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Friday, September 12, 2014

--- On commencing at 9:03 a.m.

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


I see some -- I believe these are new undertakings we have up here.  So perhaps, Mr. Rogers, you could -- you have a...  No, nothing for us?

Preliminary Matters:

MR. ROGERS:  I believe those were from yesterday afternoon --


MR. QUESNELLE:  All right.  Okay.  Yes, yeah, yes -- J2.12, yes --


MR. ROGERS:  We took the liberty to leave you copies after you left --


MR. QUESNELLE:  Thank you very much.


MR. ROGERS:  -- yesterday afternoon.


MR. QUESNELLE:  That aside, are there any other preliminary matters?


MR. ROGERS:  There is one matter I spoke to my friend Ms. Lea about just before we commence the questioning.  And I am assuming it is okay to do this now.


I wonder if I could ask Ms. Lea -- yes, it is.  This has to do with an undertaking answer, sir, that was given yesterday, J2.3.


MR. QUESNELLE:  Okay.


MR. ROGERS:  It was to translate the productivity initiatives of the company into an X factor.  There is a fairly detailed explanation given with the exhibit, two pages, but Mr. Amodeo asked if he might be permitted just to explain in a little more detail how he did the calculation for you.


MR. QUESNELLE:  Okay.  That was 2.3, right?


MR. ROGERS:  2.3, J2.3.  The undertaking was to translate the productivity initiatives into an X factor.


Mr. Amodeo, could you briefly, hopefully, just explain to us what was done so there is no misunderstanding?


MR. AMODEO:  Yes.  I guess first of all I just wanted to go back to the conversation that I had with Ms. Lea yesterday when we talked about, you know, our productivity savings and the 0.6 percent stretch factor, X factor, that the OEB presented.


And I mentioned that we came in at 0.85.  So I just want to be clear what that 0.85, the number -- the productivity numbers that we're actually using.  And if I could take you to table 1 of A-19-01, schedule 1, appendix A, table 2.


MR. QUESNELLE:  Just wait until we get this up, Mr. Amodeo, please.


MR. AMODEO:  So just to be clear, the numbers that we are using in that calculation, for instance, if we take the bridge year, 2014, of 90.7, compared to 2015 of 118.4, that's a difference of 27.7 million.


So that would be included in the number, along with 2016 versus 2014, which is another 8.1 million, and moving out to '17, '18, and '19 --


MR. ROGERS:  Excuse me, you said two-sixteen compared two-fourteen or two-fifteen?


MR. AMODEO:  No.  Two-fourteen, because we're accumulating on a cumulative basis the savings from year '15 to '19 with a base of '14.  So we're not -- we're not going back any further in savings.  We're just looking at incremental past 2014.


So the total is about 184.5 million.  So my message is, to be clear, is that we talked about older initiatives and the savings from that.  We're really just looking at new past 2014.


So I just want to make sure that there wasn't the wrong message that got out there, that we do believe that .6 is the right number that we should be judged on and our number, being .85, is about .25 better than that.


I mean, in the undertaking we walked through all of the different calculations, but I don't want to get into that type of detail right now, but it is there in the undertaking.


MS. LEA:  Thank you very much, Mr. Amodeo.


Mr. Rogers, I do have a couple of clarification questions on smart meters for the end of this panel, so what I would like to do if it is acceptable to you and to the Board Panel is to just see if Ms. Brickenden, who understands these things, has any questions about this, and I will bring it along with my couple of questions on smart meters at the end.  I truly appreciate this indulgence.


MR. ROGERS:  That's quite fine, thank you.


MR. QUESNELLE:  Okay.  Okay, thank you very much.  I believe Ms. Girvan for Consumers Council of Canada --


MS. GIRVAN:  Thank you.


MR. QUESNELLE:  -- I believe you are up first this morning.

HYDRO ONE NETWORKS INC. - PANEL 2, resumed

Sandy Struthers; Previously Affirmed.


Glenn Scott; Previously Affirmed.


Samir Chhelavda; Previously Affirmed.


Sam Amodeo; Previously Affirmed.

Cross-Examination by Ms. Girvan:

MS. GIRVAN:  Thanks, gentlemen.  Julie Girvan for the Consumers Council of Canada.  So I have prepared -- I am going to be very brief.  I have prepared a compendium, and they're all exhibits that are pre-filed in the case.


So I think some of this -- the first couple of questions are for you, Mr. Struthers.  If you can turn to the page 2 of the compendium, and I am --


MS. LEA:  Do we, Mr. Chairman --


MS. GIRVAN:  Oh.


MS. LEA:  We have been giving compendia exhibit numbers simply so that they're easy to identify on the record.  Is it acceptable to do that here?


MR. QUESNELLE:  Please, yes.


MS. LEA:  That would be K4.1, please, for the compendium of the CCC, thank you.  Thank you.


MR. QUESNELLE:  Thank you.  

EXHIBIT NO. K4.1:  Panel 2 Cross-Examination Compendium for CCC.


MS. GIRVAN:  Thank you.  So what I am curious about -- and you will see on page 2 of the compendium at the very bottom there is a footnote, and it says:

"The envelope reduction to OM&A from the OEB decision was not spread across the work program areas but was included in other OM&A."

Then if you turn to the -- I'm going to put that there, and then if you turn to the next page there is an exhibit from VECC, which is Exhibit I, tab 3.01, schedule 6, VECC 52.  And it says at the bottom:

"Upon receiving the Board's decision and order, Hydro One's senior management did direct a budget update, which included the results of the OM&A reductions outlined in the decision."

So I am just curious, can you help me understand -- and you may have discussed this in part with some others -- but what happened after you received the decision in the 2010 and 2011 case, where the Board did make reductions, what process you undertook?


MR. STRUTHERS:  I am going by memory.  We would have looked at the ruling that came back to us.  We would have looked at the impact, and we would have looked at where we were in programs and what we were trying to do.  For ease of management, what we did was we allocated the difference to OM&A, other OM&A, which is the common corporate costs and other OM&A, and then tried to manage within the numbers that we had, putting pressure on our organization to reduce costs in all of the areas, and I think that shows in terms of what we were able to do with respect to common corporate costs, but programs -- because much of distribution is driven by demand work, even though you may come back and reduce a budget, we still have to do the work.


MS. GIRVAN:  Okay.  So -- but if you look at the schedule in terms of 2010 and 2011, the common corporate costs, the actual costs, aren't reduced.


MR. STRUTHERS:  If you --


MS. GIRVAN:  That's where I'm sort of misunderstanding the --


MR. STRUTHERS:  If you look at the common corporate costs in 2010, they were 94.9 million.  In 2011 they were 85.5.  So we did reduce common corporate costs.


MS. GIRVAN:  But the Board-approved amounts were 50.9 and 46.5.


MR. STRUTHERS:  What we did was we took the lump sum of the Board amount and applied it to the common corporate cost budget.  So we unfairly allocated it to a particular area and then went back and tried to drive cost efficiencies not only in corporate common costs, which is where you want to drive them, but also cutting other costs in other programs.


The problem with sort of a lump-sum amount which is provided to you is the challenge of them being able to allocate that when you are, in effect, responding to customer-driven requirements.  It's demand-driven work.


MS. GIRVAN:  Okay.  And I guess I would like to follow up with that, is, if the Board comes out in this decision with some sort of reductions either in your OM&A or in your capital, what process will you undertake in order to consider and deal with those reductions?


MR. STRUTHERS:  It very much depends on what the Board comes back with, and then we'll have to figure out where we are --


MS. GIRVAN:  So you don't have a sort of a set process in order to review that and...


MR. STRUTHERS:  When the Board comes back with whatever the direction the Board comes back with, we will look at the numbers again, and we will assess how we can be least impactive to our customers.


MS. GIRVAN:  Okay, thank you.


I think these questions are for you, Mr. Amodeo, and it was helpful, thank you, taking us through the undertaking. I am still trying to understand that.


So I'm focusing next on productivity.  I think I'm misunderstanding, perhaps, what you're presenting with respect to productivity.


And so you have said -- and if you turn to page 6 of my compendium, which is page 3 of the evidence, Exhibit A, tab 19, which speaks to productivity and cost efficiencies.  And you have said there that:

"728.8 million has been forecast in savings for bridge and test years for distribution as shown in figure 1 and table 1."


So we see that again in table 2 numerically where you have set out those amounts.


MR. AMODEO:  Yes.


MS. GIRVAN:  So those are the savings that you are projecting through the course of the plan.


MR. AMODEO:  Correct.


MS. GIRVAN:  Okay.


MR. QUESNELLE:  Is your microphone on?


MR. AMODEO:  Sorry.  Correct.


MS. GIRVAN:  Okay.  Thank you.  So I'm going to look at three examples just so that I can understand what you're presenting here.  And if you look at table 2, I think you've indicated earlier that the back office business systems and business transformations are arising out of Cornerstone.  Is that correct?


MR. AMODEO:  No.  I think I misspoke in yesterday.  That back office is actually the Inergi contract --


MS. GIRVAN:  Okay.


MR. AMODEO:  -- extension and the contract replacement.


MS. GIRVAN:  Okay.  So if I look at the -- and it's easier for me to look on the screen, actually.  If I look at back office, and I see in the bridge year, which is today, we have the Inergi contract in place.  That's correct.  Right?


MR. AMODEO:  Yes.


MS. GIRVAN:  Okay.  So if we move to 2015, you're saying there is $26.7 million in savings.


MR. AMODEO:  Correct.


MS. GIRVAN:  And the way that I think I would look at it is you're really, in 2015, achieving $3.4 million in savings.


MR. AMODEO:  Right.  The base of the savings for both 2015 and 2014 are based on 2009 before we -- before we implemented the new contract extension.  So it's 2009 which is the base for that.


MS. GIRVAN:  Okay.  But I guess what I'm saying is that you've got the Inergi contract in place.


MR. AMODEO:  Hmm-hmm.


MS. GIRVAN:  You're extending the contract, and in extending the contract, in 2015, you're getting $3.4 million in savings.


MR. AMODEO:  Incremental over what we are getting from the previous contract.


MS. GIRVAN:  That's right.  So --


MR. STRUTHERS:  Excuse me.  If I could be clear, we're not extending the contract.  We are going back out to market --


MS. GIRVAN:  Yes, I realize that.


MR. STRUTHERS:  -- to obtain a new contract, so it is not just a contract extension.


MS. GIRVAN:  Yes.  I am just looking at the year -- okay.  In 2015 is when you're doing the new contract.  Sorry, I misspoke.


So I guess what I'm saying is today you have the Inergi contract in place.  You're going out to contract.  You're putting in -- out to market.  You're putting in a new contract.  The incremental savings that you are going to be getting during your IRM plan, as you forecast, is $3.4 million.  It is not 26.7.


MR. AMODEO:  It is 3.4 million over 2014, but the base that we're using is 2009, because we have -- we have reached cost savings from -- moving from the 2009 contract, so we don't feel that we would just throw them away.


MS. GIRVAN:  Okay.  I guess I'm not looking at it as throwing it away, but it is looking at what productivity can you achieve during your IRM term.  And the way that I see it is you've already got the contract in place.  You're moving to a new contract.


You're going to save $3.4 million.


MR. AMODEO:  Right.


MS. GIRVAN:  You're not saving 26.7.


MR. AMODEO:  But it is the same services that we are getting.  It is the same services we're getting back to 2009.  So we're doing better with our negotiations.


MS. GIRVAN:  But in 2014, you have a contract in place.


MR. AMODEO:  Right.


MS. GIRVAN:  You're providing services to your customers.  What you're getting in 2015, under the new contract, is $3.4 million in incremental savings.


MR. STRUTHERS:  If I could perhaps help.  We are in the process of having issued a RFP, and we're in the process which I think is outlined in the material.  We do not have a contract in place.


To get those savings is going to be a significant struggle that the -- this is a working assumption.  It's not reality.


MS. GIRVAN:  Oh, I understand that.  I guess what I'm trying to say is the way that I look at productivity during an IRM term would be the 3.4 million, not the 26.7.  So let me just take you, again, to another example.


If we look at -- I have to put my glasses on.  Excuse me.


If we look at page 9 of my compendium, and this is the page 2 of the VECC interrogatory 42, which I think you are quite familiar with.


So, again, I am looking at this contract extension and the contract replacement, and, again, these are essentially the same numbers, but we're moving from 23.2 in 2014 to 26.7.  So again --


MR. AMODEO:  Yes.


MS. GIRVAN:  -- what I would see is there's a $3.4 million --


MR. AMODEO:  Yes.  That is incremental.


MS. GIRVAN:  Incremental.


MR. AMODEO:  But let's say that we -- let's say that the Inergi contract -- let's say we didn't have a contract replacement and the extension went out until 2019.  Are you telling me I would just drop it from 2014 -- or from 2015 to 2019?


MS. GIRVAN:  I'm not saying you would drop it.  I'm just saying what you are achieving during the term of the plan is incremental to what you already have in place.


MR. AMODEO:  There's lots of initiatives here when you go past 2014 that are incremental from what you had in 2014.  So I look at it as the same initiative basically.  We're just improving upon it.


MS. GIRVAN:  Okay.  So let's look at another example.  And if you look again on this VECC 42, if I look at Cornerstone.  In Cornerstone you have, in 2014, you have $30 million in 0.5 -- in annual savings.


MR. AMODEO:  Yes.


MS. GIRVAN:  If I move to 2015, you have $30.7 million in savings.


MR. AMODEO:  Correct.


MS. GIRVAN:  So, again, and I don't want to argue with you, but the way that I would look at this is that the incremental savings related to Cornerstone in 2015 is about $180,000.


MR. AMODEO:  Yes.


MS. GIRVAN:  So you would agree that that's the incremental savings associated with Cornerstone?


MR. AMODEO:  Yes.  There is two ways of looking at productivity.  You look at incremental year over year.


MS. GIRVAN:  Yes.


MR. AMODEO:  And you look at what you're carrying forward.


MS. GIRVAN:  Okay.  But, again, Cornerstone is in place today.


MR. AMODEO:  Yes.


MS. GIRVAN:  And what you expect to get over the term of your IRM plan are incremental savings over and above the 30.579 million.  Is that correct.


MR. AMODEO:  Yes, hmm-hmm.


MS. GIRVAN:  Okay.  Thank you.  Sorry.  The last example that I want to look at is feller bunchers, and   Mr. Janigan spoke to that yesterday.


And from what I understand, if you look at -- I have to go back to my exhibit.  If you look at page 5 of my compendium, there's a description of where you use feller bunchers as an example of productivity.  There you say:

"This machine reduces the total labour time required per tree from .8 hours to .16 hours.  After factoring in the cost and maintenance of the feller buncher, a reduction of $40 per tree is realized."


MR. AMODEO:  Right.


MS. GIRVAN:  Okay.  The previous costs for clearing one tree was $71.  So the new cost of using the feller bunchers -- I'm going to have a hard time with that.  Feller buncher, say that three times -- is $31.  Hydro One currently has six in place.


So now, if I go back again to the VECC 42 interrogatory and towards the bottom, I see in 2015 -- or 2014 $3 million --


MR. AMODEO:  Right.


MS. GIRVAN:  -- related to feller bunchers, and I see, in 2015, 4.5 million.


MR. AMODEO:  Right.


MS. GIRVAN:  So I assume that the incremental cost of 1.5 is related to acquiring new feller bunchers.  Is that correct.


MR. AMODEO:  That would be incremental efficiencies.


MS. GIRVAN:  Efficiencies, sorry; it is not the cost, okay.  So it is of acquiring new feller bunchers; is that right?


MR. AMODEO:  Yes, yes.


MS. GIRVAN:  So during the term of the plan, relative to 2014, your incremental efficiencies are $1.5 million per year.


MR. AMODEO:  Correct, correct.


MS. GIRVAN:  Okay, all right, thank you.


MR. QUESNELLE:  Ms. Girvan, just on that same line, I wonder, Mr. Amodeo, if you could explain the drop then in 2018 and '19 back down to 3 million.


MR. AMODEO:  Yes.  The drop is based on us getting to where we need to be as far as clearing goes.  So what's happening there is just the volume of work is dropping.


MR. QUESNELLE:  Fine, thank you.


MR. AMODEO:  Okay?


MS. GIRVAN:  So can I just take you now to -- back to your Undertaking J2.3 that you were speaking to earlier.


MR. AMODEO:  Sure.


MS. GIRVAN:  So what you said to me earlier was that you're going to generate $738 million -- $28.8 million of savings for the bridge and test years.  Do I take it that the 184-million-point-five is the incremental cost that I was just talking about?


MR. AMODEO:  That's correct.


MS. GIRVAN:  Okay, all right.  So the 728 includes savings that you have generated earlier prior to 2015.


MR. AMODEO:  That's correct.


MS. GIRVAN:  And the 184 million are the savings you are projecting --


MR. AMODEO:  '15 to '19 incremental.


MS. GIRVAN:  '15 -- okay.  That's very helpful, thanks.


MR. AMODEO:  Okay?


MS. GIRVAN:  Just bear with me for a second.


Okay.  If you would turn to page 10 of my compendium.  And this is table 1 from Exhibit A-19.  A, tab 19.


And I'm not sure I understand what this table is telling me, Mr. Amodeo, if you can explain that to me.


MR. AMODEO:  I think what we're -- the gist of this table is saying, you know, our OM&A per the application is much lower than what it would have been if we didn't have the productivity savings.  So we're trying to demonstrate the reduction in OM&A due to productivity.


MS. GIRVAN:  Okay, all right.  Thank you.


MR. AMODEO:  Okay?


MS. GIRVAN:  Yes.  Okay.  And just a last couple of -- just a couple of questions, if you would turn to page 11 of the compendium.  There is a summary of regulatory affairs costs.  And it sets out historical versus what you are projecting over the term of the plan.


And I realize that this has the test-year period.  You've got the transmission and distribution combined together, and then you've got the distribution allocation.


And what I'm wondering is, if you can help me, why don't we see considerable savings with respect to regulatory costs, given you're moving into a plan where you don't expect to come into the Board for the next five years with respect to rates, other than what we would call mechanistic adjustments?


MR. SCOTT:  Yes, I will take that.  As you can see, for -- historically in 2012 and '13 our costs are still high, and certainly into '14 with the Dx and the Tx rate applications.


As we move into the test years, Tx still -- the Tx applications will still be moving for every two years.  There will be some reporting requirements as a result of this Dx application, plus we still expect a very large transmission work program that will have a lot of regulatory influence in the work.


So we're expecting there not to be a significant reduction in the regulatory effort.


MS. GIRVAN:  But you have transmission applications every two years in any event.


MR. SCOTT:  No, I understand.  And we do.  But the size of our transmission work program keeps the regulatory people busy with the various section 92s, et cetera.


MS. GIRVAN:  Okay.  I guess it's just curious to me why, under distribution, why you wouldn't see significant decreases with respect to regulatory costs.


MR. SCOTT:  I think the -- we're a bit anxious that the recording requirements of the application will be significant enough to keep a number of FTEs busy.


MS. GIRVAN:  But we have here -- we have regulatory affairs costs at the top, but then we have hearing costs at the bottom.  Is that correct?


MR. SCOTT:  Yes, that's correct.


MS. GIRVAN:  Okay, anyway, I guess I would assume that you would have significant reductions, but thank you very much.  Those are my questions.


MS. HARE:  Can I just ask a quick question as a follow-up to Ms. Girvan's?  Did you amortize those regulatory costs -- the regulatory costs of this proceeding, for example, over the next four years?  Really five years?


MR. SCOTT:  No, I would say not.  We did not.


MS. HARE:  Why wouldn't you?  That is what is normally done in a cost of service followed by IRM.  The regulatory costs of the proceeding are then amortized.


MR. SCOTT:  Okay.


MS. GIRVAN:  Maybe what would be helpful is to get some details around the distribution regulatory costs, both -- specifically with respect to the hearing costs.


MR. ROGERS:  Yes.  I certainly volunteer to do that, actually.  I think that would be helpful.  So I will give an undertaking to do that, Ms. Girvan, if that is acceptable to the Board.  I could give you a breakdown of those costs so you can see how they're being incurred.


MS. GIRVAN:  Can we include '14 in that as well?


MR. ROGERS:  We will answer Ms. Hare's question too at the same time.


MS. GIRVAN:  Thank you.


MS. LEA:  Including '13?


MS. GIRVAN:  Yes, including historical years.  That would be helpful.


MR. ROGERS:  Yes.


MS. GIRVAN:  Thank you.


MS. LEA:  J4.1, please.


MR. QUESNELLE:  Thank you.

UNDERTAKING NO. J4.1:  TO PROVIDE A BREAKDOWN OF distribution regulatory COSTS, INCLUDING HISTORICAL YEARS.


MR. ROGERS:  I'm particularly sensitive about these costs, you know.

[Laughter]


MR. QUESNELLE:  Is that your last question, Ms. Girvan?

MS. GIRVAN:  Yes, I had already finished, and then Ms. Hare jumped in, so thank --


MR. QUESNELLE:  I didn't pick up on that, sorry.  Okay.


Mr. Rubenstein, I see you reached for the mic.  I take it you're next?
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Thank you, last but not least.


I provided two documents.  One is a compendium for panel 2.  My friends have it.  It includes some documents that are not on the record in this proceeding, but I had provided it, I believe, on Tuesday evening to my friends, as well as a second document, which is from a press release.  There was a lot of discussion yesterday about the Premier's Council, so I wanted to follow up.  Again, I provided this to my friends yesterday.


As well, I --


MS. LEA:  Sorry, I beg your pardon.


MR. RUBENSTEIN:  Yes.


MS. LEA:  I will assign exhibit numbers then.  K4.1 -- 2, pardon me, to the compendium of SEC.

EXHIBIT NO. K4.2:  SEC COMPENDIUM.


MS. LEA:  K4.3 for the news release, which is entitled at the top "News, Ministry of Finance", thank you.

EXHIBIT NO. K4.3:  NEWS RELEASE, ENTITLED "NEWS, MINISTRY OF FINANCE".


MR. RUBENSTEIN:  And it would probably also be helpful if you have the CME compendium handy, as I may -- I didn't -- they have reproduced in full a number of documents that I may refer to.


MR. QUESNELLE:  That is K2.1?  Okay.


MR. RUBENSTEIN:  I wanted to first just follow up on a couple of things.  The first thing is Undertaking J2.3 that was discussed today.


And Mr. Amodeo, you brought us to the table in the evidence and talked about the incremental savings that would take part in the stretch-factor calculation?


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  And I have provided -- it is in my compendium as well, that document.  It is probably best if we turn that up.  This is at page 62 of our compendium.  But if I could take you, actually, to page 64, which is the detailed breakdown --


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  -- from the VECC interrogatory.  Just to be clear, the total numbers on the bottom were the same total numbers that were on page 62 of my compendium of the document you showed us?


MR. AMODEO:  The document -- in the 184.5 million in the undertaking, is that what you're referring to?


MR. RUBENSTEIN:  If you go on page 62, this was the table you took us to when you were explaining it.


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  And that's derived -- on page 64 of my compendium of the VECC interrogatory.


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  That those are the same things?


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  The reason I ask is, you have broken down in the VECC interrogatory between OM&A and capital.  And I just take, for an example, you have, on the last two activities, distribution, transformer refurbishment, and IMDS.


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  Both of those are 100 percent capital?

MR. AMODEO:  Yes.


MR. RUBENSTEIN:  If we look at the savings, those are, you know, the capital expenditure savings that you would be getting in a year?


MR. AMODEO:  Yes.  There are productivity savings.


MR. RUBENSTEIN:  But it would be a reduction in the capital expenditures you would have incurred, without --


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  But you would agree with me, then, for calculating the revenue requirement, if you're saying what would our total revenue requirement be without these savings, it wouldn't be the capital expenditure savings.  It would be the revenue requirement equivalent of that.


MR. AMODEO:  Well, the way we did our calculation for the X factor was we would take a starting point on revenue requirement, which I believe Susan Frank mentioned, the 1.426 back on Monday, I believe it was, or Tuesday.


Then we would add 1.7 percent inflation factor, consistent with OEB.


And then, from there, we would deduct the incremental savings.


MR. RUBENSTEIN:  But you would agree with me, because we're starting with a revenue requirement calculation, the savings need to be in a revenue requirement savings.  So with the OM&A we can -- I don't think it is contentious that a dollar of OM&A savings is a dollar in revenue requirement savings, but a dollar in capital expenditure savings is not a dollar in revenue requirement savings.


MR. AMODEO:  Yes, I guess you're correct on that.


MR. RUBENSTEIN:  So the first thing I would ask you to do is recalculate J2.3 to include sort of the revenue requirement savings.  I think the rule of thumb is generally 10 percent of capital expenditure savings is sort of what flows to revenue requirement.  I see Mr. Scott is shaking his head in agreement there.


MR. ROGERS:  Yes, I will make that undertaking.


MR. QUESNELLE:  All right.  Thank you.


MR. RUBENSTEIN:  I would also ask a second modification, J2.3.  You're using the base of 2014.


MR. AMODEO:  Yes.


MR. RUBENSTEIN:  I would ask that you update it using a base of 2015.  And the reason is, if the idea is to compare your application to sort of a normal cost of service and then various -- sort of the IRM adjustments, usually, you know, the first year is a rebasing year.  You set the base rates, and then, after that, the stretch factor comes -- there is a stretch factor in the other years.  So the Board determines what's sort of an appropriate base year, and then it does that.


And even in the Union Gas example where it rebased and then it said itself whatever IRM formula it used.  We would ask if you use the 2015 or your -- under the assumption that you get -- you know, the revenue requirement you're asked for is what you receive.


MR. ROGERS:  Yes.


MR. QUESNELLE:  Okay.  Thank you.


MS. LEA:  J4.2, please.


MR. RUBENSTEIN:  Thank you very much.
UNDERTAKING NO. J4.2:  To recalculate J2.3 to include the revenue requirement savings; to update J2.3 using a base of 2015.

MR. RUBENSTEIN:  The other issue I just wanted to follow up was a discussion you had, Mr. Scott, with Mr. Janigan yesterday.  If you want to pull it up, it is in the transcript at pages 84 and 85.  This was a discussion you were having about why there is a bump in the OM&A between 2015 and 2016, and one of the issues you had said was, when you had brought sort of the OM&A budget, I guess, to the Board -- and I assume you meant your board, not this Board -- they had -- there was -- they wanted to reduce the sort of increase from 2014 to 2015, and they asked you to move some of those costs.


And you said that you moved some of the vegetation management costs into 2016, and I just wanted to clarify.  By that, do you mean the work -- the equivalent work program was deferred into 2016, or the costs for the purposes of this application were just shifted into 2016?


MR. SCOTT:  No, the equivalent work was moved into 2016.


MR. RUBENSTEIN:  Okay.  Thank you.


If I could take you to page 3 of the compendium.  It would be better if I take you straight to page 5 of the compendium.  Sorry.  I apologize.  Page 8 of the compendium.  I want to just follow up on a discussion I had with Ms. Frank on the first panel.


And one of the issues that I had raised is why the target for the in-service capital was some percentage of plan, and it wouldn't be the plan.


And I was sort of partly told that this panel has familiarity with the, you know, the corporate scorecard and they could answer my questions.  So let me ask this question:   Why is it appropriate that the in-service capital is not 100 percent of the plan?  Why that is not a target if you're recovering from ratepayers 100 persons of the plan?


MR. STRUTHERS:  The targets that were set were effectively negotiated with the Hydro One board from the perspective of giving us a target number.


Our expectation is that we will do better than that, that we will achieve the 100 percent.  That is certainly going to be the case in distribution.  We're already on track for that.  In fact we will probably overexceed it this year.


Transmission, for us, is a different story.  We're much more reliant on obtaining outages, obtaining -- effectively being allowed to do -- being allowed to put in-service the work that we have completed.  So, therefore, the timing of those particular in-service additions is not necessarily within our control.


Within respect to distribution, the in-services are much more within our control.  You are looking at typically 12 to 18 months for an in-service of a capital item.


MR. RUBENSTEIN:  So this was a new metric in 2014.  Correct?


MR. STRUTHERS:  This is a new metric.  So it's a starting point.  We will see where we end up.  We will see how it develops.  Those metrics will tighten.  My expectation is I'm shooting for 100 percent, certainly, in distribution.  I expect to get there this year.


Transmission, we will -- I am very hopeful that we will exceed the transmission number as well.


MR. RUBENSTEIN:  Is it your expectation, then, in 2015, the target will be 100 percent of the Board-approved amount for distribution?  That will be the target that -- because it is in the corporate scorecard, it is in your management incentive pay?


MR. STRUTHERS:  The intention is that it will be, certainly -- if it's not 100 percent, it will be 95 percent, but that 5 percent is going to be attainable.


My goal for the company is to hit 100 percent every year.


MR. RUBENSTEIN:  And I recognize that is your goal, but, obviously, the target and the compensation is not based on that.


MR. STRUTHERS:  And if we, arguably, don't hit those numbers, then the Board will look at those numbers and determine whether we have, by and large, met the numbers or not, and they will look at it from also -- not only just a qualitative -- from a quantitative and also qualitative.  For example, with a metric set too low, was it too easy?


MR. RUBENSTEIN:  And I'm correct that there was no Board -- there's no Board-approved number for 2014 for distribution, because you're in IRM.  For the capital, there is no Board-approved capital number for 2014 for distribution?


MR. STRUTHERS:  This is the 2014 scorecard.


MR. ROGERS:  I think we're maybe confused about which board we're talking about.


MR. RUBENSTEIN:  By "Board" I mean Ontario Energy Board-approved capital for --


MR. STRUTHERS:  Sorry.  I thought you were talking about the Hydro One board.


MR. RUBENSTEIN:  No, I understand.  But there was for transmission?


MR. STRUTHERS:  There would have been a -- I'm not -- can't say because I am not familiar enough with the transmission decision.


MR. RUBENSTEIN:  All right.  Well, I asked Ms. Frank in panel 1 if that plan reflected the Board-approved number or a number -- a lower number that was -- I suggested to her a lower number based on a revised budgeting that had happened after the last transmission case.


And Ms. Frank wasn't certain about that.  And so I am asking you the same question.


MR. STRUTHERS:  Unfortunately, I have the same answer as Ms. Frank.


MR. RUBENSTEIN:  Okay.  Well, if I could take you to page 9 of the interrogatory -- or, sorry, of our compendium.  This is a -- this is from the -- I think it was mentioned before.  There were some discussions happening in the transmission case.  This is directly from your website accessible to publicly accessible information.


And what this interrogatory -- or information request, I believe it is called -- essentially says is that while -- and we can go to line 17:

"The 2014 OEB approved ISA amount of 1 billion -- 1,023 million was determined as part of the EB-2012-0031 proceeding based on the plan developed through 2011.  The budgeted 2014 ISA of 920 million was determined during the development of the 2014 business plan throughout 2013 is more recent compared to the 2014 amount."


And if you go back up to page 12, it says:

"For the purposes of the corporate scorecard, the budgeted transmission ISA amount is 920 million."


So my -- I sort of want to look into the future with respect to distribution.  You will have a Board-approved -- this Board-approved in-service amount for 2015 through 2019.  How are ratepayers ensured that the plan that is in your corporate scorecard and drives the objective and management will not then be revised based on other budgets and can be a lower amount?


MR. STRUTHERS:  Sorry.  To be very clear, transmission and distribution are very different businesses.


Distribution capital is controllable by us, in that I am not looking for section 92 application approvals.  I am not looking for environmental approvals.  I'm not looking for a large number of approvals that would impact the timing of various programs.


The work that we're planning on doing is primarily sustainment work.  And it's controllable by the company on an annual basis, it is built into the annual budgets, and it is the numbers that we will work to achieve.  There would be little point in coming to the rebase year and being under where we would want to be.


MR. RUBENSTEIN:  Can I take you now, if I go back to the scorecard on page 8, and I want to ask you about the net income after tax performance measure.  And I notice there is no target for that, or is the 240 the target?


MR. STRUTHERS:  I'm not sure why there is no year-end target indicated there.  Sorry, perhaps my colleague can answer the question.


MR. CHHELAVDA:  One of the reasons why we didn't put a target in for year end is it is forward-looking financial information, and per SEC, or Security Exchange Commission guidelines, we can't put that information out.


MR. RUBENSTEIN:  Okay.  Well, let's talk -- well, I'm going to ask you a question.  You tell me if you can't answer it on the public record.


What I am trying to understand is, when you set the target for your net income, what is that based on?  Is that based on, at least with respect to the distribution aspect of getting to your net income, is that based on what you would get if you had met your ROE exactly, what the allowed ROE is?  Or is it some other number that may be greater or lower than that?


MR. STRUTHERS:  We would look to achieving allowed regulatory recovery, our ROE.


MR. RUBENSTEIN:  So that would be what it is based on.  It wouldn't be based on anything more than that.


MR. STRUTHERS:  What you have to understand is this is the Hydro One Inc. scorecard.  Not the Hydro One Networks.  So you're taking the consolidated net income of the company.

MR. RUBENSTEIN:  But if we consider what sort of the distribution component of that --


MR. STRUTHERS:  You would be targeting for the regulatory required -- or regulatory return on equity.


MR. RUBENSTEIN:  All right.  Thank you very much.


If we can go to page 5 of the compendium.  This is the 2013 scorecard.  Under the strategic objective, productivity, one of the -- there is two metrics.  The one for distribution is capital and OM&A costs per kilometre of line.  Do you see that?


MR. STRUTHERS:  Yes, I do.


MR. RUBENSTEIN:  If we go to the 2014 scorecard, that's no longer there.  All that there is, with respect to distribution, is distribution unit costs, and it is now OM&A per gross fixed assets, as a percentage.  Why is there a change?


MR. STRUTHERS:  If I go back to 2013, it includes both capital and OM&A.  Capital is not necessarily reflective of what goes into service and therefore what goes into rate base.  2014 was trying to be more specific, in terms of the OM&A costs and what goes into rate base.


MR. RUBENSTEIN:  If I could take you to page 15 of the compendium.  This is an excerpt from the evidence, from the 2009-0096 proceeding.  And this is what you -- this was part of the section on evidence on productivity and cost-effectiveness.


If I could take you to line number 7.  In the evidence Hydro One says:

"As an indicator of productivity using costs per unit, distribution unit costs is reported as capital and OM&A costs per kilometre included in the corporate scorecard.  We realize that productivity numbers will be going up due to increased infrastructure and program costs.  However, we will continue to benchmark to identify whether these increases are comparable with pure utilities and whether we are Q1, Q2 when benchmarked against other utilities."


So in the 2009 case you thought this was an appropriate measure, the capital and OM&A per kilometre of line.  Correct?


MR. STRUTHERS:  That's correct.


MR. RUBENSTEIN:  And now you don't think it is an appropriate measure?


MR. STRUTHERS:  We think the better measure is to use the OM&A costs and separate out the in-service capital achieved.


MR. RUBENSTEIN:  Now, the second part of the thing I just quoted, you talked about how you're going to continue to benchmark to identify whether these increases are comparable with pure utilities and whether we are Q1, Q2 when benchmarked against other comparable utilities.


Are you still benchmarking capital and OM&A costs per kilometre with other utilities?


MR. STRUTHERS:  The benchmarking we would have done at the time was with the CEA.  That benchmarking no longer exists.


MR. RUBENSTEIN:  So you are not benchmarking, so you don't know if you are still in -- or if you are in the Q1 or Q2 against other utilities?


MR. STRUTHERS:  That would be correct.


MR. RUBENSTEIN:  All right.  And in line 18 on the same page you talk about internal comparisons, and you say:

"We also look at internal comparisons of performance through measures such as distribution line capital and OM&A spending per route kilometre, customer hours per route kilometre, excluding major events and customer interruptions per kilometre, excluding major events."


Are you internally continually -- are you comparing yourself internally using these metrics now?


MR. STRUTHERS:  We do track ourselves on various metrics year over year.


MR. RUBENSTEIN:  How are you doing on those metrics?


MR. STRUTHERS:  I'm not familiar with, if you go down to the line of business metric, how we are doing year over year with specific items.  Probably panel 3 would be best able to describe or explain performance year over year.


MR. RUBENSTEIN:  So panel 3 would be the ones who are actually looking at year over year the distribution line capital and OM&A spending per route kilometre?


MR. STRUTHERS:  They would have more knowledge about that than I do, yes.


MR. RUBENSTEIN:  If I can just ask you to turn the page to page number 13.  Here you're discussing benchmarking.  And just flip back to page 12.  You say at line 26 -- you discuss internal and external benchmarking.  You say at 26:

"This performance process provides Hydro One Distribution with knowledge about how its system performs relative to the industry, assists with identifying its performance strengths and weaknesses, as well as identifying effective practice utilized within the industry that may have application within Hydro One Distribution".


So there is -- you believe there is an importance in both internal and external benchmarking.  Do you still believe that?


MR. STRUTHERS:  We believe that if the benchmarking is done properly and the information is available and the right participants were to participate, there would be value to us.  But right now none of the -- nobody is willing to participate.


MR. RUBENSTEIN:  That's with respect to the external benchmarking.  But the internal --


MR. STRUTHERS:  Right.


MR. RUBENSTEIN:  -- benchmarking, so essentially looking at a metric year over year to see if you are getting better, if you're becoming more productive, you still believe that is an important --


MR. STRUTHERS:  We still look at those as important in understanding how the work program is being accomplished.


MR. RUBENSTEIN:  And on page 13 of the compendium in line 7, we have had a lot of talk about the Canadian Electricity Association.  But what we haven't talked about -- and this is at line 8 -- the first-quartile consulting benchmarking community.


Do you still participate in their benchmarking studies or reports?


MR. STRUTHERS:  As far as I understand, we don't.


MR. RUBENSTEIN:  Why not?


MR. STRUTHERS:  It has to do with resource constraints.

MR. RUBENSTEIN:  Your resource constraints.


MR. STRUTHERS:  And the value that we believe we get out of it.


MR. RUBENSTEIN:  Well, I mean, there has been a lot of discussion about there's a lack --


MR. STRUTHERS:  The better study for us would have been the CEA study.  First-quartile does provide some information, but you have to balance the value of that versus the costs of people and time involved in participating.


MR. RUBENSTEIN:  Why is there no value or not that much value in the first-quartile consulting benchmarking community?


MR. STRUTHERS:  As I understand it, that there is some limited value, but it's -- as I say, it's a, where I have people and availability to do the work and whether I am getting what I perceive to be value out of the outcome.


MR. RUBENSTEIN:  I am just trying to understand what is -- it seems to me you find it -- you don't -- by your answer, it is not that valuable.  I'm trying to understand what --


MR. STRUTHERS:  The far better one is -- would have been the CEA study, had we been able to participate or continue to participate in those studies.


MR. RUBENSTEIN:  But if your view is there is no CEA study any more.


MR. STRUTHERS:  Then the first-quartile was always secondary to that study.


MR. RUBENSTEIN:  And now because there is no CEA are you going to undertake to go back to the first-quartile consulting benchmarking community?


MR. STRUTHERS:  As I indicated, you have to look at the value of what you are getting versus the cost and time of input.  We have determined that there isn't the value that we would have or the outcome that we would want that justifies the time and expense if participating.


MR. RUBENSTEIN:  If I can ask you to turn to page 21 of the compendium.


MR. QUESNELLE:  Mr. Rubenstein, is this -- are you still on productivity here?  I want to interject with a question.


MR. RUBENSTEIN:  Please.


MR. QUESNELLE:  Mr. Struthers, if I can just take you back -- and I have the advantage for me to read what you just said, but not for you obviously.


But I will read it back to you, and it was in response to a question Mr. Rubenstein asked, and here is his question:


"The internal benchmarking, so essentially looking at the metric year, year over year, to see if you were getting better and becoming more productive, you still believe that that is important?"


And your answer is:


"We still look at those as important in understanding how the work program is being accomplished."


And I was interested in your, perhaps, maybe on point or just inadvertent choice of words there.  I take your response to be monitoring the metrics, and you're looking at the workload or the work program being accomplished as a measurement against budget, perhaps, or progress towards a budget?  And that would drive -- and just let me finish my thought here -- that would drive a capturing different metrics as opposed to one which is developed purely for an increase in productivity and where you may get more granular in areas that you want to measure performance as opposed to overall work program.


And this goes to some testimony we heard earlier in the week -- I believe it was from Ms. Frank -- in discussing how it is difficult to -- or it may be subject to kind of a gaming, perhaps, if you had a poor replacement program, and you felt, okay, you're falling behind, so let's just do the ones on the road allowance as opposed to the ones out in the off-road, you know, areas.


So if you're looking at monitoring metrics against performance and work plan and the accomplishment of the work plan versus year-over-year performance improvement in certain silos of work, to me that would drive a different granularity, and it would drive a development of different metrics. 


Am I -- first of all, your answer, was it about performance against budget, or truly year-over-year incremental improvements that you are looking for?


MR. STRUTHERS:  From my perspective, it's performance against budget, so I am looking for trends or why are pole replacements more expensive than they were originally intended to be?  Why is this particular zone in the province more expensive than this particular zone in the province?  What are the issues we're running into?  Why are the costs not behaving the way they should be behaving?  Our intent, obviously, is to get better and to reduce costs.


The -- what we're looking for is why are costs not behaving the way they should be behaving?


MR. QUESNELLE:  Okay.  All right.  Thank you very much.


MR. RUBENSTEIN:  If we can turn to page 21 of the compendium.  We asked you to produce the Oliver Wyman study that Hydro One had undertook a number of years ago, and it was to measure productivity at Hydro One.  I think this came out of a Hydro One transmission proceeding, but the report looks at both distribution and transmission productivity.  Am I correct?  We can go to page 24.  A number of the metrics are clearly --


MR. STRUTHERS:  Yes.  I was going to say there are distribution metrics in it, so I hadn't realized this was for the transmission application.


MR. RUBENSTEIN:  I think that is just the genesis of the -- why this was undertaken.


MR. STRUTHERS:  Okay.


MR. RUBENSTEIN:  And at page 24 it -- and this is the executive summary.  It sort of suggests a number of metrics that you may consider using to measure your productivity.  Do you see that?


MR. STRUTHERS:  It is headed "Summary of Recommended Metrics, yes.


MR. RUBENSTIEN:  Yes.  And if we can go back to the actual interrogatory at page 20, and we go down to line 37 at the end, we had asked you:


"How are you utilizing this study?"


And you said:


"Hydro One used this information to develop its own productivity measures in the context of a balanced scorecard to measure productivity, reliability, customer satisfaction, safety, and shareholder value."


Can you explain to me, based on the proposed metrics on page 24 of the compendium that are in the study, how that is translated into the balanced scorecard that we were looking at earlier?


MR. STRUTHERS:  Certainly.  What we have looked at in terms of the balanced scorecard is sort of more summary metrics.  So, for example, a lot of this -- of these OM&A costs would be dealt with within the costs for -- the unit costs for distribution.


So what you have here is what I would say underlying numbers.


MR. RUBENSTEIN:  So and are you utilizing any of the metrics on page 24 of the compendium that were suggested by Oliver Wyman in your activities?


MR. STRUTHERS:  I believe at least some of those numbers are looked at.  Certainly, when we look at cost per bill, we certainly are tracking what those costs are.


MR. RUBENSTEIN:  But others -- sort of costs per brush control per kilometre of line, cost per meter install, cost per pole set -- is that something that you're -- that is being looked at regularly, year over year at least?


MR. STRUTHERS:  The cost data is tracked.


MR. RUBENSTEIN:  But are you utilizing the data?


MR. STRUTHERS:  I think that is probably better left for panel 3 to describe how they use that data.


MR. RUBENSTEIN:  But is this information getting up to you?  I mean, you are the chief financial officer.  Is this stuff getting up at your level?


MR. STRUTHERS:  At the summary level, in terms of the OM&A spend, I certainly have an understanding of where we are against budgets.


When we do reviews at the senior level, when we're looking at sort of overall program costs, they're being discussed at that level.  Are we getting into what is the cost per cable locate on a specific basis?  Only to the extent that it might be substantially higher than what we had intended or had budgeted.  So, for example, our cable locate costs this year are up.  Last year, the cable locate volume was up.


And, again, this is all demand-driven work, and it is very dependent on weather.  It can be dependent on a whole bunch of things.  So, yes, we do look at these particular items when they become abnormal.


MR. RUBENSTEIN:  If we can turn to page 62 of the compendium.  This is the table that has been reviewed a number of times.  I just wanted to follow up something from Ms. Girvan.


Can we agree, at least sort of on a conceptual level  -- I mean, the issue is where do you start.  Where do you start recording the productivity savings?


So, you know, if you were to start in 2,000, you would have a lot -- you know, those total numbers would be a lot bigger.


MR. AMODEO:  Yeah, in some cases.


MR. RUBENSTEIN:  And, you know, if we started in 1995, you know, it would be even a lot larger than that.


MR. AMODEO:  I would assume.  I don't -- I don't have that data.


MR. RUBENSTEIN:  But just sort of conceptually, you know?


MR. AMODEO:  Yeah.  I mean, the further back you go, if these initiatives last that long, yes.


MR. RUBENSTEIN:  All right.  So you started in 2010 for this table, and I am just trying to -- and I want to -- is there any magic to that or just -- you know, was there a new initiative at Hydro One saying Okay, starting in 2010, there's going to be a big push on productivity savings?  Or just, you know, that's five years before we are --

MR. AMODEO:  No.  I think we picked this up from the last filing.


MR. RUBENSTEIN:  All right.  So was there a new, you know, initiative or sort of company-wide focus on increasing productivity?


MR. AMODEO:  There has been for as long as I know.  Being new to the group, just taking over to the group, it was definitely a huge push on productivity, and I know in other jobs I have been in, in the company, I have always seen it.


I mean, every penny counts.  For instance, that initiative that was going on, everybody has in their mind that they want to -- they want to save money for the ratepayer.


MR. RUBENSTEIN:  So there is no new focus.  It is essentially -- I mean, you have had a -- there's been a focus, in your view, on productivity, and it is the same sort of focus for the last while?


MR. AMODEO:  I think it is more of a focus now.


MR. RUBENSTEIN:  So it is a greater focus?


MR. AMODEO:  I think so.


MR. RUBENSTEIN:  Is there sort of a time, you know, a program or a sort of point in time that you can tell me -- I don't mean a specific day or something -- that, sort of, this new push for productivity improvements occurred?


MR. AMODEO:  I think, depending on who you ask, it would be different, but for me, I would say, you know, in the last -- oh, I don't know.  I've actually seen it ever since I have been at the company.  But I've seen it even more in the last probably five years.


MR. RUBENSTEIN:  All right.  I want to talk about compensation.  Putting aside the compensation study for a moment, I want to understand who Hydro One actually competes for, for talent.  And I am thinking of sort of primarily let's talk about sort of PWU, you know, people who are out in the field who are, you know, linesmen and maintainers and the like.  Who are you actually competing for for their talent?


MR. STRUTHERS:  We would be competing for people with skill sets.  So we would be looking for -- or looking to hire from other utilities to the extent that that was possible.  We would also be looking to hire and bring up our own apprentices and trainees.  So we have an apprentice program that we effectively are developing with the Power Workers' Union, and that is the pool that we primarily hire from for -- at least for linesmen.


MR. RUBENSTEIN:  But you also recruit from other utilities, and they recruit from you as well.


MR. STRUTHERS:  Yes, they do.  There is that option for recruiting, but as I say, primarily what we developed is we developed an apprenticeship pool, that we have taken them through the program, they understand our system, and that is the feeder stock for our full-time program -- full-time...


MR. RUBENSTEIN:  But when someone graduates from college and, you know, they're -- they have to choose to -- you know, Am I going to work for Hydro One, who are the other people that they could be choosing from to work for?


MR. STRUTHERS:  They could be choosing to work for any other utility in the province, or they could be choosing out of province.


MR. RUBENSTEIN:  But would you say prime -- would you -- is it in your view, because there is a wide variety of distribution companies, it's prime -- you know, it is primarily in Ontario?  Or do you actually think it's -- you are competing primarily with people out of -- utilities out of province?


MR. STRUTHERS:  I think at the moment the people are looking for wherever there is work available that would effectively meet their skill sets and where they can get a job.


MR. RUBENSTEIN:  When we're talking about potentially recruiting from other utilities who have already worked for that utility, would I be correct -- just because of your vast geographic territory -- it would be a wide variety of utilities that they would potentially be looking at?


MR. STRUTHERS:  Sorry, if your question is where do we recruit linesmen for, it is primarily through the apprentice program.  The apprentice program is a good program, and typically people will come out of college and try and get into that apprentice program.


MR. RUBENSTEIN:  But putting aside the apprentice program and talking about your recruiting from other utilities -- and it is fair they're recruiting from you, I assume, at the same time -- there is a wide variety of them because of the -- and because of the geography you could -- I will give you an example.


You know, Thunder Bay, if someone works for Thunder Bay Hydro, would you agree with me the most like -- if they were looking to change utilities, the most likely utility they would go to is to Hydro One, just because of the geography?


MR. STRUTHERS:  Because of the geography and because the proximity, and if they didn't want to move, then, yes, they would move to whichever one made sense.


MR. RUBENSTEIN:  If I can ask you to turn to page 66.  We asked you in this interrogatory about why only four other LDCs were included in the Mercer study.  And essentially -- well, you can tell me if this is a fair characterization -- was that Mercer criteria used a panel of comparators that included those who met the three requirements set out, and that is electric utilities -- this is at line 31, 32, and 33 -- electrical utilities, multi-utilities, generators and gas utilities, local distribution companies in Ontario, and other comparable regulated businesses, and that the revenues were between 33 percent and 300 percent of Hydro One's revenue.


And even with that, there was no Ontario distributors.  So Horizon, Enersource, Toronto Hydro, and PowerStream were added.  You asked Hydro Ottawa and Veridian, but they declined.  Is that a fair summary?


MR. STRUTHERS:  That is what is represented in the interrogatory, yes, the response --


MR. RUBENSTEIN:  The first question is, why would it be appropriate that the revenue band be 33 percent to 300 percent?


MR. STRUTHERS:  It is to give a range of a comparable organization.  So for example, we are a transmission and distribution business.  We're not just a distribution LDC.


So our work force works both in transmission and distribution.  The work is more complex.  It is not necessarily standard distribution work.


MR. RUBENSTEIN:  In our discussion --


MR. STRUTHERS:  Put it this way.  There are very few distribution utilities which require people to be flown by helicopter from one location to another location to get -- to be able to do the work.


MR. RUBENSTEIN:  Sure.  But wouldn't -- that would be the same thing for Horizon, Enersource, Toronto Hydro, and PowerStream, correct?  They're not also working on transmission facilities as well.


MR. STRUTHERS:  Well, my work force is a combined work force.  So they will do transmission and distribution work.


MR. RUBENSTEIN:  No, I understand that.  But I'm --


MR. STRUTHERS:  Whereas Horizon's will do just distribution work.


MR. RUBENSTEIN:  So -- but -- I understand.  So you -- I understand your comment about you wanting to -- you know, why there is a difference in your view between sort of some other -- you know, Toronto Hydro's workers and your workers, because your workers are combined work force.


MR. STRUTHERS:  And they're dealing with different issues that would be unique to the transmission system that wouldn't come across in the distribution system.


MR. RUBENSTEIN:  But the same issue you would have with Horizon you would have with Thunder Bay Hydro, comparing with Thunder Bay Hydro, or St. Thomas Hydro, or Festival Hydro, or all the other distributors that you -- is close to Hydro One's service territory.


MR. STRUTHERS:  I'm sorry, I am not sure I follow what the question is.


MR. RUBENSTEIN:  Well, you included a number of distributors.


MR. STRUTHERS:  Which are approximately the same size, or the size that we would expect with the complexity of business and the complexity of systems, complexity of processes, that would be similar to ours.


MR. RUBENSTEIN:  My understanding from your comment with the complexity issue was, because you have a transmission system and a distribution -- your workers work on a transmission system and a distribution system.


MR. STRUTHERS:  They can work on either, but the complexity, in terms of being able to work with systems, a larger organization --


MR. RUBENSTEIN:  So it is not just the --


MR. STRUTHERS:  You are looking for comparables, looking for comparable skill sets, comparable knowledge, comparable ability, comparable work processes, which might not exist with a smaller utility.


MR. RUBENSTEIN:  If I suggest this to you -- and you can tell me if it is a fair suggestion -- that utilities around the province, because Hydro One abuts most of them, sees Hydro One as their main competitor, would that sort of be, in terms of -- for talent, would that be a fair comment for me to make?  Is that something you think is reasonable?


MR. STRUTHERS:  I believe it is quite reasonable that if an individual has an opportunity to work at Hydro One or an opportunity to work at Thunder Bay, then, yes, Thunder Bay would look at that as an opportunity that they're competing for.


MR. RUBENSTEIN:  All right, thank you very much.


Then my other question is, when it comes to -- I will classify this as support positions, but things like finance, accounting, supply-chain positions -- why are you only comparing it to the three categories here, you know, electric utilities, multi-utilities, generators, gas utilities, local distribution companies, and other comparable regulated businesses?  Why are you not comparing this to sort of, you know, other businesses who have accounting and finance and all those functions?


MR. STRUTHERS:  What we were looking for was people who had a utility knowledge, utility background, and from a finance perspective or whatever, or from a regulatory perspective, so a certain skill set.


It made sense for us to do that.  If we were to look at competing against companies of similar complexity, we do that with the Hay study.


MR. RUBENSTEIN:  Is that -- can you describe the Hay study?


MR. STRUTHERS:  So the Hay study looks at complexity of role and looks at a comparator which is, I believe, 33 companies, both private and also public.  And it looks at -- rather than title, it looks at the complexity of the actual job, and then looks at sort of grading within -- within ranges within that structure.


MR. RUBENSTEIN:  And I'm thinking this is something I have seen in other proceedings.  This is generally for management positions --


MR. STRUTHERS:  So this is management, and the roles you're talking about are generally management roles.  If you are looking at unionized roles, for example, Society roles, which are finance roles, then we would be looking across utilities.


MR. RUBENSTEIN:  Is that on the record in this proceeding?  I haven't seen it.  That is why I am asking.


MR. ROGERS:  Is the Hay -- is that the question?  The Hay --


MR. RUBENSTEIN:  Yes.


MR. ROGERS:  I don't know.


MR. RUBENSTEIN:  Well, if it's not, and I don't think it is, can it be provided?


MR. ROGERS:  I don't know.  Let me take it under advisement.  This is the kind of thing, if it had been asked before, I would know the answer, but I will find out.  I imagine it will be okay to produce it, but let me check.


MR. QUESNELLE:  Okay, good.  All right.  Rather than take an undertaking at this point, Mr. Rogers, let us know sometime as soon as convenient today, if possible.  Okay.  Thank you.


MR. ROGERS:  Yes, yes.


MR. RUBENSTEIN:  Can I just ask in a general sense, how are you doing on the Hay -- on the Hay study?


MR. STRUTHERS:  At the more senior levels we would be behind the P50 benchmark, and on the more junior levels we would be either above -- we would likely be above the P50.  That is primarily because we have compression issues at what's referred to as band 7 on management.

At that point, we have union wages and rates which are compressing management compensation.


MR. RUBENSTEIN:  I want to talk about --


MR. STRUTHERS:  It is also similar with Power Workers' as well.  We have the same issue with that level.


MR. RUBENSTEIN:  I want to talk about compensation going forward.


And my understanding is, in 2013, Hydro One entered into its latest collective agreement with the PWU, and that is for two years, and it is going to end on March 31st, 2015, so in early part of the test period.  Am I correct?


MR. STRUTHERS:  That is correct.


MR. RUBENSTEIN:  And would it be your expectation that, throughout the test period, there will be one collective agreement, or do you think there will be -- you will have gone through sort of a second process, and it will be covered by two further collective agreements?


MR. STRUTHERS:  My expectation is it will likely be covered by two.


MR. RUBENSTEIN:  And with respect to the Society --


MR. STRUTHERS:  However, it is certainly based on bargaining and what the parties agree to -- but


MR. RUBENSTEIN:  But just based on your past experience --


MR. STRUTHERS:  Past experience would indicate it's likely two.


MR. RUBENSTEIN:  And with respect to the Society, you entered in a three-year agreement in 2013 that will end in March 31st, 2016.  Correct?


MR. STRUTHERS:  That is correct.


MR. RUBENSTEIN:  And, again, do you expect there will be one or two more --


MR. STRUTHERS:  Based on past experience, it would be one or two more.


MR. RUBENSTEIN:  If we can turn to page 67.  We had asked you to provide the assumptions that Hydro One was using for the purposes of this application for the future collective agreements between itself and the Power Workers' Union Society, and your response was:


"Assume there will be a continuous focus on cost containment increases and flexibility as Hydro One enters collective agreements in 2015 and 2016.  It's premature to elaborate on specifics at this time."


I understand from earlier testimony that, at least for those sort of compensation amounts, you're just projecting -- or at least for the purpose of this application, it is a 2 percent.


MR. STRUTHERS:  That's correct.


MR. RUBENSTEIN:  All right.  Have you budgeted any amount to changes in the pension costs?


MR. STRUTHERS:  No.  We have the original pension numbers that were filed prior to our most recent filing.  So we haven't updated it for our current filing, which we filed for December 31st, 2013.


So the pension numbers are based on December 31st, 2011 valuation.


MR. RUBENSTEIN:  Less about the valuation.  I mean, there has been a lot of discussion -- and it is in the -- Mr. Leech's report about sort of the split between employer and employee pay, the amount that they're contributing.


Did you make any assumptions about the change in that over the test period?


MR. STRUTHERS:  No, we haven't.  But there is a variance account that deals with these issues.


MR. RUBENSTEIN:  So you're familiar with the -- we discussed this before.  This was at tab 7 of the CME report.  This is the Report on the Sustainability of Electricity Sector Pensions, the Minister of Finance.  We have discussed that you are familiar with that.


One of the questions I had was:  What was Hydro One's corporate reaction to the report and the concerns that are raised?


MR. STRUTHERS:  I don't think we were surprised by the nature of the report.  I think we were a little bit surprised at the reference that we had no plan for the future.


MR. RUBENSTEIN:  And if we can go to sort of the -- if you go to the report, this is at page 35 of the report.  If we go down to table 2, it is just talking about the employer-employee contributions, and this was briefly discussed yesterday.


For Hydro One, it says 81 percent and 19 percent.  There is a footnote 2 that now estimates that to be 77 to 23 percent.  Do you see that?


MR. STRUTHERS:  I see that.


MR. RUBENSTEIN:  Would you agree with me, then, that, still at 77 to 23 percent, Hydro One has the highest employer and employee contribution ratio for the former Ontario Hydro companies?


MR. STRUTHERS:  Those numbers were taken for 2012.


MR. RUBENSTEIN:  Even the estimated amount?  I am looking at footnote 2.  Even at the 77 to 23 percent?


MR. STRUTHERS:  Based on the ratios that have been presented in that report, that would be the case.


MR. RUBENSTEIN:  If we go to page 31 of the report, it sort of talks about the next steps.


And my understanding is that a working group is going to be facilitated with all of the parties, and there will be recommendations to be concluded prior to the 2015 collective bargaining process.  Is that your understanding of the sort of process going forward?


MR. STRUTHERS:  That is certainly the -- that's certainly the recommendation, and my understanding is that the intent is to try and do something before the collective agreement process takes place.


MR. RUBENSTEIN:  And we have discussed that you believe there will be two rounds of PWU bargaining within the test period and probably two more Society collective -- rounds of collective bargaining within the test period.


And if you have not made any assumptions that there will be a change in the employee-employer ratio for the test period, how should the Board handle that?  There's sort of an expectation.  I don't know what it's going to be.  There is going to be some changes within the next five years.  We don't know how -- we don't know what the magnitude of that is.


But you have not actually assumed any changes into your forecasts for the test period.  How should the Board handle that?


MR. STRUTHERS:  As I indicated, there is a variance account that deals with the pension issue.  So to the extent that the pension contributions by the company are less than the amount that is in the base or more than, then there is a variance account.


So any additional employer contributions could be dealt with through that variance account.


MR. RUBENSTEIN:  So it is your understanding that the variance account covers not just changes to valuations but also changes to the employer-employee contributions.


MR. STRUTHERS:  It is based on cash contributions by the company.  So if the cash contribution by the company decreases because the employer contribution -- employee contribution increases, then that would be dealt with through that account.


MR. RUBENSTEIN:  Thank you very much.  If I can take you to page 68.  There is some discussion on the first --


MR. STRUTHERS:  Sorry, if I can go back to the Leech report for a second.


There is -- and we were talking about the contribution levels being 77 percent.  But that only takes you to 2013.


It certainly doesn't reflect changes that would have been negotiated in 2014.  So it is quite possible that our contributions would have gone below the 77 percent, because the only -- what you have here is you have at a point in time, not looking at what was negotiated within collective agreements.


MR. RUBENSTEIN:  Do you know what the ratio would be in --


MR. STRUTHERS:  I believe that we are -- we anticipate -- or I believe there was an OEB Staff IR No. 68 that dealt with it, which indicated that we were moving from 72 percent employer contributions in 2015 to 65 percent in 2019, excluding special payments.


So I think it may be answered already within that IR.


MR. RUBENSTEIN:  Thank you very much.  If I can ask you to turn to page 68 of the compendium.  There was discussion with Ms. Frank about, you know, what the market had expected -- expects your return would be.


And, you know, these issues and sort of ratings issues were punted to this panel.  So the first question I have:  Do you agree that there is an expectation that the -- that Hydro One will get at least the Board-approved -- or sort of the Board-approved ROE for every -- for each year from 2015 to 2019?  That is the expectation in the market?


MR. STRUTHERS:  Well, this is -- you're talking about the DBRS, or are we --


MR. RUBENSTEIN:  I will discuss the specifics but just sort of generally.


MR. STRUTHERS:  Okay.  Does Hydro One expect it will be able to earn its regulated return on equity?


MR. RUBENSTEIN:  Well, there was a discussion that -- there was a discussion in the context of should you update it every year, the ROE, or should you leave it at sort of the 2015 amount for the purposes of --


MR. STRUTHERS:  I believe our proposal was that we would update the ROE and debt, and we would also deal with working capital.


MR. RUBENSTEIN:  And one of -- I understand your proposal.  One of the reasons, I thought, for why you believed it was appropriate to change it every year and update it every year was the belief that, you know, in the market, there's an expectation that you would be able to get the Board ROE in a given year.


MR. ROGERS:  May I interrupt for a moment, Mr. Chairman?  Just to be clear, I don't believe Ms. Frank said the market expected or required that Hydro One achieve the allowed return each year.  I think what she said, if I recall correctly, was that the market expected the return, the allowed return, to reflect industry returns.  And it would be adjusted to reflect the marketplace.  That's what I think she said.


MR. RUBENSTEIN:  Fair enough.  I didn't mean anything from that.


Is that your understanding as well?


MR. STRUTHERS:  Sorry, I...  Could you repeat the question, please?


MR. RUBENSTEIN:  Well, Mr. Rogers actually stated it a lot more eloquently than I about Ms. Frank, but -- well, let me go back from the beginning.


Is there any expectation from rating agencies or, you know, your bond holders that the ROE that Hydro One should achieve is what -- it should be whatever the Board sets in that given year?


MR. STRUTHERS:  I think that is an expectation, yes.  Having spoken with the credit rating agencies and having spoken with investors, there is an expectation that the company will be able to earn its regulated return on equity for rate base that is in-service in each year.


MR. RUBENSTEIN:  And that regulated ROE would be the amount that the Board sets in every -- in each of the years?

MR. STRUTHERS:  That's correct.


MR. RUBENSTEIN:  And in 2000 -- when you had your 2009 applications for 2010 and 2011, that wasn't the expectation for 2012 and 2013 and 2014?


MR. STRUTHERS:  In 2011 we moved into an IRM.  I think there was -- the concern that the rating agencies had at the time was how rate base was going to be -- how rate base was going to be dealt with and whether we were going to be able to earn a regulated rate of return.


MR. RUBENSTEIN:  On page 68, sort of moving to a different area with respect to sort of what rating agencies have talked about.  If I could take you -- sorry, this is halfway down the sort of second full paragraph.  It starts with:

"DBRS's view, the parameters of the custom incentive rate-setting option under the renewed regulatory framework is modestly positive for Hydro One's distribution business, 35 percent of EBIT, as it provides greater clarity for the recovery and pass-through of capital costs to ratepayers and it reduces pressure on utilities to meet operating efficiency targets."


Do you see that?


MR. STRUTHERS:  I see that.


MR. RUBENSTEIN:  Do you agree with that statement that it reduces the pressure on Hydro One to meet operating efficiency targets?


MR. STRUTHERS:  No, I don't.


MR. RUBENSTEIN:  Why do you not believe that?


MR. STRUTHERS:  Sorry, why do I --


MR. RUBENSTEIN:  Why do you not agree with DBRS?


MR. STRUTHERS:  The pressure on us to keep -- or continue to drive efficiencies is there.  Whether it is from the outside reviews that are being done on the company, whether it is from pressure from our shareholder, whether it is from pressure from our board, whether it is from the Hydro One board, whether it is from pressure from our customers, or whether it is pressure from the entire regulatory environment, there is a clear understanding that the company needs to continue to press to be more efficient.

MR. RUBENSTEIN:  Thank you.  I just want to ask just a few small areas.


The first thing is with respect to sort of the tendering of the Inergi -- the Inergi contract.  There was a discussion yesterday about -- and this is at, I think, C2 or C2-7, page 11, but you don't need to bring it up.  There was a discussion about -- essentially there was an agreement with the PWU that had come about.  They had grieved an issue, and you had come with a settlement with them to ensure that -- and it would include in the RFP that the work, whoever it was awarded to, it had to be done by PWU members.


Do you remember that discussion from yesterday?


MR. STRUTHERS:  Yes, I do.  But I believe it was in connection with Exhibit C1, tab 2, schedule 7, page 11 of 13.  I think that was the reference.


MR. RUBENSTEIN:  But do you remember that discussion?


MR. STRUTHERS:  I recall the discussion.


MR. RUBENSTEIN:  And would you agree with me sort of -- and I don't want to get into the specifics -- I don't want to get too into the specifics, since it is -- the RFP hasn't been completed yet.  But would you agree with me that this would limit the potential universe of bidders?


MR. STRUTHERS:  I agree with you, yes.


MR. RUBENSTEIN:  And --


MR. STRUTHERS:  And the company recognized that as well at the time.


MR. RUBENSTEIN:  Because you would agree with me this is because, firstly, you would have to have -- the workers would have to be unionized.  And then the second thing is that they would have to be unionized by the PWU.


MR. STRUTHERS:  The work would be PWU work.  The workers would follow the work.  And the union would follow the work.  That was our expectation.


We recognize that that was going to be an issue.  As a result, in order to ensure that we were getting, in effect, a fair and reasonable bid, we did look at the option of in-sourcing as a sort of a benchmark against those bids.  So we looked at the potential to in-source the work ourselves, bring it in, in order to ensure that if it limited the number of participants, that the participants did not believe that they were the only option.


MR. RUBENSTEIN:  And would you agree with me that because of the constraints you have it is likely that it is going to cost more?  Whoever wins that contract will be likely more than if there were not these restrictions.


MR. STRUTHERS:  I think we had this discussion yesterday, which is, the question is, in the -- sort of how willing is the -- are the proponents who are the vendors, how much of those costs are they willing to absorb versus how much of those costs are they willing to -- or are they required to pass-through in a competitive process.


MR. RUBENSTEIN:  But your expectation is they would be passing through some of it at least.


MR. STRUTHERS:  My expectation is they would be passing through at least some of those costs, yes.


MR. RUBENSTEIN:  I want to talk about one other thing.  There was discussion yesterday about the sort of no offshoring directive that has been received by the -- your shareholder has provided to you.  Do you remember that discussion from yesterday?


MR. STRUTHERS:  I'm certainly aware of the declaration, yes, directive.


MR. RUBENSTEIN:  Just to be clear.  That is a shareholder directive to Hydro One.  It doesn't bind this Board.


MR. STRUTHERS:  It is a shareholder directive to Hydro One.


MR. RUBENSTEIN:  Okay, thank you very much.


The last thing I want to talk about is this issue of the Premier's Council hat was sort of discussed yesterday.  And in K4.3 I provided a -- this is the announcement press release that I was able to pull off the Ministry of Finance's website yesterday.


Sort of the first para -- it is not actually in the compendium.  I apologize.  The first paragraph is what I am interested in.  It says:

"The Ontario government has appointed a council to recommend ways to improve efficiency and to optimize value of Hydro One, Ontario Power Generation, and the Liquor Control Board of Ontario.  The Premier's Advisory Council on Government Assets will examine how to get the most out of key assets to generate better returns and revenue for Ontario."


Can we agree, then, viewing this, that the goal of this Premier's Advisory Council is to get to generate better returns and revenues for Ontarians?


MR. STRUTHERS:  I would suggest that the objective of this review is to look at how best the assets can be utilized, whether it is a sale of the assets, whether it is retention of the assets.  That is, in effect, what they have been asked to look at -- or what they are looking at, whether it is a sale, whether it is a disposal, whether it's a consolidation, what are the options available to improve the value of the assets or to obtain efficiencies within those assets.


MR. RUBENSTEIN:  And the best way -- would you agree with me that sort of the best way to maximize the value of an asset would be to generate better returns and revenues?


MR. STRUTHERS:  Or...


MR. ROGERS:  I am just a little uncomfortable with this discussion.  How would Mr. Struthers know what is in the mind of the government any better than anybody else reading this press release?  And also, I don't want him to get in trouble with the shareholder by saying something that is antithetical to what they had in mind.


MR. RUBENSTEIN:  I understand he didn't write the press release.  I think that's quite clear.  I am just putting it to him to sort of -- it'll be clear from my questioning where I am going to go with this.


Well, I will move on to the next question.  The reason I asked this is that there's been discussion about, if you do find more efficiencies, you know, that are not included in your application, that they will not go to the shareholder, that they will be just reinvested in the company and other work programs or maintenance programs that you are undertaking.


I am trying to square that with this, which talks about -- which is the government-appointed council, which is your shareholder, is talking about better returns and revenues.  It seem to me to be -- those are not the same things.


MR. STRUTHERS:  Well, first of all, as I say, this is an option review.  The government periodically goes through these option reviews.  In effect, this is an option review, what makes sense for the assets.


When they talk about better returns and revenues, they are talking not only about Hydro One, but they're also talking about the Liquor Control Board of Ontario.  So it is not just -- the phraseology isn't just specific to Hydro One.


Hydro One's intent, though, is, to the extent that efficiencies are identified, that Hydro One will carry out those efficiencies to improve the work programs and to reinvest the savings back into work that is being done.


MR. RUBENSTEIN:  You spoke yesterday about this -- how the Council's affecting Hydro One now is it is sort of -- it's poking and prodding you to make sure you're efficient.  That is sort of how I understood what you were saying yesterday.  Would you agree?


MR. STRUTHERS:  They are undertaking, as I indicated, at looking at how we could become more efficient.


MR. RUBENSTEIN:  So would you agree with me that the way -- so if you do become more efficient through the plan, that's not contemplated by the -- it's not sort of being embedded in your application?


MR. STRUTHERS:  No.  I disagree with that comment.


So a lot of the discussions that we have had relate to the items that we've already identified within our efficiencies.


So we've already identified efficiencies that we are trying to drive at.  They are looking at whether those efficiencies are appropriate, whether they can be expanded, whether there are more.  So a lot of our efficiencies that we have identified or that they may come back with have already been identified within our work program.


MR. RUBENSTEIN:  Putting aside your view that, you know, you are already a lean organization, would you agree with me that, if you do find more efficiencies throughout the test period, because you will reinvest that, you won't actually -- you won't be increasing your returns to the shareholder.  That's how I understood that.


MR. STRUTHERS:  The benefit of the efficiencies will go to the customer in the form of additional work being done.


MR. RUBENSTEIN:  All right.  Thank you very much.  Those are my questions.


MR. QUESNELLE:  Okay.  Thank you very much, Mr. Rubenstein.


Ms. Lea, I know you had some follow-on.  Why don't we take care of that before the break?


MS. LEA:  Thank you very much.

Continued Cross-Examination by Ms. Lea:

MS. LEA:  First, I wonder if I could ask the Panel to look at Exhibit 2.9 -- pardon me -- Exhibit J2.9, which was the undertaking with respect to smart meters.  Thank you very much for providing this in time for us to ask these questions.


All of my questions have to do only with clarification and, frankly, with clarification of acronyms.


So as we look at undertaking J2.9, under OM&A minimum functionality -- well, I guess this isn't just an acronym.


So the minimum functionality, OM&A costs under M110, the incremental billing, there is incremental billing of 5,528,180 for 2009, over 3 million for 2010, and over 4 million for 2011.


And then it drops off to zero for 2012 and beyond.  What are these incremental billing OM&A expenses for the 2009 to 2011 period?  And why do they drop to zero at 2012?


MR. CHHELAVDA:  I do not have the details to that.


MS. LEA:  Oh, no, not another undertaking.


MR. CHHELAVDA:  I could -- I would have to ask the question and get back to you on that.


MS. LEA:  Okay.


MR. ROGERS:  I will take that undertaking, and I will -- we will answer it quickly too.


MS. LEA:  All right.  That's fine.  Thank you.  J4.3.

UNDERTAKING NO. J4.3:  To advise why the OM&A incremental billing drops to zero for 2012

MS. LEA:  I won't come back at you for this.


Under OM&A sustainment, the second subcategory is labelled SMNO.  What is that?


MR. CHHELAVDA:  That stands for smart meter network operations.


MS. LEA:  Network operations, okay.  And under OM&A minimum functionality, the last subcategory is labelled ISD-related SM, which I presume is smart meter costs.  What are ISD related smart meter costs?


MR. CHHELAVDA:  So that would be information service delivery.  It is IT costs related to smart meters.


MS. LEA:  IT costs?


MR. CHHELAVDA:  Yes.


MS. LEA:  Okay.  Thank you very much.  With respect to the calculation that you provided us as well this morning, J2.3, I just had a couple of questions and then a proposal for you.


So do I understand correctly that you have calculated what you're terming a productivity factor that your savings build into this plan of 0.85 over the time period 2014 to 2019?


MR. AMODEO:  Sorry, can you repeat the question?


MS. LEA:  Yes.  Just tell me what that calculation shows us again.


MR. AMODEO:  The 0.85?


MS. LEA:  Yes.


MR. AMODEO:  So that calculation is the percentage of the revenue requirement based on the productivity savings that we have initiated, incremental from base 2014.  So 2015 to 2019.


MS. LEA:  All right.  So it is the 2014 to 2019 period?


MR. AMODEO:  Yes.  2014 being the base.  2015 to 2019 being the calculations based on the 2014.


MS. LEA:  Thank you.  That's helpful.  Now, did you look at the pattern of savings over the years of the plan, 2015 to 2019?  Because is it the case that the savings decline over the term of the plan?  You save more in 2015 than you do in 2019.


MR. AMODEO:  Correct.


MS. LEA:  And in the absence of a steady state or even improvement in your productivity gains, should not the Board impose an increasing adjustment, if it was to impose a stretch factor, that would trim larger amounts from costs in later years in the plan?


This would give you some time to identify and deploy additional productivity measures and an incentive to find them and deploy them over the full term of the plan so that your savings don't get reduced or are not seen to be reduced in later years.


MR. AMODEO:  Sorry, could you repeat the question again?


MS. LEA:  Yes.  Perhaps I'm not being clear.


Suppose we accept that you have identified all of the savings you can for 2015.


MR. AMODEO:  Right.


MS. LEA:  But we know that the savings drop off in, particularly, 2018 and 2019.


MR. AMODEO:  Okay.


MS. LEA:  If the Board were to choose to impose some sort of stretch factor, I am asking whether -- or asking you to comment on the idea that the stretch factor would ramp up over the term of the plan, in other words, additional incentive for the later years of the plan.


MR. AMODEO:  I don't think implementing a stretch factor like that would -- I mean, when we put together this filing of where our productivity savings were, from at this point in time presently looking out to 2019, that's what we know.  That's what we know now, and those are the savings that we have.  Is that what you're asking?  Are you saying that, if you impose something, that we're going to go out and find more savings?


MS. LEA:  The hope would be that --


MR. AMODEO:  Sorry, I don't think --


MS. LEA:  Sorry, please go ahead.


MR. AMODEO:  I don't think you need to do that to entice us to find more savings.


We are going to try to find more savings anyway.  I mean, it is just this is what we know now looking at five years.  We're constantly looking for more savings.


MS. LEA:  Okay.  Thank you.


And is it still the case that my detailed questions with respect to the average rate of growth, which I think you said that should go to panel 3 yesterday when I began my questions, it is just that Mr. Amodeo seems to know a lot about it too, but I can wait for panel 3.


That was with respect to Exhibit I3.1, Staff 38(b), and it relates to what we have just been discussing.  I think you wanted me to leave that for panel 3.


MR. ROGERS:  I don't recall the question, Ms. Lea, and I wonder, Mr. Chair if you want to try it, maybe Mr. Amodeo can help you, if you can remember what the question was.


MS. LEA:  Yes.  Well, this related to the exhibit that is now being shown on the screen, Exhibit I3.10, it was Staff 38(b).


And when we look at the total cost numbers for 2015 to 2019, are the planned savings included in those numbers?  I am quite happy to take this to panel 3 if it is better.


MR. STRUTHERS:  I'm going to suggest we continue to take it to panel 3.


MS. LEA:  Great.  Thank you.  Then my last question with respect to the undertaking J2.3 that you provided, Mr. Chairman, Staff can argue on the principles of this calculation, whether it is useful, whether it is valid, relevant, and so on.  However, if it would assist the record in actually looking at the numbers, we would need the spreadsheet that Hydro One used to do this calculation.


And I hate to ask the company for items that are difficult to produce or perhaps confidential, but if we are to look at the numbers themselves, we would need the actual spreadsheet.


MR. ROGERS:  I am instructed that this could be done, yes.


MS. LEA:  All right.  Then I will take an undertaking, please.  That would be J4.4.


UNDERTAKING NO. J4.4:  To produce a spreadsheet showing the numbers used in the calculation of J2.3

MR. RUBENSTEIN:  Can I ask that I also be provided with the revised undertaking that had been given to me?


MS. LEA:  The revised undertaking was -- was it 4.2?  Can you specify that, please, for the record?


MR. RUBENSTEIN:  You were asking for the underlying calculations to this.


MS. LEA:  Correct.


MR. RUBENSTEIN:  And I was wondering if you could provide that as well for the revised -- for the undertaking that I had asked.  Sorry, I forget the number.


MS. LEA:  It is 2.3, yes.


MR. RUBENSTEIN:  2.3 as well.


MR. ROGERS:  Yes, yes.


MS. LEA:  Thank you very much.  One moment, please.

Thank you very much, Mr. Chairman.  Those are my questions.


MR. QUESNELLE:  Thank you very much.


MR. CHHELAVDA:  I do have one clarification.  I think you asked me what was an incremental billing.  I actually did find what is in there, so I could answer that question.


MS. LEA:  Okay, great.


MR. CHHELAVDA:  So included in there we have -- and this is on Undertaking J2.9.  It is comprised of meter data operations costs, customer contact centre costs, and billing and call handling costs.


MS. LEA:  And is that all you were going to tell me in Undertaking J4.3?


MR. CHHELAVDA:  So the secondary part was why it dropped off.  That -- I don't have a response for that as to why it dropped off in '12 and '13, but that I will get you in 4.3.


MS. LEA:  Thank you.


MR. QUESNELLE:  Okay.  If this panel could hold then, we will have a few questions from the Board and also offer an opportunity for redirect, Mr. Rogers, but why don't we take a break until five after 11:00.  Thank you.

--- Recess taken at 10:45 a.m.
--- On resuming at 11:05 a.m.


MR. QUESNELLE:  We have a few questions from the Board Panel here.  Mr. Elsayed, maybe you want to start off.


DR. ELSAYED:  There have been a lot of discussions about benchmarking.  So I just wanted to clarify one thing.


We have heard a fair bit about maybe some of the difficulties in external benchmarking applicability and comparing apples to apples.


But I just wanted to understand a little bit more about what you do in terms of internal benchmarking.  We obviously talked about your scorecard and how you perform against the scorecard and the budget.  That's not what I consider benchmarking against.


My question then is -- and, again, maybe that is more suitable for panel 3 -- what it is that you do and what parameters do you look at in terms of internally showing that you do improve year over year in different parts of the organization?


MR. STRUTHERS:  I will talk about -- I know we talked about scorecards, and maybe it is not relevant, but it is.


So, for example, the metrics in the scorecard are effectively continuous improvement.  So our liabilities, statistics are all moving towards better performance.


So the objective is to do -- become better at what we do year over year and look for a continuous improvement.  So whether it is safety, whether it is reliability, whether it is customer satisfaction, those numbers are effectively ramping up in terms of what we expect the company to be able to deliver.  Obviously they will reach some form of peak, but we're looking at it for incremental changes year over year.


So there is that internally driven, and then what we do, when we look at our own cost structures, we look at cost, how we're doing this year versus last year.  What are the costs with respect to, for example, cable locates this year versus cable locates last year?  Why are those costs going up?


And we do do that.  And, again, continuously trying to come up with ways to change processes, either change labour mixes or try and keep -- try and reduce costs.  Most of our costs are effectively driven by wages, and if you -- we do the Mercer benchmarking, but a lot of that is -- the bulk of our cost structure is people.


All of the other stuff we put out to tender, so it is all market driven.  So as -- and because that is a continuous marketing process, when we go out and buy stuff, we're continually trying to drive for additional cost reductions in terms of how we buy stuff or -- so it is a continuous process that we drive for.


But certainly the scorecard itself is year-over-year improvements.


DR. ELSAYED:  Okay.  So the parameters that you track year over year are the ones that are in the scorecard?   Not --


MR. STRUTHERS:  Which we track internally.


DR. ELSAYED:  Right.  So there is no more granularity below that in terms of --


MR. STRUTHERS:  I'm not sure what we have in terms of granularity below that, so, for example, what each of the lines of business would look at year over year.  But, certainly, they do have cost information that they can look at year over year.


DR. ELSAYED:  Okay.  Thank you.  Ms. Hare.


MR. ROGERS:  Just before we go, I think it's panel 3 that may be able to give you more detail there, sir, about year-over-year comparisons on a more nearly defined metrics, I hope.


MS. HARE:  I will start with a couple of questions about the scorecard as well.


If I look at your March 2014 corporate scorecard, there are a couple of things here I don't understand.


One is:  What is meant by "no bill volume"?


MR. STRUTHERS:  They relate to certain metrics that we put in place in respect to some of the billing issues that we're having.


So the intention is to, when we're unable to issue a bill, is to drive those bill volumes down.  So in a billing system, you will always end up where you are unable to bill for whatever particular reason, whether it is a missed meter read, whether it is missing information.  So in every billing run, there will always be no bills.


What you want to do is you want to try and drive those no bills -- the volume of those no bills down on a continuous basis.  And terms of customer satisfaction there are obviously -- they obviously want to get a bill.


MS. HARE:  So these are bills that don't go out to the customer?  So the customer then doesn't get a bill for, like, two months, three months, six months?


MR. STRUTHERS:  Or it is just -- what we do is just keep a running total.  It could be it missed that bill run, and it will be picked up in the next bill run.


MS. HARE:  Okay.  Thank you.  Then the next one, percentage customers satisfied with escalated complaint resolution.  Year to date, you don't have a number, and year on target, you have "N/A."  Why is that N/A?  Why aren't -- are you not tracking this yet or...


MR. STRUTHERS:  We -- when the benchmark was established, we were unable to determine what the -- we had no -- we had no information or background, no bases.  We're developing that information or learning that information.


If it is a useful scorecard item for next year, we will put it in next year, but we don't have the historical information for it.  It is a new function arguably.


MS. HARE:  Okay.  I then, last night, compared your corporate scorecard to the Board's requirement for a scorecard under the Renewed Regulatory Framework, and you have that scorecard completed now.  Would you be able to file it in this proceeding?


MR. ROGERS:  Yes.


MS. HARE:  Thank you.  Could that get an undertaking number?


MS. LEA:  Yes.  J4.5, please.
UNDERTAKING NO. J4.5:  To file an updated corporate scorecard


MS. HARE:  I then have a question following from the discussion of the Hay study, and if that study is filed, then this question is not relevant, but let me ask it anyway.


You had indicated, Mr. Struthers, that the management group benchmarks at about 1 percent less at the P50 level compared to other companies.  Correct?


MR. STRUTHERS:  That's -- I would have to check, but I think that is on the Mercer report.


MS. HARE:  Oh, didn't -- what did you say about the Hay study, then?


MR. STRUTHERS:  I'm not sure where we benchmark against the Hay study, but I believe that certainly -- well, I don't have the consolidated answer.  I can tell you that, for the senior management levels, that we benchmark below P50, and for the lower levels in management, because of the compression issues, we benchmark above P50.  So where you took the two in total, I'm not sure exactly where you end up.


MS. HARE:  No.  But that actually gets at what I was interested in because management is a broad group, and I wondered if either one or both of those studies separate out sort of middle level management from the most senior levels, like the senior VP level and president level, and what the difference is there in comparison at the P50 level.


MR. STRUTHERS:  Certainly, the Hay study does that.  The Hay study looks at various categories.


So it does separate out the management groups.


MS. HARE:  So, Mr. Rogers, do you know if that study would be filed?


MR. ROGERS:  No, I'm sorry, Ms. Hare.  I forgot to check over the break, but I would be astounded if my client doesn't produce it, if it is available.  I will confirm that with you this afternoon.


MS. HARE:  We can do it this way:  If the study is filed, there is no need to answer this undertaking because we can look at it ourselves.  But if, for whatever reason, you are not able to file that study, then I would like to know how those two groups, or three groups, however, in management compare at the P50 level.


MR. ROGERS:  Yes, we will do that.


MS. HARE:  Thank you.


MR. ROGERS:  But I hesitate to commit.  There may -- sometimes there are confidentiality issues I am not aware of, but I would be very surprised if it isn't filed this afternoon.


MS. HARE:  Thank you.  There was some discussion about the casual and temporary employees and the fact that you do hire back some retirees.


It is quite common, at least it is common in the OPS, to have a claw-back provision where a retiree that is already collecting a pension can only make a certain percentage of their salary before.  Do you have that type of claw-back policy?


MR. STRUTHERS:  I'm not aware that we do.


MS. HARE:  And maybe many of these are --


MR. STRUTHERS:  But to be clear, the cost of the company is lower because we're not paying for pension or other costs, so -- and then they're hired back through the Power Workers' Union hiring hall.


MS. HARE:  Well, I wanted to get to that.  So it is only unionized employees that you hire back.  You don't hire back, for example, management employees to come in and perform certain functions after they have retired?


MR. STRUTHERS:  Typically, if management employees return to the company, they're returning through a consultant.  So, for example, an engineer here may go and work for let's say -- I'm going to come up with a name that doesn't exist -- Woordrop, and then if we have a piece of work that we, then, tender to Woordrop, it is possible they could end up being on that piece of work.  But it is more typical for management employees to come back through a contractor.  They wouldn't necessarily come back directly.


MS. HARE:  Lastly, and I will just use the vegetation management program as an example, but I am really more interested in understanding more fully what you do with these benchmarking reports or other reports.


For example, the KPMG report identified you as having the highest cost vegetation management program.


In response to questions yesterday, I think, Mr. Struthers, you indicated, but you didn't know what Manitoba Hydro was doing, the differences, the similarities, so whether or not the costs were a fair comparison.


What I would like to know is, when you get that kind of a report, what do you do to find out?  Do you phone your peers at Manitoba Hydro or New Brunswick Power and ask them, What are you doing that your costs are lower than ours, just to get a sense of what's possible and what the comparison is?


MR. STRUTHERS:  I believe those -- in the KPMG report I believe that they were talking about the CN Utility Group report that was done in 2012, and they were looking at, in comparison, and I believe that has actually been filed as an undertaking.


That report itself is basically a statistics dump of information.  The comparability of one company to another company in that report is, you've got all sizes, and so the question is, how comparable is some of that data?


With respect to your question, I'm not sure what we do, but I do know that our management -- or, sorry, I do know our managers do attend conferences with other utilities, and they talk about programs, they talk about vegetation management programs, they talk about different ways of approaching vegetation management.


We look at new trends that are out there, can we use different approaches to line clearing than currently what we're using.  So there is an ongoing discussion within the industry about new approaches, and we certainly listen to those, and we certainly take action where we think it is appropriate to do so.


MS. HARE:  Okay, thank you.  Those are my questions.


MR. QUESNELLE:  Thank you.  Just a small one just related, and it is a follow-on to the last question that Ms. Hare just had.  It does go to the whole issue of the benchmarking, again, obviously.


When you discussed the CEA benchmarking that took place up until 2011, I believe --


MR. STRUTHERS:  That is correct.


MR. QUESNELLE:  As -- you know, there are discussions, you know, and obviously still numbers of CEA and other organizations.  Is there an industry dialogue that is taking place?  And perhaps you could let us know what your contribution to that dialogue would be, as to the public -- the merits in having publicly available benchmarking along these lines?  And typically what we have seen, you know, in our experience as regulators looking across boundaries at each other's business and approach to regulation, is that there are different ways of measuring things for different reasons.


But to the extent that there's value in benchmarking, if there is seen to be value in benchmarking, do you think it is possible or is there a desire amongst industry participants to come up with a common language of measurement and metrics to the extent possible so that the benchmarking can be facilitated in a way which provides meaningful information and has higher value than what it currently has?


MR. STRUTHERS:  I would suggest that that's been an ongoing discussion since benchmarking started.


Everybody calculates costs differently.  Even coming up with a standard definition, people interpret the definition differently, and so you end up with cost structures that aren't necessarily consistent.


Also, the way we record costs may be different from how somebody else records costs.  So I know that's been an ongoing issue.


I also know the confidentiality of the comparables, who they are, has been an issue as well.  So people don't want to participate in a benchmarking study when the information or data they may provide will then become publicly available.


Benchmarking itself has, I suspect, become an issue for those two reasons.  The confidentiality of who you are in that benchmarking study, as well as the issue around coming up with a common description, a common understanding, and a common approach, and I know certainly prior to the benchmarking group effectively disbanding for the CEA, that that was an ongoing discussion with them.


MR. QUESNELLE:  Thank you very much.


Mr. Rogers, any redirect?
Re-Examination by Mr. Rogers:

MR. ROGERS:  Just one question.  I think it has been answered, but just because benchmarking is obviously such an important issue, I am going to ask this.


Mr. Quesnelle just talked to you about the CEA, and you've said that they discontinued it and that confidentiality was a problem.  But why did the CEA stop doing the benchmarking for whatever value it had?


MR. STRUTHERS:  My understanding is that the CEA board decided no longer to fund the program, and as a result the benchmarking section of the CEA was effectively wound up.


MR. ROGERS:  So do you know -- do you know what the reasons for it?


MR. STRUTHERS:  I believe the issue had to do with confidentiality of information, but I don't recall exactly.  But it had to do with confidentiality being respected.


MR. ROGERS:  And if that problem could be resolved, do you think that it might facilitate the kind of cooperative effort that Mr. Quesnelle is talking about?


MR. STRUTHERS:  I think it would certainly be very helpful in ensuring -- well, I think it would be very helpful in providing some comfort to those people who participate in the survey, that if they knew that their information they were providing was confidential, then I think you would probably see a much higher uptake in terms of people willing to participate in the survey.


MR. QUESNELLE:  And that would require -- excuse me, Mr. Rogers.


MR. ROGERS:  Thank you.


MR. QUESNELLE:  That would then require an understanding that in forums like this in multi-jurisdictions that confidentiality would have to be respected, obviously.


MR. STRUTHERS:  I would agree.  The big issue to this has been, if I am going to provide you information, you are going to benchmark against it, but I don't necessarily want my information becoming public, first of all, because I asked it not be public.  I'm being forced to provide it.


MR. QUESNELLE:  And to the extent that it may turn up in another jurisdiction in which you are not participating at the time.


MR. STRUTHERS:  That's correct.


MR. QUESNELLE:  Thank you very much.  That is very helpful.  Thank you.


MS. HARE:  Just following along, if the names of the other companies are blacked out and only, for example, Hydro One name shows up in the chart or the graph, what harm is done to those other entities?


MR. STRUTHERS:  As long as the benchmarking organization is not required to provide the data with respect to those blacked-out names, so for example, A may be BC Hydro, it's fine if it's given as A.  But if an intervenor were to request the Board to provide that or to obtain that information, then it becomes an issue.


MS. HARE:  Okay, thank you.


DR. ELSAYED:  Maybe just a clarification on that.  If -- like, presumably in this scenario we would have a list of the participants, but where they stand would be blacked out.  So we would have the list of the participants, and then the numbers for Hydro One, how it stands related to the others.  That is my understanding.  Like, that would --


MR. STRUTHERS:  I --


DR. ELSAYED:  -- the concern.


MR. STRUTHERS:  I would agree with you.  That would be the appropriate way to do it.  But my also understanding is that the intervenors have asked for knowing who company A, B, C, D, E is.


DR. ELSAYED:  Okay.


MR. STRUTHERS:  So it is not just good enough that they're identified as A and this is -- potentially A could be this one.  It's, they're actually looking for identification behind it.


MR. QUESNELLE:  Just to dwell on this for one more minute -- and I think it's -- what it is illustrative of is the importance that I think regulators are putting on this, but we recognize it goes beyond our own boundaries.


If the -- I think identifying the barriers to having everybody recognize the value of benchmark, it is where it is packaged and how it is used are the issues we're dealing with it, and with recognition of the concerns of those who are participating.


And I will throw this out, that if there were -- if we could find a way to, on a multi-jurisdictional basis, have a regulatory compact as to how this information would be used ultimately and some official or unofficial sign-off on that, that would increase the confidence level of people being able to participate, having their concerns recognized up front, do you think that would be of value?


MR. STRUTHERS:  I think that would be of great value, and I can't talk for the CEA, but I suspect that you would find that they probably would get back into the benchmarking.


MR. QUESNELLE:  This has been helpful, thank you.  Thank you very much, panel.  You have been on for a couple days now.  Thank you very much for being so forthright with your evidence, thank you.


MR. ROGERS:  Thank you, sir.  I have panel 3 ready to be sworn once we complete the logistics here.


MR. QUESNELLE:  Certainly, yes, by all means.


MR. ROGERS:  Just while we're doing that, there are -- I did plan, when panel 3 is empanelled to lead some evidence-in-chief, to deal with the request that my friend Ms. Lea made the other day to walk through the -- I've forgotten the acronym for it now, but to walk through the business planning process.


I expect this would take perhaps 20 minutes to half an hour to do.  There is a handout which they're doing now.  These are slides that will be used to facilitate the discussion.


MR. QUESNELLE:  Okay.  Why don't we talk about scheduling, then?  I was thinking that you may take -- I think we had you down for an hour in lead on this, Mr. Rogers.  Let's see where we go with this.

But in order to have kind of a determined hard start  -- and I recognize, Ms. Lea, you gave people kind of a target of around 1:30 for the start of the hearing on the motion, but why don't we try to stick to that?  Meaning, if we come up around quarter after twelve, we will just have an extended lunch rather than getting into a cross, unless somebody has a very short cross of this panel, which I don't believe is the case.  Let's see where we are at the end of your lead, Mr. Rogers.


MR. ROGERS:  Very good, sir.  It's a shorter presentation than they would like to make, but I insisted that it be kept as brief as possible


MR. QUESNELLE:  So having just said what I said, it might find its way into being fully --


MR. ROGERS:  It might.  That's an invitation, I think, because -- well, you will see that...


MR. QUESNELLE:  Yes.
HYDRO ONE NETWORKS INC. - PANEL 3


MR. ROGERS:  Mr. Brown loves to talk about it.


MR. QUESNELLE:  That's good to hear.


MR. ROGERS:  Now we have panel 3.  I wonder if they could be sworn first, sir, and then I will qualify them.


Paul Brown, Affirmed


Tom Irvine; Affirmed


Kelly Kingsley; Affirmed

Examination-In-Chief by Mr. Rogers:


MR. ROGERS:  Mr. Irvine, I would like to start with you.  That's the panelist on my far right.


Your name is Tom Irvine?


MR. IRVINE:  That is correct.


MR. ROGERS:  And I understand that you are a certified electrical engineering technician.


MR. IRVINE:  That is correct.


MR. ROGERS:  Have been so since 1988?


MR. IRVINE:  Yes.


MR. ROGERS:  You have been involved in the electricity business since 1985, it would appear for your curriculum vitae?


MR. IRVINE:  Yes.


MR. ROGERS:  Just before I summarize it, it's found at Exhibit A, tab 23, schedule 2, page 16.  Mr. Irvine, can you confirm for us that it is an accurate depiction of your qualifications and experience?


MR. IRVINE:  Yes, I can.


MR. ROGERS:  Now, you have worked in various capacities, I see, with the electricity distribution company or the electricity distribution and transmission company, starting off as an electrical operator in the beginning and moving through various positions up into management positions.  In 2005 and 2006, you were the grid operations manager for operating networks.  Is that right?


MR. IRVINE:  Yes.


MR. ROGERS:  And then in 2006 and 2007, you were the manager of grid operations, operating performance, and customer support?


MR. IRVINE:  Correct.


MR. ROGERS:  2008 to 2013, you were manager of grid operations, operating networks.


MR. IRVINE:  That is correct.


MR. ROGERS:  Your present position -- and I see it is a recent appointment in 2014 -- is as director of network operating division.


MR. IRVINE:  Yes.  I started that at the beginning of 2014.


MR. ROGERS:  Now, Mr. Irvine, let me ask you:  Have you reviewed the evidence that has been filed in this case for which you will be responsible to answer inquiries?  And can you confirm that, to the best of your knowledge, it is an accurate reflection of the company's affairs?


MR. IRVINE:  Yes, I have reviewed and can confirm.


MR. ROGERS:  Thank you very much.  Now, sir, a couple of more questions:  Have you ever testified before in a hearing like this?


MR. IRVINE:  No, I have not.


MR. ROGERS:  I understand that the area that you will be generally answering questions about has to do with operations, OM&A and capital.  Is that right?


MR. IRVINE:  That is correct.


MR. ROGERS:  All right.  Thank you very much.


Now, to your left and in the middle of the panel, we have Mr. Paul Brown.  Mr. Brown, your curriculum vitae is filed at Exhibit A, tab 23, schedule 2, page 15.  Is that an accurate reflection of your qualifications, sir?


MR. BROWN:  Yes, it is.


MR. ROGERS:  I see that you hold a bachelor of applied science in electrical engineering from Queen's University.


MR. BROWN:  That's correct.


MR. ROGERS:  You worked in various capacities in the electricity business since achieving your degree.  I see you started off as an overhead field engineer in 1987.


MR. BROWN:  That's correct.


MR. ROGERS:  And progressed through various other functions and other companies.  You, for example, in 1987, worked for the Hamilton Hydro Electric System.


MR. BROWN:  That's correct.


MR. ROGERS:  And I see you became the director of engineering at Hamilton Hydro in -- from 2000 to 2005.


MR. BROWN:  That's correct.


MR. ROGERS:  You then worked at Horizon Utilities Corporation as director of network planning and operating.


MR. BROWN:  That's correct.


MR. ROGERS:  In 2008, you joined your present employer as the grid operations manager at the Ontario grid control centre.


MR. BROWN:  That's correct.


MR. ROGERS:  And you have worked through various functions to your present appointment, which is director of distribution asset management planning.


MR. BROWN:  That's correct.


MR. ROGERS:  And have you, sir, reviewed the evidence for which you are responsible to respond to inquiries about?  And can you confirm that it is accurate, so far as you are aware?


MR. BROWN:  I have and it is.


MR. ROGERS:  Thank you very much.


On the extreme right side of the panel before the Board is Ms. Kelly Kingsley.


MS. KINGSLEY:  Yes.


MR. ROGERS:  Ms. Kingsley, your curriculum vitae is filed at Exhibit A, tab 23, schedule 2, page 6.  Please confirm that that is an accurate summary of your qualifications.


MS. KINGSLEY:  Yes, it is.


MR. ROGERS:  Very briefly, I see that you have a number of degrees, but a bachelor of administrative studies from York University --


MS. KINGSLEY:  Yes.


MR. ROGERS:   -- in 2004.  And prior to joining the hydro companies, you worked for various private enterprises, I see, for a few years.


MS. KINGSLEY:  Yes, I did.


MR. ROGERS:  And joined Ontario Hydro in 1994.


MS. KINGSLEY:  Yes, that's correct.


MR. ROGERS:  There you served in a capacity of various customer service positions with hydro.


MS. KINGSLEY:  Yes.


MR. ROGERS:  And as I look from 1999 to the present, I see you have progressed through a number of different functions at the hydro -- Hydro One, I guess it would be then, mostly dealing with customer relations, billing issues, and that kind of thing.


MS. KINGSLEY:  Yes.  All within the customer service area.


MR. ROGERS:  Customer service.  Your present position is as manager of customer care?


MS. KINGSLEY:  Yes, that's correct.


MR. ROGERS:  You were appointed in 2013.


MS. KINGSLEY:  Correct.


MR. ROGERS:  You will be answering questions, I assume, about customer relations and customer care and the call centre and that kind of thing?


MS. KINGSLEY:  Yes, I will.


MR. ROGERS:  Can you confirm that the evidence underlying your -- underlying the answers you will be giving has been reviewed by you and that, so far as you are aware, it is an accurate reflection of the company's affairs?


MR. IRVINE:  Yes, I have reviewed, and I believe it is accurate.


MR. ROGERS:  All right.  Thank you very much.


Now, with that, sir, I would like to ask, with your permission, Mr. Brown to comply with what we undertook to do.


Just to refresh everyone's memory, Ms. Lea asked at page 138 of the transcript to ask Hydro One to walk through this planning process on a step-by-step basis, and, Mr. Quesnelle, you said as well that the Board would find it useful for him to do that.  So that is the reason why I am doing this.  I don't normally lead evidence-in-chief.


Mr. Brown, can you help us, please.  Can you describe to us the process by which the company developed the distribution system plan before the Board?


MR. BROWN:  I can.


MR. ROGERS:  And I understand that you wish to refer to certain exhibits which we have filed in written or in hard copy form.


MR. BROWN:  Yes.  As part of the presentation, it might be helpful if I can bring the Board's attention to our Exhibit A, tab 7, schedule 1.  And on page 3 of 6, there is a table 1 that goes on to describe the headings and the corresponding exhibits from the chapter 5 headings that correspond to exhibits in this application.


And I think you will find that we have provided an extensive cross-reference guide here that would lead the Board to understand how our distribution plan is included in our evidence in the various exhibits.


So as some examples, the regional planning and consultation, section 5.1.4.1 from the chapter 5, is actually included in our Exhibit A, tab 17, schedule 8.


MR. ROGERS:  Can I stop you there just so I am following this?  The first thing I want to do, we have a deck here of diagrams, I will say.  You're going to be referring to these in your discussion, are you not?


MR. BROWN:  You will see in the presentation material that there are a few of these references contained in the presentation.  So I am just drawing this to your attention as a bit of a cross-reference as I go through the presentation.


MR. ROGERS:  I wonder if we should mark this as an exhibit.


MS. LEA:  K4.4, please.

EXHIBIT NO. K4.4:  HONI PANEL 3 PRESENTATION MATERIAL.


MR. ROGERS:  All right, Mr. Brown, I'm sorry, I interrupted you.  Now, could we carry on and perhaps explain this process to all of us?
Presentation by Mr. Brown:


MR. BROWN:  I will give it my best effort.


Good morning.  And as Mr. Rogers has indicated, my name is Paul Brown.  I'm the director of distribution asset management for Hydro One Networks.


I wanted to thank you for allowing me the opportunity to walk through how we have developed the distribution system plan, which is described in Exhibit A, tab 7, schedule 1.


As I understand, there's been a number of questions raised in the various interrogatories and during some of the panel 1 discussions.


To begin, I will be providing a high-level overview of the investment planning process.  This flow chart graphically depicts Hydro One's investment planning process.  The three boxes to the far left indicate three parallel activities which form the final -- which inform the final investment plan.


First of all, senior management sets corporate objectives and direction.  Secondly, the various lines of business develop investment proposals.  And three, corporate support groups determine assumptions about external factors that underlie the planning process, such as economic, environmental, or regulatory factors.


On the chart you will see references to the evidence which summarize these activities.  The output of these three activities are fed into a risk-based investment prioritization process that management uses to prioritize and pace prior proposed investments with the aid of a software tool called the Asset Investment Planning Tool.


Management also determines the corporate costs associated with supporting the proposed investments.  The resulting decisions are reflected in a consolidated budget and a business plan covering both capital and OM&A, which are submitted to Hydro One's board of directors for approval.


Hydro One prepared --


MR. ROGERS:  Just let me interrupt you there.  Thank you very much.  By the way, did you -- would it be -- would you be disrupted in your chain of thought if the Board had questions as you go through the presentation?


MR. BROWN:  By all means, if there are questions as I go through it, feel free to ask questions.  Sure.


MR. ROGERS:  That's fine.


MR. BROWN:  More particularly, when I get into the demonstration later, I am sure you are going to want to stop me, because there's lots of very interesting things to see there, so...


MR. ROGERS:  That's fine.  Carry on, please.  I do invite the Board, if you have questions as he is going through this, please feel free to interrupt him.


MR. QUESNELLE:  Yeah, and if it's not -- if we're getting ahead of you, let us know, because we don't want you to have to go off your game plan there, but I will ask one, thank you, Mr. Rogers.


The corporate support costs.  Just, can you explain that feed into the consolidated budget?  I am not quite sure I understand that.


MR. BROWN:  So corporate support costs include all sorts of things, like our human resources group.  Many of the corporate common costs that are included in our evidence are used to determine the cost of various investments.


And so, for example, things like our fleet will be informed to the capital programming and the maintenance programming.


So those kind of overhead costs that will go into determining costs for a particular program or a particular project are pushed into the investment planning process at the front end.


MR. QUESNELLE:  And I think this characterization has been used previously, but as a bottom-up needs type of budgeting process, would there be any iterative process at that juncture, where you have corporate support costs feeding in, where you are actually now producing dollar estimates, as to, okay, that is not something that was seen from a strategic point of view?  I am looking at, where do you see the rub against the rate impacts?  At what point would you then start saying, okay, this is what is needed?  Does that go right back to the prioritization section?  Or maybe this will come out later, but --


MR. BROWN:  I think if you can indulge me just a little longer, Mr. Quesnelle, I will probably address that.


MR. QUESNELLE:  That's great, okay, thank you.


MR. BROWN:  The resulting business decisions that are reflected in a consolidated budget and business plan cover both the capital and OM&A and are submitted to the Board for approval, and --


MR. ROGERS:  That's the Ontario Hydro Board.


MR. QUESNELLE:  Understood.


MR. BROWN:  Sorry, Hydro One's board of directors, yes, and Hydro One prepared this distribution rate application on the business plan that was approved by its board of directors in November 2013.


In my role I oversee the development of investment proposals for distribution power system investments.  I thought it would be helpful to explain how we develop these proposals to better illustrate the process.


Our planning process starts with the determination of our customer's needs by Hydro One's customer services team through extensive customer satisfaction and transactional research.  These activities are described more fully in the voice of the customer exhibit, which is found at Exhibit A, tab 5, schedule 1.


The customer services team communicates the identified customer preferences to asset managers and service delivery managers within Hydro One.


These managers are accountable to understand the capability and performance of the systems and processes under their areas and to identify any misalignment with customer preferences to determine investment needs.


Our managers now have a comprehensive database of information on Hydro One's key distribution assets that we've compiled during routine maintenance and inspection over the last several years.


Performing a multi-dimensional risk-based analysis we call an asset risk assessment, planners use this data, together with customer preference information, to assess investment needs, determine alternative scenarios, and develop investment summary reports.  Examples of these investment summary reports were filed on July 21st as Exhibit TCK1.1.


And in a moment I will be providing a demonstration of how we perform an asset risk assessment with support from our software tool called the Asset Analytics.


In performing an asset risk assessment, planners consider customer needs such as added capacity and improved reliability for a particular customer group or a group of customers where deficiencies may exist.


As well, they consider asset renewal needs where performance is degrading, risk of failure is high, or safety is at risk for both the public and our workers.


Many of our investments are not discretionary, as we must connect the customers to comply with regulation to restore services from unplanned failures or as a result of storm damage.


When customers tell us they would like us to be better at something, such as the handling of unplanned outages, we make investments in systems and processes to deliver that added value to them.


The investment summary reports prepared by planners are fed into the investment prioritization process, which is facilitated by a piece of software called the Asset Investment Planning Tool.


The asset investment planning tool incorporates the business values and investment-level decisions -- sorry, definitions described in Exhibit A, tab 17, schedule 4.


Hydro One planners assign risk values and tolerances that they consider prudent within the tool.  In Exhibit TCJ1.21 we have illustrated how the risk weightings work.


The asset investment planning tool then provides a draft investment plan which is reviewed and discussed by senior management when finalizing the priority and pacing of proposed investments.


And I think this is really the component, Mr. Quesnelle, we were speaking to, where we sit down and take a look at those pacings and priorities and how particular overheads or common costs may be attributed to various investments at that point in time to ensure that we have workability, doability, and appropriation of appropriate expenditures.


MR. ROGERS:  Before you leave this table or this chart, you are asked earlier about customer -- customer issues, and I see there is a managerial consideration of customer needs here on this -- on this chart or this visual.  Can you explain to us how that works?  How do you take into account customer needs at this point?


MR. BROWN:  So the customers have participated quite willingly in much of the transactional surveys and other surveys that we have -- and in consultation groups with some of our staff, and as a result, we get a lot of information around what the customer think -- customers think of us and how we do our business.


And so some of those are with large customer groups; some of them are with the distributed generation connection customers, things of that nature.


So we have a lot of really rich information that are provided through our customer services group that come in and are reviewed, and when we consider how we can be better as an organization at delivering the customers services that we're hearing our customers want, those things go into our investment plan.


In particular, for things like as it relates to assets, for example, if a customer, a particular customer, is telling us they would like to see an improved reliability at an industrial customer, we might have a specific investment to particularly address that need.


MR. ROGERS:  Okay.  Mr. Brown, just one more question, if I could.  Do you take into account affordability and cost to the customer at this stage of the process?


MR. BROWN:  In the development of the overall business plan, we have those considerations that do come.  For example, if a customer asked us to spend $50 million to do something that we didn't perceive had $50 million worth of value, absolutely, there are economic considerations that are put into the investment plan.


So it is definitely something where, if something was excessive, we would have to work with the customer.


MR. ROGERS:  I was thinking more in terms of not individual customers on a particular project, but I hear a lot, in my job, about the size of the bill.


Do you take that into account in some way in this planning process, the impact on your customers of increases in costs to meet their -- to meet their needs?


MR. BROWN:  So one of the biggest things, as we have heard from our customers -- there is two big things.  One is the cost of bill is very, very important to them.  However, second on the list is they want their service to be there for them.  They want to be able to turn the light on and have power.  So service reliability is a second concern for our customers.


So, yes, we want to make sure that we don't have a situation where we're having service degrade.  Our customers are telling us they like the level of service that they currently receive from us from a reliability perspective and to please maintain it.


So those are elements that we consider when we look at the capabilities of the distribution system planned.


DR. ELSAYED:  These elements are part of your risk assessment.  Like, you're not separating -- you're not doing a risk assessment and then customer requirements is a different element?  Like, the whole thing is integrated into one.  Is that correct?


MR. BROWN:  I would say that the customer information comes first.  So if our customers had told us that they would be willing to receive a degraded level of customer reliability for a -- for the same price that they're paying today, that would have gone into our business decisions around how we would operate, maintain, and change some of the investments around the assets.


DR. ELSAYED:  Even though your risk tool may have identified that, in the longer term, this is a very high risk for the company?


MR. BROWN:  We would have to balance those things, like customer satisfaction with customer safety risk.  Our customers also expect when they drive down the street that the poles don't fall down on them.


So there are some balances that would be taken into consideration.  However, certainly we might take on some more risk if our customers were saying that, you know, If the lights went out twice as frequently as they currently do, we would be okay with that.

MR. QUESNELLE:  We have heard the approach of productivity and the discussion around productivity, Mr. Brown, over the last few days, that it is the company's intent that, where productivity frees up the ability to invest resources further into the plan, further into the work programs, that that is what will happen as opposed to increasing return on the equity.


If the -- and what I am looking for here is, in the development of this plan, where does the company superimpose its expected or its tolerance level for rate increases?  And, therefore, is the plan there that will be executed if productivity frees up the ability to do more work, further work?  And examples that were given is pole replacement.  If, in years 2 and 3, it is determined that you're actually going to have an accelerated work plan due to increased productivity, does this development or this planned process lay out where those poles are, and it is just a matter of bringing those in?  Or do you have to then say, All right.  We have productivity.  Now let's redevelop -- let's find out where our priorities are?


I am at a loss as to where along this process you would find -- is the plan just a scalable one that, for every million dollars of productivity, we can go one increment higher?  Is it that granular?  Or where do those two -- where is the nexus of those two considerations?


MR. BROWN:  So the discussion we're having right now is around developing the original business plan for the five-year period.  And so we will set our budgets and our program scope accordingly.


Now, there is ongoing monitoring and management of our work throughput in terms of quantities and our financial budgets or actuals to plan.  We do that on a monthly basis.


And so if we were able to find opportunities of greater efficiencies, each month we have a senior operations team meeting to review exactly where we're at, and then we would -- any opportunities would be discussed at a very high level within the organization, and we would then go to our -- our list of where we would go next.


So, for example, this investment prioritization process has probably got a lot more in the plan than what we have in terms of affordability level, so to speak.


MR. QUESNELLE:  That's -- thank you.


MR. BROWN:  We can then go to the next ones on the list that say, This is the next one we would have had included should our envelope have been bigger.

MR. QUESNELLE:  Yes.  That answers my question.  Thank you very much.


MR. ROGERS:  Thank you, Mr. Brown.  Please carry on.  I think you are going to get, next, to the asset risk assessment that Mr. Elsayed was asking you about.


MR. BROWN:  Thank you.  We have a tremendous number of power system assets that are critical to our service delivery to our customers.  The volume of assets and their condition, demographics, economics, performance, utilization, and criticality is a large amount of data to collect, monitor, and analyze.


As mentioned earlier, we have better information about those risk factors than ever before and have implemented a new software tool in use since 2012 that provides our planners with this data to assist in the assessment of risk related to these factors.  Previously, we relied on an asset condition assessment, which took only the first risk factors of demographics and condition into consideration.


Our asset risk assessment process is a significant improvement on the asset condition assessment process because it enables a multidimensional view -- review of assets, and it uses comprehensive up-to-date information about Hydro One's assets.


We are now able to use better, current information to target specific investments and determine investment needs more accurately.


I will talk more about the tool we call asset analytics in a minute and give a short demonstration.


In terms of system planning, we have traditionally done this at a feeder level and a station level as well as by a particular class of assets.


For example, we would look at the pole asset base or the station transformer asset base.


While planning for specific asset classes continues, we also continue to provide planning information to our transmitter for upstream planning purposes.


The new regional planning process has Hydro One Distribution grouping our plans in a different way to align to the various defined areas of study.  We're in the process of developing area studies over the next few years that will align to the regional planning process areas of study at the transmission level.


DR. ELSAYED:  Just a quick clarification.  Two questions.  When you say assets -- definition of assets, are you talking about everything that you own?  Are you talking about specific assets?


MR. BROWN:  This asset -- asset risk analysis in a formal way, using the asset analytics tool, is more limited in scope to our entire asset base.  We do not use it for making a decision on a building facility or an IT system, but we do use it for all of our power system assets.


DR. ELSAYED:  And is there a parallel system for the transmission assets?  Or is that --


MR. BROWN:  Absolutely --


DR. ELSAYED:  -- two separate --


MR. BROWN:  It is one system.  The asset analytics tool is one system that looks at all of our -- all of Hydro One's assets, transmission and distribution.


DR. ELSAYED:  So the prioritization that happens, happens across the whole company, not just the distribution component.


MR. BROWN:  The prioritization of investments that I am speaking about here would be just for our distribution assets.  A similar activity actually is undertaken for our transmission assets --


DR. ELSAYED:  So you have --


MR. BROWN:  -- and both of them combined would be our total investment plan for the organization.


DR. ELSAYED:  So if you're talking about risk assessment, you don't compare the risk of a component in transmission versus investing in a component in distribution?


MR. BROWN:  No.  No.  We treat those asset risk assessments separately from transmission --


DR. ELSAYED:  Okay.


MR. BROWN:  -- in the distribution arena.


DR. ELSAYED:  Thank you.


MR. BROWN:  Not to suggest, however, if I can be a little bit more clear -- if, for example, as an outcome of our asset risk assessment process we required an investment at the transmission level, that would be something that would be identified through that process and a request made into the transmission business for added capacity or things of that nature.


DR. ELSAYED:  Thank you.


MR. BROWN:  Our new software, called the Asset Analytics Tool, collects data from various source systems that is used to identify six risk factors for the various assets and, based on their values, a composite risk score for each asset.


You can see that the six risk factors are described on this slide.  Inside the asset analytics graphical views you are going to see a bunch of colours for an asset or group of assets which indicates risk levels.


For example, in respect of economic risks, red indicates either a high magnitude of corrective and emergent repair costs or high replacement costs, while blue indicates relatively low costs.


In respect of criticality risk, red indicates that the asset supplies a relatively high number of customers and/or a heavy or critical load, while blue indicates a low customer count and/or load.


MR. ROGERS:  Mr. Brown, just for my benefit, could you just give me a practical example about how one of these would work?  I mean, pick any one you would want.  Utilization risk, let us say.  How would that be applied to a particular set of assets?


MR. BROWN:  So using your example of utilization risk, utilization risk actually takes a look at how heavily loaded or how often used a particular asset is, much the same as a car that might sit in the garage and not get used at all is going to have low utilization risk, whereas something that is run on the Formula 1 track is going to have high utilization and require differing levels of maintenance and cost.


MR. ROGERS:  Performance risk, for example, on the same type of asset, you -- that's number 4 here -- you look at the historical performance of that equipment to enter the data into this analytical tool?  Is that how it works?


MR. BROWN:  Yes.  Performance risk actually includes how are the assets performing in the system, how many outages have occurred, and so it is linked in with our outage database, and it is linked in with how many trouble calls we may have been having to go to for a particular asset.


So it is trying to determine and rate, if you will, the risk associated with that performance level.  When things aren't operating as we want them to, we want to be aware of it, and that is what would turn something towards the high-risk end of the scale.


MR. ROGERS:  All right.  Thank you very much.  Please carry on.  I'm sorry to interrupt you.


MR. BROWN:  I am actually ready to show you the more interesting graphical part, which is the Asset Analytics demonstration itself.  And please stop me if you have a question here.  This is a video, and it is hard to rewind, and so just start yelling at me if you want me to stop and talk about a particular area, please.


MR. ROGERS:  So if we stop this, you can put it on pause while we have a discussion and then carry on.


MR. BROWN:  Yes.  Naiyu is going to help me with this one, and we have tried to coordinate ourselves, so please bear with us.  This isn't -- bear with us.  It is not the most easy piece to sort of keep tabs on, but really, what this is to illustrate for you is how we go about the asset risk assessment process.


And what we've done with this little demonstration --


MR. ROGERS:  Before you go any further, once we get -- just getting this teed up.  I'm sorry to interrupt you again, but how long have you had this tool available to you?

MR. BROWN:  Since 2012.


MR. ROGERS:  And you will be asked about this, I suspect, later on, so just while you're getting the mechanics organized here, is this in wide use in the industry throughout North America or unique to Hydro One?


MR. BROWN:  This is pretty new.  This is something that a lot of folks are coming to Hydro One to see what we've done here.  And in fact, we've given presentations on it at Distributech, and we have not seen a lot of tools developed like this in other utilities at this point, and so I think this is a reasonably leading-edge tool for utilities.


I see that a lot of them are going this way and show a lot of interest in how we have sort of taken a risk-based approach to the assets.  So...


MR. ROGERS:  Thank you, Mr. Brown.  It looks to me as though we're ready to go from my screen.


MR. BROWN:  I think we are.  And --


MR. ROGERS:  Please proceed.


MR. BROWN:  -- just to sort of tee this up a little bit, we thought it might be very helpful for the Board to take one of the investments that we actually have in our 2015 plan, which is a Wainfleet distribution station refurbishment project.


So I will let you put the assets up on the screen here.  As you can see, we use a Google Earth background here to display graphically our key power system assets, and we're able to filter these views to display only our distribution stations.  And so that is what you're seeing on the screen.


I am going to draw your attention to the top left corner of the screen.  I have now opened up the six risk factors that I previously spoke about:  Condition, demographics, economics, performance, utilization, criticality, and a composite risk factor.


The display -- sorry, the condition risk factor is currently selected for distribution stations, and you can see, because it's got the dot next to "condition" in the top left.


The display shows a colour coding that indicates the level of risk factor.  And as I described earlier in the presentation, you've now got a brief description of the colours and their meanings.  However, generally blue is very low-risk, through to red being very high-risk.


So now I have turned on the composite risk view that considers all of the risk factors collectively.  And you can see that the display has changed some of the colours of the stations because, in addition to just condition risk, we are now considering the additional demographics, economics, performance, utilization, and criticality risk factors.


So what we just did now is we selected a button that provided a new view, which is tabular in nature, rather than geographic, for all of the distribution stations.

Currently, this is sorted alphabetically, and as you can see, this tabular format displays the same factors and shows the same colour codes as the geographic display.


So now we're simply sorting the list by the composite score to show the distribution stations with the highest composite risk.  As you can seem Wainfleet DS has the highest composite risk score for all of the distribution stations across the province, and we have this as a refurbishment plan for this station in 2005 -- or, sorry, 2015.


MR. ROGERS:  Maybe this is apparent to everybody else, but how do you know that?


MR. BROWN:  Okay.  On the far right, you're going to see a composite risk score column.  And I know it is a little fuzzy on the display here, but -- oh, thank you.  That is helpful, Naiyu.


So all of the risk factors to the left of composite are all used together to develop a composite risk score, and so the highest number being 59 is telling us that that is the station with the highest risk factor, from a composite perspective.


MR. QUESNELLE:  Are these weighted, these conditions, Mr. Brown --


MR. BROWN:  Yes, they are.


MR. QUESNELLE:  -- in each particular location?  Okay.


MR. BROWN:  Yes.


MR. QUESNELLE:  And it's consistent weighting.  It is not a matter of -- if, for instance, two and three have a certain high weight, does that change the weighting of the others, or is there a -- is it just a static weighting?


MR. BROWN:  It is a static weighting for all of these stations.


MR. QUESNELLE:  Okay.


DR. ELSAYED:  I'm not sure if I can read all of the words on the top, but it looks to me -- is the second column the demographics?


MR. BROWN:  The second column would be demographics.


DR. ELSAYED:  So that seems to be one of the highest risks that you have in all of the stations?


MR. BROWN:  Yes.


DR. ELSAYED:  And then for the Wainfleet being the top one, the other red one is the one that I cannot read -- oh, utilization.


MR. BROWN:  Correct.


DR. ELSAYED:  So why is that a high risk factor for that?


MR. BROWN:  So the utilization and demographics of this particular station is a heavily loaded station that is quite old, and the condition is nearly red.  So when you combine all of these factors -- it is also a very critical station from the perspective that it has a lot of customers attached to it.


And so that's what makes it go up the list and be the highest.


DR. ELSAYED:  How do you define utilization again, sorry?


MR. BROWN:  Utilization has to do with how heavily loaded the equipment is or how frequent the operations of the equipment have been.


So, for example, a lot of reclosure operations on the breakers or heavily -- heavy loads on the transformer.


DR. ELSAYED:  And the criticality column is basically what I would call the consequences of failure?


MR. BROWN:  Very well put.


DR. ELSAYED:  Okay.  Thank you.


MR. BROWN:  What happens when things don't operate as designed?  How impactive is that to our customers?


DR. ELSAYED:  Okay.  Thank you.


MR. QUESNELLE:  In this particular group of assets, in what column -- or would it be under performance risk?  I am thinking of other leading indicators that would typically be used to predict failures, like oil sampling and what have you.  Does that feed in as an adjunct to this, or is it under performance?


MR. BROWN:  Yes.  I am going to come to that in just a minute, and you are going to see how some -- we are going to drill down into a couple of these for the benefit of understanding.


MR. QUESNELLE:  Great.  Thank you.


MR. BROWN:  I just wanted to point out, though, this is the list of or top 20 stations from a risk perspective.  And so I just wanted to point out that, you know, two of these have already had a failure this year.


Twelve of the 20 are either in progress this year or they're part of the 2015 to 2019 plan.


One of them is going to be decommissioned as a result of voltage conversion.


Another had an onsite repair completed this year, and so we are going to see whether that repair brings the risk factors down, so we've done -- we've done a repair; we think it is going to work; and take it off the list.


Another two we're currently doing the same thing with in terms of an internal -- we have taken the oil out of the transformer, for example, and we're currently doing an inspection and hopefully a repair, and so we're going to see how that goes.  Two --


MS. HARE:  Sorry.  Sorry, Mr. Brown.  How would I know from this chart that two of them had a failure, or is that just reflected in the performance?


MR. BROWN:  This chart basically was developed as a -- at a time when we built the initial investment plan.  Okay?  So I took a snapshot of what the assets look like at that time we built the investment plan.  So that's why it is not yesterday's data.


MS. HARE:  Okay.  So what you're saying is that, after you did this assessment, two of them had a failure?


MR. BROWN:  Correct.


MS. HARE:  Thank you.


DR. ELSAYED:  So are they near the top of this chart?  Where are they in the chart?


MR. BROWN:  If you can bear with me, I think I can answer that one.  Golden Lake, which I think was about sixth the sixth from the top, it had a failure.  And Milford DS had a failure, which is the second from the bottom.


DR. ELSAYED:  Okay.


MR. ROGERS:  Mr. Brown, I assume this databank or whatever you call it -- this chart is kept current, is it?  This is just a snapshot in time, but are you currently always updating it for current information?


MR. BROWN:  Yes.  It is updated on a regular basis, the frequency of which is dependent on the type of information.


So we don't update it every day for all factors, but, for example, we might -- after the annual test results are done for oil sampling, then it would get loaded into our SEP system and be reflected in here.


The performance data would be put in on an annual basis, for example, things like that.  So...


MR. QUESNELLE:  Just on that last point, Mr. Brown, you had mentioned something was tied to your outage -- not management system necessarily, but your outage data.  I would take it that would be -- could be updated more frequently than annually.  When you said performance was annual, does that include the outage report as well?


MR. BROWN:  If I may, I may have to get back to you on -- what I could provide -- honestly, I am ignorant on this one.  I would have to say these would be the frequencies of the various updates.  I must confess that I don't know.


MR QUESNELLE:  Okay.  Thank you.


MR. ROGERS:  We can certainly get -- provide that to you, sir, if you'd like.


MR. QUESNELLE:  Yes.  I am just interested in the automation elements of this, the performance risk, and outage and, you know.  But that would be ideal, yes.  Thank you.  We will take that as an undertaking then.


MS. LEA:  Yes, thank you.  That would be J4.6.


UNDERTAKING NO. J4.6:  To advise how frequently outage report is updated

MR. QUESNELLE:  Thank you.


MR. ROGERS:  Okay.  Mr. Brown, please carry on.


MR. BROWN:  Okay.  We're just going to run this a little further here.  And I have now explained the Wainfleet DS -- expanded the Wainfleet DS view to show the major components and the risk factors.


You will note some of the fields have not been populated with data at this point.  This is because Hydro One currently does not track some of these data points due to the costs to collect data, but we have set the tool up such that if we make a decision to collect the data in the future, we will be able to easily include it into the displays.


With this view, planners can evaluate bundling opportunities.  For example, if only the reclosures and insulators are in need of renewal, these can be bundled together.  If, additionally, surge arresters should be replaced, it could be done at the same time.


If all of the assets require replacement, a full renewal of the station could be undertaken.


So this gives a bit of a view of what elements.  There is a lot of different components in the station that we may want to consider for renewal.


We are now going to look at the most expensive and critical component of the distribution station, and that is the transformer.


And what we're going to do now is we're going to display the data that we have for the distribution station at Wainfleet.  And as you can see, all of the characteristics and specifications associated with this unit are on the right-hand side, and planners -- you can run forward, Naiyu -- this is just sort of showing a bit more of the data.  Planners use this information when they're considering what the requirements will be, in terms of scoping out a replacement.


So what we're doing now is we are closing the other window and going to select the condition information for the transformer.


As you can see, there are some listed tests and results, and I will draw your attention to the one labelled "DGA" as an example.  This is a dissolved gas analysis test of the transformer oil.  Oil samples are taken into the laboratory, and they provide a view as to the health of the transformer, much the same as getting a blood test done for a person.


The results are categorized as 1, being very low risk, to 4, being very high risk.  As you can see, the Wainfleet DS transformer is at a very high risk for failure, based on DGA results.


So I am going to close this window now, and I am going to open up the demographics window.  So as you can see, this one is fairly simple.  We've shown here that the expected service life for this transformer is 50 years and the current age of that unit is 61 years.  And you can see that on the right column that says "SF value", I believe.


And this is an area where we would also capture some interesting information.  If there was a history of a particular type of transformer or model or serial run, we would capture that kind of stuff in the demographics' view.


MR. QUESNELLE:  The demographic attributes, are they searchable, in that if you were to detect that a certain type of reclosure was giving you trouble, you would know where that population is throughout?


MR. BROWN:  I would say we have that for the major power system assets, but we wouldn't have it for everything.  For example, we wouldn't have it to be able to find a surge arrester, for example.


MR. QUESNELLE:  Okay.


MR. BROWN:  But there are some levels -- there's a level at which it becomes very onerous to collect data associated with those assets.  Major stuff, most of it we have.


MR. QUESNELLE:  Thank you.  So to go back and retrospectively populate it but on a go-forward basis, your processes populate on a going-in data at a much lower level?

MR. BROWN:  To be honest, that piece I am not sure.


MR. QUESNELLE:  Okay.  That's fine.


MR. BROWN:  So I am going to close this window now, and I am going to open up a Google Earth view of the station.  This is often used by the planners to visually look at the station and the surrounding area.  It just takes a minute to come through here.  So what we're going to do now is we're going to go down to a street-level view of the Wainfleet DS.

So planners can now look at the size and the condition of the property, the vegetation issues, the design of the station, et cetera.


And in this particular case, it is kind of -- it's noted that there is no spill containment for the transformer.  So if the unit was to develop a leak, the oil would not be contained at the site.


We can also take a look at the various types of equipment that are on the structure, get a general idea of what the station layout is.  In fact, in this particular case you can even scroll around and see that there is directly opposite to this site a stream that could be contaminated by an oil spill from the transformer.


So it will be very important for us that spill containment be part of the scope of work when we refurbish this particular station.


That's the end of the video, but I just thought that I -- again, this is a tool that is used by the planners to supplement the asset risk assessment process.  There is many other considerations that planners will use in the determination of an asset risk assessment.  They're going to take a look at things like growth projections for a particular area, they're going to look at key customers that may or may not connect or disconnect from the network.


They're also going to take a look at -- if they're targeting work at Wainfleet, they're also going to take a look at surrounding areas to see where there is opportunities, perhaps, to dovetail work in between of asset bases and types.


So it is not -- the asset analytics is a tool.  It delivers information, it delivers great information for our folks.  Planners actually do the asset risk assessment themselves, though, based on this information in combination with a bunch of other things.


That's, in essence, my presentation.


MR. ROGERS:  I have a few questions, but I invite anyone else to -- now if you like.


Mr. Brown, just while we have this on the screen here, can a planner go in live to get this kind of information?  I mean, anytime they want, they can get this up on the screen and look at a station?


MR. BROWN:  Yes, absolutely.


MR. ROGERS:  You have all of your stations in this.


MR. BROWN:  The entire province is in there.


MR. ROGERS:  The whole province.  Now, before you had this tool -- you've only had it a year or two -- how did you go about -- how is your planning process different now because of this tool you have just shown to us?


MR. BROWN:  A lot of the planning, if you think about it, is probably still consistent with the way we used to do business, but what we used to have to do is we used to have to go to a whole bunch of different source systems and a whole bunch of different field -- field knowledge bases, if you will.


So what you've got is an opinion, often, in the past, from a local area expert on the particular assets.  So what this has done is, it's really -- it's reduced the burden associated with data collection in order to do an asset risk assessment.


So our planners now spend far more time thinking and strategizing, as opposed to collecting the information, before they can start doing that process.


MR. ROGERS:  Previously before you had this tool how would you do it?  Would you send people out to do samples of stations to see, or would they -- did you inspect every station in the whole system previously?


MR. BROWN:  There was a lot of travelling involved.  And not just to the particular asset that we're talking about, but to adjacent areas.  So sometimes the larger view wasn't really something that was as readily available as what we have now.


So those bundling opportunities, those abilities to do work in conjunction with other projects, are now much more visible and real for our planners.


So there is a lot of efficiency and time.  We've got better ability and wider scope of information.  We've got better data just from the fact that we're collecting more of it and we're putting it into our source systems.


So there's -- also, consistency, in terms of how planners view the risk, because we have created these models that turn all of these various things into a risk assessment.  And so all of the planners basically do the work the same way here.  They're going to find out that it's got the same risk associated with that particular investment.


MR. ROGERS:  With the Board's approval I would like to just ask a few more questions, sir, if I could.  What I am trying to get at is, previously how did you collect all of this information?  Did you send your own people out?  Did third parties come in and do samples from which you extrapolated the condition of your assets?  How did it work before?


MR. BROWN:  I guess it depends on how far back you go.  You know, going back a number of years before we were doing plant inspections and so forth, we had to do specific site assessments at a few representative locations and then try and use data that we did have on, for example, age as a proxy to try and spread that information around and get a view of the system condition as a whole.


We don't have to do that anymore.  We've got all of the information collected from our own field staff, getting input into our source systems that can be delivered right to our planners.


So there's accuracy that is far surpassing past practices, when we had to use, you know, some of those other engineering-judgment methodologies, if you will.


MR. ROGERS:  One last question, if I could.  You may be asked this later by others, I don't know, but has there been any third-party assessment of this process, so far as you are aware?  And if not, why not?


MR. BROWN:  So we haven't had sort of a third party come in and say, Gee, your system looks really good here, or, you know, It should be modified in a certain way.

We did work with the vendors, in terms of the development of it, that have had some other utilities developing a similar product.  We're not the first purchaser of this type of product.  So we have had that.


We also work with CEATI.  CEATI is quite interested.  That's the --


MR. ROGERS:  What's that?


MR. BROWN:  That's the technical institute of CEA, and it is basically a research group that we share best practices with and so forth and so on.


And so some of these best practice models are things that CEA is actually working with, and we have a panel of folks from across Canada that we participate with, and other utilities are engaged in the process as well.


MR. ROGERS:  All right.  Thank you, Mr. Brown.  Those are my questions, Mr. Quesnelle, but I am sure he will be happy to answer any questions from the Board, certainly, now.


MR. QUESNELLE:  Okay.  Anything else?  Okay.  Mr. Elsayed.


DR. ELSAYED:  How long does that, in terms of duration, does that plan cover?  Like, the resulting investment plan from this process?


MR. BROWN:  So are you asking how long it will take us to --


DR. ELSAYED:  No, no, no.  I am assuming the outcome of this distribution system process is some sort of an investment plan --


MR. BROWN:  Correct.


DR. ELSAYED:  -- covering a certain period of time.


MR. BROWN:  So this investment plan is covering the 2015 to 2019 period.


DR. ELSAYED:  So it's just done for that period?  It is not over the life of the asset?


MR. BROWN:  Well, for greater clarity, annually, annually we create a five-year business plan.


DR. ELSAYED:  Okay.


MR. BROWN:  So each year a review is undertaken for all of the assets using this kind of a process as part of the investment planning process.  So each year we renew it, if you will.  All right?


DR. ELSAYED:  But just for the five-year period?


MR. BROWN:  Yes.  We renew it for a five-year period.  That's right.


DR. ELSAYED:  You don't do what I would call a life cycle plan for your asset?


MS. LEA:  I'm sorry.  I didn't hear.


DR. ELSAYED:  Sorry, a life cycle plan that covers the life cycle of your asset.


MR. BROWN:  Yes.  I wouldn't say that, you know, this is -- when we do the asset risk assessment, we do so on a program level.


So we have life cycle considerations embedded within those programs.


For example, a vegetation management program, which we actually do an asset risk assessment on, we'll take things like a life cycle cost consideration in as part of that program development.  We know that, if we can shorten the life cycle of doing our vegetation management, that we can lower our unit cost to do work.


So those life cycle considerations are really embedded into the programs and into the projects as they're identified.


DR. ELSAYED:  Okay.  And within those five years, when you have your list of investments based on this tool, where do you cut off -- where is the cut-off line in terms of deciding what to include in your application to the Board?


MR. BROWN:  So if I was to go back to the presentation material, when we're talking about developing our investment plan, our planners -- all asset managers would love to do way more work on our assets than we ever have funding availability to do.  So the list is usually, as part of the investment planning process, limited to a particular scope, and that scope is delivered by that investment planning process.


We have direction given to us from senior leadership in terms of where does the -- where does the line lie in terms of funding availability?


And in this particular application, we wanted to limit the impact on rates, obviously, to at or below inflation.  So that's where -- that's how that consideration is pulled together.


DR. ELSAYED:  Okay.  One more question:  We were told earlier that, if, as a result of your productivity improvements, you have room to do more with the available budget, that you would find other things to do.  Do you use this tool to determine what is the next high priority items to do, if there is room to do it within your budget?


MR. BROWN:  Yes.  So we -- I would say that we -- we use the information that has come out of the investment planning process to determine where our next area of opportunity would be.


That really comes out of the investment prioritization process.  And so we have a list of -- let's say we have a list of 200 projects that go into the investment planning process, and we only get to do 180 of them, if we have an opportunity through some efficiency gains to do the 181th project, then we will take that on.


DR. ELSAYED:  So you would get that next one from your investment priorities?


MR. BROWN:  That's correct.


DR. ELSAYED:  Okay.  Thank you.  That's what I had.


MR. QUESNELLE:  Okay.  Well with that, and going back to the schedule we discussed yesterday, we had put aside time, or we intend to put aside time, after lunch today to hear the motion from the City of Hamilton.


So thank you, Panel.  You will be on standby, I take it.  We are not exactly sure how long we will be after lunch to hear that motion.  But let's commence that process at 1:45.


MR. ROGERS:  Very good, sir.  They will be available as soon as we finish with the motion.


MR. QUESNELLE:  Great.  Okay.  Thank you very much.


MS. LEA:  Thank you.
--- Luncheon recess taken at 12:35 p.m.
--- On resuming at 1:45 p.m.


MR. QUESNELLE:  Good afternoon.  Please be seated.  Thank you.


Okay, Mr. Warren, as per the schedule that we had laid out, it was discussed earlier with Ms. Lea, I believe, we worked out that we would have the hearing of the City of Hamilton motion directly after lunch on Friday, so here we are.
MOTION BY CITY OF HAMILTON

Submissions by Mr. Warren:


MR. WARREN:  Thank you, Mr. Quesnelle.


You should have in front of you two documents.  One is our motion record, and it looks like that.


MR. QUESNELLE:  Not quite, but I think it has the same content.  I have a -- unless copies have been left to be handed up to the dais, I don't believe we have them here.


MR. WARREN:  No, the motion record was delivered some time ago.


MS. LEA:  That's right.  The motion record would have been delivered to you electronically.  We can certainly provide you with copies.  You have that.


MS. HARE:  No, we have that.


MR. WARREN:  The second document I asked Ms. Lea to pass up to you is in a somewhat odd format.  It has actually got my name on the upper right-hand -- left-hand corner of it.  What it is is a memo.


By way of explanation, I asked Ms. Lea and Ms. Helt for the terms of reference or instructions that were given to Navigant for the study, and Ms. Helt was kind enough to deliver what she could in an e-mail to me, and with her permission I am providing it to you.  So that is why it is in the odd format.


I wonder if that could be marked as an exhibit on this motion.


MR. QUESNELLE:  Okay.


MS. LEA:  Certainly.  I don't think we need to distinguish it from the other exhibits.  We will just give it K4.5, please. 
EXHIBIT NO. K4.5:  Document described as a memo from MS. Helt.


MR. QUESNELLE:  That reminds me of something, Ms. Lea, that before the end of today we should discuss how we're going to hear the rest of the matters as far as submissions go or anything subsequent to this as to we're -- combine the two for hearing purposes, but I want to make it clear as to how and when we're considering the matters together or separately.  It is a conversation we should have before the end of the session today.


MR. WARREN:  Mr. Chairman and members of the panel, this is a motion brought by our client, the City of Hamilton, who is a ratepayer of Hydro One Networks Inc. in respect of streetlights.  It is a member of the streetlight class.


The background to the motion can be briefly described, and if you could turn up the motion record at -- beginning at page 28 of the motion record.  There is a number in the upper right-hand corner of each page.


The background to it is that the Board commenced a review of its cost allocation policy for unmetered loads.  It issued a report dated December 19th, 2013, and on page 18 of -- sorry, page 28 of the Motion Record, under the heading "cost allocation model changes", I quote the following:

"The Board remains concerned with the allocation of cost to daisy chain configured systems."


Just by way of interjection, a daisy chain configured is, you can have a connection to one light or you can have a connection that then goes to a bunch of lights, and that's the daisy chain configuration they refer to.


And I return to the quote:

"The disparity in the cost allocation result between streetlighting customer configuration with multiple devices per connection and the streetlighting customer with a device to connection ratio close to one to one appears to be disproportionate when compared to the actual costs to serve the streetlighting rate class.  The Board believes that further investigation is necessary.  The Board will issue a letter shortly to begin a consultation process for this single issue."


Now, if you turn then to the next page, 29 of the motion record, under the heading "narrowing of the revenue-to-cost ratio range for streetlighting", I quote:

"The Board's policy remains that distributors should endeavour to move their revenue-to-cost ratios closer to one if this is supported by improved cost allocations.  That being said, the Board does not believe that there is sufficient evidence at this time to narrow the revenue-to-cost ratio for the streetlighting class.  The Board has therefore concluded that the revenue-to-cost ratio for the streetlighting class should not be narrowed at this time.  However, the Board expects that as a result of this consultation and the future code amendment regarding distributor's conditions of service, there will be greater clarity and understanding of the customer class for both the streetlighting customer and the distributor.  The Board is confident that distributors will therefore be able to achieve a more accurate use of the cost allocation model in the future for the streetlighting class and that distributors will be able to narrow the revenue-to-cost ratio range for the streetlighting class closer to 1 or 100 percent.  The Board expects distributors to do this at the next available opportunity to do so; i.e., the distributor's next cost-of-service application following the completion of the aforementioned code amendment process."


I want to return within that quote to the following sentence:

"The Board has therefore concluded that the revenue-to-cost ratio range for the streetlighting class should not be narrowed at this time."


In my respectful submission, that statement amounts to a direction from the Board that the revenue-to-cost ratio range for the streetlighting class should not be narrowed.  There is nothing ambiguous about that statement.  It is unequivocal.


Now, I do not know how -- and I will leave this to the creativity of my friends -- you can characterize that statement as anything other than a direction from the Board.


The second document which appears in the motion record at page 34 is a letter from the Board -- excuse me -- dated August 21st, 2014, and in that letter the Board specifically references the report that I just quoted from -- indeed, one of the very sections that I quoted from -- and it indicates that:

"The Board has engaged Navigant to undertake a study with the following key objectives."


And I am on page 35 of the letter:

"Examine the utility and municipality assets and the portion of utility assets required to serve the various streetlighting system configurations and associated costs, examine the existing methods of cost allocation and assess their appropriateness for application to the various streetlighting system configurations, and examine and classify the determinants relevant to the allocation of costs to common connection streetlighting systems and one device per connection systems, and finally, update the cost allocation model as required with respect to the cost allocation to various streetlighting system configurations."


That study, if I may summarize it, indicates that Navigant is to go to the heart of the way costs are determined and allocate it to the streetlighting class.


And Exhibit K4.5, which I have put up, is a letter or communication that was sent by Navigant to utilities and to municipalities, and it embodies what it is the Board asked Navigant to do on August 21st.  And I look at the middle of the first page under "project objectives":

"Investigate ownership of utility and municipality streetlighting assets, determine the various streetlighting configurations and associated costs, and examine cost functionalization, categorization, and allocation of the various streetlighting configurations."


In my respectful submission, the Board has directed utilities not to change revenue-to-cost ratio for the streetlighting class and that the study that they have commissioned goes, as I say, to the very heart of the way costs are determined, and to allocate it to the streetlighting class.


In those circumstances, it is our respectful submission that it would be premature to set rates, including changing the revenue-to-cost ratio, until that investigation has been completed.


Doing so would amount to -- and I use this word advisedly -- in effect a defiance of the Board's direction and undermines the integrity of the Board's processes.


So we've posited two possible solutions in this circumstance.  One is to freeze the rates for the streetlighting class for Hydro One Networks until this study has been completed.  The alternative solution we have posited is to make any streetlighting rates interim, to be reviewed and, if necessary, reset as a result of the outcome of the Navigant study and whatever the Board does with it.


We acknowledge, Members of the Panel, that one way or the other these solutions will cause some dislocation.  Either now or later, rates will have to be reconfigured on the basis of a decision to this, but that's not, I say with respect, our fault.


The Board has commissioned the study.  Clearly the Board feels that it is necessary to investigate this.  And so we would invite the Board to adopt the least disruptive solution, but a solution is, in our respectful submission, required.


The final point I want to make in support of the submission is that there ought not to be two classes of utilities, one that have their street lighting rates set on the basis of what I call -- what the Board's acknowledged to be flawed or incomplete or perhaps inaccurate methodology, who, by happenstance, get their applications in before the Navigant study is completed, and a second class afterwards.


That's not, I say with respect, good regulatory policy.  Those are my submissions in support of the motion.


MR. QUESNELLE:  Thank you, Mr. Warren.  Any other parties present that are -- want to speak in favour of the motion in support of City of Hamilton?  Any speaking against the motion?  Mr. Rogers?


MR. ROGERS:  My client is opposed to the motion, and I am prepared to go first.


MR. QUESNELLE:  Okay.  Thank you.
Submissions by Mr. Rogers:

MR. ROGERS:  I will be very brief.  Hydro One believes that the Hamilton motion should be dismissed and that this issue should be explored during the hearing.


This is a matter of cost allocation and fairness between customer classes.  So Hydro One is really neutral  -- revenue neutral here, but it does see this as a fairness issue between customer classes.


And I submit that it would be unfair to freeze Hamilton's street lighting rates for five years with the result that the other customer classes would have to pick up the revenue shortfall.


Remember now, we're going to -- if this -- this proposal is for a rate increase over five years.  There is two stages to this.


The first is you set the revenue requirement.  If the application is successful, it will be for a five-year period.  And then once that is done, you look at the cost allocation as to how that revenue requirement will be recovered from customer classes.


And the way this is done, I do believe -- and this will be confirmed by Mr. Andre when he testifies -- is that the percentage increase in the revenue requirement is first spread evenly or uniformly to all rate classes before allocation.


So Hamilton's motion, if successful, would result in it not absorbing any share of any increase which might come out of this case for a five-year period.


Now, the second step in the process is that the revenue to be recovered is allocated in accordance with the Board's cost allocation model, and rates of customer classes are then modified to try and bring them within the Board's acceptable band of revenue-to-cost ratios.


The Board's cost allocation model is continually being modified and updated, Mr. Chairman and members of the Board.  The process of cost allocation and rate design has never been frozen while these changes evolve and are being considered.


We must use the best tools we have available at the time to strive for fair allocation of costs between customer classes.


And I can tell you that, if this motion is granted, that there will be a long line of people asking that their rates be frozen as well.  Every time you have a policy consideration of how rates are to be set or cost allocation might be modified through working groups or analysis, people -- intervenors are going to say, Well, wait a minute.  Freeze our rates until the process is done.  That has never been process of this Board, and I urge you not to adopt it now.


Now, here in this case -- and there is evidence in the record about this, and Mr. Andre can answer this when he comes -- there are three classes of customers, I understand, the UR, R1, and USL, which are above the Board allowed revenue-to-cost ratios once all of allocations are done, and they're contributing, I am advised, about $24 million or so in excess of their fair share according to the Board's cost-allocation methodology.


Now, the street lighting class, while although within the acceptable band -- the range of the Board of the revenue-to-cost ratio, it is at the low end of that range, and the traditional approach of this Board has been to allocate some of the overcontribution of customers who are found to be overcontributing, cross-subsidizing the others, to redistribute that incremental revenue requirement to those customer or rate classes who are farthest below one, as a matter of fairness.


That's how they do it.  That is how you have done it in the past, and that is what is being proposed in this case.


If the Board were to freeze the street lighting rates, I am instructed -- I think there is evidence of this -- that the approximate sum of $700,000 or so annually, I think it is, would have to be collected from all the other customer classes, if it isn't collected from the street lighting class.


That's contrary to past practice and, I submit to you, very unfair.


Now, as the Board's report that Mr. Warren referred to indicates, there is a disparity in the industry arising from the daisy chain configuration for some street lighting customers.


And further study may well be appropriate, and the Board has so ordered it.  And, in fact, if you look at the e-mail, which I just saw ten minutes ago, K.4.5, you will see on the second page, under the purpose and scope for the Board's review, that the scope of the engagement -- this is the second paragraph down near the bottom -- is to review the existing cost-allocation methodology used in the allocation of costs to the two types of street lighting system configurations and determine what alternative allocation methods could be used to address the potential disparity observed between the costs allocated to the street lighting systems of differing connection configurations when compared to the actual cost to serve these lighting systems.


So it appears the focus is on the allocation of costs between different types of street lighting customers, not between rate classes.


And the Board's report does talk about the -- the Board report saying the street lighting rates need to be further assessed, it does talk about a disparity in the industry at large arising from the daisy chain configuration for some street lighting customers and concludes that further study is appropriate.


But in the case of Hydro One, the evidence discloses that Hydro One has developed additional information to improve the street lighting data inputs to the cost allocation model dealing with the number of connections.


And the evidence is -- and Mr. Andre can explain this to you when he comes -- that it's been reduced from a ratio of 20 to 1 to 8 to 1.  I think that is the average number of connections or street lighting per connection.


Therefore, the information disparity referred to in the Board's report may well not apply to Hydro One at all.


Now, just in summary, I will say this:  The Hydro One proposal is based on the present Board cost allocation model with the most up-to-date information available to Hydro One as in -- as inputs to the model.


And it is consistent with the Board's stated policy to move revenue-to-cost ratios closer to one and past practice is to reduce cross-subsidies.


Now, the purpose of this cost allocation in my client's case in this case is not to move the street lighting class closer to one, as Mr. Warren suggests to you that you would be in defines of your own direction to the study if you were to so conclude.  I don't accept that proposition, but that isn't the purpose of this case at all anyway.  It is simply to reallocate the overallocation -- or, sorry, the overcontribution of other customer classes on an equitable, fair basis to remaining customer classes, including street lighting.  And the farther away you are from one, as I understand it, the bigger percentage you absorb, in accordance with past practice, to try and make up that revenue shortfall.


So those are my submissions.  It's -- the Board's direction to continue to study the model is not an absolute direction that no change should be made in the meantime.


To do so would freeze this Board's work, because you're constantly, and so you should be analyzing, the assessment -- and assessing the tools available to you and to your -- to those who are regulated by you to improve the cost-allocation methodology.


And if you want to -- if you freeze it for one customer, fairness says you should freeze it for everybody.


And I make this point too that this -- we're in a hearing now, and at the very least, I submit to you, the Board should give the other parties a chance to make their case based on the evidence in this case and to hear the evidence and then decide whether or not it is fair to allocate the costs in the way that Hydro One proposes.


Those are my submissions.  Thank you.


MR. QUESNELLE:  Thank you, Mr. Rogers.  Any other parties speaking against the motion?
Submissions by Mr. Janigan:

MR. JANIGAN:  Thank you, Mr. Chair.  On behalf of the Vulnerable Energy Consumers Coalition, we are making submissions opposing this motion as we believe it is inappropriate and unfair at this time to alter the City of Hamilton's street lighting rates until after the current review of the cost-allocation methodology as it applies to streetlights is complete.


As my friend Mr. Rogers has indicated, such an approach would not be consistent with past Board practice and would be considerably out of line with the trajectory that the Board has taken with respect to dealing with this issue.  As part of its broad report on cost allocation methodology in 2011, which was EB-2010-0219, the Board signalled and subsequently undertook a review of the cost allocation methodology for unmetered loads, but it did not freeze either the rates or the revenue-to-cost ratios for these classes pending the outcome.  Indeed, Board decisions since then have frequently made adjustments to the revenue-to-cost ratios.


In its EB-2013-0383 report, where the Board introduced a need for further work on the cost methodology as it related to streetlights, the Board did not at all suggest that the revenue-cost ratios or rates for streetlights should be frozen pending the result.


Indeed, if you look at the sentence that has been highlighted, that "the Board has therefore concluded that the revenue-to-cost ratio for the streetlighting rate class should not be narrowed to this time", the only implication of this sentence was the decision not to -- not to narrow the revenue-to-cost ratio policy range from the current 70 percent to 120 percent for streetlights.  There is no reference in this report regarding special treatment to be provided to the streetlight class in terms of adjustments to its revenue-cost ratio as required in response to the Board's revenue and cost ratio target ranges for it or for other customer classes.


So I rather doubt that that sentence sets up a scenario of defiance for the Board if it chooses to deny the City of Hamilton's motion today.


Similarly, in the recently released filing guidelines for distributors making 2015 cost-of-service application, there is no suggestion there that special treatment be afforded to streetlights, even though the guidelines do specifically acknowledge the results of EB-2013-0383.


As my friend Mr. Rogers has pointed out, cost allocation is a zero-sum game, and to the extent that the outcome of the Board's pending review of cost allocation methodology increases or decreases the costs allocated to Hydro One's streetlight class, it will affect all customer classes.  There is no reason why streetlights should be singled out for special treatment pending the review other than allowing their target policy range to remain unchanged.


We would also note that the approach to cost allocation that has been taken by the Board and the appropriate methodology has been one of gradualism, and what we mean by that is the grad -- there's been efforts to gradually improve the methodology over time and gradually reducing the policy ranges for the various customer classes in response to these improvements.


The fact that the policy range for streetlights is -- is the -- wider than that of any other class is reflective of the Board's current concern about the cost allocation methodology as it applies to this class.  It doesn't militate for a freeze at this time, however.


It is to be noted the Board still allows for adjustments to revenue-to-cost ratios that are within the policy range under two circumstances:  One, where specific classes' ratios are adjusted to come within their required policy range and adjustments to other classes are needed to address revenue neutrality, and two, where distributors have made proposals to reduce the ratios further based on self-initiated improvements to the cost allocation methodology improvements that exceed the Board's standard requirements.


Hydro One's rationale for its proposed revenue-cost ratio adjustments in this proceeding is based on both of these considerations.  First, as certain classes' current ratios are outside the Board's policy ranges, and bringing them in line will require adjustment to other class ratios to maintain revenue neutrality, and secondly, Hydro One is also endeavouring to move all the revenue-cost ratios closer to 100 percent, on the grounds that it has made numerous improvements to its cost allocation.  That evidence is found at G3, tab 3, schedule 1, at page 13.


How revenue-to-cost ratios should be adjusted to maintain revenue neutrality and whether the cost allocation methodology has really been improved and sufficiently so to support the narrowing of the revenue-to-cost ratios as proposed by Hydro One are not issues unique to the City of Hamilton and the streetlight class, but concern all rate classes.  In this regard they are issues appropriately dealt with during the course of the hearing.


So in our view, there are no grounds for this motion, and the remedy that has been asked to apply is extreme, and it is not in keeping with previous Board practice.


Freezing streetlight rates would not only insulate the City of Hamilton from any changes in rates due to cost allocation, but also due to Hydro One's proposed general rate -- but also due to Hydro One's proposed generate rate increases.


Those are our submissions, Mr. Chair.


MR. QUESNELLE:  Thank you, Mr. Janigan.


Mr. Shepherd?


MR. SHEPHERD:  Thank you, Mr. Chair.

Submissions by Mr. Shepherd:


MR. SHEPHERD:  I'm just going -- I will preface this by saying SEC is not supporting Hydro One's proposals for cost allocation and rate design in this proceeding.  We have numerous problems with them, as you will see when we cross-examine them next week.


However, we're responding to the motion in the context of, what is the proper way to deal with policies and with issues like this as they arise in the hearing process.


So this is not about whether Hydro One is right or not.  It is about whether the City of Hamilton's remedy is an appropriate way to deal with it.


The second preliminary thing I will say is that, I want to highlight what Mr. Janigan has already referred to, and that is that my friend Mr. Warren has quoted the Board's report in EB-2012-0383 as if it says utilities should not bring the revenue-to-cost ratio for streetlighting closer to one.  That is not what it says.


The Board is crystal clear, and if you take a look at page 27 of the motion material, of the motion record, which is page 17 of the Board's report, you will see the question that the Board is asking.  They're asking the question, should they change the policy range for streetlighting, which is 70 percent, to 120 percent.


And you will see they say:

"The range of revenue-to-cost ratio approved by the Board for the streetlighting class is 0.7 to 1.2."


They go on to say:

"Elenchus said until we have good information we shouldn't change the range."


And then they go on on page 29 to the quote that my friend Mr. Warren used which is:

"We don't believe that we should narrow the range."


That has nothing to do with whether a utility should propose that the streetlighting move closer to one.  They're unrelated.


So now let me get to my sort of more high-level submissions, and I will be brief.


The first and obvious thing is that policies are not binding on Board panels, as you know.  Each panel decides issues based on the facts before them, and that's a legal obligation.


So when my friend Mr. Warren says that in this report the Board has directed you to do something, that's not correct.  The Board cannot direct you in a report such as this to do anything.  And if you treat it as a direction, then you are breaking the law.  And this is sort of well-known, well-accepted.


So that is important, because policies are always in a state of flux or in a potential state of flux, because there's decisions that interpret them, which put a gloss on them or sometimes move them.  There are new situations that utilities bring forward that raise issues about how the policy should be applied in particular cases.


There is internal analysis going on at the Board all the time.  You have a number of staff who are constantly looking at policies to determine whether they're still applicable or whether they're as good as they could be.  And you have stakeholder input on a regular basis about a whole range of policies.


So policies are always evolving.  The City wants a freeze, because they say the streetlighting rates policy is under review, and there is three reasons why they shouldn't get that.


First of all, it is contrary to the very Board report that they're relying on.  If you look at page 29 of their motion record, at the end of that, the large paragraph, the Board says how they expect any new policy to be implemented.


"The Board expects distributors to do this" -- that is, change streetlighting cost allocation -- "at the next available opportunity to do so; i.e., the distributor's next cost-of-service application following the completion of the aforementioned code amendment process", so the Board is going to look at how to do this after it does that, at the next cost of service.  The distributors should implement it.  The Board has already put its mind to this.


Secondly, it's impractical for a Board panel to freeze everything because a policy is under consideration.  So we went to the Board's business plan to see what that would mean.


So -- and I am just giving you some examples from the business plan.  The Board is considering new distribution rate designs for low volume customers, residential and GS under 50, and that's being considered right now, fixed rates of various types.


So I take it that means -- and it follows from Mr. Warren's presentation -- that you should not be changing any rates for residential and GS under 50 until that is done, because there are -- there could be an all fixed rate approach to those classes.  It could be soon.


It also says:

"Initiate development of new time-sensitive distribution rates for large customers."


And so there is a policy process that is going to happen in 2014 and 2015 dealing with how rates are structured for larger customers.  So you can't change those rates, either.  You have to freeze those too because they're being reconsidered.


And I could go on.  There's numerous examples here of things that the Board is doing to reconsider its policies.  You can't simply stop everything because the Board is reconsidering its policies.


Now, the third reason why the freeze should not -- and the declaring rates interim should not be allowed is because it is inconsistent with Board practice.  This is not like the Board has ever had to deal with this before.


So Board panels are guided by policies, and they're guided by other considerations but always, always in the context of evidence before them.


And so what the Board does, when it considers situations that they know are part of a policy that's under consideration, is that they look at the evidence before them, and they decide what's the right answer in that case.  And what my friend Mr. Warren -- the essence of what he's saying is he doesn't want you to do that.  He wants you to take that issue out of this hearing and not follow your -- what I have seen is your 100 percent practice.


The final point, I think, is that, at its essence, this Board assumes that the Board will implement any new policy on street lighting unfairly.


If the assumption is that the Board, when it implements the policy, will be fair to everybody, then the motion is not necessary, because the City of Hamilton will be fairly treated.


The only reason why they need a freeze or declaring rates interim today is on the assumption that the Board, when it implements this new policy, will shaft them in some way; will say, No.  Well, you guys, you can get hurt.  That's okay.


That's not, in fact, what the Board normally does.  The Board routinely thinks through, when it implements a new policy, what the fairest way is to do that, balancing a whole lot of considerations, and not everybody likes it all the time, but it is part of the consideration when a new policy is implemented.


Why would you assume that that's not going to happen this time?  Of course, it is.


So our view is that the Board should follow its normal practice in this case, consider all of the evidence, consider all of Board's policies and guidelines, including new information that is provided to you in this proceeding, and then determine the issues before you in this proceeding.  And those are our submissions.


MR. QUESNELLE:  Thank you, Mr. Shepherd.  Any other party opposed?  Mr. De Rose.


MR. DeROSE:  I believe I was next, and I will be short.

Submissions by Mr. DeRose:


MR. DeROSE:  First of all, I am making these submissions both on behalf of CME.  CCC has asked that -- CCC knows the submissions I am making and has asked that I put on the record that they're adopting the submissions you are about to hear.


We also oppose the motion, and we will not go over the same reasons, I think, Mr. Shepherd in particular has just set out, the policy rationales.


I would simply like to reiterate this, and it is -- it's the broader concern that we would have about the policy or the regulatory mischief that this type of decision, if granted, would impose on not only this proceeding but on a number of proceedings.


We have gone through the Board's website, the policy initiatives.  Panel members, you are aware of the large array of policy consultations that are ongoing right now.


And from our assessment -- and Mr. Shepherd has taken you through some of them, but from our assessment, when you look at the complete array of policy consultations that are currently ongoing, every rate class is either directly or indirectly affected by the variety of policy consultations going on.


In particular -- I mean, the most obvious is -- again, Mr. Shepherd has referred to it -- is the decoupling policy consultation that has been going on for approximately two years now.


If this motion is granted, what I predict will happen is that other rate classes are going to bring motions that are identical in form, except they will refer and rely -- refer to and rely on different policy consultations for the basis that their rates should be frozen until the policy consultations are over, which will have the practical effect -- unless the Board says only one rate class should have this benefit, not all rate classes should be treated fairly.  If you accept the basis that all rate classes be treated fairly, there will be a rate freeze for Hydro One until all policy consultations are over, which, unless the Board stops doing policy consultations, will probably never happen.


And just in terms of the length of time that these policy consultations take, I think it is useful just to look at the policy consultation that Mr. Warren is relying upon.


And so if you go back to that, that arises out of the review of electricity distribution cost allocation policy which commenced in 2010.  That led to an initiation of the review of cost allocation policy for the unmetered loads in October 1st, 2012.


So if you go back to the complete genesis, it is almost four years.  If you go back just to the unmetered load, we're talking two years in a couple of weeks, and it is not done.


So the regulatory mischief that we see is that, if all ratepayer groups and all rates are treated fairly, you will have six or seven of these motions before you probably Monday morning or Tuesday morning, and it is completely inappropriate.  So those are our submissions.


MR. QUESNELLE:  Thank you, Mr. De Rose.  Ms. Lea, anything from Board Staff?


MS. LEA:  Thank you, sir.  I have little to add.
Submissions by Ms. Lea:


MS. LEA:  In my submission, there is no legal reason to prohibit you hearing this issue in this case, and from a practical and fairness standpoint, Staff supports hearing the matter in this case and not setting the rates as interim.  As my friends have pointed out, the Board does not generally decline to hear matters merely because a policy review has been announced or is underway, and it does affect all rate classes and all ratepayers in this case.


Board Staff largely agree with the submissions made by Mr. Shepherd on this motion, but we can add a couple of practical points.


We do not know when the study itself will be completed that would support the consultation, and we do not know when the Board will issue a report, but given the general timing and our experience with policy-making, it would be unlikely to occur before the first quarter of 2015 and perhaps later than that.


So it would be after the time at which you would seek, I expect, to set rates for this applicant.


And even then, if the report were out, the cost-allocation model would have to be refreshed for any changes that were made -- policy changes made as a result of that report.  And we cannot anticipates the result.  We do not know if there would be any change in regard to the policy for street lighting and cost allocation and rate design for that class or any other class.


So from a practical perspective, we support -- I guess we support those who are opposed to the motion.  Thank you.


MR. QUESNELLE:  Thank you, Ms. Lea.  Mr. Warren, reply?

Reply Submissions by Mr. Warren:


MR. WARREN:  Well, I am just terrified because I understand the sky is falling around us as a result of the relief that I have asked for.  And I can just imagine the characters of the submissions you get if, for example, there had been a Board direction to freeze the rates with respect to Mr. Shepherd's client.  You would get a different set of submissions.


Let me deal with them seriatim.  First of all, Mr. Rogers appears not to have read our notice of motion.  We don't ask for a freeze for five years.  We indicate in the first prayer for relief that we ask the Board to freeze them for such time as the Board considers appropriate, in the alternative set them interim until the Navigant report has been completed and that the Board has made a decision.


So at the highest, I would have thought, even taking my friend Ms. Lea's timeline, we're looking at a year for the setting of interim rates that the Board would then -- so the in terrorem argument that this will wreak unfairness for five years is simply wrong.


Secondly, let's deal generically with the argument that this is going to wreak some terrible unfairness.  The reality is the relief we have asked for contemplates a number of possibilities.  One is that there will be no change as a result of the policy.  There may be a change which is adverse to the interests of my client.  It may be as a result of this that the streetlight rates will go up.  One way or another they will be set on the basis of what the Board regards as the appropriate set of facts and the appropriate standards of fairness.


So if any unfairness which would come from the allocation of this is a short-term issue and in the end what will result will be -- is that the allocation will be based on the correct facts, which is what this study is about.


Now, let me deal with the argument that has been made, which is that the policy -- Board's engaged in policy matters all the time, and reference has been made to the Board's most recent business plan, in which the Board indicates it is going to embark on a number of things.


The difference that my friends fail to acknowledge is that in none of those cases is there a Board report which says don't do anything until this analysis has been done.  That's the fundamental difference.


This makes this different from all of the other policy initiatives which the Board may be embarked on.


Attention must be paid, respect must be paid to the statement which appears in the report.


Now, let me deal with Mr. Janigan's argument that all the Board has said on page 29 is that the 70 to 120 percent ratio shouldn't be narrowed.  In other words, this is not utility-specific.  Their argument is, with respect, nonsense.


Look at page 28.  It says in the section I have quoted:

"The disparity in the cost allocation result between the streetlighting customer configuration of the multiple devices per connection and the streetlighting customer with devices connection ratio closer to one appears to be disproportionate when compared to the actual costs to serve the streetlighting rate class."


It is utility-specific they're concerned about, utility-specific cost allocation and rate design.  Not some generic 70 to 120 percent.  What they want is a better factual basis, a fairer factual basis, for utilities individually, and not -- and their cost allocation and rate design.


So the argument that this is just a generic statement about 70 to 120 percent isn't supported by what the report says.


Now, my friends say, well, let's ignore this, and let's just plough into the details of Hydro One's cost allocation in this case, would then result in the absurd situation where the Board has commissioned a study to look at this, and we would spend valuable time and resources arguing about it in the Hydro One case or individual cases.


That, I say, with respect, is a waste of time, given that the Board is going to study this very issue, has commissioned a report.


The sky will not fall as a result of granting this relief, because it arises from a very specific circumstance, which is the report of the Board which I have quoted, which says, don't do anything with the cost allocation, for this particular rate class, because of the issues raised there.  It makes it different from all of the other policy initiatives.


And the sky won't fall, because there will be a reallocation or not at the end of the study.  All unfairness, if there is any, will be changed at that point.


Those are my submissions in response.


MR. QUESNELLE:  Thank you, Mr. Warren.


Mr. Warren, what's your client's stance, requirement, as far as the timing of a Board decision on this motion?  How would it play out for its participation in the remainder of this hearing if the Board were to reserve on this at this point?


MR. WARREN:  Well, I would have to take instructions on that, Mr. Quesnelle, but I -- I would be candid in saying I frankly doubt that my client will engage itself any further in the hearing of the application.


The disposition of this motion, I think, will be determinative of the level and extent of it.  We may make submissions at the end of the day.  But if the Board decides, for example, that there is no merit whatsoever in the motion we've brought, I'm not sure that there's much merit in our participating further.  I'm sorry, that is a vague answer, Mr. Chairman, but I'd have to get instructions from my client --


MR. QUESNELLE:  Understood, but perhaps I could put more framework around it or a possible scenario.  If the Board were to let the case play out as the applicant has requested and that we hear evidence on the allocation issue on streetlights in particular, the full cost allocation, split-up of the revenue requirement, and taking that into consideration, then make a determination as to what it is doing with rates after hearing that, would your client have an interest in participating in the evidence that's being presented on the cost allocation and streetlighting?


MR. WARREN:  I am frankly sceptical on that point, Mr. Chairman.  I think my client's position is that this ought to be studied as part of the study that's been commenced by Navigant and not dealt with on an individual basis, but I would have to get instructions on that.


MR. QUESNELLE:  Okay.  If I could just have one moment, please.


[Board Panel confer.]


MR. QUESNELLE:  The Board will certainly reserve for this afternoon and over the weekend.  We will let the -- you know, Mr. Warren, on Monday or Tuesday, whenever we make a determination, as to either what our determination on the motion is or when we will be making it.


MR. WARREN:  Thank you, sir, I appreciate that.


MR. QUESNELLE:  Okay, thank you.


Mr. Rogers, if your panel number 3 could resume their positions.


MR. ROGERS:  Thank you.


MR. QUESNELLE:  Thank you.


MR. WARREN:  May I be excused, Mr. Chairman?


MR. QUESNELLE:  Yes, thank you very much, Mr. Warren.

HYDRO ONE NETWORKS INC. - PANEL 3, resumed


Paul Brown, Previously Affirmed


Tom Irvine; Previously Affirmed


Kelly Kingsley; Previously Affirmed

MR. SHEPHERD:  Mr. Chairman, with your permission I will withdraw as well.


MR. QUESNELLE:  Thank you very much.  Thanks for those who came in for the motion this afternoon, thank you.  See you next week.

--- Mr. Shepherd and Mr. Warren withdraw.


MR. ROGERS:  Mr. Chairman, before we commence with questioning, I have some additional undertakings.  Could I file those now?


MR. QUESNELLE:  Yes, please, thank you.


MR. ROGERS:  We have hard copies for the Board.  Not stapled, I hope.


MR. QUESNELLE:  I am taking them out as they get passed down, Mr. Rogers.


MR. ROGERS:  The answers are -- answers to Undertakings J2.7.  This is the explanation on the pension and post-retirement issues that was quite technical, and hopefully this will satisfy my friend.


Undertaking J3.1, J3.3, J3.4.  And you'll see -- this J3.4, I should just explain.  I think what happened was that the undertaking was given.  Mr. Struthers, as he explains here, didn't understand the question properly, and when they went back they found they really couldn't do -- couldn't provide the information, and it is explained why.  In fact, it mirrors another answer to another -- to a similar enquiry about the same table.  I think it is self-explanatory.


J3.5, J3.7, and J3.8.  And J3.9.  This was the question about the Society, remember the snapshot of the number of people, temporary, and so on.  The answer there is that the alteration would be immaterial.


I can also advise the Board I have made inquiries about the Hay study.  There is some concerns about confidentiality, I think, that is being checked, but I think I can undertake that we will either file the report or a redacted version the first of next week.


MR. QUESNELLE:  Thank you, Mr. Rogers.


MR. ROGERS:  Thank you.


MS. LEA:  I don't think that was yet given an undertaking number, as I recall.


MR. QUESNELLE:  It was not, no.


MS. LEA:  And I think that, just to at least remind me that something has been undertaken, I would like to do that.  So that would be J4.7, to file a copy of the Hay report, redacted if necessary.


MR. ROGERS:  Thank you.

UNDERTAKING NO. J4.7:  to file a copy of the Hay report, redacted if necessary.


MR. ROGERS:  The panel is now available for questioning.


MR. QUESNELLE:  Thank you, Mr. Rogers.


Mr. De Rose, are you taking the lead?

Cross-Examination by Mr. DeRose:

MR. DeROSE:  If I can get my mic on, I am.


Thank you.  Thank you, Panel.  Panel, my name is Vince DeRose.  I am here on behalf of CME.


Mr. Brown, I just wanted to start with a couple of follow-up questions that arose out of your presentation of this morning.  I assume it will be to you.  First of all, when you had the video up and you took us down to the Google Earth driven pictures, first of all, do I understand right that the pictures that you are showing us, or the functionality of your asset management system is driven by Google View or Google Earth?


MR. BROWN:  The views, yes, are Google Earth view, yes.


MR. DeROSE:  Okay.  And are you able to tell, on any given location, when the Google View or Google Earth was taken?


MR. BROWN:  I understand that we can.


MR. DeROSE:  Okay.


MR. BROWN:  I know sometimes they are several years old depending on fly frequency.


MR. DeROSE:  So in terms of the -- when you were describing the value of being able to go in and look at the asset, a couple of things you mentioned.  You said, "We can look at the state of the vegetation."  Can we agree that -- I don't think you can rely on Google View for the state of the vegetation as of today.


MR. BROWN:  Unless it was recently flown, yes.


MR. DeROSE:  Okay.  Fair enough.


MR. BROWN:  Agree.


MR. DeROSE:  And secondly, again in terms of the condition of the asset, unless it had just been -- sorry you used the term "flown."  Is that the term that is used?


MR. BROWN:  I would assume.


MR. DeROSE:  Okay.


MR. BROWN:  The latest data update.


MR. DeROSE:  Fair.  So, really, the value is in looking at the surrounding area and sort of the bigger picture.  Is that fair?


MR. BROWN:  That's fair.  In terms of our condition information, we would rely on our latest field staff delivered information.


MR. DeROSE:  Okay.  And when you talked about that there was the impression left that the travel was cut down substantially because you could take a look at the condition of the assets, to a certain extent, your reliance on -- you aren't relying on Google View to zoom in and look at the assets.  You still have staff travelling out there to inspect.  Is that fair?


MR. BROWN:  It depends on the activity that's being undertaken.  In many cases we can rely on -- if we haven't made any changes to the distribution system assets at a particular location, we have the ability to do some virtual designs.  I call it armchair engineering, but if circumstances really haven't changed in terms of the actual plant, we are doing some virtual designs where folks actually don't have to go to the field.  And we are certainly sending fewer folks to the field than we used to.


We have basically fewer sets of eyes and more teleconferencing and WebEx type interactions.


MR. DeROSE:  Okay.  Fair enough.  The second issue -- and I am moving away from Google Earth.  And let me just say it was impressive from, like, the technological interest, from my perspective.  I found it fascinating that you were implementing Google View, and you could just go down and take a look at the station.


In terms of your planning process, and so you have set out in K4.4, in slide number 1, a set of blue boxes that you describe as the planning process.


Did I understand you right that this is something that is undertaken on an annual basis so that annually you undertake a five-year planning process?


MR. BROWN:  That's correct.


MR. DeROSE:  And so while what we have before the Board here today is the 2015-2019 plan, which coincides with the proposed term of the Board approval, next year you would undertake the same planning process and create a 2016 to 2020 plan?


MR. BROWN:  That would be correct.


MR. DeROSE:  Okay.  And if the Board were to approve the proposed for custom IR plan, it would not affect the steps which you have described?  You would continue to undertake the same level of planning for 2016 to 2020, or for 2017 to 2021 that you did for this case?


MR. BROWN:  Yes.


MR. DeROSE:  Okay.  And to the extent -- is it fair that your -- what you have -- the results of your 2015 to 2019 planning process, would you anticipate that, in 2016, it would not be identical, that there would be changes?


MR. BROWN:  Would it be identical?  Doubtful.  Would it be largely aligned?  I would suggest yes.


MR. DeROSE:  Okay.  And in your experience, how many years does it take or what is the cycle when you move a plan from being largely aligned to actually being different?  For instance, is the 2015 to 2019 plan largely aligned to your 2010 to 2015 plan?


MR. BROWN:  I can't -- I can't comment on exactly how aligned the two plans are in the sense that -- I would say the major components of those plans really have not changed, and there would be nuances around customer preferences or new initiatives that may have come forward in those time periods.


Our ability to forecast going forward has largely improved, and, you know, our confidence in what the power system asset needs are going forward are far more improved compared to when we would have done a longer term filing going back another five years, ten years ago.


So and that's largely because of the information that we have around the condition of our assets, where they're located, and who they serve and how they have been performing.


So I would say our forecast view going forward is -- is with much higher degree of confidence than it has ever been.


MR. DeROSE:  Okay.  And what do you view your flexibility to make significant changes within the next five years?


So to give you an example, if, in 2018, based on your planning determination of what customers want and need, there is a substantial change, would you view -- under the five-year term, would you have the ability or the flexibility to implement those type of changes?


MR. BROWN:  I would suggest that we do.  Most of the customer change initiatives, if you will, would have to be tempered obviously with affordability, and so our intention is to live within our plan.


And so should we want to embark upon something different, whether it was an initiative for a customer or whether it was an initiative with a particular class of assets, you know, our intention is to live within our plan and redirect funding accordingly.


MR. DeROSE:  Okay.  Now, in terms of --


MR. BROWN:  I'm sorry.  If I just may.  If there were some strong extenuating circumstances -- and I think Ms. Frank talked about those on panel 1 -- that were substantial changes to our business -- and she described many of them -- I think those would be the exceptions to that statement.


MR. DeROSE:  I appreciate that.  I guess what I'm trying to understand is the limitations which the Board's approval is going to place, if any, on your planning process for the next five years.


MR. BROWN:  We don't see that there's a limitation being placed on us.  We intend to live within our five-year plan, and we think that we have a strong investment plan going forward and think that we can meet those objectives and by and large the investment plan that we've -- we have already in place.


And there's enough flexibility within some of the program buckets to look after most of our customer needs that may change from one year to another.


MR. DeROSE:  Okay, thank you for that.


Now, would you over the annual planning process, so for future years, 2016, '17, '18, '19, when the planning process is complete, is there a -- how is that documented?  Would it look to be the same type of information and evidence that was filed in this case?  Or is it a different type of planning document when you are not seeking Board approval?


MR. BROWN:  I believe that we have a business plan that goes up to the Board that shows all of the programming and spend and -- no, it's not quite as thick as my binder here, I don't believe.  But it does nonetheless outline all of the program areas of spend and strategies around how we would get there.


MR. DeROSE:  Well, let me break that down a little bit then.


For instance, you describe in the planning process that the first three inputs are the strategic direction and goals established by senior management, the development of investment proposals, and then planning assumptions with an economic outlook developed.


In years -- so for 2016, '17, '18, '19, would those three items occur and would they be in written form?


MR. BROWN:  I will have to take that under advisement.  I don't know all of the documents.  I'm not familiar with every single document that is -- and what the scope is of each of these, in terms of written --


MR. DeROSE:  Per --


MR. BROWN:  -- those forward.


MR. DeROSE:  Perhaps we can do this just to cut to the chase.  Really what I am interested in is, as we come to the end of the five-year plan, you've told us that you were going to undertake an annual planning process.


If intervenors and the Board in 2000 and -- well, for the years 2020 and beyond, but it would probably be sometime in 2018 -- wanted to see what the planning process was and what the results were on an annual basis, so what the five-year plan for 2016 to '20, '17 to '21 was, what will that document look like if it is different than what was filed in this Board -- before this Board.  That is really, I guess, the undertaking I am trying to understand.


MR. QUESNELLE:  What purpose -- I am hoping this is helpful, Mr. De Rose -- and what envisioned purpose would you have for that.  That might help the witness --


MR. DeROSE:  Well, one of the things that it would -- one of the items which we are interested in is the reporting, and throughout, and also the reporting at the end.


So I will be blunt.  This is not an item that I would see -- or that I would be advocating be filed with the Board or with intervenors on an annual basis, but it is something that at the end of this -- let's assume that you approve the five-year period.  As we come to the end of the five-year period, in terms of reporting and understanding what occurred in the five years, the planning assumptions and the actual annual plans that were developed and the items that were identified on a contemporaneous basis will be relevant to the Board five years from now.


And so if we're going to -- in a sense, if Hydro One is going to have light-handed regulation for the next five years, we would rather put them on notice and ask the Board to order that they maintain this type of information now, rather than trying to recreate it retroactively five years from now.  So we are trying to be proactive.


MR. QUESNELLE:  Understood.  That's helpful.  Thank you.


Were you asking for more?  I interjected --


MR. DeROSE:  Sorry, I'm --


MR. QUESNELLE:  -- there, and I think you were still expecting a response as to what the document would look like.


MR. DeROSE:  Or if that is something that they want to undertake and get back to us, whether this is even something that is going to be developed or what it would look like.


MR. ROGERS:  I think what I would like to do is take it under advisement.  I know what I want to say, but I want to check with my client to make sure they're in agreement with me.


MR. QUESNELLE:  Again, I think there is a request for that type of response.  So why don't we take it as an undertaking to make sure that we've got the expected response tabled.


MS. LEA:  J4.8.  Can you please clarify the nature of the undertaking?  There was a bit of back and forth.


MR. DeROSE:  Sure.  Perhaps it would be if Hydro One could set out the written reports or evidence which it will maintain to document the annual planning process for each year of the multi-year plan.


And if you would require a reference, you can reference K4.4 -- the process which we are referring to is the process set out at slide number 2 of K4.4, which references A-17-1.

UNDERTAKING NO. J4.8:  TO SET OUT THE WRITTEN REPORTS OR EVIDENCE WHICH IT WILL MAINTAIN TO DOCUMENT THE ANNUAL PLANNING PROCESS FOR EACH YEAR OF THE MULTI-YEAR PLAN.


MR. ROGERS:  Well, let me take advice, and I will advise the Board.  Of course, with the end of this rate period, if their application is granted they will have to refile, and they will have to provide all kinds of information about where they've been and where they're going in the end, but let me take it under advisement, sir, if I could.


MR. QUESNELLE:  I understand.  I think kind of the kernel, if I can, Mr. De Rose, and I think the Board would be interested in this as well, actually, is the -- given that there will be likely some reporting, you know, the applicant has already suggested what it will be reporting, so there is a reporting expectation, this would, I think, allow us to balance the notion of what should be prescribed at this point, as opposed to -- and to put it -- to paraphrase Mr. De Rose, what we may wish we would have five years out.


I think there is a balance to be struck there, perhaps, in looking at any reporting regime on a go-forward basis.  You don't want to totally undermine the benefits of having no annual cost of service, but at the same time you don't want to be -- I think it is a comfort left for the ratepayer groups and the Board as well that we have a nature of reporting.


MR. ROGERS:  Let me consider with my clients and we will report back to you.


DR. ELSAYED:  I am looking at the wording of the undertaking, and it does refer to the process.  Is that what you're asking about?


MR. DeROSE:  Well, what I would -- I guess what I'm asking is, is, will there be a written document that will be produced as a result of the planning process.  There may not be.  But we know that a planning process will take place.  We know it is very structured.  We know that it will require board of directors approval.  We know that there are various inputs.


What we don't know is, in a year where there is no cost-of-service application or a Board proceeding, what documents would be prepared, if any.  We would simply like to know what would be prepared.  Is --


DR. ELSAYED:  You're talking more about the outcome?


MR. DeROSE:  Correct.  The outcome.


MR. ROGERS:  Well, may I take it under advisement, and let me talk to my clients.  Perhaps we can give you some help as to how they see any reporting requirement as this rate period unfolds.  I think I understand the concern.


MR. QUESNELLE:  Thank you.


MR. DeROSE:  Thank you very much.  If I could now have you turn -- if you could pull up -- the easiest location is the SEC compendium.  It is K1.1.  And if I could have you turn to page 20 of that compendium.


And you'll see -- so first of all, panel, this is an excerpt from the renewed Regulatory Framework for Electricity.  Panel, is it fair for me to assume that you have reviewed or are generally aware of the Renewed Regulatory Framework for Electricity?


MR. BROWN:  Yes, it is.


MR. DeROSE:  Okay.  Under the Board's conclusions, if you see the second sentence reads

"Pacing and prioritization of capital investments to promote predictability in rates and affordability for customers must be a primary goal in a distributor's capital plan."

So if I just stop.  In terms of "pacing and prioritization of capital investments," is that what is achieved through your asset risk assessment?


MR. BROWN:  I would say that the prioritization of capital investments for power system assets is definitely highlighted, if you will, through the asset risk assessment process.


As well, the pacing requirements are also a component of that, in the sense that we understand how fast or how slow a particular project may need to occur to deliver a particular outcome.


And so I would say it's a component of it, from a performance perspective.  And then also prioritization and pacing also has financial implications and risk mitigation implications that are part of our asset -- our investment planning process.


So when you include the wider scope of investments beyond power systems and into other areas, really, the pacing restrictions and the prioritization, they go into the investment planning process, and then, when all of the investments are prioritized together, that's what ultimately will determine the pacing and prioritization of all our investment opportunities.


MR. DeROSE:  Okay.  And is that entirely done within the asset investment planning tool?


MR. BROWN:  The asset investment planning tool is an optimization tool that assists in that process.


However, ultimate decision around pacing and prioritization of investments is done by our senior leadership as part of the plan approval process.


MR. DeROSE:  Okay.  Thank you.  And in terms of promoting predictability in rates, has that been incorporated into your prioritization, pacing selection process?  And if so, where?


MR. BROWN:  I would say that promoting predictability in rates and affordability has to do with what senior leadership give us in terms of a spending envelope.


So, you know, in alignment with all of the corporate goals and objectives and customer needs and asset needs, at the end of the day, there is an affordability level, and so I would say that our investment planning includes pacing and prioritization within an envelope.


So, yes, predictability in rates is a very big component of this for us.


MR. DeROSE:  Okay.  But in terms of the predictability and the affordability of rates, that is something that is done on the management or leadership side, not on the asset risk assessment or the asset investment planning tool.  Is that -- do I understand that right?


MR. BROWN:  If I may take you back to my slide number 2 --


MR. DeROSE:  Yes.


MR. BROWN:  -- where I show the diagram describing the planning process, the little box diagram?  Planning assumptions and economic outlooks include things like affordability levels.  That's an input that will help determine the spending envelope.


MR. DeROSE:  Okay.  Thank you very much.  Finally, just on the -- on your analytic tools, Mr. Rogers asked you this question this morning, but just to confirm, there has been -- there has been no third party -- independent third-party or external review of the planning tools which you took us through this morning.  Is that correct?


MR. BROWN:  No, we haven't hired a third party to come in and do some level of an audit on it or anything like that, no.


MR. DeROSE:  Okay.  If you -- in the same paragraph that I had you -- that I was referring to in the RRFE, you will see that the very last sentence says:


"In addition, the Board sees merit in receiving the evidence of third-party experts as part of a distributor's application or retaining its own third-party experts in relation to the review and assessment of distributor asset management and network investment plans (along with other evidence filed by the distributor)."


Did you or your team consider this observation by the Board and consider whether you should retain an independent third-party expert to review your asset management and network investment plans and the tools that you used to develop it?


MR. BROWN:  In terms of the tools, I guess what I would say is that the asset analytic tool really is a deliverer of information.  It is a facilitator.  It is really not a decision maker.


It really does collect, store, display, and rate equipment based on formulas developed by our own internal experts.


And so, no, I guess we have not had any third-party experts take a look at those tools, but we really don't feel that there is a necessity to do that, because our own internal asset experts are very familiar with how transformers work and how performance metrics work, and we have been doing this for such a long time.


So I don't really see that there is enough of an engine within asset analytics that requires that level of scrutiny.


MR. DeROSE:  Well, you have already told us that you -- you and your team, I assume, but you certainly reviewed the RRFE, and you would have seen this -- this comment by the Board that the Board sees merit in this.


Was there any -- I mean, did you or your team stop and say "Should we go out and do it, or should we not do it?  I mean, was that assessment undertaken?


MR. BROWN:  Not to my knowledge, no.


MR. DeROSE:  Okay.  Thank you.


If I could now turn you to Exhibit J1.1.


And if I could take you to page 1 of 1 or, sorry, to the attachment 1. 


MR. BROWN:  Oh, boy.


MR. DeROSE:  Thank you.  We will blow it up.


MR. BROWN:  Please.


MR. DeROSE:  Okay.  And you can actually just keep it right there for right now.  First of all, this is a -- just to give the Board some background, this is a -- you will recall from panel 1 this is a chart that was initially developed by Board Staff.  It was part of a technical conference.  It was then filed as an IR in a previous version.  That IR was Exhibit I, tab 2.04, schedule 1, Staff 17.


And then you have just updated it.  Now, first of all, one of the reasons that you updated this chart in J1.1 -- and if we could just move over the vegetation management line slightly to the right, you will see where it says "total spend 2010 to 2014."  Do you see that?


MR. BROWN:  Yes.


MR. DeROSE:  In the previous version, there were two numbers.  There was an OEB number of 338 million and a Hydro One number of 529 million, and now we have 424 million.  Could you just explain to us how we have gone from -- they're pretty big ranges.


MR. BROWN:  Well, I think we had some misinterpretation between the number of years that were included, whether it was five years or whether it was four years.


And then I think we had another one on vegetation management, whether it included the entire program or just some of the line clearing costs.  So it did require a little bit of clean-up.  I think we got it squared away at this point.


MR. DeROSE:  Okay.  And on -- now, the numbers -- the 424 million -- then if you can just move that over to the right a little bit, so there is 424 million for the 2010 to 2014.  If you just stop it right there.  And you will see the 540 million for 2015 to 2019.  That's for your forecast.


Are these numbers only OM&A?


MR. BROWN:  Yes, they are.


MR. DeROSE:  Okay.  And then you reference in exhibit references to costs, if you just move over to the right a little bit, you will see it is C1-02-02, tab -- or table 10.  And I am going to just take you there.  I am not going to do it for all of them, but I would like to take you to that table 10 if I can.


MR. BROWN:  I'm there.


MR. DeROSE:  Do you have that table?  And Board Panel, I don't think you actually have to see the table, but I just want the witnesses to have it.  If we just keep J1.1 up on the screen, I think it is better for the three of you -- okay.  Or we can just go back and forth, since Hydro One is extremely adept with this.


MR. BROWN:  It is on page 2 -- or, sorry, page 36.


MR. DeROSE:  Page 36 of 42.


One of the challenges that I had with this is that when I add up the numbers for 2010 to 2014, I come up with 666 million.  Not the 424 million.  So that is now a fourth number.  And when I add up the amounts for 2015 to 2019, instead of coming up with 540 million, I come up with 814 million.  Are you able to reconcile those numbers for us?


MR. BROWN:  Can we just scroll back to the previous...


Okay.  So I believe what we have here for 2015 is the $95.4 million, and I believe this is for the line -- that would be for the line clearing, landowner notification.


I will have to -- can I actually offer to take this away at break and provide you with that clarity?  It is in the bucketing, which pieces are included here --


MR. DeROSE:  And what it actually -- and now that you have pointed that out to me, I may have -- you may have actually answered the question accidentally.


It appears that the numbers that add up to 540 are only for line clearing.


MR. BROWN:  Yes.


MR. DeROSE:  And not for the other line items.  So --


MR. BROWN:  Yes.


MR. DeROSE:  -- is the desired outcome, when you talk about vegetation management, is it only line clearing?  Does that not include landowner notification, brush control, demand vegetation management, and hazard tree removal?


MR. BROWN:  The entire vegetation management program is the entirety of table 10.


MR. DeROSE:  Right.


MR. BROWN:  From what I recall, the genesis of this table was sort of to try and document at the Board's request how the numbers flowed across.


So we're happy to present a view on this that is entire program versus merely line clearing costs, whatever you need.


MR. DeROSE:  I am fine with it, I guess, just being line clearing costs.  I was just trying to understand why you were doing it for only line clearing costs.


MS. LEA:  If I might interject.  Maybe -- we still have a misunderstanding.  It was Board Staff's hope that that line would be the same as your vegetation management targeted outcome that you have put forward in your distribution system plan.


So in your J -- TCJ1.16, where you talk about the outcome measures, and you have targets, which is your chart, whatever costs, programs, efforts are included in your outcome measure that you have proposed as one of the things that we measure you on for your success in your plan, that was what we intended to include in the top line of the exhibit that Mr. De Rose is referring you to.  So if there is a discrepancy, that needs to be resolved.



MR. BROWN:  Thank you, Ms. Lea.  I would suggest probably the most effective direct correlation would be the entire program cost for the vegetation management program, because those are the all-in expenditures associated with delivering that program and at those quantities, so...


MR. DeROSE:  Well, can I suggest then that to the extent -- and I am in the Board or Board Staff's hands whether you want to give it a different number or whether you just want an updated J1.1, but I think before the end of the hearing it would be -- if we could have that so that it is aligned with what Ms. Lea and Board Staff were looking for, it would be appreciated certainly on our part.


MS. LEA:  Yes.  From our point of view, what do you want to be measured on as your successful or unsuccessful outcome to achieve the target which you have set out of the number of outages, excluding force majeure, of 6,300 per annum for '15 and '16, et cetera.


So it is whatever costs you believe you need to spend to achieve that target which you have set for yourself.


MR. BROWN:  Okay, thank you.  We'll --


MS. LEA:  So should we make that an undertaking to clarify that?


MR. ROGERS:  Yes.  We will agree to do that.


MS. LEA:  J4.9, please. 

UNDERTAKING NO. J4.9:  TO EXPLAIN WHAT THEY WANT TO BE MEASURED ON AS THEIR SUCCESSFUL OR UNSUCCESSFUL OUTCOME TO ACHIEVE THE TARGET WHICH THEY HAVE SET OUT OF THE NUMBER OF OUTAGES, EXCLUDING FORCE MAJEURE, OF 6,300 PER ANNUM FOR '15 AND '16, ET CETERA, I.E., WHATEVER COSTS THEY BELIEVE THEY NEED TO SPEND TO ACHIEVE THAT TARGET WHICH THEY HAVE SET FOR THEMSELVES.

MS. LEA:  Thank you, Mr. De Rose.


MR. DeROSE:  Thank you very much, Ms. Lea.


Now, still on the vegetation management -- and I found this table to be useful to do some sort of broad comparisons.


When I add up your five years of -- from 2010 to 2014 of actual or forecast outages, I come up with a number of 31,273.  You can take that subject to check.


MR. BROWN:  I will.


MR. DeROSE:  And when I compare that to what you're forecasting for 2015 to 2019, you are forecasting 30,900 outages.  Again, you can take that subject to check.


First of all, we're talking about a difference of about 373 outages on just over 30,000, correct?


MR. BROWN:  That would be correct.


MR. DeROSE:  And in your world, is 300 outages -- is that a big number, or is that a rounding error?  I know it is huge for the people that have the outages, but what do 300 on 30,000 represent to you?  Is that a --


MR. BROWN:  A very small amount.


MR. DeROSE:  Okay.  And the budgets, again, you're going from 424 -- we will use the number 424 to 540, if it's fine.  I realize that it might be a bigger number once we get the updated undertaking.


But you're going from 424 million to 540 million, which on my math is about a 25 to 27 percent increase.  It is about a $116 million increase.


Could you explain how, with a $116 million increase, you're only lowering the outages by about 300?


MR. BROWN:  Our trouble is that by and large the benefits, in terms of outage, you know, reasonable outage duration reductions are really beyond the plan.


Currently, we have 23 percent of our forestry right-of-ways that are backlogged beyond an eight-year cycle.  Once we have all of our feeders on an eight-year cycle, that's when we will likely see the biggest reliability improvement associated with the vegetation management being on cycle.


If you look at the plan right now, the spend is actually increasing in 2016 and '17, tapering a little bit in '18 and '19.  However, the eight-year cycle isn't achieved until about 2023, when we can say that every single feeder has been trimmed no longer than eight years ago.

And so our expectation is that, from '19 through to 2023, we will continue to see a gradual improvement on reliability, and one of the main reasons that we're putting this on as an outcome measure has more to do with affordability, and our unit cost pricing right now is very difficult to contain, given our grids are so heavily treed, and the branches are so large.


So we're expecting modest -- a modest increase by the end of the plan, but continuing beyond the plan it should be -- it should be better.


MR. DeROSE:  And so if you were maintained at a budget of, let's say, 424 million, would the status quo remain?  What would you expect to see happen?


MR. BROWN:  In terms of which?  The reliability or the unit costing?  I'm sorry.  I'm not -- I don't --


MR. DeROSE:  The outages.


MR. BROWN:  The outages?  We expect our outages to likely worsen with our current spend levels.


MR. DeROSE:  Okay.  And you currently have table 10 up, if you could just -- and you referred to 2016-2017, which was -- you actually anticipated where I was going.


In 2015, you have a requested budget of 142 million, which goes up to 177 million in 2016.


But the benefits projection shows the same, 6,300 outages a year for both of those years.


So -- and then in 2017, again you have another bump with only 100 outages lower.


Can you explain why you have a pretty significant bump in those two years with no outage improvement or minimal outage improvement?


MR. BROWN:  Yes, I can.  The difficulty right now with our vegetation program and clearing these very heavily and densely forested areas is actually consuming a fair bit of our program dollars, anywhere from 60 to 80 percent of our total program dollars.


As a result, the spend goes up, but we're not clearing that many feeders, and so when you look at it from a system-wide perspective, we don't anticipate that it's going to generate tremendous average reductions when you look at it system wide.


MR. DeROSE:  Okay.  Thank you for that.  If we can go back to J1.1, and if we can take you to the pole replacement.  So if we just move down and then move to the right a little bit.  Thank you.


So, first of all, in terms of the numbers, the 320 versus the 530, I can just advise you I didn't find any discrepancy with that in table 5 the way I did in line 1 with the vegetation management, so I don't think, in terms of the updated undertaking, you're going to have to address that.


MR. BROWN:  Thank you.


MR. DeROSE:  So good job.


In terms of the amount, though, I mean, for pole replacement, again, the budget, we're now going from 320 to 530, which is about a $210 million increase, which on my math is about a 65 percent increase.  And in terms of the poles replaced, if I add up the number of poles that were replaced for the previous five years, I am at 43,972.  Is that -- again, subject to check, if you just take these numbers versus the next five years' forecast, you're at 66,400 which is about a 22 percent or a 22,000 increase.


Again, I am trying to understand.  There seems to be to be a disproportionate increase in your budget compared to the number of the increase in the poles that you are replacing.


So could you explain why you need, on a pro rata basis, a much larger budget to replace 66,000 poles than you did to replace 44,000 poles?


MR. BROWN:  I can explain that, yes.  Once again, Hydro One has got poles of all different sizes with multitudes of differing amount of equipment on them and also installed in terrain that is varied from rock to swamp to -- to straighter-set poles.


And so when we look at what is going forward now, in particular, in 2013, the unit costs perhaps got skewed slightly.  We had -- we had a year where probably one of the most heavily damaged system from storms in long memory.  In 2013, we had over -- was it seven force majeure events?


And so our crews were quite busy in terms of restoring and renewing plant as a result of those storms.


And so our budgets actually for storm went over the budget by a significant amount.


At the same time, we had made a commitment to the Board to get our pole replacement program done, and we had promised to get 11,000 poles replaced, and so in 2013, we actually chose to do much more rock or much more earth-set poles that were smaller in nature and had less equipment on them (a) to save money to balance the overall budget, but (b) to also demonstrate that we can get the work done.


And so when you look at what a year of doing, I will call it, the easy poles does is that it pushes the more difficult and more expensive poles into the future.


So that's what we're faced with going forward.  There will be some increased volumes and bigger multi-circuit poles that still require replacement, and those will be more expensive to do from a unit cost perspective.


MR. DeROSE:  So from my simple understanding, one of the reasons why the budgets are going up by 65 percent is because, in 2013, you elected to go and do all of the easy, cheap poles, and now all that is left is the more expensive, hard poles.


MR. BROWN:  It is a factor.  It is not the only factor.  Escalating prices around labour and materials are also factors in the escalating unit costs for poles.


MR. DeROSE:  Okay.  Am I right to assume that labour and the cost of poles is not going up 65 percent?


MR. BROWN:  Well, the volumes are going up tremendously.


MR. DeROSE:  I appreciate the volumes, but I mean labour is not going up 65 percent.


MR. BROWN:  I wished it was.


MR. DeROSE:  So do I.  But this is -- well, I will move on.


Let me then take you down.  I am going to skip over the PCB line equipment.  I would like to just talk briefly about the substation refurbishments.


MR. QUESNELLE:  Mr. De Rose, perhaps I could ask you, if we could take a break around this time, if you have some -- unless you are just about finished.


MR. DeROSE:  I would say I have 15 minutes left, so I am happy to take a break and come back, if that is --


MR. QUESNELLE:  Let's do that.  Let's break until a quarter to four.


MR. DeROSE:  Thank you.


MR. QUESNELLE:  Thank you.

--- Recess taken at 3:30 p.m.
--- On resuming at 3:49 p.m.

MR. QUESNELLE:  Thank you, please be seated.


Mr. De Rose?


MR. ROGERS:  Excuse me, sir.  Before we commence, could I do some housekeeping matters?  We are trying to answer these undertakings as quickly as we can and clear them, and I am in a position now to file some further answers.


J3.11, which is an undertaking to compare the differences between various compensation studies over the past decade or so.


MR. QUESNELLE:  J3.11?


MR. ROGERS:  3.11.


MR. QUESNELLE:  Okay.  Thank you.


MR. ROGERS:  And the second is J3.10, which is -- the undertaking was to check whether the benchmarking study conducted by CN Utilities had been filed -- or found, rather, and if so, was it filed.  The answer is, it is found.  It hasn't been filed, but I can file it now.  It is quite a big document, so I don't have copies for everyone.  It has been filed electronically.  I think we've provided several copies to Board Staff, I do believe.  No.  One copy.  But it is here.


MR. QUESNELLE:  Okay.  Very good.


MR. ROGERS:  It's big.


The third matter, sir, is I feared on this Hay study -- my latest advice is this, that they have checked the study -- that is, my client has -- and there is a term in the study which -- by which Hay Group shall maintain sole ownership of all data and the file may not be provided to any other party without the consent of the Hay Group.  In fact, mutual consent of my client and the Hay Group.  My client consents, and they're contacting the Hay Group to get their consent, so I'll have to report to you on Monday morning about that.


MR. QUESNELLE:  Thank you very much, okay.


MR. ROGERS:  Thank you.


MS. HARE:  I know I asked a question dealing with the Hay study and said if the Hay study is filed then you don't have to answer the undertaking.  For my purposes, I don't remember who else was -- it was Mr. Silverstein (sic) that was pursuing the Hay study.  For my purposes, if you then answer the interrogatory -- or the undertaking, I don't need to see the study.


MR. QUESNELLE:  I believe it was Mr. Rubenstein is what you meant to say.


MS. HARE:  Didn't I say that?  What did I say.


MR. ROGERS:  I think you did say that, as a matter of fact.


MR. RUBENSTEIN:  Mr. Silverstein, but that's...  

[Laughter]


MR. ROGERS:  No, but at the beginning you did say the study wouldn't be required.


MR. RUBENSTEIN:  That's right.  Yes.  We would like -- I mean, from our perspective we would like to see the study.  I am just thinking back from previous cases where the Hay study or sort of the computation has been commonly filed in a number of proceedings.


My understanding, they have been able to provide sort of a summary that sort of doesn't go into sort of the underlying data, sort of just shows what the averages are, what the -- lists the comparator groups and where --


MR. ROGERS:  Let's not waste a lot of time on this.  Leave it to me, and I will see what I -- hopefully the study can be filed.  If not, we will see if we can file something that satisfies the enquiry without --


MR. QUESNELLE:  Well, with the understanding that if Mr. Rubenstein just presented it how it may have been dealt with in the past, that might come up in conversation, and I think you've got his understanding that that would be acceptable, and if it was done in a format that was done previously.


MR. ROGERS:  Thank you.


MR. QUESNELLE:  Okay.  Mr. De Rose.


MR. DeROSE:  Thank you, Mr. Chair.


Panel, I have three small areas to go.  We have substations, distribution line equipment, and customer experience, so just so you know where we're going.


And if I can just -- I think it has become obvious now, but just so that you understand where our concerns are, is that there appears to be a lack of correlation between large increases in the budget and not a large reduction of outages.


So we -- I guess we were expecting to see -- well, not a one-to-one correlation, but some sort of general directional decrease of outages with increase of budget.  And so that really was our concern, and so let me turn to the substation refurbishments.


And you will see in the substation refurbishments, again, I have added up the outages that you have for actuals and forecast for 2014 as 777, which was achieved with a budget of 63 million, and when I add up your forecast outages, it is 775.


So we are two lower, with a budget of 203 million, which is a $140 million increase, or about a 222 percent increase.


Can you explain how a budget that goes up more 200 percent maintains the status quo when it comes to outages?


MR. BROWN:  Yes.  Our substation fleet has had an increasingly high rate of -- higher risk condition over the last number of years.


In other words, our fleet of units, we have 1,000 -- over 1,000 distribution stations and about 1,200 transformers in those stations.  Their health has been deteriorating steadily over the last number of years.  And so a large component of that is related to the age demographics.


So a larger number of units are actually coming to end-of-life, and our condition results are actually telling us that they are in failing health.  Remember I talked about the blood tests.  These units are indicating that they are in increasing numbers becoming unhealthy.  And unless we raise the volume of replacements over the next five-year period, our prediction is that we are going to have degrading reliability.  So if we continue -- I know the results of the last five years have been with a spend of 63 million.  If we continue with a spend of 63 million over the next five years of the plan, our outages related to substations are going to increase, and that's just a function of the number of units that are coming into that unhealthy part of their life.


And so despite us raising the spend on capital and renewing a lot of stations, when you look at the whole province of 1,000 stations and 1,200 transformers, over this plan we're replacing about 30 to 35 per year.


So we're making a good dent in it.  I don't disagree.  But also right behind it are another block of assets that are coming into that same health condition.


And so we feel that this spend level is the bare minimum by which we will maintain that level of reliability for those pieces of equipment.


MR. DeROSE:  And is the 30 to 35 per year that you have referred to, is that for the 2010 to 2014 period?  Or is that for the forecast period?


MR. BROWN:  For the forecast period.


MR. DeROSE:  And do you know, on average, how many you were replacing a year in the 2010 to 2014 period?


MR. BROWN:  We ramped up in 2013 and '14, but prior to that we were replacing two to three units per year.


MR. DeROSE:  And in 2013 to 2014, how many were you replacing a year?


MR. BROWN:  You know, I believe I reported on that, but I just don't have it right at my fingertips.  If I may deliver that to you.  It is in one of the interrogatory responses.  May I just take a minute and see if I can find that reference?


MR. DeROSE:  Sure.


MR. BROWN:  Or would you like to proceed and me deliver it?


MR. DeROSE:  If it is something you can quickly find.


MR. ROGERS:  Let's see -- if he can find it, let's do it now, if we could.  Take a moment.  We don't expect you to know where every dollar is.  Take a moment and try to find it.


MR. BROWN:  There are so many interrogatories.


MR. ROGERS:  If you could find it quickly, we will do it, but if not, we'll --


MR. BROWN:  I know -- subject to check, it is around seven or eight, okay?


MR. DeROSE:  Okay.  My question was going to be, are we in the 30 to 35 ballpark or in the seven --


MR. BROWN:  It is around seven or eight, but I will bring that tomorrow.


MR. QUESNELLE:  Just let us know if it's anything different that is substantial.


MR. DeROSE:  Yes.  Thank you very much.  Let me turn to the distribution line equipment refurbishments.  It is one line down.


And in this area, again if I add up, historically you have about 35,500, just over, actual and forecast outages for the 2010 to 2014 period.  You are actually increasing  -- you're forecasting an increase up to about 36,500, so about 1,000 outage increase for the forecast period, and your budget is going from 156 million to 307 million, so $151 million increase.


Is this -- is this such -- is this similar to the -- to the substations, that it is simply your equipment is aging, and you are replacing different items?


MR. BROWN:  It's -- it's a very, very consistent story, and often compounding that with our lines equipment -- and you will see this in our investment plan summary documents, many of the lines that we're proposing to renew under this program are currently in the bush and are going to be relocated to the roadways.  So this is one of those things that, beyond the plan, we may see some improvements to reliability beyond the plan once all of these projects are executed.


MR. DeROSE:  But the lines that you would have been replacing in the 2010 to 2014 period, would they not have been in the bush as well?


MR. BROWN:  Not to the same extent as these ones are.


MR. DeROSE:  Okay.


MR. BROWN:  We're putting a real focus on trying to look for improvements to the ongoing cost of maintaining these facilities.


And so we're putting a renewed focus on getting those lines rebuilt that have the best bang for the buck in terms of OM&A savings going forward.


So this 2015 to 2019 period actually has quite a focus of investment around that area.


MR. DeROSE:  Okay.  And are part of the increases a result of -- I mean, for instance, you told us about 2013 and the poles, that you increased the number of poles, but you went after sort of the low-hanging fruit, the easier ones to replace in 2013.


With respect to the distribution line equipment refurbishments in the period 2010 to 2014, did you go after the easier lines, the ones that weren't in the bush?


MR. BROWN:  No.  I would just suggest to you that there were fewer projects.


MR. DeROSE:  Okay.  Finally, I just want to talk about customer experience.  First of all, the 2010 to 2014 period, you show a budget of 6 million, but I think that that might be a little bit misleading because, if I am correct, in 2010, 2011, and 2012, you had -- you didn't spend any money in this area.  Is that correct?


MS. KINGSLEY:  That's correct.


MR. DeROSE:  Sorry, I think you have to have your mic on.


MS. KINGSLEY:  Yes, that's correct.


MR. DeROSE:  I feel better that everyone has answered a question now today.  So in those three years, you had zero -- if you didn't spend any money in those years, how is it that you have actuals of 80 percent, 77, and 78 percent for those years?


MS. KINGSLEY:  So the spend that we've -- for 2013 and 2014, the 6 million, is focused on new investment, a new team that is doing a deep dive analysis of customer preferences to better understand what it is that we need to do for our customers and what we need to offer.


So the information or the customer results that are provided there are performed on an annual basis, and so we have always done those since 1999.


MR. DeROSE:  And sorry, so if you have always done them since 1999, what changed that led to 1.6 million being spent in 2013 and 4.2 million being spent in 2014?


MS. KINGSLEY:  So with the Renewed Regulatory Framework, we started to invest on doing comparison analytics on our customer preferences.


So it's not just basically on customer SAT.  We have started to do customer segmentation, demographic analysis, and we're looking at doing psychographic analysis as well to better understand what value the customer wants, what's their wants and needs.


MR. DeROSE:  And I'm sorry.  What is psychographic analysis?


MS. KINGSLEY:  Psychographic is really about the value that the customer wants and needs as opposed to what we have done in the past, which is transactional and perception surveys.


MR. DeROSE:  Okay.  And I understand -- well, let me back it up.


It did not surprise me that as you're coming -- leading into a Board submission, particularly for five years, given the RRFE that we see the budget go from zero to 1.6, to 4.2, because you want the evidence for customer satisfaction to put before this Panel.


What I would expect, though, is that once you are in a five-year term, that the costs would then start to go down in terms of annually going out and getting customer satisfaction.  Why are they maintaining a stable cost annually for the entire five years?  Why is it costing 4.3 million a year?


MS. KINGSLEY:  Because customer preferences change, so it's not like we can go and just gather this data now and do this deep dive comparison analysis.


We'll have to do it ongoing.  As customer preferences change, we will need to understand and adapt to those changes.


MR. DeROSE:  Okay.  Could I have Exhibit C1, tab 2, schedule 5 pulled up?  And it would be 17 of 20.


And it's the first sentence at line 4 which I would like to sort of understand.  It says:  "The customer experience work --"


Now if I just stop there, this is the work we're talking about that costs $4.3 million a year.  Correct?


MS. KINGSLEY:  Yes.  Correct.


MR. DeROSE:  "The customer experience work 
activities includes conducting a comprehensive analysis to better understand its current customer experience..."


I think that is what you have described so far.


"...in comparison to external customer focused companies."


Which, to me, suggests an external benchmarking.  Is that what that means to you?


MS. KINGSLEY:  Yes.


MR. DeROSE:  Okay.  And has -- to date, have you completed any comparison to external customer-focused companies?


MS. KINGSLEY:  We have done benchmarking, yes.


MR. DeROSE:  And throughout the process -- and did that result in a benchmarking study?


MS. KINGSLEY:  Yes.


MR. DeROSE:  Okay.  And will you be doing that on an annual basis throughout the next five years?


MS. KINGSLEY:  No, we would not do it on an annual basis.


MR. DeROSE:  Okay.  How often would you do it?


MS. KINGSLEY:  I am not aware of how often we will do it during this time period.


MR. DeROSE:  And if it costs 4.3 -- it doesn't surprise me that the budget was high when you are doing an external benchmarking, but if you are not conducting the external benchmarking as well, why would the budget not go down?


MS. KINGSLEY:  So I think to provide clarity, part of the funding is also to perform pilots and to implement initiatives that hopefully will provide customers with different preferences that they would like to adopt.


So Mr. Winters talked to this the other day.  So some of the things that we're looking at is proactive high consumption alerts to provide a customer with an understanding of when their consumption exceeds their average that they have seen historically.  We're looking at improving self-service capabilities to direct the customer to self-service opportunities, depending on their preferences.


MR. DeROSE:  Okay.  And a final point, if we can just go back to the external benchmarking.


You have said you wouldn't be doing it annually.  In your five-year forecast, you've gone through and you have said that -- you've given the budgets of 4.3 million a year, except for 2018, which goes down to 4.2.


Is there external benchmarking anywhere in those budgets in any of the years?


MS. KINGSLEY:  I'm not certain.  I would have to check.


MR. DeROSE:  Could we have an undertaking for you to advise whether external benchmarking is included in the budget for any of those years?


MR. ROGERS:  Yes.


MS. LEA:  J4.10.

UNDERTAKING NO. J4.10:  To advise whether external benchmarking is included in the budget for any of those years


MR. DeROSE:  Thank you.  Those are all of my questions.


MR. QUESNELLE:  Thank you, Mr. De Rose.


Ms. Lea, I believe you're in order.


MS. LEA:  Yes.  I'm up to bat unless anyone else is volunteering.


MR. QUESNELLE:  Okay.


MS. LEA:  Mr. Chairman, I certainly won't complete this cross-examination today, so if at any time you wish me to break for the day, you can let me know.


MR. QUESNELLE:  If something comes up between topics around 4:30, that would be ideal, Ms. Lea, but that is not a hard number.  If that suits your cross, okay?


MS. LEA:  Thank you very much.

Cross-Examination by Ms. Lea:


MS. LEA:  I would like to look first, panel, at OM&A spending over the term of the plan, and I am looking at vegetation management, and I was wondering if we could look at Exhibit C1, tab 2, schedule 2.  C1, tab 2, schedule 2, page 4 of that exhibit, and at page 4 we see table 1, which shows us the amounts that you're planning to spend each year.


And just looking at the numbers, Mr. Thiessen was kind enough to do a calculation, and we believe this is an increase between 2015 to 2019 of about 10 percent.  Does that seem reasonable, subject to you checking that?


MR. BROWN:  Subject to check, yes.


MS. LEA:  Okay, thank you.


I wonder if we could look at the Executive Panel Presentation of May the 12th, 2014, which was Exhibit PD1.  And at page 9 of that exhibit we saw the accomplishments for vegetation management in dollars per unit of line clearing or brush control.  And I wanted to ask a few points of clarification.


On that table the units of clearing and the units of brush control are equal in the planned years but different in the actual years.  The second row under each of clearing and brush control, why are the units different in the actual years and the same in the plan years?


MR. BROWN:  In the actual years -- well, let me put it this way.  I'm going to start with the plan.


MS. LEA:  Sure.


MR. BROWN:  The plan is to clear with brush control the same number of kilometres that we would do for line clearing in a given year.  That is what we would plan to do.  You follow in right behind the line clearing with the brush control, and so the actuals will vary slightly in the history depending on year-end results, or sometimes storm activity, may take them off one activity versus another.  So there will be nuances.  But our plan is, is to follow in directly behind with our brush clearing.


MS. LEA:  Okay, thank you.  And the second point of clarification is that the numbers used for vegetation management in this executive presentation seem to be slightly lower than in the pre-filed exhibit which we just looked at, and I was wondering if you could explain that difference.


So back at -- I don't know whether you want to keep flipping between them, but C1, tab 2, schedule 2, page 4, that table, in the pre-filed table, the 2017 vegetation management number is 180.3 million, but in the executive presentation -- and here what I'm doing is adding line clearing and brush control together -- it comes to 163 million.


So there is 17-and-some million difference.  Is that because not everything is included in the executive presentation totals?


MR. BROWN:  Ms. Lea, that would be exactly correct.  There is -- it is how we bucketed and presented the executive material.  These are strictly the line clearing and brush control costs and don't include small oversight -- well, it is not necessarily that small.  But it's the development program and costing group that is also -- that is included in the table 10 and table 1 numbers.


MS. LEA:  Okay, thank you.


Looking then at the executive presentation, please, for a moment.  If you look at the cost per unit of line clearing, in the last actual year of 2017 the unit price is -- yes, 7,994.  And the unit cost goes up to 9,407 in 2014 and then gradually reduces to 7,829 by 2019.


So we see this as a slightly over 2 percent reduction in the six-year period from '13 to '19.  But if you contrast that with brush control, the unit cost is 3,403 in 2013, dropping to 2,900 per unit by 2019.  And that's a much more significant drop over the six-year period.  That is almost a 15 percent drop.


Again, can you contrast these two programs and explain to us why there was a relatively minimal increase in cost-effectiveness for line clearing, compared to brush control?


MR. BROWN:  Yes.  The differences really -- they're a little different activities, and they use completely different kinds of equipment, and so a lot of this has to do with what some of our experiences are depending on how much growth there is on the right-of-way floor and how much we're measuring in terms of tree densities for the line clearing.


So there's differences in the backlogged areas, and we -- we've adjusted the price -- the unit price forecasts differently for brush control and line clearing because of what we expect to foresee as we go through those particular feeders.


MS. LEA:  Okay, thank you.


Now, I think that you discussed this a little bit with Mr. De Rose, but we had a question as to why there's not a more significant reduction in cost per unit of clearing towards the end of the five-year period.


Can you confirm that this has to do with what you explained about the very dense areas that you are going to be have to forcing your way through at that time?


MR. BROWN:  Yes.  I can confirm that it has to do with the number of feeders that we are dealing with in the backlog.  It is a small percentage of the total system.


MS. LEA:  Hmm-hmm, all right.  Now, you are at a 9.5-year cycle for line clearing right now; is that correct?


MR. BROWN:  Approximately correct, yes.


MS. LEA:  And how long have you been at that level of clearing cycle, that level of cycle?


MR. BROWN:  I must confess that I don't know.  I suspect it has been for some time.  Probably years.


MS. LEA:  Okay.  I think that we can --


MR. BROWN:  You know, ten to nine and a half, yes.


MS. LEA:  Okay, thank you.  And you indicated that you will reach the eight-year cycle, which is your goal, at about 2023; is that right?


MR. BROWN:  Approximately, yes.


MS. LEA:  All right.  And so why does the spending in this area decrease in 2017 and 2018?  Why aren't you pushing forward more to reach that cycle earlier?


MR. BROWN:  What we really wanted to show was some improvements around the unit costing, and that seems to be the balancing or tipping point where we get ourselves turned in a different direction around unit costs, and it also allows us to address the absolute worst of the worst backlogged areas.


MS. LEA:  So you're going to address those first?


MR. BROWN:  Yes.


MS. LEA:  I wanted to ask you a little bit about benchmarking and the CN Utilities study.


We asked you an interrogatory, although I unfortunately don't have its number with me, about recent benchmarking, and the study provided there was the 2009 study, but we understand that there has also been a 2012 study which has just been filed as part of an undertaking.


Was it an oversight on your part not to mention the 2012 study in the interrogatory answer?


MR. BROWN:  Not an oversight at all.  We have been looking for the results of that survey that we participated in for some time, and quite frankly, our folks have been trying to get that report so that they can see the results.


I understand that we have been several times requesting for that report.  So I am glad that it's out, and I look forward to reading it this weekend.


MR. ROGERS:  It's a 2011-2012 study too.  I don't know when it was received, but the time period is fairly recent.


MS. LEA:  I understand, thank you.  That is helpful.


So I was going to say, I haven't read that study yet.  Can you assist me?  So perhaps --


MR. BROWN:  I can't.


MS. LEA:  Okay.  So I may have to ask you on Monday.


One of -- and what I was going to ask you was that in the 2009 study it was indicated that Hydro One Distribution's efficiency is generally better than average on the basis of labour hour measures, but slightly worse than average on the basis of unit costs.


And my question is, has that changed?  You can just let me know on Monday, because you and I will be here again.


MR. BROWN:  I look forward to it.


MS. LEA:  Thank you.


I think also that the 2009 study acknowledged -- and you will probably see this repeated in 2012 -- that there was an acknowledgment that your territory is particularly difficult to deal with, because it is densely vegetated, it is very rural, and you have frequent severe weather systems in that area.  Is that correct?


MR. BROWN:  That would be correct.


MS. LEA:  Okay.  I would like to turn then to OM&A for lines, please.  And I think this accounts for about 40 percent of the total sustaining OM&A.  And I would like to look at Exhibit C1, tab 2, schedule 2 at page 4, table 1, and you seem to be having a pre-vision of what I was going to ask you, yes.


So when we look at the plan spending here, we calculated that there is an increase of about 17.5 percent over the five-year period from 2014 to 2019.  Will you accept that subject to check?


MR. BROWN:  I will.


MS. LEA:  And further down in the evidence at page 15, table 8 on page 15 of C1, tab 2, schedule 2 shows the specific spending plans on lines over the test years.


And you indicate that a major part of the line sustaining budget is demand work, and that's including trouble calls, underground cable locates, and disconnects/reconnects.  Is that accurate?


MR. BROWN:  Yes, it is.


MS. LEA:  So that demand work is driven by demand from customers.  So you have to respond to these calls.  You can't ignore them.  You wouldn't intend to ignore them.  Am I right about that?


MR. BROWN:  That would be correct.  We have to repair service as well.  That would be included in this restoration of service.


MS. LEA:  Is there anything you can did to reduce this type of work or do it more efficiently?  For example, in trouble calls, you show -- your evidence shows that you expect a volume of 45,000 calls per year under that category of trouble calls.


Is there anything you can do to effectively reduce these calls, make them less likely?


MR. BROWN:  Yes.  There's an aggressive renewal program that we're proposing that will assist over the long-term.  I believe that what you want to have is a sustainable renewal program associated with your poles and your wires and your transformers so that you have fewer equipment failures.  A big component of reducing the number of trouble calls will obviously be associated with having a sustainable forestry program as well.  That will have an impact.


MS. LEA:  So we don't expect, then -- given the evidence we have already heard, we don't spent to see that reduction in trouble calls during the five-year period that we're looking at here.


MR. BROWN:  We don't.  We basically set our investment levels at what I call a status quo level.  And if we had enhanced the ability to spend more on renewal and, thereby, raise our average ages, improve our condition of the plant as a whole, I would see us being able to address this.


At this point, though, we have so many competing priorities, and so our investment levels have been set such that we want to maintain reliability at status quo, and so I see us having pretty much the same kind of number of trouble calls going forward.


MS. LEA:  And what about cable locates?  Is there anything you can do to reduce the number of those requests?


MR. BROWN:  No.  Those are requests for us to actually mark on the ground the location of our underground equipment so that people who are digging in the vicinity of those cables are aware that they're there and don't put a shovel or a piece of -- like, a backhoe or things of that nature into the wires.


MS. LEA:  Sure.


MR. BROWN:  And so it is a safety issue that we're actually professing we need to do more marketing around, because we still have --


MS. LEA:  Sometimes they turn into trouble calls?


MR. BROWN:  Sometimes they can turn into fatalities.


MS. LEA:  Okay.  And the disconnect/reconnect requests, I gather these have been growing over the years.  Again, is that customer driven purely, or is there anything the company can do to reduce the number of those calls?


MR. BROWN:  This is the overhead version of locates.  We're encouraging our customers that have lines that go on to their properties that are owned by them to have them disconnected so that they can safely remove trees around those wires.


And so, again, we are encouraging folks to call us, not to try and trim a tree before they call us and have that service disconnected.


In fact, my father called our office this week because we had a tree come down at the cottage on our line, and I told him, "You don't -- you don't get anywhere near that stuff."  And so that's part of the thing.  What you're also seeing, I believe, a lot of folks are upgrading their services, and so that requires a disconnection and reconnection for that purpose.


MS. LEA:  Thank you.  So if you can't reduce the number of these incidences, is there anything you are doing to increase the efficiency of your ability to respond to them?  Can you reduce the unit cost, if I can put it this way, for these customer-driven events?


MR. BROWN:  Yes.  One of the things that we're looking at is, obviously, a labour mix associated with how we respond to these particular types of calls.


And increasingly, we're looking at trying to use hiring hall for certain portions of those calls that are in peak periods.


Once again, it's a function of -- it's our forward-facing to the customer.  It is the person going onsite and meeting with a customer and helping them out with their issues, whatever it may be.


So we do encourage this in terms of --


MS. LEA:  Have you undertaken any review of best practices in the industry or benchmarking of any kind to help you increase the efficiency of response?  Get some ideas or --


MR. BROWN:  For this, not to my knowledge, no.


MS. LEA:  Do you think it would be wise to do so?


MR. BROWN:  I guess I am really not certain what...


MS. LEA:  You believe you are already at best practice?


MR. BROWN:  The nature of the work isn't overly complicated.  Our customers call.  We have made improvements around scheduling to try and make sure that we don't send our crews all over at inefficient routes, in other words.


Once you have maximized your capability to be efficient in terms of how you send people to various locations while still meeting commitments that customers would like to see us on a certain day, I am not so certain there is a whole lot that we can do.  Most of these do require a site visit to do the work.


MS. LEA:  Thank you.  I wonder if we could look at undertaking TCJ1.9.  And that's a technical conference undertaking where Hydro One shows how much it contributes to various associations for a period of years.  That is TCJ1.9.


And when we look at this, we see that there is an allocation for distribution of a contribution to the EDA of about 80 to 90 thousand dollars in the 2015 to 2019 period.  Is that right?


MR. BROWN:  That would be right.


MS. LEA:  What we're confused about is that, on Tuesday, I believe it was Ms. Frank talked about the fact that you had ended or curtailed your membership in the EDA.  And I was just wondering why you are still paying dues.  Maybe someone can -- it is not meant to be a "gotcha."  We just don't know what this is about.


MR. BROWN:  I must confess that I am a little puzzled myself.  I suspect that, at the time that we prepared this, this filing, we were members of the EDA, and I suspect, if we are, in fact, no longer, but that, myself, is subject to check.  We're no longer.


So, yes, I suspect that is a --


MR. ROGERS:  I am instructed it is a timing issue.


MR. BROWN:  Timing issue.


MR. ROGERS:  And those dues will not be paid to EDA.  There may be some other organization that the company joins to fill the void, but it won't be the EDA.


MS. LEA:  It is an immaterial amount.  We don't require it updated.  We just wanted to make sure that we understood.


Okay.  The last thing I wanted to ask you about was something that -- ask you about today was something that was bounced from panel 1 to panel 2, and then panel 2 bounced it to you, and I wonder if you could have a look, please, at Exhibit I3.1.  It is a Staff Interrogatory 38(b).

38(b), yes, thank you very much.  So we were looking at the total cost numbers the other day from 2015 to 2019.  My first question is, during those years 2015 to 2019, are your planned savings included in those total cost numbers?


MR. BROWN:  Subject to check, yes, they are.


MS. LEA:  Okay.  It is important that you let us know if that is incorrect, because it does make a difference to the next few questions, because Staff calculated that your average rate of growth in total costs from 2010 to 2014 was about 1.1 percent, and from 2015 the average increase was -- from 2015 to '19 was about 3 percent.


And our question is, why is the growth rate higher in that latter series of years considering that your planned savings are included in those years?


If you don't want to do math on the stand at 4:30 in the afternoon on a Friday, I wonder if I could ask you to look at this on the weekend and give me a response on Monday.


MR. BROWN:  I would be happy to do that.


MS. LEA:  And that is better than trying to do it today?


MR. BROWN:  The -- I can confirm, if we can go back -- your first question, Ms. Lea, was around the capital.  Does it include the efficiencies?  I can confirm that part very quickly.


MS. LEA:  I am not sure it's -- yeah, I am not sure it is just capital.  But the planned savings in these areas, are they included in the totals that we see as the third line?


MR. BROWN:  These numbers all look like the OM&A and capital summaries directly from the evidence and simply added together.  All of our summary numbers include all of the cost efficiency savings that we had talked about or that Mr. Amodeo talked about yesterday.


MS. LEA:  So my question is, why is the growth rate higher in the plan period 2015 to 2019 than it is in the historical period, particularly considering that your planned savings are included in the plan period numbers?


MR. BROWN:  So we're looking still at the top table in this response, correct?


MS. LEA:  38(b), the total.


MR. BROWN:  Okay.  So in the response to plan B, my understanding is that the OM&A numbers are directly from our capital summaries.  However, the -- or, sorry, they're directly from our summaries in the evidence.


However, the capital numbers are from the PEG model.  We tried to fit all of our expenditures into the PEG model.  So these numbers here don't align.  These numbers actually are quite a bit higher than our actual capital numbers in the evidence.


So these -- the capital line across here is our best attempt to try and fit our expenditures into the PEG model.


MS. LEA:  Where in the evidence would we find the numbers that you believe should occur in the capital line?


MR. BROWN:  That would be located in -- one second.  Exhibit D1, tab 3, schedule 1, and it would be table 1.  If those numbers were inserted into our -- into that model, then that would give you the correct numbers.  These are our total summary of capital expenditures for the forecast period and our history.


MS. LEA:  Including your planned savings.


MR. BROWN:  Including our planned savings.


MS. LEA:  All right.  I think I will return then to this question, if I need to, on Monday.


And Mr. Chairman, I am about then to turn to the distribution system plan, so I am finished with the OM&A, except for any return to that question I may have.  So if you wish to break at this time, that is appropriate.


MR. QUESNELLE:  I think we will.  My Panel Members...


MS. LEA:  I can keep going, though.  I don't mind.  I am going good to go for a while.


MR. QUESNELLE:  No, I think I will break for the day, Ms. Lea.  
Procedural Matters:


I do have a question on scheduling that I was going to ask you about.  This is with respect to the intervenor witnesses, Mr. Marcus and Mr. Cowan.


MS. LEA:  Yes.


MR. QUESNELLE:  We're currently thinking that we would be hearing from them next Friday morning.


MS. LEA:  Yes.


MR. QUESNELLE:  Has it been ascertained that there is definitely going to be cross requirements of Mr. Marcus from any of the intervenors?


MS. LEA:  What I think Mr. Poch is waiting for is the will-say statement to be delivered by Hydro One so that he can determine whether he needs to bring his witness for his own sake to respond to the panel 4 testimony.


And if he does not need to bring the witness for his own sake, I understand that no one is seeking to cross-examine him or bring him here merely for the purpose of their own cross-examination.


MR. ROGERS:  To assist with that, we have -- I am arranging to have a will-say statement.  It will be quite brief, just some comments from Mr. Andre about that evidence.  And I am quite content if, rather than calling this witness from the United States, if he wishes to file a written rebuttal or reply to Mr. Andre, that would be satisfactory to me.  He doesn't have to come to do it orally, from my perspective.


MR. QUESNELLE:  So the panel will then discuss it over the weekend, and we will determine whether or not the Board --


MS. LEA:  Certainly.


MR. QUESNELLE:  So that's Mr. Marcus.


MS. LEA:  Yes.


MR. QUESNELLE:  And we're not sure about whether or not Mr. Marcus -- he is only available on Friday.


MS. LEA:  I believe he is available Friday morning, yes.


MR. QUESNELLE:  Yes.  But Mr. Cowan, if we were to determine that we do not need to hear from Mr. Marcus at all, then is Mr. Cowan available on Thursday?


MS. LEA:  I would have to check.  I have notes about that.  Let me see if I have them with me.  My recollection is that he is not, but I can certainly e-mail him, because it was a while since I got that information.  So I can certainly e-mail him and find out if he is available on Thursday should we finish panel 4 by that time.


MR. QUESNELLE:  Yes.  Just tentatively.  It would be a shame to have to stop halfway through Thursday if that is when we're finishing up and reconvene on Friday if Mr. Cowan is available on Thursday.


MS. LEA:  Thank you, I will make that enquiry.


MR. QUESNELLE:  Okay.  Thank you very much.  And --


MS. LEA:  And I know that Mr. Marcus -- I am pretty sure Mr. Marcus is not available Thursday.


MR. QUESNELLE:  No.  I understood that.


MS. LEA:  Okay.  Thank you.


MR. QUESNELLE:  In the event that we don't have to hear from him, we might as well see if we can move Mr. Cowan up.


MS. LEA:  Thank you.


MR. QUESNELLE:  Okay.  Mr. Rogers, anything else?


MR. ROGERS:  No.  Just waiting to see what time Monday morning for us to resume.


MR. QUESNELLE:  I think we should probably carry on at the 9:00 a.m. time frame.


MR. ROGERS:  Okay.


MR. QUESNELLE:  I think it is too early to relax on that.  But I think -- so with that, everyone have a good weekend, and we will see you at nine o'clock on Monday.

--- Whereupon the hearing adjourned at 4:37 p.m.
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