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Wednesday, September 17, 2014
--- On commencing at 9:02 a.m.

MR. QUESNELLE:  Mr. Rogers, any preliminary matters this morning?


MR. ROGERS:  No, sir.


MR. QUESNELLE:  No?  Okay.  Very good.


Okay.  Morning, panel.  I understand from Ms. Lea that, Dr. Higgin, you'll be leading the charge this morning with cross of this panel?  Thank you.  I should mention -- sorry, Dr. Higgin, just before we get started, we've made arrangements -- at the end of the day I asked Ms. Lea if it would be possible to ascertain whether or not Mr. Cowan of the Ontario Federation of Agriculture could come today, just in case we are in a position to complete the proceedings today, the oral proceedings, and he is available at three o'clock.

So I think what we'll do is we'll go on with our cross, see where we are, we'll insert him in.  If we sit tomorrow or late today, fine.  We'll have to take a short interruption.  If we are -- complete the -- all cross in advance of three o'clock, then that's fine too.  Okay?  Great.  Thanks very much.

HYDRO ONE NETWORKS INC. - PANEL 4, resumed

Henri Andre, Previously Affirmed.


Stan But, Previously Affirmed.

Cross-Examination by Dr. Higgin:

DR. HIGGIN:  Good morning, panel.  Roger Higgin for Energy Probe.  I just have a couple of questions from yesterday's transcript.  The first one will be on issue 6.6, the load forecast, and then I have some questions following up on your discussions yesterday on revenue-to-cost ratios.


So I'll start with the load forecast.  And yesterday you discussed the CDM impact on the load forecast with Mr. Janigan.  And that reference was transcript volume 6, pages 79 to 80.  So I have a couple of questions.


And perhaps you can pull up Exhibit TCK2.6.  That would be very helpful just to have it in front of us so we can get some context as to what we're talking about here.


So in the context of this exhibit, when you filed your evidence, of course, the CDM target for the LDCs was not established.  In other words, of the 7,000 gigawatt-hours, you used 18 percent, and you had this discussion with Mr. Janigan yesterday, correct?


MR. BROWN:  That's correct.


DR. HIGGIN:  So could you just point to us which line -- lines, I'm sorry, on that exhibit -- the exhibit, please, that you could outline what's changed from -- as a result of the draft targets that have now been provided to you.  I think Mr. Janigan showed you those at tab 8 of his compendium.  And that's the OPA targets.  If you look at his compendium you'll see there is the LDC targets.


MR. BUT:  You're referring to the compendium, tab 8?


DR. HIGGIN:  Yes.


MR. BUT:  Dr. Higgin, as I mentioned yesterday in the compendium, tab 8, and the table on page 1, towards the end of the table you have Hydro One Networks having a target -- draft target of 1,200 gigawatt-hours for the year 2000.  And as I mentioned to you yesterday, that this is still a draft target, and OPA has not yet finalized it, and as I mentioned and testified yesterday, this 1,200, with percent approximately 17.2 percent or so, 17.1, 17.2 percent --


DR. HIGGIN:  17.2.


MR. BUT:  17.2 percent of the 7,000 gigawatt-hours.


DR. HIGGIN:  Right.


MR. BUT:  And in our CDM forecast that we use in the load forecast evidence we assume 18 percent.  We have not made any changes, because there is no evidence that the CDM target has been finalized by the OPA.


DR. HIGGIN:  So the target then is 59.8 gigawatt-hours lower than your 18 percent, correct?


MR. BUT:  If indeed the CDM target of percent in this draft document is in this final, then there will be a very small difference.  Yes.


DR. HIGGIN:  So the question that is -- are you planning to update your evidence, and if so, when will that happen?


MR. BUT:  Dr. Higgin, I would say that if and when we get the finalized CDM target from the OPA release, and then we have to look into the details, what is the difference, and then we'll decide whether there's a need to update the evidence.


DR. HIGGIN:  Right.  So for now, just for us, so that this record is complete -- you can say it's the draft -- can you update TCK2.6 to show the draft OPA target, please?  The 1,200.2.  It's actually .2.  Because I would like to have at least when we close this record to have the best numbers in here.  That's all.


MR. BUT:  Dr. Higgin, I would want to mention and emphasize that this is still a draft number, and that --


DR. HIGGIN:  I hear that, yes.


MR. BUT:  -- the draft could be revised again.


DR. HIGGIN:  I know.  All I'm trying to do is to say that evidence is out-of-date, TCK2.6.  You have updated, like anything else, updated evidence.  When you -- and so all I'm asking is simply, please update this table so that it shows the draft target.  That's per --


MR. ROGERS:  But Dr. Higgin, just a second.  Let me just find out what's involved.  It's just, it's a question of just redoing the numbers to make that assumption.  Is that fairly easy to do?


MR. BUT:  And that is very easy to do, and all we need is on the page on show on this exhibit on the screen, all we need to -- is to replace literally the number from 18 percent to 17.2 percent.


DR. HIGGIN:  Correct.


MR. BUT:  And the difference --


MR. ROGERS:  Modify the difference.


MR. BUT:  Exactly.


MR. ROGERS:  We'll do that.


MS. LEA:  J7.1, please.
UNDERTAKING NO. J7.1:  TO UPDATE THE TABLE SO THAT IT SHOWS THE DRAFT TARGET.


DR. HIGGIN:  Thank you.  So -- and I'll leave it with Hydro One to consider whether any other updates to its evidence is appropriate, depending on the timing when the CDM targets are finalized.


So that was my first area of question follow-up.  I'm now going to move on to the issue of issue 7.4.  Mostly I would think Mr. Andre, and that's the revenue-to-cost ratio material.  And perhaps as a segue into looking at this we'll just go back to some of your evidence, and then we'll go from there.


So could we turn up G1, tab 3, Schedule 1 and look at pages 15 and 16, which you describe your approach -- that's your word -- to moving out to see ratios as determined by the count.


So can you just bring out that -- and I'm really starting to look at the paragraph that starts "the approach in this application", which is further down.  There.  And then it goes on to 16.  Okay?


So it has two important points here.  One is that you're going to bring all RC ratios that are outside the upper limit of the Board range in two-fifteen, right in two-fifteen, not over five years, but in two-fifteen, correct?


MR. ANDRE:  Yes, our proposal is that revenue-to-cost ratios that are outside the Board-approved range would be moved to the Board-approved range in '15.


DR. HIGGIN:  In '15.


MR. ANDRE:  That's correct.


DR. HIGGIN:  And then the other proposal is to narrow the range from the Board's approved range, which is 85 to 115 percent, to a new range that you're putting as a target of .98 to 1.02 over the five-year period; is that correct?


MR. ANDRE:  So the .85 to 1.15 is the range for the residential classes, yes, and the proposal would be over the remaining four years of the plan, so --


DR. HIGGIN:  Yes, sorry.


MR. ANDRE:  -- in '15, and then, yes, over the remaining four years bringing it to within the 98 to 102.


DR. HIGGIN:  Just clarify now.  You just said for the residential rate, but the ratio for many other classes here, including UGE and so on, is still 80 to 120, according to the Board's range.  I find that at table 6 in that same exhibit.


So perhaps you could just explain that remark about only residential.

MR. ANDRE:  No, I was just clarifying.  You'd indicated the Board-approved range was 85 to 115, and I was just clarifying that it's different for some of the other classes, but our proposal would be that for all classes we move to 98 to 102.

DR. HIGGIN:  Okay.  So what I want to explore with you -- and this is the proposition that I'm seeking to explore, is that Hydro One may be moving too fast in its proposals for cost allocation and rate design, given the underlying average rate increase of 6.3 percent.


So there's several moving parts in this, so my questions are as follow-up to what Mr. Janigan was talking to yesterday.


For RC ratios, we've just discussed, the range is as shown on here, 80 to 120 for some and 85 to 115 for other classes.  So did Hydro One continue -- consider moving to a different level of target?  For example, as Mr. Janigan discussed with you, British Columbia, Manitoba, 0.95 to 1.05.  And did you look at that as perhaps another option?

MR. ANDRE:  So for the reasons that Hydro One has outlined in the response to SEC's Interrogatory No. 60, which is at issue 7.04, schedule 9, SEC 60, we outlined -- and in the evidence as well -- the various reasons we believe we've made improvements to the cost allocation model.  And we're following the Board direction in its review of some of its previous reviews, where -- and I believe it was brought into evidence yesterday.  Where the Board commented that they still believe the appropriate place to go is to revenue-to-cost ratio of 1, if the applicant can demonstrate that they've made improvements to their cost allocation model.


So we believe we've made a number of improvements to our cost allocation model that would merit that.


Is 98 to 102 the right number?  I believe to Mr. Janigan I indicated that if the Board feels that, yes, we made improvements but perhaps not sufficient to merit that much of a tightening, I think I indicated that 95 to 105 would certainly -- is an acceptable alternative.  Did we look at that in coming up with the rates?  No, we did not.

DR. HIGGIN:  I'm going to come to that in a minute.


So do you know if any Ontario utilities that have filed have gone to 0.98 or narrowed the range?  Let's just talk about narrowing the range, maybe not as much as you, but do you know if any of them have done so?  Have you researched that?


MR. ANDRE:  Yeah.  I didn't bring the references with me, but I do believe there have been at least three cases where the applicant sought to tighten its range.  And in those cases, I think the Board concluded that the applicant had not made -- did not demonstrate that they had made improvements, and so they didn't allow the narrowing of the range in those cases, for the reason that improvements had not been demonstrated in those particular cases.


I know there's three.  Brant Hydro, I think is one of them.  Toronto Hydro had an application where they also made that.  And I think there was a third one.

DR. HIGGIN:  Thank you.


Just to come back to the issue you've decided to move all or most, because street lighting and one or two others, RC ratios into the Board's range in 2015, and what -- did you look at the impacts of that as a single step amongst all of these moving parts, as I'll call them?

MR. ANDRE:  Yes.  I think that's a very good question, Dr. Higgin.  And I would like to take the Board to the tab where it shows what movements are made in 2015.  So that would be in the rate design tab, G1-4-1 -- actually 4-2, which is where the actual tables are.  And then if you go to attachment 1?


DR. HIGGIN:  Yes.  I think we've looked at this before.

MR. ANDRE:  I think we looked at it yesterday, but I just want to spend a little bit more time because I think it's important for the Board to understand the approach that Hydro One has used in order to be able to respond to whether they're in agreement with that approach.


You can see the revenue-to-cost ratios in column F.


DR. HIGGIN:  Yes.

MR. ANDRE:  So that's the output of the cost allocation model.  So that compares the revenues collected at current rates to the costs associated with that class, and determines the revenue-to-cost ratio.


So for 2015, you'll see the UR class is at 129, the R1 is at 123, and further down you see that the USL class is also at 124.


So those ranges, our proposal in '15 is to bring them down to the values in the next column, column G.  So the 129 comes down to 115, which is the upper end of the Board-approved range.  The 123 comes down to 115.  And the 124 down for the USL class comes to 120.  Okay?  Those all in column I, you see the revenues that have to be shifted away from those classes in order to bring you down to that range.  So 11 million for the UR, 21.6 million for the R1, and 107,000 for the USL class.


Our approach in this application, based on what has been done in prior applications, is to then start to shift the revenue to those classes that have the lowest revenue-to-cost ratio.


So in this case, we would have started with the 0.71, which I believe is the UGE class.  Yes, it's the UGE.

So we would have brought that revenue-to-cost ratio up to the next lowest one, so we would have brought that to 0.88 and said:  Okay, does that -- can we shift enough revenue by making that one adjustment?  The answer is no.


We have to then say:  Okay, well, then we'll bring both of those up to the next lowest revenue-to-cost ratio that's farthest away from 1 and see if that recovers the revenue.


In the end, you see the result in column G that the revenue-to-cost ratios for the R2 class has to be brought to 0.94, the seasonal is brought to 0.94, the GSD, the UGE, so all the classes with 0.94, that is the balancing point where all of the revenue that needed to be shifted away from those first three classes now gets distributed among the other classes.


That was the approach we took.  We didn't necessarily look at whether, by doing this, it generated impacts, more significant impacts, because, for example, 8.7 million moves to the R2 class.  That only generates a 2 percent impact.  Whereas for the UGE class, it absorbs 4.8 million and that generates a 34 percent impact.


So we recognize this resulted in significantly different impacts among rate classes, but we were following the approach that the Board has previously approved when doing this kind of adjustment.  So we want to recognize that we're following that approach, but yes, we do see that it does have different impacts on the different classes.

DR. HIGGIN:  That's for 2015, then, as you've described.  There are further changes to narrow the range to your target over the next four years.


The question I have is:  Did Hydro actually run scenarios and models that attempted to balance the competing objectives?  You know, going to the minimum system was one objective.  You know, the rate impacts at the other end, et cetera.  Did you actually run scenarios that said:  Well, if we don't do it in 2015 completely, but less, and if we don't try to go to 1.02, 0.98 to 1.02 in five years, but we'll go to 0.95, 105, did you do scenarios?

MR. ANDRE:  On the second one, the 0.95 to 105, I believe I answered that previously, that we didn't.  We felt we made the improvements to go to 102 to 98.


With respect to what happens in 2015, when it comes to cost allocation, Hydro One is neutral.  We're going to collect the revenue requirement that the Board deems appropriate for our utility in 2015, and collecting it from one class or the other class, Hydro One is neutral as to how that happens.  We are interested in doing what is consistent with prior Board policy.  So in this case -- and we had that very issue about, do you balance it, do you do this revenue adjustment to balance the impacts, or do you do it by putting it on to the classes that are farthest away from 1.


That discussion has happened in prior applications, and so we felt that going to and following the previous direction, previous policy, was the approach to take in this case, recognizing that, yes, it does have different impacts on different rate classes.


DR. HIGGIN:  Okay.  Thank you.


Could you just turn up the transcript from yesterday?  That's volume 6.  And look at page 113, where you address this question.  That's the line that says, Well, you know, we think we followed the intent of the Board.  There we are.


So my last question on this is that there are -- come back to my original proposition.  Are you going too quickly, in terms of making these changes, and could a different approach be more "reasonable".


And the question I'm -- the problem I'm having is that if anybody wants to look at the alternative approach, where is the data?  You haven't run the scenarios, you haven't filed them.  Where is the data to allow somebody to make that decision?  It's a very complicated modelling exercise with all of these moving parts.  Where is the data?  You have it.


MR. ANDRE:  I lost track of the first part of your question.  I was thinking of --


DR. HIGGIN:  All I'm saying is that there is reason to challenge the proposition that you've put forward.


MR. ANDRE:  All right.  So let's take that one --


DR. HIGGIN:  And therefore, where is the data that would allow people to propose alternatives, such as the timing of the phase-in, the RC ratio-narrowing, et cetera.  That's the issue, Mr. Andre.


MR. ANDRE:  So I agree.  I mean, cost allocation and rate design in its totality is a complex process.  There are a lot of moving parts, particularly in the cost allocation model.  That initial determination of revenue-to-cost ratio is quite complex.  There's many tabs and sheets within the model.  The methodology that's inherent in that is complicated.


But when it comes to the rate design part of it, Dr. Higgin, that tab that I took you to --


DR. HIGGIN:  Yes.


MR. ANDRE:  -- I would argue that that is where you can see the implications of what we're doing.  I mean, you can look at that tab and look at how much revenues are getting shifted on to the different classes and determine, well, if I didn't shift as much revenue, what would the impact be?  All the information you need to be able do that is on that one rate design sheet, which is not -- I mean, the concepts, if you understand the concepts of revenue-to-cost ratio and what I just walked you through in terms of those three columns, the revenues shifting to the various classes, I would argue that that particular step is not particularly complex, and I think that's where you can see the implications of doing something different with respect to shifting revenues to the different classes.


DR. HIGGIN:  Well, you used the term "Hydro One is neutral", but also the fact is that when you change the amount of revenue to be recovered from a particular rate class, it has to be recovered from others.  And so there's another set of issues there that has to be determined by somebody looking at fairness and other issues.  Would you agree?


MR. ANDRE:  Absolutely, and that's why I took the time to walk you through that table and to make sure that it's understood that there are different classes impacted, and I think the Board would take the impact -- sorry, the input from the intervenors in this application in making its decisions.


DR. HIGGIN:  Okay.  Thank you very much, Mr. Andre, for your responses, and those are my questions.  My colleague, Mr. Yauch, is going to provide a few questions, I believe, on issue 7.7.  That's the fixed charges and so on.
Cross-Examination by Mr. Yauch:

MR. YAUCH:  Thank you.  I have a compendium.  I wasn't able to print it out, because the printer wasn't behaving well this morning.


Just a couple questions on the decoupling proposal that is before the Board.  So on the July 22nd conference we asked you if the proposal did go ahead how would Hydro One deal with it, and you said that, quote:

"It would just be part of the annual process of saying, well, here's a revised rate schedule, where it's just based on a simple fixed charge."


Does your opinion on that remain the same, that it would just be a simple annual adjustment?


MR. ANDRE:  My opinion is that it could be handled as part of that annual adjustment process, and that, yes, depending on how the Board decided in its revenue decoupling -- what it decided in its revenue decoupling proceeding, that those decisions could be reflected in the rate schedule submitted as part of that annual process to look at other adjustments.


So essentially the answer would -- I would say, yes, it remains the same.


MR. YAUCH:  Because we followed up on the next page, we followed up the question, saying you don't expect this to be off-ramp, and at the time you said no.  So I'm assuming you still don't think it would be any sort of off-ramp.


MR. ANDRE:  Absolutely not.  I don't see it as an off-ramp, because this proposal would not make any change to the revenue requirement that's being collected through rates.  It would simply change the method of collection.


So to me, off-ramps, I thought, and I would -- I stand to be corrected, because I didn't develop those adjustments, but I usually think of off-ramps as something that impacts the revenue to be collected.


The annual adjustment process, we obviously -- in order to put anything that the Board decides on revenue decoupling into effect, we would need to have a mechanism where the Board is annually looking at changes, in some cases to reflect changes to the revenue requirement, but in this case, if we are to make changes to the rates themselves, there would need to be a mechanism to do that.


MR. YAUCH:  All right.  Now, Hydro One responded to the Board's decoupling proposal and I would say strongly opposed it.  Is that a fair assessment of Hydro One's response?


MR. ANDRE:  I would say Hydro One identified what it saw as some concerns for -- based on the data for its customers, some concerns with the Board's proposal, yes.


MR. YAUCH:  Okay.  If you can bring up the next page.  Actually, we can get to that, because Hydro One's main response was that basically impacts are going to be a lot larger than the Board was estimating.  Hydro One, using option one, which is just a flat distribution charge for everyone, Hydro One said 80 percent of its customers would see impacts on its distribution bill that are larger than $5, whereas the Board's figure suggested that it would just be 30 percent.


Do you think that's a fair way to describe your response?


MR. ANDRE:  Yes, certainly we were highlighting that for Hydro One the kind of impacts we saw were different than the kind of impacts that were being quoted in the Board Staff report, so, yes, we're highlighting that.


MR. YAUCH:  Okay.  So under Hydro One's current five-year application you're proposing to increase distribution rates on average 6.3 percent each year over the five years on average.  I know some rate class can have more and some less.


Now, if you go to the next page on mine, page 4, you'll see that some rates -- some rate classes -- namely, R2 and seasonal -- have distribution bill impacts that are significantly higher than 6.3 percent.  That's correct, I'm assuming?


MR. ANDRE:  Yes, that's correct.


MR. YAUCH:  Now, if we can go to page 5, the Hydro One response in its response to the Board's proposal on decoupling said that some rate classes -- again, UR, R1, and R2 -- would have some really sizable increases in the distribution bill.  Is that fair, that some would have even higher than 10, 15, and 20 percent?


MR. ANDRE:  Yes.  I mean, I'm looking at the table you have in front, and under option one for the UR class, for example, at monthly consumption of 50 kilowatt, which admittedly is not likely for a UR customer, but, you know, you're seeing bill impacts of 100 percent -- not bill, distribution bill impacts of 100 percent, 90 percent, 24 percent, even at a typical consumption level.


MR. YAUCH:  Okay.  So if we can go to page 6, please.  So Hydro One also responded in the decoupling proposal that any sort of fixed charge -- if it was just one fixed charge it would "reduce the motivation for customers to respond to conservation programs".  Is that true?  Is that still true?


MR. ANDRE:  With respect to what we said in this application, which -- or not in this app -- in comments to this report, which, as you'll recall, is 100 percent fixed charge, our application in -- or our evidence in this application shows that clearly we're not proposing to go anywhere near 100 percent fixed charge.  Right.


So with that proviso, that that is not what we're applying for in this application, I would agree that what we said in our -- we stand by what we said in the comments to the Board report.

MR. YAUCH:  If the Board moves ahead with decoupling, if we combine the fact that it could have a sizeable impact on conservation motivation by customers, and also a sizeable impact on some rate classes, if you combine those two together, Hydro One would still maintain that a decoupling proposal would not ever move to off-ramp, would not require Hydro One to totally revisit its plan?

MR. ANDRE:  If the Board made a policy decision that it directs all utilities to follow, I don't know that that debate would happen in the context of an off-ramp for a specific utility's application.


I would have thought that would be handled in the broader context of the policy, and consideration of how utilities who are midstream of cost of service application, who have IRM applications -- I mean, the Board has various mechanisms for utilities to apply for rate changes.  I would imagine that the Board policy decision would have to include direction on how the different utilities following those different paths would have to address their decision.

MR. YAUCH:  All right.  That's all my questions.  Thank you.

MR. QUESNELLE:  Thank you very much.


Mr. Buonaguro, I think you're up next for Balsam Lake Coalition.
Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  Yes.  Thank you very much.


Good morning, panel.  Michael Buonaguro for the BLC.  I can tell you upfront that 100 percent of my questions are related to the seasonal class proposal.  And I can also tell you that I am very conscious that a lot of cross-examination occurred on that issue yesterday, so what I've done for my cross-examination is gone through the transcript and picked up references where I want to add to what's already done.  Hopefully that has shortened what I want to do, but also it will be consistent with what you've already said.  I'll point to you where you've already said something so you can follow up on that.  So that's sort of how my -- it also means that my cross-examination may be a little more scattered, because I'm picking from the transcript.  So that's volume 6 transcript from the oral hearing that I'm going to be referring to a lot.


The first thing I would like to address, at page 10 of that transcript and it happens again at page 96, there is a discussion about the administrative issues related to adding a rate class, or changing or tracking seasonal class members who may not qualify for RRRP if they were embedded within the R2 class, those kind of issues.


And there was a suggestion in some of the cross-examination answers that that will be difficult or it may be an impediment to implementing a rate proposal.  And I want to be very clear with you and get your opinion on this.


My understanding is that if the Board were to, for example, require Hydro One to collapse the seasonal rate class, move the seasonal rate class members into the various residential rate classes, the urban, the R1 and the R2, which is one of the proposals that appears in the IR responses, and then also to separately track R2 customers who wouldn't be eligible for RRRP, Hydro One could do that, right?


MR. ANDRE:  Yes, we could.  It doesn't – the -- in that case, where you would -- if the proposal was to eliminate the whole seasonal class -- and I think we're on the record as to what our concerns would be with that -- the ones moving to R1 and R2, the R1 and R2, and the UR -- I think there's a very small number, though, moved to UR -- those rate classes exist, so there wouldn't be any change required there.


The seasonal that would move to the R2, we would have to make arrangements for the fact that they wouldn't be eligible for the RRRP credit, or the rural and remote rate protection credit.


And as I indicated, I think there are some administrative complexities with that, but could it be done?  Yes.  My response would be yes, it could be done.

MR. BUONAGURO:  For example, I would expect that once you've moved the R1 and the urban, formerly seasonal, customers out, what you have left in the seasonal class is the R2 seasonal members who don't qualify for RRRP, and change the title of the rate class to R2 non-RRRP and charge them exactly what you charged the R2, except without the credit, without the RRRP credit.


MR. ANDRE:  That's a good observation, Mr. Buonaguro.  I would certainly pass that suggestion on to our CIS, our customer assistance implementation team.

MR. BUONAGURO:  I'm going to put a checkmark on my list of questions here.  Thank you.


Now, at page 20 -- and I believe this is in conversation with Mr. Hurley -- there is a discussion there about how Hydro One would want to recover the full cost of service whether or not the service is used.  So basically, if I can summarize that part of the evidence, he was asking:  If I don't use the service, why can't I disconnect?  Something to that effect.


You basically said -- and what I took you to mean is that, for example, ideally Hydro One would recover the same amount from a customer whether they're using 9,600 kilowatt-hours per year, which is an example.  I think that's one of the thresholds for the 11,000 that are moving.  You want to recover the same amount of money going from them, just as you want to recover from if they're not actually using the service at all throughout the year.  They're on standby for a whole year.  You still need to recover the cost of the service, right?

MR. ANDRE:  So I believe what I said was that for a typical customer in a given class, we would want to recover the costs of serving them, of serving a customer in that class from them over the whole year.


I don't think I was speaking about individual customers, because we recognize that individual customers have differing consumption levels.  But if you look at -- the numbers that I quoted was for a typical seasonal customer, consumes around 400 kilowatt-hours.  If you look at the total revenue recovered from that typical seasonal customer, it recovers the cost of serving all customers in the seasonal class.

MR. BUONAGURO:  Page 20, you say:

"So there may not be any consumption if you're not using the cottage, but all of the poles required to support the conductors that deliver electricity to that cottage when it needs it are still there in the summer."


And I'm going to go on from that.  Because of that, you want to recover whether they're a consumer or not?


MR. ANDRE:  Yes.  And I obviously should have said in the winter, because they are there in the summer.  But what I should have said there was even when that cottage, if the cottage is not used in the winter, the poles are still there, to be used to serve them, so...


MR. BUONAGURO:  Vice versa if it's a ski chalet?  It's not there in the summer, but there in the winter?

MR. ANDRE:  True.

MR. BUONAGURO:  We don't know which one it is in a particular case, but one or the other.


And at page 88 -- and you can tell this is where Mr. DeRose was in between these two cross-examinations -- at page 88 -- and I think this is maybe what you were referring to -- you talk about you want to recover about the same from each average customer in each class, and you talk about how the average customer from each class recovers around the same amount.  I think it's around $600 per year.  Do you remember that?

MR. ANDRE:  Yes.

MR. BUONAGURO:  But you would agree that -– and I think this is where -- I'm sure this is an example you've been presented with a few times.  You would agree with me that if you have two customers on the same road with the same service and using the same volume per year, kilowatt-hours per year, and then average monthly would be the same, obviously, and one was R1 and one was seasonal, they would have drastically different annual recoveries, right?  You would be charging the seasonal much more than you would be charging the R1, even though they have the same consumption and the exact same service; that's true, right?

MR. ANDRE:  So your premise is both customers are using the same volume?


MR. BUONAGURO:  Yes.


MR. ANDRE:  If they're using the same volume, yes, I agree the rates for seasonal customers are higher, particularly the volumetric rates.  So if they were using the same volume, they would pay higher.


But, again, for the average seasonal customer -- and the rates are set for the class as a whole -- the average seasonal customer would not be using the same volume over the year as a year-round residential, which is why the rates need to be higher for the times that they are there, in order for the recovery of costs over the whole year.

MR. BUONAGURO:  I'm not talking about the average; I'm talking about actual customers, side by side –- hi, neighbour, how you doing -- and they have the exact same service and they have the exact same consumption, and they're getting charged drastically different rates.


That's going to happen if in one is R1 and one is seasonal?


MR. ANDRE:  Yes, that will happen.

MR. BUONAGURO:  Thank you.


And my understanding -- and I'm going to refer to page 80 to 90 from the discussion of this from yesterday, but my understanding, generally speaking, is the reason that happens is there's always a disparity in recovery based on the fact that there are low-volume customers and high-volume customers in rate classes, and inevitably the low-volume customers, because you're charging on at least a partially volumetric basis, the low-volume customers end up being subsidized by the high-volume customers, right?  That's what happens in rate design when you have volumetric rates?


MR. ANDRE:  That's correct.

MR. BUONAGURO:  In the seasonal class in particular, because there is lower overall volumes, the rate -- the disparity between what the low- and the high-volume users are being charged ultimately based on consumption can be very large.


MR. ANDRE:  Given the rates that Hydro One has currently in place and been charging historically, I would say, yes, in large part because the fixed charge for the seasonal class is currently quite low.  In fact, the fixed charge that they pay now at about $19 per month is the same fixed charge that was in place more or less in 2008.


So for the last six years practically all of the increases in the revenue requirement that Hydro One has sought in its 2008 cost-of-service application, its 2010 cost-of-service application, and then to a lesser extent in its IRM applications.


But those revenue requirements have all been recovered via increases to the variable charge.  So the fixed charge has stayed at that very low level, which has exacerbated the differential in the seasonal class between what high-volume and low-volume seasonal customers pay.


MR. BUONAGURO:  Thank you.  And that's an issue.  I haven't got a problem with it.  That's an issue with volumetric design, rate design, in general.  Every rate class that has volumetrically based rates are going to have this problem to some extent unless -- and then the only examples I can give -- unless the volumetric charge is strictly based on actual volumetric costs, which isn't the case in Hydro One's rates, right?


MR. ANDRE:  Yes, that's correct.


MR. BUONAGURO:  Or if you go to a fixed charge, like the revenue decoupling consultative -- I don't know what it's called.  The revenue decoupling proposal would suggest.  If you go to 100 percent fixed charge you don't have this problem anymore.  Everybody pays the same within the rate class.


MR. ANDRE:  Right.  But then you create a whole other series of problems, as we addressed in our comments to the Board report --


MR. BUONAGURO:  So my understanding -- and I was happy to hear some of that this morning -- part of the reason to have volumetric rates, at least in theory, is to encourage conservation, because you have -- there is an opportunity within your distribution charges to save some money if you cut down your consumption.  That has nothing to do with cost allocation.  That's an incentive to reduce your usage, your consumption.  I think that was the example you gave, or it was the example --


MR. ANDRE:  That was the example that was quoted, and I would say -- and I think our evidence probably reflects that.  Keep in mind, however, that distribution, you know, typically represents 30 percent of the bill, and right now, even under the current fixed variable split, 40 percent of that is already recovered via fixed charges.


So with that proviso that distribution is a relatively small portion of the total bill that's tied to volumetric consumption, but I think directionally you're correct.


MR. BUONAGURO:  Thank you.


My point is that the fact that that volumetric charge exists still to this day is not a cost allocation or rate design issue.  That's more a policy issue about the -- why would we want some of the charge to be recovered volumetrically.  And I don't want to get into the details of that, but it's -- the fact that there is a revenue decoupling proposal out there suggests that we're maybe moving away from that, or we could move away from that policy decision.


MR. ANDRE:  Yes, I would agree, given that there is that policy review, we might be moving away from that approach.


MR. BUONAGURO:  Thank you.  Thank you very much.


Now, from page 91 to 92 of the transcript you seem to suggest -- I'm going to -- I keep saying "you", because that's how I wrote it.  I can't remember specifically if it was you or Mr. But, but I'm assuming it was you -- seem to suggest that you're not establishing the seasonal rate class on the basis of residency criteria, even though the only criteria for the class is residency.  Rather, you are establishing the class based on common consumption patterns.  That's how I read that.


MR. ANDRE:  Then I --


MR. BUONAGURO:  I can just --


MR. ANDRE:  -- wasn't inadequately clear in my explanation, because --


MR. BUONAGURO:  I'm glad I followed up, thank you.


MR. ANDRE:  -- the seasonal class is clearly tied to residency criteria.  Where we're moving slightly away from that is in those 11,000 that we're proposing to -- the high volume, very high volume, seasonal customers that we're proposing to move into either the R1 or R2 rate classes.


For those we've sort of gone beyond the residency criteria and we're looking at consumption patterns and overall consumption over the year.


So it's just for those 11,000 where perhaps --


MR. BUONAGURO:  Okay.


MR. ANDRE:  -- that comment should have -- if it doesn't, that's what it should have referred to.


MR. BUONAGURO:  Okay.  So conceptually what I'm hearing is you end up in the seasonal class based on residency criteria, and I don't want to go through all that, because that was gone through a couple times, but the residency criteria, correct?


MR. ANDRE:  Okay.  That's --


MR. BUONAGURO:  Yeah, I --


MR. ANDRE:  -- I recollect now, yeah --


MR. BUONAGURO:  Yeah?


MR. ANDRE:  -- so -- and I think what the discussion was, that that residency criteria really aligns with -- so what we found is that seasonal customers have that sort of -- a different load profile and a different consumption pattern, and so, you know, for historical reason and other we have defined the class based on residency in recognition of the fact that seasonal customers have a distinctly different profile.


So the underlying cost causality principle is that they have a different load profile, a different consumption pattern, and that's why they're recognized as a separate class.  The practical way of identifying the customers with that pattern is based on residency criteria.


MR. BUONAGURO:  Okay.  So that's -- the residency criteria puts them in the class based on these sort of assumptions about consumption.


MR. ANDRE:  Correct.


MR. BUONAGURO:  But then you've gone and taken out 11,000 based on actual consumption data, right?


MR. ANDRE:  That's our proposal.  It is our attempt to balance the feedback that we've heard.  I think Hydro One would accept that if that -- the Board does not consider that to be reasonable.


You know, I know I've heard from intervenors that they don't really feel that that proposal to move the 11,000 is going to give them what they need, so we're in the hands of the Board, in terms of whether they feel that's an appropriate step to take.


We would certainly be -- the status quo approach to our seasonal class we think is fine.  We think this proposal to move the 11,000 addresses some of the concerns, but we're in the hands of the Board.


MR. BUONAGURO:  Thank you.  My point was that the residency criteria puts people in the class in the first instance.  You've taken people out of the class based on consumption data, right?


MR. ANDRE:  Yes, that's correct.


MR. BUONAGURO:  And the people who are left are still only in that class based on the residency criteria, right?


MR. ANDRE:  That's correct.


MR. BUONAGURO:  And would you agree with me, for example, that -- well, generally speaking, you have lots of different consumption patterns within the seasonal rate class based on the nature of what you say are the seasonal customers.  So for example, I think we talked about the difference between a cottager who's using a summer cottage, and let's assume that cottage is air-conditioned, so presumably they're using -- a lot of their annual consumption is centred around the summer months, possibly, at the peak, versus a ski chalet, who is heated -- which is heated by either gas or some non-electric source, who's only really occupied in the winter.


Those two examples, probably the extreme examples, would have drastically different consumption patterns, but they are both collected in the seasonal rate class by virtue of the residency criteria, correct?


MR. ANDRE:  Yes, I would agree that within that class would be customers with potentially quite varying consumption, but the class as a whole has a very distinctive load profile and, as a whole, from the year-round residential class.


MR. BUONAGURO:  But that -- well, for example, you take the 11,000 customers out based on their consumption data, and the remaining load profile for the seasonal class changes, and the load profile for the residential classes that those 11,000 customers go into, that load profile changes as well, just because you're moving actual consumption between rate classes.  That's necessarily true, correct?


MR. ANDRE:  I would argue the load profile -- and I stand to be corrected by Mr. But if he feels it's necessary, but I would argue that the load profile for the seasonal class would probably notably change as a result of removing those 11,000.


I don't believe the load profile for the residential classes that they move into would change, one, because, you know, they represent a relatively small number, 6,000 customers in an R2 class that already has 300,000 in it.  And secondly, part of the reason they're moving to that year-round residential is because they have a load profile very similar to that of the residential class that they're moving into.  So I would -- yes and no to your answer --


MR. BUONAGURO:  There's an impact, but it depends.


MR. ANDRE:  Yeah, I would say there is an impact on the seasonal profile, but not a significant impact of only moving that many of the 11,000.  I think if you moved all seasonal customers, I think there -- then there is a potential for impacting the load profile of the year-round residential classes into which those seasonal customers move.


MR. BUONAGURO:  I'm going to refer -- I'm not sure you have to turn it up, but you can -- G122, slide 10.  This is the presentation, I think, that was given I think to the focus group.  And I only refer to it because that particular slide summarizes what the focus group was told about reason number one as to why seasonal ratepayers as a group had to pay seasonal rates as opposed to other rates.


Basically, it refers to the costs relating to the infrastructure, poles, conductors, submarine cables, et cetera, geography, forestry, lake service remote access, environment and maintenance.


All of these are location-based reasons why seasonal rates are higher than normal, or higher than other rates --


MR. ROGERS:  Could you slow down for a moment?  Let's get this up so we can all follow this.

MR. BUONAGURO:  Sorry.  I'm lightning fast.

MR. ROGERS:  I ask my friend, Mr. Chairman, what page is this on here?

MR. BUONAGURO:  It's on page 29 of 520 of consolidated Exhibit G.  It's on the screen.


MR. ROGERS:  Thank you.


MR. BUONAGURO:  That's it.


So when the company is explaining through the focus group why seasonal rates are higher, reason number one is -- I'm going to paraphrase here -- you guys live out in the middle of nowhere and infrastructure to serve you costs more than it would a normal, quote-unquote, residential customer.  That may be a little bit of hyperbole, but that's basically it, right?


MR. ANDRE:  Yes.  For all customers within the seasonal class as a whole, yes, that's what we're suggesting there.

MR. BUONAGURO:  I understand why you said as a whole, because we know from other interrogatories you were asked -- and I don't have the cite handy, but in one of the interrogatories you were asked to map out the seasonal class members into R2 and R1 and urban, based on their actual locations, right?


And you were able do that because you have that information; correct?


MR. ANDRE:  Correct.  Correct.

MR. BUONAGURO:  So the irony being now is that the seasonal rate class, which is supposed to capture specifically location-based rates, is the one residential rate class where there is no distinction between people who are living in what I would call an R1 location or type of location, the R2 type of location, and the urban location. It's the one residential rate class where the people who are living in R2 and have neighbours who are -- sorry, in R1 class density zone, where their neighbours are getting –- I think the weighting density factor for R1 is 1.9.  Does that sound right?


MR. ANDRE:  Sounds about right.

MR. BUONAGURO:  Their neighbours are being weighted on a cost allocation basis based on location at 1.9, and then you have R2 customers and R2 seasonal customers who are getting a different weighting.  So I think the density weighting for seasonal was 3.9 or 3.6?


MR. ANDRE:  Six, I think it is.

MR. BUONAGURO:  Yeah.  I got a little jumbled here, but everybody in seasonal is being weighted at 3.6, even though you know, based on the density study, that a lot of those customers would be R1 based on location, and that would at attract a 1.9 weighting.  And a lot of those customers would be R2, which would attract a higher -- 4-something, I believe -- weighting, right?

MR. ANDRE:  Yes.

MR. BUONAGURO:  Right.  I don't understand -- I understand why you say and why the caveat is always as a whole it reflects location.  And that's reflected in -- I think you call it an interpolated density factor of 3.6.


MR. ANDRE:  Correct.

MR. BUONAGURO:  But really what's happening is you have a whole whack of customers who, if you were to look strictly at their location, would attract a density factor of 1.9, combined with a whole whack customers who should be in R2, on purely a location basis, which is a much higher density factor, which means that from a location-based perspective, the people who should be in R1 are subsidizing the people who should be in R2 on the -- within the cost allocation exercise.


MR. ANDRE:  And I don't know to what extent those issues were already explored, Mr. Buonaguro, when -- in the 2008 cost of service application, the amalgamation of those two classes.  And I think we went over this yesterday from a question from Ms. Girvan.  That we used to have what we called an R3, which was an in-town seasonal customer class, and an R4, which is a rural seasonal customer class.  And at the time, those were amalgamated as part of our 2000 application.


I would expect that some of those issues would have been explored and the decision to amalgamate the class was, at that time, considered appropriate.

MR. BUONAGURO:  True.  It was amalgamated at some point.  I personally don't know the details, sorry.  I'll take your word for it.  Hopefully you remember better than I do.


But since then, you went and did a density study, right?

MR. ANDRE:  Yes, but even at the time there were already some density weights in there.  I think they've been improved and refined as a result of the density study, but even at that time, there were already, I think, density distinction between those classes.


MR. BUONAGURO:  So the density -- I'll call it your density evidence in general.  Your approach to density has been improved and refined since the last time you were before the Board, right?


MR. ANDRE:  Yes, I would say that's correct.

MR. BUONAGURO:  Right.  And it's been applied to residential customers who would fit into the new urban class, right?


MR. ANDRE:  It has been applied to all residential, yeah.


MR. BUONAGURO:  But it hasn't been applied to seasonal even though you have the information, which is what allowed you to map theme them into the R1, R2 and urban classes?


MR. ANDRE:  As you indicated, for seasonal class what we took into account was the weighting of those seasonal customers that are in the sort of R1-type density zone and the seasonal customers that are in the rural density zone.  So the factor that's used for the seasonal class takes into account that there are customers in both of those areas.

MR. BUONAGURO:  But the result that the customers from the seasonal class -- sorry, within the seasonal class, there's not only the issue of subsidization on the basis of volume, so low-volume seasonal class members being subsidized by high-volume seasonal class members, but you also have a subsidy in the cost allocation aspect of the rate, because you have customers who would be in R1 normally subsidizing customers in R2 normally based on location.  They are now both paying in their rates the weighted -- sorry, the average cost allocation based on location, even though seasonal rates are specifically designed to capture location-based cost differentials; that's all true, isn't it?

MR. ANDRE:  Yes.  I would agree that they're -- within the seasonal class, there are higher density and lower density customers within the seasonal class, and there would be some cross-subsidization within that class as a result.

MR. BUONAGURO:  Thank you.


You gave an undertaking yesterday, Undertaking J6.3.  And I don't think it's presented; I'm not suggesting it should have been.  I don't know if it was you or Mr. But, maybe, but it had to do -- based on consumption.  Do you recall that undertaking?  It's on page 95 of the transcript.

MR. ANDRE:  Sorry, Mr. Buonaguro, you were speaking and I apologize, I wasn't necessarily listening to your question.


Because it was occurring to me that the other thing that I wanted to add to the previous response is that I think some form of cross-subsidization within classes is inherent in the rate design and rate classification process.  So I think what you're speaking to exists to some extent in all rate classes.


So I was thinking I should have made that point for the benefit of the Board.  So I didn't hear your question, if you wouldn't mind repeating it.

MR. BUONAGURO:  Sure.  I just wanted to ask a couple questions about Undertaking J6.3, which hasn't been produced yet.  It's about the nature of the question.


So that's page 95 of the transcript if you want to see the description.  I'll read it in the record.  It was:

"TO PROVIDE A CHART COMPARING A LOW CONSUMPTION LOAD PROFILE OF A SEASONAL CUSTOMER ON AN ANNUAL BASIS COMPARED TO A SIMILAR LOW CONSUMPTION URBAN RESIDENTIAL CUSTOMER."


My understanding from the discussion around that undertaking is that you're going to pick the low -- a low-consumption seasonal customer, you're going to page a similarly low-consumption residential customer, and compare their actual load profiles to show that even though their consumptions are similar over the year, their load profiles are different.  Is that what that undertaking is --


MR. ANDRE:  I'll let Mr. But respond to that.

MR. BUT:  That's correct.

MR. BUONAGURO:  Presumably, you could -- I'm going to pick a number at random –- you could pick five different urban customers with five -- with similar annual consumptions, and find five that have different consumption patterns, based on when they actually consumption electricity, right?  You can do that?  If I asked you to find five completely different or materially different consumption patterns within the urban class, you could do that?


MR. BUT:  What we are planning to do, Mr. Buonaguro, in this case is I have already asked staff to do the tabulation so I can talk about what we have tabulated so far; haven't submitted, but is in the work of being prepared.


We have a sample, about over 50,000 urban customers, urban residential customers, as well as at least 4,000 seasonal customers, all with monthly consumption less than 250 kilowatt-hours.

MR. BUONAGURO:  Right.


MR. BUT:  So this definition I think will satisfy the so-called low-use consumptions, and we will take the average of these two groups to combine and compare their load profile.



MR. BUONAGURO:  Okay.  So you're actually -- you're not providing it for single customers.  You're providing it --


MR. BUT:  No, no, we are not providing a -- in this case we are looking into 50,000 customers.  I'm not providing 50,000 graphs.  As agreeing yesterday undertaking, I'm only providing summary charts comparing the consumption of the urban residential and the seasonal customer with the load consumption use.


MR. BUONAGURO:  That's not my undertaking.  I wanted to clarify that.  I would like an undertaking for 50,000 graphs -- no, I'm just kidding.  You almost offered.


Okay.  So -- but the point being the clarification for me that's actually -- it's going to end up being an average low -- load consumption -- an average load consumption in the two rate classes.


MR. BUT:  Yes, but the average, just like any other, is a group of load shapes, and -- but that group load shape will show the difference consumption pattern between these two group, meaning that the seasonal customer will be using the consumptions primarily during the summer months, and for the other urban residential customer the same load consumption volume, they will be using that on a much more -- on a monthly basis, on the evening.


MR. BUONAGURO:  But you could actually come up with a different average, for example the seasonal, you could pick up an average of the customers who used the electricity mostly in the winter too.  If you picked the right customers.


MR. BUT:  But then this -- we -- but this require a full examination of each individual customer profile in order to identify who is using more in the summer months and who is using more in the winter months, so --


MR. BUONAGURO:  I understand you don't want to do that, right?


MR. BUT:  This is a very complex exercise.


MR. BUONAGURO:  Right.  Thank you.


Exhibit I, tab 702, or 02, sorry, Schedule 10, CCC 32 is an interrogatory response.  So it's -- I'll give you a chance to pull it up.  If you need the cite again you can ask.


So it's -- very good.  So that's -- this interrogatory -- in this interrogatory Consumers Council of Canada asked you, if your seasonal class rate proposal is turned down by the Board, what's the alternative proposal from Hydro One, right?  And the answer was that you would propose the amalgamation of the seasonal customers with the other residential rate classes as per the scenario -- a little bit of paraphrasing, but as per the scenario described in the response to the interrogatory, the Exhibit I, tab 7.2, Schedule 1, staff 94, right?


MR. ANDRE:  No, Mr. Buonaguro, I would not agree with that.  If the Board felt that our proposal -- so remember, our proposal is the moving the 11,000.  If the Board felt that that proposal was inappropriate, our position would be to remain with the status quo seasonal definition.


What this question asked was, if the Board ordered the elimination of the seasonal rate class, which again we're on the record of -- we have a number of concerns with that.  If they ordered the elimination, what would you do.  And the response is, okay, well, if we couldn't have a seasonal rate class, then, you know, in absence the only thing we could do at this point, given the existing rate classes and the definitions that we have, would be to move those seasonal customers into either the R1 or R2 class, depending on where they're located, but that's only if we were ordered to eliminate it.  That wouldn't be our recommendation if the Board didn't think that the proposal of moving the 11,000 is appropriate.


MR. BUONAGURO:  I'm going to suggest humbly that you may have misread the question then.


MR. ANDRE:  Oh.


MR. BUONAGURO:  Because it says:

"If the Board were to order Hydro One Networks to eliminate its seasonal rate classification as it now stands, what would Hydro One Networks consider to be the most appropriate alternative rate proposal?"


And maybe I'm reading too much in the question, or maybe you're not reading enough into the question, but I thought that the question was asking, well, if what you're proposing for seasonal class is not accepted, what are we going to do?  And I thought it was a little more open, that, but you took it somewhat differently, so --


MR. ANDRE:  Right.  And I would say -- and you repeated yourself again.  You said if what Hydro One is proposing is not accepted.  And again, what Hydro One is proposing is moving those 11,000 out into the residential classes.  And if that is not accepted, then our recommendation would be to maintain the status quo.


I don't think I'm misreading the question, because on line 11 of this interrogatory it very clearly says "if the Board were to order HONI to eliminate its seasonal rate classification", and then it goes on to say, what would you do, and if we were ordered to eliminate it, then, yes, I think the only option to us available at this point would be to move them to the R1 and R2.


MR. BUONAGURO:  I'm glad I asked you, because I -- however I thought I understood it and however the -- whatever the question was actually asking, your answer is very clear now.  Thank you.


I would ask you this, though.  So presumably you can propose to do the amalgamation that's set out in Schedule 1, Staff 94 as a response to the elimination of the seasonal rate class, because there is nothing fundamentally wrong from a cost allocation or rate design perspective with that proposal.


It may not be what you propose in the first instance for a variety of reasons.  There may be other options.  But there's nothing fundamentally wrong with it.  Otherwise you wouldn't propose it as an alternative.


MR. ANDRE:  Right.  I think we propose it as an alternative because it's something that could be accommodated by the cost allocation model.  You create the new load profiles, you move the customers into those classes so it can be accommodated by the model.


In terms of is there something fundamentally wrong with it, I would argue that, yes, you know, it is not consistent with cost causality bringing those seasonal customers in.  For example, one of the effects that it has is that you bring those into the residential classes, it lowers their overall consumption, and so when you take the minimum system into effect it pushes costs over to the general service classes, in particular the general service demand classes.


So it's -- you know, it results in some shifting of costs to other classes by amalgamating these customers with notably different consumption patterns and which rate design and cost allocation principles would say should pay a different cost to serve.


MR. BUONAGURO:  Well, I was going to ask you about that, and you have that discussion with Ms. Girvan at page 124 and 125 of the transcript about the impact of moving seasonal customers out of the rate class, either collapsing it or something less than that, and you talk about the impact on, I think it was the GSE class in particular.  And I was going to ask you -- and I'll do it now -- anytime you reconfigure or realign rate classes, anytime you move customers or significant numbers of customers from one rate class to another, this is going to be an issue.  You're going to have to rerun the cost allocation model, and it's going to come up with in most cases different results for all the rate classes, right?


MR. ANDRE:  Yes, that's true, you change the information for one class -- in particular what you'd be changing is the load profile, so the NCP allocation factors that are within the model, and then the minimum system adjustments that are made within the model result in differences in costs allocated across all classes, yes.


MR. BUONAGURO:  So that's an issue -- and my understanding is you made a number of rate class alignment proposals in this area, in this application?  There's movement amongst classes, right?  It created new --


MR. ANDRE:  Yes, yeah, as a result of the rate class review, yes, that's right.  We're moving a number of customers to different rate classes to align with their -- where they are located in different density zones.


MR. BUONAGURO:  And so all of those proposals to some degree or another have impacts on all the other rate classes in the same way, because of moving customers back and forth.


MR. ANDRE:  Yes, but in this case the movement back and forth is to align with the definitions that have been approved by the Board, and the fact that we now have a GIS -- graphic information system -- tool and the information to allow us to better identify, you know, where those customers are in groups of 100 or groups of 3,000 and have customers per kilometre of line at those approved definition values, which you'll recollect is 60 customers per kilometre of line in an urban area and 15 customers per kilometre of line in a small town setting.


So now we have that information, so those adjustments that we're making on the rate class review are to align with the –- to provide a better alignment with the definitions that the Board has approved for those rate classes.


I would characterize that as different than what we're proposing on the seasonal class.

MR. BUONAGURO:  Let's assume that you are ordered to eliminate the existing seasonal class, and the alternative proposal goes through.  So you end up implementing alignment in accordance with schedule 1, Staff 94, which is essentially putting R1 -- eligible seasonal customers into the R1, the urban eligible seasonal customers into the urban and the R2 seasonal customer into R2.  I want to talk about whether there are advantages of doing that.


We discussed earlier the scenario where you have an R1 customer, an existing R1 customer living next door to an existing seasonal customer, and then being allocated different costs as a result of the cost allocation that applies to the two zones.  So I'll use the density factors as an example.


The R1 customer is attracting costs on a density factor of 1.9.  The next-door neighbour, who happens to be  a seasonal customer, is being allocated costs on the basis of a 3.6 density factor, even though the data would suggest for him specifically it should be 1.9.


That problem goes away, that inconsistency goes away if you collapse seasonal rate class into the -- as per Interrogatory No. 94, doesn't it?

MR. ANDRE:  No, I would argue that the problem doesn't go away, because -- so take that scenario.  So that customer now with the cost to serve, you say, you know, is about similar, but they are a seasonal customer.


So over the year now, that seasonal customer will consume -- let's take -- if we use the Board values of 800 kilowatt-hours per month for a typical year-round residential and the value of 400 kilowatt-hours per month for a typical seasonal, which we indicated before, that customer right beside the year-round residential over the year would end up paying half of the costs of the year-round residential customer right beside him.


So I would argue that over the year, the one customer now pays a lot less than the customer right beside it, for having those facilities available to serve them.

MR. BUONAGURO:  But that's true even if there are two existing R1 customers and one R1 customer has twice the consumption of the other?  That has nothing to do with being seasonal?


MR. ANDRE:  Except that seasonal customers on average, we know consume around 400, whereas an R1 customer on average consumes around 800.  And there is some variation, but typically for the class you don't see the variation or the distinction in load profiles and consumption patterns that you see between a seasonal and a residential.


Yes, within that residential there is a small band of variation.  And within the seasonal, I would argue maybe there is a larger band of variation, but their starting points are considerably different in terms of overall consumption.


MR. BUONAGURO:  But there are customers in R1 at all consumption levels, right?  I think you have a list in one of the interrogatory responses that goes:  These are the customers that are zero to 100, these are the customers zero to 200, and so on.


MR. ANDRE:  Right.  And I think if you went to that interrogatory, you would see that figures like 88 percent or higher all consume more than 500 kilowatts and about 20 percent would consume less than 500 kilowatts, where if you look at that same chart -- and I know the IR you're referring to, because I did the math on it -- if you look at the seasonal class, you'd see the reverse.  You'd see 80 percent of customers consuming less than 500 and 20 percent consuming more.


So there is a distinct difference in the consumption patterns of year-round residential versus seasonal.

MS. LEA:  Could you please give us the number of that IR?


MR. ANDRE:  Sure.  Let me see if I can -- I know it's a FOCA one.  Bear with me.  I think it's important -- here we go.  I found it.  So it's tab 7.01 and schedule 8, FOCA 3.  All right.


So if you picked -- it's on the screen now.  So if you did the math on the consumption below 500, so those first four rows that are below 500, and then the remaining three rows are above 500, what you'd get is for R1, you have 19 percent below 500, 81 percent above 500.  For R2, you have 12 percent below 500, 88 percent above 500.  UR, it's 25 percent below 500, 75 percent above 500.  And then for the seasonal, you have 78 percent below 500 and only 22 percent above 500.


So I think they're distinctly different.  I would also -- when you were in your preamble to this question, I noted it down because I wanted to get this on the record as well.


You said if the Board doesn't accept your proposal, then the alternative proposal -- you said the alternative proposal is described in Staff 94.


The proposal described in Staff 94 is the no seasonal proposal that Mr. Buonaguro has been referring to.  But the -- there is also on the record, on FOCA 6, what we would consider an alternative proposal, which is the status quo.


And I think we had some discussion yesterday, and I think there's -- not an undertaking, but we had discussion on FOCA No. 6 that talks about what the rates would be under the status quo scenario.


So I would suggest to the Board that there isn't just one alternative to what we've proposed.  There's information on remaining in the status quo and eliminating seasonal altogether.

MR. BUONAGURO:  I'm sure there's going to be a lot of proposals by the time we're through.  I was focused on this proposal and what the implications might be.  But thank you.


I would suggest, though, what you've just described to me isn't a problem with the cost allocation; it's a problem with the resulting -- or perceived problem with the resulting rate design, because of the volumetric implications of adding low-volume customers next to high-volume customers, right?  It's a rate design problem that stems from the problem you were talking about, or the issue we're talking about, which is maintaining volumetric rates within the rate design?

MR. ANDRE:  Yes.  The volumetric rate component does contribute to that difference, yes.

MR. BUONAGURO:  Now, at page 133 of the transcript, you talk about the revenue decoupling proposal.


And this is with Ms. Girvan, and she was suggesting something about -- I think she was suggesting a proposal.  And I can't remember the specifics, but it had to do with reducing the fixed charge as a solution of some sort.  Do you recall that?

MR. ANDRE:  Yes, I recall.

MR. BUONAGURO:  And part of your response was:

"So I would see this as certainly going contrary to the revenue decoupling proposal that the Board is looking at right now, that's proposing to increase -- or not increase, but to change the rates for all customers to 100 percent fixed basis."


So if you go back to the 96 or 94 -- or the IR 94 proposal, which is all the seasonal class members are collapsed into the existing residential classes, the UR, the R1, the R2, and at the same time, or eventually, the Board decouples rates and goes to 100 percent fixed charge, and you come back to that scenario where you have customer one next door to customer number two and they're being allocated the same cost because they're both now in R1, and now they're both being charged 100 percent fixed charge so it doesn't matter what consumptions are –- they're being charged exactly the same -- from what I've heard, that suggests to me that that might be the ideal from a cost allocation and design rate perspective, because now you're specifically allocating the costs as specifically as you can to those two customers, and rightly so.  They should be identical, or at least near identical.  And now you're also recovering exactly the same from both those customers regardless of their consumption, assuming that the reason that we're going -- or that there is a proposal going to a 100 percent fixed charge is that there's no material cost being allocated on the basis of kilowatt-hours, pure kilowatt-hours.


Isn't that an advantage of that proposal in a scenario where there's fixed charge, 100 percent fixed charge?

MR. ANDRE:  The situations you describe for seasonal customer adjacent to an R1 customer, yes, I would agree that that would resolve the issue that you were talking about.  Recognize, of course, that for those customers moving to the R2 class, they're -- you know, if we went to an all-fixed-charge number -- and I don't have our submission to the Board -- actually, I think there was an IR from -- I don't know if it was from Energy Probe -- that asked us what would the -- if you went to an all-fixed-charge what would it look like, and for the R2 customer I know it's somewhere in the $60 per month, so for at least half, if not more, of the seasonal customers that would be moving to the R2 class, their $19 per month fixed charge would now go up to 60-plus dollars per month, so it would have a huge impact on the R2, but I agree that it would eliminate that disparity in the bills that you see as a result of -- you know, as a result of the volumetric component of the charge.


MR. BUONAGURO:  Right.  And when we're talking about the impacts, you're talking about the impact of going from a rate which is split between fixed charge and volumetric charge to a rate which is 100 percent fixed charge and certainly eliminating any issue about cross-subsidization between members within the rate class based on volumetric use -- the consumptions, that's why that happens.  You're eliminating the volumetric subsidy.


MR. ANDRE:  Right.  Exactly.


MR. BUONAGURO:  And when we're talking about the impact, we're talking about the initial impact of going from customers on the low end of the consumption rates, going from being subsidized to now paying what some people may argue is the true cost of distribution?


MR. ANDRE:  Yeah, so -- but again, so what you're --


MR. BUONAGURO:  (Inaudible)

[Laughter]


MR. ANDRE:  -- what you're going -- what you're also going from is, you know, that one customer, that cottager that uses his cottage in the summer for two or three months, you know, has maybe a functioning toilet, a couple lights, paying the same as that Muskoka cottage that has, you know, two boathouses and the spas and the pools and all that.  I mean --


MR. BUONAGURO:  Well --


MR. ANDRE:  -- that's part of the issue as well with going to a single fixed charge.


MR. BUONAGURO:  But at the beginning of the cross-examination yesterday, when you were asked, why can't I just disconnect if I'm not using the electricity, you were very clear.  The distribution system is in place to serve you at your beck and call, and there's a cost to that, and that's at least a lot of that cost that's not being picked up in the volumetric charge because people aren't using enough energy to make up their share.  That's part of it.


MR. ANDRE:  Yes, that's part of it, and I think that's why we are making the recommendations that we are, which is, move that fixed charge to that minimum system value, which is the amount of money that the Board model says you need to recover in order to cover those base costs of having those assets and conductors in place.  That's the whole purpose of that minimum system charge, and Hydro One's proposal would be, by all means, let's move to that number.  We're not moving all the way for the seasonal class at this point, again, because we're concerned about the impacts that it has doing that jump all in one go, the impacts that would have on the low-volume consumers, but that's why we believe moving to a fixed charge that's tied to that minimum system level, because it's that minimum system level that provides those base assets and the costs that I was saying to Mr. Hurley need to be recovered from all customers regardless of whether they're there or not.


MR. BUONAGURO:  So when you talk about those types of impacts and issues, I would consider those -- and perhaps you would agree with me -- those are transitional issues, when you're transitioning from one point to another -- to a perceived end point, and it's going to -- because of the rate impact of doing that, you're going to smooth it over time.  You still have -- the end point is still --


MR. ANDRE:  The end point is still, we believe --


MR. BUONAGURO:  (Inaudible)

MR. ANDRE:  -- a minimum system level, not 100 percent fixed charge level.


MR. BUONAGURO:  I have about five minutes, but I also have something I would like to talk to my clients about before I ask a silly question, so...


MR. QUESNELLE:  Suggest a break now?


MR. BUONAGURO:  Yeah, I thought that might be appropriate.


MR. QUESNELLE:  Yes, we can do that, Mr. Buonaguro.


MR. BUONAGURO:  Thank you.


MR. QUESNELLE:  One thing just before I forget.  Energy Probe, you have had a virtual compendium for us.  I take it it's coming.  If we can just remember to give that an exhibit number.  We haven't printed off hard copies yet, but if you could, and we can get an exhibit number for it.  That would be great.


MS. LEA:  When it appears it will be Exhibit K7.1.


MR. QUESNELLE:  Okay.  Thanks.


Okay.  With that, let's break until 10:50.

--- Recess taken at 10:27 a.m.
--- On resuming at 10:54 a.m.


MS. LEA:  Sir, I have a couple administrative matters, if I may.

MR. QUESNELLE:  Thank you.
Preliminary Matters:

MS. LEA:  Thank you.  Exhibit K7.1 has now arrived.  That's the compendium from Energy Probe.  Mr. Thiessen is providing that to you.
EXHIBIT NO. K7.1:  ENERGY PROBE CROSS-EXAMINATION COMPENDIUM

MR. QUESNELLE:  We have their Energy Probe, and they're not here anymore.

MS. LEA:  No.  Well, they're done, but at least we now have the hard copies to refer to.


The second thing is a correction on the transcript, which I think is rather key and I wanted to put it on the record of the proceeding.  And that's from yesterday's transcript, I believe.

There was an indication in the list of witnesses in the transcript and also an indication on page 1 of the actual transcript taking that there was a witness called John Bolt.  This witness was, in fact, intended or originally listed to appear, as I understand it, but he did not appear.  And I want the transcript to reflect that the witnesses that testified here were Henry Andre and Stan But, and they were affirmed.  So any reference to Mr. John Bolt should be removed from the transcript.


Thank you very much.

MR. QUESNELLE:  Thank you, Ms. Lea.


With that, Mr. Buonaguro?
Continued Cross-Examination by Mr. Buonaguro:

MR. BUONAGURO:  Thank you.  I've decided I have one more question, sort of.


There was some cross-examination on the RRRP, and I just wanted to have a couple questions on eligibility for RRRP.


If a customer goes to Hydro One and says:  I qualify for RRRP.  I will sign a declaration that I qualify for RRRP, does Hydro One accept that declaration and put them into the appropriate rate class?

MR. ANDRE:  And I think the declaration -- and, sorry, Mr. Buonaguro, I'm not as familiar with that part of the process.  I thought there was also something about having to provide some documentation to the effect that that is your permanent residence.  I see references to driver's licence or credit cards, or --


MR. BUONAGURO:  Sure.  But, I mean, the RRRP is a separate issue.

MR. ANDRE:  Sorry, your question did specifically talk about RRRP.


MR. BUONAGURO:  I'm not talking about season specifically --


MR. ANDRE:  Right.  And there is no declaration associated with RRRP.  There is a declaration that you are a year-round residential customer, so if you're currently a seasonal and the nature of your property is changed -- maybe you've sold your home where you normally lived and now living there full-time -- you could sign a declaration that says:  I am a year-round residential.


And then if you're in the R2 class, then you would automatically be eligible for RRRP.  So there is no declaration specific to RRRP; if you're in the R2 class then you get that credit.


MR. BUONAGURO:  Let me break that down just a little bit for my own edification.


The first part of it, you have to live in a certain area to qualify for RRRP.  And that's the area that's covered by the R2 rate class?


MR. ANDRE:  Correct.

MR. BUONAGURO:  So that's location-based.  You either qualify on that arm of the RRRP or you don't?

MR. ANDRE:  You either qualify to be in the R2 or you don't.  And if you're in the R2, you get RRRP.  I know it's nitpicking, but that's how it works.


MR. BUONAGURO:  The point is that that's automatic.  There is no getting around it.  There is no discretion.  If your house is in a certain spot, you will qualify on that, for that part of the test, for the RRRP?


MR. ANDRE:  Correct.

MR. BUONAGURO:  Then the second part is what you do with that house, basically, how are you using it.  That's the part that says -- I believe I'm quoting -- that you're a residential customer that uses it for -- continuously for eight months?


MR. ANDRE:  Eight months, yeah.  Four days a week, that kind of thing.


MR. BUONAGURO:  If I'm dreadfully wrong, I'll fix the transcript.  That part of it, you propose or you have in place sort of tests or indications of when that might be true.


But if a customer comes in and says:  Listen, the regulation says I have to occupy it continuously at least eight months of the year, and I'm willing to say that's what I do, are they going to qualify for the credit?


Like, how much further is the company going to go to impugn the witness, as it were?

MR. ANDRE:  Again, I thought it was more than simply signing that declaration.  I thought there was some evidence -- to use your witness terminology -- required before we would accept that they are, in fact, a year-round residential.


MR. BUONAGURO:  And I think you went through the details of it yesterday, and I don't want to go through them, but I think that, generally speaking, there are a number of things from which Hydro One infers that somebody is living continuously, but it didn't seem to me that any of those things were determinative of whether they're living there continuously, either -- for example, if you have a driver's licence out of a particular house, you'll say:  Sure, that's enough.  You're living there.


But I can get my driver's licence issued from anywhere, for example, or I might have my driver's licence issued from my parents' house but I actually live in my house and I shouldn't qualify.


My point is I'm trying to figure out how far you go to questioning a customer that comes and actually says:  I'm living in there continuously.  Give me the credit.


MR. ANDRE:  I know our customer service group endeavours to ensure that customers are truthful in terms of what information is being given to them.


The extent of the checks and balances that they have in place, I'm not familiar with those level of details, but I certainly know as a company we endeavour to ensure that customers are in their correct rate class.


MR. BUONAGURO:  Thank you.  Those are my questions.

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


Ms. Lea, I believe you're up next?
Cross-Examination by Ms. Lea:

MS. LEA:  Thank you.


Gentlemen, I have a few questions on a number of areas, rather than a single thematic cross-examination.  So let's turn, please, first to the question of bill impacts.


And you've provided a number of bill impact estimates over the course of the application and the hearing, and I would like to get to the point where we know which one we can rely on best.  And I started this line of questioning with Ms. Frank, but she suggested that perhaps you'd be best able to help me.


As I understand it, you've agreed to provide an update to the executive presentation information on bill impacts.  So that would have been an update to Exhibit PD1.  And that will be provided as Undertaking J3.3; is that correct?  And am I also correct that that has not yet been filed?

MR. ANDRE:  I think that undertaking would have been accepted by a previous panel.  I know I personally haven't been involved in -- if it relates to the business plan numbers, it would have been our finance group that worked out those values.

MR. ROGERS:  I'm sorry, I can't help you.  I don't want to give an undertaking to check the undertaking, but I'll assume you're correct.  I don't believe –- if so, I don't remember filing it.  I'll check and let the Board know after lunch, if that's all right.

MS. LEA:  I believe that what Undertaking J3.3 is intended to do is show the smoothing over five years of 6.3 percent, which was your updated number.


I wonder if we could go to the interrogatory response.  So that's tab 1, schedule 10, Interrogatory CCC 1.  And at page 2 --


MR. ROGERS:  Excuse me.  Sorry to interrupt.  I'm advised that that has been filed, J3.3, if that makes a difference to you.

MS. LEA:  Okay.  Well, if it's been filed, then we will be able to pull it up.


Let's begin, I think, because I want to look at the earlier exhibit first, by looking at Exhibit I, tab 1, schedule 10, No. 1, which is a CCC interrogatory, No. 1.


So when we look at this response at page 2, we see a table with rate and bill impacts for both the original application and the revised application.  That is January 31 filing and the May 30th update; is that correct?

MR. ANDRE:  Yes.  That's what it appears to be showing.

MS. LEA:  So if I'm asking the wrong people, let me know, but in this response in the text portion, it indicates that some errors were discovered in preparing the response.


Can someone let me know if the errors have, in fact, been corrected, and that the application or information is now accurate?


MR. ANDRE:  Yes.  And I stand to be corrected, but my understanding is, and it says in here, that those in-service additions correction was one of the items that were included in the May update.

So it says there was an error found in the in-service addition numbers.  The error has been corrected in the May update.  So as part of what we filed in May -- because I know that we reran the cost allocation model to reflect the new assets as a result of this in-service correction.  So certainly all of the cost allocation and rate design evidence reflects this update.


MS. LEA:  And I want to be clear with respect to the tables that the rate impact listed there.  Is that an R1 customer using 800 kilowatt-hours per month?  Or if not, what do those numbers represent?


MR. ANDRE:  No, you are correct, Ms. Lea.  That is an R1 customer at 800 kilowatt-hours per month.


MS. LEA:  Okay.  Thank you.


Now, I wonder then if we could look at Undertaking J3.3.  And the 6.3 percent, is this a distribution rate impact that reflects the increase in the distribution revenue requirement or is it a rate increase impact overall?
MR. ANDRE:  So the 6.3 percent --


MS. LEA:  Yes.


MR. ANDRE:  -- is the latter.  It's an overall.  It reflects the change in revenue requirement, as well as differences between the riders and adder revenues being collected in '14 versus the rider revenues being collected in '15, and takes into account, you know, the load forecast changes that drive the different actual revenues and the revenue deficiency in '15.


So it's an all-in in terms of what the customer would see.


MS. LEA:  Okay.  Thank you.  And is this again for the R1 rate class at 800 kilowatt-hours per month?


MR. ANDRE:  No, I believe the 6.3 percent would be across all customer classes, so it's an average across all customer classes.


MS. LEA:  An average across all customer classes.


MR. ANDRE:  That's my understanding.


MS. LEA:  Okay.  Mm-hmm.  Thank you.


So does this smoothed impact that you're showing us here keep the non-Hydro One aspects of the bill constant?


MR. ANDRE:  Yes, these keep all other elements of the bill as per the filing requirements constant.  There is an undertaking on the record where we updated for transmission costs, but the numbers you're looking at, yes, all other elements of the bill are held constant.


MS. LEA:  So the transmission cost increases are not included in J3.3?  I'm sorry to be pedantic about it --


MR. ANDRE:  No, no, no, no --


MS. LEA:  -- I just want to make --


MR. ANDRE:  Absolute -- yeah, that's great.  I was confirming the bottom-line numbers there that it's a 6.3, so, yes, those numbers don't include the transmission components.


MS. LEA:  So going back then for a moment to the CCC interrogatory we were looking at, are the last few questions that I asked you also true there, your answers also true?  So it's the increases you described from Hydro One, including rate riders, but excluding other increases or decreases that are non-Hydro-One-derived?


MR. ANDRE:  That's right, Ms. Lea.  And to give yourself some comfort to that, you can see the numbers in the May 30th update, those bottom-line numbers, in terms of rate impacts and total bill impacts.  They are extracted from the individual bill impact sheets.


So if you go to Exhibit G2, tab 4, Schedule 1 and look at an R1 customer consuming 800 kilowatt-hours per month, that's where you will see those numbers for each of '15, '16, and '17.  So they're extracted directly from the Board's bill impact sheet.


If you'd like, we could -- so why don't we do that.  So keep scrolling down.  That's UR at 800, UR at 2,000, next should be R1 at 100, and -- yeah, now the next one.


So there's your R1 customer at 800.  This is the bill impact sheet methodology that the Board prescribes.  So if you go to the last -- the last column has percent change in -- so the row that says -- it's about a third of the way down -- "subtotal distribution excluding pass-through", you'll see the percent changes 1.43 percent in the third-from-the-last column.  Can you highlight that on the screen just to make sure we're -- so the third-from-last column, the row that says "total distribution", the minus 1.43 percent.  Right.  Yeah, right there.


So that's the distribution impact --


MS. LEA:  Yeah.


MR. ANDRE:  -- and that's what you see as rate impacts, and then bill impacts should be the number at the bottom.  So total bill before tax is -- you see it's 1.54 percent.


MS. LEA:  Yes.


MR. ANDRE:  And so that's -- so the numbers -- yes, the numbers on this come from the bill impact sheets, and you can see here, this is where you would see the confirmation that all of the elements of the bill, like the commodity charges, you know, current and proposed, are held constant, the -- you do see a change here in the retail transmission service rates, so when I said before transmission wasn't -- the increase wasn't accounted for, the -- from '14 to '15 it's accounted for.  It's the '16 and on where transmission is held constant, because we know that the transmission rates -- a new set of transmission rates have been approved for '14, and so those changes are reflected -- or, sorry, for '15, and those changes are reflected here.


MS. LEA:  So the changes in transmission for '15 are reflected, but from '16 onwards there are no presumed increases or decreases in transmission cost.  They held constant at the 2015 level?


MR. ANDRE:  Actually, you know what?  I can see that the retail transmission service rates have changed, but it may just be because the factors driving the allocation across classes are different.  So just bear with me.  I'm going to turn to the retail transmission service rate exhibit, which is Exhibit G1, tab 6, Schedule 1, and used the forecast load -- no, okay, so my apologies, so it uses the forecast load for '15, but it still uses the currently approved transmission rates, so right at the very top of that exhibit, lines 4 to 6, you can see there that there's a confirmation that we're using the currently approved 2014 transmission rates, but we are using the load forecast impacts, and that's why you see the retail transmission service rates.


MS. LEA:  That's why you see the change in that R --


MR. ANDRE:  Yes.  But that other IR that I referred to, there is an IR on the record that shows the impact, including transmission, but again, that is beyond what the Board's filing requirements would be, which is, hold all elements other than the distribution component, constant.


MS. LEA:  Okay.  And do you happen to know what that IR number is?


MR. ANDRE:  Yes, it's -- I can get that for you.  I know it was a CME IR.  So just bear with me and I'll get that on the record.   Yeah, here it is here.  So it's Exhibit I, tab 2.01, Schedule 5, CME 8.


MS. LEA:  Thank you very much.


MS. HARE:  Can I just interject and ask you --


MS. LEA:  Please.


MS. HARE:  -- for clarification.  You said all other non-Hydro One costs are assumed to be constant.  So does that mean you ignored changes to the debt retirement charge and to the clean air benefit charge?


MR. ANDRE:  Yeah, the Ontario clean energy benefit.  Yes, it's --


MS. HARE:  Right.  You ignored that?


MR. ANDRE:  That's -- I mean, the timing of those changes are uncertain at this point.  We know they're coming, but we're uncertain, so -- and the numbers in '15 and '16 hold all regulatory charges constant, so, yes, I wouldn't say we ignored it.  Per the filing requirements, we kept everything other than the distribution component --


MS. HARE:  Right.  Can you --


MR. ANDRE:  -- charges constant.


MS. HARE:  -- just check that?  I could be wrong, but I thought that the dates were set for when those two changes would be made.


MR. ANDRE:  Even if they were, we followed the filing requirements, which indicate, keep everything constant, so I'm not sure if they are or not.


MR. ROGERS:  We can certainly undertake to confirm whether they are --


MS. HARE:  Thank you.


MS. LEA:  J7.2.

UNDERTAKING NO. J7.2:  TO CONFIRM WHETHER THE COSTS ARE CONSTANT.


MS. LEA:  What would be the level of magnitude of those two items that Ms. Hare asked you about?

MR. ANDRE:  The Ontario Clean Energy benefit is a 10 percent reduction on the bill, on the total bill.  So that item alone would increase individual customers' bills by 10 percent for those customers eligible for Ontario Clean Energy benefit, which would be the residential customers and the low-volume-consuming general service energy customers.


MS. LEA:  I think you said increase.  Did you mean decrease those bills?


MR. ANDRE:  No, so currently they get a decrease.  So if that was to come off --


MS. LEA:  I understand.  Thank you.


And the other item?

MS. HARE:  The debt retirement charge.  There were announcements that that's ending.  And I had thought that they gave a date, but I could be wrong.


But it's definitely coming off.

MR. ANDRE:  You're right.  I know that they've talked about it for a while, and I was less certain about the timing of that one.  I know I've heard, I think, more firm timing on the Ontario Clean Energy benefit.


But what's -- from my standpoint, what's unclear is whether they will take that off and replace it with something else that could have a bill impact.  Right?  A total bill impact on customers.


So again, we're following the Board's filing requirements.


And what the government may decide to try to mitigate electricity costs and bills to consumers in Ontario really are beyond our ability to forecast.

MS. HARE:  I understand that, because that would be speculation as to what would happen.  But these two items are ones that are, I think, fairly certain.

MR. ROGERS:  We've undertaken, Ms. Hare, to check it and give you the company's understanding of what and when will happen.


MS. HARE:  Thank you.

MS. LEA:  Mr. Andre, then commodity costs are also held constant in these bill and rate impact scenarios?

MR. ANDRE:  Yes, that's correct.

MS. LEA:  If increases in other costs, like transmission costs or commodity costs, were, in fact, factored into this calculation, the representative proportion of the distribution increase would be less; is that right?  If there were increases in these other costs?

MR. ANDRE:  Right.  If there were increases in these other components, then yes, the distribution component would appear to be a smaller increase, yes.

MS. LEA:  I recognize what you said about the Board's filing requirements, but is there anything that you could provide as a proxy, for example, for increased transmission costs or increased commodity costs?


Could you, for instance, use a rate of inflation, or do a trend from the past three or four years?  Would there be some benefit or value to looking at a total bill and rate impact with such increases included?

MR. ANDRE:  Again, there is an undertaking that shows the transmission -- sorry, an interrogatory that shows the transmission.  I think there was also an undertaking.

MR. ROGERS:  Yes, there is an undertaking, as I recall, to include the expected OPG increases taken from their filing.

MS. LEA:  I think that's for one year.


MR. ROGERS:  I think that's for CME, an undertaking for Mr. Thompson, as I recall.


MS. LEA:  I think that's for one year.


What about commodity cost?  Is there any value in attempting to factor that into this calculation?

MR. ANDRE:  That undertaking that Mr. Rogers just referred to was the impact on commodity, so it's OPG's impact on commodity.

MS. LEA:  I understand that, but out to 2019, for the entire term of the plan?

MR. ANDRE:  As you know, the numbers used for commodity are the Board's regulated price plan amounts.  And really we're not in a position to forecast what the Board's regulated price plan amounts would be.


I mean, independent of what's happening with the spot price for commodity on the market, the Board then translates that into a uniform regulated price plan amount that appears on customers' bills.


And I don't know that we'd be in a position -– not I don't know.  I know we're not in a position to be able to forecast what the Board's RPP, as it's known, regulated price plan values would be.


MS. LEA:  Okay.  Thank you.  I wonder if we could turn now to the question of rate classification and reclassification of customers.  And we have Exhibit G1, tab 2, schedule 1, in which you describe your customer classification and your rate class review.  I wonder if we can look at page 4 of that exhibit.


You indicate at page 4 that you propose to update the rate class review on a province-wide basis every five years to coincide with the resetting of rates; is that correct?

MR. ANDRE:  Yes.  The province-wide review, we would propose would be done on a five-year basis.

MS. LEA:  What other reviews would you be doing on a less than five-year basis?

MR. ANDRE:  I think that's the second sentence after the one that references the five years.


We talk about:

"Individual density zones will be updated in the interim period between rate applications if there are property developments within or adjacent to a density zone that result in a material change."


What we mean is if we -- now with the availability of our graphing information system tool and the definition of these density zone boundaries, we know if there is going to be a development within a given density zone.  So we can determine what the impacts will be on that density zone.  And if the impact is sufficient enough that it would change the definition of that zone -- for example, you're in a density zone that perhaps has 2,900, it's approaching the 3,000 customer area, and now you have a new development going in within that density zone that's going to add another 2- or 300 homes, we would be aware of that and we would make changes to move that density zone from medium density, because remember it wasn't at the 3,000 with the 60 customers per kilometre.  We would make that change to urban density when that development happened.  We wouldn't wait for the five years.


But sort of a broader review that takes into account the very small incremental changes that may be happening across the province, that we would plan to do just on a less frequent basis, five years.

MS. LEA:  What was your practice before with regard to how often you would do this, can I say, Hydro One-prompted review?


MR. ANDRE:  Our practice before was to respond to calls from customers about -- that they had a concern with their rate classification.  And then in reviewing the rate classification for that individual customer, if we determined that in fact there were other customers around that customer that initiated the complaint that also needed to change, then we would respond -- we would respond accordingly.


But the trigger for that would have been a call from an individual customer.

MS. LEA:  So the Distribution System Code, as I understand it, requires an annual review of the general service customers to ensure that those customers are in their proper rate classes; is that true?

MR. ANDRE:  For the general service, there is an annual review that looks at whether they are consuming above 50 kilowatts or below 50 kilowatts, so that they --whether they should be in the general service energy class or in the general service demand class, yes.


MS. LEA:  And you follow that requirement, I presume?

MR. ANDRE:  Yes, we do.

MS. LEA:  Would you see merit in undertaking a review for residential customers more often than five years on a general basis?


MR. ANDRE:  The review was very intensive.  I was directly involved in it.  And it took -- it took a lot of effort.  So I wouldn't -- once the customers are in their correct density zones, as we now believe they are, and if you are making those corrections to density zones as there are significant developments in and around those zones, then I don't see the value at all of doing periodic reviews, because you're catching that on an ongoing basis.

MS. LEA:  What prompts your recognition of an increase in density in a particular area?


In other words, you say that when you're aware that density has increased, for example, due to development, how do you know that?  Is it request for connection?  What is it?

MR. ANDRE:  Yeah.  It's through our new connections process, yes.

MS. LEA:  You indicated that it would be a very intensive exercise to undertake a rate class review more than every five years.


Do you have any idea what the cost would be of that?


MR. ANDRE:  No, and -- I don't.  I know that there were a half-dozen people working away for three to four months to sort of do this initial review.


But again, Ms. Lea, I would stress that now that this initial review has been done, to me it would seem a huge waste of effort to monitor, okay, has that density boundary grown, you know, on its own.  It would change as a result of developments within those density -- within and around those density zone boundaries, but as you just pointed out, that would be picked up through our new connection process.


So I don't really see the value -- the five-year review is more of a check where there's, you know, just one or two customers changing or perhaps something got missed.  I don't know how that would happen, but it's more of a check.  I think that annual process of keeping those density zone boundaries current really is -- will achieve the end goal of making sure that customers are in their correct rate class.


MS. LEA:  So when you refer to the annual process you mean the updating driven by any connection.


MR. ANDRE:  Right.  The ongoing -- if I said "annual", I meant the ongoing.


MS. LEA:  Ongoing.  Okay.


MR. ANDRE:  Right.


MS. LEA:  Thank you.  So it's -- that is not timed, it's not annual, it is ongoing.


MR. ANDRE:  Correct.


MS. LEA:  Thank you.


Now, you indicated as well that in the past it has been a call to your customer service centre that has often prompted you to review a customer's rate class; is that correct?


MR. ANDRE:  Yes, that's correct, and you saw me -- I know I -- I had a reference -- that description of that process was provided in a previous rate application.  I can't lay my hands on it right now, but I know that there were previous -- that that question was asked, how do you do -- you know, how does a customer get his rate class changed, and that process was described.  But it's what I indicated to the Board in my previous response.


MS. LEA:  Is that going to continue?  In other words, when you receive an inquiry from a customer with respect to his or her rate class, will you review it as you did before?

MR. ANDRE:  We'll be able to review it a lot more simply than we did before.  Before it would mean a call to the field, it would mean field staff going out actually physically on the ground.  Checking these things now, we have a map, graphic information, GIS map, where the location of that customer in relation to density zone boundaries exists.


So we will continue to do that, but the checking process will be much, much facilitated by the tools we have available now.


MS. LEA:  And when -- if a customer did complain and was reclassified, what do you do about his or her neighbours?  Should there not be some review of the neighbouring properties to determine whether in fact their density has changed?


MR. ANDRE:  So I don't know that -- given that we've
-- just under review and it will be kept current, I think the only way that would happen is if there was some other administrative issue going on that would result in that customer not having been put into the correct density zone boundary.  I don't see that problem happening, but if it existed for that one customer, then, yes, all the neighbouring customers would have the same issue, I would expect.


MS. LEA:  So would you check into it, is what I'm asking?


MR. ANDRE:  Yes, yes, we would.


MS. LEA:  Do you do that now already?  Or will your GIS tool make -- facilitate that?


MR. ANDRE:  The GIS tool facilitates it, and prior to the GIS tool it's as I described to you.  We would -- you know, a field technician would go out, determine if in fact the neighbour -- adjacent neighbours also had a similar issue, and then get back to the call centre and initiate a change to other people.


So we would do that now as well if warranted.


MS. LEA:  You can understand the reason for my questions.  Here at the Board we receive complaints from customers, such as, My neighbour is now reclassified.  He is paying a different bill.  What about me, that kind of thing.  And I just wanted to determine that in fact Hydro One is committed to reviewing densities where it is brought to your attention that some error or problem has occurred.


MR. ANDRE:  Yes, I understand that, and we are committed -- we are committed to reviewing them.  It was more of a challenge earlier on with the old process, but now with the new tools that we have available to us we are doing that.


MS. LEA:  When you reclassify someone on the basis of a complaint like that, do you retroactively adjust the bill or just from that point going forward?


MR. ANDRE:  Our policy would be to change it just on a go-forward basis.

It's the same approach that we are proposing for the rate class review that is part of this application.  The number of customers that changed, if there was any kind of retroactive adjustment, that means that retroactively if those customers -- if they're customers that were to pay lower rates, then presumably Hydro One would need to get those funds from somewhere else, and it would mean retroactively setting higher rates for those customers that should have been paying a little bit more because these customers were paying a little bit less.


So our proposal is to make this change that we describe in our evidence as of Jan. 1, January 1st, 2015, get that implemented as quickly as possible.  It will take some time to move all of the customers into their appropriate rate classes and then to apply the new rates going forward only.


MS. LEA:  Okay.  Thank you.  In your proposal about 135,000 or more customers will be shifted to another class.  How do you intend to implement that shift, if I can put it this way:  How are you going to take it from the Board's order to the customer's bill?

MR. ANDRE:  So we're initiating the discussions with our customer-service group now.  They're initiating a project with the customer information system, CIS system, folks.  The idea would be -- or not the idea, the course of action would be for us to communicate the results of the rate class review, all of the customers that we've identified, those 135,000, the classes they're in now, the classes they're going to, pass that on to our CIS billing system folks, and then they will -- and as I said, I know we've initiated the discussion on implementation.  It's a little uncertain exactly how it will happen.  There's a lot of issues to resolve.


But the goal would be to, starting January 1, 2015, to start changing those customers' bill.  I don't know if they'll time it with, like, billing cycles, as that customer's billing cycle comes up they would change them to the appropriate rate class.  Those details are being worked on right now as we speak.


MS. LEA:  And would this type of thing apply equally to those who are billed monthly and those who are billed quarterly?


MR. ANDRE:  Yes, so that's one of the issues, right?  Like, I mentioned timing it with bill cycle, but for those that are billed quarterly, you know, something else is going to need to be done, because we do want to make that change as close to January 1, 2015 as possible.


So -- now, quarterly, it would be just seasonal -- as far as I know, it's seasonal customers that are billed quarterly, and they wouldn't be impacted.  There are no seasonal customers changing rate classes as a result of the rate class review separate from the proposal around seasonal customers.  So I don't know that the quarterly billing issue is in fact an issue.


MS. LEA:  Okay.  And so when you communicate this to customers you will communicate their reclassification, the impact on them, and will you also tell them why this is happening?


MR. ANDRE:  Certainly.  As part of the communication package that we deliver with any cost-of-service application, particularly this one, given the number of changes that are proposed in our application, we would be developing a bill insert.  I mean, I think this goes beyond a message on the bill.  I think we -- developing a bill insert to communicate to customers the various elements of what the Board has decided with respect to its application, and rate class review certainly would be a big component of that communication, so we will be communicating that to them.


MS. LEA:  Not merely what the Board has decided, but what you have proposed to the Board?  In other words, sorry, perhaps a bit --


MR. ANDRE:  Sure, yeah, yeah.  Yeah, absolutely.


MS. LEA:  -- of work there --


MR. ROGERS:  There has already been an undertaking not to blame the Board.


MR. ANDRE:  Yeah.


MS. LEA:  Perfect.


MR. ANDRE:  We will say --


MS. LEA:  And that's a universal undertaking, right, for anything from now on and particularly me.


MR. ANDRE:  This is what's been proposed.  This is what we're, you know, this is what we're going to be doing.  I mean, the reference to the fact that it has been reviewed by the Board and approved is somewhere in that communication.  But clearly this is a proposal driven by what Hydro One, you know, what Hydro One is doing to ensure customers are in their correct rate classes.


MS. LEA:  Okay.  Thank you.


To turn to a different topic, I wonder if we could look at revenue-to-cost ratios, and you have discussed your reasons for your revenue-to-cost ratio proposal with Mr. Janigan and Dr. Higgin and Mr. Buonaguro, so I'm not going to go into it in-depth.


But in your evidence you did indicate that one of the considerations for choosing 98 percent to 102 percent range for the revenue-to-cost ratio was mitigating the undesirable result of having customer rates fluctuate up or down as a result of even minor movements around an absolute target of 1.


Can you explain that to us, please?  And that was at Exhibit G1, tab 3, schedule 1.  I think it was around pages 15 to 16 that these indications were made, that evidence was given.

MR. ANDRE:  Right.  What I was getting at in that evidence is that every time we run a cost allocation model, changes to the load profiles and the load forecast that come from Mr. But's group, as well as changes to the nature of the work that we're doing for that forecast year, means that there will be different dollars shifting around between US of A accounts.  The type of assets that have been put in service means that there's differences in the asset groups' US of A accounts.


So those kinds of changes, independent of changes to weighting factors and other model inputs, mean that there will be a slight change in the allocation of costs to the rate classes.


So there's the potential for the revenue-to-cost ratio to vary a little bit, even if you weren't doing many changes.  Load forecast alone and a change in the revenue requirement components, those two key ones that I mentioned, might drive a little bit of change in the revenue-to-cost ratio.


So it's like the discussion I heard when talking about service targets and the challenges with an absolute value of meeting 100 percent target.  It's the same with cost allocation in meeting an exact value of 1.  There will be variation around that value of 1.


And I think I responded that we don't have any data to suggest that 98 to 102 would absolutely cover all of those changes that we might see from year to year, but at least it provides you some band, to avoid changing customer's rates simply because they're slightly above or slightly below that ideal value of 1.

MS. LEA:  I guess that your own proposal over the period of the term will result in some revenue-to-cost ratio changes for all rate classes.


Are you concerned about that?


MR. ANDRE:  A lot of the change -- a lot of the change in -- that you see from year to year is because of the changing in revenue requirement that's been collected in those years.  So again, yeah, revenue requirement, which is the OM&A costs and the capital costs that are there by US of A account, those will change the revenue-to-cost ratios.  Absolutely.


So it's a question of how often do you have to make a change to the rates to capture the fact that your revenue requirement has been going up.  So everything else being held constant, if the allocation of cost was held constant but your revenue requirement -- there's a lot of interplay between revenue and cost.  And I know for a fact, from running the model, that those two interplay together and will result in changes, as you point out.  There are changes in our own application between '15 and '19.


And the 98 to 102 was just intended to reflect that some variation in those -- in that revenue-to-cost ratio should be allowed for, in order to avoid changing the rates every single time an applicant comes before the Board.

MS. LEA:  With Dr. Higgin, you, I think, you began to discuss what we would need to see to understand what the result would be for Hydro One to back off a bit on its proposal.  He suggested that you were perhaps moving too quickly in going 98 to 102, and what if you decided to do 95 to 105?


Now, I understand that in order to produce a result that would show what would happen, that would be a tremendous amount of work.  You would have to rerun the model.


Is there any guidance you can provide us, though, as to -- if this Board were asked, for example, by some of the intervenors to, say, make your range broader, what can you tell us to help us understand what the effect of such an order would be?

MR. ANDRE:  Making the range broader would not change our proposals in '15, because in '15 the proposal is just to come within the range.


It would change the amount of change in '16 through '19, and I think maybe I could take you to an exhibit that I think would provide a good example.


MR. ROGERS:  I suggest, Mr. Chairman, I think Dr. Higgin did explore this a little bit.  And I think you referred to an exhibit.


MR. ANDRE:  Yes.

MR. ROGERS:  Which you said contained the data that would enable him to do that.


MR. ANDRE:  That's right.  Yes.


MR. ROGERS:  Maybe it would be worthwhile if you just show us how we would use that data to check various outcomes on this band.

MR. ANDRE:  Absolutely.  And, Mr. Rogers, that's exactly where I was going, to the rate design exhibit, the rate design table.  So that's Exhibit G1, tab 4, schedule 2.  And now attachment 1 we've looked at before, but that's 2015.  I think to illustrate this example we want to look at the next attachment too, which is 2016.


If you look at that exhibit, column E shows where we were in 2015.  It reflects that in 2015 we made adjustments, for example, to the UR and R1 class, to come to within the Board range.  So column E, you see the 115 for both there.


Column F illustrates the point we were talking about, Ms. Lea, that just our own changes in the inputs to the cost allocation model and the revenues at current rates means that that 115 changed to 118 and 116 for those two classes.


So even though we didn't necessarily do anything intentionally to change the revenue-to-cost ratio, the outputs of the cost allocation model changed that.


But I want to draw your attention to column G, because column G, what we're doing there is we're saying:  Okay, we're at 118 now.  We to go to a value of 1; we were setting 1 as sort of the objective.  So we need to go from 18 down to 1 in four years.  So that would mean about five -- and there's rounding in here.  The numbers in the model actually provide additional decimal places, but the 118 to the 113, that reduction of 0.05 that you see here, is to get you from the number that you're at in '16 down to a value of 1 in 2019.


So instead of going to a value of 1, if you said:  Well, no, you should be going to a value of 1.05 –- right?  Per your suggestion?  Then what we would say is:  Okay, to get from 118 to 105 in four years, we don't need to reduce it by 4 and change in this one year.  So that would be a difference of 0.13 divided by 4, is about 0.3.  So we would go from 1.18 down to 1.15.  In fact we would have to do that anyway, because 1.15 is the minimum Board range.


But the difference where you are in column F and where we want to be in -- with your target range, is divided over the number of years that are remaining to get there.  So if your target range is not 1, if it's something less, then you can input in column G the value that you want to achieve.  And you can see that if it didn't need to go down as low as 1.13 -- if it could remain at 1.15 in the example we just quoted -– then the next column, column H, would suggest less there's revenue to shift out of that class.  Not column H, column -- scroll over.  So column I.


So column I says if your target is 1 by 2019, in '16 you have to shift 3.6 million and 7.6 million for those first two classes.  If your target was 1.05, then those numbers would be reduced, obviously.

MS. LEA:  The second row from the bottom, what class is that?


MR. ANDRE:  I believe that is the distributed generation class.

MS. LEA:  Thank you.  I wonder if we can go back to attachment 1 for a moment, because, I'm sorry, this is a really basic question, but I just wanted to make sure that I understood what these numbers were.


So we were looking at the impact, I think, on the urban general service energy being a pretty significant impact; am I correct about that?

MR. ANDRE:  Yes, it is.

MS. LEA:  Yes.  So this -- under "2013 RC ratio," is that what -- the current ratio for that class?

MR. ANDRE:  It was -- again, we didn't run a model in 2013.


MS. LEA:  Yes.


MR. ANDRE:  We made a bottom-line adjustment.

MS. LEA:  Yes.


MR. ANDRE:  To bring it to that ratio.

MS. LEA:  Yes.

MR. ANDRE:  So in effect it is -- without having run a model, it's the ratio on which -- let's put it this way:  It's the revenue-to-cost ratio on which the rates for 2013 were established.


MS. LEA:  Okay.  So the shift in revenue and the percentage increase if your proposal is accepted, that is an actual and real amount of revenue and amount of increase, it's not a notional amount that occurs.


MR. ANDRE:  Yes.  That's right.  So you're running the model now, and the model is telling you that right now the revenue-to-cost ratio is .71 based on the rates that they're currently paying and the revenue that's being collected from that class, and this is a real increase from .71 to .94, which generates -- which means an additional 4.9 million revenue shift, 4. -- yeah, 4.9 million being collected --


MS. LEA:  So --


MR. ANDRE:  -- from the urban general service class in addition to the increased revenue requirement.


MS. LEA:  So the .71 is where they are now.


MR. ANDRE:  Right.  And the .94 is where they need to go in order to shift the revenue from the UR, R1, and a very tiny amount from the USL that are currently over-paying.


MS. LEA:  Do you have any idea why that class ended up under-paying to this degree?


MR. ANDRE:  Part of the issue is that as part of that 2013 IRM, like I said, we made a bottom-line adjustment to that class, and the UGE rates were reduced 29 percent in 2013.  So they had a very, very large reduction in their rates and frankly overshot the amount of reduction that they should have gotten.


In fact, when I did some checks really based on the current model their costs shouldn't have gone down 29 percent, they should have only gone down 6 percent once we incorporated the density -- instead of making a bottom-line adjustment, if we bring those changes into the model, those density factors into the model, as well as a couple of other things -- for example, the PLCC, the peak load carrying capability adjustment, was also updated in this application, we have a new load forecast and new load profiles, so all of those things drove a difference in the allocation of costs to the UGE class.


And because we made that reduction in rates of 29 percent in 2013, the rates coming in for that class were quite low.  And the model, when there is a revenue deficiency, the starting point of the model is to spread that revenue deficiency uniformly across all classes based on the revenue that's currently being collected.


So if you're under-paying, that approach of a uniform distribution of revenues across the class exacerbates the problem.  So if you're under-paying, then you're going to be under-paying even more once those -- as a result of the revenue requirement increase.


Same with your over-paying.  If you're over-paying and you do a uniform application of the revenue requirement, revenue deficiency, across all classes, then they will over-pay even more.


So those two things are the basic drivers of that number.


MS. LEA:  Thank you very much.


Now, you indicated in your evidence that you have made numerous improvements to your cost allocation.  In your view, what areas remain for improvement that you will try and address in future applications?


MR. ANDRE:  So they were listed in SEC's interrogatory 60.  And I would add that in fact, in reviewing and preparing for the oral hearing, it occurred to me that there was one very significant item that I'd actually left off that list because it didn't necessarily represent an improvement to what we've done, because we've been doing that now.


But these ratios applied to -- not, sorry, ratios, the revenue-to-cost ratio range that the Board sets applies to all utilities.  And one of the most significant things that Hydro One has had in place now for its last two cost-of-service applications is the minimum system study.


We've done a minimum system study that confirms that the allocation -- how much of our cost should be allocated on a customer basis versus a demand basis.  All the other utilities, as far as I know, are still using the Board default models for that minimum system value, so that's something that's not in interrogatory 60, then, like I said, when I was reviewing it, it occurred to me, wow, this is -- this is something very significant that Hydro One does that others don't do, and yet up til now we've been subject to the same revenue-to-cost ratio range as all the other utilities.


But to get to your question about what is there left to do, short of a change in the approach to what the allocator should be, which would really be a policy type decision, that would have a big influence, but again, it would not be something that Hydro One would initiate.


The -- some of the weighting factors, which admittedly don't have a huge impact but could have an impact, some of the weighting factors could potentially be refined over time as we get better data.  And I'm thinking of the billing -- the billing and collections weighting factor and the services weighting factor.


I really don't -- I really don't know, other -- so weighting factors and a change in the cost allocation methodology, but again, that's not an improvement that I would make.  The Board has had a number -- they had a cost allocation review not too long ago that looked at the treatment of miscellaneous revenues and the weighting factor, so we've incorporated those.  I am aware that there is a proceeding on streetlights, that they're looking at the allocation of streetlights and whether that's being done appropriately, so I assume the results of that study will result in an improvement to the allocation of costs within the model as well.


MS. LEA:  Okay.  Thank you.


I would like to turn to my last area, which relates to some of the questions that we've been hearing about seasonal customers.  I have to confess upfront that I am an extremely low-volume seasonal customer of Hydro One, but I will try not to let that influence my cross-examination.


Mr. But, you were discussing some of the data you were using in your preparation -- your and your staff's preparation of Undertaking J6.3, which is to provide those two graphs for load profiles.


Are you selecting in any way when you go to the seasonal customers that you're going to use in aggregate to create that load profile, are you or are your staff selecting in any way for summer or winter primary use?


MR. BUT:  No, we did not have any particular selection.  Our plan approach is basically looking at the 2012 smart-meter data that we have in our possession right now in the computer.  We are basically going and select customer who have less than 250 kilowatt-hours on average monthly consumptions, and we use that as a cut-off, any customer within that group, and that is reason why in that group we are talking about for urban residential customer a group of customer representing over 50,000, and for seasonal customer we are talking about using a group of customer over 4,000.


So this is a large sample size, and the average load shape based on this last sample size I think would be sufficient to give an indication of the average load profile and consumption in comparison.


MS. LEA:  Did you yourself have any idea how many seasonal customers of that low-volume group would be a primary winter use, as opposed to a primary summer use?


MR. BUT:  Ms. Lea, we have not done any analysis pertaining to whether a particular customer is primarily winter user or summer-month users.  No, we have not done analysis of that.


MS. LEA:  Okay.  Thanks.


I wonder if we could pull up an exhibit that we've looked at before, Exhibit G2, tab 3, Schedule 1.  G2, tab 3, Schedule 1.  And I would like to go to page 2 of that exhibit.  And I wanted to ask you a few questions about the residential service classifications there.


As I understand the evidence, the seasonal customers that under your proposal are being reclassified to R2, is your view that in the absence of this new paragraph which appears for the first time -- just a moment.  I think that I need the schedule -- the other schedule which shows the new definition -- the additional definition for seasonal, which I think is the next schedule on.  Am I right?


MR. ANDRE:  Yes, you need the proposed rate --


MS. LEA:  Proposed rate --


MR. ANDRE:  -- schedule.  That would G2, tab 2, Schedule 1.


MS. LEA:  Tab 2, Schedule 1, thank you.  Thank you.


Okay.  So the seasonal customers that you're proposing to reclassify to R2, it's your view right now that without -- in the absence of that new sentence, they would not qualify for RRRP assistance?

MR. ANDRE:  So that, that sentence would determine all of the customers, so the 11,000 that would move, some of which would move to the R2.


So -- can you rephrase your question, because I don't think I --


MS. LEA:  yeah.  In the absence of that sentence, which is highlighted on this rate schedule, for the 11,000 seasonals moving to R2, would they not -- are you confident that they would not qualify under the previous definition for those who can receive RRRP?

MR. ANDRE:  So the 11,000 seasonal, the roughly 6,000 of those that would move to R2, yes, they would not qualify -- they would not qualify for RRRP.

MS. LEA:  How do you know that?

MR. ANDRE:  Because they're currently -- because they don't meet the residency criteria per se.

MS. LEA:  Well, what I'm asking is:  How do you know that?  Could there be seasonal customers who simply haven't let you know?  Or is it their consumption pattern?  What is it that you look at?


MR. ANDRE:  So if they're seasonal, it's because they either have a second residence in Hydro One's service territory, or we've determined through questions asked of them when they set up their account that they're not going to be using that property as a year-round residence.

MS. LEA:  Okay.  Thank you.  That's helpful.


So your existing R2 customers who would qualify under the definitions in this -- the original definition in this rate schedule, the data that you collect from them is described in these four numbered paragraphs?  That's what you use -- to use for your regular R2 customers, to make sure that they should be receiving RRRP?

MR. ANDRE:  This is to make sure that they are a year-round residence custom -- a year-round customer, residential customer.  And then if they're in the R2 class, then yes, they're eligible for RRRP.


But this criteria is used for both R1 and R2.  I guess for R1 it's -- you know, I guess it's just to distinguish them from being seasonal because they pay higher rates, but for R2 confirming that you're a year-round residential customer is obviously important, because they're also eligible for RRRP.


But these definitions are more tied to putting customers in their rate classes.  So I'm getting a little confused by your link to RRRP, because this is about getting them in the right rate classes.  And then if they're in the R2 rate class, then they're eligible for RRRP.


MS. LEA:  Thank you very much for that clarification.  I understand that.


So these four paragraphs determine your rate class and that you are a year-round person, as opposed to a seasonal person?


MR. ANDRE:  Correct.

MS. LEA:  Right.  Okay. But the new paragraph, though, why was that new paragraph added with the addition of the seasonal customers?

MR. ANDRE:  So this paragraph needed to be added because for those 11,000, those 11,000 may very well, you know, not be occupying -- I mean, they may not have a driver's licence or a credit card invoice or a property tax bill, all of different requirements there, to show that they're living at that residence full-time, but their consumption pattern is very similar to that of a year-round residential customer.


So this is sort of saying:  Despite your residency qualifications, if your consumption looks like that of a year-round residential, then we are going to levy year-round residential rates to you.  We're going to recognize the fact that your consumption is such that you should pay rates more similar to that, or pay the same rates as year-round residential customers.


So it's the issue that we've been talking about, about using consumption versus residency requirements.


And we recognize that we're going beyond the definition.  We're not saying these seasonal customers are, in fact, year-round residential customers.  We're saying their consumption and load profile is such that they look like year-round residential customers.


So we've put forward a proposal that addresses the feedback that we received, the primary one being the complaint from high-volume customers -- and we get this a lot, we've heard this a lot -- that their bills are very high.  And I think Mr. Buonaguro explored why that is.  It has to do with the high volumetric charge that they pay.  So we're trying to address that concern by shifting the 11,000 high-volume customers here.


But I think I'm on the record as saying that this is our attempt to balance the feedback we've heard.  If the Board thinks that it would be more appropriate to leave the status quo, then we would be in the hands of the Board with respect to that.

MS. LEA:  Okay.  So it would be true to say that this new sentence as well, then, deals with the classification into a rate class?  It is not intended to make eligible or ineligible, per se, for RRRP?


MR. ANDRE:  Absolutely correct, Ms. Lea.  This is about the rate class that -- determining that if that second sentence applies to you, then you qualify for year-round customer classification.


It has nothing to do with RRRP.


MS. LEA:  At the same time, you are proposing to allow all customers in the R2 class to receive RRRP?


MR. ANDRE:  Correct.  So if some of these were to go into the R2 class, right now our billing system makes that RRRP adjustment or credit to all customers in the R2 class.  So because we're only dealing with about 6,000 customers moving to the R2 class, for administrative ease we we're saying:  Let's not add the additional complexity in our billing system to flag these 6,000 and say that they're not eligible for RRRP.


But this sentence is about getting them into the R2 class.  The issue of RRRP eligibility or not is a separate item that could be decided on, yes.

MS. LEA:  Thank you.  I think I understand.


Now, if the seasonal class were eliminated, this new sentence would be removed from the rate schedule?  Because we would --


MR. ANDRE:  If the seasonal class were eliminated, then that whole first section, everything up to -- well...


MS. LEA:  Would you even need to classify --


MR. ANDRE:  No, you wouldn't.  You would change that whole section.  You wouldn't need items 1, 2, 3 and 4, because you don't need to confirm year-round residential, you know...


MS. LEA:  It would be based on density?

MR. ANDRE:  Yes.  It would be based on the items that are listed below "Application," that describes the different density zones that we have.

MS. LEA:  And so if the seasonal class were eliminated, then anyone in those R1 and R2 classes, if they have not already done so, would have to prove residency in accordance with the regulation to receive RRRP; am I right?  You would not provide that automatically to everyone in the R2 class in that scenario?


MR. ANDRE:  Yes.  You're right, Ms. Lea.  That sentence would then become -- you would then have to put in something that talks about eligibility for RRRP, which is not currently the intent of that.  It's about class definition.


But if you were to eliminate the seasonal class, then you would have to put in additional language that talks about eligibility for RRRP.  So there probably would still be similar type language extracted from the Ontario regulation as to eligibility for RRRP.


MS. LEA:  And you've indicated that your administration systems, your billing systems, would be able to deal with a subset of a class that receives that credit?

MR. ANDRE:  Yes, the billing system could be made to handle that.

MS. LEA:  Okay.  Now, for those folk, if the seasonal rate class was eliminated and they were distributed among R1 and R2, those folk who remained seasonal, those customers who remained seasonal and were not -- in the sense that they would not qualify under the eight-month residency –- I shouldn't say they remain seasonal.  Those who are not full-time residents for at least eight months, it is their bill that would more than double; is that right?

MR. ANDRE:  Yes, that's correct.  For the low-volume ones.


MS. LEA:  For the low-volume ones?  Okay.


MR. ANDRE:  It's mainly the concern with the low-volume.  Low-volume being, you know, like, I think we -- did we not pull up one that showed, even at 400 kilowatt-hours per month, those customers moving to the R2 class, those seasonal customers moving to the R2 class that don't get RRRP, yeah, their bill would increase.


I don't know if it was double.  I can't remember what the number was for 400, but I think it was a 100 percent increase for the low volume, so the 50 kilowatt had that doubling, but there would be an increase even for the average seasonal customer on that table.


MS. LEA:  Okay.  Thank you.


Now, under your proposal where a -- 6,000 of the seasonal customers moved to R2 and are allowed to have RRRP assistance, do you know about what the total amount of RRRP funds would be that would be given to those 6,000 new R2 customers?


MR. ANDRE:  Yes, our evidence shows that the new RRRP credit we're proposing for '15 to '19 is $30.50, so --


MS. LEA:  Yes, as I understand it, the RRRP amount per customer actually rises under your proposal, and this is due to the movement of some R2 customers to R1?


MR. ANDRE:  Correct --


MS. LEA:  Is that correct?


MR. ANDRE:  -- as a result of the rate class review, correct.


MS. LEA:  And how many customers are moving from R2 to R1?


MR. ANDRE:  We need to turn to Exhibit G1, tab 2.  So in the -- in the table on page 3.


MS. LEA:  Yes.  Thank you.


MR. ANDRE:  So you can see there that there's about 1,800 R2 customers moving to the UR class and about 63,670 moving to the R1 class, so 65-plus.


MS. LEA:  Okay.  Thank you very much.  Thank you for your answers --


MR. ANDRE:  Now, sorry, I would highlight, Ms. Lea, that's offset by -- there are a number of R1 moving to
R2 --


MS. LEA:  R2 as well.


MR. ANDRE:  -- so you would need to -- you would need to net out that number, so I think if you netted out 65, but then probably around 50,000, because 16,000 move the other way as well.


MS. LEA:  Okay.  Thank you very much for your answers.  Those are my questions for this panel.  Thank you.


MR. QUESNELLE:  Thank you.


Mr. Shepherd?


MR. SHEPHERD:  Thank you, Mr. Chair.  I have two hours scheduled.  I expect I'll be slightly less than that, maybe 90 minutes or maybe a little more.  We'll see how fast the answers are.  I asked Mr. But to talk as quickly as possible.


Do you have a preference for when to break for lunch?  Is 12:30 good?


MR. QUESNELLE:  12:30 would be fine.


MR. SHEPHERD:  I'll look for an appropriate time around then.


MR. QUESNELLE:  Perfect.  Thank you.

Cross-Examination by Mr. Shepherd:

MR. SHEPHERD:  I do not have a compendium, but I have provided my references to the person here who is faster than anybody can turn a compendium page anyway.  I want to start with something that was talked about earlier today, and that is the bill impacts.  You were talking about commodity costs and that you can't forecast those.  And so you can't do an overall bill impact for the period to 2019.


But the Ontario Power authority does have forecasts for commodity costs out to, I don't know, 20 years, right, and they certainly have annual ones with detailed forecasts to 2019 on their website, right?  Will you accept that subject to check?


MR. ANDRE:  Yes, I'd accept that.


MR. SHEPHERD:  Okay.  So then I'm going to ask you, could you take the information that is available from the OPA on commodity costs, their forecast, plus the other information that you have, for example, on transmission rates and the end of the clean energy benefit and that sort of stuff, and I'm looking at G2, tab 4, Schedule 1, which is a set of spreadsheets which are your bill-impact spreadsheets.  That's actually a model that has a common set of inputs, right?


MR. ANDRE:  Yes.


MR. SHEPHERD:  So you can -- it's not actually a whole lot of work to input a new commodity cost, right?


MR. ANDRE:  Yes.  That's correct.  On that one sheet you could input a new commodity cost --


MR. SHEPHERD:  And similarly with transmission rates and ending the clean energy benefit at a particular time, you can do that, so the reason why I'm asking you this is that it would certainly be helpful for my clients and perhaps for others if we could have that exhibit rerun and filed with the other components not kept constant, use the OPA's forecast for commodity, use the transmission forecast that you already have, et cetera, so that we can get a sense of the overall bill impact.  Is that possible to do without a huge amount of work?


MR. ANDRE:  So the commodity inputs, Mr. Shepherd, on that sheet, as you'd see, are in the form of the regulated price plan values, and it does both the two-tier approach and the time-of-use numbers.  I don't know that -- do you know if the information that --


MR. SHEPHERD:  Yes.


MR. ANDRE:  -- the OPA provides is sort of relatable to that?  Because the starting point would have to be relatable --


MR. SHEPHERD:  Yeah, they --


MR. ANDRE:  -- so does that provide --


MR. SHEPHERD:  They have actually forecast the --


MR. ANDRE:  RP -- regulated price plan?


MR. SHEPHERD:  -- the residential cost, including -- by components including commodity for, I don't know, 20 years.


MR. ANDRE:  But a --


MR. SHEPHERD:  It is --


MR. ANDRE:  -- regulated price plan, so a two-tier value and three time-of-use values?


MR. SHEPHERD:  I believe so.  You can look and see, but -- all I'm asking is, can you see what you can do, because it would certainly help us and maybe help others if we can have an overall bill impact for these five years if it's possible.


MR. ANDRE:  And I guess the overall bill impact is that we give a bottom-line total bill impact just with our -- with our increase, which I've said probably three or four times is per the Board's filing requirements.  I wonder what the objective of having -- and those Board filing requirements, I think last time they were reviewed was July 2013.  So I'm wondering what the objective was in having those filing requirements that require utilities to do it a certain way and yet now --


MR. ROGERS:  Let me step in here if I can.  There has been a lot of interest on this, obviously.  I think it's -- we're all interested in what the total bill impacts would be to the best ability that you have to predict them, so can we take an undertaking to see what's available from the OPA website, and if it can be inputted into your model --


MR. SHEPHERD:  Right.


MR. ROGERS:  -- yes, of course, we'll try to come up with a best estimate --


MR. ANDRE:  Yeah, the key, Mr. Rogers, would be if those commodity inputs that they have or values that they have can be translated into two-tier and three, you know, time-of-use bucket prices.  If they can be translated, if I can get those numbers, then you're right, Mr. Shepherd, it would be -- there's quite a few sheets to run --


MR. ROGERS:  No, I understand.


MR. ANDRE:  -- but -- so it's not like an easy effort, but the inputs would be relatively straightforward if those numbers are --


MR. ROGERS:  Would be something that we could do that in a couple days?


MR. ANDRE:  Couple of days, possibly, yeah, but I think -- I don't have that reference that --


MR. ROGERS:  No, I understand.


MR. ANDRE:  -- Mr. Shepherd had for the --


MR. ROGERS:  Well, could we do this?  Let's take an undertaking to check, and I'll make an undertaking on behalf of the company, because I think I understand what's being sought here.  It's not the first time it's been sought.  We'll do the best we can to provide the information that will be helpful to the Board on an overall basis, and if we can't do it because the inputs aren't compatible with the model we'll let you know why, okay?  Can we --


MR. QUESNELLE:  Well, and hasn't been the case as well, Mr. Rogers, set some caveats and narrative around those issues as well, I think would be helpful.


MS. LEA:  J7.3, please.
UNDERTAKING NO. J7.3:  TO PROVIDE AN OVERALL BILL IMPACT FOR FIVE YEARS IF POSSIBLE.


MR. SHEPHERD:  Thank you.  And Mr. Chair, do I understand that Mr. Rogers is actually going to do that model?  Is that --


MR. ROGERS:  That would probably be about as accurate as the present forecast from the OPA.


MR. SHEPHERD:  All right.  So now I'm going to go to my real cross.  That was just a follow-up from something earlier.  And I wonder if I can start with 9 SEC 61.  That's under issue 7.4.  And what this is, is we asked you for -- whether you can confirm that a particular forecast of the costs for a typical school at 100 kilowatts, so a UGD, urban general demand, customer with a 100-kilowatt load, whether our forecast of the incremental costs associated with distribution rates was correct, and you've confirmed that these numbers are accurate, right?


MR. ANDRE:  Yes, I think our response on that is that they're accurate.  They're showing the distribution component of the bill.


MR. SHEPHERD:  And so currently if you look in the middle here you see under 2014, annual bill, it's about $8,700 for this typical school, right, in an urban area?


MR. ANDRE:  Yes, this is a UGD.  That's what the -- yeah, that's --


MR. SHEPHERD:  And then you're proposing to increase their annual bill by about 74 percent over five years, right?


MR. ANDRE:  The distribution component of their bill, yes.


MR. SHEPHERD:  I looked at your customer engagement stuff, and I was looking for somewhere where you went to customers like school boards and you said, We're going to increase your distribution bill by 74 percent.  What do you think, and I didn't find anything like that.  Did you actually do any customer engagement where you asked customers whether they were -- that was acceptable to them?

MR. ANDRE:  To my knowledge, we didn't engage customers on the specific increases sought in this application.

Everything's before the Board in terms of the revenue requirement, which is the starting point, plus the adjustments that we're proposing to make, you know, the revenue-to-cost ratio adjustments, our approach to that.  That's all before the Board, and until such time as the decision has been made, it's not hard.  You don't know that these numbers are going to materialize.

But having said that, I'm not -- we had a panel here earlier that talked about the contact that has been made with customers, but to my knowledge we haven't, no.

MR. SHEPHERD:  So I wonder if -- I'm going to ask you some questions about this table, but first I want to talk about this density question, because this is the urban area school, right?

MR. ANDRE:  Mm-hmm.

MR. SHEPHERD:  A little more than half of your schools are in the urban area.  Will you accept that, subject to check?

MR. ANDRE:  Yes.  I would accept that, subject to check.

MR. SHEPHERD:  Can you go to 1, SEC 56, under tab 703, please?

MR. ANDRE:  Sorry, I would just -- if I say subject to check, I like to note it down so that I can see if there is some way for me to check it later.

Sorry, what was the reference that you provided?

MR. SHEPHERD:  9 SEC 56, under tab 703.

This is your density maps.

MR. ANDRE:  Ah, yes.  Okay.

MR. SHEPHERD:  First, why don't you describe what these are?

MR. ANDRE:  These maps show -- just for convenience, we have our service territory broken out into zones, so you see the first map is zone 1.  That's just how the work is structured, how our field crews are structured, so it's just a matter of convenience, showing it in terms of zones.

But what you see for each map is the lightest shaded areas are low-density areas where we would have our UR --sorry, our R2 customers, so low-density R2 residential customers as well as our general service customers.

And then the medium-density areas is the middle shading.  And that defines pockets where we've identified that there are a cluster of customers that meet the definition of more than 100 and more than 15 customers per kilometre of line.

And then the darkest areas are those areas where we've identified an urban cluster that meets that definition of greater than 3,000 and more than 60 customers per kilometre.

So you can see on zone 1 map, there is an area around Windsor that has been identified as high-density.  If you go to -- if you go to the next map –-

MR. SHEPHERD:  We'll actually come back to them.

MR. ANDRE:  That's -– but those are the three shadings that you see there.

MR. SHEPHERD:  And the labels for the sub-zones, those are your main service area -- service centres in those areas?

MR. ANDRE:  Yeah.  The names that you see are the names of our operating -- we call them operating areas.

MR. SHEPHERD:  All right.  So for example, your -- all that stuff around Windsor is in your Essex operating area?

MR. ANDRE:  Correct.

MR. SHEPHERD:  I understand.  You say in your response, if you go back one page, you say in your response that you didn't have anything like this before.

Just help me.  What did you have before?

MR. ANDRE:  So the customers were classified into their rate classes based on available information and processes in place at the time.

So this would be field staff that would have hard copy maps.  They would have -- I guess they would have data on the number of -- hard copy data on the number of customers that were tied to the different lines.  I'm not exactly sure where they would get that data, but it would be our field staff going out and looking at an area and seeing:  Does it meet this definition?

And I know the instructions to our field staff were just those numbers, 3,000, 60; there was really no direction on how that should be applied.

MR. SHEPHERD:  So did they just go count?

MR. ANDRE:  Literally, yeah.  Or count or off maps, reading distances off maps and that kind of stuff.

MR. SHEPHERD:  And at that time, you were using municipal boundaries or -- to define what a zone was?  Or you left it up to them to figure out what the zone was?

MR. ANDRE:  Yeah.  But I can tell you it definitely wasn't municipal boundaries.

MR. SHEPHERD:  So it sounds pretty ad hoc.

MR. ANDRE:  Well, remember, the definitions, they originally started as -- that R1 medium-density was, like, a small town.  And the urban area was a larger city.

So I think, you know, they would go in and see is this a small town and then do the checks on maps.  So I think it's a little bit better than ad hoc, but there was no defined process per se.

MR. SHEPHERD:  Wonderful.  Wonderful.

Now, these maps here, they're not very detailed.  You obviously have detailed maps, right?  This came from your GIS?

MR. ANDRE:  Yes.

MR. SHEPHERD:  From your geographic information system, right?  So you actually have very detailed maps, right?

MR. ANDRE:  The underlying data is all there in the GIS system, yes.

MR. SHEPHERD:  And do you have publicly available the detailed maps?  Could a person –- could a customer go to your website, for example, and look on the map to where they live and say:  Ah, okay.  That's the class I'm in?

MR. ANDRE:  Right now there is no such information on our website.  And I don't know --


MR. SHEPHERD:  You have the information, right?

MR. ANDRE:  Yes.  The information is there.  How to produce it into a map that's viewable on a website, I haven't looked into that.

MR. SHEPHERD:  I'll give you an example.  Go to zone 1.

So this area around Windsor, I went to a regular map and sort of tried to track it, right?  But I also zoomed in on this map to see what happens if I zoom up to 800 percent or something.  And the answer is there's no more detail, right?

MR. ANDRE:  Right.

MR. SHEPHERD:  You have maps that are more detailed, right?

MR. ANDRE:  Yes.

MR. SHEPHERD:  They are not in the public domain anywhere?

MR. ANDRE:  No.

MR. SHEPHERD:  Is there any reason other than just technical ones why you haven't made them public?

MR. ANDRE:  This is very recent.  We did this work as part of preparing for this application and meeting our commitment, which was per the Board decision, per the Board directive to complete this rate class review.

So we had just finished this.  I think we are looking for how to make this information available, looking at the technical issues.

Right now the only way to view the details is to have this -- the program is called ArcGIS, and it's not an easy program by any means to get into.

MR. SHEPHERD:  That's what the IT people tell you.  It's actually real simple.

[Laughter]

MR. ANDRE:  ArcGIS?  Great.  I would love to learn it because it's a very powerful tool.

But I know that the common person wouldn't be able to go in there and load -- if you know that -- this information is all built in layers, so the density zone is a layer, the customers are on a different layer of information, the distribution lines are on a different layer of information.

So you have to bring all this information in, in order to produce these maps.  So...

MR. SHEPHERD:  But you're not -- the information is not secret, right?  A customer could call you up and say:  I'm going to build a house at this location, or a school board, let's say, could say:  We have four sites for schools.  Can you tell us which zone each one would be in?

MR. ANDRE:  Absolutely.  Here is the address –- because as I said, our field techs are now using it because they have access to that ArcGIS system.

So they can go in, and if a new customer is planning to connect, they now can go in and say:  Here's where his address is.  It's either in or out of a particular density zone boundary.  So that could be done.

MR. SHEPHERD:  Will you accept, subject to check, that there's 52 cities in the province of Ontario?  I don't want to have to go through all of them.

MR. ANDRE:  Yeah, sure.  Subject to check.

MR. SHEPHERD:  And that Hydro One serves five of them?  I'm going to get to towns in a second, but I'm starting with cities.

MR. ANDRE:  Okay.  With cities.  Okay.

MR. SHEPHERD:  I went through the list and tracked it to what you had.  And you have, for example, Thorold.  You serve Thorold, right?

MR. ANDRE0:  I believe so, yes.

MR. SHEPHERD:  And you have Dryden?

MR. ANDRE:  Right.  Owen Sound.  We identified -- so if you went through this map, you would see 28 high-density area that we've identified.

MR. SHEPHERD:  We're going to talk about them.

But in the cities, the actual cities in Ontario, I've identified five; does that sound about right?

MR. BUT:  Mr. Shepherd, can you give us a reference where you get the 52 cities so that we could easily check?

MR. SHEPHERD:  I went to Wikipedia and got the list.

MR. ANDRE:  And I guess it would depend on your definition of "city."

As I said, we've identified 28 high-density boxes, so that would -- by my definition, we've identified 28 areas that have got at least 3,000 customers.  So I would say --


MR. SHEPHERD:  I'm going to come to that.  I'm trying to deal with the cities because they're bigger generally.

And you have -- for example, you have around some cities that you don't serve, you serve some areas that may be part of the city but you don't serve the main city; for example, Hamilton, right?


MR. ANDRE:  Right.


MR. SHEPHERD:  Where you serve Ancaster and you serve parts of actually the city of Hamilton, but the main part is served by Horizon.


MR. ANDRE:  Correct.


MR. SHEPHERD:  And there's a couple of others like that, like Ottawa, for example.  You have some parts in Orleans that you serve.


MR. ANDRE:  Right.


MR. SHEPHERD:  And these are all going to be high-density areas because they're basically part of the city, right?


MR. ANDRE:  Yes, Orleans is one of our high-density areas.


MR. SHEPHERD:  All right.  So the reason I asked about the cities is sort of to get them out of the way, because most of the built-up areas that you serve are actually towns, right?  They are a range of towns from -- some with 500 people to some with 25,000 people, right?


MR. ANDRE:  If they were -- if they had 25,000 people, by my definition they would be a high-density urban area to which urban rates apply, so I don't know that there is a consistent --


MR. SHEPHERD:  All right.


MR. ANDRE:  -- definition of "town" and "city" that we can all agree on.


MR. SHEPHERD:  Well, okay.  So -- well, there are actually are some technical definitions, but it doesn't matter.  Here's what I was trying to go for.  The -- Ontario has 73 towns that have more than 3,000 people.  That's just from a population list.  And I counted 30 that are served by other LDCs.


What I'm trying to figure out is, of those other 43 -- that is, towns that are more than 3,000 people, so they already meet one of your definitions -- how many of those are in your urban class, do you know?  It's going to be about 20, right, 20 --


MR. ANDRE:  Yeah, I know that we have 28 high-density areas that were identified.


MR. SHEPHERD:  Okay.  Here's the -- the reason why I asked that is because we're trying to figure out what the sense is of this 60 customers per kilometre of line test is.  So we look to the other LDCs.


Do you happen to know how many other LDCs meet the 60 customers per kilometre test?


MR. ANDRE:  No, I don't know that.


MR. SHEPHERD:  Would you accept subject to check that it's 17?  Of all the LDCs in Ontario, 17 meet the test?  Would you accept that?  We would just --


MR. ANDRE:  Sure, I would accept that.  So, like, I'm at Toronto Hydro -- because, I mean, a lot of LDCs aren't necessarily cities per se, but you're saying they all have more than 3,000.  Yeah, okay.  I would accept that subject to check.


MR. SHEPHERD:  And the reason why I'm asking that is because we went to the yearbook, and we actually looked at what the ratios are.  You can calculate them easily.  And we found that Ottawa doesn't meet the test, PowerStream, Oakville, London, Cambridge, Mississauga, Brampton.


And so we're trying to understand, if the major cities in the province with a couple exceptions, Toronto being one and Hamilton being another, if they don't meet the test, what's the basis for that test?  Why does that test make sense if they don't even meet that test?  Surely you'd agree that those are urban areas.


MR. ANDRE:  Well, you mentioned PowerStream, though, so it seems to me that if you go to PowerStream they serve quite a broad -- they have a city core but they would serve areas outside that city core.  The same with Ottawa.  There's the core Ottawa area, but they go to their municipal boundaries, and at their boundaries they are -- they look very much like a rural area.


I would suggest to you that if they looked at within their own rural -- within their own service territory they would find high-density areas and low-density areas that are cross-subsidizing each other.


So I don't think you can go from the data on the utility as a whole and calculate that number.  Within that utility I'm sure you would find, Ottawa for sure, if you looked at just the Ottawa proper, the true urban area of Ottawa's service territory, I would expect you would get at least 60 customers per kilometre.


MR. SHEPHERD:  In the downtown.


MR. ANDRE:  Yeah, in the built-up area.


MR. SHEPHERD:  Okay.  Mr. Chairman, I'm going to come back to the maps, but this is probably a good time to break.


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


Let's resume at 1:30.

--- Luncheon recess taken at 12:29 p.m.
--- On resuming at 1:34 p.m.

MR. QUESNELLE:  Mr. Rogers?

MR. ROGERS:  Thank you, sir. I have several preliminary matters.

Preliminary Matters:


First, may I just advise the Board that I will be filing additional undertakings now?  Undertaking J5.2, J5.4, J5.6 and J6.3.

MR. QUESNELLE:  Okay.

MR. ROGERS:  Second, sir, a very minor administrative matter.  I've been asked by a previous witness, Mr. Amodeo, to make a transcript correction.  I don't believe this matters, but he misspoke.  He made the mistake; it wasn't the reporter.


On day 3, September 11th, at page 16, line 10, Mr. Amodeo misspoke when he said, quote, " Cornerstone-related," close quote, when he meant to say "outsourcing-related," close quote.


I don't believe it has any significant consequence, but maybe some intervenor is banking on that statement and I want to let them know that he made a mistake.

MR. QUESNELLE:  Okay.

MR. ROGERS:  Finally, I can advise the Board having to do with this undertaking given at the end of the morning, J7.3, the discussion around the total customer bill impacts over the planning horizon.


My clients have checked over the noon hour, and apparently the OPA website does not provide data in a format compatible with them running it through their computer model.  And they can explain it better than I, but it's not compatible with their modelling.


So in order to do what was requested -- they understand the drift here, but in order do it they would have to make such broad assumptions they really fear that the outcome would be of purely no probative value.


Now, I've asked them to do the best they can, because I understand why people are interested in this, as well as the Board, but I wanted to alert the Board that they have grave misgivings about the exercise, because they feel the outcome will be so unreliable as to perhaps not only have no probative value, but be counterproductive.


But they will do their best.


MR. QUESNELLE:  Thank you.  And to my point earlier about the caveats and narrative around it, please fully explain the concerns as you being it forward.


But I think it's understood, you know, it's not a new request, as you stated earlier, Mr. Rogers, so I think it's a context issue and it's an important context.  So thank you.


I think that's it, Mr. Shepherd, if you're...

MR. SHEPHERD:  Thank you, Mr. Chairman.


Witnesses, I wonder if we can go back to whatever that was, 9 SEC 56, the maps.  I want to ask you about a couple of these maps to get a sense of what you're counting as urban.  Okay?  Because this is the first time we've seen the density breakdowns in this proceeding.  I'll just take a couple minutes to go through a couple things and get a sense.


So if you look at the zone 1 map, there's only one urban area in that map, and that's basically the outskirts of Windsor.  It's a part of the city of Windsor that –- it's actually sort of, Tecumseh, I think, that is part of the urban area.


But you also serve other parts of the Windsor urban area which are medium-density, right?  The area to the south of the city, right?

MR. ANDRE:  Yeah.

MR. SHEPHERD:  And the way you do that is you simply -- there is no sort of obvious community there that you can say this is a separate town.  You literally see how big you can make it and still maintain the qualification for the high density, right?

MR. ANDRE:  The high density?

MR. SHEPHERD:  Yeah, the urban density.

MR. ANDRE:  The urban density, no, we would look for contiguous customers.  So, you know, if there are no more customers on the edge of this urban area, we wouldn't necessarily keep expanding it into the rural area until we met the 60.  We would look for contiguity of customers to try to define an outer edge.


MR. SHEPHERD:  My point was actually the other way around.  When you get to a point where the additional customers -- for example, in the southern suburbs of Windsor -- would take you below 60, you stop counting?


MR. ANDRE:  Right.


MR. SHEPHERD:  Right?

MR. ANDRE:  Right.

MR. SHEPHERD:  So it's not driven by how your system is designed, right?


MR. ANDRE:  Correct.

MR. SHEPHERD:  And it's not driven by the demographics of the community?  It's only driven by the qualification under the definition; is that fair?

MR. ANDRE:  I'm not sure what you mean when you say the "demographics of the community," but...

MR. SHEPHERD:  So for example, you wouldn't look at the community and say:  Well, this is all part of Windsor so we have to count all of it?


MR. ANDRE:  That's right.  We would look at the actual customer locations and the --


MR. SHEPHERD:  Still on map 1, this -- that's the only one in map 1 -- in zone 1, right?  That looks like the only --


MR. ANDRE:  Yes, that looks like the only high-density area in that --


MR. SHEPHERD:  You have quite a number of medium-density area, and these are smaller towns.  We're going to talk about them in a minute.


MR. ANDRE:  Right.

MR. SHEPHERD:  But you also don't have indicated on here some areas that are served by other utilities, right?


So for example, you have listed here where – where -- where Windsor is, you have it listed as a low-density area.  It's not, actually.  It's just --


MR. ANDRE:  Right.  That gap is actually the utility of Windsor, just to the west of the high-density area we've defined.  You're right.

MR. SHEPHERD:  All right.  I just want to understand your maps.  Okay.


In zone 2, which is the next map, you have -- and I wanted to ask specifically about this area to the west of Hamilton.  That's Ancaster, right?

MR. ANDRE:  Yes, I believe it is.  Yeah.

MR. SHEPHERD:  My school boards are constantly using it as an example, so that's why I know.


But you also have Dundas, and most of Dundas, it looks to me, anyway, like most of Dundas is actually a medium-density area; is that right?


MR. ANDRE:  Yeah.  From the map, it is.


So what happens with these larger areas that you see, Mr. Shepherd, is what we've been able to identify is a large number of small communities all in relative proximity to each other.  And in many cases what we found is the customers in those small communities are R1, and currently even the ones in between those communities are currently classified as R1.  And that's a good example of it.


The fact that there are a lot of these smaller communities and the customers in between and they're relatively close proximity to each other and the customers in between are already R1, we've defined a bigger area that still meets the definition.  So it still meets the 15 customers per kilometre of line, and certainly more than 100.


So that's why you see some of these bigger areas, because it's the small towns plus the area in between where there currently already are R1 customers.

MR. SHEPHERD:  And for some of that area -- you have a service centre in Dundas, right?  An operations centre?  I think.

MR. ANDRE:  I can't confirm, sorry.

MR. SHEPHERD:  Let's pretend.  And -- but my question is a different one.  When you serve that area, the area around Dundas, you configure your system to serve it as efficiently as possible, including the city and the suburbs, right?  That would be how you design your system, to the extent that you can, right?

MR. ANDRE:  Again, I'm not a planner.  That sounds reasonable, but I'm not a planner.

MR. SHEPHERD:  I'm asking that because it would strike me that the cost to serve customers in the north part of Dundas -- which is subdivisions, but is not quite as dense as downtown -- wouldn't be materially different from the cost to serve customers in the downtown area or in Ancaster, because your system would be designed to serve them all as if they're one?  Typically, right?

MR. ANDRE:  Might be designed to serve them all, but remember, we had the density study that was done, I believe, 2011, and was submitted as part of the 2013 IRM application, that specifically -- that was the whole goal of the study.  It looked at whether the density class definitions were appropriate or not, and what factors should be used to identify the relative cost of serving urban areas, medium-density small town areas, and low-density areas.


So that study was completed.  So it would have looked at -- the system may have been designed that way, Mr. Shepherd, but that's not to say that once you get into the rural areas, maybe you need more poles, there's fewer customers per pole, fewer customers per kilometre of line, the transformers don't serve as many customers.


Those would all have been factors taken into account in the study.

MR. SHEPHERD: But these are not rural areas, right?  These are suburbs?  This is a built-up area that has suburbs that aren't quite 60 customers per kilometre.


I'm not sure where I live in the city of Toronto has 60 customers per kilometre.


MR. ANDRE:  Right.


MR. SHEPHERD:  So --


MR. ANDRE:  The study looked at some sample areas.  I don't know that, you know, this particular area -- I think for the class as a whole, in terms of coming up all of the R1 areas, there may be some R1 areas, like you said, that are slightly more dense than other R1 areas, but as a whole that study established the relative cost of serving a medium-density, what I've been calling R1 area.


MR. SHEPHERD:  And at the time that study was considered by the Board and the parties nobody had these maps, right?  These were not available.


MR. ANDRE:  No, these were not available.


MR. SHEPHERD:  These are new?


MR. ANDRE:  Yes.


MR. SHEPHERD:  Okay.  I want to go to zone 3B, and I just want -- I have one question about this, and that is, you serve part of Kingston, and the other part is served by Kingston Hydro, right?


MR. ANDRE:  Yes, that's my understanding.


MR. SHEPHERD:  And this part here that is considered high-density, that's your part of Kingston, or is that all of Kingston?  Because --


MR. ANDRE:  No, that's our part of Kingston.  Just from the layout of that area, it would seem to me that that little bit just to the right of it, to the right of our high-density area that's showing as blank --


MR. SHEPHERD:  Yes.


MR. ANDRE:  -- that's probably the Kingston utility portion, because we have low-density all around it, but there seems to be a hole in the middle there, so I would say that hole in the middle just to the right of what is -- and I'm confirming -- our high-density area would probably be where the Kingston utility is.


MR. SHEPHERD:  Now -- and then on zone 4, the next map -- and I just have a couple more questions -- on zone 4 the Ottawa area is in here between Orleans and Arnprior, right?


MR. ANDRE:  Right.


MR. SHEPHERD:  And that's served by Hydro Ottawa, of course.


MR. ANDRE:  Yes.


MR. SHEPHERD:  But then you have an area in Orleans, right?


MR. ANDRE:  Yes.


MR. SHEPHERD:  That you serve?


MR. ANDRE:  Are you referring to -- there's a high-density area, you can see that, that high-density area in Orleans which is immediately adjacent to the territory served by Ottawa.


MR. SHEPHERD:  And that area -- there's some schools in there, and those schools would pay about, what, twice as much, I guess, as the schools in Ottawa?  Am I in the ballpark?


MR. ANDRE:  To be perfectly frank, Mr. Shepherd, I don't know.  I don't have that data for Ottawa.


MR. SHEPHERD:  That's fine.  And then the last question I want to just clarify is, zone 7, you have -- there don't appear to be any high-density areas on here, but I did think -- and tell me whether this is right -- the city of Dryden is in your urban general service class; isn't that right?


MR. ANDRE:  Yeah, so it's -- based on the analysis that we've done, I assume Dryden is that little blob of medium-density.  No, based on the current data, they don't have the numbers to qualify for high-density.


MR. SHEPHERD:  Well, they have the numbers.  They don't have the density, because they have 7,800 people in Dryden, but they must not have --


MR. ANDRE:  Yeah, yeah, they must not be in a concentrated -- I mean, like, Dry -- again, I don't know how -- when you say Dryden, whether it's the town of Dryden, so what this map looked at is a concentration of customers, and we didn't find a concentration of customers that --


MR. SHEPHERD:  Does that mean that those customers now have been moved out of the urban general service area and into R1, for example, or GSE and D?


MR. ANDRE:  If they are currently urban -- and I guess that's an "if", Mr. Shepherd, because --


MR. SHEPHERD:  That's where I got that from --


MR. ANDRE:  -- I -- I'm not sure if they currently are urban.  I think they may currently be R1, and this would say they would be confirmed as -- or R1 or GSE -- the -- if there are any urban customers in that area there as of January 1st, 2015, our proposal would be they move to R1, to the medium-density, so R -- residential customers would move to R1, and any general service would move to either general service energy or general service demand, and not the urban --


MR. SHEPHERD:  Okay.


MR. ANDRE:  -- but I'm not sure what their current --


MR. SHEPHERD:  Okay.  I wonder if you can undertake to advise whether Dryden is being moved from urban to R1 or is already in R1?


MR. ANDRE:  So Mr. Shepherd, are there -- provide the details on whether there are any urban customers, because it is being moved to R1.  That I can confirm.  And you're wondering are there urban classified customers currently in Dryden that would be moving.


MR. SHEPHERD:  That's right.  It's a town of 7,800, so if the minimum's 3,000, it would have to be most of the town that's urban if there are any.


MR. ANDRE:  If there are any.  And again, I know you keep mentioning the 7,800.  I'm not sure where that number is coming from.  Certainly if there are 7,800 then it must be because their density is very low.  But I can -- Mr. Rogers, I know I have that information available, and I can provide that.


MR. QUESNELLE:  Can I just ask -- and maybe you two are inadvertently on the same page or understanding yourselves better than I am.  Mr. Shepherd, you're referring to people, and you're referring to customers, and we're exchanging comments here as to population versus customer counts.


MR. SHEPHERD:  Well, this is why I was saying, because the 3,000 is customers, right?


MR. ANDRE:  It's customers.  Yeah, Mr. Quesnelle, you raise a very good point.  I am talking definitely about customers, not population.


MR. SHEPHERD:  So the official list of population from 2011 from the census has Dryden at 7,800 --


MR. QUESNELLE:  Okay.


MR. SHEPHERD:  -- which probably means they don't have much more than 3,000 customers.


MR. QUESNELLE:  So you're doing a proxy for --


MR. SHEPHERD:  Yeah, yeah.


MR. QUESNELLE:  Yeah, okay.


MR. SHEPHERD:  And so -- so I went to an old Hydro One document which says Dryden is urban, and I'm saying, well, are they not now, and what happened?


MR. ANDRE:  And Mr. Shepherd, I think I know the document you're referring to is from an old application, and I remember seeing that as well.  At some point in the
-- I think the draft rate order process or the implementation, I am fairly certain that they never did go to urban, but the undertaking that you've asked for would confirm that.


MR. SHEPHERD:  If you could just clarify it.  We do have some schools there --


MR. ANDRE:  Sure.


MR. SHEPHERD:  -- they would like to know.


MS. LEA:  That would be Undertaking J7.4.
UNDERTAKING NO. J7.4:  TO ADVISE WHETHER DRYDEN IS BEING MOVED FROM URBAN TO R1 OR IS ALREADY IN R1.


MR. SHEPHERD:  And then I wonder if we can now go back to 9 SEC 61, which we started with before we went off on a frolic with the map.  And -- oh, before I do that, you have a couple of places that don't quite qualify for urban.  Owen Sound is one example you've given where their density is 57, right?  And so you have a couple places like that.  Out of the 28, a couple of them don't quite qualify, but you have a 10 percent rule that says, well, if they're within 10 percent of the density we'll let them stay in the class or go with the class; is that right?


MR. ANDRE:  Right.  And just a small qualifier.  If they're 10 percent -- if they're within 10 percent and the majority of the customers in that area are already urban, so that's the situation in Owen Sound, they're urban now.  You have, I don't know how many, over 3,000, like 4,000 customers, the majority of which are currently -- the vast majority currently urban.


And so just because they don't meet that customer per kilometre, we didn't want to -- and, you know, it's a growing community.  We didn't want to bring all those 4,000 from urban down to R1 and then have to move them back when that community finally hits the required number, so that's what the 10 percent is.  It's -- we applied that where it mitigated impacts to existing customers.


MR. SHEPHERD:  Well -- and that's helpful, thank you.  But I guess where I was going with that is it allows me to put in my mind what's an urban area that's right on the line that we can say bigger than this or more dense than this is in, less dense than this is out, and Owen Sound is about right on the line, right?  They're pretty close.  So if we want to think about it in terms of, what does the urban class in human terms -- it's Owen Sound or denser; is that right?


MR. ANDRE:  Yeah, I think that's fair.


MR. SHEPHERD:  So let me now go back to 9 SEC 61.  And you've proposed a 74 percent distribution rate increase for this typical school, and we use this typical school because in our own modelling we find that it generally is predictive of what all the schools will have on average.  It's a sort of a medium-sized school.


And will you accept that you're starting at 8,700 and that that's -- that annual cost for a GS over 50 customer, if you like, at 100 kilowatts is higher than most other distributors?  Will you accept that subject to check?


MR. ANDRE:  Higher than most, yes, I'd accept that subject to check.


MR. SHEPHERD:  And you're then increasing it to about 15,000 over five years, right?


MR. ANDRE:  Correct.


MR. SHEPHERD:  And with the smoothing the first year is 16 percent, but without the smoothing it would actually be 21 percent.  Will you accept that?


MR. ANDRE:  Did you arrive at that by simply removing the smoothing rider?


MR. SHEPHERD:  Yes.


MR. ANDRE:  Yes, then I would accept that.


MR. SHEPHERD:  And it's also in -- if you take a look at J6.1, you'll see in the UGD class, the unsmoothed amounts range from 25 down to 15.6, depending on the --


MR. ANDRE:  On the consumption.  Sounds fair.


MR. SHEPHERD:  Now, once you get up to 15,000 in 2019, do you know right now whether there are any other utilities that are proposing rates that high in 2019?


MR. ANDRE:  I don't know that there are any utilities that have filed rates out to that point.  I know Horizon had a five-year, but I'm not familiar with the rates that they proposed.


You know, I also don't know what kind of revenue-to-cost ratios they're applying to their rate classes.  I don't know -- well, in fact I think I do know that they haven't completed a minimum system study to ensure that the costs are being appropriately allocated across rate classes, because that is a big driver of the cost allocation.


So there's a lot of things I don't know about how they allocate costs, to comment on whether that's, you know, fair.


MR. SHEPHERD:  Can I just ask you a question about that?  You said earlier that you talked about this minimum system study, and I read stuff in your material on this.


I understand why that applies to how you do your fixed/variable split, for example.  It's clearly relevant to that.  I'm not sure I understand how the minimum system study affects your revenue-to-cost ratios.


Can you help us with that?


MR. ANDRE:  Yes.  So the -- it's in two ways, Mr. Shepherd.


So the one way is the minimum system study indicates how much of your load or -- yeah, how much of your costs by US of A should be allocated on a customer basis or on a demand basis.  So there is a place in the model...


MR. SHEPHERD:  That relates to fixed/variable split, then?


MR. ANDRE:  No.  It's actually in the model.  When you talk about allocating costs, it says:  Take these costs, line maintenance costs, and 50 percent of those costs will be allocated based on the number of customers in the class, and 50 percent of the cost will be allocated based on demand.


And our number, I'm using 50.  I think it's around there.  We have numbers for conductor, fixtures -- which is structures -- and transformers.  So there are three inputs into the model.  What should that split between customer and demand be for each of those three categories of costs?


And Hydro One, the minimum system study recommends numbers for each of those three categories.


MR. SHEPHERD:  So for example, if your study says the conductor should be allocated 40 percent based on customer numbers, that will tend to allocate more to residential than another study that says 30 percent?


MR. ANDRE:  Right.


MR. SHEPHERD:  Okay.


MR. ANDRE:  Exactly.  So that's the one place.


And just for the Board's -- so that's the one.  One of the numbers is the conductor minimum system value.  And that's the discussion we had with GEC yesterday, where we found that correction.  We're currently using 54 percent should be based on customer, and based on their correction it should actually be 51 percent.


So that's one of the three factors that I was talking about.


So that's the one place, Mr. Shepherd.  And then the other place is in what they call the peak load carrying capability adjustment.  And that takes the -- those numbers are actually determined in the same study, so the minimum system study produces those first three numbers, and then it produces those PLCC adjustments.


And what those adjustments do, they say how much of the load is carried by your minimum system, and it's only the load in excess of that that actually gets split based on demand.


So those are the two components.


MR. SHEPHERD:  That's very helpful.


So back to 9 SEC 61, I understand this to be saying that over the next five years for this typical school, you expect about 19,000 more, to charge them about 19,000 more than they currently pay over those five years.


And that's on a single school basis, right? 18,744?


MR. ANDRE:  Oh, there's the number.  Okay.  Yes.  I was having trouble finding that.


Yes.  Okay.  I see your number, yes.


MR. SHEPHERD:  So if I'm right that there's 700 schools in your urban areas, is it fair to say that -- and maybe you know the right number.  I'm just giving you what our estimate is, that you're asking schools to pay an additional $10 million over the next five years; am I in the ballpark?


MR. ANDRE:  I'm glad you asked that, because I did a subject to check in the first part of your cross-examination, where you said half of your schools are in an urban area.


And the challenge we have, Mr. Shepherd, is we don't have schools as a flag.  So the way we do it is we'll look for, in the customer name, things like "SCH" or "board" or "education" or "Bd of Ed, Board of Ed."


So that's how we sort of filter, when you ask questions around schools, that's how we've been filtering.  And I did that over lunch.  I asked one of my analysts to pull that up.  Now, I don't know if they're pulling up all the schools based on this criteria that I just mentioned for filtering.  We pulled up 925 accounts.


Does that sound -- it's low?


MR. SHEPHERD:  There is a public database of School Energy, and –-


MR. ANDRE:  Well, in our system.  And from those 925, so maybe you can extrapolate it to the broader number, but from those 925 only about 20 percent were in high-density areas.


So your 50 percent figure, I can't confirm.


MR. SHEPHERD:  That's interesting.  Okay.  Thank you.


Now, I want to talk about -- if I can go to 9 SEC 62, I want to talk about the reasons for the 74 percent rate increase, the five-year 74 percent.


And we asked you why is it happening.  Because I want to segregate the "we need more money" parts from the "we're changing our cost allocation, we're changing our rate design" parts, because they're different concerns, right?


So if you take a look at this, the first one is the increase in revenue requirement, right?  And your cost allocation model actually has something called a D factor, right?


MR. ANDRE:  Yes.


MR. SHEPHERD:  And the D factor is the average increase in revenue at existing rates that you need to get to cover the deficiency?


MR. ANDRE:  Correct.


MR. SHEPHERD:  For example, in 2015 that's 18.89 percent; is that right?  I took it right off page 01 of your...


MR. ANDRE:  Did you -- were you looking at the – because that number doesn't -- maybe that was an old 01.  You took it off the right place.


MR. SHEPHERD:  I don't know whether I had the most recent cost allocation.


MR. ANDRE:  So let me confirm the most recent, because you're correct.  That number is available in the 01 sheet.  And the blue page update, the number is 17.97, so the factor is actually 1.1797, yeah, but it's in that same ballpark.


MR. SHEPHERD:  Okay.  And we can go to each cost allocation table and it has a number, which is the number that you apply to everybody's existing rates to get them to the point where your revenue requirement is covered before you change anything for cost allocation or rate design, right?


MR. ANDRE:  That is correct.


MR. SHEPHERD:  Okay.  And the compound number over the five years, would you accept that it is somewhere around 39 percent?  You probably know the exact number.


MR. ANDRE:  I'm glad I have impressed you with my ability so far, but that number, I don't have.  But I'll...


MR. SHEPHERD:  All you do is multiply them together, right?


MR. ANDRE:  Sure.


MR. SHEPHERD:  So  just take 1.1797 times 1.07 times et cetera, and you get to the final result, whatever that is.  That's the increase in rates that for each class relating to revenue requirement?


MR. ANDRE:  Correct.


MR. SHEPHERD:  Okay.  Perfect.


So of the -- would you accept that out of the 74 percent rate increase that you're asking for from these schools, that a little more than half is for revenue requirement?


MR. ANDRE:  Yes, I'll trust -- I'll take your math on that.


MR. SHEPHERD:  Well, I'm not sure.  It will be close enough.


Then the second component, you say, is that you're increasing the revenue-to-cost ratio, so you're doing it in two parts.


The first part is to get everybody within the range?  That's what you're doing in 2015, right?


MR. ANDRE:  Yeah.


MR. SHEPHERD:  And then the second part is get everybody to within your new narrow range, right?


MR. ANDRE:  Correct.


MR. SHEPHERD:  Am I right in understanding that for this class, that would be -- and I just literally multiplied the numbers together that you've given us -- that that would be about 19 percent rate increase?


MR. ANDRE:  Yeah, sounds about right.


MR. SHEPHERD:  Now, there is some interaction between those numbers and the numbers for revenue requirement, right?


MR. ANDRE:  There is; you're right.


MR. SHEPHERD:  But you can't actually -- the easiest way is, in terms of bigger than a bread basket, you can at least do them separately.


MR. ANDRE:  Yes, I agree 100 percent with that.


MR. SHEPHERD:  All right.  Then the third component is the smoothing rider, but I'm not concerned about that, because we're doing the five years, so by the end of the five years it doesn't matter anymore, right?  The smoothing rider.


MR. ANDRE:  It will have netted out, yes.


MR. SHEPHERD:  Okay.  And then the fourth component that you've got here is increasing the fixed charge.  Now, if you can just go back to 9 SEC 61, the current fixed charge for UGD is 28.71, right?


MR. ANDRE:  Just give me a second on that.


MR. SHEPHERD:  It's in the interrogatory as well which you've confirmed.


MR. ANDRE:  Okay.  Yes, yeah, and I have checked that number, yes, yes, sorry, thank you for pointing to that.


MR. SHEPHERD:  And by the end of 2019 you're increasing it to 118.72, right?


MR. ANDRE:  Yes.


MR. SHEPHERD:  And you'll accept that that's $90 a month, or for every school it's more than $1,000?


MR. ANDRE:  I accept it is $90 -- oh, a month, and --


MR. SHEPHERD:  $1,000 --


MR. ANDRE:  -- yeah, yeah, yes, I accept that.


MR. SHEPHERD:  And one of the things you said here on 9 SEC 62 is, well, that's because this sample school has consumption slightly below average, but that's below average for the class, not for schools, right?  That's --


MR. ANDRE:  It's below average for the class, yes.


MR. SHEPHERD:  All right.  And in fact, do you know how many schools in either of your demand billed classes are in excess of the average for the class?


MR. ANDRE:  No, I do not.


MR. SHEPHERD:  Would you accept that it's zero?


MR. ANDRE:  I don't have the information.


MR. SHEPHERD:  All right.  And so if schools are generally in the smaller end of the class, then they are generally going to have to bear this cost, which would be, is it fair to say a 10 percent component of the rate increase?  Are we in the right ballpark, $1,000?


MR. ANDRE:  And you're coming up with 10 percent as $1,000 over --


MR. SHEPHERD:  Well, I was actually saying there's going to be a small offset from the volumetric rate because --


MR. ANDRE:  Yes, the volumetric -- because the fixed charge is increasing, the volumetric rate is not increasing as quickly.  It's being offset.


MR. SHEPHERD:  Well, that's right, but if you're a smaller-volume customer you get the higher impact of the fixed charged but not as much benefit from the --


MR. ANDRE:  I agree --


MR. SHEPHERD:  -- lower volumetric --


MR. ANDRE:  And -- but I'm -- in terms of working out a number, I mean, I deal with these numbers a lot, and I find that the best way to do it is actually work out the bill for a customer, inputting all of the inputs, and then you can really confirm it.  I wouldn't want to sit here and --


MR. SHEPHERD:  That's fine.


MR. ANDRE:  -- make estimates.


MR. SHEPHERD:  We'll deal with that in argument.


The -- but the one thing I didn't see here in this list of drivers of the rate increase is cost allocation, because you have in fact changed the cost allocation in 2015 for GST, right, or for UGD, right?


MR. ANDRE:  Right.


MR. SHEPHERD:  And that's not listed as one of the drivers.


MR. ANDRE:  So where it would be, Mr. Shepherd, is in that adjustment to revenue-to-cost ratio.  So the change in cost allocation would drive the revenue-to-cost ratio numbers and determine whether there's any adjustments required.


So as it turns out, like, in 2015 the revenue-to-cost ratio that comes out of the model is .93, so it's only driving the relatively small increase for the UGD class.  But what you're asking about my response is, yes, it's taking into account in the revenue-to-cost ratio that looks at the total costs allocated by the model relative to the revenues.


MR. SHEPHERD:  Well, that's what I thought too when I first looked at this, but you've broken out the two components of the .93 to .94, and then the rest of the years, right?


MR. ANDRE:  Mm-hmm.


MR. SHEPHERD:  And so -- but UGD, that class, was actually at 120 percent before, right?  And it went down to 93 percent.


MR. ANDRE:  Right, yes.  Yes.


MR. SHEPHERD:  And so the key cost driver there is that it didn't go down because the rates went down, it went down because you loaded more costs in there, and I don't say you did it wrongly -- well, I might, but I don't yet.  And because you added more costs in there, the revenue-to-cost ratio went down, right?


MR. ANDRE:  Right.


MR. SHEPHERD:  And that was the starting point that caused all these other things to drive up, right?  The increases in revenue-to-cost ratio to cost money.


MR. ANDRE:  On the revenue-to-cost ratio, but the biggest increase would have been, as you point out, from the revenue requirement itself, that uniform distribution across all rate classes to make up for the revenue deficiency, the D factor I think is what you referred to.


MR. SHEPHERD:  Well, actually, I thought that too.  So then I went to your 2015 cost allocation model.  Now, I'm using the original one, so I'm probably off a bit, but I didn't realize there was a blue page for it.  But it's not going to be off that much on this.  And it looks like in UGD in fact the -- sorry, this is 2019.  It looks like in UGD the increase due to status -- going to status quo rates is about $4 million and the increase due to higher allocated costs is about $3.2 million.


MR. ANDRE:  Where are you getting that second figure from?


MR. SHEPHERD:  Well, I'm just looking at the allocated costs relative to the revenue at --


MR. ANDRE:  And are you -- are you --


MR. SHEPHERD:  -- status quo --


MR. ANDRE:  -- pointing to the -- which piece of evidence are you pointing to?


MR. SHEPHERD:  Well, I'm having to use the original one, but if you --


MR. ANDRE:  Right.  But --


MR. SHEPHERD:  -- want to put up the blue page --


MR. ANDRE:  Which sheet?


MR. SHEPHERD:  01.


MR. ROGERS:  I'm having a little trouble following it, personally, so could you give us an exhibit number?


MR. ANDRE:  So the 01 sheet, yes, I think for the Board's benefit might be helpful --


MR. SHEPHERD:  Okay.


MR. ANDRE:  -- to pull up and -- so the 01 sheet would be in G2, tab 1, Schedule 2.  Okay.  And then this is one of the input sheets, so scroll -- so I can tell you which -- so you want to go to page 5 of 6.  And then like I say, this is the update, but it wouldn't -- presumably wouldn't be materially different.


MR. SHEPHERD:  Okay.  So if you go over to UGD, which is over to the right.


MR. ANDRE:  Right.


MR. SHEPHERD:  So you see you go from 22,254 to 26,183 to go from existing rates to status quo rates, right?


MR. ANDRE:  22 -- yes, that's right, that's the -- that's the application of the -- that 17.97 percent factor.


MR. SHEPHERD:  But then the allocated costs are 28,094, right?


MR. ANDRE:  The allocated costs?


MR. SHEPHERD:  That's the line near the -- just close to the bottom.


MR. ANDRE:  Yes, they're -- yes, the allocated revenue requirement is 28, yes.


MR. SHEPHERD:  Now, the revenue at status quo rates is -- assumes a 1.2 revenue-to-cost ratio, right?


MR. ANDRE:  No, no, see, so the revenue -- the revenue at status quo rates, the starting -- oh, at status quo rates, yes, based on a bottom-line adjustment without -- remember, in '13 we didn't run a cost allocation model.  So it gets a little muddled to say that it's, you know, that it's tied to a 1.2 --


MR. SHEPHERD:  Well --


MR. ANDRE:  -- revenue-to-cost ratio.


MR. SHEPHERD:  -- your revenue at existing rates is based on your assumption that the revenue-to-cost ratio was 1.2, right?


MR. ANDRE:  Not -- you'd have to go back to the '13 model, and that adjustment said how much of a decrease in revenue requirement to get to a 1.2 ratio based on a 2010 model run.


MR. SHEPHERD:  I understand that.  It was wrong.  I get that.  But you still assumed 1.2 was the revenue-to-cost ratio at existing rates, right?  That was your evidence.


MR. ANDRE:  The -- that was our evidence in the 2013.  I can confirm that the rates that you see in that top line --


MR. SHEPHERD:  Yes.


MR. ANDRE:  -- UGD is the current rates that they pay --


MR. SHEPHERD:  And those rates --


MR. ANDRE:  -- at the forecast -- at the new forecast volumes for that class.


MR. SHEPHERD:  And those are the rates that you set based on a 1.2 revenue-to-cost ratio, right?


MR. ANDRE:  I'd have to go back and confirm.  I know that there was a bottom-line adjustment to do that, to make that ratio work, but it didn't directly flow from the revenue-to-cost ratio, I guess is...


MR. SHEPHERD:  Let me do this a different way.  You see the total of 21,677 there?  Right?  I divide that by 1.2, I'm going to get the cost that you assume applied to this class in 2013; is that right?

MR. ANDRE:  If you take the 21, the...


MR. SHEPHERD:  And divide by 1.2.


MR. ANDRE:  Sorry, the 21, which number is that?  If you use the screen, just because that's the number I have, which row are you talking about?  The "total expense" row or the --

MR. SHEPHERD:  Take the 21,864.  All right?  Divide it by 1.2, and you get the costs from 2013.


MR. ANDRE:  Right.

MR. SHEPHERD:  Subject to changes in volume.


MR. ANDRE:  Right.

MR. SHEPHERD:  Right?  So that's your starting point.


If there's more costs added, they've been added since then, right?  So whatever that number is -- let's say that -- if you divide by 1.2, that means you're in around 20 million.  And if you're now allocating 28 million in costs, right?  You've added 8 million.  Is that right?

MR. ANDRE:  That's -- yeah.  Because the costs would be -- would be a function of our revenue requirement.  Costs that you're allocating now are a –- yeah.


MR. SHEPHERD:  I'm getting there.  So if you've added 8 million, you've added 4 million or so for revenue requirement, because we know what that is.  It's 18 percent, right?


MR. ANDRE:  Yes.

MR. SHEPHERD:  The rest of it is reallocation of costs under your cost model.  There's no other way you can get there, right?


MR. ANDRE:  Yes.  I'll accept that.

MR. SHEPHERD:  That's what I want to explore for a second, what are those things.  And we asked questions about that, of course.  We ask questions about lots of stuff.  So can you go to 9 SEC 54, under tab 701?  Do you see that?


MR. ANDRE:  Yes.

MR. SHEPHERD:  You see there we asked you what are the costs that have been added into -- I think this is the UGD class, and you said there's almost 20 percent for revenue requirement.  You see there at the bottom?


MR. ANDRE:  Mm-hmm.


MR. SHEPHERD:  And then you changed the PLCC calculation.  And explain again how that increases the cost for all the general service classes.


MR. ANDRE:  The adjustment that was made to the PLCC increased the amount.  And so now more of the residential classes, more of their demand is accommodated by the PLCC adjusted minimum system.  So because more of their demand is accommodated by the minimum system, they have less demand that needs to be allocated on a demand basis.


MR. SHEPHERD:  So when you did a minimum system study, you said the costs in excess of minimum system that we allocate based on customer numbers should be reduced, and the costs that we allocate based on demand should be increased?


MR. ANDRE:  Correct.  And then residential share of that, because more of their demand is accommodated by the minimum system, the proportion in terms of how much is being split based on demand, residential's share decreases in relation to the general service classes.


MR. SHEPHERD:  Do you know how much that was?

MR. ANDRE:  No, I don't, Mr. Shepherd.

MR. SHEPHERD:  It was a big number, right?  It was, like, 30, 40, $50 million reallocated?  Am I in -- it wasn't small?

MR. ANDRE:  Let me see if I have anything that might help.

MR. SHEPHERD:  The reason I ask that is if I look at the cost allocation model for 2015, I see big shifts out of residential and into the other general service classes, which I assume is largely driven by that PLCC adjustment.


MR. ANDRE:  Yes.  I would agree that it had a large impact, a significant impact.

MR. SHEPHERD:  Okay.  The next one is you allocated 2015 fixed assets and OM&A based on US of A.  And I sort of struggle with this one, because isn't that what everybody else does?  Like, I...


MR. ANDRE:  Sure.  Everybody does that.  And I guess what we're saying here is the -- what's changed for us is obviously when you go from '15, when you go from the last model to the '15 model, you have different in-service additions.  So we've made in-service additions -- it's been a while since we've been before the Board, so the US of A accounts reflect which particular types of assets have been installed over the last little bit.  And then the OM&A reflects the changing nature of the work program, so maybe more dollars are being spent in areas that have a slightly different allocation across the classes.

MR. SHEPHERD:  So I thought this was saying you'd changed your methodology to allocate by US of A, because Hydro One used to allocate not based on these Board standard categories and then moved to the Board standard.


MR. ANDRE:  No, sorry.  If I left that impression, I apologize.  What I meant to say is exactly was what I just said, that the nature of the asset, we've always -- the Board model only runs based on US of A allocations.

MR. SHEPHERD:  That's what I thought.


So  then what this says is that you're building -- the additional spending that you had, both capital and operating costs over the last five years, has been more weighted towards the general service classes and less weighted towards the residential classes.

MR. ANDRE:  I was just listing that as a factor.  And if I said that, it's because that's what we found, that it does contribute...

MR. SHEPHERD:  Do you know how much impact this is?

MR. ROGERS:  Slow down.  I want to be sure Mr. Andre has finished his answer before we --


MR. ANDRE:  Yeah.  Like, small.  Small, Mr. Shepherd.

MR. SHEPHERD:  Good.  I was petrified at having to try to go into those details.


The next is update to costs directly allocated to interval-metered customers.  I went and looked at that, and it looked like it's, like, under a million dollars.  It's a small number, right?


MR. ANDRE:  Direct allocation, yeah.  Again, it's a small number -- like, it has a bigger impact, and this, you know, is just based on sort of tests I did on the model.  It has a bigger impact than the US of A, but it's still relatively small.  Like, the amount that's being directly allocated is shown in the model, in the cost allocation model.


MR. SHEPHERD:  I saw a number like $764,000 or something, which is not nothing but it's not going to be a big impact, right?


MR. ANDRE:  Yes.  And actually the 01 sheet would show that, right?  Direct allocation... yeah, you're right, 700 and change.


MR. SHEPHERD:  And then the last one on the next page is there's a decrease in allocated cost due to the use of updated density factors, and updated to the loss factors.


Now, the loss factors of course apply to everybody, right?  But the density factors are how you share between customers, right?

MR. ANDRE:  Between the general service demand and the urban general service demand.  It's only the sharing across those two.


And actually, Mr. Shepherd, I do have a note here in the interrogatory response that on that first list there was one other factor that I inadvertently omitted, and that is that moving from the bottom line adjustment, applying the density factors on a bottom line basis, as we did in 2013, versus within the model by US of A account as we do in this model per the direction from the Board, that that also contributed to the increasing.


The quantum of the density factor is the one that's mentioned on the next page, the fact that the quantum changed, the actual density factor itself.  But the moving from the bottom line adjustment into the model also had an impact.


MR. SHEPHERD:  Again, it's small, right?  Because some of them were up, some of them were down, some categories it didn't apply to?


MR. ANDRE:  Right.

MR. SHEPHERD:  But in the end, the net wasn't very big; is that fair?

MR. ANDRE:  Yes.  I think that's fair.

MR. SHEPHERD:  Because then this narrows this down to your changes in the PLCC calculation plus the revenue requirement are really the big cost allocation drivers?  That's what really did it, isn't it?


MR. ANDRE:  Say again?


MR. SHEPHERD:  The big cost allocation drivers that affected this class were the PLCC and the revenue requirement?


MR. ANDRE:  Yes, I would agree those are the two biggest factors, yes.


MR. SHEPHERD:  So when you did this in 2013, you didn't do a cost allocation study.  And I can recall long discussions about that.


But what was the error in the way you did it?  Not the methodological error, but the substantive error that resulted in such a big difference in cost allocation?


Not just for this class, but it's even worse for one of the other classes.  It's -- yeah, UGE is even worse, right?

MR. ANDRE:  Right.  Yes, it is.


MR. SHEPHERD:  And what was the problem with the methodology used last year that had a substantive impact as big as it did?


MR. ANDRE:  And I've sort of tried -- I've tried to look into the model and tried to understand what that driver is, and it's difficult because of the many aspects of the model that interact.


So one of the things I can point to is, for example, doing a bottom-line adjustment, you wouldn't have taken into account any of the minimum system adjustments that the model makes, both that first one that's the 50/40 split, as well as the PLCC adjustment.  The bottom-line adjustment wouldn't take -- have factored that in at all.


MR. SHEPHERD:  But you knew that when you did it last year, but you didn't anticipate that it would have the sort of impact that it ended up having.


MR. ANDRE:  Yes.  I mean, we were under an IRM, and we were looking for something that would easily accommodate the factors without having to run cost allocation model.  I don't know that we -- certainly we didn't anticipate that kind of impact on the general service class.


I think for the other classes the bottom-line adjustment turned out to be fairly close to what you get when you brought them into the model, but you're right, for the GSEs particularly and to a lesser extent the GSD classes it did have an impact.


And the most that I can point to is, like I say, perhaps we didn't factor in the minimum system aspects, and possibly also the spread across the US of A, so when we brought those factors in we brought them into certain US of A accounts, not all of them.  Whereas when you were doing it on a bottom line you were applying it to all costs.

MR. SHEPHERD:  So here's -- and I understood that from your evidence, and yet the discussion we've just had indicates that in fact the changes in the various allocations on UFC -- US of A -- UFC -- US of A lines, and the changes arising out of the density factors weren't really that big.


The real thing was that you did a full minimum system study, and whether or not you had allocated last year, the minimum system study was going to change everything, wasn't it?  That's what the real thing has happened here, isn't it?

MR. ANDRE:  The PLCC adjustment changed.  The other three components didn't change.  How much should be allocated versus customer instead of demand, that component didn't change.  The only change on the minimum system was with respect to the PLCC adjustment.


And I agree that has a significant impact.  I don't know that --


MR. SHEPHERD:  What I'm trying to get at --


MR. ROGERS:  I don't think he has finished his answer.


MR. ANDRE:  Yeah.  I was going to say I don't -- I guess, Mr. Shepherd, what I really don't have a perfect handle on is the incorporation of the density.  I know you've positioned or you've proposed that bringing the density factors in didn't have that much of an impact based on our prior discussion, but I'm not sure that I can agree with that.  I think they might have had a bigger impact than you're suggesting -- or that I suggested when I said it had a relatively minor impact.


MR. SHEPHERD:  Given the size of the impact of the PLCC adjustment, which you agree is quite substantial, right, the -- it appears -- and that's nothing to do with how you did the bottom-line calculation last year.  It's unrelated, right?


MR. ANDRE:  It's unrelated, but the two of them together, I don't know if there's an interaction effect.


MR. SHEPHERD:  Oh, sure, oh, sure, but I guess the point I'm making is, even if you'd done a cost allocation study last year when you were splitting up the class, you'd still have that PLCC problem this year.


MR. ANDRE:  Correct.


MR. SHEPHERD:  Okay.  Good.  Can we go to 9 SEC 64, please.  And that's -- basically, it's the same calculation as the last one we talked about an hour ago, but -- except this is for the GSD class.  And so you're current -- currently this 100-kilowatt school pays about a little over $14,000 a year for distribution from Hydro One, right?


MR. ANDRE:  Yes, I see that.


MR. SHEPHERD:  Okay.  And will you accept subject to check that that's 66 percent higher than the UGE rate for the same school?


MR. ANDRE:  Sure.  I'll accept that.


MR. SHEPHERD:  Okay.  Do you know whether that's in fact the highest in the province?


MR. ANDRE:  The GSE rate?


MR. SHEPHERD:  Yeah, the -- no, the GSD rate --


MR. ANDRE:  I'm sorry, the GSD rate?


MR. SHEPHERD:  Yeah, this --


MR. ANDRE:  Just bear with me.  I think I had something here that I might be able to use to give you that answer.


MR. SHEPHERD:  The only one we found that was higher was Algoma.


MR. ANDRE:  The GSE greater than 50.  So --


MR. SHEPHERD:  GSD.


MR. ANDRE:  GSD.  Greater than 50, right?


MR. SHEPHERD:  Yes.


MR. ANDRE:  The -- based on 2013 rates -- and I guess this depends on the assumed consumption, but I showed actually three other:  Canadian Niagara Power, Grimsby Power, and Wasaga Distribution.


MR. SHEPHERD:  Excellent.  Thank you, that's very helpful.


And -- now, you're proposing that this will increase 77  percent over the next five years, right?


MR. ANDRE:  That's the evidence, yes.


MR. SHEPHERD:  Now, this rate is higher than the UGD rate primarily because of higher costs, right, because there is an adjustment because of revenue-to-cost ratios, but the primary reason for the difference is that it costs more to serve these customers, right?


MR. ANDRE:  Yes, I -- they're less -- GSD would be the less dense customers as compared to UGD, which would be the general service demand customers located in urban areas, so --


MR. SHEPHERD:  Okay.  So the GS category is -- in residential, you split up that group into R1 and R2, right?  You have the --


MR. ANDRE:  Yeah, the one -- yes.


MR. SHEPHERD:  -- ones in towns and the rural ones.


MR. ANDRE:  That's right.


MR. SHEPHERD:  But in the general service classes, whether it's energy billed or demand billed, you don't split them up.


MR. ANDRE:  Yes, that's correct.


MR. SHEPHERD:  And would you accept that that means that customers in the towns that are in the general service classes are paying relatively more than their costs and customers in the rural areas in the GS class are paying relatively less than their costs, generally speaking?


MR. ANDRE:  I would agree -- I would agree with that and just point out that like all rate classes, I mean, you can't get them perfect.  Unless we were going to have 1.2 million rates applicable to each individual customer, whenever you create a class you are going to have that cross-subsidization.  I think there's a practicality consideration, in terms of how many classes is it reasonable to carry.


MR. SHEPHERD:  Understood.  But you did split it up for residential, right?


MR. ANDRE:  Yes, there's 300,000 and 250 -- I should get the numbers, but we're talking classes with hundreds of thousands of customers in them.


MR. SHEPHERD:  Sure, and whereas the general service demand and energy billed classes are thousands, but not hundreds of thousands.


MR. ANDRE:  Correct.


MR. SHEPHERD:  Tens of thousands, maybe.


MR. ANDRE:  Depending on the class, yes.


MR. SHEPHERD:  Exactly.  But it is true that, for example, if the schools tend to be in the towns, then they're generally over-paying, right?  Relative to their cost.


MR. ANDRE:  Yeah, I would agree with that general premise, and like I say, I think that would be true of practically every class that we have.  There would be some that are over-paying and some that are paying less than the average.


MR. SHEPHERD:  All right.  I want to talk briefly about revenue-to-cost ratios and the narrowing of the band.  And I know you talked to Mr. Janigan about this yesterday.  I wasn't here, but I did read the transcript, so I will try not to plough the same field.  But I do have a couple questions.  And my starting point is 9 SEC 60, which I think was his as well, which is where you explain the reasons why you feel justified in narrowing the ranges for revenue concentration, right?


MR. ANDRE:  Yes, that's right.


MR. SHEPHERD:  Okay.  And so I'm going to go through these each and I'm going to ask you in each case the same question, which is, how does each one of these give the Board more confidence in the results relative to the last time you came and talked to them?  Okay?  Let's start with the smart-meter data.  That's -- you're in the same position as everybody else with smart-meter data, right?  Pretty well.


MR. ANDRE:  Mr. But, are we in the -- I mean, I'm going to let Mr. But comment.  I would have said that I know we've done quite a bit of analysis, and we have the capability to do probably more analysis on our smart-meter data than many other utilities, but I would --


MR. BUT:  So Mr. Shepherd, can you repeat your question again?


MR. SHEPHERD:  The data you have on smart meters, it's the same data that everybody else has, right?


MR. BUT:  I cannot confirm that, but we are definitely using the 2012 smart meter data.  This is a special request that we make to the IESO to obtain the data.  But I cannot confirm LDCs have done the same.


MR. SHEPHERD:  So this is more data than simply what you get from the AMR?  AMR?  Is that right?


MR. ANDRE:  MDMR.


MR. SHEPHERD:  MDMR.


MR. BUT:  But this is the data from the MDMR, yes.


MR. SHEPHERD:  This is that same data?

MR. BUT:  Same data.

MR. SHEPHERD:  So how does -- how you've used the smart meter data, how does that give the Board more confidence in your cost allocation model results?


MR. ANDRE:  I'll start, and then -- so the information that is used within the cost allocation model are primarily the four non-coincident peak allocators and the 12 coincident peak allocators.  And it's a function of the load shape of the rate class.


And I think the Board is on record as saying that updated load profiles is a key element of data, key piece of data.  And I can confirm that it is certainly the primary driver of the allocation across classes.


So updating that load profile data is important for cost allocation.


Now, with respect to how we've updated, I'll let Mr. But comment.

MR. BUT:  Mr. Shepherd, in the -- in terms of load shape data for cost allocation for Hydro One, as well as for most utilities in the province, I think we all base on the load research done in 2005 and '6.  Remember that big exercise?  And it was done by Hydro One in cooperation with other LDCs.


So I just want to briefly mention the difference between that set of load shapes compared to the 2012 load shape information, so that perhaps will give you a better understanding.


In the load shape -- load profile analysis for cost allocation projects, for the residential customers it was based on a sample of cost, because you cannot have smart meter -- because there were no smart meter data at that time.  So it was really based on a sample of the participating members, so we're talking about, say, several thousands, you know.

MR. SHEPHERD:  You actually ran that study, right?

MR. BUT:  Yes.  I did the study on behalf of the working group.


So my point is we tried to create load shape based on samples of data for residential, and at that time I can guarantee that we don't have much for seasonal.  And most important of all, as you may know, we don't have much data on customer of less than 50 kW.  And of course you don't have much data about the general service, you know, in general.


So you have large customer data.  We did analysis for residential customers.  We sample.  So everything is based on best available information so we come up load shape information for different rate classes.


Now, in 2012, why is this an improvement?  Because we make use of 1.2 million customers' smart meter data.  So this is no longer sampling data.  And as you will recall, even going back to the old load profile analysis, there is -- in terms of the analysis the -- for example, the general service less-than-50 class is a residual.  You start with the total load shapes, you minus this, you peel off one, you peel off another with sample data.  At the end, there's a certain class called residual.


But in this case, the 2012, the general service less-than-50 is no longer the residual, because we have smart meter data.


So with just this general description, I hope I can impress upon you that this is a very different load shape based on actual data.  And I think this is the best load shape information one can have in terms of generating load profile.

MR. SHEPHERD:  The other thing about it -- before, when you did the load shapes, you had interval meters on a lot of customers, the bigger customer, so you could do load shapes for them, right?


MR. BUT:  Yes.  As I mentioned earlier, we have the total load shapes for LDCs.  We peel it off by looking at the -- we peel off the large customers and start off with sample data, and that is how we generate the load shapes.


MR. SHEPHERD:  Sorry, my point was that, for example, a school, typically they would have an interval meter.  You would be able to know their load shape already.  You did it -- the last time around, you had that?  You didn't need a smart meter for that, because they don't have smart meters now, right?

MR. BUT:  If they more than 200 kW, then we would have interval meter data.


MR. ANDRE:  Mr. But, I believe we did update -- even though we had interval meter data -– I see your point --these load shapes would have been based on the most recent interval meter data for those customers.  So it would have reflected a change in the nature of their load.


MR. SHEPHERD:  The result of having this more precise information is not just that you have more specific information for all classes, but you also have information specific to Hydro One, whereas before, all the other utilities were using a set of standardized load shapes, right?


MR. BUT:  Yes.  Because -- again, because of cost constraints, the 2005 and '6 load shape exercise was using the maximum information available from all contributing LDCs together, and then we generate generic load shapes, and then subsequently Hydro One helped each of –- or helped  basically almost all of the 80 LDCs to do their LDC-specific load shapes, using the LDC-specific information available from the information system.

MR. SHEPHERD:  Now, all the other LDCs now have this same additional information that you have from the MDMR, right?


MR. BUT:  I assume they have the smart meter data installed for almost all, if not all their customers.


MR. SHEPHERD:  They can also do the load shapes the way you're doing it, right?

MR. BUT:  If they have the time and capability, I guess I will agree with you, but this is something I cannot confirm, that they will be able do it.

MR. SHEPHERD:  I take your point.


The next reason you say that you have better cost allocation is because your costs by US of A reflect an improvement in allocation of project and program costs, et cetera.   Can you just tell me, what does that mean?  How are your -- how are your costs by US of A better than they were?


MR. ANDRE:  Yes, I believe I provided that response to Mr. Janigan, but the fundamental answer, Mr. Shepherd, is that before -- so we've improved -- we've reviewed the scope of our work programs, because we track our costs by projects and programs.  So we need to get those into a US of A basis.  So we've reviewed, to make sure what the nature of those programs are and confirm that the allocation of the costs that flow out of those programs are going into -- more correctly going into their appropriate US of A accounts.


MR. SHEPHERD:  So this is what you told Mr. Janigan yesterday?


MR. ANDRE:  Right.

MR. SHEPHERD:  The next question, though, is:  Weren't you doing that before?

MR. ANDRE:  Right.  So to Mr. Janigan, he asked exactly the same question that you just did.  And I pointed to -- I mean, we were doing that.  We've improved those allocations.  It's arguable about whether we should be doing that on an ongoing basis anyway.


But there was a second element to that improvement, and that is that, before, we were taking -- we were simply looking at our historical spending, total OM&A spending, and historically into what US of A accounts did they go, and then we were taking our forecast OM&A spending and putting it across those same US of A accounts on the same percentage basis as historical.


One of the improvements that we made is we applied that same methodology of taking our projects and programs and identifying how they flow, and applied that model of flowing the cost to our forecast costs, rather than simply using a percentage split based on historical.


That's the other component of what we did that I would consider an improvement.

MR. SHEPHERD:  The next bullet you have is with respect to the USL class.  And I take it it's fair to say creating the USL class doesn't have a huge impact on anybody else because it's such a small class, right?


MR. ANDRE:  Certainly not a huge impact.  It would have a bit of an impact on the general service energy class they came out of, but on the other classes it wouldn't have a big impact.  I would agree.


MR. SHEPHERD:  The next is PLCC, and we talked about your minimum system --


MR. ANDRE:  Yeah.


MR. SHEPHERD:  And the next is your billing collection and services weighting factors.  And you did a formal study on your weighting factors?

MR. ANDRE:  No, it wasn't a formal study.  It was interviews and discussions with our customer service staff, to review the factors that we had in there and whether they were appropriate or if they were aware of circumstances or aspects of billing and collection that would drive us to move away from the standard Board set, like, the default values that the Board has.


MR. SHEPHERD:  See, what I'm trying to get at is, how does that increase the empirical rigour of your model?  I mean, it sounds like that's what -- that's what you were doing before, right?  You just did it again this year, and you got updated information?


MR. ANDRE:  I think largely we're using the Board default models before.  This time we've done some interviews and gathered some additional information, and we change, not all of them, but we change some of the factors to better reflect how costs -- you know, what's driving the billing and collections costs.  So there were a few small changes on the weighting factors.


MR. SHEPHERD:  And then the last one is that you are using the Board's updated model, but of course everybody is using the Board's updated model, right, so that's not a reason why you in particular would narrow your range.  If that applies to you it applies to everybody, right?


MR. ANDRE:  Yes, I would agree, and I think I mentioned this morning in response to another question that I would add one more bullet to this list, and just to refresh your memory -- and it wasn't on this list originally because, like you say, it wasn't an improvement for us.  We were doing this before, but I would just highlight for the Board that, you know, unlike the other utilities, Hydro One has done a minimum system study and made adjustments to that customer demand split on the one side, as well as PLCC adjustment on the other side.


That -- I'm not aware of any other utility that does that, so, I mean, I would argue that our ratios probably should have been narrowed previously just from that fact alone, because that is such a key part of the allocation of cost to rate classes, that you've got a minimum system value, whereas all of the other utilities are still using the Board defaults, and to what extent -- I know our numbers are considerably different than the Board default values, so it's unclear to me that the other utilities likely also have these differences from the Board defaults, just they haven't done the study to confirm that, so that would be the other point that I would add to that.


MR. QUESNELLE:  Are you leaving this chart now?  Before you do --


MR. SHEPHERD:  I am, yes.


MR. QUESNELLE:  Could you walk us through that second bullet again?  I don't know if I just missed it or if, Mr. Shepherd, you skipped over it or didn't have any questions on it, but I didn't hear the response on the second bullet.


MR. SHEPHERD:  Hope I didn't miss it.


MR. QUESNELLE:  The density factors.


MR. ANDRE:  I think -- I wondered myself that Mr. -- I think Jay just -- or Mr. Shepherd, you just skipped over that one.  I'm happy to talk to that one.


So what that one talks about is -- there's two things.  One is the Board in previous cost-of-service applications had expressed concerns about the -- we call them density weights at the time, the density weights that Hydro One was using to split costs between -- among residential classes and among the general service classes to reflect density.


And so they asked Hydro One to go and do a study to confirm those density weights, and so this is just pointing out that, one, that study was done and the updated density factors, as we call them now, have been -- are being used per the study that was reviewed and approved, and also, there's an improvement relative to the 2013 IRM, which is
-- probably carries less weight, but certainly those density factors are now built into the model and apply on a US of A basis to all of the accounts that appropriately should be split based on density.


MR. QUESNELLE:  Could you reconcile something?  I obviously misunderstood it earlier.  We've got in the second line here the general service energy class and the general service demand classes have been incorporated into the models, the US of A basis, and have been established based on the results of the independent density study.


Is that -- I'm reading that as me thinking that there is a sub-class just based on density for each one of those.  Is that not the case, or is that the case, or...


MR. ANDRE:  That is the case.  So the residential rate classes, the sub-classes, are the UR, R1, and R2, and then for the general service energy class, as Mr. Shepherd was pointing out, we have two of them.  We have an urban general service energy and then a general service --


MR. QUESNELLE:  As a separate class.


MR. ANDRE:  Yes.  That's right.  They are two separate classes --


MR. QUESNELLE:  I wasn't following the line earlier.  Sorry.  Okay.


MR. ANDRE:  Yeah, so the -- and then the same under general service demand.  There's two classes there as well.


MR. QUESNELLE:  All right.  Thank you.


MR. SHEPHERD:  And these density factors that you were just talking about with the Chair are the same ones we -- when we were talking about cost allocation, that's the same thing we were talking about there, the change in the cost allocation.


MR. ANDRE:  That's right.


MR. SHEPHERD:  From below the line to in the model.


MR. ANDRE:  That's correct.  It's those factors.


MR. SHEPHERD:  All right.  So my last questions really are sort of a summary questions, and I -- this is really to sort of give you an opportunity to explain.


When I talk to the schools they say, Well, you know, bad enough that they're asking for 40 percent more for revenue requirement, but then they want to increase the revenue-to-cost ratios, they want to increase the fixed charge, they want to change their cost allocations.  It feels like piling on.  And so the question I want to put to you is, in terms of under -- of dealing with the impact of this on the customers, did you consider taking a different approach in which you didn't do this all at once and whack them with all four things at the same time?  Did you consider an alternative approach?


MR. ANDRE:  Well, a couple of those things I think just need to be done, like rewriting the cost allocation model, using the best available inputs, the data will fall the way it falls out, but I think it is our responsibility to ensure a fair and accurate allocation of costs, so I don't think, you know, not doing the cost allocation or not making a change to those factors, if we have the best available information, I think so we need to use it.  So --


MR. SHEPHERD:  Let me just stop you there.  You said the data will fall out where it falls out, but there's quite a lot of judgment in there, right?


MR. ANDRE:  Not in -- where do you think -- not in the cost allocation, Mr. Shepherd.  I think there's some judgment there -- and where I was going -- the next point where there is some judgment involved, is what do you do with the results that fall out of the model, you know.  And the revenue-to-cost ratio adjustments, the way that we've proposed that, in terms of adding it to all of the classes that are currently under-paying, as opposed to driving for a distribution of that over/under collection, driving for an equal distribution in terms of impacts across all classes as opposed to simply putting it on to the classes that are farthest away from one, I think that would probably be the biggest judgment call, and I agree with you, it is something that could have been considered.  Our approach was to go with the methodology that's been used in the past, because from our standpoint that is what the Board has reviewed and approved and gone with in the
past --


MR. SHEPHERD:  Sorry, which methodology is --


MR. ANDRE:  So the methodology of taking the over-collection of those classes that are outside the range, so in this case the UR, the R1, and a tiny little bit from USL.  That adds up to about 24 million -- sorry, 34 million, and then saying, okay, they're over-paying, so I need to get that from somebody.  Which classes do I get that from?


MR. SHEPHERD:  And you start with GSE because they're the lowest and you go up.


MR. ANDRE:  And then you keep going up.  That's right.  But the other approach would have been to say, okay, well, I'm going to distribute that in a way that sort of equalizes the impact, because the UGE, for example, is quite a small class, and even though it's at 70, you know, making it go all the way to .94, which is where everybody else gets to, piles on -- quite a bit of money on them and has a large impact, as I've pointed to, I think 34 percent impact as a result of that revenue shifting alone.


The alternative approach would have been to spread the dollars in a way that tries to equalize the impacts on the class, so put more on those classes that have the ability to absorb it without having a significant bill impact, so that is an area that we could have -- but I've given my reasons as to why we did it the way we did.


MR. SHEPHERD:  I wasn't actually asking about that.  I was actually asking about the next stage, which is something nobody else has done, which is go to the 98 to 102 range, and that's something that nobody else has done.  It has the effect of reducing rates for residential, which are already relatively low in the scheme of things in your model, and increasing rates for general service customers, right?


MR. ANDRE:  Yeah.  Yeah, I --


MR. SHEPHERD:  Why is this the right time to do that?


MR. ANDRE:  The Board has -- is on the -- their Board reports have made it clear that cost allocation, cost causality, and moving to a ratio of one is a desirable goal.  And they have said that if you have confidence in the cost that your model was allocating, that you should pursue that goal.


So we're doing that.  I think I've been quite upfront that, you know, perhaps 98 to 102 maybe is too tight a range, and I know 95 to 105 was a value that was quoted around.


But frankly, in that interrogatory that we just reviewed, SEC 60, I think it clearly demonstrates that Hydro One has made a number of improvements in quite a few areas of its cost allocation model.  So I think we're fully justified to ensure that cost causality is being followed.


Having said that, Mr. Shepherd, we're revenue-neutral.  We're largely indifferent, to some extent, in terms of the classes that pay those revenues.


We're obviously concerned about impacts and we're meeting all of the Board's requirements with respect to keeping below the 10 percent impact.  So we're concerned about that, but whether the decisions that we're making influence one class or another, our principle is cost causality and the direction from the Board.  If the Board feels that in any particular situation we should deviate from that -- like, we should deviate from their objective moving closer to 1 if you've made improvements, I think we've clearly demonstrated we've made improvements.


So we're in the hands of the Board in terms of how to respond.  I think we're following principles that have been established.


MR. SHEPHERD:  Is Hydro One more sensitive to residential rates than to general service rates?  A cynic could look at your application and say:  Well, you've set it up -- whatever judgment calls you've made -- you've set it up so that the residential rates don't go up very much, and everybody else gets whacked.  So that tends to suggest you're playing to the public, as opposed to trying to be fair to all customers.


I'm not saying that's what you're doing.  All I'm doing is asking the question:  Are you more sensitive to the residential rates because there are so many residential customers?


MR. ANDRE:  I can absolutely say that, no, we apply, try to apply those principles as fairly as possible, without consideration of which rate classes would be more or less impacted.


MR. SHEPHERD:  I appreciate your frank answers.  Thank you.  Thank you, Mr. Chair.

MR. QUESNELLE:  Thank you, Mr. Shepherd.  Thanks for your time.  Okay.  If --


MR. ROGERS:  Excuse me, sir.  Sorry to interrupt you.

MR. QUESNELLE:  No at all.


MR. ROGERS: The Board may have questions of this panel, but before doing so, I do have one small area of re-examination, which I think might be of interest to the Board.  Would you like me to do that now before you have any questions?


MR. QUESNELLE:  Sure.  Yes, and obviously redirect after any questions we have as well.
Re-Examination by Mr. Rogers:


MR. ROGERS:  I would like to have the witness have a chance to talk about this before you ask your questions.


Mr. Andre, you've been questioned at length about your cost allocation study and your rates and so on.  There are a number of factors that have been changed that are leading to the controversy.


One of the aspects, I think, that is an important factor that's causing shifting around of costs is the line loss study?


MR. ANDRE:  Yes.

MR. ROGERS:  No one has asked you about that.  I wonder if you could very briefly just explain to the Board what's happened and what the cost implication and ratemaking implications are.

MR. ANDRE:  Certainly.


MR. SHEPHERD:  Excuse me, Mr. Chair, I'm sorry.  How is this redirect?  Doesn't redirect have to be something to do with something somebody cross-examined on?


MR. ROGERS:  Technically my friend is right.  No one asked about it, so I can't make an argument that – if there's some confusion.  I thought it would be helpful to the Board to have an explanation.


MR. QUESNELLE:  I suppose technically we would have had this in lead, Mr. Rogers.


I think it would be helpful to the Board to have a full explanation.  We have, in other areas of the evidence, allowed witnesses to give us presentations, in a fashion, earlier this week, Mr. Shepherd.  I'll accept this in the same fashion.

MR. ANDRE:  That is one area that is a notable component of our application.  I think it is worth just drawing your attention to it.  And it has to do with line losses, as Mr. Rogers suggests.


And the evidence around line losses is provided at Exhibit G1, tab 8, schedule 1.


And I'm going to let Mr. But speak to, at a high level, what the study -- the details of the study that was done, but from a cost allocation and bill impact perspective, I just wanted to draw your attention -- and if you go to page 3 on this application.

I just wanted to draw to your attention that as a result of a study that was done by Navigant Consulting -- and like I say, I'll let Mr. But speak to that -- the bottom line impact in terms of our rate schedules is that the loss factors that we're proposing in this application have been updated from the current approach.


And you can see that the primary -- the primary change is, if you look at urban residential, is that the loss factor is based on the results of the study have been reduced for those customers in areas where we know, based on the study, in fact they are driving lower losses on the system.


So as before, urban residential had 7.8, R1 had an 8.5 percent loss factor.  This is all in the last column.  The last column shows the current loss factors, and then the third column in shows our proposed total loss factors now.


And for some of those density-differentiated rate classes, there are notable changes to the loss factors that we're seeking approval of.  And I wanted to draw your attention to that.


I think it might be helpful for Mr. But just to give them -- no?  There is a Navigant study that confirms the appropriateness of this proposal.


MR. ROGERS:  The Navigant study has been filed.  I don't intend for Mr. But –- unless the court would like to hear about it.  It's there, and it's pretty understandable, I think.  So I just wanted to emphasize -- or to draw to your attention there are cost implications out of this line loss study.  So I'm satisfied with that.


Thank you, sir.

Questions by the Board:


MR. QUESNELLE:  It does raise something that I hadn't noticed before, but just on the "Seasonal" line, if you look at the current to the proposed, and given that you don't do a geographic analysis of your seasonal, is this a proxy for a halfway point, much like you use between the R1 and R2?  How did you determine on line losses that the seasonal has -- they would move in that direction and that amount?

MR. ANDRE:  Do you want to answer that?


MR. BUT:  Perhaps I can provide a bit more information about the study.  This is a study that we engaged the consultant, Navigant, to prepare.  They basically -- I just want to make it very short -- they basically, again, just like the load shape information that we used, they used the smart meter data that we obtained from the IESO and the amount to do the load shape analysis, and we provided that to them.


But in addition, they also engage an engineering model that they examined given stations, feeders, down to the customer level, in order to assess the line loss by customer rate class.  Their approach is to engage the -- using the smart meter data as well as the engineering model in order to come up with the analysis and determine that there's a need to make changes to the line loss for our rate classes.


And that is the recommendation from the report that we are proposing to make changes in this rate application.

MR. ANDRE:  So, Mr. Quesnelle, the key there is it was specific seasonal customers.  So the study looked at individual customers, and said:  Here's a bunch of seasonal customers, here's a bunch of UR customers.  And was able to identify the losses specific to those customers and then extrapolate it to the class.


But they looked at specific seasonal customers, unlike the density study that had to do some extrapolation.  There was no extrapolation in this case.


MR. QUESNELLE:  So the sample group of seasonal, a sample group of residential, UR, whatever class you're comparing it to, and then that was extrapolated out on a best guess of geographic proximity?


MR. ANDRE:  No.  So the sample groups were actually samples of feeders, so they looked at sample feeders that were representative of our system, and then looked at the customers that were fed off those feeders.  They looked at the losses associated with feeders and then looked at the type of customers that are on those types of feeders.


MR. QUESNELLE:  You've gained quite a level of granularity.  This goes to some other questions I was going to ask around the geographic -- ability to identify geographic where these customers are.  You do have -- I'll ask the question.


From the meter data that you have, that gives you a metered population and you would have that tied to your CIS, so you would be able to, out of that meter population, determine what meters are seasonal customers?

MR. BUT:  Yes.  We had that capability, and indeed in this rate application, we have made full use of the newly available smart meter data in our analysis.

MR. QUESNELLE:  So do you have a connection between your CIS and your GIS, that you'd be able to determine where these customers are?

MR. ANDRE:  In terms of connection, it's -- the GIS is able to load in the location.  So the GIS has the information on the meters, the location of the meters, and then you can link into CIS to say:  Okay, this meter, look it up in CIS, and what customer is associated with this meter.


So there is a bit of data joining that has to happen, but that's exactly what was done for the rate class review which you're just proposing.


MR. QUESNELLE:  Oh, this has been helpful, because it kind of leads to some other questions around the granularity.  And I think what I was going to ask you for, a little bit of the evolution and the rate design, and also the -- and I'm going back, not just recent history, but could you talk to me about the -- anything drastic that has happened and the differentiations between the rate design, going back to the vertically integrated Ontario Hydro and what a customer's bill would look like and what were the drivers on that bill, the buckets that were used, and anything that's legacy from that point to today.


And what I'm ultimately going to ask you, if you were starting a blank sheet, you know, with the information you have, especially the type of information you just described to me, how would you go about things.  But I think it's important first of all to talk a little bit about where were we with Ontario Hydro and vertically integrated and what that rate design was intended to do and some of the behaviour modification drivers that were embedded in that.  I'm thinking about -- we actually had at one point in this province a reduced block for consumption, which is certainly not something we would entertain today, but, you know, so I wonder, Mr. Andre, would you be the one --


MR. ANDRE:  Yeah, and I've heard of things like interruptible load, at one point they had an interruptible rate.  Certainly I -- and unfortunately I wasn't involved with Hydro One at the time that we were developing integrated rates, but I have looked at some of the rate structures that existed prior to, I guess, 2002 when distribution was separated from commodity, and the rate classes that we're talking about all largely existed in some cases even with greater differentiation.


So the -- you know, I know previously general service wasn't general service energy and general service demand.  They had single-phase general service, three-phase general service, so the nature of the general service classes has changed quite a bit from the vertically integrated to now.  There has been a great simplification of the rate classes into those two categories, less than 50 demand and greater than 50 demand, but the rates that were -- and residential classes, those classes have been -- other than the seasonal, which was, as I said at one point was two additional classes, those classes have existed, you know, as far back as the '60s, including the seasonal, as far as I can see from the records.


In terms of the rates that were charged, you know, it was a combined -- they had more flexibility, if you will, in terms of setting the rates, because they were looking at a bigger bundle of costs.  They weren't just looking at distribution.  They weren't just looking at transmission.  They weren't just looking at commodity.  So they were able to work with all three of those components to arrive at a rate, and again, I wouldn't know -- I wouldn't have a handle, unfortunately, because I wasn't in that, in terms of what would be driving them to set different rates for different classes, whether there was some incentives that were built into the rates then.  I think there was a lot of that going on, incenting certain behaviour, incenting certain, you know, commercial development, industrial development.


Right now, with the unbundling of commodity, transmission, and distribution, I don't know on the commodity side whether there are still those incentives.  I know the Government of Ontario has, you know, industrial incentives and that kind of thing on the commodity side, but certainly the transmission and the distribution has moved away from, you know, any type of incentive-based rate-setting to more of a cost causality, what are the principles, you know, what is the cost of serving those customers on the distribution and transmission side.  And they've completely moved away from any kind of incentive-based rate-making.


MR. QUESNELLE:  So given that, and to my question as to if you're to do it today starting from scratch, because I get the sense that a lot of what we're wrestling with is movement and rate shock and bringing people to a new reality if there's, you know, the -- we talk a lot about mitigation and what-have-you.  But the starting point isn't all that pure.  I think that that's what -- you're looking at the model and saying, okay, for this element we're using a minimum system.  For other elements, had we done that, it would create other problems.  Well, the other problems aren't necessarily ones related to rate design, but they're related to impacts and people's acceptance of new, you know, kind of rates.


So if the -- if you were to start again and just thinking back to -- you mentioned the residential class still exists much intact as it was before.  There were slight changes.  But what's the driver to have a residential class to begin with, really, when you may have on any given street a 200-amp dry-cleaning service right in the middle of a residential area?  What on earth would be the difference in cost drivers for that?


MR. ANDRE:  My understanding is that there would be differences in, I guess the type of connection, the level of power that they would need, but to your point, that could be -- that type of connection could be serviced by the same poles that are in front of the residential customers.


So I take your point, and I think that's some of the issues that I've seen the Board try to wrestle with in their generic proceedings on cost allocation and rate design.  I know Elenchus did a study for us in our last cost-of-service application where they looked at rate classification, because at the time the issue of having density-based classes and whether they should be geared around, you know, the 3,000, medium density, high density, low density, and they looked at the various factors and they said, you know, should it be load, should it be magnitude of load regardless of the type of customer you are?  It's really your consumption and how you're using the system that should drive the charges that you get.  And that is a consideration, but if you look at the Bonbright rate-making principles, they also talk about consistency and, you know, mitigating the change to customers and giving them some sort of, not reliability, but consistency in what they can expect to pay going forward.


And those kinds of rate changes are very significant, like the one that we're talking about, and so I think you have to take all of the rate-making principles into account before you start making those kinds of changes.


I don't think any one solution --


MR. QUESNELLE:  No.


MR. ANDRE:  -- is going to be perfect.


MR. QUESNELLE:  And I guess my -- what I'm getting at with my questions -- and I've got a few more here, but what I'm getting at is we seem to have a -- there's a lot of discussion about, what do we do about the problem that we know?  We know that this is an issue that you've got cross-subsidy between low-volume and high-volume, so what do we do about that, and we seem to be always looking for what could be termed as band-aids and workarounds to mitigate this and mitigate that.


But if I could just spend a minute talking about, what is the driver, the consumption, the actual physical driver for the cost driven by consumption versus demand.  Because -- now, you know, we look at the consumption profiles, but what's that giving you, really, from a cost-driver perspective?


MR. ANDRE:  So the consumption that we've looked at in this case is really tied to the demand.  I know we focused on consumption, but we focused on consumption from the standpoint that -- and again, Mr. But maybe can speak to this.  What we've seen is that customers of a certain consumption also have a certain -- and not consumption just annual, but like a certain amount every month, that if they have that kind of consumption they also typically exhibit a certain load profile, and that load profile is the key factor in driving costs.


So, yes, I know we've talked about consumption, but it's how that links to the load profile associated with that consumption that is really driving, you know, our proposals around -- if they had this consumption, they should change.  It's because if they had this consumption, then we can reasonably expect they have this load profile, and that's why they should change.


MR. BUT:  Perhaps I could add that with smart-meter data, starting in last couple years, we in load forecasting and being the load profile (indiscernible), I can say that this is the best information that one would ever dream of having, because now we are no longer, as a moment ago, when I commented to Mr. Shepherd, I talk about going back to the 2005 and 6 period, the -- all the load shape information used by LDCs in Ontario are based on essentially samples of customers.  And I'm not suggesting samples research methodology are not  good, but it's based on several thousands of samples.


But in this case, we are now no longer talking about several thousand customers of load shapes; we are now talking about 1.2 million customers.  So each customer input is being taken into consideration.


If you were to ask me a question, saying am I confident in saying that the load shape information that we produce to support the cost allocation today is much better than that we used in the past, I would say yes, because that will have a lot of indication in terms of having much better determination of NC and the CP and NCP.  So that is much better information in terms of providing my information to the cost allocation model.

MR. QUESNELLE:  And that's fairly revolutionary; there's not many jurisdictions that have that?


The knowledge of -- the installation of smart meters and the granularity to which Ontario is collecting that information, it's fairly novel, isn't it?


MR. BUT:  That's true, because as you know, Ontario is one of the forerunners in this area.  So we -- I guess in our business, I think we should be beginning to get the benefit of having much better information.


MR. QUESNELLE:  So that leads to the question I mentioned earlier, is if you're starting from scratch and you didn't have any of the legacy classes, you didn't have the model, the cost allocation model you're using today -- and you talk about 4 NPC and you talk about 12 CP -- are they relevant any more, now that you have all -- you've got over 8,000 meter data points per customer per year?  Would you go at it differently and say:  Okay, forget about residential, forget about even a proxy for load by customer, service entry size and all that?


You've got the data.  Is there another way to develop cohorts, a reasonable number of cohorts that you could bucket that actually speak to the demand drivers, as opposed to the proxy of consumption, and get to a different place, that better place?


MR. ANDRE:  Yes.

MR. QUESNELLE:  Are we at the edge here of going somewhere better with this data?  And would you develop something differently different, as far as a cost allocation based on system use and system driving of demand?


MR. ANDRE:  I see your point, Mr. Quesnelle, that if you can identify the peak demands that customers are imposing on the system regardless of what type of customer, I don't think it changes the fundamental nature of the cost allocation.  It's still based on the peaks, because I think that's a fairly well established and sound principle, that peak loads drive your system design and your system expansion.


With the smart meter data, you now have a better handle on what's driving those peak loads.


And again, Mr. But may be able to speak to this.  I think part of the issue with smart meter data is we have a lot of good data, but it's not 100 percent.  There are quite a few customers -- especially in Hydro One's case, you know, there's about 100,000 for which we're not getting regular communicated smart meter data.


So even though we're at the forefront of being able to leverage the smart meter date that we can get, it's still not perfect.


So are we at the leading edge of that?  That maybe would let us do that?  I think that's something that maybe merits consideration going forward, but to be honest I don't think we're there yet.


And then you'd have to take into consideration what that would mean for customers, right?  The acceptability of that radical a change in how you get -- in how you pay and what drives how much you pay for electricity.  That is a radical change in what they're used to.  For electricity, for gas, for a lot of other commodities, consumption tends to be what they're familiar with and what they can relate to.


I think if you spoke to any individual customer and talked about the peak demands that you were imposing on the system, I think it would largely go over their heads.  Consumption is something very relatable, whereas peak demand is somewhat so.


The more sophisticated general service customers, absolutely, but I think for the typical residential customers -- so I think that would be another hurdle to overcome.


MR. QUESNELLE:  No question indeed.  A huge hurdle.


But I often think that not many people understand the Tax Act either, and yet, you know...


[Laughter]


MR. QUESNELLE:  I don't mean to be facetious on that, but I think it's -- we seem to be in a stage where we've got the new technology, we've got the smart meters, we've got the metering points, the data.


The actual demand can now be brought down to a very granular level, and I'm just interested in whether or not there are ways that we can attempt to start to, anyway, identify how we would lever that and perhaps chart a course.  I guess that's where I'm going in my thinking on this.


And parallel to that is also the -- we've got a lot of discussion around the identification of the density areas and the difficulty that you've had in the past and there would actually be field visits and people literally going out with paper maps and defining these areas.

Now with your GIS and your mapping capabilities -- and this my own thoughts on this as to what you would typically do, and I'll ask you whether you agree or not -- typically when you're putting up or determining how many cohorts -- I'll say cohorts, as opposed to classes of customer, but how many cohorts you're going to put out there that have similar attributes enough to put into a class.  So you've got that class; you're defining classes.


One of the balancing acts that you have to go through is if you have too many, it's just too complicated to maintain the billing systems and everything for that number of customers.  But if you have the technology that allows you to be more granular in that, wouldn't you then be able to reduce the step function between the two, between an R1 and an R2, between a UR and an R1?  And with your new system, do you see the day where you'd be able to have a more -- I'm not talking about ten, but possibly a couple more and take the edges off those hard boundaries between them?  Much like, you know, we've had existence of that problem at the 50 kW mark over time, you know, on the consumption side.  But as far as the density issues, do you see a way forward on your GIS to be more granular with your definition of density areas, and define them more granularly?

MR. ANDRE:  I think you'd have to make the link to costs.  So you might be able to identify the more granular areas, but making the link to the difference in costs of serving those granular areas.


Right now, the GIS system isn't geared to accepting any of the cost information from our SAP.  I'm not even sure what "SAP" stands -- but the financial systems.  So it's not geared to do that.


And even this process of linking the CIS information to the geographic information, it's much, much easier than it was when you had hard copy maps and you had people in the field going and trying to do this.  But even that still involves quite a bit of manual intervention, if you will.


So I think, Mr. Quesnelle, we're still a ways away from -- I think we're heading in that direction, but unless you can bring costs in, as well as customer information into the GIS system, which, like I say, I haven't seen done yet on the costs, I think it will be tough to leverage that for ratemaking purposes.  I think we're still years away.


MR. QUESNELLE:  What did spark it was the information on the Navigant study on the losses, that you're able to actually look at the physical feeder level, take a look at the customers on it and talk about those.


So if you can do that, you then know what assets are feeding those customers and what have you.  So I'm thinking along those lines.


The last question I had is more of a technical one.  Has the existence of the RRRP had any effect on the determining the current R2 monthly service charge, both fixed and variable?  I'm just thinking back through the evolution of these rates.


The fact that it exists -- and you've talked a lot about it, about the customer impacts and the mitigation has gone on.  Is that rate -- I won't say artificial, but is there a bias to have it higher than it actually is because there is availability of an offset and the trade-offs between the density levels and what have you?

MR. ANDRE:  I understand the question.  Yeah, so when you look at the cost allocation model, that RRRP is something that happens way at the back end.


So the allocation of costs to the class are totally blind to whether that funding is ultimately going to come from this other source, RRRP.


So I'm quite confident that what the model produces is the cost of serving that class.  What the RRRP does is mitigate the fact that if you had to pay the real costs of serving a rural customer, it would be prohibitively expensive, and my understanding is that when the RRRP was originally set up the amount of money was intended to achieve something like a 15 percent -- there was acceptance that lower-density areas would cost more to serve, and the goal was to keep those at around 15 percent higher than what it would cost to serve, you know, municipalities or local distribution companies, so that recognition has always been there.


But, no, the RRRP is -- in terms of the cost to serve, there is no bias to say, let's put more costs on R2 customers.


MR. QUESNELLE:  And to be clear, I wasn't suggesting that you would have had different inputs.  It was just that sometimes we deal with the outputs of these models in such a fashion that we avoid undue mitigation, and over the years has there been a treatment of that class after the model, after the modelling --


MR. ANDRE:  Right.


MR. QUESNELLE:  -- that leads to a -- you know, no need to favour the R2.  They've already got a break.


MR. ANDRE:  Right.


MR. QUESNELLE:  But that's --


MR. ANDRE:  Yeah, no, and so to answer directly, no, not that I'm aware of, Mr. Quesnelle.


MR. QUESNELLE:  I think that's all I had.  Anything else?  Mr. Rogers?


MR. ROGERS:  Sir, I'm through.  Thank you very much.


MR. QUESNELLE:  Mr. Shepherd, do you have anything?


MR. SHEPHERD:  No, I don't have any questions.  I just -- if you're going to break, I have a procedural issue.


MR. QUESNELLE:  Okay.  Well, I'm just going to ask, Mr. Cowan, the rest of the afternoon -- we had asked you to come for three o'clock.  Could we take a break and then -- yeah, all right.  Great.  Thank you very much.


MR. SHEPHERD:  Mr. Chairman, are you planning to discuss in this hearing room the argument schedule this afternoon?


MR. QUESNELLE:  Ms. Lea, I know there has been some conversation around that.


MS. LEA:  Well, I'm not sure whether we'll be ready to discuss it here in the hearing room, or maybe it would be better we propose something by e-mail to all parties.  Certainly I think one thing we may want to determine, and we may wish to speak about this over the break, is the receipt of argument from the applicant.


MR. QUESNELLE:  All right.  Well, let's nail that much down after the break or before the end of the day, but the subsequent steps, Mr. Shepherd, we'll deal with offline.


MR. SHEPHERD:  Thank you, Mr. Chair, then I will take my leave.


MR. QUESNELLE:  Thank you.  Let's break until ten to four.

--- Recess taken at 3:27 p.m.
--- On resuming at 3:56 p.m.


MR. QUESNELLE:  Okay.  Mr. Cowan, good afternoon.  Thanks for accommodating our schedule.  I'm just reaching for your evidence here before we get started.


MS. LEA:  And I wonder, sir, if I could, I would like to give the evidence of Mr. Cowan an exhibit number today, because when we looked at it in the system I'm not sure whether an exhibit number had been assigned.  And I want to make sure that we all have a common understanding.


So there are two pieces of evidence that Mr. Cowan filed.  One is entitled "Sharing the cost of line losses" and the other was entitled "Addressing the costs of extreme low density." I would like to collectively give those pieces of evidence the Exhibit No. K7.2, please.
EXHIBIT NO. K7.2:  DOCUMENTS ENTITLED "SHARING THE COST OF LINE LOSSES" AND "ADDRESSING THE COSTS OF EXTREME LOW DENSITY."


MR. QUESNELLE:  Great.  Okay.  Thank you.


Procedurally, Ms. Lea, I'm just going to ask Mr. Cowan to describe his evidence and then go through it and then --


MS. LEA:  He will need to be sworn, sir.


MR. QUESNELLE:  Yes.  After that, sorry.  If you could do that, and then we will...
ONTARIO FEDERATION OF AGRICULTURE - PANEL 1

Ted Cowan, Affirmed.


MR. QUESNELLE:  And then who will be cross-examining?  Board Staff, you have...


MS. LEA:  One moment, please.  We have a technical difficulty that's being seen to.


--- Technical problems.


MR. QUESNELLE:  Mr. Cowan, I just ask you to --recognizing that your evidence has been filed and that everyone has had a chance to read it, but it would be helpful if you could describe it generally, and what you're seeking from the Board from a consideration point of view.


Sorry, Mr. Cowan, but if you could press one of the green buttons there?


MR. COWAN:  Are we on?


MR. QUESNELLE:  You're on.


MR. COWAN:  Thank you kindly.


I'd start with the piece on line losses, and first I'd say a little bit about the Federation of Agriculture.


We're a voluntary membership farm organization, or a trade association, if you will.  We exist to promote the interests of Ontario farmers in matters of taxes, trade, regulation, infrastructure, environmental protection, provision of rural services, quality and costs of farm inputs.  Of the 50,000 farmers in Ontario, 38,000 are voluntary members.


With respect to hydro, it's an essential -- it's as an essential farm input as hard work.  It's just that simple.  Doesn't happen nowadays without.


Our interest, the Federation's interest in the hearing in respect of line losses, presently they are charged as a percentage of use based on class-based density.  So less dense classes pay more, but everybody pays something.


For most farms, line losses are charged at 9.2 percent at present, proposed to go to 10.4.  The bill impact of losses is about 5 percent for R2 customers.  With respect to R2 and farmers a great many farmers are R2 customers, but I cannot say exactly how many there are.  There are about 150,000 meters on farms, so an average of three per farm, but I'm not sure how many are classed as R2.  The others would be general service, primarily, or R1, and a very few urban.


OFA's desire with respect to line losses is to move towards a method of paying for line losses that continues to be administratively straightforward, but which better reflects causality, more effectively encourages loss reduction by users and utilities, and that would in turn save some line and generation capacity and reduce costs.


Background with respect to line losses, they're technical and non-technical.  The non-technical is fundamentally theft and non-payment of bills by customers who inadvertently die.


Technical losses are the result of electrical equivalent of friction.  They take the form of noise and heat when they actually see them.  And they arise in proportion to the resistance of the wire, which increases as the wire gets hotter, with the number of stages of transformation, so the number of generators between the customer and the generator.  And that can vary a lot around the province, because generators are everywhere in the province and so are farmers.  It may well be that there are fewer transformers between a farmer and a generator than this building.  I don't know, and I'm not sure all that many people do know right now.


Proportionality with distance between generators and customers is clearly a question with respect to losses, and losses arise with the square of the current.  Hence peak flows have much greater losses than off-peak flows.


Customers -- of these various causes, customers can control only their total use and their coincident peak use.  That's fairly important.  All the other causes, including distance from generators and substations and choice of the line capacity, whether the area has three-phase or single-phase power or distributed generation, the degree of load growth in an area will contribute to losses; all these things are beyond the control of the customer.


To some extent, they're in the control of the utility at the design stage, but after the design stage we all sort of have to live with it to some extent, although there is ongoing maintenance and redesign and rebuild.


What do other places do?  I've looked at a great many other places.  There's some variety in how other jurisdictions treat line losses, but a great many of them do just what Ontario does, to be candid.  They estimate non-technical losses and apply that rate to everybody.  And if they have service areas with varied densities they estimate technical losses and use that rate prorated by class density for different classes.


Ontario is not exceptional in this.  We accept that.  However, there are some exceptions.  Alberta measures losses for each of their transformer service areas.  That is, they measure how much power is bought in a transformer service area and how much power goes through that main transformer, subtract it, and that's losses for that area, and along with a standard rate for theft and death before paying a bill, that's the loss rate, and it varies by transformation area, not by customer class.  All classes of customers in a transformation area pay the same loss rate.


And interestingly, in Alberta, which is rather more rural than Ontario on average, they do not have the almost two-to-one differences between urban and rural losses that appear to occur here, where we have 5 percent in urban areas and 10 percent in rural areas.


Some jurisdictions use coincident peak measures for charging line losses.  Where this is done it is more usually for transmission than distribution, as transmission is consistently time of use or interval metering, but few jurisdictions have Ontario's capability for measuring distribution on a time-of-use basis.


The HONI proposal, it proposes to increase the loss factor for three customer classes and leave them more or less the same or reduce them slightly for the others.  This increase hinges on the appropriateness of averaging the total loss estimates for 2010, which are 8.9 percent, the losses for 2011 at 6.6, and the losses for 4.8 for 2012.


Going forward, it is our sincere hope that the losses for the next five years will be much more representative of those last two years than of 2010.  So our first request is that, instead of using the 6.8 percent average, we go to 6 percent, which is a little higher than the average for the last two years, and that will bring about immediately a loss of -- a reduction of about 12 percent in the line losses.  That is 12 percent of the 9 percent or 12 percent of the 10 percent, which works out if it's 10 percent to 1.2 percent lower.


The second request that we have is that the present basis for line loss costing be continued for two years, and during those two years the Board put together a working group of customers, utilities, people that know about line losses, and they arrive jointly at a better method of costing charging for line losses.


The third request that we have is that any investments that can reasonably be claimed to reduce line losses be allowed a premium rate of return of about 10 percent for the first five years after those investments are made.  And then after that they would return to a normal rate.


So we're quite happy to accept some higher costs in order to get some lower costs long-haul.


There is modest material consequence to this, and it's not the whole bill by any means for R2 customers.  It's give or take 5 percent of the bill.  It's not going to disappear.  It's friction.  Though we would hope it could be reduced over time by about one-third, at which point we think it will be close to physically perfect as one can get, and the further costs might well be wasted if reduce it below that, but we do believe that is a worthwhile target, is to reduce things by a third.


We feel as well that we should take advantage of the smart-meter investment and charge line losses based on the customer share of coincident peak, because peak has losses at the square, whereas loss -- distance or density is just proportional with distance.  Square is far more potent in terms of driving costs.


So the improvements are possible.  The HONI grid is about 50 terawatt hours in total, over 150 terawatt hours.  5 to 7 percent of that is a massive amount of power.  Every effort should be made to reduce those losses within the reasonable cost, and that, I think, summarizes our point of view on line losses.  Might be better to take questions on that now, or I could proceed on density and take questions on both, but --


MR. QUESNELLE:  Why don't we do it that way, Mr. Cowan, and then with the -- each party that wants to ask you questions can do it on both at the same time.


MR. COWAN:  Okay.  Then we'll move to the low-density questions aspects.  I won't bother telling you what OFA is again.  It hasn't changed in the last ten minutes.  I hope it hasn't changed.


Our interest in low-density service, farms are obviously low-density customers.  Farms with a home on the same meter as the outbuildings tend to be R2, and some of them are R1, but they tend to be R2.  We think about 25,000 of the 150,000 meters on farms are R2.  The others, R1 or GS, with -- there is no meter on the -- if there is a home on the meter it will be GS, either density or energy.  Sorry, energy or demand, sorry.


So this affects about 315,000 families in R2, and that we believe the R2 rate increase is perhaps warranted by the costs, but it is -- as Mr. Andre pointed out, rural rate assistance is meant to apply to this and keep rates within 15 percent of the provincial average.


No one really knows what the provincial average is.  In my evidence I used the city of Ottawa as possibly indicative of an average.  It may be above or below.  I don't know.  But the R2 rates are vastly above 115 percent of the residential rates in Ottawa.  Vastly above 115 percent of the residential rates in Toronto, which will drive the average, because it's a very big chunk of the total.


And so how can these costs be better addressed, the costs of low density, how can they be better covered?  HONI proposes that the costs of low density be covered by R2 customers.  We point out that within R2 it goes -- starts at 15 customers per kilometre of line, and eventually you get to one customer per kilometre line, and then you go another ten kilometres to find the next one.


It's very low-density at the extreme.  R1 goes from four customers per kilometre to 15, so the one has about a three-to-one ratio, a three-and-a-half-to-one ratio.  The other has a 15- or 30- or 40-to-one ratio in density.


So the top or the lowest density half of the R2 customers are paying the freight for the extreme low-density people within this proposal, and even as it sits now.  We're not proposing an extra class to divide this up still further.  It doesn't make the problem go away.  We're proposing that the extra cost of serving R2 customers be put on rural rate assistance.


We've done some arithmetic around that.  So we're asking the Board in its decision to order an increase in rural rate assistance to eliminate the increase in R2 service charges proposed by HONI in this present rate hearing.


This would result in rates where R2 customers would continue to pay a reasonable density premium relative to R1 customers, and the costs of low, extreme low density would be shared by all ratepayers rather than being carried disproportionately by R2 customers.  It would not add any particular cost to any other group of customers, and it would continue to make life a little more bearable in the R2 area.


How would this work?  The order would be much as is the same in past rate orders with respect to rural rate assistance.  In this case, we would go from about 0.12 cents a kilowatt-hour to 0.145 cents a kilowatt-hour.  It would cover the $36.22 million a year, or $180 million over the five-year period.


And the material consequences for these people, the cost over five years for the 5 million-plus hydro customers in Ontario, all ratepayers, will be about $7.20 a year, $36 dollars over five years, if it goes on rural rate assistance.  If it is -- continues as proposed, the extra cost will be about $570 per family in the R2 area.  $36 dollars over five years, we contend is affordable for almost all families who are on hydro and all businesses that are on hydro.


The $570 per family will have real effects.  It's two car payments.  It's whether or not one of the kids gets braces or gets added to a student loan.  Or it's a veterinary bill that doesn't get paid, or the work is not done at all.  It has real consequences, whereas $36, we believe can be accepted by virtually all ratepayers.


Though we contend once again that rural rate assistance, the RRRP, is the appropriate mechanism and that the Rate order that you make later this year should include an increase in rural rate assistance of about the size we're suggesting.  We think the numbers are about right, but a second view on the arithmetic may be in order.


And that covers my presentation.


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


I don't know if there was any order.  Mr. Stephenson, are you prepared to go first?


MR. STEPHENSON:  I'm in your hands.  I'm happy to go.


MR. QUESNELLE:  Great.  Thank you very much.
Cross-Examination by Mr. Stephenson:


MR. STEPHENSON:  Good afternoon, Mr. Cowan.  May name is Richard Stephenson.  I'm counsel for the Power Workers' Union.  My questions for you are on the line loss issue, not the rural rate assistance issue.


And just to give you a heads-up, my client is very interested in line loss reduction incentives, and I just want to explore with you how -- your ideas and some other potential concepts.


The first issue I just wanted to raise with you is you had three proposals, and the first of your three proposals was a reduction in the line loss factor, for at least the first two years, I thought you mentioned.


MR. COWAN:  For the...


MR. STEPHENSON:  Or is it for the full period?


MR. COWAN:  Well, immediately, and then to accept the proposals that might come from this working group.


MR. STEPHENSON:  Right.  Okay.  Well, as I understand it, your number for -- the reduction number comes about as a result of your -- it's simply the mathematical average of the 2011 and 2012 actuals?


MR. COWAN:  That's right.  We believe the 2011 and 2012 actuals will be much more representative of the next five years than 2010, and therefore it's worthwhile to leave 2010 out and not over-collect on rural rate assistance.


MR. STEPHENSON:  But it also -- that calculation will leave out the 2013 actual.  And as I understand the evidence, the 2013 actuals are 8.8 percent.  I think that number appears at Exhibit G1, tab 8, schedule 2, page 1.  This is in Hydro One's prefiled evidence.


MR. COWAN:  Yes.


MR. STEPHENSON:  At table 1, it seems to reflect that the -- if you take all four years -- that's 2010 through 2013 -- the actuals and the forecast are actually very close to one another.


MR. ROGERS:  Hold on a minute.  There is a compendium coming that has this in it, but maybe just let Mr. Cowan see it on the screen so he can follow this.


It will be up there now, Mr. Cowan.


MR. STEPHENSON:  So you see there under 2013, the actuals are 8.8, which is close to the 2010 that you want to drop off the list.  So I'm just a little concerned that you're -- I don't mean this in pejorative sense, but there's a little cherry-picking on the numbers.


MR. COWAN:  Fair enough.  And this was clearly an error on my part.  This is not a revised table, I take it.


MR. STEPHENSON:  I think this was in the -- actually I'm not sure about that.  I'm sure Mr. Rogers can help me.  But it's certainly in the update from May.


MR. COWAN:  I prepared my work early June, so I --


MR. STEPHENSON:  It may -- you may have been using the December filing.


MR. COWAN:  In any event, I can't speak to the 2013 data.  I -- I can't explain why losses should be so much higher between 2012 and 2013.  That's almost a doubling.


MR. STEPHENSON:  I can't explain it either, but I take it that neither of us have any basis to quarrel with the number.


MR. COWAN:  I have no sense of that.  I would have thought that the work that's been done to date, the distributed generation and conservation efforts around the province would have made a continued difference.  It's a peak demand-based number more than anything else.


And so did conservation disappear entirely in 2013?  I don't know.


MR. STEPHENSON:  Okay.  Let me deal with this at first principles, though.


Am I right that the fundamental problem in terms of getting more line loss reduction, from a regulatory perspective, is that in order to achieve it, it is likely necessary to spend more money on capital and OM&A for the distribution system, which will have the impact of increasing distribution costs, whereas the savings are more on the generation side in the sense that it's generation which is not lost by virtue of these losses?


MR. COWAN:  Line losses are treated very differently than losses in other forms of business.  They -- when you buy a hammer from Home Depot, the price may be a few percent higher because it's in a multinational company and is dealing with a more global rate of theft than when you buy a hammer from Home Hardware, which is based in St. Jacobs and is dealing with an Ontario rate of theft.  Or possibly Ontario customers purloin more actively, but they will have two very different losses of -- or disappearance, shrinkage of rates.  And they will have to treat that differently in order to stay competitive with each other.


Whereas this is viewed as a captive market, so the losses are passed through directly on an estimated basis, and then reconciled a year later when the losses are better known.


MR. STEPHENSON:  Right.  So Hydro One is indifferent, arguably?


MR. COWAN:  A great deal more indifferent than Home Hardware.


MR. STEPHENSON:  Right.  But -- and in fact, some customers may actually be resistant to spending more money on this, because they don't recognize where -- the savings may be hard to find for the customers in the sense that their distribution bill actually goes up.


MR. COWAN:  All investments in hydro are very long-term investments, so a physical investment in reducing line losses, as opposed to finding the grow ops, but the physical investments will have very long-term payoffs.  You're quite right.  And we're quite happy with that.


My father-in-law planted an orchard when he was 80 and made his own apple pies until he was 91.  They -- and long-term pay-off.


MR. STEPHENSON:  Let me explore with you one alternative that -- and let me see if this is, you see any merit in it.  One way of looking at this issue is as a conservation matter.


MR. COWAN:  Yes.


MR. STEPHENSON:  In the sense that it's almost -- if Hydro One reduces its line losses, it's almost as if Hydro One -- you view Hydro One as a consumer of electricity, and it is reducing its consumption to the province's benefit.  Isn't that a fair way of thinking about it?


MR. COWAN:  It reduces consumption potentially at a cost to distributors because on the fewer kilowatt-hours sold it -- collect less.  But it also reduces long-term the capital requirements for transformers.


MR. STEPHENSON:  And generation?


MR. COWAN:  And generation, and lines, and line losses -- well, stray voltage, quite a number.  Stray voltage is a significant part --


MR. STEPHENSON:  Would you --


MR. COWAN:  -- line losses --


MR. STEPHENSON:  Would you see --


MR. COWAN:  -- part of what we're concerned with.


MR. STEPHENSON:  Would you see any merit in this issue being dealt with by the OPA sort of as a CDM initiative whereby the OPA funds Hydro One to do in effect a conservation initiative?  That is, we will give Hydro One money to undertake whatever technological or engineering work is necessary to implement a line loss -- just like they give people money to swap out bulbs or deal with refrigerators and all the other good conservation matters that the OPA deals with.  Isn't that one way of dealing with this?


MR. COWAN:  It is.  It hadn't occurred to me that one could look at this as a DSM program funded through the OPA.  To the extent that different utilities would bid for that money, then you might think that that would be the -- get a more efficient allocation of it.


On the other hand, I see this very much as a housekeeping item, and I have no problem with the idea that most of Hydro One's employees are good housekeepers and that the money will be spent intelligently and productively if it were available for that purpose.  So the administration of the funds I haven't thought about, and I'm more or less indifferent to providing it winds up being spent effectively.


MR. STEPHENSON:  I mean, it's fair to say that the mechanics of -- however this gets done, there's some mechanical issues, and that's why you've advocated the establishment of the working group, I take it, you know, that there's technical and whatever issues that -- as to make -- how does this work, and that's why you've got that recommendation, I take it?


MR. COWAN:  Yes, and we looked at Hydro Quebec.  They appear to spend a great deal more on capacitors for distribution lines than we spend in Ontario.  I'm --


MR. STEPHENSON:  Is it --


MR. COWAN:  -- not sure why that is, but they feel that it pays off very well for them, and it pays off for them at a much lower cost to power.


MR. STEPHENSON:  Yeah.


MR. COWAN:  So that kilowatt-hour lost in Quebec is perhaps worth a third what we're charging for it here.


MR. STEPHENSON:  Now, I appreciate that it may well be that many -- most of your members are Hydro One customers as opposed to connected to other LDCs, but no doubt you have members in many LDCs.


Whatever the solution to this problem is in terms of the method of getting the incentive in place, it is very likely to be -- the solution is very likely to be the same solution for many or most LDCs.  This is not -- it's unlikely that a solution will be uniquely effective for Hydro One.


MR. COWAN:  That's true, yes.  As far as I can tell.


MR. STEPHENSON:  And so I guess the question is, you know, is this -- this happens from time to time, and I never know whether it's a good idea or a bad idea, but isn't this an issue which is arguably better punted to some form of a generic type proceeding where the Board can bring the other LDCs in and get their -- the benefit or disbenefit of their input as the case may be?


MR. COWAN:  I would like to see it dealt with here.  From a financial point of view, a farmer in Ottawa Hydro or Waterloo North is treated pretty much exactly as an urban resident in those areas, so line losses financially are of less consequence for them.


From the point of view of the whole province, you're quite right, but from the point of view of customers I would like something done here and now.  And our proposal is -- and you point out I'm missing the 2013 data, and that will make a difference.  And I'm not sure just what that difference would be.  It'll boost things back up.  That's clear.


But our proposal fundamentally is, reduce the charge now and put together a working group that would provide a
-- would provide suggestions that could be implemented both with respect to the rate and with respect to what should be done in about 18 months' time.


MR. STEPHENSON:  Fair enough.  Thank you, Mr. Cowan.  I appreciate that.  Those are my questions.  Thank you, Panel.


MR. QUESNELLE:  Thank you, Mr. Stephenson.


Ms. Lea, any questions?  Mr. Rogers?


MR. ROGERS:  I have a few questions for Mr. Cowan, and I'm quite happy to go now.  I'll be very, very brief.


MR. QUESNELLE:  Great.  Thank you.

Cross-Examination by Mr. Rogers:

MR. ROGERS:  Mr. Cowan, Mr. Stephenson actually touched on an area that I wanted to talk to you about.  Well, we have a compendium, but I almost hesitate to distribute it, but go ahead, please do.  It's one page.  But the only reason I did it is because I complain about other people not doing it, so...

[Laughter]


MS. LEA:  I hadn't heard you complain about me, Mr. Rogers.


MR. ROGERS:  Well, I do sotto voce.  Not about you.


MS. LEA:  Yeah.  K7.3 then, please.

EXHIBIT NO. K7.3:  HONI CROSS-EXAMINATION COMPENDIUM for OFA PANEL

MR. ROGERS:  This may cause more confusion than necessary.  We can get it up on the screen very quickly.


Do you have the compendium?  You don't need it --


MR. COWAN:  I do not.  No.


MR. ROGERS:  You don't need it.  Let me -- first of all, let me just go back to the point that Mr. Stephenson made, and that is that you chose two years of data for your recommendation, and he pointed out to you that there is another year of data now available.  Do you recall that?


MR. COWAN:  I used three years and proposed that because the second of the -- the second and third of the three years were so different that we ignore the first.


MR. ROGERS:  Right.  Okay.  That's fine.


MR. COWAN:  Now we have this situation where the fourth year is back to the first year, and I'm at a loss to explain why the trend reversed --


MR. ROGERS:  I can't either, but I want to help you --


MR. COWAN:  -- why did the --


MR. ROGERS:  -- I want to help you just to explain to you how it is you used the three years, and I think what you did, if you look at page 2 of the compendium -- and this is from the Navigant study, which was available originally as part of Exhibit G1, tab 8, Schedule 2.  And I wonder if we can just get up the page -- it's page 5 -- it's page 2 of the compendium, which isn't paginated.


You'll see, I think, where you got your data.  You see there?  There's three years' data there, Mr. Cowan?


MR. COWAN:  Yes.


MR. ROGERS:  This is from the Navigant study, sir, and my suspicion is -- in fact, I'm quite certain that you used this Navigant study to extract the data you referred to.  And if you look at the bottom of the --


MR. COWAN:  Yes.  I'm using 8,966 and 48, and those are the numbers in the Navigant study.

MR. ROGERS:  That's right.  And so in fairness to you, that's where you got them, and that, I understand.

Now, the Navigant study, as I read it, concluded that the Hydro system of tracking these line losses was quite good.  It was pretty accurate to actual.  Do you agree with that?

MR. COWAN:  I agree with that conclusion.  I'm not questioning the total numbers that Navigant came up with.

MR. ROGERS:  Fair enough.  If we could turn the page now to page 8 of the Navigant study, page -- yes, third page of the compendium.  I think if we look at the screen it's probably going to be easier for you, sir.

MR. COWAN:  Mm-hmm.

MR. ROGERS:  You see there that the Navigant study, at the top paragraph here, it refers to the data that we've been talking about.  It says:

"Based on this and other factors, and since the results of the metered data method..."
Which is the Navigant approach to this, as I understand it.
"... and the billed data method..."
Which is the Hydro One approach.
"...for 2012 were reasonably similar, Navigant recommends that Ontario Hydro use the billed data method to calculate the actual losses from January 1, 2010 to December 31, 2013."

Do you see that?

MR. COWAN:  Yes.

MR. ROGERS:  Then he says:

"The actual losses can be then compared to the approved losses to determine the variance and establish the amount to report in the RSVA 1588 power."

In that account.

MR. COWAN:  Right.

MR. ROGERS:  Now, down below in the next paragraph, I'm just going to read it to you.
"While Navigant's analysis of system-wide losses shows that the actual losses have varied from approved losses over the 2010 to 2012 period, the magnitude and sign of the variance has changed considerably from year to year.  As such, Navigant recommends that Ontario Hydro maintain the absolute level of approved losses and continue to monitor variances to assess whether an across-the-board increase or decrease to the approved TLFs -–"

Which I think is total line --


MR. COWAN:  Total loss factor.

MR. ROGERS:  Total loss factor.
"...is required to reduce the magnitude of the variance."

Now, isn't he recommending that they should -- because Hydro One's numbers are tracking so well to his conclusion that, for the interim period, we should continue to use Hydro One's numbers?

MR. COWAN:  Our recommendation is contrary to that reversal in the trend; there is no question about that.  And I -- I am unable to explain that change.

And the numbers have changed without any apparent background physical change.  That's what bothers me about this.

MR. ROGERS:  Fair enough.

MR. COWAN:  I could see that there should be, quite reasonably, a decline in line losses because of conservation, because of distributed generation, and because of ongoing maintenance that I think is at a pretty high level for the company.

So that things should then pop back up seems to me to be anomalous.

MR. ROGERS:  Well, I agree.  It is.

MR. COWAN:  And I have trouble accepting that, and yet I also have some trouble proposing that you take a recommendation that would leave you at a bit of a loss
of --


MR. ROGERS:  Here's my suggestion to you.

MR. COWAN:  Please.

MR. ROGERS:  The Board's filing requirements, I'm instructed, ask distribution applications to provide five years of data and then calculate a five-year average for line losses.

Now, I'm sure you agree with me that the more history we have here, the more accurate we're able to forecast the future?

MR. COWAN:  It's the quality of the data-gathering that I'd really want to see, but yes, in general, more history is better.

MR. ROGERS:  And as I understand it, Hydro just started to track this information in 2010.  So when you did your analysis we had three years of data, and now we have four years of data.  And the Board would like to see at least five years of data.

The proposition to you, then, is:  Don't you think it makes sense for us to wait for a few more years to track this data before confirming what the actual allowed level should be?

MR. COWAN:  Yes, I would have to concede that more data --


MR. ROGERS:  Is a good idea?

MR. COWAN:  -- would be reasonable.

The costs have to be paid to build in incentives to reduce the losses, so I would want to see that.

MR. ROGERS:  I want to come to that.  We're interested in your proposal.

But are you aware as well, sir, that there is a variance account to cover these line losses?

MR. COWAN:  There is, but we understand that the variance account is paid out in equal dollars to all customers, whereas people contribute to it according to their load.

So I suspect that I've been a winner on that deal for the last number of years, and as a -- probably a substantially below-average consumer.

MR. ROGERS:  The point is that the over- and underages that are being collected are being returned, or not, to customers, to ensure that the actual losses are being recovered for what they actually are.  You see the point?

MR. COWAN:  Yes.

MR. ROGERS:  So that also gives some assurance that we can wait a little bit until we have more experience before we set the target for these line losses; fair enough?

MR. COWAN:  Fair enough with respect to the timing of the changing of the rates.

With respect to incentives, we still want to put --
MR. ROGERS:  I want to talk about that.  My client is interested in your proposals, and it admits it's an important consideration.

Simply put, you're suggesting that the utility should be incented to seek out improvements in line losses?

MR. COWAN:  Right.

MR. ROGERS:  By paying a higher return on investments, which are used to reduce line losses; correct?

MR. COWAN:  Right.

MR. ROGERS:  Now, I'm instructed -- now, I know there are two types of line losses.  You talk about that.  There's the technical one --


MR. COWAN:  Technical and non-technical.

MR. ROGERS:  Non-technical.  And we're talking here about technical, right?

MR. COWAN:  Right.

MR. ROGERS:  I'm instructed that technical -- technical arrangements or technical investments to reduce technical line losses, investments to reduce technical line losses tend to be capital investments.  You agree with that?

MR. COWAN:  Almost always, I suspect.

MR. ROGERS:  Good.  And that means replacing equipment, essentially, or putting in new equipment; correct?

MR. COWAN:  Yes.

MR. ROGERS:  I'm told that it's very rare, if ever, that the amount of savings that can be achieved through a reduction in line losses justifies the capital expense of the innovation or the replacement, unless you're getting near the end of the life of the asset?

MR. COWAN:  To replace a new asset with one that's 4 percent better, that's bad arithmetic, I have to agree.

To replace an old asset with one that's 15 percent better is probably not just necessary, but good business.

MR. ROGERS:  Right.  I agree.  We're in agreement on that.

So that's where this incentive would come in.  It would be with a replacement of a capital asset, perhaps a little earlier than usual, to -- because the business case is tipped over the edge because of these savings that can be gotten from line loss reductions, or maybe a higher calibre of equipment, with the marginal cost covered by the savings from the line losses reductions.

MR. COWAN:  Right.

MR. ROGERS:  Now, if that were the case, as a practical matter, can you help me?  How would the Board keep track of the additional return for the utility for that incremental savings?

Let's say we have a million dollar investment, and 15 percent of that can be -- 15 percent of that investment is attributed to line loss savings.  Is it your proposal, or have you thought this through sufficiently, to say whether the Board should add that 15 percent at 10 percent, the higher return, or the whole investment for the asset?  Do you follow me?

MR. COWAN:  Yes, I do.  It's the -- the higher return should be on the incremental cost of -- that achieves the savings.

So you would come forward with a proposal to do the job on the sheep and get the power into the kitchen, and spill some more power on the way, or you'd come forward with a proposal that would spill less power.  And the difference in the two costs, you'd get 9.12 on the base cost and 10.X on the accelerated -- on the extra cost.

MR. ROGERS:  I'm sure my client is -- I mean, I think all utilities would be interested in investments that could a higher return for that type of asset, and put it in rate base and continue to earn a higher return on it.

My concern about the practicality and how we would do this in practice and keep track of it --


MR. COWAN:  In Nova Scotia, the utility there -- Nova Scotia Power, I believe, keeps a DSM rider that covers any of their demand side and conservation investments.  That DSM rider, they have a cost which is applied to customers varying by customer class.  There are very few customer classes in Nova Scotia.  And it runs between about .4 cents a kilowatt-hour up to about 1.6 cents a kilowatt-hour, according to the customer class.  I have that information handy.  I needed it earlier today for other purposes.  They clearly are keeping track of those investments as a utility.  Now, I anticipate that Nova Scotia Power is probably a bit smaller than Hydro One, probably half the size, but they would have to have similar accounting and engineering and costing approaches.


MR. ROGERS:  Thanks, Mr. Cowan.  That's helpful.  You obviously thought about it a great deal, and I thank you.


MR. COWAN:  Well, thank you.


MR. QUESNELLE:  Thank you, Mr. Cowan.


Any questions of Mr. Cowan?  Thank you very much, Mr. Cowan.  That's very helpful.  Thank you.
Procedural Matters:

That concludes the oral portion of the hearing, Mr. Rogers.  I know there has been conversation with Ms. Lea, and as it stands now I expect to see you on September 24th, next Wednesday.  Is that right?  9:30 a.m.?


MR. ROGERS:  Yes.


MR. QUESNELLE:  This will be for an oral presentation of the argument-in-chief.  And just so you're aware, not all of the Panel can be here next Wednesday.  We have had a discussion, and two of us will be.  And that will allow at least two of us to ask questions if need be, and a third one will be relying on the transcript in conversation with the Panel members, so if that's fine with you, that's what we'll intend to do --


MR. ROGERS:  I'm quite content with that, sir, and I appreciate the Board's indulgence in doing this.  I can tell you that I don't expect my oral argument will be more than an hour.  Probably a little less than that.


MR. QUESNELLE:  All right.


MR. ROGERS:  So I thank you for that.


MR. QUESNELLE:  I appreciate that.


MR. ROGERS:  Now, just before we -- are we about to adjourn?  If we are -- oh, sorry.


MR. QUESNELLE:  Just one other thing.  I just want to make sure that we are all clear that we would expect the EB-2014-0247, the exemption request, to also be addressed in argument-in-chief so that we trigger responses on that from others as well.


MR. ROGERS:  Yes, sir, I will do that.


MR. QUESNELLE:  Okay.  Thank you.  And I think that's all I had, and if you had something else?


MR. ROGERS:  No, I just wanted to say -- I don't usually do this, but I want to just acknowledge Ms. Lea's great cooperation during the course of this case.  And I know something about her job, and it's not easy.  She acts as the counsel and also the chief coordinator, and I suspect she washes the coffee cups behind the scenes, so I thank her.


MS. LEA:  Thank you very much, and thanks to Mr. Thiessen, who really manages me and everything else.

MR. QUESNELLE:  Well, that's echoed from the Panel.  I think it's been a very interesting case.  It's a novel one, and I think that -- looking forward to the submissions on it.  Thank you.
--- Whereupon the hearing adjourned at 4:50 p.m.
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