increase our charges to customers if we couldn't demonstrate that we delivered the productivity.  I can't imagine that that would happen.


MR. GARNER:  The Board has done a few things I couldn't imagine would happen either, but they have done them.


[Laughter]


MS. LEA:  Yeah, okay.


MR. GARNER:  So I am always ready for the unexpected as -- and, you know, they're the adjudicator and not me.


So I still say if that is the case, then, why would your IRM not say:  We are going to eliminate anything regarding the off-ramp regarding equity that goes to any of these items?  So take it right off the table.  Say:  Look that's not going to be part of our plan.  If we don't meet targets in this area and budgets in this area and we under-earn, we're not coming in on an off-ramp.


Why not in your application make that an explicit part of it, in order to create -- as Board Staff, I think, is asking and many of us are asking -- a much more incentive-based -- put back the incentive in custom is sort of the concept.


MS. FRANK:  My notion is the incentive is:  Here's what the -- here's what we're committed to delivering.


So I think it is already in there.  You're saying it's not in.  I think it is in there.  We have committed to finding these kind of savings, and we have asked the customers to pay less than they would if we hadn't gotten those kind of savings.  So we're committed to them.


So our incentive is to do better than that, just like an incentive is, in inflation minus productivity, is to do better than the productivity target.  This is very, very similar.


We have looked at areas and activities so that -- we've gone further than you normally do in inflation minus productivity, which just says:  Find something.  I don't know what you're going to find.


We're actually saying:  Here is what we're going to find over the period.  Here is the kind of savings we're going to come up with, and hold our feet to the fire for it.  That's what we're asking.


If we do better, that's the incentive that we get to hang on til the end of the five-year period when it goes back to the customers, if we do better.  That is our incentive.


MR. GARNER:  That is somewhat -- it is not -- it is just a comment on where we're going.  I suppose if that is true, then when we get to the settlement et cetera and those type of stages, we won't have much of an issue with dealing with that issue, because I guess the concern is that your application doesn't say:  The off-ramp for rate of return is -- does not include all O&M costs that we have projected.  So if our O&M costs are higher than we projected it and we under-earn, we don't care.  We're not coming in for an off-ramp.


That is not what the application says.


MS. FRANK:  We were not expecting that we would come in over the five-year period.


MR. GARNER:  It is not what you're expecting that ever worries us; it is what you're not expecting that always worries us.


And I am not being facetious.  That is the nature of incentive regulation.  It is the unexpected and the problem, which then gets into the argument about people saying -- there is always going to be a reason if you over-spent.  I mean, we all know that.  You'll know that.  And I am sure they will be really reasonable.  I mean, you're not an unreasonable company.


The question then becomes about:  Where was the incentive and did you have the incentive?  Because really without the incentive, you knew that you had a base to go back to, right?  That's the issue about incentive.


MS. FRANK:  Mark, we're not planning on that basis, and this is a five-year period.  You know, we both don't know how the five years will unfold or how things might change.


What we can do is say:  Where are we today?  What is our commitment we're making today?


Our commitment we're making today is we're going to find this productivity.  And if we don't, it is our problem.  It is our bottom line that gets hurt.  Not coming back and asking the customers.


DR. HIGGIN:  Susan, just a comment, could I?


MS. LEA:  Sure.  We will hear Roger, and then we will get back to you, Ted.

DR. HIGGIN:  Right now, we look at the chart.  It is $10 million.  That is what we're talking about.


MS. GIRVAN:  Could I -- sorry, go ahead, Ted.


MR. COWAN:  These cost savings in the outgoing years, which line would we look to find the reduction in line losses?


MS. FRANK:  We're going to talk a lot more about line losses at the technical conference number 3, but they're not --


MR. COWAN:  But they won't be part of the savings going forward?


MS. FRANK:  They're not here.  They would flow through to the rate and the charge that we would make for them.  So it is a rate piece.  And you are going to see them.


MR. COWAN:  So there is a table somewhere else which would turn that 108.2 million in 2019 to 148 million?


MS. FRANK:  I'm not going to agree to that.


[Laughter]


MR. COWAN:  Well, 128?


MS. FRANK:  I don't have a number.


MR. COWAN:  Fair enough.  But they are somewhere?


MS. FRANK:  Yes.


MR. COWAN:  Okay.


MS. GIRVAN:  Susan, I had a question, sort of a -– you just turned me off.  She is trying to shut me up.


[Laughter]


MS. LEA:  You have to cooperate up there.


MS. GIRVAN:  Yeah.  Anyway, this is what I would call an overarching issue.


When you turn to year number 7, it's about adjustments outside normal course of business, which tends to be sort of Z factors or whatever.


Legislative or regulatory changes, have you thought about the Board's review with respect to decoupling?


MS. FRANK:  Yes.


MS. GIRVAN:  I wondered how that fits into what you are proposing here.


MS. FRANK:  To me, that is a good example of something that is external to what we do.


If the Board decides to come up with implementing one of those proposals, we assume that the Board would make that direction with some time frame to all of the LDCs.


Let's for the moment assume that they decide to put that in in 2017, middle of our period.  My feeling is that's something that we would have to say:  Okay, what does that do to your rate request?  You had requested something at fixed or variable rates.  We're now going to have to go back and make them all fixed, if the current proposal was what they ended up with, fixed from one way or another.


That is an external factor.  We would come back.  We would have the evidence that says:  Here's the numbers that is following the Board's direction with a fixed rate.


To me, yes, that's exactly what we're trying to do.


MS. GIRVAN:  Okay.  Thanks.
Questions by Mr. Rubenstein:

MR. RUBENSTEIN:  Can I ask a question, sorry?


Back on the productivity, I just want an overall --


MS. LEA:  We are not done with productivity yet either, so go ahead.


MR. RUBENSTEIN:  Just about how you came to these numbers in sort of the planning process.


So for each of the line items that you have, I am just wondering, is it -- and I know you identify some of the specific issues, but are you able, when you are projecting four or five years out, based on some sort of initiative that you're undertaking of a cost, is it sort of, you know, when the individual managers or whoever is determining the budgets or determining that this is feasible, a target, how are they going about doing that?


Is that -- they're able to sort of actually cost out -- It will cost us less -- we're projecting it will cost us less money to do a certain activity in five years if we start now because if we're -- you know, there is some sort of outsourcing or something, or is it, We think that we can reduce our budgets by 5 percent over those years, just sort of generally, how are they going about doing it?


MR. BERARDI:  I'm going to try to tackle those questions one at a time.


So if you take a look at back office, we're -- and we're having an outsourcing contract, we're going through a competitive bid process, and so in the plan, our plan was to reduce our back-office cost, because we have better business processes with SAP and things like that, so we're turning to our outsourcer through our competitive bid process to reduce those costs.


All those costs would go to all work, just to Susan's points.  Those costs would go to all spend on transmission, distribution, OM&A, and capital.


MR. RUBENSTEIN:  Using a different example, let's just talk about sort of staffing flexibility.  $4.1 million per year.  And if you go to sort of where you're discussing it, there's not much sort of detail.  I am just trying to -- understanding how you -- you came to a specific number.  How are you able to sort of...


MR. BERARDI:  This is -- this piece of evidence, we also have a process that we're following to monitor and track each one of these initiatives.  So we do have details behind these initiatives.


MR. RUBENSTEIN:  So I am not going to ask you for now, but just sort of how -- just to get an understanding of how much detail, how far, like, what's the smallest set of numbers that you are going to get to, right?


MR. BERARDI:  I guess it really depends on the initiative.  Using the back-office one as an example, it is very specific contracts.  So using the one that you have picked on staff flexibility, so we've made some forecast assumptions on a hiring hall mix, and we have mechanisms to track those through our integrated systems.


MR. RUBENSTEIN:  Thanks.  That's helpful.


MS. LEA:  I think Harold and Lisa each have questions.
Questions by Mr. Thiessen:

MR. THIESSEN:  Yeah.  I just have a general question on this table, table 1 at tab 19.  Let's say the 108.2 million in 2019, is that strictly an O&M saving, or is that a mixed capital and O&M saving?


MR. BERARDI:  It's mixed capital and O&M savings.


MR. THIESSEN:  So I couldn't go to your O&M budgets for 2019 and increase it by 108 million and come up with what the budget would have been without the efficiency?


MR. BERARDI:  I would say you can.


MR. THIESSEN:  Oh, I could?  So it is an O&M savings, or...


MR. BERARDI:  No.  I would say that OM&A and capital.  It is on the total spend.


MR. THIESSEN:  On the total spend.  Could we then -- could we then calculate some sort of percentage efficiency or productivity increase for Hydro One over the five years?  Would that be possible?


MR. BERARDI:  I guess that would be mathematically possible.


MR. THIESSEN:  Would it be meaningful?


MR. BERARDI:  I don't know.


MR. THIESSEN:  Because what I am trying to get at here is that we know that the going-in rates for Hydro One for this year, for instance, there was the X-factor and the productivity factor and the stretch factor, and I am trying to equate your efficiency gains with that kind of X-factor, productivity -- or stretch-factor thing to see how you are doing in percentage terms on increasing the efficiency and productivity of your business, and whether that amount -- I mean, I guess the Board's question is whether that amount is that, you know, does Hydro One get a five-year rate approval?  Are they demonstrating efficiency and productivity to the extent that the Board can do that?


And those are the kind of questions that, you know, we would ask in a hearing, or we will perhaps still ask in an interrogatory, specifics like that.


And also following up on Mark's question with the specific back-office business transformation, et cetera, I think it would be interesting to see how Hydro One has defined each of those and how each of those numbers has been generated more specifically so that we can judge, you know, how robust those estimates of productivity are.


So I think we would be looking for that maybe in interrogatories going forward, just so you know.


MS. LEA:  Is there anything you want to address about those things now?


MR. BERARDI:  I don't have that level of detail that you are looking for right now.


MR. THIESSEN:  Yes.  And I realize that, and I know, you know, responding to Mark you said the same thing.


But I know that, you know, we can also, within the application, look at -- I mean, I have done the rough calculation of O&M per customer going out for the five years and O&M per kilometre of line and stuff like that.  We would be doing those comparisons as well as sort of a rough measure of how efficient you are getting, and you will likely, you know, get some questions on that and how those measures are changing as well.


So just a heads-up.  You probably know that anyway, but that is where we're going to be going on this, I think.


MS. LEA:  Have you done those sorts of calculations yourself now so far?  O&M per customer over the term?  O&M per length of line over the term?  No?


Questions?
Questions by Ms. Brickenden:

MS. BRICKENDEN:  Just adding a couple of questions to Harold's.  It might be valuable to understand how ambitious the bottom line is, so backing away from the details and the activities that you're committing to to come up with the bottom-line savings, it would be helpful to get an idea of how ambitious that is versus, yes, we can do it.  And I think this does get a little bit to what Mark was getting at earlier.


Are stretch targets built into this, or are they things that you have identified because of the nature of the application, things that we know are easily achievable?


And in relation to that, I go back to the higher level again, just looking at the bottom line, not the detail, and perhaps the correlation between those savings and your achievement of the value proposition as you articulated earlier in your eight outcomes.


So if the value for money in this five-year plan covers the broad spectrum of the company -- I accept that, but you are focusing in eight areas -- the bottom line here should also have some, I would hope, correlation to the cost for the value that you are going to be delivering in those eight outcomes.


So I am looking at, I guess, surprise, Susan, a score-card approach to bringing together those eight outcomes, what you are going to focus on, and perhaps the targets you have already set out in those areas, and then these particular anticipated cost savings that you are going to see over the five years.


MS. FRANK:  Let me take a moment on these.


First of all, I want to say we are now very clear when we come to the issues list, the productivity and incentive and cost control are going to be on the issues list, right?  One of the objectives for today was what's going to be on the issues list.  This is on the issues list.


So given that, I end up thinking that it is helpful to hear the kind of questions we can -- as we are looking at doing our update for our evidence, we may see there are places where we could actually improve the evidence, given that we now know the kind of concerns you have.


So that is another reason why today is helpful, because it will allow us, when we do our update, to say, is there something that we have that we can put in that would deal with this, and to me that goes back to the earlier question about the ROE and the adjustment mechanism:  When you do your update, could you put something in.  So I think we can do those.


In terms of, do we believe this is a challenge or not, I would like to say that you should likely ask our panel 2, who are people who are doing the work, do they feel that it's going to be tough sledding to get the output done for the amount of input resources we have allowed them to have.


I think they're going to tell you, yes, it's going to be tough to get those out, because productivity is the combination.  It is outputs and inputs together.  Right?  It is not just managing your costs and let the outputs be what they may.  They have to go together.


So I believe you're going to hear -- and I think you should ask them -- do they --


MR. GARNER:  Can I --


MS. FRANK:  -- feel they're challenged --
Questions by Mr. Garner:

MR. GARNER:  Can I ask you on that issue what evidence you'd be doing.  That's an update.  The one area that really surprises me, given that you want to be out for five years, is, as you know, when OPG was audited you guys came under basically a bit of the same spotlight on pension and labour costs, and yet the evidence really doesn't talk a lot about the incentives on labour and pension costs of Hydro One and during this period how will those costs be done -- dealt with.


And obviously you have a sort of political risk about that yourselves too during this period.  And it's going to go up in front of the Board, and it seems to me that the regulator, knowing that the scrutiny you are under in that specific area since the auditors' report on OPG, would be looking to ask the questions of:  How does this incentive program address those issues?


MS. FRANK:  I am just going back to our slides.  Outside the normal course would be kind of where I am heading for a moment.


If we are told, by legislation, that there's a change to pensions -- which may well happen, as you say -- that will be something that I would think we would have to adjust for, because it is going to come.


MR. GARNER:  Susan, that is not what I'm saying.


I'm saying the Minister right now is on the record as saying OPG and Hydro One have issues regarding pensions and compensations.


And so they're your shareholder.  You had, obviously, certain conversations with them.


But the application itself doesn't say:  Given that you know those are concerns out there, here -- this is how our incentive program is going to work to address those issues.


What you're talking about is kind of a wait and see; maybe they're going to come down and say you should change this, but there is nothing in the application itself that addresses major concerns that are out there already in respect to pensions and compensation in the application and how the application says:  Okay, we know this is an issue.  Here's how our application addresses that area.


Am I missing that in --


MS. FRANK:  We have a pension variance account, so if something happens with pensions, you capture that one.


The salary piece of it, I don't think we're in the same game as OPG.  Certainly just look at the recent -- what came out in April in terms of the various salary levels and their senior levels and our senior levels.  There is a quantum difference between the two.


So I am not convinced that we have the same opportunity for reduction as OPG does, and you would have seen that in the papers.


So I don't know that there is a lot on the salary side.


I can tell you that salaries for our executives have been frozen for many years.  You know, like, I can't actually go back to think when I have had a base salary increase.  It's been such a long time ago.


So I don't know that there is a lot.


MR. GARNER:  Thanks.


MS. FRANK:  Actually, Rob is reminding me not only have I not seen a salary increase, I have seen a salary decrease.  And that is because our contributions to our pensions have gone up.


We all understand that Hydro One's pensions are seen as generous; we all understand that.


But we have been increasing over time, so the amount that we contribute goes up.  Our salary stays the same; what we take home goes down.


So are we -- is there something in here that reflects we've got to be tougher and we've got -- it's already in there.  I am getting paid less today than I was two years ago.


MR. GARNER:  Yes, as much as -- I won't say it.


[Laughter]


MR. GARNER:  But no, my question is really -- and maybe, Rob, for you also:  Why wouldn't the plan -- or maybe the plan does and I am not seeing it -– say:  Okay, on an OM&A cost per customer, for instance, our compensation cost per customer, we are going to target this as our incentive.  Our incentive will be -- is we should try and reduce that number by whatever?


You are doing a cost of service -- I mean, what it looks like right now is you are doing four years of cost of service but nothing with an incentive, let's say, to say: Well, we should reduce compensation overall.


I'm not talking about the actual -- what people are either paid or how many people.  It doesn't really matter, but, you know, the compensation bill should be reduced like this.


There is nothing in your application that really talks to that, is there?


MS. FRANK:  We are reducing headcount as well, so you saw that in this plan period.  There is a significant reduction in headcount.


But the macro-type targets that you keep on wanting to use -- and Harold, you did them as well -- that is not how we do our planning.  So no, we don't have it.


You can certainly ask for the data.  We will calculate the numbers, but you are asking us:  Did you do that in your planning?  And the answer is no.


MS. LEA:  Thanks.  Just to round off this area, there's nothing else you need to tell us about how any cost savings are going to be shared and you have described how they're flowed through into rates?  There is nothing else we need to look at in this application about this topic, sharing of benefits, that the Board has put in its RRFE report?


MS. FRANK:  I will give it more thought, but my reaction is no.
Questions by Ms. Lea:

MS. LEA:  Okay.  Thanks.

Now, Board Staff had quite a few questions about the "Voice of the customer" exhibit.  And we're not sure whether they belong in this technical conference or the next one.  It is listed in both, as you saw the -- our focus was to deal with the reduction in bill as a possible thing that customers want versus increasing reliability, for example.  You saw the questions that we sent to you.


Do you wish us to begin with that series in this technical conference, or leave it til the next time?


MS. FRANK:  We do have the person who looks after our customer care group on the next panel, so any detailed questions about how many times you do a survey or the, you know -- any change in questions to survey -- and there were some people who had questions of that sort -- are better at panel 2 when the person who does the surveying is here.


If we're doing the higher level:  What did your customers say?  Do your customers value increase in performance versus maintaining costs?  That type of stuff, I think we can do at a very high level.
Questions by Mr. Thiessen:

MR. THIESSEN:  Because I would like to start with just a general question, and it has to with sort of a general survey result, which was in your evidence at tab 5, Exhibit A, tab 5.


And the basic issue was that it seemed like customers were saying their biggest dissatisfaction was bills, size of bills, that kind of thing.  And they weren't all that upset about reliability and outages.  Okay?


So the questions that we were thinking about was that:  Did you put, in your overall planning for this application and your overall planning for the next five years -- did you sort of reflect that?  Did you ever actually do a scenario in your planning that said:  Let's see if we can keep revenue requirement flat and have no impact on bills at all, and see if we can manage at that level while still keeping our reliability at existing levels, or at reasonable levels?


Did you consider that in your overall planning?


MS. FRANK:  We certainly -- your characterization of what our customers want, big focus on price, and reliability, except for some of our larger industrial customers, who were not really happy with the power quality, except for that, yeah, it is a far second.


So when we did our planning, we said:  I realize that as a distributor, when you look at your performance, you're in fourth quartile, you're at the bottom.  Your performance is worse than other distribution companies.


And we said:  And where do you want to be?  We said:  Stay there.  Don't get better.  Fourth quartile is all we want.


So we're not trying to improve the performance of this fourth-quartile company.  We're trying to stay at fourth quartile.


We actually had some people on our board, on the Hydro One board, who struggled with the idea that you wouldn't try to improve your performance.  And we said:  No, no, no.  It all costs, and if the customers don't want us to improve the performance, we're not going to incur the costs.


So when they were reviewing our plan, it was a struggle for them to say that there's going to be no attempt to improve the performance.


But there has been no attempt.


We have tried to keep the cost as low as possible, but there is no way of avoiding a cost increase for this business and still maintain long-term operating.


I am not talking about improving performance; I am just talking about making sure we have assets there to serve customers in the future, with the same kind of outages that they get today, not really fundamentally improved.  We're going to improve in some areas and deteriorate in others.


So, like, when we talk about spending on vegetation, that will improve outages, but then there's other areas where just the normal deterioration that is going to happen to the poles over the time, because we have a whole lot more poles that are aging than we are replacing, that will offset.


So we're not trying to improve the performance.


MR. HARPER:  Can I ask -- this is an area where it seemed to be a bit of a disconnect and I was trying to understand, because if the comment was, from the voice of the customers, that the cost was the highest concern, most of your outcome measures you were proposing were outcome measures in terms of -- well, focussed around reliability or, you know, bill -- number of estimated bills.  I didn't see any specific measures or outcomes that were focussed specifically on cost or cost containment or, you know, things that one could then directly relate to, well, that sort of -- that outcome is a direct response to what I've heard is the most major concern of customers, which is their bills.

And there may be some indirect things there, but I just wanted sort of -- maybe if you could help me and comment on what seemed to be what I saw as a bit of a disconnect between what you are proposing as outcomes versus what seemed to be the main message you were getting from customers.

MS. FRANK:  You know, this is a struggle, right, because when customers -- customers who say, Really, we are concerned with our bills, it's their bill they're concerned about.  The bill gets set by the Board for -- or the rate that goes on to the bill gets set by the Board, and there it is for the five years, right?

So I don't know how we change it during the period.  There is no expectation that we change it during the period.  I am not convinced that a cost-control metric truly is an outcome, because it is the rate that the customer -- really, that is what customers are worried about.  It's the rate.  That gets set at the start of it.

So I am not convinced they're --


MR. HARPER:  But I guess except that inherent in that rate is some view as to what is this -- well, what is this company doing about cost control?  And perhaps, you know, if there was a view that that was going on through time, you know, are you doing -- demonstration you're doing the best you can or better than you did before?  I will just leave that comment that I...

I agree with you once the rate is set, but there is still a view of, how are you performing in terms of doing that?  When you come back for rebasing at the end of the five years, you know, are you going to be better in terms of cost control than you are now because you had some outcomes during the process?  That is sort of -- we're driving you that way.

MS. LEA:  And certainly we set rates based on evidence filed by the applicant.  We don't make it up out of whole cloth.  The evidence that you provide us with respect to what you expect are your costs to be is taken very seriously by the Board, as of course you recognize.

And so if you indicate -- and you can find ways to save costs -- we will unlikely raise the rates above what you project you need.

MR. GARNER:  Can I ask what goes on --


MS. FRANK:  Can I just comment back to -- and then I -- we'll do yours.

I -- the Board has in rare circumstance said, Everything you ask for is prudent and we are going to give you every dollar you ask for.  That has happened to us, but that is not typical.  Typically the Board sees areas where they say, Yeah, you thought you were going to do a certain amount of this, but you know what?  You should cut back.

I do expect the Board to develop a level of comfort that they say, What I have heard is responsible and it is the right balance.  That is what the Board does.  They find what they think is the right balance.

So I don't think they just take our application and say, Well, that's what they asked for.  That's what they get.

MR. GARNER:  Well, now we are just couching what happens in the process.

Can I ask, though, a question about what Bill was driving at?  If your customers have suggested, you know, that price is -- and even -- and I think, actually, your answer, which says, Well, we're not changing the price, actually goes to the issue of incentive.

But leaving that aside, why didn't you, given that information from the customer, set up your smoothing differently; i.e., why didn't you set it up so that there was a higher increase at the beginning and then declining it toward the end so that customers were actually saying, There is a rate decrease as part of this system.


Wouldn't that at least -- I mean, at the end -- well, at the end maybe the results are the same.  I am not quite sure.  I guess it depends on when one pays the bill and how.  But it certainly goes to assuage that issue with customers that in fact you should be producing something that appears at least to be incentive-based, if not an actual incentive.

But can you -- was that ever discussed, and why was it rejected?

MS. FRANK:  Well, the smoothing the same amount over the period of time was certainly something that we have stakeholdered and talked about.  At the end of the day, if you wanted to have something where rates came down over the period of time or rates went up over the period of time, the company would be fine with either.

Our understanding was, you know, modest and stable increases were what our customers were looking for.  And this is as modest as we can get.  We didn't -- normally people would rather pay you later than pay you sooner.

So I don't think that they would have been happy with higher increases, day one, with the lower -- but if that is what the Board did, we would be fine with that.

MR. GARNER:  Can I follow that up?  Because maybe this goes to -- and it's a broader question that will help us as we discuss this issue about how should the rate-smoothing, if it is accepted, work.

I am a little confused in the application as to what I call the true-up.  And this came from the earlier discussion this morning about the deferral account and the rider and all of this stuff, and then we got into an internal conversation a bit about how that all worked.

And the juxt (sic) of that conversation, though, was it wasn't clear at least to me whether in fact when you do this rider and the true-ups, whether in fact you intend or want to true-up to some actual amount or to some forecast amount.

So to look at it today, you have this rate, and then you are projecting X amount of income, in essence, with the rate.  If in fact volumes -- your forecasts are quite different, in fact, you could collect more or less, you know, than what you are projecting.

So can you help me, is the deferral account meant to be -- recover for you an actual amount over the period or just a forecast amount over the period?

MS. FRANK:  It's not an actual.  It's whatever the Board approves as the rate, and the shortfall that would happen out of the approved plan, that's what you're tracking, and then the overage out of the approved plan.  It is all plan-based.

MR. GARNER:  So you are tracking --


MS. FRANK:  All plan.

MR. GARNER:  But you are tracking the actual amounts by your plan --


MS. FRANK:  No.

MR. GARNER:  -- or by the forecast amount.  So it doesn't matter what your actuals were?

MS. FRANK:  Our actuals are irrelevant to this.

MR. GARNER:  Are irrelevant.  Except for, can I suggest, except for the fact that this off-ramp, you would have to track actuals for that, because that is an actual measure.  You are measuring, what is my actual rate of return 300 basis points higher or lower, so you would actually have to track that then separately only for the purpose of the off-ramp; is that correct?

MS. FRANK:  That's correct.  And we will report actual results to the Board.

MR. GARNER:  Right.

MS. FRANK:  So actual results will, you know --


MR. GARNER:  Thanks, Susan.  That is --


MS. FRANK:  -- will be available.

MR. GARNER:  -- very helpful.

MS. FRANK:  But that is not what we're putting in the -- it's just the plan.
Questions by Ms. Grice:


MS. GRICE:  I just have a question around customers identifying that rates were of their highest concern.  I just wondered if Hydro One looked at any metrics, any outcome metrics, that addressed that?  And I am thinking maybe along the lines of the productivity measures that you have in place.  Just a way so that the customer could see what you are trying to do to reduce rates, if there was any consideration given to that.

MS. FRANK:  As you will recall, Shelley, from when we were doing our stakeholdering, the outcome metrics are -- it is a challenge, right?  It is early stages.  There aren't established outcome metrics that the Board already has in place for other plans.  You actually -- even when we looked to OFGEM and RIO (ph) and kind of the outcome metrics, it is a difficult area.

We didn't come up with anything that we thought was going to be measurable in this area.  You will know we asked the stakeholders, Is there anything that you can help us with?  I still think if there is an outcome measure that somebody thinks is -- and it's got to be these things where it is objective -- like, it's got to be transparent, it's got to be measurable, it's got to be something that has credibility, because it has those factors.  And if we could come up with something, I wouldn't mind hearing what it is.

MS. GRICE:  Yeah, I was just -- well, I was thinking about the productivity savings that you have at Exhibit A19, I believe, that maybe if there was a way to attach an outcome metric to that, just a way so that customers could see how you are achieving these savings that you propose to achieve, might be helpful.  That was all.

MS. FRANK:  Are you talking about end customers, Shelley, because they're only just going to see the rate.  That is where they -- that is where they --


MS. GRICE:  Well, you have identified savings --


MS. FRANK:  Yes.

MS. GRICE:  -- that are built into the budgets.  And we had a discussion earlier about how you sort of -- you've got underlying data that relates to those budgets.  I just wondered if there is the possibility of having an outcome metric linked to that.  It just might be more -- something more visible for customers to see how those productivity measures are incentives applied to them.  It just --


MS. FRANK:  Yeah, we will give it some more thought.

MS. GRICE:  Okay, okay.
Questions by Mr. Thiessen:


MR. THIESSEN:  That brings me to a question that we had, which was, the Board has been focusing -- or has had a focus or one focus in the RRFE about the value proposition, about customers, if they're going to be paying more in their distribution cost, that it's demonstrated that they're getting value from that, all right, and my question is, has Hydro One considered ways of expressing that sort of value proposition in a similar way to what Shelley was just saying about saying, We're getting more efficient.  Here's how we're demonstrating it.


Have you considered how you would tell customers or -- tell the customers, you know, how the value for their distribution is increasing?  Or that your rate increases are worthwhile? 


MS. FRANK:  We do our very best to, first of all, inform the customers about what their rates are and when they're changing and what they're paying for.


So we do this in a variety of ways.  We -- bill inserts, I am hoping that somebody reads bill inserts.  We have web pages, where people can go and drill down if they wish.  We do newsletters.


And whenever there is a bill change, we always, prior to the bill change coming, use all of these means to communicate.


And our notion is there's got to be some benefit.  So we always explain why the rates have gone up, why this is helpful, why it was necessary.  We always indicate that there's been a thorough process of review, and an opportunity to participate in that. 


We do our very best to do that.  At the end of the day, you know, you flip it and say:  Have the customers understood or bought into it?  We do our best to try to do that through all kinds of communication.


And some of you, as well, have seen our mobile experience centre that we now have, where we try to bring people and we go to -- we go wherever people come together who are our customers, which are often fairs, actually, or some type of community events.


And a lot of that is about what is the value that you get for the bill that you pay.


So... we try. 


MR. THIESSEN:  Okay.  And I have one other question that is a bit more specific, and it has to do with one of your performance measures, customer experience and overall customer satisfaction.  And so I will refer to Exhibit A, tab 4, schedule 4, page 12.


There, Hydro One indicates that it is going to be spending $21 million over five years, compared to $6 million over the previous five-year period, to achieve a satisfaction level slightly higher than the level attained in 2009. 


And would you like to make a comment on the -- on that level of increase in spending to achieve overall customer satisfaction and the increase in spending that is there, and what your plans are with that amount of increased spending?


MS. FRANK:  We're thinking panel 2 should have some fun as well.


[Laughter]


MS. FRANK:  So we are going to punt that one.


MR. THIESSEN:  Panel 2 will answer that question?


MS. FRANK:  Yes, please.


MS. LEA:  Okay.  Thank you.


That takes us -- Board Staff, that is -- to the end of the sharing of benefits and "Voice of the customer" section.


Were there any other questions on "Voice of the customer" at this time? 


All right.  Are folks interested in having lunch now?  Yes.  It looks like a yes there.


Would it be okay to return at 1:30, which would only be a 55-minute break?  Problem?  No. 


All right.  So that clock will, in 55 minutes, say 1:30, and we will open it up again at that time, please.  Thank you. 


--- Luncheon recess taken at 12:36 p.m.

--- On resuming at 1:33 p.m.


MS. LEA:  I have a couple of housekeeping matters to deal with, just as we begin.  The first is, can we please have electronic versions of the exhibits, because I don't think we have those.


MR. AL COWAN:  Certainly.


MS. FRANK:  Yes.


MS. LEA:  Okay.  Thanks.  And do I understand that one of them is being updated?


MS. VARJACIC:  No.  That issue resolved itself over the lunch hour.


MS. LEA:  Okay.  Perfect.  So if you could please file with the Board Secretary and copy Harold and myself with the exhibits filed today.


Oh, and by the way, for some reason I wasn't on the e-mail list, so when you all sent your questions in and stuff I wasn't on there.  Can you please add me to the e-mail list?  

[Laughter]  

I am not suggesting it was.  I blame my right-hand man, but...  

[Laughter]  

That's right.  He doesn't really want me to know stuff.
Questions by Ms. Lea:

Okay.  I also have a fairly large general question that with everybody's leave I will begin with.  I am hoping it is not merely my confusion or misunderstanding.  I wondered if you could kind of walk us through your vision of how this plan will be actually administered.


So what happens every year?  What happens at the end?  What, if anything, happens mid-term?  And I am thinking about the annual adjustments, the unforeseen events, the end-of-term adjustments.  Please talk about the deferral accounts.  And particularly, what data are you collecting, what are you reporting on, and what are your proposals that you have for what the Board should do with the reporting that you are making?  And that includes all types of reporting, so we know all the data, its sources, and what it is.  Thanks.


MS. FRANK:  Okay.  Well, let's start -- we'll do a bit of a time line, what happens when.  So we go through this hearing process, and the Board at the end of this year in preparations for January 15 sets a few things.  They set what the revenue requirement and rates are, so we get rates.  I am thinking it will be a smoothed rate.


When they do that, that will also mean that we set what goes into the rate-smoothing variance account that we're talking about, because that rate will be a proposed rate year by year, and right away we know that it is not going to meet the first year, so they're going to set the amount in that variance account as well.


MS. LEA:  And I should have said where in -- and just refer us to the exhibits in the evidence that talk about --


MS. FRANK:  Oh, that makes it more difficult.


MS. LEA:  Is it?  Okay.  Well, later then, but please go through, and then we will talk about the exhibit numbers.


MS. FRANK:  Okay.  So this is -- I would say the piece of what we're asking for would be in the -- what's the summary of the "ask" exhibit.  You know what?  I likely am going to have to update it later.


MS. LEA:  Okay.  Why don't you give us the exhibit numbers either at the end of the day or at the first thing at the next technical conference.  I don't want to interrupt your flow, in terms of understanding the proposal.


MS. FRANK:  Right.  So I have talked about two things that the Board would approve.  There is one more thing the Board would approve.  The Board would approve whatever the outcome measures are to be, and whatever directional or other targets.  The Board approves what the customers pay, what the variance account is for smoothing, and the outcome measures.  The Board approves all those things.


So first year comes around, and in November of that first year the Board will issue new ROE, likely some new interest-type costs, and we will file an update, I am going to call it November -- it depends on when the Board does their piece -- but towards the end of 2015 we will update for any Board direction.


We do anticipate there will be a Board direction on the ROE.  There may be Board direction on other charges, like the retail transmission charge.  There may be a direction on that.  We would add that in.


If there's anything in terms of the RSVA, if we meet the Board's current materiality for a change, we would add that in.  So the annual adjustments that meet materiality we would add in.


Let me do the other deferral accounts, like the pension deferral account.  If it met a materiality and we propose the materiality that the Board used in their filing requirements, which was 0.5 percent or, in our case, $7.5 million, then we would add the deferral account in, because it is big enough.  You're going to get a filing in November that includes all of these changes.


So anything that meets the materiality associated with deferral accounts plus the pieces that come from the Board and the Board's normal direction they do each and every year.


That's the annual piece that we would file in November for a January approval.  We would have rates.  I would assume, like the Board has done in the past, we would file this in, we would give some rate schedules, the Board would send it out to intervenors to look at that to see -- because this is mechanical, and they have in the past sent out the new revised for ROE, look at the rates, see if you did the math right.  And then intervenors have an opportunity to comment and the Board makes their decision.


MR. RUBENSTEIN:  So this would be like what you do in the off year of transfer transmission?


MS. FRANK:  Yes, yes, exactly.  So that process exists today.  Nothing new.


Now, in April of the year, so my following year in April, so I am now in April of '16, I will have to report upon the year end for '15.  What will that report include?  It will be the normal RRR reporting that all distributors have to do.  We will continue with that reporting.  And in that information will be all the information that the Board requires in order to calculate the scorecard.


So the scorecard that the Board is developing comes from the information that's reported in the triple-R reporting in April each year.  So you get everything you need to do the normal OEB's reporting.


In addition to that, we would report on the outcome measures.  Now, one of the things that's in the normal Board reporting is to calculate -- and I think they characterize it as the "deemed" basis for the ROE.  So we would have to do that as well.


What did you earn?  What was your actual ROE using the Board's approach for calculating ROE, because when you're using actuals it's got to be the Board's deemed approach.  We'd use that deemed approach.


What would we compare it to?  We compare it to what the Board's allowed ROE was.  What was our actual, from actuals, using the Board's approach to deemed, and compare it to the allowed ROE.  That would be available, once again, in the April reporting piece, because it is required.


Now, let's go on to some of the others.  What else is happening?  Well, those outside the norm.  We have said that we would use a materiality test of 7.5 million or 0.5 percent.  Once again, that's that same Board's filing requirement for materiality test.  We're going to use what the Board has already put in place.


In our case, there's likely three numbers that are in there.  There is for small utilities, the 0.5 is mid-size, and then it says $1 million for large.  We think 1 is too small.  We shouldn't come back for 1.  Let's stick with the 0.5.  0.5 happens to be 7.5 million.  If it's under 7.5 million we're not dealing with it.  We're only going to come with things outside the norm if they're above --


MS. GIRVAN:  That's an operating cost number?


MS. FRANK:  It is a -- I'm trying to remember.  I think it is a revenue --


MR. AL COWAN:  A requirement.


MS. FRANK:  Yeah, revenue --


MS. GIRVAN:  Okay.


MS. FRANK:  -- requirement number.  It's in the Board's -- Al, do you want to find me the reference too, please?


So we're not proposing it, we are just using the Board's, would be my characterization.


Since you don't know when these things outside the norm are coming -- I don't know what month they're going to appear -- I would expect what we would do is we would file something, telling the Board there has been this direction that we need to now do this work -- I don't know what it is -- and it -- of this order of magnitude; i.e., big enough to meet the materiality threshold.  And we're going to ask for variance account tracking, subject to the Board's review of this issue.


But we'd likely send out a letter saying, Here's the issue.  It's material.  Let us have a variance account, tracking, and then you could, Board, have a proceeding on this one.


The proceeding, I would assume, would only -- you would work to having the decision include with the other rate changes for January.  So you would add that piece into the November piece.  Likely they would have dealt with the process a little bit before, so you know the result in time to mechanically update it for the same once-a-year January-type change.


MS. LEA:  And you would see this as not a reopening of the entire --


MS. FRANK:  No.


MS. LEA:  -- rate base or the rates, just that unforeseen event?


MS. FRANK:  Just that one unforeseen event, where there is some dollar amount that would need to be collected and it may be a one-time thing or it may be changed annually.  So you would think of it as a rate rider that is -- you know, think like that, a rate rider that you would add on in January.


MS. LEA:  Could there be items so significant that it would justify reopening?


MS. FRANK:  That is my off-ramp.  So the off-ramp is this business is not the same business as it was before.  Those are the ones that I am proposing.  But the ones that we're also saying are the Board's, that are already there today and have been there for quite some time.


So the 300 basis points has been around for quite some time.  The Board has been applying it.  They get their information on the April basis.  The Board initiates those.  I don't see us initiating those.


The Board decides if the performance is unacceptable.  It is not -- I can't -- I wouldn't know how to implement that one, because I don't know what the Board's criteria is for unacceptable.


I do know the 300 basis points, it is not the utility's obligation to ask for it.  It is the Board who initiates that.


But they have the information.  They had it in April.  So they could call at any point in time.
Questions by Mr. Garner:

MR. GARNER:  Can I ask you a question about one of those?  The "significant changes to Hydro One's licensed service territory," what was meant by that? I am not clear as to what that means.


MS. FRANK:  There's a piece out right now on service area amendments and MAAD applications and whatnot.


In our case, just for any acquisitions that we would be doing of other LDCs, we're saying:  It is not in.  Keep it separate.  They're totally outside for the five-year period, so that's not part of it because they're totally outside.


But if the Board was to decide in its –- we've struggled.  We know that some utilities feel that the boundaries for the utilities should match the municipal boundaries.  We know some utilities think that is a good idea.


If the Board was to direct us, that would materially change us as a business and we would lose about a third of our customers.  We would not be the same business as we are today.


MR. GARNER:  Thank you, Susan, because I was actually wondering whether it was contemplating the idea that if you went on a buying spree for some interest, you would want to come in and make some changes to your utility.


MS. FRANK:  No.  No.  Anything that we do on a buying spree is commercially arranged that other parties agree to.


MR. GARNER:  There is nothing wrong with buying sprees.  I know people that love going on them, but, you know...


MS. FRANK:  So if there was anything where we did an acquisition of another LDC, that is off to the side.


MR. GARNER:  Thank you.  That is helpful.


MS. BRICKENDEN:  Susan, I have potentially what might be an obvious question, so everyone please forgive me if it is.


The Board's off-ramp currently is triggered based upon the amount that is embedded in base rates.  So for a company that is on a multi-year term, it stays steady.


In your case, you are proposing to update these parameters annually, so your -- your central pivot point for the dead band is moving over the five-year term; correct?


MS. FRANK:  It would be consistent with whatever the Board assessed each year.  Let's call it November.


MS. BRICKENDEN:  Each year?  Okay.  Thank you.


MR. DeROSE:  After saying that, it is not an obvious question, because are you going to be driving that off the amount -- I am assuming that the Board would approve two -- there would be two figures the Board would approve.


One would be the smoothed amount for the purpose of rates, but would you also have an approval of what you would actually be budgeting or spending on a yearly basis, so that, for instance, in year 1 you may have -- for the sake of -- to make it easy, an approval of a hundred dollars in rates, but you may actually need $200 that year to run, based on your anticipated costs, whereas by year 5 you may get a hundred year -- still at the hundred dollars on the smoothed basis, but you are going to have $25 in costs.


So are there going to be two numbers that are approved?


MS. FRANK:  No.


MR. DeROSE:  And would the 300 basis points be run off the smoothed amount for rates?  Or off some sort of a -- I guess it's -- I don't know what we would call that number.  Your actual, but for the smoothing amount?


MS. FRANK:  No.  The comparison that I'd see that we're doing each time is our actual results compared to the Board's allowed ROE.


So the Board's allowed ROE is set each year, and that's the number we're going to compare to.


Now, what's our actual going to be?  What we will do on the actual -- and that's why the Board also sets the rate-smoothing variance accounts for -- in accounting purposes, that will be a regulatory asset, and we will assume that that is good revenue.  We're going to get that money.


So our audited statements will recognize that as revenue, and our ROE would be as if we had gotten that money, even though we don't get it today.  We're going to get it two, three years.


So it is only one thing you need to compare, our actuals to the Board's approved ROE.


MR. GARNER:  That is different than you told me this morning, though.  That's --


MS. FRANK:  No, it is the same thing.


MR. GARNER:  I shouldn't say it that way.  I'm understanding it differently.


I thought that the purpose of the account that you have -- there's potentially two different purposes to track a variance account in this case.


One is the actual -- the purpose of trying to determine your actual ROE, as if you had the rate that you were supposed to have, not the smoothing rate.  That tells you whether you over-earned on that actual rate.  If there had been no rider in place, et cetera, and you would have over-earned or under-earned, right?  That is -- that's actually tracked just for the purpose of understanding whether you're 300 basis points over or under?


MS. FRANK:  No.  Mark, we're once again, I think, at cross-purposes here.


All we're trying to do in that rate smoothing is to determine what the rider would be.


So we get to a rate.  We've said 7 percent here.  It will be whatever it will be.  And it is short from what we need in the first year.  We put the dollars in and that helps to determine what the rate rider would be.  You're done with it.  You're done with it.


What's happening on these annual bases is we're moving off the 7 percent, right?  The 7 percent is not 7 percent anymore, because whatever you -- the Board orders in terms of adjustments with ROE or other adjustments, whatever would happen with an outside the norm, the 7 percent is a new number now, based upon that November filing.


But that actual rate-smoothing rider, it doesn't change, because it was set based upon the original amount that you were short in the early years and you over-earn in the later years, so it is zero at the end of the period.  There is nothing to true up at the end of the period.


MS. BRICKENDEN:  Could I paraphrase?  I think there is a dull light going on above my head.


MS. LEA:  No, that's me.
Questions by Ms. Brickenden:

MS. BRICKENDEN:  Very funny.


At the beginning of the plan there is a performance commitment made, and you are projecting anticipated overages and underages in order to smooth things for all intents and purposes at the beginning.


MS. FRANK:  Mm-hmm.


MS. BRICKENDEN:  So we're looking at it today, we're projecting five years into the future, and to mitigate this big spike, we are predicting and looking for approval of a trajectory and an accounting mechanism to deal with the overages and underages, smooth things.


MS. FRANK:  Right.


MS. BRICKENDEN:  Separate from that, on an annual basis -- that's going to be going along in the background throughout the whole plan, but the annual adjustments are going to be made using external factors primarily, that may adjust that trajectory up or down in a way consistent with that.


So you're not actually using that 7 percent as a cap?


MS. FRANK:  No.


MS. BRICKENDEN:  You're using it as:  Here's the performance contract we're entering into.  Here is what we're anticipating to try to smooth, and it will be smoothed because you're taking the largest chunk, but there might be little movements with --


MS. FRANK:  Whatever happens on an annual basis is reflected in rates.


MR. COWAN:  Could I try to clarify again?  Using the 9 percent allowed rate or 9.7, and the 7.9 billion capital base, your return on equity will be $766 million a year, times five, which will be about 3.5 billion over the five years.


As long as you get your 3.5 billion over the five years, you're a happy camper?


MS. FRANK:  I haven't done the math in my head here and we obviously know I shouldn't do math in my head.  Okay?


MR. COWAN:  I did it in my head and you can count on it.  It's around 3.5 billion.


MS. GIRVAN:  Susan, I think what you're saying is you have five years of revenue requirement.  I think what Ted is saying.  You add it all up.  Let's just say it was $20 million a year.


By the end of the fifth year, you want to recover a $100 million.  However, on top of that you are going to have a few adjustments to and fro related to those things that are adjust -- annual adjustments, so they will be outside that basic adjustment; is that right?


MS. FRANK:  The way you said it, I'm fine, yes.


MR. COWAN:  And the actual number is 3.83 billion, plus the adjustments from year to year.


You get that over your five years, you're okay?  And that is what we mean by "smoothing"?

MR. GARNER:  Yeah, but I'd still -- now I am just a little lost.  Maybe everybody's got it now except me, but are you using the variance accounts to track variances in your forecast from which you have now?  So if everybody says what they said right now is you have a revenue requirement over the five-year period of X, you intend to recover X.

Now, that means that no matter what the forecast is there's going to be changes -- there's going to be changes in revenue --


MS. FRANK:  No.  No, no.  Remember, I am living with the plan.  The actuals are the actuals.  I'm not changing for actuals.  I am living with the plan.

The purpose of this rate-smoothing rider is to say, I'm taking things that I would have gotten in day one and shifting it out to day five.  That is really what I am -- or year one to year five.  That is really what I'm doing.

I'm not adjusting for actuals in any way.  It is just trying to take that large increase that would have happened in year one, push it down, and spread it out, smoothing it over the period.

That's why you can set -- that's why I said the Board would actually determine what is going to be the rate-smoothing rider when they actually make their decision, because they can do it.  They've got all the numbers.  They can do it.  That's when they're going to do it.

MS. GIRVAN:  Again, a numerical example would be great, if you are going to put that together.
Questions by Dr. Higgin:


DR. HIGGIN:  Excuse me.  Roger Higgin.

Can you just go through then, in terms of annual adjustments, what will happen to the debt component of your capital and how that will be done, A, the initial forecast, which then has also got to have a split between DX and TX -- that's the total capital -- and then how that cost of capital -- or cost of capital meaning the debt, the long-term debt component -- will be changed through the period.

MS. FRANK:  Well, Roger, we have been doing this for -- every time we have a two-year application, year two we make this change.  So if you want to look at the mechanics of how it has happened, you have to go back and look at one of them.

But what we do is we update for both the actual issued debt, because when we did the plan there was a forecast rate.  And then there is an actual issued rate.  So we update for what we have actually issued.  And then we use the Board's information to help us to deal with other pieces of debt, how they have changed.

So we don't only change for the ROE.  We also change for debt using Board's information and actually issued, and we have been doing this for years.

DR. HIGGIN:  Yes.  However, just to be clear, the forecast is quite different to your traditional forecast, because you have decided how to equal amounts of five-year, ten-year, and 30-year debt as part of the forecast.  That is not traditionally how you've done the forecast for a test year or two test years.  That's my issue.

MS. FRANK:  We would update for the actual debt, Roger.  That is what we would do.

MS. GIRVAN:  That's what they've always done.

MS. FRANK:  Yeah.  We have always done that.  We're not -- this is not as complicated as it seems that we're making it here, because we're using mechanisms that already exist.  Those annual adjustments for ROEs, they already exist.  The Board's directed changes, they already exist.  The Board's off-ramp for 300 basis points already exists.  The only thing that is new is those things that are outside the norm, and even the materiality already exists.

So it is not as -- we were not as creative as you think we were.

MR. HARPER:  Can I ask, actually, on a different topic --


MS. LEA:  I still have something on that topic.
Questions by Mr. Harper:


MR. HARPER:  But it is the same area, in terms of reporting --


MS. LEA:  Please go, Bill.

MR. HARPER:  -- it is just not ROE.  It is other aspects of reporting.  And I guess I just want to go back to -- you were talking about providing all this stuff, including outcomes, through the triple-R process.

I guess none -- nobody outside the Board sees your triple-R filing except to the extent it is reported through Board mechanisms such as the yearbook, and the yearbook right now reports your OM&A, it reports the Board service quality indicators as defined by the Board, but I guess the problem is I don't know whether the yearbook would actually report your outcomes, because your outcome measures are going to be different from other people's outcome measures.


And so I guess from a sort of transparency perspective, either yourself, probably going to have another mechanism for communicating those outcomes, or the Board is going to have to establish some mechanism for communicating the outcomes that are specific to each individual utility and how they're coming out at the end of the year, and I just leave it as a thought between yourself and the Board is somehow going to have to figure this out, because otherwise we will never see the numbers.

MS. FRANK:  Yeah, no, and our -- we were -- it was the Board's normal filing requirements plus the outcome, and I certainly --


MR. HARPER:  Right.  And like I said --


MS. FRANK:  -- I have no trouble --


MR. HARPER:  -- but I got the impression that was just going into the triple R, and like I said --


MS. FRANK:  Oh, no, it is two, two things.

MR. HARPER:  We never see the triple R.

MS. FRANK:  Yeah.  We will leave the Board to decide what they want to do with that.  I don't know.

MS. LEA:  We actually have a lovely table or chart that we produce that we wanted to give to folks at the appropriate moment today for people to take away and have a look at it to see whether it would be useful, first, for understanding the application, and secondly, for -- as a reporting tool, because I hear you on the transparency and the need for transparency, given the way the Board is moving, so we are turning our minds to it, and it's not like we have nailed it down, but we've got an idea which we will give to folks to look at today.

It is too much to take in on the record or for me to explain it.  We will give it to you, have a look at it.

MR. RUBENSTEIN:  Sorry -- can I ask one question about --


MS. LEA:  Please go ahead.
Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  -- something we were talking about?  And this was about the outside adjustments to the normal course of business.  So my understanding from what we were talking about today in the application is, something happens, it fits one of these categories that you think is going to cost more than $7.5 million, you will write a letter to the Board saying, We think this is going to happen.  Let's set up a variance account, and we will bring an application to deal with it.


MS. FRANK:  Yes.

MR. RUBENSTEIN:  My understanding -- but my question is, what happens if there's something that happens externally that could still fit into these categories but that actually is a savings to ratepayers of $7.5 million?

So unlikely, I recognize, but say the accounting framework changes?  There could be, you know, some change at some point which actually has a benefit to ratepayers.

How do you see this working?  Would there be an ability for --


MS. FRANK:  I would see it working both ways.  I mean, there's always the -- to the extent you become aware of it, so there is that little risk.

MR. RUBENSTEIN:  Yes.

MS. FRANK:  But I am certain that if there was something that would go to the customer's benefit that we didn't see, that an intervenor group would bring it to our attention, but I think it goes both ways.

MR. RUBENSTEIN:  But -- so would that allow --


MS. FRANK:  We have come in with a variance account, meaning we have to do a refund, and the rate that would get set the following year would give the refund.

MR. RUBENSTEIN:  But that is you initiating it.  Would your process allow the Board, say, to say, We think something has happened that meets one of these requirements.  We want to reopen the application for the purpose -- like, not reopen it, but make an adjustment based on one of these.


MS. FRANK:  I have no trouble with that.

MR. RUBENSTEIN:  Thanks.

MS. LEA:  Did you speak yet to what happens at the end of --


MS. FRANK:  No, I haven't.

MS. LEA:  Okay.  Perhaps we can go there for the moment.

MS. FRANK:  So our basic premises were not trueing up for actuals through this whole thing.  The actuals will be what they will be subject to my other externally driven adjustments.

So therefore, I don't actually think there is a need for an adjustment at the -- you know, at the end of the five years there is no true-up type calculation necessary, because I am not proposing that we make any adjustments for actuals one way or the other.

So I don't see -- the reporting will continue.  There will be a report that happens on year-end information.  Those other things all continue.  But there is not something that only happens at the end of the five-year period.  I don't have one of those.
Questions by Ms. Lea:


MS. LEA:  Okay.  I was now going to turn to outcomes and measures and a discussion of what is proposed as measures of success and performance in this application.

And Lisa has been kind enough to develop a large chart which I wonder if we could hand out.  And I don't expect you, of course, to fill this in today.  It is kind of a guide to the way we're thinking about it, and you might want to think about filling it in or tell us whether this is appropriate for an interrogatory.  We just kind of got ready.

What this chart does is it lists the eight measures under area, or measures there.  And we've filled it in to the extent that we can, but we don't know some of the other pieces that go into that chart.

And I think that we can ask you questions about the outcomes and measures, and perhaps you can consider how best to deal with that chart and what is valuable information as we go along.

Now, the first thing that I wanted to ask you about was the questions that we sent in to you said that the Board had chosen four key outcomes, which are customer focus, operational effectiveness, public policy responsiveness, and financial performance.

And you have proposed eight measures and it is in the -- in your evidence.  I will just read them for the record:

"Vegetation management, pole replacement, PCB line equipment, substation refurbishment, distribution line equipment refurbishments, customer experience, handling of planned outages and estimated bills."

Have you been able to categorize these eight measures under the four outcomes that the Board was interested in having?

MR. BERARDI:  I would suggest the first five, 1 to 5, would be around operational effectiveness.

MS. LEA:  Mm-hmm.

MR. BERARDI:  And then 6, 7 and 8 around customer focus.

MS. LEA:  Mm-hmm.

MR. BERARDI:  The financial performance, we see that as part of our triple-R reporting and also our OEB performance scorecard.  And same with the public policy and responsiveness.

MS. LEA:  The public policy responsiveness is part of the scorecard and the RRR? 

MR. BERARDI:  We have it as part of the proposed scorecard.  And so if I look at those specific categories around conservation demand management, connection of renewable generation, we would adhere to those.

MS. LEA:  I see.  Okay.  We have already mentioned or asked today about cost-related potential measures, and I think you have indicated that those are not proposed at this time because those are already included in the rates going forward. 

And the Board released the performance measurement report on March the 15th after your application was filed -- March the 5th, sorry, yes, 2014.

And the Board talked about demonstrating continuous improvement in achieving the four outcomes set out in the report.  Have you established continuous improvement targets as such? 

MR. BERARDI:  We haven't established targets.  Similar to the report of March 5th, we talked about outcome measures need to be -- we need a little bit of history behind the outcome measures, but the idea is we would have continuous improvement, year over year improvements, and then establish targets.

MS. LEA:  Have you felt the need to revise your measures as a result of this March 5th report, the performance report? 

MR. BERARDI:  We did talk about potentially having a blue-page update to our outcome evidence, to incorporate the OEB performance scorecard. 

MS. LEA:  So you are contemplating that for your updated evidence filing? 

MR. BERARDI:  Yes, that's correct.

MS. LEA:  Can you give us a preview?  And if not, that's all right.

MR. BERARDI:  No, I cannot give you a preview.

MS. LEA:  Okay.

MR. GARNER:  Can I ask a question about that, if you are going to be updating for that –- and sorry, Jennifer, maybe I am interrupting where you may be going.

MS. LEA:  No, please go ahead.

MR. GARNER:  If you're updating that, we had a question that we asked you.  The thing that seemed to be missing, and Lisa's page really demonstrates it quite well, is that on pretty much all that she calls performance projection, there is no performance projection.

So I am left wondering, and we were -- so for instance, estimated bill is the easiest one, perhaps.

You have all of the estimated bills as a historical number, but you don't have a projection, do you, as to what your estimated bills to be over the five-year period?

I am a little lost at the thinking behind that, if I've got it correct.

MR. BERARDI:  The way we were looking at the outcome measures -- they're new; everyone is struggling with the new outcome measures -- is we wanted a little bit of history in order to actually establish a correct target.

But the idea is each one of these outcome measures, our plan is to have continuous improvement and to have year-over-year improvements. 

MR. GARNER:  How do we measure that, if that were one thing that we were watching?  How do we measure estimated bills, if you don't put a line in the sand somewhere and say:  Here is what we do, and here is what we're going to do?  How do we, as parties to your agreement, say:  Okay, we can now measure how well you are doing on that aspect? 

MR. BERARDI:  I guess I would say that we have some history that we're trying to improve on. 

And going back to relatively new measures and not knowing all of the details on -- you know, you did ask a question of timing lag.  Which ones -- which one of these measures would have some timing lags? 

So for instance, how can we actually establish a target when we don't know the timing lags for some of these measures at this point in time? 

MR. GARNER:  I guess the converse is -- and I will use a different example, if I have this right -- for customer experience you are going to spend $21 million, the goal being 85 percent customer satisfaction, but that's not defined.  I mean, if you spent $21 million on me, you'll get my satisfaction, but I am not quite sure what it actually means to --


[Laughter]

MR. GARNER:  -- to the customers, right?  I mean, I don't really know what you are spending that money on and then how you're measuring their satisfaction.

MR. BERARDI:  The details of that spend are in part of the evidence that panel 2 is going to be talking about.  So a lot of that detail that you are looking for is in that panel.

MR. GARNER:  Okay.  Thank you. 

MR. RUBENSTEIN:  I had sort of a similar line of -- or sort of issue, and it is that, for example, sort of pole replacements or vegetation management or any of these sorts of performance targets, you can increase them every year.  I mean, the outages, based on your doing a better job, sort of clearing -- sort of clearing issues, if you just spend more, you are going to get a decrease.

So for sort of pole replacements, if you are measuring it by poles replaced per year, you spend more money on that, you are going to be able to put up more poles.

And this goes back to something Harold had said earlier about sort of the value proposition.

To me, a metric or -- is sort of pole replacements per dollars spend on that, or, you know, outages per dollar spent on vegetation management, and that's the way.

And the way that you are doing it, because we won't know -- we will know what your forecasted spend is for each of those years, because that will be in your budget or approved.  But that's not necessarily going to be your actual, and you could be shifting more money into pole replacement to keep those metrics up and then taking money from something else, but because we're not measuring on that, we don't know.

MR. BERARDI:  I think when you look at outcome measures, they're very specific. 

What you are talking about is more cost-per-unit activity measures, as opposed to outcome measures.

So I think your question is more around: How do we get visibility to some of the activities?  Cost per unit, that type of thing.

And again, I think Paul Brown on panel 2 will talk about cost per unit per poles, number of kilometres cleared, that type of thing. 

MR. RUBENSTEIN:  But I am more sort of talking about when this all gets sort of approved, even if your budget is fine.  Just when you're doing your reporting and, you know, you might be meeting your -- improving on your outcomes every year, but you are just spending a lot more on it and more than you had forecasted.  And it is not necessarily visible to the -- it won't be visible to the Board until 2020, when we sort of -- someone asks you that question for that application. 

MR. BERARDI:  Going back to one of the reasons why we selected these eight, it was because where we saw in the plan where we had increased spend.  So we felt that it was important to focus on these eight, because we are seeing increasing costs in the plan. 

MS. LEA:  That goes to a quote that I didn't understand in your evidence, or I didn't know why you made this statement.  And you say:

"The metrics had to be targeted to areas where Hydro One intends to increase investment as opposed to broad measures affected by many factors, such as the reliability measures applicable to Hydro One's entire system."

I don't know quite what that means, or the basis for that choice or statement. 

MR. BERARDI:  I would refer to the "Voice of the customer" evidence, because when we look at the "Voice of the customer" evidence, it is very clear that the customer is telling us the number one priority is bill.  So what we're focussing on is the areas of increased spend in our program, in our five-year program, that we see a direct impact to bill.

MS. LEA:  But the difficulty that I have with that is that none of the outcomes or measures appear to be targeted to reducing costs, either per unit achieved or in any other way.

So I don't understand what the outcome is of many of the activities that you are going to measure and how that gets back to customers' value.
Questions by Ms. Brickenden:

MS. BRICKENDEN:  Could I ask a question of clarification that may or may not help?

Are you focusing the investments on areas that you intend will demonstrate value to the customer in exchange for the bill increases your customers are going to see?


So you know that you are spending more on forestation, you know that you are spending more on pole-top, whatever -- I am not an engineer -- you know, "stuff", sorry.


Therefore, when you turn to your customers and say, This is what is being added to your bill, and why, you will then be able to turn around -- and this is where even I have some questions.  It is clear in some areas where you're saying, We would like to reduce the outages due to...

That one is really easy to understand, and it is, I think, easy to demonstrate and explain to a customer.  A customer will experience that right away.  Some of the others, though, I am not as clear how the customer will measure or see the value over the five-year term.


MS. FRANK:  Lisa, I think you have helped to add clarity to what we're attempting to do, because when we looked at these outcome measures we were trying to look at a deliverable that happens as a result of making an investment.


It wasn't about a demonstration that, indeed, you have been able to reduce your costs over the time, because to me that's the analysis that you do when you approve the plan.


You say, you know, have you put -- is the costing that you have in there appropriate?  And everybody is going to question that, going to challenge it.


But reporting on that after the fact wasn't something -- we thought these truly were outputs from our system.  We were focusing on outputs rather than input.


Now, like we said before, this is all relatively new days.  When we look at, what are others doing when they do outcome monitoring -- this is not the scorecard, because you've got the scorecard, and we're doing the scorecard, right?  We're going to give you all the data for the scorecard.


This is trying to say, Board, there are things that we're promising that we're going to do with this money that we get.  You'd better ensure that we do them.  Here's a set of them.  You want more, as long as they're measurable, and there is that trade-off that we did as well, and I think there is a question that maybe the Board asked about, did you decide that, indeed, the effort to gather this information justified getting the information?  Was there a payback, in terms of some of these metrics.


We had that conversation at the stakeholder session as well.  We had some people suggesting you should add 50 measures, you know, maybe more.  And others say, no, no, it's got to be a manageable set.  It's got to be something that, you know, that is -- because it costs money.  Everything you measure costs money, and so we tried to pick the big bangs.


MS. LEA:  A couple of more questions on that.  So the pole replacement, as an example, what is the outcome that is being achieved by that activity?

[Music playing in hearing room.]

MR. GARNER:  I like how you did that.


MS. LEA:  Someone liked my question.  Awesome.  Al, what are you doing over there?  

[Laughter]


MS. LEA:  Okay.


MR. BERARDI:  With the pole replacement specifically, that is more of an activity measure.  If you look at the population of poles, we're talking about replacing anywhere from 20,000 poles, approximately, a year on a base of 1.6 million.
Questions by Ms. Lea:

MS. LEA:  But why did you choose to measure an activity and not an outcome?  Why didn't you say, We know poles are causing this many outages, and we want to reduce outages, and here is what we're going to do to do that, because in some places you do have that kind of outcome.


MR. BERARDI:  The reason why we selected poles in this one, because it is purely not an outcome measure to your point, is because we see increase in spend in this area, and the focus on cost and value is why we tried to pick poles.
Questions by Ms. Brickenden:

MS. BRICKENDEN:  Could I try a question from a little different tack, because I struggled with this myself.


Surely there is a beneficial outcome to staying on top of the pole replacement program.  And my colleagues behind me may chuckle at me, because they're the asset experts, but does intensified spending in this area -- and this gets to another area in your application, I apologize, where you list a lot of descriptors for what a force majeure is -- does staying on top of pole replacement make the system any more robust against -- or less vulnerable to these force majeure -- the lesser ones that are, say, 50 kilometre mile (sic) winds instead of, you know -- so that's the kind of thing -- is that sort of outcome not tied to a pole replacement?


MR. BERARDI:  This one particular targets end-of-life wood-pole replacements.  So if you take a look at the end-of-life wood-pole replacements -- and panel 2 can talk to this, a little bit more detail, is that we have a population of wood poles that, through our analytics tool, tell us that these are end-of-life, therefore need to be replaced.


Can you draw a correlation if we replace all our end-of-life polls would we have better reliability?  The answer is yes.


MS. FRANK:  There is also a time-delay thing that you have, right?  There is a challenge of, if we replace this number of poles will we actually change the number that are end-of-life?  It may not be enough.  They may be deteriorating over time.  And as we say, Paul will have more details at the next technical conference.


But it is not a, today we change the pole.  Tomorrow the reliability, measuring number of outages from pole failure.  It is not as close a link.  It is something that happens over time, and you've got to look at the whole inventory to see if you are actually making it better or you are not doing enough to make it better.  

I suspect in this one we're not doing enough to make it better.
Questions by Mr. Garner:

MR. GARNER:  I don't follow that.  It seems to me to be quite clear.  The number of poles you replace every year on an accelerated program should reduce the number of outages from pole failure.  That's a one -- that is a relationship that must exist.  If it doesn't exist, then why replace the poles?


MS. FRANK:  Because there is other poles that are deteriorating --


MR. GARNER:  They'll deteriorate anyways.


MS. FRANK:  -- at the same time.


MR. GARNER:  They'll deteriorate anyways.


MS. FRANK:  So you're saying it would improve it from what it would have been otherwise.


MR. GARNER:  Well, it should improve it from the past experience, if you are changing your program.  If you are basically saying we're going to change our program to increase the pole replacement -- people don't care about poles, and they don't care about wires.  People care about power delivered to their place, right?


MS. FRANK:  Right.


MR. GARNER:  So the only reason you do it is to get power to their place more reliably.  If you're saying to -- if your evidence is saying is, we're going to go on a major pole-replacement program, then what we're asking simply is, okay, so aren't you going to measure how that is increasing the reliability from pole failures?  If there is no way to measure that yourself, then how do you know whether you are being successful or whether you are burning money in the air?  I mean, don't you -- you have to ask yourself the same question, don't you, is like, we're replacing these poles for a reason.


MR. BERARDI:  I would say yes.  If you take a look at asset analytics as the input to the pole-replacement program we're able to identify which are end-of-life poles and in which areas have the biggest impact from a reliability standpoint.


And the asset investment plan takes a look at that and considers that when we design our wood-pole replacement program.  So the answer would be yes to your question.


MR. GARNER:  So the next thing would be, could you measure that, right?  Could you measure the changes that you are getting over time?  Because that is the point of the program, right, to do that.


MR. BERARDI:  Yes.


MS. FRANK:  The question, I think, is, are we doing enough to make an outcome difference.  You know what?  I really think this one is better handled tomorrow -- or not tomorrow, but at the next technical conference, because we have the person who has actually determined that this is the level we should be doing there, and he will be able to indicate if this is enough to get any outcome change or not.


MR. GARNER:  Maybe I could make a suggestion.  Maybe when you do the -- remember you said you were going to do a bit of presentation again about the analytics again and maybe have a discussion around that, because that seems to go to the same program, right, that whole program you have of basically asset, identifying everything and then creating programs around it and that.


MS. FRANK:  Hmm-hmm.  Good suggestion.

Questions by Mr. DeRose:


MR. DeROSE:  Susan, one other just takeaway from CME's perspective.  I think what Mark has described in terms of, can you measure the quantifiable benefit of replacing 20,000 poles as opposed to 18 as opposed to 10, if you can do it, it would be great.


The other thing that you may want to consider when you are assessing the performance -- I mean, a scorecard around pole replacement or performance evaluation, is not just how many poles you replace, but either on a global budget, so did you replace -- if your budget -- if your goal is, for instance, 20,000 poles with a budget of X dollars, to me if you replace 20,000 poles with a budget of X minus five, you've succeeded.  If you replace 20,000 poles with a budget of X plus five, something went wrong.  You are over budget.


So I think you need to consider how you can tie the number of poles also to either the -- I don't know whether it is better to do it on a cost per pole or whether it is on a global portfolio budget, but somehow also attaching it to the value side.


MS. FRANK:  The other way of doing it is saying:  I will spend my money and if I can get 21,000 poles done, that would be better.


MR. DeROSE:  Yes.  I guess that is the other way to do it.  We will spend our money, and we're telling you we can do 20,000 poles for this amount.


If you do 18 and you spend the money, I think you are under-performing; if you do 21, you're over-performing.


That is other way to do it, and if that is what you contemplate, then I think we're on the same page.


MS. FRANK:  Let's -- I think we do need to bring this conversation back to the next group, technical conference group.


MR. DeROSE:  That's fair.


MR. COWAN:  Could I add --
Questions by Ms. Lea:

MS. LEA:  I have a more general question about the targets and so on.  And that is:  Why do I not see more specific targets and measures here?


You know, to increase, to decrease, it is very directional, as you said in your evidence, and I don't understand how success can be measured without hard targets.


MS. FRANK:  Actually, Lisa, you could help us with this one.  When the performance report came out on March 5th, on page iii, last paragraph --


MS. LEA:  Sorry, page what?


MS. FRANK: iii.


MS. LEA:  Okay.


MS. FRANK:  Last paragraph.  The third sentence, I think you say:

"When a new measure is being implemented and therefore no data has been collected, the Board will not establish a performance target..."


MS. LEA:  But you have data.


MS. FRANK:

"... preferring to monitor distribution performance and data until sufficient experience has been gained."


Our notion is we don't have sufficient experience.


MS. LEA:  But you have data.


If I can look at some of the evidence that you have provided at Exhibit A, tab 4, schedule 4, starting at page 5, you have past data, and although -- sorry?  Am I barking up the wrong tree?
Questions by Ms. Brickenden:

MS. BRICKENDEN:  No, no.  I was just going to say the context was a little different, too.


The context of the Board's statement is where a hard target is going to be enforced on 77 companies across the province, and not specific to a multi-year investment plan that is focussing on certain areas.  So --


MS. FRANK:  But you are asking that a hard target be established here?  I really struggle with:  Are we ready for hard targets? I am not convinced we are.


And --


MR. GARNER:  Well, I know we are.


MS. LEA:  I am just looking, and I saw quite a bit of hard data that you have on your past experience with some of these measures.  And in some cases -- I am just trying to find a good example here.


For instance, for vegetation management, the target is reduction in vegetative-related customer outages, but not how much.  Like, not by 1,000, not by a hundred, not by one.


Pole replacement, we have sort of talked about that quite a bit.


And other ones, there just doesn't seem to be a hard target.  It is a reduction; it is directional.  Yet you seem to have data.  That is how it appears to me, that you've us with good information.  Can you comment?


MR. BERARDI:  We do have data on each one of these outcome measures.  We've calculated the data in a manual way.


MS. LEA:  In a what?


MR. BERARDI:  In a manual way.  These are brand new, so do we have reporting infrastructures to support these measures?  Not today.


Are we looking at improvements, assuming these outcome measures get approved?  Yes, we would be looking at:  Can we report this on a regular basis?  Can we use our current systems to do the automated reporting?


Today, we do not have those in place.


MS. BRICKENDEN:  Well, the only observation I would offer for your consideration is I think, as you opened up the day, it is a significant commitment that you are making for five years, committing to a plan and committing to a budget with certain annual adjustments hopefully baked into it.


You are also -- because your customers are living with the consequences of that commitment, it is helpful to be able to project then what commitment you are making on their behalf.


And as Jennifer pointed out, without something -- maybe using the term "hard target" is a little too unfriendly, but some form of target, to say:  This is where we're going to end up, even, at the five-year period.  So that someone outside of your plan can then say:  Yeah, they're succeeding.


Otherwise, making a commitment for a directional change that we have no way of knowing if you are on target, off target, on track, off track, I don't know how your customers are going to be able to assess the value of your plan.


MS. FRANK:  Why don't we take this as one of the benefits of the technical conference, that we go away and see if there is anything more we can do on this front?


MR. RUBENSTEIN:  Can I just add --


MR. COWAN:  May I add some questions to the takeaway, then?


MR. RUBENSTEIN:  Just a follow-up, sorry.


MS. LEA:  We keep putting you off, Ted.
Questions by Mr. Rubenstein:

MR. RUBENSTEIN:  The reason I think this is actually very important is was because I -- if we ask in an interrogatory:  Please project for each of these sort of outcomes sort of what you expect, my understanding for a lot of the discussion is you wouldn't be able to or you don't think you could.


The reason why I think that is problematic is because barrelling down to a point of a hearing where intervenors will say:  They have no targets, they have no projections, and if the Board sort of agrees with that, what numbers are they going -- I think they would be hard pressed or it would be problematic for you, probably, if they sort of create them for you, and they would...


MS. FRANK:  Mark, that's why I said my notion was, yes, this is -- I hear you.  We weren't feeling comfortable with putting firm numbers in at this point.


Interestingly enough, if we were in the generation fossil plant, fossil plants have for years had the ability of doing an overhaul and looking at a change in performance.  There is a dollar spent, a change in performance.  The link is really good.


The link between a spend and a change in performance the next year, that link isn't as good for a distributor.  It is harder to do.  We have been nervous about doing it.


But I do hear the questions from Board Staff and from others, saying:  Well, you've got to do something, people.  You can't just go and say:  I don't know how to do it and I'm not very comfortable.  It's making me nervous.  You have to do something.


So we will go away and see if we... and maybe


MS. GIRVAN:  Lisa, I had a question.  I had thought -- maybe I'm wrong -- that the scorecard that was developed and issued in the Board's report didn't really apply to those in the five-year custom.  That's what I originally thought.


Because I thought Hydro One said -- and maybe in the working group:  Well, we're going to develop our own.


MS. FRANK:  No, no.  We had always said there is a scorecard and there's outcomes.  The outcomes are very specific to the plan.


The scorecard is broader brush.  So we have to --


MS. GIRVAN:  So everybody has to have a scorecard?


MS. FRANK:  I thought we were providing the information.


MS. LEA:  You have to report in the form of a scorecard, as I understand it.


MS. GIRVAN:  Okay.


MS. LEA:  Can I commend to Hydro One's notice, then, this chart that Lisa has created, it requires a great deal of detail?


And part of your answer may be:  We cannot give you all of that detail.  But if you can fill it out more completely, I think it would be of use, because I think from our perspective, I'm not sure that the way we had envisioned a plan working was to say something like:  We know where we're going to spend money, and therefore we're going to pick our measures based on where we are going to spend money.


I guess we had perhaps -- because we don't run utilities -– thought:  Okay.  I have some issues.  I have customer dissatisfaction, or I have outages or whatever your issue may be.  I have to achieve an outcome, I have to reduce my outages, I have to make my customers more happy, I have to reduce my bill, whatever it is that you choose.


Okay.  So those are my outcomes that I have to target, and they're under the Board's four outcome areas.  What do I have to do to get there?  How much is it going to cost?  And what is the benefit customers are going to see at the end?


As opposed to starting with:  I know I am going to spend money here.


And I don't want to mischaracterize your evidence, but that is how we had, I think, approached it.


I do have another question related to this, and it is the very last column on that chart.


What consequences --


MS. FRANK:  Jennifer, can I maybe --


MS. LEA:  Yes, please, go ahead.


MS. FRANK:  I would say that your characterization of what you thought was important to the company is likely a fair characterization, and that is what drove our work programs.  That is why we decided these are the areas that we need to spend money on.


So it was because of what's giving our customers problems, where our system is at risk, that made some areas a ramp-up, so that is why the spend program is thus.


When you go to the generic-type measures like overall outages and the whole system, the outages are caused by a whole variety of things.  What we tried to do is pick the items that was the largest driver of the outage and tackle that one.  So vegetation is a really big one.  But not do the whole thing.


So then we tried to come up with an outcome that more closely aligned to what we're trying to change.  But we started exactly with what's important to our customers and what do we need to do and what should be our focus and what should we spend.  We did do that.  That is what the program reflects.


The challenge here is now when we're measuring some outcome you want to say that there is a link between the work I am doing and a change to the outcome.  By doing that work, I am going to see the outcome change.


And if you have a broad-brush outcome like there's going to be, you know -- the overall SAIDI is broad-brush.  I mean, there is a whole -- tonnes of things in effect in SAIDI.  You can't see a good link:  Was that money well-spent?


But if you pick something that very directly relates to where you increase the spend, then you know, did I get value for the money, and that is what we're trying to do.


On setting the targets, I have heard you.  I understand the challenge.  We're going to take that back.  You know, we said mid-May update, you know.  We will see what we can do. 

[Laughter]  

I don't know.
Questions by Ms. Lea:


MS. LEA:  So the last question I had in this area then was the very right-hand column of this table, which is the consequences.


In your application, do you propose what consequences the Board should impose or consider for failure to meet performance targets?  How would we know when to apply them?  When would they be applied?  What would happen?  Have you considered that?  Do you have a proposal for that?


MS. FRANK:  My basic notion would be it is premature for consequences.  And when I looked at other people who have done consequences, they have also done rewards, and -- because we look a lot at OFGEM, and one of their real -- I was amazed that the customer satisfaction thing is -- they get paid a reward.  They get paid more money if their customers say, My utility contacted me.  That means all I have to do is phone the customers, the customers say, Yes, I got a phone call.  I'm still not happy, but I got a phone call.  You get money.


So I think we've got to be careful, because to me that's -- I was totally amazed that that is a reward that happens just for contact, not for satisfaction.


So we're struggling with the idea that consequences, meaning penalties, are right at this time.  I think that that is something that can evolve over time, and then it better be balanced.  If you're going to get a penalty, you're going to get award.  If you exceed any of these things, now that we have, you know, the objective to having hard targets, we do better than, we get a reward.  Everybody ready to reward us for doing better than?  Likely you would say, No, I'm not ready to do that, because I can't tell enough if the target is really an appropriate stretch target.  I can't tell enough.  I don't want to reward you.

MS. LEA:  No, I understand.  I wanted to hear what you had to say about that.


Board Staff needs to take a moment.  Please go --
Questions by Mr. Garner:

MR. GARNER:  Yeah.  It seems to me -- two things -- and because I have to leave, I want to ask you one question before I go.  But Susan, would it be right -- it's -- the story I think I am hearing is -- runs something like this on the outcomes, is -- in part, not in all of it.  We've created this analytic program and stuff that you want to show us.  It is kind of -- "revolutionary" may be a big word, but it is changing the way you are doing some things inside the company, allowing you to be better at -- you think, in some things, certainly on your asset side.  However, it is very new.


And in implementing it you are not at the stage yet of really having that comfort, you say, with that base line, because that is part of what it is trying to achieve to give you, is sort of a sense of where you are at and where you are moving from.  Does the analytics in that program you showed us, is that -- am I couching it correctly?


MS. FRANK:  I think my -- I think the analytics, in terms of condition of the asset or, you know, how impact it is to customers, that is accurate data.  My problem is more, if we make a change and improve something, what will the output be?  That is the piece that -- you know, when we make a change in this area, I am less comfortable that we're broad-brush changing.  That is the piece.


MR. GARNER:  My other question is very unrelated, and really it is 2L in the filing. And the filing is a bit unconventional from what I have seen among all the utilities refiling for cost of service, no matter what they go on to after that.


And particularly, I notice the absence of what they traditionally call at the Board Staff the Chapter 2 forms and the RRFW forms, the Excel live spreadsheet forms and that.  And I am wondering, was there a reason for that?


And I will tell you the concern is, the concern is this application seems to me to have two aspects now that I am trying to grapple with.  One is, what's the appropriate 2015 base year?  I know you are saying it goes up a lot, but that is a question.  Once that is established, there is a question of what happens after 2015.  That is the first step, though, everybody goes through.


And what seems to be missing, because there is no Chapter 2 in that, is there is no large OM&A tables, there's no capital tables or like those in the live Excel spreadsheets, there is no -- so you can do a historical analysis sort of review of it.


And I was wondering why, and if that can be provided?


MR. AL COWAN:  Well, let's start with Chapter 2, 3, 4, 5.  Technically, we've heard from Board Staff and discussions with Board Staff that for a custom application a lot of those chapters do not apply.  There are no rules per se, okay?


Number two, we've tried to follow as closely as possibly what we've done in the past, because that's what you've seen.  So we do provide Excel spreadsheets, obviously, on the rate side, the cost-allocation rate design.  We do try to provide you with detailed tables in the evidence to show you.  We have given the five-year -- like, we've been informed by Chapter 2, 3, 4, 5.  Like, we've given -- we've given the five-year history, for instance, so you can see by the various categories sustaining development.  Then we burst that out as you get into the details, C and D exhibits, both the five-year historical and the five-year forward-looking dollars.


So you do have a good historical comparison, and you can compare it to the go-forward approach, and you can see in many of the categories that the costs, especially in the OM&A categories, a lot of the costs are going down over the five years from historical levels, reflecting a lot of what Rob has talked about, which is the productivity.


MR. GARNER:  Right.  Just for the historical is where I am talking about.  I don't -- and I could have just not seen it, Al.  I don't recall seeing, for instance, Excel spreadsheets for OM&A at a detailed level for, let's say, the last time you had a cost-of-service application leading up to with your bridge, and then having your forecast two-fifteen.  That is not in there, is it?


MR. AL COWAN:  No, we don't file Excel OM&A spreadsheets in that.  We've only filed, as I say -- the only Excel spreadsheets we have ever filed and we continue to file are the ones around the cost allocation and that.


MR. GARNER:  Is there a problem with doing that?


MR. AL COWAN:  We would have to create them.  I don't know, I would have to look at Glenn as to what sort of time and effort that would take.


MS. FRANK:  You have the data, Mark.


MR. AL COWAN:  Yeah, the data's there.


MS. FRANK:  The data is all there.  It is just a matter of, you want it in a spreadsheet rather than --


MR. GARNER:  What detailed level, because I don't remember seeing OM&A at a fairly detailed level.  Not --


MR. AL COWAN:  Now you can bring up some examples to show you if we go to sustaining.  We start at higher level, and then we explode it down into many levels of detail.  We start at the line level, the station level, and vegetation management level, and then we, you know, we open up the lines into various categories, et cetera.  So once that comes up we can walk you through it.  All the information is there.


So this is the higher level.  You can see the comparison there.  So that is kind of at the highest level by -- you've got a five-year history, and you've got the five-year projection.


MR. GARNER:  Where is the Board-approved number?  Which one is the Board-approved number for --


MR. AL COWAN:  The Board-approved number, we have to go into -– remember, the last Board-approved number is 2011.  So in some of the more -- I think it is the financial ones, we have a -- or is it the summary of OM&A, we have the Board-approved?


But they are in there too.  We just got to find it here.  So there it is. 


MR. GARNER:  Thanks, Al.


MR. AL COWAN:  As I say, Mark, when you get into the details of each of the C and D exhibits, it expands on each of the various elements.  And sometimes there is a separate tab for various elements of -- if you take common costs, for example, you will see a tab for asset management, you will see one for IT, you will see one...


So it is all there.  It is just -- so if you look at it.


MR. GARNER:  It would be like an appendix 2K for labour and compensation, and that type of thing?


MR. AL COWAN:  There is compensation...


MR. GARNER:  Like, the same -- the equivalent version.


MR. AL COWAN:  Yeah, compensation, wages, benefits, all the information is there.  It is in similar form to what we filed in the past, except now we have added, you know, three more test years and we have added basically three more historical years as well.


So as I say, we have tried to meet the spirit of it but -- so you've still got all of the information you need.


MR. GARNER:  Thanks, Al.


MR. AL COWAN:  Yes.
Questions by Mr. Cowan:


MR. COWAN:  I will try once more.  Okay.  A few little questions.  Not for immediate answers, but to make this table more useful for all concerned in due course.


The reference to numbers of poles, at one point it says:  We're doing approximately 20,000 poles a year.  But the total number of poles works out closer to an 8,000 number of poles per year average.  The target's for 11 to 15,000 poles a year.


The question I have around that is that works out to be roughly 0.7 to 0.9 percent replacement against the 1.6 million base; how rapidly are you falling behind those levels?


And then I guess the substation refurbishments, you're looking at a jump there from 46 million to 203 million, with a five-fold increase, and the pole-top transformer replacements, the PCB ones, from 4 million to 39 million, just shy of, well, a 9.75-fold increase.


And then the distribution line refurbishments, 307 million down to 15 million, as in you're going to stop at -- 15 million over five years compared to the past, that's one-twentieth.  So one-twentieth of 60 months is three months.  It would end three months into the program, basically.


Is that what is going to happen?  Are these numbers accurate in any way?


But my real thoughts with respect to outputs as opposed to inputs -- I really want to stress that difference again -- I think you will find it extremely helpful to provide these numbers, even just for yourself on a regional basis, so you can compare parts of the company at the corporate level regionally, the same as insurance companies compare regional sales offices with other regional sales offices, and Magna compares each of its 45 plants in Ontario with all the other 44, plus all their hundreds of plants in other countries. 


They can do it.  I am sure you can do it.  And the stress, again, outputs for me when I look at you -- safety, line losses, the ratio of planned to unplanned outages in different parts of the province, new and lost customers as fractions of the existing -- these things really get back to cost, to reliability and to quality.


And the last part of it -- and I, for a variety of reasons, had to do a lot of dealings with auto manufacturers, auto parts makers lately.  They have stressed with me power quality in Ontario is an extremely serious problem.


So the businesses we never get, I think there are two things to blame on this in Ontario:  Rob Ford -- because when anybody says let's go to Toronto, everybody else chuckles -- and power quality. 


Power quality has kept a lot of auto parts makers out of Ontario the last two years.


Those are my comments for the moment, and I make them in the hope of guiding whatever might be forthcoming in the next month or so. 


The last comment I have is a general one, and it has to do with scheduling overall.  And the basic question would be:  Should we wait on the actual distribution hearing until the transmission costs are allocated? 


MS. LEA:  I am not sure what you mean.


MR. COWAN:  It is a big dollar.


MS. LEA:  I'm not sure what you mean by "allocated."  I think allocation is done by the company.


Are you saying:  Should we wait until we have the evidence of allocation before us? 


MR. COWAN:  Initial allocation is done by the company, and it may be contestable. 


MS. LEA:  Right? 


MR. COWAN:  Yes.  Maybe that could make a very big difference to what happens in distribution. 


MS. LEA:  Yes.  We are aware that the two are very closely linked.


MR. COWAN:  Hydro One, for example -- well, sorry, Toronto Hydro loves it when farmers pay for transmission costs which are really Toronto distribution costs. 


MS. LEA:  Oh, I see what sort of allocation --


MR. COWAN:  Yes.  It could make a difference of several hundred million a year.


MS. LEA:  Perhaps the company can comment as to when that is done and whether it is part of the transmission or distribution evidence. 


MS. FRANK:  You're talking about transmission rates?  Transmission --


MS. LEA:  Yes, and what becomes -- different buckets of costs in transmission, I think.


MS. FRANK:  There is uniform transmission rates that get calculated.  They don't do the split that Ted would like us to do, because they're pretty big buckets.


MR. COWAN:  Yes.


MS. FRANK:  I don't think there is any thought that we're going to redesign the uniform transmission rates.


We weren't initiating that. 


MS. LEA:  It might be the Transmission System Code allocations that you are talking about, Ted.


How about -- I don't know.  Can you talk -- David Richmond is the expert on that.  Can you talk to him about it, because I am not sure I am going to understand?


MR. COWAN:  We will do that offline.


MS. LEA:  Okay.  Perfect.


MR. COWAN:  This is not something that we need to decide before tea time.


MS. LEA:  Okay.  Thanks.


Other people with questions before tea time?  I have two.  Or we can take a break now, because we have been going for an hour and a quarter. 


MR. STEPHENSON:  I had one, Jennifer.


MS. LEA:  Mm-hmm?
Questions by Mr. Stephenson:

MR. STEPHENSON:  It's just on this reporting issue.


And I want -- just to use the pole replacement example as an illustrative example.


As I understand it, you know, you guys are ramping up pole replacement because you perceive that in the absence of ramping up pole replacement, you are going to have a bunch of adverse consequences in terms of increased outages and whatnot.


But if we're actually measuring from an outcomes perspective against historical, you may -- you may not have much of a change at all, because as I understand it, what you're -- you're not necessarily increasing -- undertaking this exercise in order to improve your compared-to-historical performance.


You are doing this to avoid an adverse outcome that would occur but for your ramp-up; am I right, more or less, about that?


MR. BERARDI:  I would say yes, more or less. 


MR. STEPHENSON:  But here's where I'm getting at and that is this.  I mean, like it's easy to report, at least at some level, you know, what you did this year relative to what you did last year, and how your system performance is this year relative to what you did last year. 


The real question I have is that since the main objective of this was to avoid an adverse outcome that would have occurred but for doing it, I mean, is there any meaningful way to report how your performance is relative to the forecasted decrease of performance that you were anticipating and have now avoided by virtue of this new program? 


I am not sure that that is a meaningful number. 


MS. FRANK:  I think this -- we're into a level of examination of outcome measures that I am not convinced we've got the right people sitting here to deal with. 


MR. STEPHENSON:  All right.  My point really is that I'm not sure that what you're being asked to do is helpful to anybody. 

MR. COWAN:  Can I provide an interjection on that?


MS. LEA:  Okay.  Well, just before you do that, who else has questions before the end of the day?  Because I just want to judge as to whether to take a break and come back or finish now.  Other questions?  Ted, myself...  Okay.  Ted.
Questions by Mr. Cowan:

MR. COWAN:  Very quick.  If you have 13 regions in the province, all with poles -- and right now with the .7 to .9 percent replacement rate you are looking at a life cycle of between 110 and 140 years for 75-year-old poles.  It is going to vary substantially from the worst of those 13 regions to the best of those 13 regions.  The best might have poles that are sitting in there at 50 years average, and the worst might have poles that are looking to have to make it to 150.


Thirteen numbers tells you right across the province are a critical asset where there is significant problems.  If that is not possible, then management is not possible.  It is as simple as that.


I've got 47 regions around the province.  I have to know where my membership is, who's got problems by region, who's got problems by hogs, who's got problems with lettuce.  If I can do it for roughly 50,000 farmers, somehow I think you can do it for 1.6 million poles.


MS. FRANK:  Well, actually, we do have that information pole by pole.


MR. COWAN:  Yes.  Yes.


MS. FRANK:  What you are asking is to aggregate it into regions.


MR. COWAN:  Hmm-hmm.


MS. FRANK:  We've got the information in a far more detailed level and a -- very close to how it affects the customers.  So there are some poles that, true, are 75 or more years older, but they only affect a couple of customers, and we say that is unfortunate for those couple of customers, but we're going to wait until they fall down.


MR. COWAN:  Right.


MS. FRANK:  When they fall down we will be able to replace them.


MR. COWAN:  I know those poles pretty well.


MS. FRANK:  Yes, might be a few of your customers, yes.


But adding -- you know, grouping them into regions and changing the nature of the work program because of it, I think we're at a more micro-management type thing.


MR. COWAN:  I think we're in an understanding of the situation kind of thing at quite a broad level, whereas the average -- nothing is average.


MS. FRANK:  Yeah.  Well, we look at our details.
Questions by Ms. Lea:


MS. LEA:  I have a couple more questions, and then we're done; that is, Board Staff is.  And pardon me if you have already answered this.  I just want to be clear about it, though.  On page 20 of the Board's report -- and this is under the -- just made very sure it was under custom IR -- it says that:

"Planned capital spending is expected to be an important element of the rates distributors will be seeking, and hence will be subjected to thorough reviews by parties to the proceeding."


As you have noticed.
"Once rates have been approved the Board will monitor capital spending against the approved plan by requiring distributors to report annually on actual amounts spent."


Are you recording actual amounts spent somehow in this application?


MS. FRANK:  Well, what you're saying, are we going to commit to reporting to the Board --


MS. LEA:  Yes.


MS. FRANK:  -- these annual amounts, and the answer to that is yes.  We will clarify, when we do our update, that we were intending to file in addition to the outcome measures all the other information that is necessary, and that has capital information.


MS. LEA:  Yes, okay.


MS. FRANK:  So you're getting it.


MS. LEA:  So regarding the adjustment then to rate base, the Board's reported a case, so this is to occur at the end of the term to reflect actual spending, but are you intending to adjust your rate base over the term of the plan to reflect actuals?


MS. FRANK:  No, we're not.  Our notion is we don't expect to adjust for actuals through this period at all.  We will go with whatever the plan is. And then when we would do the next, let's call it 2020 plan, whatever -- the rate base, obviously, would be updated for whatever the actual was for the go-forward.  But we're not expecting to do any update or any true-up for what's happened during this five-year period.


MS. LEA:  So you are not trueing up for additions to your in-service plant.


MS. FRANK:  No, no.


MS. LEA:  No, okay.  Anything further?  Thank you very much.  From our perspective, those are our questions.  Anybody else?  Last call.

MR. DUMKA:  I am just wondering if we're going through the rest of the evidence agenda that Hydro One provided.  We've got stuff on rate base and service-capital additions, revenue requirement, the application exhibits, summary of application, financial summary.  Like, I didn't know if there was -- it's here, so I was expecting Susan to go through some overheads or something touching on it.


MS. FRANK:  I mean, we're happy to take any questions you have on this, Bohdan.  It's fine.  I wasn't going to -- because it is in writing.  You've got her evidence on it.  It wasn't something that I saw as different or unique, and we had it to use a presentation on.  So, no, I wasn't -- there is nothing else we were going to do in terms of a presentation, but we're certainly keen, if you've got questions, to do our best to answer them.


DR. HIGGIN:  We still have some questions related to service-quality indicators and the forecast for those.  We still have some.  So either we can wait or ask them now, whichever you wish.


MS. LEA:  Shall we take a break then, if folk have more questions.  Shall we return at ten past 3:00?  Thank you.  Ten past 3:00 by that clock then, which is about 14 minutes from now.  Thank you.


--- Recess taken at 2:55 p.m.

--- On resuming at 3:14 p.m.


MS. LEA:  So we're back, and I think Roger had some questions.
Questions by Dr. Higgin:

DR. HIGGIN:  Thank you, Jennifer.


These questions, the initial ones, are about service quality for the five-year period.


Maybe as a segue into that, we could look at Exhibit A, tab 18, schedule 1, page 7, table 1, if we have our person with the computer buttons down there.  Again, Exhibit A, tab 18, schedule 1, page 7, table 1.  Okay.


So the first -- I have a series of little questions, but I can -- we will try going in step.


So does Hydro One think that these are indicators of quality or are they indicators of performance, and how that relates to the customer expectations that you have discussed under tab 5, "Customer"?


So that's the first question.


MR. BERARDI:  I would say that they're service indicators, so that they're more of quality in nature, but you have to look at this with customer satisfaction.


DR. HIGGIN:  Yes.


MR. BERARDI:  And I think where you're talking about is the "Voice of the customer."  And the impacts of "Voice of the customer" impact on these, and the relativity of these --


DR. HIGGIN:  Yes.


MR. BERARDI:  -- is that as we get more feedback from our customers, there is a potential for these to be changed.


DR. HIGGIN:  Okay.  The second question is, then, if we look at the forecasts from 2014 through to 2019, the question is:  Why have you set these at the minimum OEB target, as opposed to, for example, the historic average or recent historic average?


This doesn't seem to me to be indicating that this is an area for focus and for, quotes, "maintaining" that through the period, and therefore I am somewhat surprised to see these numbers.


MS. FRANK:  Roger, it is an indication that we have trouble setting targets in the future.  Maybe that is really what the fundamental problem is.  Just like we do with our other outcomes, we really struggle with coming up with fixed targets.


So I totally agree with you that a steady state at the minimum amount that the OEB would -- would you be satisfied with that --


DR. HIGGIN:  No.


MS. FRANK:  -- if it was a deterioration from what you had seen in the past?  Likely not, right?


DR. HIGGIN:  Correct.


MS. FRANK:  Because you had said:  As a customer, I am okay with where I am today, not a deterioration.


I think these tables are more -- represent the challenge that we have with forecasting where we're going to be on the service quality or on the performance.  It is that challenge.


DR. HIGGIN:  We would put that to you to reconsider that, because if you go down further to table 2 -- which is on page 9 -- you did manage to forecast SAIDI, SAIFI on that; correct?


MS. FRANK:  But once again, if you look at that, when you look at what we're doing over the 2005 to 2019 period, not a whole lot, right?


DR. HIGGIN:  Well, but you did at least come around the historic level.


So anyway, I wanted to raise that as being, in my view, a major disconnect with the focus on the customer, to put that out to you that I hope you would reconsider that and possibly look at some moderate forecasts that will show a maintenance for the outlook period.


So and then the final question:  Is there any specific direction that you were following in the guidance from the OEB in the RRFE, as to how to present these in the future?  Is there something that guided you to put, in essence, the targets as being only the OEB minimums?


MS. FRANK:  No.  I don't think we're limited to what the OEB's minimum is.


I certainly think you could look at historic averages.


Our guidance we'd have from our customers and our business would be that we're looking for stability over the period; on average, stability, not improvement.  But we're certainly not looking at deterioration either.


So you make a good point, Roger.  We need to go back and look at those targets.


DR. HIGGIN:  Just to add to that, that one of the premises in most incentive plans -- using the "incentive" word -- is there is no deterioration, material, of such things as performance.


MS. FRANK:  And certainly that is our intent, so why these numbers, you'd say and I'd say, that's -- thank you for bringing that to our attention.


DR. HIGGIN:  Okay.  I have one other area, Jennifer, if I -- it won't take long, if I could.


MS. LEA:  Yes, go ahead.


DR. HIGGIN:  So this is to do with historic 2013 in-service capital additions.  And the segue into that is if we could get the computer to bring up D1-1-2 and table 1, which is schedule 2, page 2, table 1.


Okay.  So in a cost-of-service environment -- and we can argue whether 2015 is a cost-of-service environment or not -- we tend to look at the historic -- no, I wanted only to the chart, sorry.  The other chart that you had up was correct.  I didn't want that one.


MR. AL COWAN:  That's attachment 1.


DR. HIGGIN:  That's it, sorry.  Sorry.  Thank you very much.


I just wanted you to look at this and say:  Well, from a cost-of-service perspective, what does this say about the past and the future relative to the performance under the ICM component in 2013 and the projections that you are making for 2014, and of course, importantly, 2015?


So let's go and let's look at the big one here and say:  What happened to the pole replacement program?  You were given a budget of 22.9 million and you spent 15.2.  Now, the number of poles has increased, agreed, to 10,000 -- those numbers have been put forward -- but apparently that's below your expected achievement.


And the question is, you know:  Can you really ramp up to the levels you are proposing, given historic information such as this?


MR. SCOTT:  So, Roger, just to clarify, your concern is not hitting the actual wood pole numbers?  Or is it the fact that we came under our spend?


DR. HIGGIN:  It is both.


MR. SCOTT:  It's both?  Okay.


Yes, so on the wood pole numbers, we came in under by 3 percent.  We were 97 percent of our target for the numbers, yet we were under-spent.


Now, I think it goes further into this exhibit.  It does talk about why we were under-spent to the form of ideal summer conditions, frost is out of the ground early, type of thing.  So we were under-spent by about $10 million.


So if I could refer you to our ability to, I guess, spend -- do what we say we were going to do, if you were to pull up earlier the D1-1-2, attachment 2 under "In-service capital adds" -- we were there a minute ago.


DR. HIGGIN:  Yes.  Yes.


MR. SCOTT:  And if we were to look at our 2010 and 2011 approved spend -- OEB approvals and actuals, in 2010 we under-spent by about $25 million, but in 2011 we over-spent by about $30 million.  To the total at a high level, $900 million was put in service and there is a bit of a timing issue.


So we feel comfortable that we can deliver, as we promise, on in-service adds.


Going back to your question around what happened in the ICM in 2013, the unfortunate news -- if you want to call it unfortunate -- is that we did come under budget.  The OEB approved us for a certain number, and that is what went into our rates.


When we true up in this true-up process, our rate base, our rate base will go down by that $10 million, and we will catch that up again.


DR. HIGGIN:  Of course.


MR. SCOTT:  So those are sort of --


DR. HIGGIN:  So what I was going to suggest is, because of its importance, not only that category but any others that is well underspent, fleet for example, look at the fleet.  It is very much underspent.  I think variances information is required to give us some confidence about the projections of your spend and quantities of activity in two-fifteen, so that's what my suggestion would be as a takeaway, so that's all I had.


MR. SCOTT:  All fair comments.  Thank you.


DR. HIGGIN:  Thank you.


MS. LEA:  Other questions at this time?


Seeing none, just a couple of thoughts to wrap up with then.  Thanks, everybody, very much for today, particularly to Hydro One.
Procedural Matters:

Now, our next technical conference is scheduled for April the 23rd.  Board Staff is going to try to have some questions to Hydro One, we hope, by April the 17th.  But because it is the Easter holiday weekend, you know, you get them just before Good Friday, so that is a great plan there.  We will see what we can do to get them to you on that Thursday.


And can I suggest that we set aside the time -- technical conference 3 on April the 30th, once we finish with the questioning, can I suggest that we have an issues discussion at that time?


It appears that most folk think that would be valuable.  Hydro One will have had some time to think about it, and it will use Hydro One's original proposed issues list as a base unless Hydro One wishes to file an updated list before that time, but I am hoping we can have a parties' discussion of the issues immediately following the technical conference on the 30th.  So on the 30th, in the second half of the day or however it shakes down.


Thanks very much, all.


--- Whereupon the conference adjourned at 3:26 p.m.
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