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Tuesday, September 9, 2014
--- On commencing at 9:29 a.m.

MR. QUESNELLE:  Good morning, everyone.  Please be seated.  Thank you.

From what I understand there are no preliminary matters to deal with this morning.  Mr. Rogers, anything?
Preliminary Matters:


MR. ROGERS:  Just one small -- it is a quasi-preliminary matter, sir.  We have an answer to an undertaking, which we can file this morning.

MR. QUESNELLE:  Great.

MR. ROGERS:  And as often is the case, it turned out to be a little more complicated than I had appreciated, so I am going to ask Ms. Frank to give you a brief explanation of the answer.  This is Dr. Higgin's request concerning the revenue requirement.

MR. QUESNELLE:  Thank you.  Okay.

MR. ROGERS:  And that is Exhibit J1.2.  Hard copies are on the way, but I think we can put it up on the screen for you.

MR. QUESNELLE:  All righty.  Thank you.  That was the one that we were making reference to a notional revenue --


MR. ROGERS:  That's right.  There is the confusion.

MR. QUESNELLE:  All right.  Thank --


MR. ROGERS:  Ms. Frank, can you perhaps look at the undertaking answer J1.2 and just explain to us the reason for the two calculations?

MR. QUESNELLE:  Okay.

MS. FRANK:  Thank you.

MR. QUESNELLE:  Thank you.

MS. FRANK:  Yesterday, when we were having the discussion about -- it was actually about Exhibit E-1-1, schedule 1, and what's happening in terms of the revenue requirement compared to 2014, and that was the struggle, what's 2014.

MR. QUESNELLE:  Yes.

MS. FRANK:  So in the response we provided two ways of looking at it.  The first one is consistent with what our Chair has suggested, where it is, what is the forecasted 2014 distribution revenue using existing rates and the forecasted load for '14, and that's the $1.3 billion that you see in the first line.  That is using the methodology that you suggested.

MR. QUESNELLE:  Okay.

MS. FRANK:  Then the second methodology, I think, is more consistent with what Dr. Higgin was suggesting.  He was talking about a notional calculation of revenue requirement.  And that uses what the costs are, what the forecasted rate base is, and what we've done here is, we've used the OM&A expenditures that reflects the six months actual OM&A, plus leaving the forecast for the rest of the period, and that comes up to the 1.426.

And just on the reason why we use the Q2 actuals, I will actually ask my assistant if she will flip up the technical conference response TCJ1.13.

So if you look on this, there's a shaded column, the Q2 actuals.  And we use those Q2 actuals, and you will see it will be readily apparent when you look at the bridge year, the column to the left of that for 2014, that there are a few cost areas which are running quite a bit ahead of budget, and so what we've done is, we've taken the first six-month budget, replaced it with the actuals, and, therefore, it is a higher number.

So that's what you use to come up with the 1.426.

MR. QUESNELLE:  Okay.

MS. FRANK:  I am hoping that this provides Dr. Higgin with two options for his calculation.

MR. QUESNELLE:  Yes.  I think together with your response and the transcript this morning he can piece together however he sees fit to use it, and there is a lot of detail around it, so that should be suffice, I would think.

MS. FRANK:  Okay.  Thank you.

MR. QUESNELLE:  Thank you very much.

If nothing else, Mr. Stephenson, I believe you are up first this morning.

MR. STEPHENSON:  Thank you, and good morning.
HYDRO ONE NETWORKS INC. - PANEL 1


Susan Frank, Previously Affirmed.


Mark Winters, Previously Affirmed.
Cross-Examination by Mr. Stephenson:

MR. STEPHENSON:  Good morning, panel.  Starting, I think, with you, Ms. Frank, I just want to talk about incentives within the context of the application that's been filed and how that fits together with the concept of incentives under a IRM as we have come to know it in the LDC world in Ontario over the last decade, for example.

And you and I have sat through many sessions in this room and in this -- at this Board about IRM over the last decade.  And would you agree with me that through all that process the key aspect of incentive that comes from the traditional IRM that we've come to know is the delinking of rates on the one hand and the utilities' actual costs on the other?

MS. FRANK:  I'm going to agree there's a delinking.  I'm struggling a bit of how that is an incentive.

MR. STEPHENSON:  Well, it's the combination -- I suggest to you it is the combination of that, together with a rate period over a number of years.

The incentive arises by virtue of the fact that, once the rates have been set through the formula, the utility has a very significant economic incentive over time to reduce its costs, because its revenues will -- its net income can go up.  It can in effect earn more than might have been predicted if it simply kept its costs sort of as predicted at the rebasing period.

MS. FRANK:  The reason I struggle is, while there is that side of the possibility that if you could find efficiencies you could hang on to them as utility, there's the other side of it:  If your costs are higher as you are in our case -- and the reason we didn't use IRM is our capital costs continue to grow and our rate base grows and there is no ability to accommodate that under the IRM when it is typical ongoing-type activities, just large capital expenditures.  So there is a disincentive for us.

MR. STEPHENSON:  I accept in your circumstances that may be the case, but I'm talking about the theory.  The theory is that you delink costs and rates and you give the utility time, and that creates an economic incentive, all things being equal, for the utility to find efficiencies, to reduce costs, because they will benefit financially, if they achieve that.  That's the intrinsic incentive.  Correct?

MS. FRANK:  I would agree with the theory.

MR. STEPHENSON:  Okay.  There is an intrinsic risk with traditional IRM that the Board has identified, and I think you and I have heard about it all the time, which is that in the quest to reduce costs and therefore obtain the economic benefit that can come from IRM there is a risk that a utility will -- won't spend enough, and there is a risk of degradation of service and reliability.  That is a concern that has been identified.  Correct?

MS. FRANK:  Yes, I would agree with that.

MR. STEPHENSON:  And people have talked about various ways by which that risk can be managed, and whether it is through standards or the potential for rewards and penalties, that is all addressed to that risk.  Correct?

MS. FRANK:  I think that's why we have performance outcomes and measurement, in terms of service quality.

MR. STEPHENSON:  Right.  Now I want to talk about your application.  The difference between your application and the, you know, second-generation IRM or whatever is that under your -- leaving aside the fact it is for five years instead of two or three, but under your scheme or proposal, the go-forward rates are not determined on a formulaic basis.  They're determined on a forecast cost basis.  Correct?

MS. FRANK:  That's correct.

MR. STEPHENSON:  But let's assume, just to simplify things here, that your -- the Board grants your application as asked, okay?  It's an assumption I am sure you are happy to take.  The moment that happens -- that is, the Board grants the application -- I'm going to suggest to you that the effect of that is exactly the same as if the Board had granted a five-year IRM in the sort of second-generation flavour of it, in the sense that, as of the moment the application is granted, your rates are locked in for the duration.

MS. FRANK:  I'm hesitating because of the annual adjustment mechanism.  That aside -- that aside --


MR. STEPHENSON:  You would agree with me under both schemes there are a variety of annual adjustments and off-ramps and so forth?  That is a common feature?  The precise details may be different, but it is, broadly speaking, a common feature; fair?

MS. FRANK:  That's fair.

MR. STEPHENSON:  Okay.  So leaving that matter aside, which is common, in both cases you're effectively locked in for the duration; correct?

MS. FRANK:  That's correct.

MR. STEPHENSON:  Okay.  So I'm going to suggest to you, from that moment going forward -- that is from the approval of the rates -- the incentive for Hydro One and the risks for the system are exactly the same, regardless of what the precise mechanism that led to the locking-in of those rates.

MS. FRANK:  I will agree with that.

MR. STEPHENSON:  And the reason that the incentives are precisely the same is that for the five-year duration, your rates are completely de-linked from your actual costs.  Again, subject to these adjustments.

MS. FRANK:  Yes.

MR. STEPHENSON:  And so if, under IRM, you have an incentive to reduce costs because you can, in effect, keep the earnings, you have exactly the same incentive and exactly the same extent of that incentive under your proposed scheme.

MS. FRANK:  Yes.

MR. STEPHENSON:  And I'm going to -- let me just use an example here.  And I am going to come back to this when I deal with the panel about compensation.

So you're coming up to a round of collective bargaining with my client, the Power Workers Union, next spring.  In fact, starting soon, but the collective agreement expires next spring; correct?

MS. FRANK:  That's correct.

MR. STEPHENSON:  Okay.  And you've embedded in your application a forecast with respect to compensation cost escalation over the period of your application; correct?

MS. FRANK:  Yes, we have.

MR. STEPHENSON:  Okay.  Again, let's, for the purposes of this conversation, assume that the Board grants your application as asked.

Isn't the effect of your application that you will be, the company will be, under a ferocious incentive to meet or beat the forecast that you have embedded in your application in terms of that collective bargaining?

MS. FRANK:  I don't know about your modifier.  Certainly it's -- the company would feel very obligated to stay within our forecast and look for opportunities to do better so that we could actually increase our work program.

MR. STEPHENSON:  Well, but let's leave aside, you know, all the niceties here.  If you -- if you beat the forecast in collective bargaining, the company keeps the difference.  I mean, they can deploy it as they see fit, but in theory it goes straight into the shareholder's pocket; correct?

MS. FRANK:  That would not be our intention.

MR. STEPHENSON:  It would be an available option?

MS. FRANK:  It would be an option.

MR. STEPHENSON:  Okay.  Similarly, if you don't beat the forecast, if you do worse than the forecast, that comes straight out of -- it either comes out of the shareholder's hide, or you've got to accommodate it somewhere else.  Right?

MS. FRANK:  That's true.

MR. STEPHENSON:  And so you will be facing a very significant economic, direct and significant economic forecast in those negotiations, as I say, to meet or beat your forecast?  There is a real tangible win/loss directly for the company; correct?

MS. FRANK:  Yes, I will accept that.

MR. STEPHENSON:  And that's just an example.  That, the same basic thesis, will be true whenever the company has -- is engaging in any cost exercise.  To the extent you can meet or beat the forecast, you're great and economically advantaged, and to the extent you do worse than the forecast, that's going to create a serious challenge for the company; fair?

MS. FRANK:  Yes.

MR. STEPHENSON:  And you'd agree with me that is a tangible economic and financial incentive for the company go-forward once the application is granted?

MS. FRANK:  Incentive or disincentive, yes.

MR. STEPHENSON:  Well, let's put it this way.  You have an enormous incentive not to do poorly and an enormous incentive to do well; fair?

MS. FRANK:  Okay.

MR. STEPHENSON:  Now, I just want to talk to you about the other side of the equation, which is the risk factor about -- the concern that intrinsic in the system, because of the financial incentives and the economic incentives, there's a risk of excessive cutting and potential degradation of service quality and reliability.

And you have yesterday commented on the issue of rewards and penalties.  You recall discussing that?

MS. FRANK:  Yes, I do.

MR. STEPHENSON:  Okay.  And that, you -- I mean, one of the reasons you raised that is that that has been an issue which has been bantered about in this jurisdiction in relation to IRM for at least a decade; fair?

MS. FRANK:  That's fair.

MR. STEPHENSON:  Okay.  And as you may or may not know, my client's been beating the drum in favour of rewards and penalties for at least a decade.

The sense I got from you yesterday is it's just too soon for rewards and penalties.  There's not a good enough appreciation of all of, A, how to do it, and B, what the implications of doing it might be; correct?

MS. FRANK:  I am very concerned that with rewards and penalties, you drive a behaviour that is maybe not in the best interests of the customer or in the long-term viability of the company, and therefore care is necessary before you start down that path.

MR. STEPHENSON:  Right.  You're concerned about perverse outcomes?

MS. FRANK:  Yes, I am.

MR. STEPHENSON:  So okay.  Is the concern driven by a lack of information and a lack of good understanding, or is that this can never work?  Which of the -- which of the two is it?

MS. FRANK:  I'd say it's more the former, that we don't have the information.  But there's also some observation that we find in jurisdictions where they have come up with rewards and penalties and discussions we've had in Ofgem, where they do have some rewards and penalties.

One that I think is a demonstration of that, you know, "careful for the consequences" was make sure you contact all your customers.  There had to be -- there was a reward if all of the customers were contacted individually, directly, to get their level of satisfaction.

So it wasn't doing surveys.  It was contact each customer.

So the conversation that I had about how did they respond to it was they hired a firm to make calls and recorded the calls to each customer, and then recorded that they actually were in contacts with the customer, had their comments, and then they got the reward.  There was no action necessary.  They incurred the cost of a firm to do that, and they didn't actually change the behaviour at all, but they got the reward.

And my feeling is that's exactly the thing you want to avoid.

MR. STEPHENSON:  But that may just be a design flaw; fair?

MS. FRANK:  And when you're in early stages and you haven't thought through the consequences, there will be design flaws.

MR. STEPHENSON:  Right.  Here's where I'm going.

If your application is granted as asked, this is my client's last chance to address the issue of rewards and penalties with this company for five years; fair?  I mean, this will be off the table for the next five years; fair?

MS. FRANK:  I think that the Board always has the opportunity to implement new mechanisms, new requirements, and they wouldn't have to necessarily be in our application.  It could be a generic.  So I'd say from a generic perspective you'd still have an opportunity, but specifically from our application, I'd agree with the five years.


MR. STEPHENSON:  So here's my question.  What is it that you, as a company, have to do by way of information-gathering or analysis or whatever that would put you in a situation where five years hence, the next time you're back in this room, you will be in a position to say to the Board, Listen, on rewards and penalties, you know, we still aren't particularly in favour of it for whatever reason, but it's at least on the cards, in terms of the Board ordering it.  It's not -- you don't think it would be a cataclysmic error.  You have a preference that you do X rather than Y, or whatever.


What is it that you have to do in the next five years that you will be in a situation to say to the Board, Rewards and penalties are on the table?


MS. FRANK:  Actually, the first thing I would say is we'd have to demonstrate that we were unable to perform appropriately without rewards and penalties, and that's something I don't think we would strive to do.  We would like to say, Having the metric is sufficient.  We will make sure that the company is responsive to the metric and operate accordingly.

So if that's the case, I would say those rewards and penalties are a mechanism that's unnecessary.  The added cost of doing it is unnecessary.  We demonstrate the measure is sufficient.  So I'm hoping that is where we would be.


In terms of, if there are circumstances that results in us not being successful in meeting these targets, circumstances that the panel wouldn't consider to be legitimate, I think we would have to look at, are the -- what are the consequences to our customers and do we have the right metric in place before we would suggest that we're ready to have any rewards or consequences.  So some conversations with the customers and consequences from that.


Often, as I had indicated the other day, a higher cost is incurred to ensure you meet the target.  Is that trade-off something the customer is interested in?


MR. STEPHENSON:  Here's my concern, Ms. Frank, is that, you know, I've been hearing it's too soon on rewards and penalties for the last 15 years, and this is my last kick at the can with this company for five years on this subject.


I don't want to hear it's too soon five years from now.  I want to hear, Yeah, we can do it.  It's on the cards.  Maybe you give a justification for why it's not appropriate, unnecessary, or whatever.


And what I want is -- let me just tell you.  I'm going to make a submission to the Board at the end of this case that the Board should, as a condition of granting the approval on this case, order that Hydro One undertake whatever investigations are necessary, but it will be able to report back five years hence that it's ready for rewards and penalties, at least as a policy alternative.


And what would you say if the Board made such an order in its order?  And I appreciate you always do what the Board says.  You don't have to tell us that.  I accept that, and I don't mean that in a facetious fashion.  I get it.  But I just want to understand your response, if the Board saw fit to do that.


MS. FRANK:  Well, I'd hope the Board would be relatively clear as to what they were expecting us to do.  A description, as you said, "do whatever it takes", is incredibly vague and incredibly difficult for us to follow.


So if there is, indeed, some requirement that we get ready for rewards and penalties, I would like further direction as to what "get ready" looks likes.


I am also a bit concerned that the expectation is we would operate in a vacuum.  I don't think we're in a vacuum.  I think we need to look at what is happening in this industry.


Rewards and penalties are at a very preliminary stage when you look at regulation generally, and I would like to see what happens over these next few years:  Are they increasing, are there more rewards, are there more penalties.


I know the Board has issued some penalties in some cases where they thought there was some extreme behaviour, I think, of retailers.  And I believe they're likely -- the Board would likely feel those are working.  But I would like to see some demonstration.


So the idea of Hydro One, go off on your own and do your own thing and do your own studies and come back and be ready, to me is something that is inconsistent with what we should do.  We should be following what's happening and what's succeeding and what isn't.


MR. STEPHENSON:  Okay, thank you.


Just a few smaller items.  I just can't resist this.  So your application is premised that you are going to maintain fourth-quarter -- I can't remember whether it was reliability or performance, but fourth-quartile.


I take it that Hydro One doesn't view that as an aspirational goal.  Like, I mean, I take it the alternative is to go to do the mathematically impossible and go to the fifth-quartile.  You can't get any worse, at least from a quartile perspective.


MS. FRANK:  We believe it is the customer responsive level rather than aspirational.


MR. STEPHENSON:  Let me ask you this.  Did Hydro One cost an alternative path?  That is, we are going to move to third-quartile by the end of the five-year period.


Did you attempt to figure out what it would cost you to get there?


MS. FRANK:  I certainly know that the board of Hydro One expressed some concern about this fourth-quartile and with no improvement.  So there was some consideration of, what would it take.  But I don't know that it was ever priced.


And this is a question you might pose to the next panels.  There's a good chance that panel 3 would, you know -- if we have done any work like that, that would be the panel that would have done the work.  So you can ask them.


I do know it's been a concern.  Our board is not really happy sitting on a company that is fourth-quartile.


MR. STEPHENSON:  Let me just ask you one little nuance on that.  You described that one of the reasons that your performance is what it is is the intrinsic layout of your scheme:  The geography, the distances, the radial nature of it.  And I think everybody appreciates that there's virtually nothing you can do about that without a truly extraordinary expenditure to fundamentally restructure your system.


So we're not talking about that for the time being.  Is it possible for you to get to third-quartile without changing the fundamental structure, simply by, you know, improving your asset, you know, infrastructure and whatever else?


MS. FRANK:  I think we should leave that for panel 3.  I have not heard of any way of getting there, but they would have done more work than I have.


MR. STEPHENSON:  Okay.  One of the things that you mentioned in your evidence is that you have done some willingness to pay survey work with your customers.  Am I right about that?


MR. WINTERS:  Yes, that's correct.


MR. STEPHENSON:  And the distinct sense I got from your evidence was there was a very low appetite amongst your customers to pay anything more in order to improve reliability and service quality.  Fair?


MR. WINTERS:  Yes, that's fair.


MR. STEPHENSON:  Okay.  Did you ask the corollary question, which is, How much more are you prepared to pay in order to avoid a degradation of the quality you've got now?

MR. WINTERS:  No, we didn't ask that particular question, but if I were to look at the bar chart in A-5-1 that did show the customer survey responses over the years, there is a year where customers' concern over reliability actually increases.  I believe it goes from about 16 percent up to 25 percent.


And you can surmise that that was a year where reliability actually was at a more degraded state, and so that becomes more top of mind for our customers.


So when reliability does go down, customers' concern leans towards reliability balancing with price.


MR. STEPHENSON:  But isn't that scenario that I just raised, in fact, your actual situation?

You're in a situation -- to use a metaphor -- where you actually have to pedal harder just to stay where you are?  You have to spend more money to avoid going backwards; correct?

MR. WINTERS:  Yes, that's correct.  And that is depicted in our evidence.  And even with the amount of spend related to our particular outcome measures, we do need to increase spend in certain areas in order to keep the reliability at the same levels as they are today, rather than degrade.


MR. STEPHENSON:  And am I right that that is largely driven by your -- the overall age and quality of your asset infrastructure?  It's at a point where you just simply have to put more money into it to get the same out of it?

MR. WINTERS:  Yes.  And whereas panel 3 will go into more detail around our asset analytics and our asset condition, but you look at the demographics of our assets and that's really based on age, or it's been of the equipment being at end-of-life and really condition assessment, a combination of those.


And based on the current state of our assets, yes, we need to make these additional investments in order to maintain the current levels of reliability.


MR. STEPHENSON:  The last one I think for you, Mr. Winters, on this issue is -- I think it was Ms. Lea that asked the question of you that you're ramping up spending on your customer experience -- whatever it is -– program, by some reasonably significant amount.  But your objective, in terms of improvement of customer satisfaction isn't going up by all that much.


I think that was the gist of the conversation.


MR. WINTERS:  Well, actually, we do have a target as an outcome measure to increase our overall customer satisfaction to 85 percent by 2019.


MR. STEPHENSON:  Right.  And I think the suggestion was the extra money wasn't buying you a lot more satisfaction.  I thought that was the suggestion, but in any event let me ask you this.


The money you are spending on customer experience, I take it, is to effectively improve the interface with your customers?  That it is to, you know, give them better, more accurate, more effective communication?

MR. WINTERS:  Absolutely, yes.  It is about providing a better customer experience and better customer service to our customers.


MR. STEPHENSON:  And I don't mean for a moment to diminish the importance of that, but that's only one part, and arguably a small part, of how customers obtain their satisfaction from your service.

The main way they get satisfaction from your service is from everything else you do, the whole company performing its business of distributing electricity?  That's the main way people experience the satisfaction; correct?

MR. WINTERS:  Actually, I disagree.  Or maybe we are violently agreeing.


I think customer satisfaction is balanced between price, reliability, service, as well as our overall reputation.


MR. STEPHENSON:  I think we're in violent agreement.  All I'm getting is the quality of your customer interface and whether you have a nice website or a great app is actually a very small part of how customers broadly perceive and receive satisfaction from your company.

The main way they receive satisfaction from your company is you keep the lights on at a good rate.

MR. WINTERS:  You could surmise that our customers are happiest when they never have to call us, because they aren't experiencing any issues or do not require any service from us because their lights are staying on and they aren't experiencing any other service issues.


MR. STEPHENSON:  But what I'm getting at is this.  Spending $4 million more on customer experience isn't going to buy all that much more satisfaction.  It will get you some.  The main way you increase the satisfaction of your client is by spending a billion dollars on running your system.  That's how you get satisfaction, right?

It is a bigger problem than your interface.

MR. WINTERS:  I would say –- and again, it goes back to the balanced approach that we're taking to this overall investment -- we need to undergo initiatives to improve the service, improve the commitment, follow through and improve first-call resolution, improve that interface with our customers, but at the same time make sure that the reliability of the overall system does not degrade and that those lights stay on, which they expect.


MR. STEPHENSON:  Okay.  Last thing, and it is for you, Ms. Frank.  And it is just to talk about the drivers of the rate increases that are embedded in your application.

First off, one significant driver of the overall rate increase over the five years has got nothing to do with work that you are planning to do in the five-year period at all.  It is simply in relation to the in-service additions of prior capital that is now going into rates as of 2015; correct?

MS. FRANK:  That's correct.  It's the 2012, '13 and '14 period, when we were not under cost of service regulation.


MR. STEPHENSON:  And if you did nothing else, if everything else was held constant, that impact alone would, I think the bar chart I saw, subject to -– you know, absent smoothing, would have given you a 12 percent rate increase in '15 over '14; am I right about that?

MS. FRANK:  And when we updated in May, the number was 10 and a half percent.


MR. STEPHENSON:  Okay.  Fair enough.


So that's got nothing to do with your five year plan at all; correct?  It's historical?

MS. FRANK:  It's primarily historical.  That 10 and a half would also include the actual '15 in-service.


MR. STEPHENSON:  Okay.  Fair enough.

What I was looking for, it may be in your evidence and I confess I didn't see it.  You can either tell us where it is or perhaps you can undertake to do this, if it's not already there.


I was hoping you could tell us on a percentage basis, if you look at the aggregate increase in rates over the five years, what the respective contributions are from rate base additions relative to OM&A changes.  In other words, the capital OM&A split, if I can...


MS. FRANK:  When you said the percentage piece is the part that stymies me.

I know we've looked at that type of information.  Actually, in Exhibit A, tab 3, schedule 1 we talk about, on page 10, the causes of the increase, but I look at this and it starts with rate base being the first factor.


MR. STEPHENSON:  Right.


MS. FRANK:  But I see no percentage assigned to it.


MR. STEPHENSON:  But surely that's pretty easily -- the math on that is not overly complicated.  Can I ask you to undertake to do that?


I mean, if the aggregate increase over five years is X, then those two factors each have a percentage contribution to X.


MS. FRANK:  Yes, I understand your question.

MR. ROGERS:  Can I just ask, can that be done fairly easily?

MS. FRANK:  Yes, I believe it could.


MR. ROGERS:  I think that we would undertake to do that then, sir.


MR. QUESNELLE:  Thank you.


MS. LEA:  That will be Undertaking J2.1.
UNDERTAKING NO. J2.1:  TO CALCULATE RESPECTIVE CONTRIBUTIONS FROM RATE BASE ADDITIONS RELATIVE TO OM&A CHANGES ON A percentAGE BASIS, IN THE CONTEXT OF THE AGGREGATE INCREASE IN RATES OVER THE FIVE YEARS.


MR. QUESNELLE:  Thank you.


MR. STEPHENSON:  Okay.  Thank you, panel.  I appreciate your assistance this morning.

MR. QUESNELLE:  Thank you, Mr. Stephenson.

Has there been a decision on who would be going next after Mr. Stephenson?  Mr. Janigan?
Cross-Examination by Mr. Janigan:

MR. JANIGAN:  Thank you, Mr. Chair.

Panel, I would like to return to an area that you were exploring with my friend Mr. Rubenstein yesterday.  And that is associated with Exhibit I, tab 2.02, schedule 1, Staff Interrogatory 11.

I am looking at response -- the (b) part of that response.  And I believe, Ms. Frank, you indicated, both with respect to this interrogatory and in discussion with Mr. Rubenstein, that with respect to additional efficiency gains over the five-year term, that these gains would not be going back to general revenues of Hydro One, but would be directed into programs and projects that benefit the customer.  Is that correct?


MS. FRANK:  That's correct.


MR. JANIGAN:  And is that 100 percent commitment on those kind of productivity gains?


MS. FRANK:  That's certainly the company's intention to do that.  So to the extent that we have any productivity, we will look to, as this IR response indicates, redirect it into work programs and projects.  I struggle the with the 100 percent guarantee, just because 100 percent is such a high bar.


I'm assuming that we can actually get the resources, we can identify the work.  So if you let me be 95, I'm going to be fine.  But the 100, I always struggle with the 100 percents.


MR. JANIGAN:  100 percent is the target, but that may not necessarily be met.  Is that what you're saying?


MS. FRANK:  That would be fine.


MR. JANIGAN:  In terms of these work programs and projects, how do you distinguish these from the rest of the programs and projects that Hydro One carries on that -- you know, what I am getting at is, how do we know that these -- you're taking these efficiency gains and basically lessening your costs on existing projects?


MS. FRANK:  What you would see would be in the outcome activities, and have we -- because we talk about target levels of work that we're going to accomplish.  Not just dollar spend, but work.  And we do have a couple of those outcome measures we talked about yesterday, which were units of work rather than, strictly speaking, outcomes.


So I will use those as examples.  So we might work a little bit faster on the getting those poles replaced, so you would find the number of poles would go up.  Or we might cut more of the right-of-ways, so we would do more of that line clearing.


You could see it in terms of the units of activity increasing.


MR. JANIGAN:  I guess it puzzles me a little bit that this sort of commitment can be made with respect to productivity gains associated with programs and projects, but the idea of an earnings sharing mechanism is completely out the window.


Wouldn't it be easier to bank these kinds of productivity efficiencies and gains and -- in some kind of earnings sharing mechanism, in which case the ratepayers could see a genuine improvement in their rates?


MS. FRANK:  Earnings sharing -- first of all, I think that when you talk about earnings sharing, it is more complicated once we've got the smoothing in place.  It's not impossible, but it is more complicated.


So -- and we thought rate smoothing, given the conversation we just had about that large ten-and-a-half percent, was certainly something that our customers would benefit from today.  So we treated that as a priority.


In terms of -- we believe the work that we're doing has this fourth-quartile level of activity, is truly minimalistic, and it would be better to leave the costs flat and do more work than it would be to do the earnings sharing.  That's the company's perspective on that.


MR. JANIGAN:  I guess the problem with that from a ratepayer's standpoint is that you don't see any improvement in your standing in the future with respect to the -- your standing in the fourth-quartile.


MS. FRANK:  Well, the advantage of doing more work, if we are able to find some incremental productivity -- and remember, that's a big if, because the first sentence in there says we have been very aggressive in terms of the forecasted productivity, and there are areas where we are quite concerned we won't make it.


So we're on the -- assuming all goes well and you do even better, that's the assumption we're on.


So I would think, if we are able to do more work, the benefit to the customers in the subsequent periods would -- that work will be done, and they won't have to pay for it down the road, because we will have already done some of that work.


So there is a financial benefit down the road if we accomplish the work in this five-year period.


MR. JANIGAN:  And I take it you will be reporting on that in terms of the early adjustment mechanism?  Or how will you report on this?


MS. FRANK:  To the extent that -- it wouldn't be an adjustment mechanism, right, because the adjustments are all externally driven factors.  They're not internally.  So there would be no adjustment in our proposal.


We would report on any of the outcome measures, as well as all the service quality metrics, or the normal reporting that the Board puts in place for scorecards.  So all of that reporting happens, and the pole replacement is an outcome measure, so we would report on that annually.


MR. JANIGAN:  Okay.  I wonder if you can turn up Exhibit 1, Exhibit 1-11-10, CCC 3, attachment 1.  This is an excerpt from the presentation that your CEO gave the Ministry of Energy in December of 2013.


And since that time, as I understand it, your application has been updated --


MR. ROGERS:  Excuse me, sir, I'm sorry to interrupt my friend.  I have just been advised this is a confidential document.  I guess it has forward financial information in it.  So we have to be a little careful with it.


MR. JANIGAN:  Actually, to -- I don't really need the document to be put up on the screen.  My question is in relation the updating of the application since that time.


I understand that since the presentation to the Minister your application has been updated a number of times, with the last being on May 30th of this year.  Am I correct on that?


MS. FRANK:  The application was -- the primary update was the May update, and whereas while there was more information filed in January, there was no update, in terms of the request.


MR. JANIGAN:  Okay.  And since that -- since January there's been no update in terms of the request?


MS. FRANK:  Just the May.  The May, so one update.


MR. JANIGAN:  Just the May, okay.


And in December 2013 the total bill impact was 2.4 percent.  And I don't believe that information indicates how it was based on -- what rate class and what average consumption level that 2.4 percent comprehends.  Am I correct on that?


MS. FRANK:  It was not a customer class.  It was a revenue-requirement perspective.  So it was all revenue from all customers, and it's the -- once again, the bar charts -- we can use the bar charts we've been looking at where the number was 11.7 on a distribution perspective and came down to 10.5.  When you did a total bill smoothed, it is the 2.4 that comes down to 2.1.


MR. JANIGAN:  Okay.  And what were the significant changes in your application between December 2013 and today?  That would be, I guess, the May update.


MS. FRANK:  Right.  A couple of significant changes.  One, we updated for year-end actuals.  So whatever was put in-service in our rate base would have been one of the items that would have been updated for.


And we also updated for the load forecast, and that's a relatively significant change, because the level of conservation that we had originally assumed and the conservation that was achieved as consistent with the OPA were different.


So I think that will be the large part of it.  There were some other minor-type changes we talked about the other day, in terms of the regional planning direction requiring the capital contribution for the Leamington area.  I think those would be the material changes.


MR. JANIGAN:  Can you update the table of December 2013 so we can compare the -- effectively what the Minister was indicated in December of 2013 and what we know today?  Is that difficult to do?


MS. FRANK:  Are you looking at the total bill?


MR. JANIGAN:  Yes, that's right.  The same -- in the same fashion that you did it in December 2013.


MS. FRANK:  I'm trying to decide if we need to do that on a confidential basis.  The answer is, yes, we can do it.  I'm just trying to decide how we need to file it.  Maybe my counsel will help me.


MR. ROGERS:  Yes, indeed.  Could I ask that we just give -- deal with it over the break, and we will figure out a way to try and do it so we don't run into confidentiality problems.  It can be done and a way to do it on a confidential basis, or hopefully in open court.


MR. JANIGAN:  You can use the redacted version.


MR. ROGERS:  I can speak to my friend too to see exactly where he is driving here, and maybe we can figure out a compromise to satisfy him which gets around the confidentiality issue.


MR. QUESNELLE:  Mr. Rubenstein, do you have a comment?


MS. LEA:  We will make it Undertaking J2.2, then, and you can let us know about whether it needs to be held in confidence.  Thank you.


MR. ROGERS:  Yes.
UNDERTAKING NO. J2.2:  TO UPDATE THE DECEMBER 2013 TABLE TO FACILITATE COMPARISON OF WHAT THE MINISTER INDICATED IN THEN AND WHAT IS KNOWN TODAY.

MR. QUESNELLE:  Mr. Rubenstein?


MR. RUBENSTEIN:  The only issue in -- the document that was originally put up on the screen is on the public record.  There is a redacted nature of that document that has other information.


But the chart that Mr. Janigan wants update is...


MR. QUESNELLE:  It's not redacted?


MR. RUBENSTEIN:  It's not redacted.


MR. ROGERS:  So there may not be a problem.  So let's deal with it over the break.


MR. QUESNELLE:  Thank you for that.


MR. JANIGAN:  Thanks very much.


And at G-1, tab 7, schedule 1, page 2, table 1, you show both the distribution and total bill impacts by rate class.


MS. LEA:  Do we have a magnifying glass?


[Laughter]


MR. JANIGAN:  No, fortunately I'm not going to be delving into this too...


Do these impacts include the proposed disposition of deferral and variance accounts?


MS. FRANK:  Yes, I believe they do.


MR. JANIGAN:  And are these the smoothed or unsmoothed impacts?


MS. FRANK:  Can I just go up a little bit to see the response?  A little bit before that.


I believe they're the smoothed impacts.  You notice I keep on saying "I believe."  If my belief is wrong, I will make sure we correct it.


Panel 4 are the experts on all of the rate class.  So that will be the panel to -- if you want to go further, please go to panel 4.


But I think you are correct with both of your items.


MR. JANIGAN:  Sorry.


[Cell phone ringing]


MR. JANIGAN:  Is there somewhere a table where the unsmoothed numbers have been presented?


MS. FRANK:  Again, I -- I don't recall.  I don't think so.


MR. JANIGAN:  Is it possible that we can have a table, one done to show unsmoothed and another table showing unsmoothed with the total rate rider shown separately?


MS. FRANK:  Okay.  Can we go back to that table for a moment?


The table you have chosen to refer to -- obviously from the size of the font -- has a lot of -- it looks at various groups of customers, the load, the typical, the high.


This is an incredibly large amount of data.  So what you are asking for would be a very large task if we were going to replace this table.


So I am looking for something that would be not quite as onerous, in terms of your request.


MR. JANIGAN:  Is it possible that you could give a qualitative or formulaic response to what would occur to these numbers in the event that they used unsmoothed, the unsmoothed impacts, and separated out the rate riders?  I would be happy with that.


MR. ROGERS:  Just so I am clear on this, there's two smoothing elements, as I understand this.  There's the smoothing at the revenue requirement level, and then there's the adjustments made within the rate classes to stay within the acceptable increase/decrease band.


MS. FRANK:  Right.


MR. ROGERS:  Is that all part of the smoothing that you are referring to?


MS. FRANK:  It may be, Mr. Janigan, it may actually be that this line of -- if all you are looking for is comments rather than an analysis with a lot of data, that panel 4 could just answer your questions.


I am certain, now that they have heard your questions, they will come prepared to answer them.  That might be the best way to do it.


MR. ROGERS:  I would invite my friend too -- I will be glad to talk to him.  If he can let me know a little more about where he is going with that, I will be sure that panel 4 can deal with it.


MR. JANIGAN:  That would be fine.  Thank you very much.


Now, in VECC 1.4 interrogatory, with respect to the rate smoothing, it shows that the cost of the rate smoothing plan is $20.7 million.  And at I, tab 1.04, Staff Interrogatory 2, Hydro One indicates, I believe -- to paraphrase –- that they're doing this because customers are concerned with prices.


Have I got both the amount and the reason for so doing correct?


MS. FRANK:  Can you take me to your second exhibit again, please?


MR. JANIGAN:  It is I, tab 1.04, Staff Interrogatory 2.


MS. FRANK:  Yes, I think that you've got them both correct.


MR. JANIGAN:  And in the past, the Board has generally used a 10 percent bill impact as a trigger for materiality.  Which classes will have a total bill rate impact exceeding 10 percent?  And in what years?


MS. FRANK:  This is a good panel 4 question.


MR. JANIGAN:  Okay.  All right.  Would you prefer that I refer to panel 4 the carrying costs and interest that the proposed rate smoothing account will attract?


MS. FRANK:  In terms of the detailed number, I would say yes.  But the notion here is we will follow the Board's normal treatment with any of these accounts.  The same rates that the Board issues on a periodic basis, we'll apply those when we apply them on a monthly basis.


So that is just the generic approach.  Is that sufficient or do you actually need the number?


MR. ROGERS:  I can tell my friend as well there is accounting expertise on panel 2 that could probably answer that kind of a detailed question.


MR. JANIGAN:  Right.  Well, I can get the quantum from either panel 2 or panel 4, I take it.


Now, did you survey your customers to ask them whether they would prefer to pay the real rates now or borrow money from Hydro One to pay them later?


MS. FRANK:  We talked with various customer groups, and obviously with many of the people in this room at stakeholder sessions about our smoothing approach, because we even explored -- what we've come in here is smoothed through the whole period, but there could have been different patterns to it, higher early years, lower later, or, you know, delay it all and make it higher.  So we talked about patterns of smoothing, should it be flat through the period in terms of the rate revenue requirement request or some other option.


So it was discussed with stakeholders, and we also did it at that customer advisory board that Mr. Winters spoke to.  So to the extent that those people represented our customers, that will be yes.


MR. JANIGAN:  And the response was favourable, in favour of the smoothing proposal; is that --


MS. FRANK:  Very much so, yes.


MR. JANIGAN:  Do you have any evidence to suggest that there will be significant change in overdue or unpaid accounts or disconnections if the unsmoothed rates are charged?


MS. FRANK:  You ask do we have any evidence of that.  I believe we have none.


MR. JANIGAN:  Now, with respect to the potential intergenerational inequities of a rate smoothing proposal, you would agree with me that, obviously, individuals that depart the system are going to be exempt from the full amount of this increase?


MS. FRANK:  That would be true.


MR. JANIGAN:  Okay.  Do you have any idea how many customers that might include?


MS. FRANK:  No, I have no such idea.


MR. JANIGAN:  Okay.


MS. FRANK:  However, I would like to add that the -- one of the reasons that one looks at a five-year period and is used -- and it is certainly in the Board's report and used elsewhere when they do five-year periods, is they look for opportunities to smooth the impact over a period.


So I think it is pretty consistent that this approach to smoothing is used and expected.


MR. JANIGAN:  Okay.  I would like to move on to the customer engagement and the outcomes measures.  In particular, there appears to be three customer focus outcomes in this plan.  They're associated with estimated bills, customer experience, and handling unplanned outages.  Am I correct on that?


MR. WINTERS:  Yes, that's correct.


MR. JANIGAN:  And they are shown in a table on TCJ1.16.  And as I understand, this is the entire universe of customer focus outcome metrics during the five-year plan, and these will be the things that are measured and reported on annually.  Is that correct?


MR. WINTERS:  We're just bringing up the exhibit.


MR. JANIGAN:  Sorry.


MR. WINTERS:  So, yes, from our outcome measures, the ones that are categorized as customer focus, you are correct, that it is the three that you had mentioned.


MR. JANIGAN:  Now, in terms of customer experience, Hydro One over the term of the plan plans to go from an 80 in relation to customer experience to 85 percent in the last year of the plan.


Where exactly are the measurements that will be used for these metrics?


MR. WINTERS:  If I understand your question correctly, the measurements come directly from our customer surveys, and it's the impression surveys in particular.


MR. JANIGAN:  And so it is not the IPSO (sic) loyalty poll, or is that an impression survey?


MR. WINTERS:  No.  It's the surveys -- we do use a third-party surveying company to perform those surveys, but it's specific to Hydro One's customer base, and just that.


MR. JANIGAN:  Now, the question asked, Q1(b):
"Please think about your electric utility.  How satisfied are you with your electric utility overall?"
Is that the same question you asked in the past or intend to ask in each year?


MR. WINTERS:  Sorry, could you -- I will need the evidence brought up.


MR. JANIGAN:  Yes.  I think it is at the bottom of the page of the -- Q1(b) -- well, I think that is likely associated with the loyalty poll.  I'm sorry.  Just ignore that.


What is the relevance of moving from 80 to 85 percent?


MR. WINTERS:  The relevance of moving from 80 to 85 percent is that our customers deserve improved service from us and a better overall customer experience.  We provide a very critical role to our customers and to the province.  And making sure that we are doing the best possible job for our customers is very important to us.


MR. JANIGAN:  Well, I note -- and I have a note here that it is noted on the slide that Hydro One is not significantly different from the best-practice province, and the best-practice province on the page is 87 percent.


I guess, what is it implied about materiality going from 80 to 85 percent if you are observing that you are not significantly different from the best-practice province to begin with?


MR. WINTERS:  So I believe you are referring to the IPSOS survey.  And indeed, it does show that from an overall satisfaction we are at 80 percent and the best practice -- excuse me, I am just trying to find the page -- is at 87 percent.


But if you dive a little deeper into -- into some of the breakdown -- and I think some of them were brought up yesterday -- but there are various service areas where we are not at best practice or at better practice.  And really, around satisfaction with bill handling, even around outage restoration and so on there are areas where we can definitely improve, and we definitely want to improve for our customers.


MR. JANIGAN:  Is the 5 percent improvement within the margin of error for this question?


MR. WINTERS:  I'm sorry, could you repeat the question?


MR. JANIGAN:  Is the 5 percent improvement, going from 80 to 85 percent, is that within the margin of error or standard deviation for this response?


MR. WINTERS:  Good question.  I do not know.


MR. JANIGAN:  Now, at Exhibit A, tab 4, schedule 4, page 12, it shows that in 2009 your overall satisfaction rating was 84 percent and you proposed by 2019 to be at 85 percent.


Given the likely margin of error, why is it -- why have you chosen this as one of the key outcomes, a metric that shows you doing no better after this plan ten years prior?


MR. WINTERS:  So rather than keying in on just the one year, as we mentioned yesterday in various other answers around the outcome measures and the targets that were set, we did choose the trend and even the more recent trend.  If you do look at subsequent years, 2011 was 77 percent.  We're seeing a gradual increase, whereas as of 2013 we were at 80.


So by all means from a continuous improvement perspective we want to get better at that, and we have set the target to gradually increase in that satisfaction with all different factors and variables. But to get up to 85 percent by 2019.


MR. JANIGAN:  The figure or the term "overall satisfaction" seems a bit obtuse.  What difference are you trying to solicit from customers, as between the question on overall satisfaction and the question on quality of service?  They're both around 80 percent.


MR. WINTERS:  I'm sorry, which metric are you referring to around quality of service in particular?


MR. JANIGAN:  If you go back --


MR. WINTERS:  Are you referring to somewhere in the evidence?


MR. JANIGAN:  Yes, that's true.  I believe on the first table that we referenced.


MR. WINTERS:  I'm sorry, the first table of which exhibit?


MR. JANIGAN:  That would have been Exhibit -- yes, that exhibit, I believe.  Excuse me for a moment.


I'm looking at the table that we referenced -- not the IPSO (sic) table -- giving the targets.


Rather than take up too much time, let's push ahead.


MR. WINTERS:  Okay.


MR. JANIGAN:  I would like to refer you to the IPSO (sic) survey, which has a number of more specific questions.


In particular, if you could turn that up...


MR. ROGERS:  Can we get an exhibit number?  We will try to get it on the screen, Mr. Janigan.


MR. JANIGAN:  Yeah.


MR. WINTERS:  I do have a hard copy in front of me.


MR. ROGERS:  What is the exhibit number?


MR. WINTERS:  I'm sorry, I don't have the exhibit number.


MR. JANIGAN:  The exhibit number is -- I believe it is TCJ -- I'm sorry, that's not correct.  That is...  Sorry.  I have got so many different annotations here in front of me, I'm hesitating to give the...  Pardon me?


MR. QUESNELLE:  Mr. Janigan, you made reference earlier to TCJ1.16.  Is that it?  Or is that the... I think I have it here.

MR. JANIGAN:  Yes, it is Energy Probe 23, tab 2.06, Exhibit I, the updated version.  I apologize for that.


And with respect to the Ipsos survey, that has a number of more specific questions, and in particular the ability to access and discuss questions or problems or bill handling.


These seem to be specific areas in which Hydro One performs relatively poorly.  Why are these not better metrics to choose, if you want to incent change at the utility?


MR. WINTERS:  So I would say that these are -- based on the customer recovery initiative underway as we speak, these have historically and actually in the very recent past indeed been areas where Hydro One has performed poorly.


There are many different aspects that go into customer satisfaction.  So we are measuring, as an outcome measure, overall customer satisfaction.  But as you can see from the Ipsos Reid survey, as well as the detailed questions we ask within our surveys, we do drill down deeper to understand what are the dissatisfiers or what are keeping customers neutral in their perception of us.


MR. JANIGAN:  But in terms of measurement for customer outcomes, it would seem to be more reasonable to choose customer metrics in which you are not doing so well and attempting to improve them, rather than choosing ones that are maybe close to, actually, the margin of error for any particular survey.


MR. WINTERS:  We chose the overall customer satisfaction measure as an outcome measure because it does give the most broad view of satisfaction.  If we went into a narrow measure of bill handling, well, then that would neglect to assess our customers' perception of us in many other areas of service we provide, outage handling and so on.


MR. JANIGAN:  Okay.  In response to Undertaking TCJ1.14, it shows a 2013 scorecard with a strategic objective category called "Satisfying our customers" and a performance measure called "DX customer satisfaction."


These seem similar but incongruent with the Ipsos numbers.  Can you explain that?


MR. WINTERS:  We're just bringing it up.


MR. JANIGAN:  Okay.


MR. WINTERS:  So the difference between the -- we're talking about the outcome measure, we're talking about the corporate scorecard which you have up in front of you, as well as the Ipsos Reid.


I will start with the outcome measure.  The outcome measure, as it states at the top of that table, is for residential and small business.


Comparing that to our corporate scorecard, distribution customer satisfaction includes more than our residential and small business customers.  It also includes distributive generators and larger customers as well.


MR. JANIGAN:  Okay.  So that would explain the main difference between the two?


MR. WINTERS:  Yes.


MR. JANIGAN:  Okay.  Now, for the estimated bills, the measure is a reduction in the percentage of estimated bills, and you have that declining from 6 percent in 2014 to 3.5 percent in 2019.


MR. WINTERS:  Yes, that's correct.


MR. JANIGAN:  But I notice on your year-to-date 2014 scorecard, this number is down to 4.9 percent, with a target of 1.8 percent.


MR. WINTERS:  So on the corporate scorecard, it is measuring -- we're just going to get the corporate scorecard back up to make sure I get the definition right -- estimated bills percentage of total bills issued.  Subject to check, that is a measure of the unscheduled estimates only.


So we plan to issue scheduled estimates to about 2 percent of our customer base on a daily, monthly basis.


So if you add that 2 percent on top of that, that's where you get closer to your 6, 7 percent.


MR. JANIGAN:  Okay.  In terms of the 21 million that you were -- 20.7 million that you plan to spend on customer surveys, can you be a little more specific on what you will be actually be doing in these biannual surveys to measure customer satisfaction over the five years of the plan?


I would like to contrast that with the 6 million you spent over the previous five years doing the same sort of thing.


MR. WINTERS:  If I may correct you, Mr. Janigan, the 21 million over the four years or the 4.3 to -– 4.2 to 4.3 million a year on customer experience, it is much more than surveying.


Surveying is a component of it, indeed.  So that we understand -- can better understand the initiatives that we have underway are actually having an impact.


But around the broader customer experience, it is around developing initiatives to provide better customer service.  It is about piloting some of those initiatives.  It is getting that feedback from the customers.


And it indeed includes a number of initiatives, such as making improvements to how we provide our customers with high consumption alerts, with estimated time of restoration updates when they're experiencing unplanned outage.  It is improving our follow-through and our commitments to them, whether they be field commitments or service commitments or billing commitments, improving the move-in experience, improving self-service.


I will add that some of these initiatives -- and we have depicted this in our evidence -- also drives a decrease in our overall customer service costs, as shown in our customer service OM&A.


So by doing some of these initiatives, we will provide a better customer experience, but actually decrease the volumes that we are -- for example, our volumes of calls coming into our call centre, resulting in lower customer service costs.


MR. JANIGAN:  Okay.  So the 20.7 million has a certain component dealing with surveys.  And I take it these are your residential and small business impression surveys, business-to-business impression surveys, and transactional surveys?


MR. WINTERS:  Yes, that's correct.


MR. JANIGAN:  And what percentage of that 21 million is surveys?


MR. WINTERS:  I would say a very small amount is surveys.  I know that we've answered it in a previous interrogatory.  I would have to leaf through my list of interrogatories, but -- and again, subject to check, I believe we've put about a half million to 600,000 a year on the surveying process.


MR. JANIGAN:  Okay.  So you are actually spending less on surveys than you were previously in the last five years; is that what you're saying?


MR. WINTERS:  Could you point me to that historic cost?


MR. JANIGAN:  I have a note that you spent 6 million over the previous five years, but I don't have the source of that note.  I can undertake to do so.


MR. WINTERS:  Actually, Mr. Janigan, I believe that goes to your -- so when I wanted to correct what customer -- the customer experience initiative versus customer surveying, over the previous -- over the previous period, over the previous five years, we had spent 6 million on the customer experience initiatives in general.  And that is mainly because we were just ramping it up during the test years and before.


So it's actually a bit of an unfair comparison.  We're ramping up the initiative and that is the result of 6 million previous, and the 4.2 to 4.3 going forward.


MR. JANIGAN:  Now, you described a number of different activities that you are undertaking with respect to customers.  I take it these involve either contact by telephone or direct mail or some other fashion; is that -- is that fair?


MR. WINTERS:  A number of channels.  And actually one of the customer experience initiatives is to interact with our customers in the -- via the channel that they most prefer, so whether that be Twitter or whether that be a text message or e-mail or the phone, or them doing their own service over the web.  So many different channels we're considering and actually have in place today.

MR. JANIGAN:  With respect to the call centres that you maintain, the -- at VECC 2.01, VECC 27 we asked for summaries of the transactional surveys and follow-ups, and the reason was to explore whether the interaction with customers can provide information metrics that Hydro One could address in the rate plan.


Five years of surveys were filed in response of 2009 to 2013, and the collective response showed that the most common reason to call Hydro One was due to billing and payment issues.  And this was also the area where customers were least satisfied with the response.


The next largest area calling in were outages, and we're not surprised when we show that the customer was 92 percent satisfied with the response.


Just getting back to your choice of outcome measures, why would bill handling not be an appropriate outcome measure, given this kind of result?


MR. WINTERS:  As I stated earlier, bill handling is one of the elements that go into overall customer satisfaction, and as you mentioned earlier, we survey, we survey based on transactional as well as overall impression.  Included in our transactional surveys is bill handling.


But to provide -- of eight outcome measures to provide one of them that is on overall customer satisfaction, of which bill handling feeds into, is -- that is the reason why we chose the more broad overall satisfaction.


The service that we provide to our customers is much larger than bill handling.  Granted, that bill handling is an area where we absolutely want to and will improve upon.


MR. JANIGAN:  Now, as I understand from your discussion -- and I've forgotten with whom you were discussing this -- is that you expect that there will be a report from the ombudsman with respect to a number of billing difficulties that Hydro One experienced with your new CIS system.


MR. WINTERS:  Correct.


MR. JANIGAN:  Is that correct?  Have you received any indication from the ombudsman as to the likely content of that report?


MR. WINTERS:  No, we have not.  Their investigation is still underway.  As I mentioned yesterday to Ms. Lea, they are still in data gathering mode, and they are conducting interviews, and their investigation is underway.


We interact with them in regards to facilitation of interviews and providing them the data, but they aren't giving us any hints as to the content.


MR. JANIGAN:  With respect to any recommendations that may come from that report, how do you plan to deal with those recommendations?


MR. WINTERS:  Until we see the recommendations, I don't know if I could provide you a sufficient answer, other than saying that we are going to -- we are going to take that report very seriously.


We have actually had a number of improvements underway since the beginning of this year, and so maybe I am being naive or optimistic here, but I hope that when the report comes out and we see the recommendations that we can actually show that we've already -- we already have them underway.


MR. JANIGAN:  With respect to call centre volumes, is it in the evidence somewhere the annual volume of calls to the call centre from 2010 to 2014, to date?


MR. WINTERS:  I don't know.  I don't know if the actual volumes were in the evidence.  Not in any of the evidence that I reviewed.  That may be a more appropriate question for panel 3.


MR. JANIGAN:  Why isn't one of the outcome measures a reduction in call volumes for specific areas?


MR. WINTERS:  Again, we are -- the outcome measure we chose was overall customer satisfaction.  However, that does not mean that we do not measure inbound call volumes, and if you were to look at some of the key performance indicators that we had as part of my presentation to the Board on the March or May --


MS. FRANK:  May.


MR. WINTERS:  -- May executive panel, inbound volumes, as well as reduction in repeat callers, is absolutely a key performance indicator that we are -- that we are not just tracking, but taking steps to reduce.


MR. JANIGAN:  Now, Mr. Chair, I have one last area, I believe, to cover on incentives and productivity, but it might be an appropriate time for the morning break.


MR. QUESNELLE:  Great.  Thank you, Mr. Janigan.


Just before we do, I recognize Mr. Cowan and Mr. Thompson.  I don't think we had appearances from you yesterday.  I just wonder, do you have questions for this panel?  Mr. Thompson?


MR. THOMPSON:  Yes.  I think an appearance was entered for Mr. DeRose yesterday, and I am pinch-hitting for him today.


MR. QUESNELLE:  Perfect.


MR. THOMPSON:  Yes, I do.


MR. QUESNELLE:  Thank you.  Mr. Cowan?


MR. TED COWAN:  No, I have no questions.  I have come in to see Ms. Lea and Mr. Thiessen on related matters.  Thank you.


MR. ROGERS:  Could we ask Mr. Thompson approximately how long he would be?  I am thinking about the next panel.


MR. QUESNELLE:  Certainly.


MR. THOMPSON:  I am guessing 75 minutes.


MR. ROGERS:  I'm just converting that to hours.  All right, thank you.

[Laughter]


MR. DUMKA:  Excuse me, did you want to hear from -- sorry, I thought it was on.  Apologies.


We have maybe 15 minutes, very short.  It will fit in there somewhere, so just so you are aware.


MR. QUESNELLE:  Thank you, Mr. Dumka.


So unlikely that we will get to the next panel this morning.


MR. ROGERS:  That's fine.  I will have them here for first thing this afternoon.


MR. QUESNELLE:  Perfect.  Thank you.  That is helpful.


Thank you very much.  Let's break until 11:20.

--- Recess taken at 10:56 a.m.
--- On resuming 11:20 a.m.

MR. QUESNELLE:  Thank you.  Please be seated.

Whenever you're ready, Mr. Janigan.

MR. JANIGAN:  Thank you very much, Mr. Chair.

I wonder if you could turn up 1.1 VECC No. 1.  And here we asked what specific incentives this rate plan contained, and I am curious with respect to your answer that the rate smoothing approach is an incentive for revenues.

Do you mean increasing revenues?  How is this an incentive?

MS. FRANK:  I don't think we meant it that it was an incentive to the company, but more for the customers, because we were going to delay the recovery to a later period from the earlier period.  So there is a bit of an incentive.  I think you had made some comment about that earlier, in terms of current customers versus future customers.

So that was what we had contemplated when we said it was an incentive.  They pay tomorrow rather than today.

MR. JANIGAN:  Well, then how would that change their behaviour?

MS. FRANK:  Hopefully, it increases their satisfaction a little bit, because delayed payment is always something that one appreciates.  So I -- that was what the thinking was.

MR. JANIGAN:  Okay.  Are there any compensation incentives tied to your eight outcome measures?

MS. FRANK:  No, there are no compensation -- you're talking about a reward or penalty?

MR. JANIGAN:  That's correct.

MS. FRANK:  Yes.  No, there are none.

MR. JANIGAN:  And none tied to meeting your target capital or OM&A budget?

MS. FRANK:  No, there are none.

MR. JANIGAN:  Any compensation incentives tied to the rate of return of the utility?

MS. FRANK:  No, no payments from this Board on any of those.

MR. JANIGAN:  Now, you've suggested that the productivity initiatives are a form of incentives in the rate plan.

And by this, I mean, you take it that the OM&A budgets for the term of the plan are lower than they might otherwise be; is that correct?

MS. FRANK:  That's correct.

MR. JANIGAN:  Okay.  And looking at table 2 of Exhibit A, tab 19, schedule 1, page 4, I'd like some help in understanding this table.

Do I understand correctly that the table is showing, by the end of 2014, $90.7 million of various initiatives have been undertaken, and these are the savings that have already been made?

MS. FRANK:  These are the savings that are happening this year, in 2014.  And if we hadn't been able to achieve those savings, our costs would have been higher by the 90.7, would be the way I characterize it.

MR. JANIGAN:  Okay.  And the change -- let's say in 2015 the savings are 118.4 million.  Is the 118.4 million incremental, or does it represent simply a $27.7 million increment over the 90.7 change -- or savings?

MS. FRANK:  It is more of the second description.  Indeed, a lot of these savings that we had made in these various areas listed continue on through the entire plan period.  And some of them grow a bit, but some stay relatively flat through the period.

So what you're seeing in 2015 are some incremental, but a lot of continuity.

MR. JANIGAN:  Okay.  And further, if we look at the next three years -- or looking from 2016, 2017, 2018, 2019, it would appear that the increments are growing progressively smaller; am I correct on that?

MS. FRANK:  You're correct on that.

MR. JANIGAN:  Okay.  So in fact between 2017 and 2019, you're only adding 1.2 million in savings; is that correct?

MS. FRANK:  Between '17 and '18?

MR. JANIGAN:  '17 and '19.

MS. FRANK:  Oh, '17 and '19?  Yes.

MR. JANIGAN:  I think you explained this to us the other day using the analogy of low-hanging fruit; is that correct?

MS. FRANK:  Yes, that's correct.

MR. JANIGAN:  Okay.  Now, in terms of the definition of productivity initiative that you use, how do you distinguish a productivity initiative from a normal business activity?

So for example, everything new can't be a productivity initiative.  How do you distinguish that when you are going forward with attempting to describe or categorize something that you have done as a productivity initiative?

MS. FRANK:  Our productivity initiatives would be areas where we've looked at process or activities where we have consciously attempted to find a way to do the activity for -- at a reduced cost.

So the various initiatives, and some of them -- a lot of initiatives relate to improving the tools.  So there's an area we've talked about in other hearings, about Cornerstone and systems and tools.  And they give us a lot of reduction in our ability of how to operate.

So it will be some -- some area where we've made a change to a tool or a process.  And one of the objectives of that change would be to operate at a lower cost.

MR. JANIGAN:  So for example, in VECC's Interrogatory No. 42, on page 2, you have a summary sheet with different productivity initiatives.

In all of these cases, this is something new that you are doing that you didn't do before?  It's not simply a replacement or a continuation of an existing business activity?  It's an entirely new initiative?

MS. FRANK:  If I can rephrase that slightly, we've changed how we do the work.

So "entirely new" might imply that we don't do that anymore.  And certainly the billing system, which we have talked about recently, we have a new billing tool.  So we billed before, so it is not an entirely new activity, but our new tool will result in us doing it differently, having more information for the customer, and when all is complete, being able to reduce our costs to do that work as well.

MR. JANIGAN:  Now, at Interrogatory 2.01, schedule 1, Staff 6, you provided a table which suggests that, absent the productivity initiatives, Hydro One would have an OM&A in 2015 of about 660 million, rounded.  And that would compare to the 535 million that was last approved by the Board in 2011; is that correct?

MS. FRANK:  I was wondering at what point in time, Mr. Janigan, I was going to say you're better to have further conversations with panel 2.

And I think we might have hit that point, because I don't see 2011 on this table.  So I am struggling with the comparison.

Your basic characterization that this is OM&A and adds back the productivity to get to the OM&A without productivity, I'm totally fine with.  It is the comparison to 2011 that I don't have at my fingertips, that I know panel 2 could do.

MR. JANIGAN:  Okay.  And panel 2 would be the best panel to explore the reasons for what appears to be relatively large increases in OM&A?

MS. FRANK:  Yes.  Panel 2 can do that at the high level but, you know, the bottom line.  And then panel 3 can actually go into the various work program areas.  But I would start with panel 2.

MR. JANIGAN:  Okay.  Now, Hydro One has not presented a comprehensive view as to the regulatory process around the annual adjustments.  Can you perhaps indicate that -- whether or not it is the intention of Hydro One to issue a notice and hold some form of a hearing with respect to those adjustments?

MS. FRANK:  Actually, if we turn to Exhibit A-4-2, there is a small amount on page 4-5 that talks about how we would see the implementation work for the annual adjustments.  And it says that we would file a draft rate order.  That would be the -- and this -- Mr. Janigan, I would say this is very similar to what we've done in the past for the second year of a distribution cost-of-service filing.  We have typically filed two years, and in the second year we've come back in and we've updated for the return on equity and the debt costs.


And often, if there is a transmission rate tariff that passes through or something, we have made all of those updates, and we have very clearly said, Here was the revenue requirement from the past time, and then here are the factors that we adjust for.

There is a very clear spreadsheet that we put in through factor by factor, and then we roll those through into what they would mean in terms of rates.

That is submitted to the Board.  The Board would normally send that out to all the intervenors who participated in the original proceeding and ask for, through a procedural order, ask for their comments, reactions.  There's normally been at least one intervenor who has looked at it, sometimes more, and made their comments to the Board if they believe what we've done in that mechanical exercise is appropriate.

That's the normal process, and that process typically happens really end of the year.  So if we're talking about what would you do for 2016, we would see that the Board would issue their direction on what the return on equity should be, let's call that late October, early November.

We would turn that around in a matter of a couple of weeks and submit this draft rate order with the adjustments.  The Board would -- they've been incredibly speedy, in terms of processing these so that we can actually get the rates in for the January change.

I would see that carrying on.  This is really nothing new.

MR. JANIGAN:  Thank you.

And would the evidence package that would be associated with this include results of the measures and outcomes for the year?

MS. FRANK:  Well, the outcomes for the year would reflect the annual results.  So you have to wait for December before you would get the annual results.  So let's go again and look at, I'd said in November of '15 would apply to update the rates for '16, but if we want to give the '15 results we've got to wait for the year to complete, and I would expect that those will be filed with the annual filing requirements they get, and I would think that would be in April.

MR. JANIGAN:  Okay.

MS. FRANK:  So '15 annual results in April of '16.

MR. JANIGAN:  Thank you.

And if the utility is not meeting its outcomes, what adjustments should be made to the rates, if any?

MS. FRANK:  Well, the Board had suggested in their renewed regulatory framework that their expectation would be that the utility operates within their ask and within their performance over the five-year period, recognizing that actuals will deviate somewhat.  They actually use those words, that -- the recognition that actuals will deviate somewhat.

And only when it gets to an unacceptable level -- I'm using that word, because it is the Board's word -- where the Board would say if we have unacceptable performance they would pull us back in to reassess.

So there isn't an automatic.  There isn't a trigger amount that the Board has today like there is on financial.  It is the 300 basis points, plus or minus.  But the performance, it is a little bit more vague.

MR. JANIGAN:  Okay.  Just one final question.  Ms. Frank, would you agree that one of the purposes of regulation is to attempt to mirror or proxy the competitive market?

MS. FRANK:  At a high level, I'd agree.

MR. JANIGAN:  Do you believe that a non-regulated company operating in a competitive market would come forward with a five-year plan that has no financial incentives or no objective to improve their productivity standing in the market?

MS. FRANK:  I have trouble knowing where such a company would come forward to, to start with.  And I would also think it would be a bit unusual that a company would commit to their customers what a five-year, you know, program might look like.

I don't know -- I think what you're proposing is something that I am having trouble contemplating.

MR. JANIGAN:  I guess it would be obviously to the board of directors of the company, that they would propose that effectively have a five-year plan, where there are no financial incentives through meeting particular targets and there is no plans to improve the position in the marketplace with respect to productivity.  Would that be something that you would foresee?

MS. FRANK:  That wouldn't be how I would characterize what we have here.  We do have targets that we've got in place for the five years.  We do have productivity that is in place for the five years.  And that is the information that we've taken to both the Hydro One board and made part of this application.  I think that's no different than another company would do.

MR. JANIGAN:  Thank you very much, panel.  Those are all of my questions for the panel.

MR. QUESNELLE:  Thank you very much, Mr. Janigan.

Mr. Thompson?
Cross-Examination by Mr. Thompson:

MR. THOMPSON:  Thank you, Mr. Chairman.  Just for the record, Peter Thompson for Canadian Manufacturers & Exporters.

I did circulate last evening by -- electronically -- a compendium, and I hope Hydro One has downloaded a copy.  I have some copies here, but not many.  Do the witnesses have copies?

MR. WINTERS:  Yes.

MS. FRANK:  Yes.

MR. ROGERS:  Yes, they do, and I believe it has been downloaded too so that we can show it on the screen with your patience, Mr. Thompson.

MR. THOMPSON:  Thanks.  Just before I mark it, could I have the witnesses confirm that there is nothing that we've included here that has any confidential aspects to it.  This was put together for me by my colleagues, Mr. DeRose and Ms. Blanchard, and before Mr. Rogers puts me in jail I want to make sure that it's clean.

MS. FRANK:  I think you are fine.  I see nothing of a confidential nature.

MR. THOMPSON:  Thanks.

MR. QUESNELLE:  Mr. Thompson, we're just going to see if we've got copies here.

MR. THOMPSON:  I have three hard copies, if that would help.

MR. QUESNELLE:  That would be helpful.  Just in case we have to look at two pages at once for our reference, that would be helpful, yes.

[Mr. Thiessen passes compendium to Board Panel]


MR. THOMPSON:  Two of them are double-sided copy, one is single-sided, but they all have the same paper in them.

MR. QUESNELLE:  Thank you.

MR. THOMPSON:  Could we give that an exhibit, please?

MR. QUESNELLE:  Exhibit No...

MR. THIESSEN:  It would be K2.1, CME compendium.
EXHIBIT NO. K2.1:  CME COMPENDIUM.

MR. QUESNELLE:  Thank you.

MR. THOMPSON:  Thanks very much.

Now, panel, witness panel, you have covered a lot of ground with others, and I have some follow-ups in some of the areas in which you have already been examined.

The first one deals with the Memorandum of Agreement between Hydro One and Her Majesty the Queen in the Right of the Province of Ontario.  This was a topic that Mr. Rubenstein examined you on yesterday, and the document's in his compendium.  It is also in ours at tab 1.

Firstly, I would just like to take you to section F of this document, which describes "responsibilities, communications, and reporting".  And there are a number of paragraphs there, but just starting with paragraph 4.  It says:

"HOI's senior management and senior officials at the Ministry of Energy and the Ministry of Finance will meet and communicate on a regular and as-needed basis to discuss ongoing issues."

And it goes on.

And my question is of you folks, as members of Hydro One's senior management, do those meetings take place?

MS. FRANK:  Yes, they take place on a monthly basis, and I attend those meetings.

MR. THOMPSON:  Thanks.  And have they been taking place since 2008, when this document was executed?


MS. FRANK:  Yes, they've been taking place on a monthly basis for all that time.


MR. THOMPSON:  Okay.  Just with respect to the other three paragraphs above paragraph 4, it talks about meetings between the -- Hydro One's board of directors and the Minister of Energy, and Hydro One's chair and CEO with the Minister of Energy, and the president and CEO with the Minister of Finance.


Do those meetings, in fact, take place?  And if so, with what frequency?


MS. FRANK:  Those meetings take place as well.  I don't think they're as regularly scheduled as the items under number 4, which have a scheduled monthly time to discuss the monthly results, but they are frequent.


I'm less familiar in the timing, but I do know that Mr. Struthers attends many of these with our board or with our president.  So he may have a better knowledge as to frequency.


MR. THOMPSON:  Okay.  Thanks.


Now, if we go over to "Performance expectations," this is section G.  And in paragraph 2 it talks about the establishment of three- to five-year performance targets, and then the second sentence, it says:

"Key measures are to be agreed upon with the Minister of Energy and the Minister of Finance."


Can I take it that you, Ms. Frank, as one of the members of senior management meeting regularly with Hydro One since 2008, would be familiar with those key measures?


MS. FRANK:  The key measures are indeed the same measures as the company reports to its board.  So the Hydro One scorecard would be what those measures are.


MR. THOMPSON:  And could you just quickly give me a list of them?


MS. FRANK:  Actually, we shared the scorecard, so I'm trying to -- can I tell you the reference?  So we provided it in response to an undertaking, so -- is that what that is?  Undertaking?


TCJ -- from a technical conference -- 14.  And we have the '13 and '14.  They're up on the screen now.


So the '13, fewer measures.  And then if you look at '14, many, many, additional, really customer-focussed type measures.


MR. THOMPSON:  Okay.  And I think Mr. Rubenstein is pointing out that this document is also at page 45 of the SEC compendium, K1.1.


MS. FRANK:  Yes, I believe it was.


MR. THOMPSON:  Okay.  All right.  So are there any cost containment measures there?  Are those the ones that appear at page 3 of this document, transmission unit costs, distribution unit costs?  Are those the measures that deal with cost containment?


MS. FRANK:  Yes.  Let's just look at the '14 as well, just to -- because there was some change in these.


So we still have the transmission and the distribution unit costs OM&A divided by gross fixed assets.  It looks to be what's in the '14 scorecard.


MR. THOMPSON:  All right.  So in terms of -- is compensation a separate measure?  Or is it bundled up in these unit costs?


MS. FRANK:  It would be included in the unit costs.


MR. THOMPSON:  Just back to the MOA, if you wouldn't mind, there is a section H dealing with executive compensation.  It says:

"Hydro One will have regard to the recommendations of the Agency Review Panel regarding executive and senior management compensation."


Is that -- sorry, are those recommendations an ongoing exercise by that panel?  Or was that a one-off situation?  Or do you know?


MS. FRANK:  I certainly know that there were recommendations by that panel in terms of levels of executive salary change.  I believe that -- we have heard it more than once, so I don't know if it is ongoing or if it is -- had more than one panel sit.  But there were periods of -- well, now we're under a freeze in terms of increases of the -- anybody at a vice president level and above, and that freeze has been in place for several years.


So I do know that we're still abiding by the Agency Review Panel.  I am struggling a little bit if it is ongoing or not.


MR. THOMPSON:  Well, let me put it this way.  Are the costs you're forecasting in this five-year custom presentation influenced in any way by recent recommendations of the Agency Review Panel?


MS. FRANK:  Well, the Agency Review Panel, one of the recommendations that, you know, I can relate to very personally, that says that at a vice president's level you will not see a salary increase until the provincial budget is balanced.


So we naturally, when we looked at our five-year plan, didn't put much in in terms of salary increases for that level.


MR. THOMPSON:  All right.  Thank you.


Now, you have given me the 14 items that are the measures, the key measures.  Is there actually a letter agreement or some form of written agreement that lists these measures?  Or is that an informal agreement?


MS. FRANK:  The sharing of the business plan and the scorecard and the targets is done by, actually, Mr. Struthers, who is going to be on the next panel.


And that's provided to the -- both Energy and Finance.  And there is, at some point in time, often an agreement, but it can take a very lengthy time before we get any letter back.


MR. THOMPSON:  Okay.  So if I ask for production of some letter that missed these and then they were agreed upon, I'm getting the impression that likely doesn't exist.


MS. FRANK:  Supporting this business plan?  I'm not convinced we have it.


MR. THOMPSON:  Supporting these key measures.  The MOA says:

"Key measures are to be agreed upon between the Minister of Energy and the Minister of Finance."


MS. FRANK:  I am not convinced we have yet that agreement, but Mr. Struthers would know.


MR. THOMPSON:  Okay.  Thank you.  All right.  Fine.


Then the MOA goes on that -- it says:


"Hydro One will benchmark its performance on these measures", so it is a mandatory requirement", against the performance of other utilities, including international utilities where information is available."


Do you see that?


MS. FRANK:  Yes.  So this G, 2; right?


MR. THOMPSON:  Yes, G, 2.  Correct.


And so my question is:  Did Hydro, from the outset, benchmark its performance on each of these measures against the performance of other utilities?


MS. FRANK:  Hydro One would have participated with various associations and international bodies, so Canadian Electric Association, the Edison Institute and other such groups that look at utility performance.


We certainly do a lot of best practice type comparisons.  I would say that's primarily how we saw ourselves meeting this requirement, is through participation on associations.


MR. THOMPSON:  All right.  Well, let me follow up with that, because there is in our compendium -- as well as, I believe, in SEC's compendium -- there was the PEG study that you were discussing with Mr. Rubenstein yesterday.  We have that at tab 8.


That's a benchmarking study, as I understand it.  Is it?


MS. FRANK:  It is indeed.  It is not one that we commissioned, but it is definitely a benchmarking study.


MR. THOMPSON:  Right.  But in your testimony yesterday and again today you have mentioned Canadian associations, the Canadian Electricity Association, and you mentioned a North American association, Edison Electric -- Electricity Association, I believe.


And my question is, do you have benchmarking studies that evaluate where Hydro One sits, let's say, for transmission unit costs versus the utilities in each of those associations?


MS. FRANK:  I haven't seen such reports.  I don't know if they -- I personally haven't seen them.


I should tell you that our panel 2 will have people who are more familiar with some of our benchmarking efforts, and I would suggest you ask that question of them as well, but I haven't seen them.


MR. THOMPSON:  So you are not aware of key measures like transmission unit costs or distribution unit costs being benchmarked against the members of the Canadian Electricity Association?


MS. FRANK:  I'm not aware of that.  I do know that the Canadian Electric Association has struggled with benchmarking, primarily because they're concerned about the information being disclosed in forums such as this, and therefore parties aren't too eager to participate.


So they're -- increasingly the number of items that they report upon is decreasing.  They're not too keen on these type of forums getting everybody's information on a public record.


MR. THOMPSON:  Well, they may not be too keen because their members may not be too keen.  But I am just trying to find out whether there has been benchmarking of the type that this MOA contemplates, and I'm talking over the years 2008 to the present date.


If there has been against the CEA -- Canadian Electricity Association members, you are not aware of it.


MS. FRANK:  I haven't seen these things.


MR. THOMPSON:  Then moving to the North American association, the Edison -- is it the Edison Electric or the Edison Electricity Association?  What's the proper name?


MS. FRANK:  Yes, one of those.  Oh, I'm told Edison Electric Institute.


MR. THOMPSON:  Okay.  EEI.  All right.  Oh, I'm not supposed to say that, excuse me.  Fine.


Has there been any benchmarking of the unit cost measures, to your knowledge, against Edison Electric Institute members?


MS. FRANK:  I know there's been performance-type analysis.  Once again, I don't know about unit cost.


MR. THOMPSON:  Do you know how Hydro One stacks up?  Are they at the bottom of the heap again or...  Have you any idea?


MS. FRANK:  I think we really should -- we should leave some of this for panel 2.


MR. THOMPSON:  Okay.  In our compendium at tab 9 there's a reference to the National Association of Electrical Distributors.  We just got this off the website.  And similarly at 10.  At 9 it is talking about compensation benchmarking information, some further elaboration of that at -- employee compensation report at tab 10, and at 11 other financial benchmarks.


Is Hydro One a member of the National Association of Electrical Distributors?


MS. FRANK:  We looked at this last evening after you provided it, and we had really no familiarity with this group other than what you can find on the website.


MR. THOMPSON:  All right.  So you have not purchased this information that is apparently available from this organization?


MS. FRANK:  No, we did notice you purchased it, you know, that that was the approach, but that was it.  We haven't done it.


MR. THOMPSON:  Then at tab 12 there's an organization referenced, described as the Electrical Council, "a trusted member-driven resource providing value to the Canadian electrical community".  Is Hydro One a member of this organization?


MS. FRANK:  Once again, we were made aware of it through your efforts.


MR. THOMPSON:  Okay.  So you are not subscribing to any information that that organization provides with respect to these unit costs?


MS. FRANK:  If they do -- I notice they seem to be products, you know, the last -- towards, I guess, the second-last page of this seems to have wire and cable sections and control sections and transformers.  They look like providers of service, rather than costing of the overall distribution utility.  But I am -- I don't know much about this group.


MR. THOMPSON:  All right.  That's fine.


The purpose of referring to these attachments as well as the other associations that you mentioned, just before I conclude this question, is Hydro One a member of the Electricity Distributors Association?


MS. FRANK:  We are no longer a member of that group.


MR. THOMPSON:  What happened?


MS. FRANK:  They have a different position on what should happen with the distribution sector than Hydro One does.


MR. THOMPSON:  Okay.  When did your membership terminate in that organization?


MS. FRANK:  Earlier this year.


MR. THOMPSON:  And prior to its termination, was there any benchmarking analysis of these measures versus the members of the EDA?


MS. FRANK:  Once again, I don't recall any, but we can check with panel 2.


MR. THOMPSON:  I understand Hydro One is a member of, is it called the Large Distributors Coalition or something of that nature?


MS. FRANK:  Coalition of Large Distributors?  We participate in their various meetings, but it's not a group where there would be official membership to it, and when they list the parties, they normally don't include us.


MR. THOMPSON:  Is that an oversight?


MS. FRANK:  No, I don't think so.


MR. THOMPSON:  Okay.  So has there been any benchmarking against the members of that association, to your knowledge?  On these unit costs and other measures that are referenced in the MOA?


MS. FRANK:  No.  That group tends to talk about process or how to respond to OEB directives or how to deal with conservation.  It is more activity-based.  I am not aware of any benchmarking.


MR. THOMPSON:  Thank you.  So despite the obligation here to benchmark performance on these measures against other utilities, including international utilities, where information is available, not a whole lot of that has taken place, is what I am gathering from our discussion.  Is that fair?


MS. FRANK:  I certainly am not aware of a lot taking place.  However, I would encourage you to pose that question of Mr. Struthers, as he would be more intimately aware of the relationship with the government and how we're meeting that.


MR. THOMPSON:  Thank you.  My colleague, Mr. DeRose, will do that.


Just before I leave this subject, I got the impression from your discussion with Mr. Rubenstein and others that Hydro One's not really a big fan of benchmarking; is that a fair impression?


MS. FRANK:  Hydro One has -- sees that there is a lot of challenges in terms of trying to have an equivalent circumstance so that the benchmarking has some value, in terms of comparative performance.


As we know, the territory that we serve and the customers we serve and the system we have is something, when you look around North America, it is hard to find something that is like this.  There's very few utilities that serve such a rural customer base without the large urban centres.


So trying to normalize for those and trying to -- and actually, it is always more expensive to serve when you've got fewer customers than it is when you have got a lot of customers in a more confined area.


When you look at our density, it's, even within our area, the more -- we have three residential classes and urban and R1 and a very -- the lowest density in the R2.  The costs to serve them -- and we have done these studies -- are higher the lower the density.  There's an inverse relationship.


When we try to benchmark, we have trouble finding a good comparator, is our number one concern.  And then secondly, when you actually look at the data and are you communicating the data on a consistent basis, we all have slightly different treatment of how we expense items and how we capitalize items.  It is very difficult to have truly a like-for-like determination of costs.


So all of those make benchmarking -- we believe the only benefit is more to identify directional areas where utilities are more effective, and then go to the best practice and go to process.


So benchmarking for the purpose of saying:  Is there somebody who has a good process or practice and you should explore that and understand what that looks like, we're supportive of.


But the number itself, I'm not convinced that we feel you can gain much insight from them.


MR. THOMPSON:  In one of your interrogatory responses -- and I forget which one it was, but you do indicate or Hydro One indicates that the best comparators are BC Hydro, I think it was Manitoba Hydro, and New Brunswick Power Company.  Do you recall that?


MS. FRANK:  I recall that.


MR. THOMPSON:  And so what's been done to compare unit costs of Hydro One versus those unit costs?  Is there anything in the record that can help us with that?


Or is that something for the next panel?


MS. FRANK:  I'm not recalling where this is in our evidence, so I think we -- now that we know you're interested, we will have the next panel ready to answer.


MR. THOMPSON:  Okay.  But just coming back to my initial question, I sense that Hydro One is not a big fan of having measures derived from information external to Hydro One influence any determination of the reasonableness of the amounts that you should be permitted to recover from ratepayers; is that fair?


MS. FRANK:  As I indicated, we struggle with what that external information -- how comparable it is, what its source is.


So I would agree that we haven't found something that we feel is good, in terms of a like-for-like type comparison.


MR. THOMPSON:  Now, do you regard that attitude as compliant with the Renewed -- what does "RRFE" stand for?  Renewed Regulatory -- something -- Framework for Electricity Distributors?


MS. FRANK:  I think that the benchmarking can be external or internal against yourself over time.  We feel that we're likely better off doing the compared to ourselves over time than the external.  We will leave it to the Board to decide if that is meeting their requirements or not.


It is an incredible challenge.  When we looked at the PEG report, there were concerns with PEG trying to look at Hydro One and Toronto Hydro and how comparable we were.  So it is a challenge that's been around for quite some time; this is not a new problem.


MR. THOMPSON:  All right.  Let's move on, then.


You had a discussion with Mr. Rubenstein about X factor, and you don't use an X factor in your presentation but you do have cost reductions -- these are my words -- embedded in your forecast, or words to that effect.


Have I captured that reasonably?


MS. FRANK:  Yes.  I would agree with that.  We've got Exhibit A-19-1, where we list the productivity areas and the various initiatives that we have.  We don't translate them into an X factor.


MR. THOMPSON:  But is there an X factor implicit in your application?  And if so, what is it?  What's the number?


MS. FRANK:  We've not done that calculation.  So there is productivity.  I don't have an X factor.  I think the X factor is just a number on productivity.


We have dollars of initiatives on productivity.


MR. THOMPSON:  But that cannot be translated into an implicit X factor?  Is that what you're telling me?


MS. FRANK:  We haven't done it, is what I'm telling you.


MR. THOMPSON:  Well, could you do it?  And if so, would you do it and provide us with the number?


MS. FRANK:  I would suspect that we could come up with something.  I'm trying to decide do I agree to doing this today, or do we wait for the next panel and have them agree?  I don't know if there is a whole lot of benefit to waiting.


MR. THOMPSON:  If you could have them do it and bring it with them, that would be very helpful.


MR. ROGERS:  They wouldn't appreciate that, I don't think.  I think the people who do the undertakings should do the work.


Can it be done?  Would you like to -- Mr. Chair, if I could ask the witness, is it something we should think about over the noon hour?  Or is it...


MS. FRANK:  I think that that would be reasonable, that we think about it and see what we could --


MR. ROGERS:  Can we just take it under advisement?  And I will advise you first thing this afternoon, Mr. Thompson.  If it can be done easily, it will be done.


MS. LEA:  Mr. Rogers, would it be acceptable to give it a number, even if the only thing that happens is you report back to us?  So that way it is not forgotten.


MR. ROGERS:  Yes, sure.


MS. LEA:  That's Undertaking J2.3, and you will let us know what undertaking you are accepting and who will provide that material?
UNDERTAKING NO. J2.3:  TO TRANSLATE THE PRODUCTIVITY INITIATIVES INTO AN X FACTOR.


MR. ROGERS:  Yes, I will.


MS. LEA:  Thank you.


MR. ROGERS:  I'm sorry to interrupt, but we're clear on what is being requested.  I think I understand it, Ms. Frank.


MS. FRANK:  You would like the productivity initiatives translated into an X factor; is that fair?


MR. THOMPSON:  Yes.


MS. FRANK:  Okay.


MR. THOMPSON:  Thanks.  Now, just moving briefly to compensation, is there somewhere in the record what the compensation amount would be in your revenue requirement if the level of compensation was fixed at the same level that the Board considered appropriate when it made its ruling in the case that the PWU took to the court?


It is at tab 2 of our brief.


MS. FRANK:  Mr. Thompson, to my avoiding getting myself into trouble with panel 2, I am going to just defer this whole area to them.  Otherwise, I may find that I have more undertakings that they need to deal with.  So I am just going to say -- defer compensation.


We do have somebody to speak to it there.


MR. ROGERS:  Mr. Chair, Mr. Struthers in the next panel, I think will be equipped to deal with compensation issues.


MR. QUESNELLE:  Thank you, Mr. Rogers.


MR. THOMPSON:  Yes, thank you.  That's satisfactory.


Lastly, just on this issue of benchmarking, there is in our brief, at tab 7, the report on the sustainability of electricity sector pension plans to the Minister of Finance.


I assume you are familiar with that report, are you, Ms. Frank?


MS. FRANK:  I am familiar, but Mr. Struthers is incredibly familiar.


MR. THOMPSON:  Okay.  Well, just from a policy perspective, could you explain why ratepayers should be paying amounts for benefit plans which are not sustainable?


MS. FRANK:  I'm not convinced that I agree with your premise that plans aren't sustainable.


And like I say, quite honestly, Mr. Struthers is -- he's anticipating getting questions on this topic.


MR. THOMPSON:  All right.  Well, it wasn't me that was saying they're not sustainable.  It was the report that says it at page 20, but we will save that for Mr. Struthers.  Thank you.


Now, let me move on to another area.  It relates to customer surveys, customer concerns.  And you have been discussing those topics with others.  And there's outcomes that you have listed, and the documents pertaining to that listing are already in the record.


But my initial question is:  With respect to customer surveys, did Hydro One or its agents ever ask the customers whether their total bill was the topic of priority concern?


In other words, was total bill in the list of choices as to customer concerns?


MR. WINTERS:  I don't know if that was a particular question.


MR. THOMPSON:  Well, would you know if it was?  Aren't you the man that manages these surveys?  I don't think it is.  I've never seen it anywhere.


MR. WINTERS:  Again, I can't speak to whether it is or it isn't.


MR. THOMPSON:  Okay.  Well, can you agree with me that consumers, and certainly my client, the manufacturers, are very concerned with the total bill changes that they have faced over the past several years and are facing in the future?


MR. WINTERS:  Yes.


MR. THOMPSON:  And when you say in the material and in your evidence that Hydro One is striving to be sensitive to the needs of consumers, is Hydro One sensitive to these past total bill increases and prospective total bill increases?


MR. WINTERS:  Yes, we are.  And as I've stated in other -- in other questions and answers over the last two days, that is absolutely why we are taking a balanced approach around maintaining reliability while keeping the total bill impacts in and around 2 percent.


MR. THOMPSON:  All right.  Well, we could get confused when we talk about total bill impacts.


One, it means to some, including consumers, the total bill that they're facing over the planning horizon is one interpretation.  I think the interpretation Hydro One adopts is the impact of Hydro One's changes on that total bill.  Is that what you mean by "total bill impact" when you use that phrase?


MR. WINTERS:  Yes, that's correct.


MR. THOMPSON:  But I am looking at it from the other perspective, the total bill facing consumers over the planning horizon, and the total bill that consumers have faced over the past five years.


Is there any data in the record pertaining to those total bill calculations?


MR. WINTERS:  No, not to my awareness.


MR. THOMPSON:  Do those total bill considerations have any effect on Hydro One's planning?


MR. WINTERS:  We definitely consider cost impacts and price and rate impacts to our customers when we are making these decisions.  And again, I will reiterate that that is why we are seeking to balance the amount of investment that we require in order to maintain a reliable system versus increasing that reliability.


We are sensitive to total bill impacts, and that's why we are maintaining our portion of those impacts to within 2 percent.


MR. THOMPSON:  Now, in terms of the magnitude of these total bill changes, would you agree with me that Hydro One is the entity from which its customers receive their total bill?  It includes not only Hydro One's charges, but everyone else's as well.


MR. WINTERS:  I would agree that us as well as other local distribution companies throughout the province that perform the billing function, yes, indeed.


MR. THOMPSON:  So regardless of the fact that there are many items in the bill beyond the control of Hydro One, the total bill comes from Hydro One?


MR. WINTERS:  Yes.  As I said, for our customers the bill comes from us.  For the other 3 million customers throughout the province it comes from their local distribution company.


MR. THOMPSON:  So Hydro One has in its possession information that could provide, for example, the calculation of the total bill faced by general-service customers greater than 50 megawatts paid five years ago versus today?


MR. WINTERS:  That would stand to reason, yes.


MR. THOMPSON:  And do you have that information at hand?  In other words, do you calculate that?  So you have it as one of the inputs to your planning process?


MR. WINTERS:  As I mentioned, Mr. Thompson, we look at the costs that we control when we talk about total bill impact.  So we look at the costs that we control in our portion of the bill, and that's what goes into our investment and business planning decisions.


MR. THOMPSON:  So I'm understanding it to be, is that, no, you do not do these calculations on a total bill basis for consumers, what they faced five years ago, versus today, versus what they're going to be facing five years from now in the planning exercise?


MR. WINTERS:  I am not aware of it, no.


MR. THOMPSON:  Is that approach consistent with the RRFE, in your view, the renewed regulatory framework for electricity?


MR. WINTERS:  Yes, we do believe it is consistent, because we are talking about the costs within our control and that impact on our ratepayers.


MR. THOMPSON:  So does Hydro One have any estimates on a go-forward basis of the total bill consumers are likely facing over this five-year period that you are asking the Board to fix rates for Hydro One Distribution?


MR. WINTERS:  I believe, as Ms. Frank answered in a question yesterday, the calculations that we perform, for example, we kept the commodity constant in our calculations.  And then the other aspects of the bill, we would do the same.


MR. THOMPSON:  Now, moving forward, if I might, to the distribution revenue requirement topic and the changes in it.  So this would be our tab 13 in Exhibit K2.1, and there's a document that was being discussed with Mr. Rubenstein.  It's at page 5 of his compendium.  It is called the revenue requirement.  Table 1, Exhibit E-1, tab 1, schedule 1, page 1 of 6.


And is this document, just in terms of its presentation, is this smoothed or unsmoothed, do you know, Ms. Frank?


MS. FRANK:  This is about the revenue requirement.  I believe this is before any smoothing.  So unsmoothed.


MR. THOMPSON:  It is before, or...


MS. FRANK:  Yes.


MR. THOMPSON:  Okay.  Thanks.


And so just to -- we have, I think, the page 5 from Mr. Rubenstein's document up on the screen.  It was there just a moment ago.  If we can just go back.  If you could just look at the -- our tab, excuse me, tab 13.  I just want to make sure that I am reconciling this properly.


So if I take the 2015, for example, in our schedule, which is E2, tab 1, schedule 2, page 1, line 5, revenue at current rates, and I add the gross revenue sufficiency at line 15, I think I get the number 1414.9 million that appears in Mr. Rubenstein's -- sorry, at table 1, page 5 of the SEC compendium of 1414.9.  Am I doing that correctly?


MS. FRANK:  Could you please walk through that one more time for me?


MR. THOMPSON:  Okay.  So let's start with table 1.  So the total revenue requirement for 2015 in table 1 is shown as 1414.9.  And then if I go to the presentation that is at tab 13 of our brief, I believe that is the sum of revenue at current rates, plus the gross revenue deficiency at line 15.  So line 5, plus line 15.


Is that the reconciliation of those numbers, to your knowledge?


MS. FRANK:  Certainly it does look to be the same, yes.  I'm not -- I'm struggling with that, because I'm wondering -- the revenue at current rates, I'm wondering if this is the happenstance, I will call it, Mr. Thompson, because what you saw in table 1 was a bottom-up revenue requirement.


What you are looking at in the sufficiency and deficiency is revenue at current rates.  And the revenue sufficiency/deficiency, I guess that does come back to equalling the revenue requirement because it would be -- it's the revenue you're getting with no rate increase, plus the shortfall, does show what your revenue requirement would be.


So yes, at a guess, that's how you -- I've not thought about it that way, but yes, it makes sense.


MR. THOMPSON:  I was just trying to make sure that these reconciled.  And my question, informational only, is in the context of -- let's take page 5 of the SEC compendium, where the "Total revenue requirement" line for 2015 is 1,414.9 million.


I just wondered what number in Exhibit J1.2 is comparable to that number.  The J1.2 is a 2014 number, which doesn't appear in table 1.


Do either of these numbers correlate to the revenue requirement numbers at -- in table 1?


MS. FRANK:  So the J1.2 that we handed out this morning, I believe the number in the second set, the 2014, the 1,426 would be a comparable number to the 1,414.  It is certainly based upon the same notion of what is your OM&A and what is your depreciation, what's your... so yes, I believe that's the comparable number.


MR. THOMPSON:  All right.  Thanks.


MS. FRANK:  Can I just go back one?  I would like the record to show that I am unconvinced that the exercise you did between your tab 13, Exhibit E2, tab 1, and the table 1, if they truly do reconcile.


I haven't looked at that enough.  I am not convinced that exactly works.  It may work for the one year.  I am not convinced it works.


MR. THOMPSON:  Well, it worked for 2016.  And if I just look at it big picture --


MS. FRANK:  '16, so you're saying the 1,205 plus the 233, so --


MR. THOMPSON:  No, plus the 317.5.


MS. FRANK:  Oh, the 317.5?


MR. THOMPSON:  Gives you the 1,522.5.  Then 1,215 plus the 362 gets you --


MS. FRANK:  1,578 appears to work.


It is just -- you can obviously tell I have no comfort with this notion of sufficiency and deficiency.  It is not one that electricity typically uses.  Certainly we don't use it.


MR. THOMPSON:  Okay.  Let's move on.


Now, just with respect to some evidence you provided with respect to ratepayer protection, which I will come to in a minute, but you indicated that there is no over-earnings in distribution on a historical basis.  And you pointed to some interrogatory response to support that.


Do you recall that?  That was in discussions yesterday.


MS. FRANK:  Yes, I do.  And the interrogatory I pointed you to was Exhibit 1, tab 6.03, schedule 6, VECC 76.


MR. THOMPSON:  Okay.  Now, where I am coming to on this is the presentations that are made to Hydro One's board of directors.  And there's an example of this at Exhibit I, tab 1.01, schedule 9, SEC 1.  I am looking at the redacted version.


This was the presentation to the board of directors on November 14, 2013; have I got that straight?


MS. FRANK:  I'm waiting to see it on the screen.


MR. THOMPSON:  Oh, you're waiting til it gets up there?


MS. FRANK:  Yes.


MR. THOMPSON:  Okay.


MS. FRANK:  Is this the one you're looking at?


MR. THOMPSON:  No.  It is Exhibit I, tab 1.01, schedule 9, SEC 1, attachment 1.  There we go.


And if you go over three pages in the redacted version, you will see financial results for 2013.


MS. FRANK:  Right.


MR. THOMPSON:  And I understand that in the unredacted, those numbers will go out in the future, right?


MS. FRANK:  Yes, that's what you would see.


MR. THOMPSON:  You will see the ROE there is 11.6 percent.  But this combines, am I correct, transmission and distribution?


MS. FRANK:  This would have -- can we just go back to the top?  I believe this is a business plan -- yes.  So this is the Hydro One Inc., the combined company, business plan.  So it combines all of our businesses, transmission, distribution, telecom, Brampton, remotes; it is everybody in.


MR. THOMPSON:  Okay.  And the ROE there is 11.6 percent, on a GAAP basis?


MS. FRANK:  Right, for all of our businesses.


MR. THOMPSON:  All right.  And we have, I think at page 19, "Financial results."  I believe this would be the same table that is being shown at page 5; is that right?  Under "Financial results"?


MS. FRANK:  Once again, it looks like it is Hydro One Inc., so yes.


MR. THOMPSON:  All right.  And then if we go over to page 21, we see numbers for Distribution.


And I assume that somewhere there are going to be numbers for transmission.  Are they in here?


MS. FRANK:  They may have been redacted.


MR. THOMPSON:  Okay.  Everything redacted?


Why would transmission be redacted?


MS. FRANK:  Because it is a distribution application, and forward-looking information for transmission wouldn't be in it.


MR. THOMPSON:  Okay.  Well, coming back, then, to this 11.6 percent, what is the Board-approved ROE for 2013?  Do you have that number at your fingertips?


MS. FRANK:  It is -- the ROE was 9.66 for 2013.


MR. THOMPSON:  Okay.  That would be the same for distribution and transmission?


MS. FRANK:  Yes.


MR. THOMPSON:  Okay.  So this global number, 11.6, seemed to indicate that some over-earnings are being realized somewhere.


You're saying they're not in distribution.  Does that mean they're in transmission, in part?


MS. FRANK:  There are two things.


You did point out that this is a GAAP calculation, rather than a regulatory calculation.  So that likely is part of it.


From a regulatory calculation, one of the items would be what's in rate base and what's allowed working capital.  The calculation is different.  Where you're using GAAP, it is not the same working capital treatment, in particular.


But this would be for all of the businesses we operate.  And yes, there would have been some businesses that had higher returns, and others -- distribution has not been one of those companies that, for the past five years, has been doing well in terms of ROE.  We've not even met the allowed, using it from a regulatory perspective.


MR. THOMPSON:  Well, my question -- really jumping to the quick -- is this.  Are you taking over-earnings in transmission as opposed to distribution?


MS. FRANK:  Transmission has definitely done better than distribution.


MR. THOMPSON:  Well, is it in an over-earnings position versus the Board-allowed ROE?


MS. FRANK:  I struggle a little bit in terms of the relevance to the distribution proceeding.


MR. THOMPSON:  Well, we know that there is allocations going back and forth between transmission and distribution.  I am just -- I am trying to test your statement that we never overearned in distribution.  Is that just a product of the allocation process that you use and take overearnings in transmission?


MS. FRANK:  The allocations are all done on the basis of studies that talk about the natures of the work and the appropriate split between, is that work supporting our transmission or distribution basis.  Those studies are part of our evidence, and the Board has, in the past, looked at how we do these studies.


There's been no change in approach.  It's not -- not an allocation.  I think there is a different nature to the two businesses.


Distribution is very much a demand-driven type business.  We have to respond to customers, in terms of connecting them.  We have an obligation to connect.  We've got a lot of distributed generation that's come in, and the costs of supporting, connecting that.


We've had initiatives around the smart meters and changing the nature of that.  There's conservation.  The distribution business has a lot of challenges to it.  It's nothing to do with an allocation.  The allocation is objectively set with a third party's approach.


MR. THOMPSON:  Thank you.  Now, what is the status of the transmission rate application for 2015 and beyond?


MS. FRANK:  The 2015 transmission, '15 and '16, so it is a two-year consideration, there have been some settlement discussions, and there has -- we're at a point where we're nearing completion of that exercise, and we will make formal application hopefully within the week to the Board and submit a settlement proposal at the same time.


So nothing has been filed yet with the OEB on transmission, but we have had extensive discussions, and we are very hopeful we will be able to file both an application and a settlement in the very near future.


MR. THOMPSON:  Thanks.  Let me move on to ratepayer protection mechanisms, which you have been discussing with others.  And I will go straight to earnings sharing.


Now, your position on earnings sharing -- I don't know if this is all what you were saying about this, but the initial position, as I understood it, was that smoothing was an alternative to earnings sharing, and that, I think, came -- that's the impression we got from the technical conference transcript that appears at page 15 -- sorry, tab 15 of our brief.


Is that one plank of the position?


MS. FRANK:  Yes, that is one aspect of the position.  And it is one where we have looked at others and arguments in others.  So the Enbridge case was what was quoted here when we were having the discussion at the technical conference, where Enbridge really indicated in their case you had a choice.  You smoothed or you took earnings sharing, and they -- they went smoothing.  We went smoothing and they went earnings sharing.  So two different approaches.  But the idea being it is a challenge to do both.


MR. THOMPSON:  All right.  So I will come back to that position, but the second position, as I understood it, was from your -- from the record is, we have a history of under-earnings and, therefore, there is no sense having an earnings sharing mechanism for us over a five-year plan.


MS. FRANK:  I was thinking that it was unnecessary.


MR. THOMPSON:  Okay.  I apologize for my rhetoric.  "Unnecessary", that's fine.


Then the other position or the other aspect of the position that I understood you to be relying on was, it is a complicated calculation, and we shouldn't have to do it.


MS. FRANK:  I think that goes back to the first premise with the Enbridge approach as well.  It was the -- pick either smoothing or earnings sharing, and it was the problem of having chosen smoothing that it made more complex, but there is another reason why we think earnings sharing is less relevant, and that goes to our position that, if we are able to find additional productivity, that we would redirect any of that into doing more work.


MR. THOMPSON:  All right.  So that's the fourth ground.


MS. FRANK:  I think, yeah, we're counting --


MR. THOMPSON:  Don't worry, we're going to spend it on you.

MS. FRANK:  Don't worry, we are going to improve the system, and it will perform better for you as a result.  Without, you know...


MR. THOMPSON:  Let me just start with the smoothing analogy.  I suggest to you smoothing is a rate mitigation tool, not a ratepayer protection tool.  Would you agree?


MS. FRANK:  I would certainly say that it is a mitigation tool.  But I also think there is some benefit to customers to delay the payment.  So there is both a mitigation and a benefit, in terms of a delay.


MR. THOMPSON:  All right.  Well, that is something that falls into the mitigation basket, in my parlance.


But just backing up for a moment.  Throughout the evidence and in one of the issues -- I think it is issue 2.01 -- there's a question about the adequacy of Hydro One's response to customer preferences.  Do you recall that question on the issues list?  Sorry.  issue 2.01.


Does Hydro One's custom application adequately consider customer feedback and preferences?  Do you recall that question?


MS. FRANK:  Can you give me the reference?  I'm --


MR. THOMPSON:  Yes.  issue 2.01 on the Board's issues list.  It's also -- I am finding it also on the panel --


MS. FRANK:  You are just asking the overall question.  You don't have an IR or anything?


MR. THOMPSON:  No, no, no, no, no.


MS. FRANK:  Okay, yes, okay.


MR. THOMPSON:  Fine.  And on the issue of earnings sharing, would you agree with me that at every -- virtually every stakeholder meeting customers expressed, I would say, vigorous preference for an earnings sharing mechanism?


MS. FRANK:  I'm not convinced that I would say at every meeting, but I would definitely say that we heard from customers that they were interested in the potential for earnings sharing.


The rigour and the frequency we will disagree upon, but am I aware that customers are interested?  Yes.


MR. THOMPSON:  And despite the obligation to consider customer feedback and preferences, Hydro One has consistently rejected those requests.  Is that fair?


MS. FRANK:  It would be fair, yes.


MR. THOMPSON:  Now, let's then go to the second of the grounds, the history.  Whether you have or you haven't overearned in prior years, does that really have a bearing on the prospect of overearning in a five-year plan under which you have never historically operated?


MS. FRANK:  Normally, when a utility is asked to start to report on an item or there's a concern about -- often for utilities, when it comes to earnings sharing, the reason that it is introduced is by looking at the historical performance and identifying there was a problem.  And they're saying because there is a problem we're going to need to put in place this monitoring or this assurance that this problem won't persist.


And I say we have not demonstrated that problem exists for our distribution business.  So I don't know why we need to correct something that didn't happen.


MR. THOMPSON:  Well, I would question that ground for earnings sharing.  My understanding of it is it's an incentive for a utility to do better, because it shares savings.  And I don't understand why you would reject such an incentive.

MS. FRANK:  Our intention is to reinvest savings onto our fourth quartile performing utility.

So I think it means that we're not allowed to reinvest it if we have to go into earnings savings.  We have to put it in this account.  And we are no longer able to improve the operation of our facilities, but instead we put the money into an earnings sharing.


The other thing that I've always had trouble with is that it isn't balanced.  It isn't under and over.  It is only one-sided.


If it's extreme, the Board already has a mechanism.  And the Board says:  If it is 300 basis points, that's extreme and that draws this whole application into question.


So I think we've got the extreme already covered.  I don't think we need to have it for the others.  As you say, the company's been very consistent on its message here.

MR. THOMPSON:  All right.  Well, if we take your view of it, what harm does the ESM cost?  I don't understand why you wouldn't agree to it when it is not, under your view, likely to cause any harm.


If ratepayers want it for some protection, you say they don't need it because there's not going to be any over-earning, what harm does ESM cause?


MS. FRANK:  Then I have to measure it.  And we're going to likely, down the road, disagree with how it has been measured because of the complexity associated with smoothing.


So why introduce something that takes more effort and costs to measure, and then have the likelihood that there will be disagreements as to how it is measured, if indeed we've already got a proposal that says:  We'll reinvest and we have no history of underperforming?


I would think we're going to agree to disagree on this one.

MR. THOMPSON:  All right.  Fine.  That then brings me to the measurement, a concern that you have expressed.


I guess what troubles us here is you've already included in part of your application the off-ramp which involves measuring ROE plus or minus 300 basis points.  So you have to have a system in place to do that measurement.

MS. FRANK:  Well, that -- I'm suspecting that at 300 basis points it's not going to be a big issue because it's a materially different change.  It's not those things that could happen for an earnings sharing with a much smaller spread.


So if there's any, I'm going to say, anomalies, discussions, once you're at 300 basis points they all disappear.  It is such a big difference.

MR. THOMPSON:  No, but the point -- my point is your application presumes that a calculation could be done with respect to plus or minus 300 basis points of ROE.  And if it can be done for that number, it can be done for earnings sharing.

MS. FRANK:  I'm not saying it can't be done; I'm just saying that it takes more effort.  And the larger the deviation, the less challenge there will be to the number.  It's such a big number, it is -- it's obvious.

MR. THOMPSON:  But my point is your application has an element in it that requires the calculation --


MS. FRANK:  Right.


MR. THOMPSON:  -- to be done, so why would you resist doing it for an ESM purpose?

MS. FRANK:  Well, I think I already told you two or three times now --


MR. THOMPSON:  All right.  Fine.  We will leave it there.


Now, just in terms of the mechanics of the calculation, this takes me back to tab 13 -- and I am nearing the end, Mr. Chairman.  I will probably be another five minutes, maximum.


This is pre-smoothing, as I understand your evidence?

MS. FRANK:  Yes.


MR. THOMPSON:  Okay.  And so we have an allowed target return in each of those years at line 3, which -- 25 words or less, is that your estimate of the Board-approved in each of the years?

MS. FRANK:  This is our forecast as to what the returns would be, yes.

MR. THOMPSON:  And so when you overlay smoothing on top of this, am I correct that the target return for 2015, because you are recovering less than the pre-smoothing amount, that the target ROE would go down?

MS. FRANK:  Yes.  The target ROE would go down.

MR. THOMPSON:  And so -- and then in other years. the target ROE would have a different -- some would be below the Board-approved and then -- in the early years, and then above the Board-approved in the later years; is that fair?

MS. FRANK:  That's how we would end this proceeding, with a decision that would give us those numbers, and the amounts that would be booked from a plan perspective into a smoothing account.


At the end of the day, however, the ROE will be consistent with whatever the Board set in each of these years.  So the ROE will not, at the end of the day, be this number adjusted for smoothing.  The ROE will be whatever the Board sets year by year.

MR. THOMPSON:  All right.  But in terms of an earnings sharing calculation, if I asked you to produce the post-smoothing calculation of these amounts for 2015 and 2019, there would be a target return fallout at line 3 for each year?

MS. FRANK:  I am not convinced that that is how we would see one doing it.  We're actually thinking what you would do is put a dollar amount into a variance account and decide that at the end of this proceeding, because the ROE will change year by year based upon the Board's direction, so we're not setting an ROE for each of these years.


What we're setting is a dollar amount of shortfall and overage.  It is the dollars, we would suggest, rather than the ROE.


MR. THOMPSON:  Fine.  But I am trying to have you, if you could, walk us through the calculation that you say is complex.


We see it as a number for ROE in each of the years that will be higher or lower than the allowed, and that is the number around which the ESM calculation would operate.


MS. FRANK:  No, no.  The number that around ESM would operate would be the Board-approved number year by year, which is different than the number that would fall out of this table once smoothed.


MR. THOMPSON:  So --


MS. FRANK:  This is part of the complexity we're talking about.


MR. THOMPSON:  Well, maybe you're introducing it.  When you say the Board-approved number, are you saying the 9.1 and the 10-point-so on, and --


MS. FRANK:  We're saying whatever the Board sets year by year.  And we won't know that -- we won't know the '16 number until around November of '15, and likewise for all of the others, it is November of the prior year when you actually know what the Board-allowed return is.


Earnings sharing will be based upon how did you differ from what the Board's allowed return was for that year.


MR. THOMPSON:  So taking 2015 for an example, with smoothing, we know that ROE is going to be lower than the Board-approved; Is that right?


MS. FRANK:  Yes, we know that part.  What we don't know is what the Board's allowed ROE will be for 2015.


MR. THOMPSON:  Fine.  But with smoothing, the probabilities are there would be no earnings sharing in 2015 with the smoothing you are proposing and the ROE that you are proposing to have the ESM calculated around.


MS. FRANK:  I can't know that.  And the reason I can't is what I assume one would do -- this smoothing account, I see as a regulatory asset, when we have -- it's money that is owed to us for the future.


So when we do the financial statements, we would recognize that as earned revenue, even though the cash hasn't been provided.


So when we calculate the ROE, even using the Board's approach to ROE, the regulatory ROE, we would recognize that revenue as revenue that has been earned, if not received, and the ROE we calculate would include that as if it was a revenue stream.


Then we compare what the earned ROE was to the Board-allowed ROE; that is different from the cash piece.  I'm not adding complexity.  I'm saying when you've got smoothing and you've got earnings sharing, it just is more complex.  It's not that it is impossible, but it is more complex.


MR. THOMPSON:  Could I ask you to do this by way -- you say it is doable and it is complicated.  Rather than me dancing around here, would you, by undertaking, provide a description of how you would do it, if the Board required it?


MR. ROGERS:  Yes.


MR. THOMPSON:  Thanks.


MS. LEA:  That would be Undertaking J2.4.
UNDERTAKING NO. J2.4:  TO PROVIDE A DESCRIPTION OF HOW an earnings sharing mechanism could be done, IF REQUIRED BY THE BOARD.


MR. THOMPSON:  Now, finally, witness panel, forgive me, but in the early part of the transcript yesterday there was discussion about an exemption being requested by Hydro One, and I was wondering if you could tell me in 25 words or less what Hydro One is required to do if it doesn't get the exemption and what it is asking for by way of exemption.


MS. FRANK:  The exemption relates to a requirement that the Board has, in terms of rescheduling missed appointments.  And it has a very narrow window to reschedule the appointments, and it says 100 percent of the time you have to do it or you miss the target.


Most of the Board's dealing with customers deal with a number of 90 percent of the time.  So they recognize that for most of the relationships that you would have with a customer, you're going to do it well, but you're going to miss it a few times, and this one is 100 percent of the time.  When we look at our forecasts for how well will we do, we figure we will get to something like 95 percent of the time, but that we will be able to reschedule a missed appointment within the 24 hours that you have.


Our challenge is, several of our customers are in locations where you don't even have cellular service.  So when our service provider is realizing that they're not going to get there to do that service, they can't even call in.  They have got to wait until their end of their shift before they can say, I missed these parties.  You know, I didn't get to do the service in these locations.  Then our service organization will have to call back.  That will happen, like I say, 95 percent of the time we can do it.


But there will be circumstances where we can't get that call in, even to our organization, to try to reach the customer, and it is only a try to reach the customer.


We believe that the metric should be the same as it is for others at 90 percent.  Why this was singled out at 100 I don't know, but we can't do it.


So we have asked for the exemption because it seemed very inconsistent for us that we put in a target that was less than what the Board's requirement was.


MR. THOMPSON:  Thank you for that.  Those are my questions, Mr. Chairman.


MR. QUESNELLE:  Thank you, Mr. Thompson.


Given the hour -- we were going to -- I was thinking earlier we might be able to get -- complete with this panel now, but we don't want to rush the last line of cross-examination, and there may be panel questions, there may be redirect.  So let's resume at two o'clock then, Mr. Rogers.


MR. ROGERS:  That's fine, sir.  And I will have the other panel ready to go as soon as we're through.  That's fine.  Thank you.


MR. QUESNELLE:  Thank you.

--- Luncheon recess taken at 12:54 p.m.
--- On resuming at 2:03 p.m.

MR. QUESNELLE:  Thank you.  Please be seated.

Okay.  I believe Mr. Dumka or Ms. Power...


MR. ROGERS:  Before we begin, sir, I think I undertook to report back to the Board to a request from my friend Mr. Thompson.


MR. QUESNELLE:  Yes, you did.


MR. ROGERS:  Concerning the conversion of the productivity figures in the application to an X factor.  I am advised the company can and will do that.


MR. QUESNELLE:  Great.  Thank you very much.


Sorry about that.  Mr. Dumka?
Cross-Examination by Mr. Dumka:

MR. DUMKA:  Thank you.  I have not very many questions, just a handful.  I anticipate we should be done in ten or 15 minutes.


MR. QUESNELLE:  Thank you very much.


MR. DUMKA:  My first question is to Ms. Frank.  This is with regards to the annual update that Hydro One's proposing for distribution, the capital, cost of capital, the ROE, et cetera.


I just wanted to confirm that that, in fact, is what has been going on with your transmission business for a number of years, pretty well everything that you are proposing here; is that correct?


MS. FRANK:  Yes, that would be correct.  Our transmission as well as our distribution, during the periods when we had cost of service filings.


MR. DUMKA:  Right.  Okay.  And really the only difference is the working capital that you have proposed here for distribution?  That's the only difference, let's say, in the bundle of things that would get updated annually?

MS. FRANK:  Yes.  That is a new idea that we have added as a result of the stakeholder comments.

MR. DUMKA:  Okay.  So if we step back, you know, or get up in the clouds to a 20,000-foot look, the timing of the updates or the finalization of the cost of capital for your transmission business and your distribution business would likely be bang-on going forward for the next couple of years.


We know that you're submitting a transmission application in the next -- in the short term.  Assuming that it gets approved and what you have here gets approved in some form, likely this November or early December you will be finalizing the cost of capital for the 2015 rate year for both your businesses?

MS. FRANK:  Yes, that's correct.


MR. DUMKA:  Okay.  And so it would be a fair assumption that for the 2015 rate year and the 2016 rate year, the cost of capital will be largely identical.  The ROE will be the same, the short-term debt rate.  There could be a nuance in the long-term debt, because you may have some borrowing that you did just for your transmission business or just your distribution business, an unlikely event like that.


Otherwise, the long-term debt would be the same for the rate year for both businesses?


MS. FRANK:  I would expect the calculation would be very similar in terms of the carrying costs on the capital invested.


MR. DUMKA:  So there will be consistency, essentially, between the two?


MS. FRANK:  Yes.


MR. DUMKA:  I just wanted to establish that, because I don't think that had come out at this point in time.


The other area where I would like to ask you one or two questions, Ms. Frank, is on the benchmarking and the cost savings and all of this -- the productivity savings.


And I just want you to confirm for me, earlier or before the lunch break Mr. Thompson mentioned the PEG report and such, the benchmarking and all of that.  And if I recall correctly, around noon time yesterday, Ms. Lea was asking some questions on the PEG report.


And I think you had established that PEG had stated that Hydro One was not comparable and so, you know, in terms of the benchmarking, it really wasn't applicable to the Hydro One distribution business; is that correct?

MS. FRANK:  Well, Ms. Lea actually pointed out to me, quite correctly, that there were two exercises that PEG was doing.


And in the one case, when they were coming up with the peer groups that the -- PEG determined that including both Hydro One and Toronto Hydro was causing a problem with some of that work.  So we were excluded.


But when they came up with the productivity, the incremental productivity amount, they did calculate numbers for the group, including ourselves.


So PEG did come up with a number for us when it came to the productivity, and the amount that's in there is the 0.06.

MR. DUMKA:  Right.  Okay.  I just wanted to clarify that, because I was a little confused before the lunch break on that.


The other area, related area I wanted to ask you about, and this is -- I apologize.  I should have asked to get this up further.  This is the Society IR No. 4.  That's Exhibit I, tab 3.03, schedule 12, SEP 4.

In the context of this, while it is getting flipped up, I would like to ask you, Ms. Frank, are you aware of OEB Staff providing anything in the way of annual productivity figures?


I'm not thinking of the PEG report, but my simple view of the world is that the OEB has a number of LDCs each year come through and do cost of service applications.  And I would assume that they have or they identify annual productivity savings for the test year and things that they have achieved in the past.


Has OEB Staff ever provided an annual update on that, that in whatever calendar year, 2012, these LDCs stated that they achieved these sorts of productivity savings in dollars or whatever else?  Has anybody provided that kind of -- I will call it benchmarking, for want of another word.  But are you aware of any type of broad-level consolidation analysis like that being done?

MS. FRANK:  There is an annual report that the OEB puts out, looking at the information reported by each of the utilities.  I am just trying to recall what I have seen in there.  I do in the recall seeing anything on productivity in that annual report.  But that's, you know, my recall of what's in there.


MR. DUMKA:  Yes, right.


MS. FRANK:  I don't want to be definitive that there isn't.  I don't recall anything.


MR. DUMKA:  It would be fair to say on the same basis, then, for test year 2015, for LDCs that have gone through -- or let's make it simpler.


For 2014, for LDCs who went through a cost of service for the 2014 test year, there has been no view in terms of the targeted productivity savings for that test year.  So there is nothing that you have seen in that sort of format that OEB has provided?


MS. FRANK:  I recall seeing nothing of that sort.

MR. DUMKA:  Okay.  So it would be fair to say, based on your knowledge, that Hydro One does not have readily available any comparable productivity savings for a test year, or historically?

So what I'm saying, I guess, is there's no sort of:  Okay, this is the benchmark, if I adjust for size of the utility or the spend or revenue requirement.  There is nothing there that you can use to compare yourself to?

MS. FRANK:  Outside of the PEG analysis --


MR. DUMKA:  Mm-hmm.


MS. FRANK:  -- which, as you know, we have challenges with, I am not aware of anything else.


MR. DUMKA:  Okay.  I just wanted to establish that.


So if we look at the IR response that Hydro One provided that is up here, what we have in reply to part (e), this is your OM&A productivity savings for the test years, on an average basis, divided by the revenue requirement.  So what we have is your OM&A productivity savings that you intend to meet in the test years, divided by the revenue requirement.  And that's a figure of roughly 7 percent, which in my estimation is a fairly large number when we're looking at revenue requirement as compared -- I realize it is, to a degree, apples and oranges.  The 0.6 percent is what PEG has calculated, and depending upon your view of this average annual figure, Hydro One, with what it's been doing and what it will be doing going forward, is exceeding that target?

MS. FRANK:  They truly are different, in terms of the nature.  This one looks at cumulative savings.


MR. DUMKA:  Right.


MS. FRANK:  And says:  How are you doing with your various initiatives on a cumulative basis?


But the PEG reports looks at incremental savings.  So they're -–


MR. DUMKA:  It is apples to oranges?

MS. FRANK:  Yes.


MR. DUMKA:  But broadly speaking, because -- I think the position you might be taking is that, yeah, we've got all of these savings from the CIS and Cornerstone, and we and the customer getting continued benefit of that through those test years.  Otherwise, our revenue requirement would be substantially higher.


MS. FRANK:  That's certainly how we reported our productivity.


MR. DUMKA:  Right.


MS. FRANK:  Correct.


MR. DUMKA:  Okay.  I just wanted to get that on the record, in terms of the achievements that Hydro One has come up with and will come up with going forward.


Okay.  Thank you.  That's all of my questions for you, Ms. Frank.  I have a couple of questions on the same topic area, but in a different vein, for Mr. Winters.


What I would ask is if you can flip up, actually, the CV for Mr. Winters, and that's Exhibit A, tab 23, schedule 2, and page 3.


What I want to do just as a background is go over where Mr. Winters has been in Hydro One.  So if I look at your CV, I see from 2006 to 2009 you were in power system IT.  And from 2009 to 2013 you were the chief information officer, and earlier this year you were appointed senior VP, engineering and construction.


Now, my understanding, looking at Hydro One's evidence, et cetera, one of the primary activities when you're the chief information officer would have been, and before that, would have been working on Cornerstone.  Is that correct?


MR. WINTERS:  As chief information officer, yes, I had an explicit role in our Cornerstone program.


MR. DUMKA:  The way I understand Cornerstone, it was a major replacement of IT systems, and a lot of savings, ongoing productivity savings, were achieved and are being achieved as we're going forward on --


MR. WINTERS:  Yes, that's correct.  We considered a business transformation project that had technology components, rather than an IT system replacement.


MR. DUMKA:  Right.  Okay, so it would be fair to say that one of the major aspects with that system and your activities was achieving cost savings?  Or productivity savings?


MR. WINTERS:  Yes, absolutely.


MR. DUMKA:  Okay.  And my recollection -- I am not going to throw up numbers or whatever else -- my recollection is that it was one of the few major IT projects that came in essentially on schedule and for the major pieces came in under the approved budget.


So in achieving those -- completing those projects, there were major gains made overall, in terms of initial estimates and such.


MR. WINTERS:  Well, as the former chief information officer I would object to saying it was the only project that came in on schedule and on budget, but indeed, we did experience that with the various phases of Cornerstone.


MR. DUMKA:  Okay.  I just wanted to get that on the table.


Now, just as a further background, you've shifted jobs, and you are now the senior vice-president of engineering and construction.  And before the cross-examination, I thought I could just go into the evidence and look at the organization chart that Hydro One filed and -- okay, so this is what Mr. Winters is accountable for.  Unfortunately, the evidence hasn't been updated.


So I -- I notice the box that is in the org chart -- you can flip it up if you like.  It is Exhibit A, tab 11, schedule 1, page 3.  There's an org chart there.  I just wanted to confirm which of the organizational accountabilities that you currently have that were listed under Carmine Marcello in that chart -- there's provincial lines, forestry services, engineering services, construction services, station maintenance, health safety environment, and business IT.  So there is a whole bunch of stuff there.  It wasn't clear to me which of those accountabilities you now have.


MR. WINTERS:  So excluding, as I stated earlier, my accountability over customer service as of this year --


MR. DUMKA:  Right.


MR. WINTERS:  -- within my engineering and construction role I do have engineering services, construction services, and then our power system project management.  I don't see that listed here.  Probably under this structure it would be embedded within engineering.


MR. DUMKA:  Okay.  Good enough.


What I would like to do is flip up to -- I am not going to get into the details, so Ms. Frank doesn't have to shift me off to panel 2 on this one, but if we go to Exhibit I, tab 2.03, schedule 6, and that's VECC 42.  That's the detailed breakdown of all the cost efficiencies and productivity savings that Hydro One will achieve.  And there it is.


I just want to draw attention to the -- if we look at this chart, the second column is the line of business.  So if we go down the line of business, there's a number of initiatives that are underway in engineering and construction.


I am not going to ask any detailed questions.  Just to point out that there are a number of areas which are savings which engineering/construction are providing to Hydro One and its customers.


So you have just -- you have recently -- or over the last few months you have taken this role, and so you come with a background where you've -- you've delivered productivity savings to the company and to the ratepayer, and I would take it that a person with -- an individual with your background going into this new job, where there are a number of productivity savings there, I would imagine that you would have the tools yourself as an individual, in terms of perhaps taking this new organization that you are accountable for into different areas, in terms of achieving savings.


Now, you know, in terms of this rate application, what approaches you are bringing to the table here we will not see all of, in terms of productivity savings.  But my presumption is, going forward, again with your background, et cetera, we could expect in several years' time, in another hearing, five years' time, that we would see some new initiatives underway here building on your background.  Is that fair to say?


MR. WINTERS:  So I will clarify and state that with my engineering and construction role I primarily work in the transmission business.  So we -- it is primarily transmission, engineering, and construction.


The accountability I have is to safely deliver a very large capital work program as determined by our asset need and customer need.  And I have been tasked with doing that, to do it safely and to do it cost-effectively.


So taking the information-technology expert and putting him in a line of business on the heels of a major Cornerstone business transformation, the first thing I am going to do is look to see where I can best leverage these enterprise systems and processes to drive better transparency, better visibility, better collaboration across all the different business units that are accountable for delivering a project from conception through 'til -- through to commissioning.


There is ten or so different internal business groups that need to get involved and make sure that they get their element done on time and on schedule.


So absolutely, we will be -- in order to get the work program completed we need to drive that, those improvements.


MR. DUMKA:  And I guess it would be a fair inference to make that the people reporting to you, they're going to have accountability to achieve those types of further efficiencies, et cetera, in order to get the work program done?  You are going to be requiring that of them?


MR. WINTERS:  Yes, that's correct.  As I am accountable, they will also be accountable.


MR. DUMKA:  Right, okay.  I just wanted to get that perspective, because we have heard a lot about rewards and penalties and whatever else.  And it strikes me that your area is a good area, in terms of highlighting that going forward for the company.


Thanks, that's all I had to ask, thank you.


MR. QUESNELLE:  Thank you very much.


Ms. Hare, do you have any questions for this panel?

Questions by the Board:


MS. HARE:  I have a few questions, all in areas that have been well-explored by the other parties, but the first area I want to ask about is this whole issue of reinvesting savings from any productivity achievements versus earnings sharing.


I appreciate, Ms. Frank, that you have given us cautions about, the probability of overearning due to productivity is very low, given your past history, but nevertheless, what I am trying to understand is, given that you put forward budgets for OM&A and capital that are needed to maintain system reliability and to improve customer service, you've already included enough money to do that.


So why do you think, because there's extra money, that reinvesting is a good thing, as opposed to -- you've obviously prioritized your projects.  I know there is always lots of work to do.  But those projects presumably could have waited till years 2 or 3 or 4, and you're moving them up because you would theoretically have the extra money.


So explain to me why you think that is a good thing, rather than pacing that work the way you had originally thought.

MS. FRANK:  When we developed our plan, we did the balance between impact upon customers and the rate increase and what work we felt was essential to be done.


So that's what you've got, is this balance of how much can we increase customers' rates.  And we were looking at the inflation and total bill, that 2 percent that we had, and we tried to hit that mark.


That means that there is work where we -- we realize we're not really catching up on some of the work.  So that pole replacement, the rate that we're replacing the poles, putting new poles in is not really a sustainable rate.  We're going to have to do more in the future.


So that's an area where if we would have had more money and not feel constraint about the rate increase, we would have done more of that work.


And I believe there is other areas of a similar nature where we have delayed the program because we feel we're up against a limit as to how much we can charge customers.  I think several of those, if we felt we now wouldn't be charging customers more than the inflation but there was more money available, we would go back and look at what's next on the list and can we do a bit more of that today.


That was the thinking.

MS. HARE:  Thank you.  So speaking about the total bill impact and the fact that you've managed it so that it would be around inflation, you indicated that the assumption you made is that the commodity would stay the same.

Now, you're aware that we've got an OPG case before us.  Did you run an analysis of the impact on the total bill if OPG got everything that they've asked for in their application?

MS. FRANK:  No, we didn't run that analysis.


MS. HARE:  Could you do that?  Could you do it two ways, if they got everything that they've asked for and if they got, say, half of what they asked for, to see what the impact would be on the total bill then?

MS. FRANK:  I haven't looked at the OPA's -- OPG's request, but would it be clear to us as to what portion of the commodity would move with that change?  I'm just wondering what assumptions would we have to make to do this.

MS. HARE:  Well, let me think out loud, which is always dangerous.  It is not just the commodity.  It would be the total payment amount that you would be paying to OPG.

MS. FRANK:  Well, we make our payments to the IESO.


MS. HARE:  Right.


MS. FRANK:  And the IESO gives us, I want to say, a blended commodity price.  So the amount that comes from OPG, as well as all other -- you know, Bruce power, anybody who has contracts.


MS. HARE:  Right.


MS. FRANK:  So a certain portion of the bill for the commodity would change because OPG got -- but the rest of it wouldn't change.  So I am trying to --


MS. HARE:  Perhaps you can look at it and see what you can do.


But they have asked for a significant increase in the payment amounts.  So given that we know that -- we know they have asked for it.


MS. FRANK:  Right.


MS. HARE:  We don't know what the outcome is going to be, but your assumption about the commodity staying the same is obviously incorrect.

MS. FRANK:  Yes.


MS. HARE:  So maybe you could have a look at it, and on a best-efforts basis see what you can do.


MS. FRANK:  Is there anything that the Board would already have that you would know what portion of the commodity comes from -- do you have --


MS. HARE:  Mr. Rubenstein is just dying to help me out here.


MR. RUBENSTEIN:  I would just say this.  In the OPG proceeding, they have done a total bill analysis themselves.  So they have made whatever assumptions, keeping all of the other things flat.


So I would assume in some way you can reconcile those two things.

MS. FRANK:  We can look and see what we can -- I understand what you're asking and I totally agree.  Our assumption of flat commodity for the five years is -- we know that that's incorrect.  Our problem was we didn't know where it would go.


MS. HARE:  Right.


MR. ROGERS:  Can we do this, Ms. Hare?  On a best-efforts -- we will try to meet this concern.  I think we understand what you're driving at.  And we will try to provide information that is helpful to you.


MS. HARE:  Thank you.


MS. LEA:  That would be Undertaking J2.6 -- 2.5, sorry.  5.  Thank you.
UNDERTAKING NO. J2.5:  TO Factor in the OPG application in the bill impact table.

MS. HARE:  The last area is a follow-up to questions that Mr. Janigan posed to you, and he was asking about the incentives and whether or not compensation was tied to the -- meeting the capital and OM&A budgets, the eight outcomes measures' ROE.


So he was asking if there is -- if the compensation was tied to the incentives.  And, Ms. Frank, you were clear to answer no incentive payments from this Board on any of those measures.


And so what I am wondering now is what about incentives from Hydro One to senior management as part of the short-term incentive program that you've got.  Is that program tied into achievement of those outcomes?  And meeting the budgets and meeting the ROE target?

MS. FRANK:  The senior management, so our managerial staff, have various short-term incentive individual contracts, and then an over-corporate-wide performance.


So the Ontario Hydro board will, once a year, look at:  Did we meet the targets that was in the scorecard?  And if we've met those targets, then there is money available for the executive, and how much any individual would get would depend upon their contribution.


MS. HARE:  Yes.  In this case I am not really interested in the amount.  It is the behavioural change by management if they know that in meeting the outcomes -- you mentioned the scorecard, but they're on both.  The format is different.


So that's what I'm interested in.  Is there an incentive for senior management to meet the outcomes through compensation?

MS. FRANK:  The scorecard, the Hydro One scorecard is the only basis of the incentive.


The outcome measures, they're still new, and they would -- they were not for 2014 -- well, obviously they were still under development.  They're not in the 2014 scorecard, explicitly.


I don't know what it will be in the future, but there is a payment that's available to management associated with meeting the targets.  And when you fail to meet the targets, then the amount comes down proportionately.


MS. HARE:  Okay.  Thank you.

MR. QUESNELLE:  Thank you.


Dr. Elsayed?


DR. ELSAYED:  I just have one question.


Given the discussion we had about benchmarking, I am particularly interested in talking about your capital and your OM&A program.


If you haven't benchmarked against others in terms of the level of your spending, how else would you propose that the Board judge the reasonableness of the level of expenditure that you have suggested in your plan?

MS. FRANK:  So I think there's a few ways that you will look at it, Dr. Elsayed.


First of all, it is the nature of the work that we're talking about.  So there is a full description of what the work is.  And then -- and that would compare year over year how much work are you doing compared to what you have done in the past, and is that manageable in terms of the overall work program.

My pole example, which I seem to like, of how many poles and how many are you going to put in, what did you do in the past, what are you going to do in the future, that would be one basis you would look at:  Is this level of work correct?


But then the other one is:  Is the cost of doing the work correct?  And on that, we do actually have some benchmarking because a major portion of our costs for getting the work done is staff-related.


So we have a compensation study that panel 2 will be able to go into for the Mercer study, and how we're doing on our compensation.


We also have -- when we contract for other parties to do that, then we use a Hiring Hall or some other contracted -- those are all market.  It doesn't matter who would use that.  You're paying the same market price.


So labour is benchmarked.


And then when it comes to materials, we go through a procurement process for materials.  And that procurement process is very rigorous, and price is a significant portion of the determination as to who wins the contract for providing the materials.


So I would say the -- that the costing of the work, you could take as being reflective of the market, either through benchmarking or through the procurement process.  That's where I think you would get comfort.

DR. ELSAYED:  And I suspect -- and I think this will probably be addressed by other panels, as the description of your process of how you go about prioritizing and optimizing your program?

MS. FRANK:  Yes.  Panel 3 will talk a lot about the information that we put into determining what work is included in our application, starting with what we understand from our customer and then what we understand in terms of the performance of our assets and how many customers are served from the various assets.


An asset that serves very few customers gets much lower priority than an asset that serves a large number of customers.  So all of that panel 3 could talk to.


DR. ELSAYED:  Thank you.


MR. QUESNELLE:  Mr. Rogers, I note that this panel has responded to questions on the exemption request.


MR. ROGERS:  Yes.


MR. QUESNELLE:  So is there another better panel or --


MR. ROGERS:  No, I think Ms. Frank is probably your best bet there, actually.


MR. QUESNELLE:  That is the area that I just had a couple of things that I want to enquire.


In the application itself, the summary of the application -- I am looking at Exhibit A-18-1, appendix A, looking down at number 4 at the bottom of the page, the statement is that Hydro One will nonetheless continue its best efforts to fulfil these requirements 100 percent of the time.


I wonder if you can describe to me, kind of looking for the continuous improvement loop here, when you do analyze reasons why you can't -- and you have articulated the types of scenarios that arise that make it difficult, if not impossible, to in your view meet the standard -- what would you be doing making best efforts to fulfil?  How would you remedy the situations that you are running into?  Situations such as the employees being preoccupied after a vehicle breakdown, or being preoccupied with other things, helping at accident scenes and those types of things.  Do you see a solution to any of those, or...


MS. FRANK:  One of the solutions -- because this is all about the ability to communicate with customers and reschedule when we're going to get to that customer because we've missed the appointment.


MR. QUESNELLE:  Right.


MS. FRANK:  So one of the big improvements would be if there was a communication system that was readily available across the province no matter where our people were located.


And that issue is not just for this measure but also for our smart meters and their ability to communicate as well.  We don't in Ontario have the ability for communication in every location around the province.  Most of them are ones where we serve rather than other distributors.


So I would say over time that is going to improve, that the wireless systems that are available in Ontario will improve over time.  There will be better technology that will come over time.


So some of it is just going to happen because the infrastructure that exists in Ontario for communication improves and our person who is in a truck and using a cell phone can now get service, where they couldn't before.  That will be part of it, it just happens naturally.  That is not us doing something.


MR. QUESNELLE:  Is that the only -- and I am thinking there are two paths for communication in this whole process.  One to the customer, but also one between your employees and your dispatch centres, your control centres.


MS. FRANK:  Right.


MR. QUESNELLE:  What other forms of communication do you utilize with the field staff to ensure that they've always got an ability for safety reasons and other reasons, satellite phones, whatever, so this is not the level of communication that you would rely -- or the mode of communication you would rely on to get in touch with the customer, but just between your employees and dispatch.  Are there other things other than cellular phones that are available?


MS. FRANK:  We unfortunately are not always in touch with our customers.  They will have a work program that they are to accomplish during the day, and hopefully for a significant portion of the day we can reach them, but at any moment in time, if they're going to that island on that boat, we don't have the ability to reach them 100 percent of the time through some technology.


The other piece, going back to your earlier question, if I might, there are things that we can do with our employees, stressing the importance of calling as soon as they can -- you know, you don't have to wait for the end of the day.  As soon as you can get the message in, get it in, and so changing the priorities in terms of how they order their work.


We certainly stress upon them communicating with customers and how important it is to the customer.  So there is a cultural-type change that we can work on, which should get us improvement.  It won't get us to 100 percent, but it should get us improvement, and we are working on really the engagement in customer priority, so that is the communication thing we do with our employees.


MR. QUESNELLE:  So of the -- we're talking on average here of between 20- and 25,000 appointments per year.  Given the requested standard you would be attempting to meet or being held to meet by -- codification to meet, you would have still about 2,500 customers that would not be contacted per year because of a missed appointment, either in advance or afterwards.


Do you think that that number reflects the actual scenarios where you run into where employees are taken ill or having to go to hospital or there is known to be no communication mode in that area and that there is no solution for that communication?  Would it represent that amount?


MS. FRANK:  We're targeting that we get to 95.  The 90 that we have selected is more so it would be consistent with the other targets that the Board has set for other communications.


So we would hope to do better than that.  I think the challenge is, the 100 percent is not doable.  So it should be a different target, less than 100 percent, and then it becomes, do we -- what is the right number?  Do we pick what the Board has established for the others, the 90?  Or do we pick some higher number?  On what basis do we pick?  It was a challenge we're having -- really, our big issue is 100 is something that we know we will be non-compliant in.


MR. QUESNELLE:  I will go back and I will differentiate, and I think the -- not part of a finding here, but just for the -- to root this particular one as why it is different.  I think that that was -- when this was presented -- it is because it is the attempt.  You have mentioned it earlier, that no other code requirement for customer service is "make an attempt".  This one is 100 percent because it was attempt.  That is what was articulated at the time that it was developed.


So that is what is leading to my questions as to, when is it that it is -- there is no solution to the problem, and that's what drove me to my question as to what efforts will you be making, because if you are making an effort to correct it, there is a solution.  It is better customer -- or employee training and those type of things.  That is a solution base that is available to you or a solution that is available to you.


I was just trying to ascertain whether or not any of these scenarios, that if you know that there is an area with no communication, is there another way to develop, before you enter that area, a call is made or those types of things.


All I am getting at is, it is difficult to tell from the description here how those issues are -- can they be catalogued or categorized as being, there is no realistic solution to the problem.  And I am just wondering out of the 10 percent that would still be available of those 2,500 situations that may come up, where you would be in that 10 percent exception basis, if we could be more granular as to which ones have a solution available and which ones possibly never will.


MS. FRANK:  Well, I would say we never will get to the 100 percent.  So, now, if the idea is the 10 percent you're feeling, given that the criteria is only, make the call, it's not -- and record that you made the call, a lot of times we could record who made the call, but our people don't have answering machines or anything, so they might still not realize they have gotten the call, right?  Our system would record it, so we have made the attempt.  That would --


MR. QUESNELLE:  Well, and I think that maybe from an interpretation point of view, that is what the Board had intended.


MS. FRANK:  Yes.


MR. QUESNELLE:  That an attempt would be made.  This is -- and again, just to characterize the -- and why it is 100 percent, and the rationale at the time that this was created was that it was -- I wouldn't say aspirational, that you will never get to 100 percent, it was that it is difficult to imagine a scenario where an attempt can't be made.  That is what the Board's thinking was at the time.


So I am just wondering given if, given that, and given that interpretation, is the -- because I am reading in some of the application here that there may be a slight interpretation issue as to what you are recording as not being able to make an attempt.  Because it is pretty broad.


MS. FRANK:  Right.  We had understood that it was an attempt, and that you record that you made the attempt.  We understood that.  But we still ended up feeling that -- and pick the one where it is what is the priority.  The person had scheduled all kinds of going out to a customer to do something as simple as meter reads, okay?


But now that individual also has the capability to help in dealing with a storm event that has happened.  So the person will immediately go to help with the storm event.  They likely will not stop and say:  Oh, I have been rescheduled.  Please call all of these people that I'm going to miss them today, because our priority is to deal with an emergency situation that may actually have electrical hazards that are caused because wires are down or something.  That individual is all about the hazards that they're dealing with today; they're not focussing on:  What I would have done, but for...

And the idea -- I don't think we're going to eliminate it and get to the attempt being made 100 percent of the time.  I am less than -- the 90 was a number that we picked because it looked like the others, but, I mean, we would have no trouble if the Board thought 95 was a better number.


That is certainly what we're targeting, and therefore there is another basis for a different number than the 90.

But I struggle that we can do it 100 percent of the time.


MR. QUESNELLE:  This has been very helpful.  Thank you very much.  Thank you.


Mr. Rogers, any redirect?

MR. ROGERS:  No.  Thank you very much sir.  I am ready to call my next panel, if the Board has no more questions of this one.


MR. QUESNELLE:  Just one more.  I see that you're moving to the mic, Mr. Rubenstein.


MR. RUBENSTEIN:  There was just one thing I was wondering if I could ask Hydro One, through you.


They had, this afternoon, agreed to give an undertaking to Mr. Thompson about deriving what would be the productivity factor based on their... I was wondering just because we won't have a chance to review it in this hearing, potentially, or ask follow-up questions, that Hydro One provide sort of a detailed derivation of how they came up with their number.

MR. ROGERS:  Yes, it won't just be a simple number.

MR. RUBENSTEIN:  Thank you very much.


MR. QUESNELLE:  Thank you, Mr. Rubenstein.  Thank you.


And thank you to this panel.  Ms. Frank, Mr. Winters, thank you very much.

[Witness panel 1 withdraws]


MR. ROGERS:  Can I call the other panel forward then, please, sir?


MR. QUESNELLE:  Yes.  Thank you.
HYDRO ONE NETWORKS INC. - PANEL 2


MR. ROGERS:  I will observe at the beginning, sir, that you may have noticed that this four-man panel is composed of three members.  The problem is that one of the members, Sam Amodeo, who is out of town and unavailable today, he will be here tomorrow.


He is dealing with a very specific area, basically, of A-19-1, which is cost efficiencies and productivity.  So if questions on that area could be held until tomorrow, I would be grateful.  Thursday, not tomorrow.  Thursday.


MR. QUESNELLE:  Thursday.  Yes, understood.  Yes, so anybody who is going to -- cross-examination today will have the opportunity to double back, I think, unless someone was planning on not being here Thursday, if they were going to get their questions done.  But let's deal with that --


MR. ROGERS:  They can try their questions on this panel, but he is the expert on that particular area.


MR. QUESNELLE:  All right.  We'll see where we go.


MR. ROGERS:  If the witnesses could be sworn, I would like to introduce them to you, sir.  Can we swear the witnesses?

Sandy Struthers, Affirmed


Glenn Scott, Affirmed


Samir Chhelavda, Affirmed


MR. QUESNELLE:  Mr. Rogers, I want to get a sense of timing here.  I'll ask the court reporter, would you be fine going to 4:30 without a break, another hour and a half?


We'll just take a very short break in the next hour or so, then, and that will allow us to get as much behind us with this panel as possible.

Examination-In-Chief by Mr. Rogers:

MR. ROGERS:  Thank you very much.


Could I start, I think, with the panel at the right-hand side, my right-hand side, Mr. Glenn Scott?  That is you, is it not?

MR. SCOTT:  Yes, it is.


MR. ROGERS:  That's good.  I understand, sir, that you've filed a copy of your curriculum vitae at Exhibit A, tab 23, schedule 2, page 14.

MR. SCOTT:  That's correct.


MR. ROGERS:  That is an accurate reflection, a summary of your qualifications and experience?

MR. SCOTT:  It is.


MR. ROGERS:  Very briefly, just looking at it, I see that you are a graduate of the University of Toronto with a bachelor of applied science, an honours degree?


MR. SCOTT:  That's correct.


MR. ROGERS:  And so you are a professional engineer by trade, are you?


MR. SCOTT:  That's correct.


MR. ROGERS:  What type of engineer?


MR. SCOTT:  Electrical.


MR. ROGERS:  Oh, I am glad to hear that.

You began your work, it would appear, with Ontario Hydro back in 1975?


MR. SCOTT:  That's correct.


MR. ROGERS:  You have been employed -- well, you were employed by Ontario Hydro, I see, until 2002, with Hydro One and Ontario Hydro.  Then in 2002 to 2005, you were with Capgemini as a manager?


MR. SCOTT:  That's correct, yes.


MR. ROGERS:  You returned to the Hydro company family, I guess I could say, in 2005 as a project manager with Cornerstone?


MR. SCOTT:  That's correct, yes.


MR. ROGERS:  In 2006, you became a director of technical audits, internal audit and -- of Hydro One?

MR. SCOTT:  That is true.


MR. ROGERS:  In 2012 to the present time, you are presently the director of business planning and financial support with the applicant company?

MR. SCOTT:  That's correct.


MR. ROGERS:  Have you reviewed the evidence for which you are going to answer questions, and can you confirm that, to the best of your knowledge, it is an accurate reflection of the company's affairs?


MR. SCOTT:  Yes, I have reviewed it and it is an accurate reflection.


MR. ROGERS:  Thank you very much.  By the way, sir, have you ever testified before?


MR. SCOTT:  I have not.


MR. ROGERS:  In the middle of the panel we have Mr. Struthers, Mr. Sandy Struthers.

Mr. Struthers, your curriculum vitae is filed at Exhibit A, tab 23, schedule 2, page 4.  Please confirm that it is an accurate reflection of your qualifications and experience.

MR. STRUTHERS:  Yes, it is a correct and accurate reflection.


MR. ROGERS:  Very briefly, I see that you hold a bachelor of commerce degree and a master of business administration degree?

MR. STRUTHERS:  That's correct.


MR. ROGERS:  You are also a member of the Institute of Corporate Directors?


MR. STRUTHERS:  Yes, I am.


MR. ROGERS:  A member of the Canadian Institute of Chartered Business Valuators?


MR. STRUTHERS:  That's correct.


MR. ROGERS:  And the Institute of Chartered Accountants of Ontario?


MR. STRUTHERS:  That is correct.


MR. ROGERS:  You are a chartered accountant by profession?


MR. STRUTHERS:  By background and profession, yes.


MR. ROGERS:  Your background is set out there, and I see that you worked in the corporate world for some time before becoming involved in the energy business.


But since about the year 2000, you have been employed by Hydro One Networks, I do believe?


MR. STRUTHERS:  Yes, and also by Hydro One Inc.

MR. ROGERS:  Affiliated companies, yes.  Thank you.


You served in a number of capacities, as director of mergers and acquisitions, director of financial strategy, chief information officer, and then in 2009 you were appointed as senior vice president and chief financial officer of the company?


MR. STRUTHERS:  Correct.


MR. ROGERS:  In 2013, you were appointed to your present position, which is chief administration officer and chief financial officer of the company?


MR. STRUTHERS:  That is correct.


MR. ROGERS:  Thank you very much.

Now, Mr. Chhelavda, your curriculum vitae is filed at Exhibit A, tab 23, schedule 2, page 11.  Please confirm that that accurately reflects your qualifications.


MR. CHHELAVDA:  I confirm it does, yes.


MR. ROGERS:  By the way, Mr. Struthers, I should say:  Would you confirm for us that you have reviewed the evidence for which are responsible, and so far as you are aware it is an accurate reflection of the company's affairs?

MR. STRUTHERS:  I have, and it is.


MR. ROGERS:  Thank you.


Mr. Chhelavda, I see from your curriculum vitae that you have only recently joined Hydro One?

MR. CHHELAVDA:  That is correct.


MR. ROGERS:  Just in 2014, as a matter of fact.


MR. CHHELAVDA:  Yes, that's correct.


MR. ROGERS:  How long ago was that?

MR. CHHELAVDA:  That would be April, so that's five months ago.


MR. ROGERS:  Five months?  All right.


You are presently the director of corporate accounting and reporting for the company?

MR. CHHELAVDA:  Correct.


MR. ROGERS:  You have done your best to get up to speed for the purpose of this hearing, to answer questions put to you for the areas for which you have responsibility?

MR. CHHELAVDA:  I have.


MR. ROGERS:  Can you confirm for us that the evidence that you have reviewed, so far as you are aware, based on your five months' experience, is an accurate reflection of the company's affairs?


MR. CHHELAVDA:  I can so confirm.


MR. ROGERS:  Just by your background, I see, is in accounting?


MR. CHHELAVDA:  That's correct.


MR. ROGERS:  You have a bachelor of commerce degree in from accounting from McGill University?


MR. CHHELAVDA:  Correct.


MR. ROGERS:  You are a member of the Canadian Institute of Chartered Accountants?


MR. CHHELAVDA:  Correct.


MR. ROGERS:  You are a member of the Institute of Internal Auditors.


MR. CHHELAVDA:  That's correct.


MR. ROGERS:  And as well the Institute of Internal Auditors, both -- I should say both for risk management and for audit certification.


MR. CHHELAVDA:  That is correct.


MR. ROGERS:  Now, are you prepared to answer questions to the best of your ability today?


MR. CHHELAVDA:  I am.


MR. ROGERS:  Very good.


Those are the present members of the panel, and when Mr. Amodeo gets back to town I will add him to the panel on Thursday.  Thank you.  I have no examination in-chief for this panel.


MR. QUESNELLE:  Thank you very much.


Ms. Lea, is there an order that's been determined?


MS. LEA:  I think I am up to bat unless anyone else has volunteered to go first.  Seeing none, I will begin.


Mr. Rogers, thank you for your information about Mr. Amodeo.  So I gather then that the matters that panel 1 bounced to this panel dealing with productivity, total cost savings, stretch factors, et cetera, would best be asked of this panel on Thursday?


MR. ROGERS:  I think so, Ms. Lea.  You can try Mr. Struthers.  Perhaps he can answer some of them.  If you would like to do that, that's fine.  If he cannot, he will, I'm sure --


MS. LEA:  Well, I will be here on Thursday, so it is probably more efficient to deal with them at that time --


MR. ROGERS:  By all means wait then, yes, thank you.


MS. LEA:  Thank you.

Cross-Examination by Ms. Lea:


MS. LEA:  So I will turn to some general questions.  As I understand the makeup of this panel, for example, for operations, maintenance, and administration you will be giving us some answers on a general basis, but the details of some of these schedules should wait for panel 3?


MR. STRUTHERS:  Yes, that's correct.


MS. LEA:  All right.  So I will begin with some general questions then with respect to operations, maintenance, and administration costs.


I wonder if we could look at Exhibit I.  It is Exhibit 3.1, Staff 38.  This was -- this is a general overview table that presents us with OM&A per customer or OM&A per kilometre of line.


Can you just indicate for us what those figures are and how they are changing over the five-year period of plan?


[Witness panel confers]

MR. SCOTT:  Yes, I think -- yes, I will take this, Ms. Lea.  We talked to this at the technical conference.


MS. LEA:  Yes.


MR. SCOTT:  And I believe we complied with filling in this table, but we do not run our business in this form.  These metrics do not really mean too much in how we operate our business or make decisions on our work programs.


MS. LEA:  And why is that?  Is this not something that you would think would be relevant information?


MR. SCOTT:  I'm afraid you might have to ask that of panel 3, more the asset management group, because, with my business planning or OM&A hat on, I can't really address that.


MS. LEA:  All right.  Well, I just was noticing that OM&A per customer is -- slightly decreases over the plan term and OM&A per kilometre of line grows slightly over the plan term.  Is that what these figures would indicate to you?


MR. SCOTT:  Yes.  And that OM&A might be more than just the administration side of my area of interest or my area of focus versus some of the operations and maintenance side that panel 3 might address.


MS. LEA:  All right.  Well, let's try another interrogatory answer then -- or actually, this is a technical conference exhibit.  It's TCJ1.13, an undertaking given on the first day of the technical conference.  TCJ1.13.  This is an update of your year-to-date spending for 2014.


We were interested in this particular interrogatory because at about the second quarter of 2014 one would expect that approximately 50 percent of the budget might be spent, but we see that there is some figures that are not anywhere near 50 percent.


Can you let us know why there is already 86 percent of the customer services budget spent?


MR. STRUTHERS:  I can answer that question.  The customer services budget, a lot of it relates to the customer service recovery program that Hydro One is currently undertaking.


MS. LEA:  Thank you.  And what about the common costs and other, where we have an 88 percent spend by the end of the second quarter?


MR. STRUTHERS:  I would have to look into what the numbers are that are specifically behind each of those items.


MS. LEA:  We want a general idea, not specifics, but if you can provide us with some information that would be helpful, if you could provide that by way of undertaking?


MR. STRUTHERS:  Yes, we can do that.


MR. ROGERS:  Yes.


MS. LEA:  Yes.  And as I've indicated, I don't need detailed charts so much as a general understanding of the drivers behind the amount of spend by the end of this quarter.  That would be Undertaking J2.6.
UNDERTAKING NO. J2.6:  TO PROVIDE A GENERAL UNDERSTANDING OF DRIVERS BEHIND THE AMOUNT OF SPEND BY THE END OF THIS QUARTER.


MR. STRUTHERS:  When you say the end of this quarter, you mean Q2, 2014?


MS. LEA:  Sorry.  Yes.


MS. HARE:  Can I just ask a question for clarification?  The customer services budget, when you said a lot of that relates to the customer service recovery program --


MS. LEA:  I'm sorry, Ms. Hare, I can't hear you.


MS. HARE:  I am trying to understand the answer that was given about the customer services, why such a high percentage has already been spent.  You said it relates to recovery program.


Does that mean that the dollars were front-end loaded, or it is going to be far in excess of what was originally anticipated?


MR. STRUTHERS:  The program was ramped up, starting in January, February, March, April, May, and is continuing.  The expectation is we will ramp down before the end of the year.  But there are certain costs that are being incurred that were not budgeted for, that are higher than budget, and that the company is absorbing.


MS. HARE:  Thank you.


MR. STRUTHERS:  In fact, it is quite possible that some of the items in common corporate costs and other OM&A includes some of those costs as well.


MS. LEA:  So I think the undertaking was to assist us in understanding the reasons for the 88 percent spend in the common costs and other, and then Ms. Hare's question would also apply to that.


Is this an indication that the costs were front-end loaded, or is there going to be an overspend through the year?


MR. STRUTHERS:  There will be an overspend through the year.  There has certainly been an overspend through Q2.  We are obviously looking at controlling the costs as we go forward.


MS. LEA:  All right.  So that is J2.6 regarding common corporate costs and other OM&A.


Now, there's also an underspend that I wanted to ask you about, and that is the development costs.  Can you explain to us the lack of spending here so far this year?


MR. STRUTHERS:  With respect to some of the development costs, they likely relate to some of the programs with respect to smart grid.  That program is behind, in terms of some of its OM&A costs.


MS. LEA:  Given these results for Q2 of 2014, do you believe that you need to amend your forecast in this application for the rest of this year and particularly for 2015 and future years, given this pattern of spending?


MR. STRUTHERS:  We are, I believe, providing an update.  I think there was a request for an update of our budget for this year based on our spending to the Q2 of 2014.  There is no expectation that we have to amend our spending for 2015 or '16, '17, '18, or '19.


MS. LEA:  So you do not anticipate, for example, that the customer-services costs will continue to be high through 2015?


MR. STRUTHERS:  No, we don't.


MR. ROGERS:  Mr. Chairman, may I just interject?  To be sure I understand this, I think there's a customer-service cost that we're deal talking about.  That deals with the billing problems that were addressed earlier by the first panel?


MR. STRUTHERS:  The customer-service costs that we have in the budget are the customer-service costs to operate our customer call centre.  The customer service recovery costs which are related to our current billing issues we anticipate that we will have resolved before the end of the year.


MS. LEA:  Thank you.  I wonder if we could talk about compensation at this time.  And we note that the third Mercer study was submitted; this study was completed in 2013.  And this shows, at Exhibit C1, tab 3, schedule 2, the results here.


So if we look at C1, tab 3, schedule 2, on page 3?


MR. STRUTHERS:  Yes, I have that.


MS. LEA:  Thank you.


MR. STRUTHERS:  You're not referring to the report itself, but to the material filed?


MS. LEA:  I think so.  If I could have a look at page 3, please?  It is table 1.


Yes, I think it is the evidence that I am looking at, so C1, tab 3.  It's not the attachment.  It is -- there we go.  Thank you.


All right.  This is your evidence about the results of the Mercer report.  Thank you for calling that up.


So you have made progress in reducing your overall percentage above market median to 10 percent; is that correct?


MR. STRUTHERS:  Yes, that is what was indicated from the Mercer report.


MS. LEA:  And that has come down from what was 13 percent in 2011 and 17 percent in the first study, which was in 2008; is that right?


MR. STRUTHERS:  That is correct.


MS. LEA:  Now, you are still 10 percent above the market median.  Is it your view that you still need to make efforts to approach the median?


MR. STRUTHERS:  Yes, the company intends to approach the median.  That's one of its objectives.


MS. LEA:  And how do you intend to do that over this five-year plan?


MR. STRUTHERS:  The progress will be made through collective bargaining, and it will be what we will be able to negotiate with the Power Workers Union and the Society of Professional Engineers.


MS. LEA:  Do you have a specific target for this five-year plan?


MR. STRUTHERS:  We have, certainly within our assumptions, we have indicated that the increase to -- for employee costs would be no more than 2 percent.


We expect that there will be other savings against that, though.


MS. LEA:  So in looking at the O&M numbers that you have put forward as part of your five-year plan, is moving to the median or approaching the median baked into those forecasts?


MR. STRUTHERS:  Our objective is to reach agreement with our Unions in the most commercial manner that we can, and to move towards that 50 percent, P50 position.


MS. LEA:  But are you forecasting that to be achieved, and is that in your forecasts?


MR. STRUTHERS:  You have to understand that what you are looking at here is a survey.  The market moves.  So as the market moves, where we are lining up against the survey will move as well.


So the objective is obviously to keep our cost increases as low as possible.  But having said that, it also depends on how the market moves and what other wage increases there are to other participants in the study as to actually where we end up.


MS. LEA:  I wonder if we could have a look at the compensation tables, which is an attachment to Exhibit C1, tab 3, schedule 2.  It is the attachment 2, the second attachment.  Thank you.


This shows us the -- for 2014 -- for 2014, there are 5,400 regular staff with a total compensation of 617.1 million; is that about right?


MR. STRUTHERS:  That is what is shown on the table, yes.


MS. LEA:  Does that -- in dividing one by the other, Staff found that was about 114,300 per employee.  Will you accept that, subject to check?


MR. STRUTHERS:  Yes, I will.


MS. LEA:  And in 2019, we find 5,000 regular staff, with a total compensation of 631.8 million.  And we found that that meant that that was about $126,400 per regular employee.


Will you accept that figure, subject to check?


MR. STRUTHERS:  Yes, I will.


MS. LEA:  If those figures are correct, the difference over the five-year period is about an increase of 10.6 percent.  Does that seem reasonable to you?  126.4 thousand over 114.3 thousand, it is about an increase of about 10.6 percent?


MR. STRUTHERS:  I will accept it, subject to check.


MS. LEA:  Thank you.  Is this consistent with your desire to move your compensation towards the industry median?


MR. STRUTHERS:  It reflects the budgeting assumption, which was a 2 percent increase.


MS. LEA:  2 percent increase per annum?


MR. STRUTHERS:  That is correct.


What it does not reflect is what other benefits or concessions we are able to obtain from our collective agreements, and also sort of structurally how we operate the company.


MS. LEA:  Okay.  In those same tables, we find that the total overall compensation is planned to rise for all employees from 806.8 million in 2014 to 859 million in 2019.  And that's an increase of about 6.5 percent, according to our calculations over that period.


Can you accept that, subject to check?


MR. STRUTHERS:  I accept that, subject to check.


MS. LEA:  Mm-hmm.  Do you have any sense of how much the overall compensation number for 2019 -- which is the 859 million -- would have to be reduced to achieve the market median in that year?


MR. STRUTHERS:  As I said, the problem with market median is that it is also moving with the market.  So you'd have to give me some parameters to make some assumptions around as to what the market increase would be.


So for example, if the market increased 3 percent and we were only increasing it 2 percent, then obviously we would be coming closer to the market.  If you assume it is 4 percent, then obviously we get even closer to P 50.


MS. LEA:  Thank you.  One moment.


I have some questions with respect to pensions and post-retirement benefits.  Is this the appropriate panel to ask about those things as well?


MR. STRUTHERS:  Yes, it is.


MS. LEA:  Thank you.  These are accounting questions.  Being a lawyer and not an accountant, you can imagine that I may have to stop and think about things as we go.


Now, do I understand correctly that Hydro One recovers pensions on a cash basis, and post-retirement benefits on an accrual basis?


MR. STRUTHERS:  Yes, that is correct.  We recover pensions on a cash basis, and OPEB -- which we refer to as "other post-retirement benefits" -- on an accrual basis.


MS. LEA:  And why is that?  Why is it different?


MR. STRUTHERS:  It has to do with history.  You have to go back to the -- I believe the first distribution application in 2002.  At the time, the company -- and I am talking specifically about pensions here.  The company was on a -- at a pension holiday.  It had a surplus in its pension plan.


It chose at the time not to proceed to request an increase in rates, on the basis of the fact that it wasn't actually paying; it was actually using the surplus in the pension plan to pay it's -- the employees' portion.


As a result, there was no request for rates made at that time on a -- for pensions on an accrual basis.  And that cash basis has become the basis, from that point on, as to how the company recovers its pension.


MS. LEA:  And why did not the same thing happen for other post-retirement benefits?


MR. STRUTHERS:  Other post-retirement benefits is an accounting accrual, and it was set up as an accounting accrual on the basis that that was how it had been treated.


As I say, at the time, the company looked at it that it wasn't making a cash payment, and therefore there was no need to recover the cash payment.


MS. LEA:  I wonder if we could look together at another technical conference undertaking exhibit, TCJ1.19, please.  Thank you.


And I believe that this exhibit indicates that Hydro One has recovered about $217 million more from ratepayers for post-retirement benefits than it has actually paid out from 2000 to 2013; is that correct?


MR. CHHELAVDA:  That would be correct.  I must caution that this was a high-level calculation that was done, and the 217 million, it could be -- there's a plus or minus variance there.  But directionally that would be correct.


MS. LEA:  Okay.  So plus or minus some smaller amount.  That's the approximate amount of overcollection at this time?


MR. CHHELAVDA:  Well, I would caution.  It would be probably plus or minus in the range of 30- to 40 million.


MS. LEA:  Why such a big variance?


MR. CHHELAVDA:  Well, the challenge is part of our OPEB costs are capitalized, and then you would recover it as capital gets in-service.


So to do that calculation it is a very time-consuming, involved calculation.  So we used our best approximation at the time.


MS. LEA:  And perhaps I'm going to regret asking this question, but what -- which of these benefits are capitalized or treated in that fashion?


MR. CHHELAVDA:  So for other post-retirement benefits, a certain portion is recovered in OM&A.  So that piece is fairly straightforward.  Then another portion is capitalized based on the nature of the allocation of costs between OM&A and capital.


So if, for example, let's say 50 percent of your labour costs were related to capital work, 50 percent of the related OPEB costs would be then capitalized.


MS. LEA:  Okay.  That's enough explanation for me at this time.


Now, you -- the money that you collect here, you use this money for general corporate purposes.  Is that correct?  It is not set aside in a separate account?


MR. CHHELAVDA:  It is not set aside in a separate account.  I would like to point out that on the pension side we're on the cash basis, and --


MS. LEA:  Yes, I am just talking about on OPEBs, and I shouldn't use that acronym, but on other post-retirement benefits.


What are some of the purposes the money is used for?  Can you tell us that?


MR. CHHELAVDA:  Well, one of the purposes is actually, on the pension side we are on a cash basis, and similar to OPEB, pension gets capitalized as well, and when we did a, again, a very high-level analysis, the amount to be collected in OPEB upfront approximated what we spent on the cash component of pension.  So they tended to offset almost equally.


MS. LEA:  And about how much of the collection on OPEBs was spent in this manner?


MR. STRUTHERS:  So we wouldn't allocate it specifically.  It goes into general -- effectively into general revenues which goes into the bank.  The bank is then used to pay items such as pension, as well as post-employment benefit costs as they get paid.


So it goes into general revenues, but if you were to look at the cash recovery basis in rates and how much gets capitalized, and you look at OPEB, the way the cash works out it is roughly the same amount.


So, yes, I may over-recover in OPEB, but, having said that, I am under-recovering from a cash perspective in terms of what I am actually paying out in terms of pension costs.


MS. LEA:  But do you have any idea of how much of the OPEB amounts that you collect are actually used to, if I can put it crudely, top up the pension amount?


MR. STRUTHERS:  As I say, it becomes an intermingled account.  It is just a total cash amount.  I write a cheque for the -- to the pension plan.  It comes out of the general account in much the same way that money comes into the general account.


MS. LEA:  Okay.  Now, as I understand it, you have recovered about $790 million of the total liability of 1.5 million for this type of liability.  Is that correct?


MR. CHHELAVDA:  Based on our analysis, that would be correct.


MS. LEA:  Okay.  So who is responsible for the remaining liability that is left over?


MR. CHHELAVDA:  So of the 1.5 billion that is the liability, only -- there is about 300 million which has not been recovered in rates, and that's due to the changes in consider -- if the actuarial assumptions have changed which will be recovered prospectively in rates.


So the balance of the amount that's not been collected will be collected in future rates.


MS. LEA:  So the balance is not 1.5 billion minus 790 million?  That is not the amount?


MR. CHHELAVDA:  Well, the 1.5 billion is a liability to the company as at December 31st, 2013, so that is -- as of today, this is what you are liable for to employees.


MS. LEA:  Right.


MR. CHHELAVDA:  Yes.


MS. LEA:  But we cannot calculate the remaining liability by subtracting 790 million from 1.5 billion and saying the remaining liability is just over $700,000?


MR. CHHELAVDA:  That would be -- let me think about that.  So we've collected 790.  Yes, so the balance would then be recovered.  It would be recovered in rates in one of two ways.  One would be through the in-service capital as it is amortized.  And the remainder would be in future rates as well.


MS. LEA:  So what was the $300 million figure then?  Pardon me if I got confused.


MR. CHHELAVDA:  Right.  So the $300 million figure is at a point in time when you make the assumptions on, this is what my OPEB liability would be, for example, let's say for 2012, it is based on an actuarial assumption.


So when those assumptions change, so, for example, discount rates could change, there could be a change in mortality assumptions, so as those change those get trued up, and then they get recovered prospectively in future rates.  Very similar to what happens in pensions.


MS. LEA:  I see.


Now, also in this interrogatory -- or rather, this undertaking, you told us there was a balance of 532 million at December 31st, 1999.  Is that right?


MR. CHHELAVDA:  That is correct.


MS. LEA:  And what does this represent?


MR. CHHELAVDA:  So this represents the liability -- could we just flip to the table on the second page?


MS. LEA:  Yes, that is helpful, thank you.


MR. CHHELAVDA:  So that is the OPEB liability as at December 31st, 1999, so that is what the company was liable to its employees for as at that point in time.


MS. LEA:  And is that something that you expect to recover?


MR. CHHELAVDA:  Well, portions of that liability will have been recovered from 1999 onwards as the amounts -- the accrued OPEB amounts get recovered in rates.


MS. LEA:  Yes.  And is there some -- some portion of it that is not yet recovered?


MR. CHHELAVDA:  There could be a certain portion.  It would depend on how much of it went into capital and got recovered through in-service capital.


MS. LEA:  Okay, thank you.


Mr. Chairman, you wished to take a short break.  Would this be a good time for that?


MR. QUESNELLE:  Sure, if it's a good time for you, I am sure it is a good time.


MS. LEA:  Sure.  Whenever.  It doesn't matter.


MR. QUESNELLE:  Let's resume in -- 25 to.  Thank you.

--- Recess taken at 3:21 p.m.
--- On resuming at 3:35 p.m.

MR. QUESNELLE:  Thanks very much.  Be seated please.

Ms. Lea?

MS. LEA:  Thank you.  I see that my questions have cleared the room.  Even my own staff have deserted me.

[Laughter]

MS. LEA:  All right.  Well, let's continue with this fascinating topic.

I understand that under US GAAP, you are recovered to recover pensions on a cash basis?

MR. CHHELAVDA:  That is correct.

MS. LEA:  Are you allowed to recover post-retirement benefits on a cash basis under US GAAP?

MR. CHHELAVDA:  You are not allowed to.

MS. LEA:  Under CGAAP, you are allowed to do that; is that correct?

MR. CHHELAVDA:  Under Canadian GAAP, you were allowed to up until 2008.

MS. LEA:  I see.  And why is it that you believe you're not allowed to do this under US GAAP?

MR. CHHELAVDA:  Well, the US GAAP codification -- and I am going to go from memory, but I believe it is Statement of Financial Accounting Position 106 -- this is where the Financial Accounting Standards Board says that other post-retirement benefits is seen to be as deferred -- seen to be in the form of deferred compensation, and in terms of matching the costs to the current period, it needs to be accrued in the period in which it is earned.

So any deviation from that would be a deviation from US GAAP.

MS. LEA:  And they don't treat pensions the same way under that system?

MR. CHHELAVDA:  Well, for accounting purposes, you have to account for pension on the accrual basis.  It is for rate-setting purposes you have the option of accrual basis recovery or cash basis.

MS. LEA:  And you are persuaded or convinced that that is not the same case for post-retirement benefits?  That you cannot -- you cannot have them, for regulatory purposes, on a cash basis?

MR. CHHELAVDA:  That is correct.  The codification is pretty specific in that area.

MS. LEA:  And where would I find that codification?

MR. CHHELAVDA:  So you would find that -- it is going to be in the US GAAP codification, so Accounting Standard Codification 980-715-25-4.

MS. LEA:  I am just going to repeat that to you.  980-715-25-4?

MR. CHHELAVDA:  Correct.

MS. LEA:  Okay.  We will have a look at that.  Thank you.

I wonder if we could look at your financial statements.  And we could look at them on the screen.  It is Exhibit I, tab 2.3, Staff 16.  So it was an answer to an interrogatory.

What I wanted to look at was page 23, note 11, with respect to regulatory assets and liabilities.  Was there an attachment?  Attachment 2, page 23 of that attachment.  Thank you.

And I am looking at note 11, which is "Regulatory assets and liabilities."

Now, the notes there, the description under the pensions and the post-retirement notes are the same with respect to rate regulation, are they not?

MR. CHHELAVDA:  They appear to be slightly different.

MS. LEA:  What's the difference?

MR. CHHELAVDA:  Well, I think the pension cost variance, it just mentions that you have a pension cost variance account that was established.

MS. LEA:  Yes?

MR. CHHELAVDA:  And then for the OPEB or –- sorry.  I'm sorry.  So for the pension and benefit regulatory asset and the post-retirement and post-employment benefits, it just tells you how we account for these from a financial statement perspective, as well as how we account for them on a regulatory basis.

MS. LEA:  And there's no specific note about the cash basis or the accrual basis for regulatory purposes; is that right?

MR. CHHELAVDA:  So that would probably be in the regulatory asset and liability...

MS. LEA:  I guess what I'm getting at is this.  It is partly -- I believe, and you tell me if I'm wrong -- it is partly the fact that you have a variance account for pensions that allows you, under US GAAP, to do -- to recover them for regulatory purposes on a cash basis.

I'm wondering whether, if there was a -- could the Board structure an order which would satisfy the US GAAP requirements and allow the recovery of post-retirement basis -- benefits on a cash basis also?

MR. CHHELAVDA:  So we did look into this, and based on our interpretation of the US GAAP codification, it would indicate not.

MS. LEA:  Can you give me more explanation about that, please?

MR. CHHELAVDA:  So what the relevant US GAAP literature says is that you can set up a deferral account or a variance account for other post-retirement benefits if the amounts that you recover in rates are different than the costs that you incur.

Now, for the -- for OPEB, it then goes on to say that the cash basis is not appropriate.

So that is why we would say, you know, setting up a deferral or variance account for other post-retirement benefits, you know, you won't be allowed to set up a regulatory asset or liability, in which case you would then have to -- the utility would then be, in effect, harmed in its financial results.

MS. LEA:  So you believe that even if the Board were to create an order in which the regulatory asset were amortized and recovered in rates over 20 years or the estimated remaining service lives of the employees, on a rolling basis, that would not be sufficient to satisfy the requirements of US GAAP in this regard?

MR. CHHELAVDA:  That is correct.

MS. LEA:  Have you consulted with your auditors in this matter?

MR. CHHELAVDA:  Presently, currently on this topic, I have not.

However, in a previous rate filing for another organization, this topic did come up, and we've done an extensive amount of research on this.  And, you know, the end result was, there was a significant write-off or write-down of an OPEB amount, or other post-retirement benefit amount.

MS. LEA:  Thank you.

So I gather that Hydro One's objection to recovering post-retirement benefits on a cash basis has to do with this prohibition, as opposed to you think that fundamentally it is a wrong thing to do?

In other words, it appears to us that you're over-recovering from ratepayers annually, comparing what you recover to what you actually spend in a year.  Normally, one would say, as a regulator, you should recover what you spend, not some additional amount that is not specifically set aside.

MR. STRUTHERS:  I'm going to suggest I believe this is probably, the whole matter applies not only to Hydro One but it also applies to all of the electric utilities, as well as, I believe, some of the gas utilities as well.

I'm going to suggest it probably makes sense that it be dealt with as a separate item, not necessarily within this rate hearing, but as a generic discussion as to how best to deal with it.

Because there are accounting issues associated with US GAAP, IFRS, which is the International Financial Reporting.  And I think probably because of the complexities, I think it probably makes much more sense if we could deal with it separately and look at it separately.  And I suspect you're going to need actuaries, as well as a number of the accounting firms to provide input.

MS. LEA:  Thank you.  That is certainly one way that the Board could choose to proceed with this issue.  And I can understand why looking at it generically might be of advantage.

So are there any tax issues or other problems that we need to be aware of, just before we leave this topic?  Have I heard all of the difficulties that would arise, or are there others that we need to be aware of?

MR. CHHELAVDA:  Well, for other post-retirement benefits, I believe at the -- during the technical conference, the question was asked if we could put these amounts into a trust.

MS. LEA:  Set aside a trust, yes.

MR. CHHELAVDA:  And currently there is no vehicle in Canada that would be economically viable.

We have had this conversation with our actuary, who has also confirmed to us that, from a tax perspective, it's almost prohibitive.  And they are not aware of any organization in Canada that has set up a trust for other post-retirement benefits.


MS. LEA:  Thank you.


MR. ROGERS:  Excuse me, Mr. Chair, I hesitate to do this.  I am not going to follow my own advice and offer to do an undertaking, but I'm wondering, it is obviously a point of concern with Board Staff, this complicated pension accounting, and I am wondering whether it would be advisable if we could file a written explanation of why the company does what it does, why it differs between the two accounts, the pension and the post-retirement, and the rationale for the company's position.


MS. LEA:  That's helpful.  I think that probably what I need to make sure that we have is that we have the details of what the company believes prevents it.


MR. ROGERS:  Yes.


MS. LEA:  As opposed to the rationale -- well, the rationale would include bars to it.  So what prevents the company --


MR. ROGERS:  No, Mr. Chhelavda gave some evidence about that, but --


MS. LEA:  Yes, he has.


MR. ROGERS:  -- I thought if we could give you hopefully a short, cogent explanation of why the company does what it does and why it believes it must do it that way, that might help.


MS. LEA:  Thank you, that would be great.  That would be Undertaking J2.7.
UNDERTAKING NO. J2.7:  TO FILE A WRITTEN EXPLANATION OF WHY THE COMPANY DOES WHAT IT DOES, WHY IT DIFFERS BETWEEN THE TWO ACCOUNTS, THE PENSION AND THE POST-RETIREMENT, AND THE RATIONALE FOR THE COMPANY'S POSITION.

MR. QUESNELLE:  Just before you leave this topic, Ms. Lea.


MS. LEA:  Please.


MR. QUESNELLE:  Just further to your suggestion, Mr. Struthers, if the Board were to take this out of any one particular case and look at it from a generic perspective, is there anything about this application that would cause the Board not to be able to revisit this issue within Hydro One within the next five years and make the adjustments or alterations?  Is it a discrete enough number or element that we would not be in a position that we would have to wait until 2019 to revisit it for Hydro One?  What are your views on that, or how would the Board approach that?


MR. STRUTHERS:  I believe it probably can be handled through what we described in terms of the structure of the application.


MR. ROGERS:  If I can just help, sir, I think the company would consider that to be -- a change of that type would be business outside the normal course of business, that would justify -- that is one of the things they have kind of contemplated within the application that could be adjusted.


MR. QUESNELLE:  So that would be the framework, and I appreciate that.  And that is what I was basically questioning.


But further to that, is there anything that I suppose that you would contemplate -- if we were to do that, is there any reporting or anything that's available that the Board should be asking for now that would inform that generic issue?  Anyway, put your minds to that, and respond to that as well with the undertaking.


MR. ROGERS:  Very good.  We'll do that, thank you.


MR. QUESNELLE:  Thank you.


MS. LEA:  I just have two other questions on this matter.


If the Board were to decide in this hearing that it would allow recovery of OPEBs only on a cash basis -- that is, that it decided to make that ruling -- what would be the effect on revenue requirement?  How much less would you collect from ratepayers?


MR. CHHELAVDA:  That is a calculation that we would have to -- we would have to look at.  I don't have that number handy.


MS. LEA:  Would it be a very difficult thing to calculate, sir?


MR. CHHELAVDA:  To be honest, I'm not certain.  I believe it should be relatively doable.


MR. ROGERS:  Could I do this?  Could I expand the undertaking to include our best effort to calculate that number?  If it can't be done, I will let you know why.


MS. LEA:  That will be fine.  I will add that.


And in the period, the five-year plan that you have before us, were you proposing, aside from what Mr. Quesnelle discussed with you, were you proposing to update your pensions and post-retirement benefit forecasts or any other -- make any other adjustment or update to them during the five-year period?


MR. STRUTHERS:  We are not proposing to change the numbers that we have as our assumptions underlying our business plan.


However, I should be clear that we have filed a new pension fund, status as at December 31st, 2013, that takes into consideration the additional liability associated with changing mortality tables.  It also, in effect, lays out what the pension contributions will be from the company for the next three years.


MS. LEA:  And is that different than what you have used for creating this particular five-year application?


MR. STRUTHERS:  The numbers are -- I believe the numbers we have in the application are roughly $160 million a year on pensions.  The new numbers are approximately 172 to $175 million over the three years.


MS. LEA:  Do you propose to have the Board -- to make an application or have the Board use the new numbers or the old numbers?


MR. STRUTHERS:  We propose to use the old numbers and track, as we currently have in a variance account, the difference between the pension contributions and the pension contributions built into the numbers.


MS. LEA:  All right, thank you.  Thank you very much for those answers.


I wonder now if we could turn to an even more gripping topic, and that is the question of smart meters, please.  I wonder if you could, please, pull up the smart-meter model.  Thank you, Undertaking TCJ1.8.  And I wonder if we could look at sheet 2 of that model.


Now, as I understand what we see here -- and I am just trying to get some sense of the magnitude of these things
-- Hydro One Networks documents 445 million and some for capital costs for the period 2009 to 2014.


I am looking at cell AA193, I believe, although I don't know whether that is listed here.  Yes, there we go.  So that's the amount for the -- for in-capital costs for the period 2009 to 2014.  Am I right?


MR. CHHELAVDA:  Just let me have a quick look.  I believe that would be correct.


MS. LEA:  Okay.  And then again, this is just a confirmation to give us some idea of the magnitude of the numbers.  In cell 197 we see the OM&A costs for the same period, 2009 to 2014?


MR. CHHELAVDA:  Correct.


MS. LEA:  Do you have the numbers for the total smart-meter costs -- again, separately for capital and OM&A -- for the full deployment period, which began in 2006, so do you have the numbers for 2006 to 2014?


MR. CHHELAVDA:  We probably would have -- we would have that information.  But those numbers were not input into this model, as those amounts were already disposed of or cleared.


MS. LEA:  They have been cleared?


MR. CHHELAVDA:  Yes, they have.


MS. LEA:  Okay.  So about what percentage of total smart-meter capital costs are being sought to be cleared in this application?


MR. CHHELAVDA:  I would not have that percentage handy.  I would have to -- we would have to just calculate it based on looking at the total costs from 2006 to 2014 and then --


MS. LEA:  I wonder if you could do that, please, for both capital and OM&A.


MR. CHHELAVDA:  Okay.


MS. LEA:  Undertaking J2.8.


MR. ROGERS:  Yes.


MS. LEA:  Thank you.
UNDERTAKING NO. J2.8:  TO PROVIDE THE percentAGE OF TOTAL SMART-METER CAPITAL COSTS THAT ARE BEING SOUGHT TO BE CLEARED IN THIS APPLICATION.

MS. LEA:  Now, on the same sheet -- and I am looking now at rows 25 and 27, so quite a bit back up -- these rows seem to indicate that the residential and general service less than 50 kilowatt meter installations were largely completed by 2009. And there were fewer in 2010 and 2011 and relatively few after 2011.


But when you look at the capital costs for those same years, and those appear at row 109, the decline is more gradual.  So that there is still a fair number of -- a fair amount of capital costs in 2011, 2012, 2013, and 2014.


Why do the smart-meter capital costs show a gradual decline relative to the installations?


MR. CHHELAVDA:  So if I understand your question, you're asking me why the costs are decreasing at a lower rate?


MS. LEA:  Correct.


MR. CHHELAVDA:  Okay.  Well, it's primarily due to the geographic nature of our operations.  So initially when meters were installed, infrastructure was put in place, and as we realized there were some communication issues, so we had to put in more infrastructure, updates in the infrastructure.  That is why the capital cost is increasing, because of the communication issues and the ability to get information from the smart meters.


MS. LEA:  So, I'm sorry, what does that have to do with geography?


MR. CHHELAVDA:  It is really building the infrastructure to be able to have the smart meters communicate with our billing system.  That is why the capital costs are --


MS. LEA:  That has to do with the nature of your system and the density?


MR. CHHELAVDA:  It is really the density, the geographic --


MS. LEA:  Or the lack thereof, rather.


MR. CHHELAVDA:  Yeah, the lack of density.  Exactly.  The geographic area in which we operate, areas where there is very little to no cell phone connectivity.


MR. STRUTHERS:  Perhaps I can best explain it by saying that we put the meters in and then built the network behind it.


MS. LEA:  Thank you.

At row 35, you show a little less than 20,000 installations for generator billing.  Are these pertaining to FIT and microFIT other distributed generation?

MR. CHHELAVDA:  I do not have that information.  I believe this is probably a question that is best answered by panel 3, who would be able to give you a little bit more detail on this.


MS. LEA:  Okay.  Panel 3.


So do you have any information as to how those costs are to be recovered, or from whom?

MR. CHHELAVDA:  So in the model, I believe there is an allocation of the costs by, I would say, customer type or rate class.


So my expectation, my understanding of the model is that you would recover these costs from that class of customer.


MS. LEA:  From that class of customer?  Okay.  Thank you.


Now, Hydro One, in completing this model -- and let me say thank you very much for doing so, because I recognize that it was an effort for you to do so and we appreciate that.


You did not fill out, though, certain information about the breakdown of certain OM&A costs and so on.


If we look at row 158, for example, we see that there were a total of minimum functionality OM&A costs of 44,750,894.  Yes, there they are.


Are you able to break down those costs?  Or if not break them down bit by bit, at least tell us what is included in that category of cost?


MR. CHHELAVDA:  We would have to take a look at that to determine if we have -- to what level are we able to drill down on those costs.


MS. LEA:  Can you do that for that particular number, and also the minimum functionality cost shown on row 166?

MR. CHHELAVDA:  Okay.


MS. LEA:  Is that acceptable, to provide some additional indication of what is included in the costs at row 158 and row 166?

MR. CHHELAVDA:  My suggestion would be we probably -- we can look at the major cost buckets and break it down that way.  Would that be acceptable?

MS. LEA:  I believe it would.

MR. CHHELAVDA:  Okay.


MS. LEA:  That will be Undertaking J2.9.
UNDERTAKING NO. J2.9:  TO PROVIDE A BREAKDOWN BY MAJOR COST BUCKET OF AMOUNTS OF COSTS IN ROWS 158 AND 166 OF THE MODEL.


MS. LEA:  I wonder if we could look at sheet 3 of the model now, please.


In rows 20 to 33 here, is it correct that Hydro One Networks has input the cost of capital parameters by year in these rows?

MR. CHHELAVDA:  The cost of capital, these are actually pre-populated in the model.


MS. LEA:  They're pre-populated in the model?

MR. CHHELAVDA:  Yes.  Sorry, you said --


MS. LEA:  Cost of capital parameters.

MR. CHHELAVDA:  So 20 to 33?  So rows 20 to 25, that is pre-populated.  And rows 28 to 33, yes, Hydro One did input those numbers.


MS. LEA:  Okay.  And are these the same numbers that you use for calculating the deferred smart meter revenue requirement in this model -- or in its model, in your model, pardon me.


MR. CHHELAVDA:  Yes, they should be.  The one thing that we noticed when we completed the Board model is that it validated that our model, the Hydro One-developed model, was consistent with the Board model.


MS. LEA:  It came out with the same result in the end?

MR. CHHELAVDA:  It did not come out with the same result in the end.

And the reason for that is in the inputting of our model, there was a manual input error made in 2009, which resulted in a revenue requirement difference between the Hydro One model and the Board model.

MS. LEA:  So which is correct?

MR. CHHELAVDA:  So the model that we're looking at right now is correct, and we have corrected our model as well.

MS. LEA:  Does this application need to be updated in order to make that correction appropriately in the revenue requirement request?

MR. CHHELAVDA:  Well, all that it would do is it would change the amount that is in the deferral account.  So in terms of updating this application, I don't believe we would have to.


MS. LEA:  Okay.  Now, in these lines 28 to 33 -- pardon me, rows 22 and 29, I guess this would appear.  Why are you not using a deemed short-term debt component and a deemed short-term debt rate in those rows?

MR. CHHELAVDA:  So I'm probably not the best person to answer the question.  What I will say is that these are numbers that have been provided to us by our business planning group, so these are the same numbers that we have used in our analysis.  So these are...


MS. LEA:  I guess my point is really that -- are these parameters those that have been approved by the Board and used for the setting of your distribution rates over the years that are represented in this model?


Because, for example, when you were under IRM, you would not have had a cost of capital update, and yet an update appears to be occurring.

Perhaps -- again, I don't want to take too much time.  If you would wish to address this by undertaking, that's fine.  Sometimes I feel that perhaps your smart meter guy and my smart meter guy should get in a room together, but...


MR. ROGERS:  I think you are one up at the moment, if I heard correctly a few moments ago, so..


MS. LEA:  Pardon me?


MR. ROGERS:  I think yours is one up at the moment.


[Laughter]


MS. LEA:  Can I ask you to clarify the amounts for the short-term debt component and the deemed short-term debt rate, particularly addressing why these are adjusted in a year when your own cost of capital was not adjusted because you were under IRM?

MR. ROGERS:  Can we do that?  Yes, we will do that.


MS. LEA:  Thank you.  J2.10.
UNDERTAKING NO. J2.10:  TO CLARIFY AMOUNTS FOR SHORT-TERM DEBT COMPONENT AND DEEMED SHORT-TERM DEBT RATE, ADDRESSING WHY THESE WERE ADJUSTED IN A YEAR WHEN COST OF CAPITAL WAS NOT ADJUSTED DUE TO BEING UNDER IRM.


MS. LEA:  Now, on sheet 9, I don't think you have given us -- and correct me if I'm wrong -- I don't think you have given us the number of metered customers, the average for 2015 from whom smart meter costs are going to be recovered going forward.

And the reason why this would be useful is it gives us a general idea of what the rider might be for customers, because if you use the standard $1,000 figure, it creates a result which is probably not accurate or appropriate.

Do you know what that number is, the number of metered customers, the average in 2015, from which smart meter costs will be recovered?

MR. CHHELAVDA:  Again, I would have to look at this.  My -- we could, as part of this broader undertaking, I -- we could look at that.

MS. LEA:  Okay.  Well, we already have a couple of undertakings already.  So I perhaps will just give you a separate number so it doesn't get too confusing for me, anyway.  That will be J2.11.
UNDERTAKING NO. J2.11:  TO PROVIDE THE AVERAGE NUMBER OF METERED CUSTOMERS IN 2015 FROM WHICH SMART METER COSTS WILL BE RECOVERED.


MS. LEA:  Now, still looking at the smart meter distribution rider, on sheet 10A, the model shows a smart meter distribution rider of $2.79 per month for five years for residential customers, and a credit of $35.05 for general service less-than-50 kilowatt customers for the same period.


Now, I recognize that this is not what you are proposing here in this application, but do you believe there was an under-collection from residential customers between 2009 to 2014 and a significant over-collection from the GS less-than-50 customers for the same period?

MR. CHHELAVDA:  Well, this particular tab is pulling all of the information that we are inputting in other tabs.

MS. LEA:  Yes?


MR. CHHELAVDA:  So if you look at the derived number, that -- that is what this would tend to indicate.

MS. LEA:  But do you believe it is true?  Or is there something wrong here?

MR. CHHELAVDA:  Again, this is the Board model.  We haven't vetted through all the formulas, but if this is what the input is saying, we would have to look at this.


MS. LEA:  What does your model indicate that these smart-meter distribution riders should be for each of these classes over that period?


MR. CHHELAVDA:  I would have to look at that and get back to you.


MS. LEA:  Okay.  One more time then.  I wonder if this undertaking could be clarification of the proposed smart-meter distribution rider, and if you have any explanation for the difference between our model and yours, that would be great.  If you don't, then we will see if we need to pursue that further.


One moment, please.


MR. QUESNELLE:  Ms. Lea, could I just ask --


MS. LEA:  I'm sorry, sir, I should just give a number for that before I forget to do so.


MR. QUESNELLE:  Yeah, good idea.


MS. LEA:  2.12, J2.12.  Thank you.
UNDERTAKING NO. J2.12:  TO CLARIFY THE PROPOSED SMART-METER DISTRIBUTION RIDER, AND TO PROVIDE EXPLANATION FOR THE DIFFERENCE BETWEEN THE MODELS.


MS. LEA:  Thank you, Mr. Quesnelle.


MR. QUESNELLE:  What are the potential ramifications of that?  I would like to understand.  We've got a deferral account, and we're tracking differences, but these are -- parts of these riders would have been in previously final rates, would they not, and been collected, or -- so is this just a -- it doesn't set up a new starting point, does it?


MS. LEA:  I think that it begins in 2009 to have a new starting point.  I am not by any means the expert on this, and I will get clarification on that for you.


MR. QUESNELLE:  Okay.


MS. LEA:  Do you have anything?  Well, we know why -- that the recovery for 2006 to 2008 has already been approved through the rider, and we have a deferral and variance account for 2009 to the present that is subject to approval and collection, and it is that time period that we're trying to figure out what the rider would be for, as I understand it.


MR. QUESNELLE:  What's the status of the rate riders themselves, though?  Like, typically the deferral account would track the costing, and depending --


MS. LEA:  Yes.


MR. QUESNELLE:  -- on the implementation -- or, sorry, the installation tracking and what-have-you, but those riders, were they -- they're not interim riders, they're final, right -- the riders themselves would be final, would they not, through -- since 2009?


MS. LEA:  Yes.  They were final for that period.  So there will be an incremental final rider, as I understand it, for this second period that we're talking about.


But all that is caveated on us talking to Mr. Ritchie, who understands these things.


MR. QUESNELLE:  Okay.


MS. LEA:  So I wonder, Mr. Chair, if I can get back to you on that issue.


MR. QUESNELLE:  I appreciate it.  Thank you.


MS. LEA:  Thank you.  We'll leave those questions for now, but I appreciate Mr. Rogers' generous offer of coming back to this panel if I find that there are things that we simply don't understand.


Given the number of undertakings that you have very kindly provided, it may be necessary for us to get clarification on those in some fashion, and I recognize you can't produce them instantly, so we will deal with that if it becomes an issue.  Is that acceptable?


MR. ROGERS:  Yes.


MS. LEA:  Thank you.  Turning then -- and Mr. Chair, we will find out the information that you have requested as well and bring that to the record.


MR. QUESNELLE:  Thank you.


MS. LEA:  Turning to a couple of questions about capital expenditures now.  First of all, I understand that it's panel 3 that will be answering the majority of the questions with respect to the Distribution System Plan and specific questions about capital.  Is that right?


MR. STRUTHERS:  Yes, that is correct.


MS. LEA:  Okay.  I just had a couple of basic questions about the Distribution System Plan.  When you were deciding what to file as part of the Distribution System Plan -- and you will have heard my questions to Ms. Frank on this yesterday -- did Hydro One file any of the business cases that support the material investments in the plan?


MR. STRUTHERS:  Yes, we did.


MS. LEA:  Where do those appear?


[Witness panel confers]

MR. SCOTT:  Yes.  Anything over a million dollars we provided a business case.  I think that was talked to in the last technical conference, and unfortunately I can't put my finger on the exhibit at the moment.  Panel 3 certainly would have that information.


MS. LEA:  Okay.  And what happens over the plan period if a project goes over budget?  We have heard that Hydro One is prepared to live within the plan for the five-year period.


But when in five years you come back to the Board and your rate base is to be reset, would you seek additional recovery for the overbudgeted amounts, or would you say, Well, it was our risk, and we went over budget?


MR. STRUTHERS:  I think we would have to look at the nature of why we went over budget, but we would be seeking recovery.


MS. LEA:  Are there any circumstances under which you believe you would not be seeking recovery if it is within your control to control your own budgets?


MR. STRUTHERS:  As I say, I would suggest it really is based on the nature of, first of all, the amount, and second of all, the circumstances that might have created it.  But by and large we would be seeking recovery.


MS. LEA:  You would be intending to seek recovery.


MR. ROGERS:  Could I -- just so the record is clear on this, I just conferred with one of my advisors, and I think that the -- correct me if I'm wrong, but I believe the company's intention is that at the end of the five-year period they would not seek recovery for past additional capital amounts put in-service.


They would seek a rebasing when they were, in 2019, going forward for the new capital that was -- the actual capital which was in-service.


MR. STRUTHERS:  That's correct.  By "recovery" I assumed you mean rebasing, and that we would seek recovery at that point in time.


MS. LEA:  Thank you for that clarification.


I wonder if we could look at your summary capital evidence found at Exhibit D1, tab 2, schedule 1, please.  And I am trying to find the page number.  There was a chart.  Yes, D -- hmm...  Hang on a moment.  Maybe I have written down the wrong reference.


Sorry, it is D2, tab 2, schedule 1, I believe.  Page 1.  So D2, tab 2, schedule 1, page 1, I believe.


So I think if we look at this chart we have your overall capital expenditures growing to 669 million by 2019; is that correct?


MR. SCOTT:  I guess I'm looking to see on the screen where we're being referenced here.


MS. LEA:  Okay.  Is that page -- pardon?  If you look at the -- slightly below that -- there we go.  The total line.  I am looking at total distribution capital on the bottom line.  And the bridge-year amount was 624 million -- 624.5 million, which as far as we can see is an increase of about 7 percent.  Would you accept that subject to check?


MR. SCOTT:  I'm sorry, 7 percent above --


MS. LEA:  The bridge year, the bridge-year amount of 624.5 million.


MR. SCOTT:  Yes.


MS. LEA:  Thank you.  And then we had a look at the depreciation expense, and that's set out at Exhibit C2, tab 4, schedule 1.


And when we looked at that, when we compared those two things, we thought that Hydro One's capital investment was exceeding depreciation by more than 60 percent in each year of the five-year plan.


Would you accept that characterization?


MR. SCOTT:  Yes, I would.


MS. LEA:  What's the reason for this relationship, for this difference?  Is it investment or renewal of your assets?  Can you explain to us why those numbers trend differently?


[Witness panel confers.]

MR. STRUTHERS:  What you're seeing is our capital work program.  Depreciation trails the capital spending.  So what you're seeing is depreciation numbers actually lagging behind the amount of capital that's being spent.


MS. LEA:  That's right.  And why is that?

MR. STRUTHERS:  The capital work program is greater than the amount that we recovered through depreciation.

MS. LEA:  So you're undertaking a larger investment in your assets than -- higher than the rate they're being depreciated?

MR. STRUTHERS:  That is correct.


MS. LEA:  I wonder if we could look in a little more detail at the sustaining category, because that is the largest category of the capital budget.  And this is at D2, tab 2, schedule 1, page 1, again, I believe.

So under "Sustaining capital" there appears to be an almost 35 percent increase over this period from 286 million in 2014 to 383 million in 2019.  And stations and lines contribute the bulk of this increase; is that correct?

MR. SCOTT:  Yes.  That would be correct.

MS. LEA:  Okay.  So with respect to stations, the capital expenditure grows substantially in 2015 to -- sorry, to nearly 64 million, an increase of over 25 percent from 2014.


What is driving that increase in 2015?

MR. SCOTT:  I'm sorry.  I have to defer that to panel 3.


MS. LEA:  Okay.  And I had another question about the lines.  The increase in 2015 is almost 12 percent.  Would that also be something that panel 3 would best explain?

MR. SCOTT:  Yes, that's correct.

MS. LEA:  Now, in contrast to the increases in sustaining spending, the development spending is kept almost level over the five-year period.


Can you indicate or can you explain to me why this is, considering the investment going on in the rest of the system?  Have certain programs been completed?  Is there less spending in this area for another reason?

MR. SCOTT:  I'm sorry.  Again, I must defer you to panel 3.


MS. LEA:  Panel 3?  You are taking revenge on people bouncing things to you, I think.  All right.

And my last question, then, dealt with common corporate capital costs and the fact that they are dropping over the course of the plan.  Is that also a panel 3 question?

MR. SCOTT:  No.  I think that should be mine.

MS. LEA:  Okay.  What's the major driver of this reduction?  And then it kind of levels it out.  Is it allocation?  Or is it an actual reduction in total common spending?

MR. SCOTT:  It will be a total common spending reduction.


MS. LEA:  And just to clarify, what sorts of costs are included in common corporate capital spending?


MR. SCOTT:  Just a moment.


MR. STRUTHERS:  Perhaps we can get back to you on that.  We seem to have lost the page references.

MS. LEA:  Okay.  Well, it is late in the day.  Why don't we just ask for an explanation of the types of costs that are included?


Or if you wish to have panel 3 provide me with that answer, I am quite happy with that as well.

MR. STRUTHERS:  No, I would prefer if I actually provide it in evidence to you tomorrow morning.


MR. ROGERS:  It looks like they're going to be back tomorrow morning, so why don't we do that then?


MS. LEA:  Yes, Thursday morning.


MR. ROGERS:  They will find the reference.


MR. STRUTHERS:  Thursday morning, yes.


MS. LEA:  All right.  We will find the reference.


And I am going to give it a number, just so that I remember to ask, and that is going to be Undertaking J1.13 -- pardon me, 2.13.  Yes, it is late in the day.  I am forgetting my undertaking numbers too.
UNDERTAKING NO. J2.13:  TO EXPLAIN THE TYPES OF COSTS INCLUDED IN THE COMMON CORPORATE CAPITAL SPENDING CATEGORY.


MS. LEA:  Mr. Rogers, then I do have questions for Mr. Amodeo.


MR. ROGERS:  Yes.


MS. LEA:  Which I will ask on Thursday, and I may have to come back on the smart meter model, particularly once the undertakings are given.  And I also owe Mr. Quesnelle an explanation with respect to smart meter riders.


Subject to those additional questions, those are my questions for this panel.  Thank you.


MR. ROGERS:  When I said "tomorrow" I meant Thursday, of course.


MR. QUESNELLE:  Understood.  Understood.


Dr. Elsayed has a question for this panel.  I recognize they're coming back, but go ahead.


DR. ELSAYED:  A clarification of the response you had earlier about the capital program, if you can quickly just clarify for me what would you do in four different scenarios.


One, if you do -- which I think you did already -- if you do exceed your planned expenditures for the period.


Number two, if you come under.

Number three, if new requirements materialize during the period that you did not anticipate.


And number four, if something you already included in your capital program now, which you determine during the planned period that was no longer necessary.

MR. STRUTHERS:  Okay.  What we have, effectively, is a series of envelopes, if you look at it.  So 2015 there is an envelope for spending, 2016, 2017, 2018, 2019.


I'll use 2013 as an example.  We had a spending envelope where we had capital.  Our intent, obviously, is to deliver all of the capital that we have for that year into rate base.


2013 was somewhat unusual.  We had the ice storm at the end of the year.  We went into the last two weeks of the year effectively fully spent, and then incurred additional costs at the end of the year.


So those were obviously incurred.  We have to do that work.  We can't not do that work, because it is a year-end, so we incur those costs.


The intent is to manage to the budgets that we have, to hit the numbers that we have.  If we're a little over in one year then we may be a little under in another year.  The intent is obviously to reach the numbers that we have.


If -- and that is an objective.  If we have something else that comes up -- for example, smart meters comes into play -- we'll have to determine -- so let's assume there is another government policy around smart meters.  If it is a government policy, then there's no way around that.  I think the application talks about that.


But let's say, for example, we find a fault with a certain type of transformer and we have to go and replace those transformers.  Those transformers, the work has to be done.  It will take precedence.  We will do it and try to accommodate that, but we may well overrun budget because of the additional things that we have to do in that year.


We will adjust the next year, but we will try and play it out so that, year over year over year, we are effectively 100 percent spent to the numbers that we have.


The intent is not to be underspent.  The intent is not to be overspent.  But we will accommodate it within the years that we have.


DR. ELSAYED:  Thank you.

MR. QUESNELLE:  Mr. Rogers, would it cause your client or you yourself any grief if we commenced on Thursday starting at 9:00 as opposed to 9:30?


MR. ROGERS:  Yes.  Yes.


MR. QUESNELLE:  Would that be fine?


MR. ROGERS:  Yes, sir, it would be.


MR. QUESNELLE:  We're just thinking we are -- we didn't have the schedule.  We're going to talk about schedule first thing on Thursday, but we are not sure yet where we will be as far as evidence.


I should ask Board Staff as well if that causes any problems, starting at 9:00.  I know whenever we think we're going to be tight we have done this in the past.


MS. LEA:  Certainly, sir, we will be here as it suits the Board.


MR. QUESNELLE:  Why don't we do that, just to be conservative on the safe side, at least for Thursday and Friday, plan on doing that?  As we go into next week, we we'll have a better feel for --


MR. ROGERS:  Very good.  We are anxious to keep to the schedule too.


MR. QUESNELLE:  Certainly.  Okay.  So we'll start --


MS. LEA:  I wonder if I could take a moment to ask on the record, Mr. Chairman, for all parties to let us know what panels they intend to cross-examine and how long they intend to be with those panels.  And I will also send out an e-mail in that regard.  But I just thought that if people are reading the transcript, it might be helpful to make that request.


MR. QUESNELLE:  Excellent.


MS. LEA:  Thank you very much.


MR. QUESNELLE:  That will assist us for Thursday morning.  So 9:00 o'clock Thursday morning and the first order of business is to discuss the schedule.


MR. ROGERS:  Thank you.


MR. QUESNELLE:  Okay.  Thank you very much.
--- Whereupon the hearing adjourned at 4:28 p.m.
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