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Wednesday, September 24, 2014
--- On commencing at 9:09 a.m.

MR. QUESNELLE:  Good morning.  Please be seated.

Okay.  So we are sitting today to hear the argument in-chief on behalf of the applicant, Hydro One Networks, Mr. Rogers, and thank you very much for accommodating our change in schedule and changing your plans this morning.  I appreciate it very much, thank you.

So unless there is anything, Ms. Lea, any preliminary matters to discuss or anything, we just go straight to it?

MS. LEA:  I am not aware of any, sir.  I understand you will speak about the arguments schedule at the end of this presentation?

MR. QUESNELLE:  Yes.

MS. HARE:  Thank you.

MR. QUESNELLE:  Mr. Rogers?
Final Argument by Mr. Rogers:

MR. ROGERS:  Thank you.  I can advise the Board that I will be less than an hour, and I have asked the reporter to insert headings into the text to assist those who aren't here when they try to follow what I am going to say.

Mr. Quesnelle and Ms. Hare, I would like to outline the application at a high level and address some of the conceptual issues which arise out of this first custom cost-of-service application under the revised regulatory framework.  A more detailed and lengthier written response will ultimately be filed to deal with the arguments of the various intervenors, and at that time I imagine there will be a much more technical analysis of the evidence before you.

Here I would simply like to deal with some of the defining elements of this case, and I will briefly address the following:  

First, an overview of the application;


Customer input and customer impacts;


Outcomes and reporting requirements;


Smart-meter variance account;


Exemption from section 7.5.2 of the Distribution System Code;


Reasons for the proposed increase of revenue requirement in this case;

Customer classification and cost allocation issues;


and 

Stakeholder effort.
Overview of the Application

By way of overview let me make the following brief comments.  I said at the opening day of the oral hearing that the framework of the applicant's proposed rate plan was simple and straightforward, and so it is.  It is a five-year plan which is designed to encourage efficiency and to meet the objectives of the revised regulatory framework.  These include protection of consumer interests and the promotion of economic efficiency and cost-effectiveness in the electricity distribution system.

Under the plan, the revenue requirement will be set for a five-year period and rates will be fixed and predictable, subject to moderate and traditional mechanical year-end adjustments to reflect such things as allowed current rates of return, changes in tax rates, and working capital allowance.

The company has committed to an aggressive productivity improvement effort embedded in its forecast of essential costs over the next five years.  The business plan is based on a rigorous bottom-up approach to budgeting which incorporates aggressive projective efficiency gains.  These embedded efficiency gains have significantly reduced the forecast level of costs.  In other words, but for these projected efficiency savings embedded in the forecast, the proposed revenue requirement would be much higher.

There is, therefore, no need to superimpose a mechanistic X factor on the proposal because of hoped-for productivity gains.  These gains are already embedded in the business plan.  The addition of an X factor or a similar formulaic stretch factor in addition to the productivity gains embedded in the application would, I submit, be double-counting.  It would, as well, set unrealistic and probably impossible targets.

The company asks that you approve its proposal for a five-year period.  It will find a way to manage its affairs so as to provide for an acceptable level of service to its customers while maintaining and upgrading its system within the allowed revenue requirement, or it will suffer the consequences.

The incentives for the company to do so are very strong.  Its witnesses have committed here, in this hearing room, to deploy any additional productivity gains to other necessary work programs for the benefit of its customers.

This is an important protection for the ratepayer.  The company has, in effect, committed to spending the entire allowed revenue requirement over the five-year period on programs regardless of the effect on its rate of return.  Thus, any additional unforeseen productivity gains which may be realized will directly benefit the customer.

If the company exceeds its ambitious productivity targets, the money, as I have said, is placed back into the customer service or assets.  If the company does not meet its projected and embedded productivity gains, it alone suffers the consequences.

Simply put, Mr. Chairman and Ms. Hare, this company accepts the risk of managing its affairs over a five-year rate period, and its failure to do so will result in its suffering the consequences.

Allowed adequate funding, it is resolved to meeting its target outcomes.  However, I must say that balance requires that if funding were to be reduced the target outcomes should likewise be relaxed, I submit.

The only protection the applicant seeks -- and really, this is for the good of all -- is the ability to come back to the Board should there be a material and unexpected event outside the ordinary course of business and beyond the company's control.

It is proposed that events such as material changes to industry codes or standards or major destructive storms would allow the company to apply to the Board to modify a particular component of the plan if it thought necessary.

This protects both the company and its customers against the unanticipated effects of large, material, and uncontrollable events.  Customers are fully protected, because any modification of the plan as a result of such an application would be subject to Board scrutiny and approval.

Now, as you know, the company also proposes off-ramps to allow for regulatory review if the utility were to perform outside the plus or minus 300 basis-points earnings dead band or if its performance erodes to unacceptable levels.

In addition, it is proposed that major unanticipated systemic changes such as restructuring of the electricity distribution sector or significant changes to Hydro One's service territory could trigger an off-ramp review.

Once again, the customer is protected, as any off-ramp initiative would be subject to the Board's regulatory oversight.

Under this proposal, the company has predictable revenue and the customers have predictable rates for a full five years.  This, I submit, is much to be desired.

Further, the Board, the company, and its customers reduce the need for constant rate reviews and lessen the cost of regulation for all.
Customer Input, Costs, And Customer Impact

As the evidence has shown, the company is very conscious of the impact that increases costs have on its customers.  As noted by Hydro One's witness panels and throughout the evidence, the company in the development of this application took into account customer concerns with respect to the level of electricity rates and their overall satisfaction with current reliability levels.

However, cynic that I am, I anticipate arguments from intervenors that this still results in unacceptably high rate increases and rate impacts.  We will deal with those arguments in detail in reply, but let me say -- make a few short comments about this.

While a comparison of costs on a percentage basis can be misleading, it is true that the proposed smooth rate revenue requirement, the revenue requirement, will increase by about 6.3 percent over the next five years annually on a smooth basis.

I do not minimize these increases on a percentage basis, but it must be stated that these increases in revenue requirement have a relatively small effect on the average total customer bill.  It is below the rate of inflation, all other things being equal.  And I ask the Board to remember that the business plan itself is based upon an assumption of an inflation rate of 2 percent per year over the test period, over the five-year period.

After rate smoothing, the change to the average residential customer's distribution bill will be about 2 percent per year, about the rate of inflation.  You can see that at Exhibit A, tab 3, schedule 1, page 6.  The change to the average residential customer's total bill, when calculated on the basis of the Board's filing requirements, will be considerably less than the rate of inflation for each of the five years.

Now, will be more dramatic changes in some individual customers' bills, particularly when measured on a percentage change basis, but these are largely driven by customer reclassification, cost allocation and rate design improvements, which I will deal with a little later in this argument.

Now, I submit to you the essential question which we must all answer is why is the revenue requirement increasing, and is it necessary?

So a heading, reasons for the proposed increases.
Reasons For The Proposed Increases


It is very important for the Board to understand the factors which are causing increases in the revenue requirement over the five-year rate period.

First, remember we are entering a period where there must be a rebasing following a year of no rate change in 2012, and thereafter upon a two-year formulaic performance-based rate interval for 2013 and 2014, a three-year period.

During that period the company committed extensive capital to improve the deteriorating distribution system.  It put its money at risk, and now is entitled to depreciate those assets and recover a return on the investment it made in used and useful assets which have now come into service.

In-service gross plan has risen from the approximately $7.6 billion when last approved by Board in 2011 to about $10 billion in 2014; approximately a 32 percent increase since it was last approved.  Essentially this represents plant coming into service during the IRM period from 2012 to 2014, as well as regulatory assets being transferred into rate base over this period.

I refer the Board to Exhibit D1, tab 31, schedule 1, page 2.

Looking ahead, large capital investments must be made in the test period from 2015 to 2019.  It is those facilities coming into service which have the largest impact on the revenue requirement in the test period.  

Increases in OM&A expenses are really quite low, as I will show you in a moment.

Extensive capital investment is necessary, and this is the essential factor underlying this application.  It is capital investment, not increasing operating expenses, which lies at the heart of this application.  In fact, it is essentially this utility's unique requirement for large capital investment which has led it to select the custom application approach pursuant to the Renewed Regulatory Framework.

It is these capital in-service additions which drive the increase in the revenue requirement.  I am going to, if I could, just to illustrate this point, refer to a graph which has been filed in evidence.  I believe a copy is before you there.  It's a graph which was filed as Exhibit J3.3, attachment 1.  There's two pages there that are not stapled together.  You have seen this before, but I simply refer it to you now as a graphic demonstration of the point I wish to make.

If we look at the first page, which is the distribution rate increase, the second one is the smoothed.  The point can be made on either graph, but this shows us graphically the causes for the rise in revenue requirement.  And this shows the increase per year attributed to growth of rate base and all the elements that underlie the proposed revenue requirement increase.

And you will see that the red is the capital additions; it's the rate base additions.  The blue is OM&A expense.  You can see from the graph in the year 2015, for example, that but for -- I mean, if -- the growth in rate base alone would cause the revenue requirement to increase by 13.1 percent.  Of course the company is not asking for anything like that, but that is what the growth in rate base would call for.

So you can see as you go through the period it's a predominant factor out to 2019.  In fact, the blue blocks, which represent OM&A expense, are a relatively small component of this, and in fact are negative because they are declining towards the end of the period.

Now, the second page just shows the same data on a smoothed basis.  And there you can see that because of smoothing, the revenue requirement is proposed to rise by 6.3 percent each year.  And here again, you can see graphically that the major, by far, cause of this is the growth in rate base.

Now, of course this need for increasing capital investment for this utility is not a new message to this Board, and I know you have heard it before from previous cases.  The system simply needs substantial capital investment, and there really is no way around it, Mr. Chairman and Ms. Hare.  It is the capital program which makes necessary this customized cost of service application.

While OM&A expense is going up for such essential activities as line clearance and vegetation management, the increase to the total OM&A expenses over the test period are relatively flat, as I have demonstrated on the graph and as I think you can see at Exhibit C1, tab 2, schedule 1, table 1.  There is a small decrease in OM&A experience in the first year of the plan, and then it rises somewhat in the middle and then declines further in the last two years.

I will come back to that in a moment, but first, may I just discuss with you briefly the business planning process?
Business Planning Process


An essential element in Hydro One's distribution system plan is a careful assessment of the condition of its assets with the aid of the asset analytics tool explained by Mr. Brown at the commencement of panel 3 testimony.  You may recall his slide show.

Then, the company prioritizes investments, taking into account relevant risk factors and including impacts on its customers in determining its final investment plans and associated costs.

The planned investments are then aligned with outcome targets, which will be monitored to ensure that the distribution system plan is delivered as promised and planned.  The Hydro One distribution system plan follows the expectation of the Renewed Regulatory Framework.  I thought just a brief explanation or description of that plan would be of value.
OM&A Expenses


OM&A expense.  As I said a moment ago, I will deal very briefly with OM&A expense.  A breakdown of those expenses can be found at Exhibit C1, tab 2, schedule 1, table 1, page 2.

Total OM&A expenses for 2015 actually decrease by $17 million in comparison to the 2014 bridge year projection.  Total OM&A expenses are then expected to rise from $564.3 million in 2015 to about 600 million in 2019.  Now, this overall increase is less than the projected rate of inflation over the same period.  Increases in development OM&A are relatively flat, customer and corporate common costs are actually declining, and the increase in OM&A is essentially found in the sustaining and operations budgets.  And why is that?

The selection of planned sustaining OM&A investment is guided by the asset risk assessment process described by Mr. Brown.  The main contributing components of the increase in this case is -- in sustaining OM&A is the category of lines and vegetation management.

There was a great deal of evidence here about the plans for vegetation management.  Hydro One has approximately 102,000 kilometres of distribution rights of way.  Vegetation management expense rises very little, about 2 percent, between 2014 and 2015, but then is projected to rise more sharply over the remainder of the test years, as you can see from Exhibit C1, tab 2, schedule 2, table 10, page 36.

As Mr. Brown explained, these expenditures arise out of a concentrated effort to bring clearance of rights-of-way to a more efficient cycle of eight years.  At the end of the period it is believed that the backlog will be coming under control, and you will see that expenditures actually are projected to decline in the years 2018 and 2019.

Now, this ambitious vegetation management program is projected to maintain the quality of service status quo, but it is not at a level to reduce line-clearing unit costs over the test years.

Simply put, the larger the cycle and the longer the cycle the more difficult the clearing work and the higher the unit costs.  Mr. Brown did indicate that a ramped-up vegetation clearance program over the next five years would result in lower OM&A costs in the following period.

Now, it's explained in the evidence the increase in the line category of expenditures is primarily driven by an increase in PCB inspection and testing of oil-filled equipment required by Environment Canada regulations, and there isn't very much the company can do about that.

Capital expenditures, heading.

Capital Expenditures

As stated previously, the primary reason behind any increase in revenue requirement over the test period can be found in the company's capital program.  I am sorry to keep coming back to this.  You are probably getting tired of hearing it, but it is such an important element that I think it bears repeating.

Let's briefly look at the capital side of the equation, which can be found in the D series of exhibits, D1, tab 1, schedule 1 and following.

Now, here the main components of capital in-service additions are found in the sustaining and development categories.

Heading:  Sustaining.
Sustaining


The largest growth in sustaining capital is in station refurbishments and pole replacement programs outlined in the evidence and canvassed thoroughly by Mr. Brown on panel 3 in oral testimony.

As a result of the size of these programs, both are being tracked as part of the outcome measures proposed in this case.  They are big expenditures, and the company thinks they should be monitored and has so proposed.

Heading:  Development capital.
Development Capital

Development capital rises in the first test year from $200 million or so in 2014 to $223.3 million in 2015, but then declines over the remaining test years.  The development capital expense -- and it is a big item -- is largely determined by annual demand for new customer connections.  These are beyond the company's control, but they are expected to increase over the test years.

And once again, if we look at the D series of exhibits, we see that it is the growth in rate base which is largely driving the increase in revenue requirement over the test period.

As I said earlier, and I repeat again, and this will be the last time, this is composed firstly of the growth in rate base from capital investment coming into service over the IRM period 2012 to 2014, as we now rebase, and then there will be additional and substantial necessary capital additions committed to service over the next five-year period.  These are used and useful investments, and they will earn the allowed -- which will earn an allowed return and must be recovered through depreciation.

And this is shown in Hydro One's response to Undertaking J2.1 and attachment 1 to J3.3, and we have already talked about J3.3 this morning, and I won't take you back to it now.

Next:  Outcome measures and reporting requirements.
Outcome Measures And Reporting Requirements

Hydro One has proposed outcome measures at Exhibit A, tab 4, schedule 4.  The Board will recall that there are eight outcome metrics which are proposed for annual reporting.  These have been chosen for a number of reasons.  Two separate stakeholdering sessions solicited input from stakeholders concerning appropriate outcome measures.

There was no clear consensus as to what would be appropriate.  However, there was general agreement that only a manageable number of metrics should be chosen and that they should be transparent and measurable.

Hydro One proposes eight metrics based on several criteria.  First, it looked for outcome measures in areas where major expenditures are to be made, as I have said, such as vegetation management, station refurbishment, and pole replacement.

Second, it sought outcome measures for which historical data would be available to provide reliable assessments.  It also attempted to address direct customer interests, hence customer experience, handling of unplanned outages, and estimated bills are proposed to address the value for money for customers object of the revised regulatory framework.

Hydro One has candidly acknowledged here that there was considerable difficulty in defining outcome metrics which were objectively measurable, where data was available, and which were true outcomes.  It believes it has proposed sensible outcome metrics based on shareholder input -- I'm sorry, stakeholder input and the various other factors I have mentioned.  They are transparent, they are objectively measurable, and they are based upon data which is either available or which can be obtained.

Now, during the course of the oral hearing there was considerable questioning concerning the appropriateness of consequences attached to outcome measures.
Penalties and Rewards


I recall that those discussions took place.  Hydro One has consistently expressed concern about the introduction of consequences at this point in the process.  It is too early, I submit to you, to impose penalties and rewards on these metrics, for the achievement of these metrics.  The unintended impact of inappropriate targets might result in a redirection of spending to get the reward, for example.  And until we have better confidence in these metrics that are proposed, I submit that this type of inappropriate targeting might lead to inefficient investment, which would not be in the interests of any of us involved in this process.

It is recognized and expected that these outcomes may be expanded or improved upon as experience is gained.  However, it is proposed that we proceed on the basis of these eight metrics for the five-year rate period, and then we can reassess the situation once better information is available at the next rate case.

Heading:  Annual reporting.
Annual Reporting

Now, it's difficult for me to anticipate what intervenors may say about the need for annual reporting, but there was questioning both from intervenors and the Board about this during the course of the hearing.

The company simply observes at this point that one of the objects of the revised regulatory framework and the five-year period is to loosen the regulatory grip and reduce the attendant costs and inefficiencies inherent in cost-of-service applications every two years.

In considering what reporting would be appropriate, the company observes that it is already committed or required to submit to a substantial amount of annual information to the Board as outlined in response to Exhibit J5.7, such items as the OEB scorecard, the Hydro One outcome scorecard, and annual monthly and quarterly reporting as required by the electricity reporting and recordkeeping requirements.

So there is a substantial amount of reporting which is going to take place already.

Hydro One respectfully urges the Board not to impose stifling reporting requirements which are unduly onerous and which may have no substantial or practical benefit.  We should ask ourselves, I submit:  What will be done with the information provided?

Under the five-year plan the company should be left to image its affairs within the approved business plan.  Extensive, extensive annual reporting -- and we -- obviously some reporting must take place, meaningful reporting, but extensive annual reporting should be unnecessary, I submit.

Further, such requirements raise serious concerns about disclosure of confidential, forward-looking financial information.

When Hydro One comes back to rebase as the five-year rate period nears its end, all historical information concerning performance can then be made available.  If the company has not performed according to its projections during the five-year period, they will have to live with the consequences.

Now, at this point, before we look at customer classification and cost allocation issues, which are a major part of this case, I would like to address two technical issues briefly.

First, smart meter variance account.
Smart Meter Variance Account


As Mr. Chhelavda indicated, Hydro One discovered an error in the categorization of assets in the variance account.  I understand that this error resulted in the cumulative impact, including interest of $3.5 million, which the company is correcting.

As well, Board Staff has stated a preference to close out this variance account by adding in the 2014 amount of $15.3 million in principal.

The total balance of $16 million forecast for this account at December 2014 would be charged to customers over a five-year period.

I hope that explains some of the confusion about this variance account.
Exception to the Distribution System Code


Next, exception to Distribution System Code.  Mr. Chairman, you asked about this during the course of the hearing.

The applicant requested an exception from section 7.5.2 of the Distribution System Code.  The Board assigned a separate case number for that license exemption request, and assigned case number EB-2014-0247.  And the Board granted interim relief from this provision pending the outcome of this hearing.

The Distribution System Code outlines certain obligations regarding missed and rescheduled appointments with customers in section 7.5.1.

Section 7.5.2 of the code requires that distributors meet that obligation 100 percent of the time, and that's the concern the company has.

It requires that if the appointments are to be missed, a distributor must attempt to inform the customer beforehand.  And regardless of whether that occurred, an attempt needs to be made to reschedule the appointment within one business day.

As noted, the code further requires that those customers' notification attempts be done 100 percent of the time.

100 percent is an extremely high target.  I appreciate, as was pointed out, that all that is required is that an attempt be made, but the company finds it impossible to even make the attempt 100 percent of the time.

Hydro One hasn't met this requirement for several years, and for that reason it requested an exemption that it be required on a permanent basis to meet the requirement 90 percent of the time.  Now, I am quite sure that the company could willingly accept a higher percentage, but 100 percent is impossible for it to meet.

As Ms. Frank testified, given the geography of its service territory, there have certain times when field staff and workers are simply not accessible.

There are areas of Hydro One's service territory, for example, where there is no cell phone coverage; I would imagine large areas.  I used to live in one of them.

There have also been other situations that occur from time to time that would preclude field staff from making contact with the field office, which in turn would make the attempt to contact the customer.

Mr. Chairman, Ms. Hare, the company of course tries to meet the 100 percent target and will continue to do so.  It does, however, ask that there be an exemption in order to be compliant with its licensing requirements by reducing the commitment to a modest degree.

Heading:  Customer classification and cost allocation.
Customer Classification and Cost Allocation


I am now moving to what used to be referred to as phase 2 issues in these cases.

Several important customer classification and cost allocation issues are before the Board, to be dealt with in this case.  Now, these proposed changes are significant and they do have significant rate impacts on individual customer classes.  In fact, the rate impacts on individual customers and customer classes arising out of the customer classification and cost allocation modifications are, in many ways, greater than those resulting from the proposed increase in revenue requirement.  So this is an important part of this case, as you could see from the attention it attracted during the course of the hearing.

From cross-examination questions during the hearing, it appears that intervenors may criticize Hydro One for several reasons.  I want to just outline this at the beginning.

I anticipate, based on questioning I heard during the hearing, that there may be criticisms that Hydro One should not have proposed significant customer class and cost allocation modifications in the first custom application under the Revised Regulatory Framework customized application with a five-year approval period.

Second, my client may be criticized for failing to properly consult with its customer base to solicit input and provide pre-warning about rate impacts arising out the reclassification.

And I want to deal with each of these.

First, let's remember that Hydro One is neutral in questions of customer classification and rate design.  It simply wishes to align cost recovery with cost causality, subject to other long-established ratemaking principles and Board directives, including, very importantly, fairness among customer classes.

Hydro One's proposal in this area are set out in Exhibit G1, tab 1, schedule 1, and I'm going to ask the reporter to list these seriatim.  They are:

One, creation of a new unmetered scatter load class; USL -- another acronym for you.

Two, implement changes resulting from a rate class review across all customer classes.

Three, a change to the definition of the seasonal customer class.

Four, adjustment of revenues by rate class by bringing the revenue-to-cost ratio within the Board-specified range in 2015.  Thereafter, movement of the revenue-to-cost ratio closer to 1; namely, 98 percent to 102 percent, phased in over the five-year period.

Five, rate design changes to increase the amount of revenue collected from fixed charges.  On an overall basis, this is small, moving from about 40 percent to 42 percent fixed, but it does have impacts on individual customers that are significant.

And six, the line loss study.

And I will deal with each of these briefly seriatim, but in considering these issues I ask the Board to recall that in each and every case the applicant is simply acting in response to Board direction or customer request on these items.

First, unmetered scattered load, the heading.
Unmetered Scattered Load

The unmetered scattered load class was created in response to the Board's direction in its report, "Review of electricity cost allocation policy," issued March 31, 2011.

This has a relatively small impact on other customer classes and appears to be uncontroversial.

Heading:  Rate class review.
Rate Class Review

The review of Ontario Hydro's rate classification was undertaken in direct response to the Board decision approving the settlement agreement arising from the IRM application, EB-2012-0136.  In compliance with that settlement agreement, Hydro One has examined it customer classification utilizing its new geographic information system -- yes, GIS -- to identify clusters of customers in order to verify that the density zone criteria for Hydro One's density-based rate class are being satisfied.

In fulfilling its obligation and based on its analysis using the new GIS tool, Hydro One proposes reclassification of about 11 percent of its customers for future ratemaking purposes.  Most of these customers will move to a higher density rate class with lower existing rates.

This is important.  If accepted by the Board, this proposal will result in a reduction in revenue of about $40 million per year at current rates.  This amount must then be recovered in future from all rate classes and thus does result in rate impacts across all customer classes.

For some individual customers moving into a lower-density rate class with higher existing rates there will be significant rate increases.  These rate increases -- I am sorry, these rate impacts have been dealt with, as usual, by applying the Board's mitigation principles.

Now, the rate classification study was undertaken at the express direction of the Board and utilized a substantial new tool, the geographic information system, not heretofore available.  It is in keeping with the never-ending re-examination and evolution of the composition of rate classes inherent in utility regulation.  Obviously any rate adjustments arising out of the reclassification exercise will apply only to future rates and cannot be applied retroactively.

Next heading:  Seasonal rate class.
Seasonal Rate Class

Once again, Hydro's proposal is responding to the directive it was obligated to follow pursuant to the IRM settlement agreement, EB-2012-0136, and this has proved to be a very difficult issue, this seasonal rate class shift.

Hydro One consulted broadly with its stakeholders, and I will have more to say about that, about the consultation effort overall, before I end today, in a moment.

As a result of that effort, it makes its present proposal to you, which it believes reflected the then predominant stakeholder view.  Now, things may have changed, and I am anxious to hear the arguments of intervenors about that.

The proposal is to move a number of present seasonal customers to the medium-density residential class, R1, and the low-density residential class, R2.  Present seasonal customers would only be moved to the new rate class if their actual consumption patterns are similar to a typical residential customer.

The proposed criteria are that a customer must consume at least 9,600 kilowatts per year and at least 600 kilowatts monthly for at least ten months of the year.  That's a lot of consumption.

Under the present arrangement the proposal would see customers who are moved to the new R2 rate class receiving rural and remote rate protection as members of the class, and this is a controversial issue.

Of course, rural rate protection provisions are quite separate from the core issue of customer classification, but it does cloud this particular issue in the proposal.

The applicable definition to qualify for rural rate protection is set out in Ontario Regulation 442/01.  Essentially, it requires that a customer must occupy the dwelling as a residence continuously for eight months of the year.

Now, how one determines whether a customer actually meets that definition on an ongoing basis as a practical matter is extremely problematic.  The company cannot go out yearly and obtain irrefutable proof that a customer continues to occupy a residence continuously for at least eight months of the year.  It can look at present consumption patterns monthly for ten months to determine that a seasonal dwelling is almost certainly occupied continuously for at least eight months of the year, as required by the regulation, and that's more or less the genesis of the proposal.

If the Hydro One proposal is accepted by the Ontario Energy Board, Hydro One would have to modify its own definition of a seasonal residential customer to include a consumption-based criterion, and that would be within the Board's jurisdiction.

Now, I acknowledge to you this is tricky, and I believe it can be done, but it is difficult to combine the regulation requirement and the rate class definition.  This rural and remote rate protection is a problem.  I think it can be dealt with, but it's problem.  Now, let me --


MR. QUESNELLE:  Mr. Rogers, do you mean technically difficult or policy difficult?

MR. ROGERS:  Well, I think from a definitional point of view, to make the two compatible, to make the rate class compatible with the rate -- rural rate -- the rural and remote rate protection -- which goes back a long way, you know.  This has been around in one form or another for a long, long time.

MR. QUESNELLE:  Yeah.  But what I am getting at is that when you say "difficult" I am wondering, are you talking about flagging in a CIS account type of arrangement of difficult, or just difficult to square the two because they are driven by different policies?

MR. ROGERS:  I am thinking more the latter.

MR. QUESNELLE:  Okay, thanks.

MR. ROGERS:  Now, the applicant understands that this is a controversial and very difficult issue, and I want the Board to understand the process.  Hydro One engaged in a lengthy consultative process with affected customer groups with the aid of a professional facilitator.  It considered a number of options outlined in the evidence, including increased fixed charges, as a solution to the problem.

However, the proposed approach before you now seemed to be the preferred option to a majority of the different ratepayer groups who participated in the consultative process.

Hydro One recognizes that this is essentially a question of fairness between customer classes and within the seasonal class itself.  Accordingly, Hydro One is keenly interested in the views of the designated intervenor representatives and looks forward to receiving their final arguments.

Hydro One would support almost any solution, I believe, that is considered acceptable to the affected customers and to the Board, but does urge that the outcome should be based upon principles of fairness and, to the extent possible, cost causality.

So we will respond -- we are anxious to see the intervenors' response now that it's better understood.  The company made its proposal based on stakeholder input and proposed what it thought was the preferred approach of the majority of those who participated.  There are other people here now, and we are anxious to hear what they have to say.

I would say this, that Hydro One has been quite clear, I think, that if the present proposal is not acceptable to the Board, it prefers that the status quo -- it recommends that the status quo be maintained as the best solution to this problem and that the seasonal class remain as it is.

Heading:  Revenue-to-cost ratio.
Revenue-To-Cost Ratio

Hydro One proposes to adjust the revenue -- I'm sorry, to adjust class revenue recoveries as determined by the cost allocation model to ensure that all classes with revenue-cost ratios outside the upper limit of the Board's range are brought within the approved range in 2015.  Thereafter it proposes to move to a tighter revenue-to-cost ratio of .98 to 1.02 percent, phased in over the five-year rate period.

Hydro One believes it is appropriate to make the adjustment because of improvements to its cost allocation methodology, as explained in the evidence and as you can see from Exhibit G1, tab 3, schedule 1, and further detailed at Exhibit 1, tab 7.04, schedule 9, SEC 60.  I hope that's the right citation.

It also believes a narrowing of the ratio is consistent with Board policy.  However, once again, it is neutral from a financial point of view, although it does favour a narrowing of the band as a means of better matching costs and revenues.

But the company has been very clear.  Mr. Andre said this unequivocally in the witness box.  While it has undeniably made a number of significant improves to its cost allocation methodology, if the Board feels that this proposal is too much too soon, Hydro One is quite content with a broader band of 95 to 105 percent, for example, for all rate classes.

It should be noted that the proposal to move the revenue-to-cost ratios to the Board-approved ranges for 2015 has the largest rate impact by rate class of all the proposals before the Board, versus the one adjustment in 2015, which has a very significant impact.  Then thereafter the company proposes to narrow the band, but over the balance of the five years.  It's that first year when customers are brought within the existing rate band which has the biggest impact, and that's all described in the evidence.

Now, new heading:  Increase in fixed charge.
Increase in Fixed Charge


This is the issue of the fixed versus volumetric charges.  Hydro One is proposing to reset the fixed charge for most rate classes in 2015 to the minimum system values calculated on sheet 02 in the Board's cost allocation model.  It is thought that currently approved fixed charge levels for some classes are too low, and places a disproportionate emphasis on the volumetric charge.

Hydro One seeks to address this imbalance in this application by increasing the recovery of costs through the fixed component of the bill.

And I anticipate there will be others who disagree with that approach.

Heading:  Line losses.

MS. HARE:  Can I just stop you before you get into line losses?  You indicated that the revenue-to-cost ratio in 2015, bringing all rate classes within the band, has the biggest impact. 

Is there any technical reason why you couldn't do that over a two-year period and then start within your new band range in '17, '18, '19?

MR. ROGERS:  No, I don't think –- I think that could be done.

MS. HARE:  Thank you. 

MR. ROGERS:  Line losses.
Line Losses


I simply wish to draw the Board's attention that Hydro One proposes to change the total loss factors for individual customer classes to the values established in the Navigant study, as corrected.  It received very little attention during the course of the oral hearing, but I want to -- as I did in redirect, you may recall, on the last day of the hearing, just to bring this to your attention.  It does have an impact.

Now, my final topic, you'll be glad to learn, is this issue of customer consultation.  

Heading:  Customer consultation.
Customer Consultation

And I would like to say a few words about this.

Some of the cross-examination questioned the adequacy of the Hydro One customer consultation effort with respect to its proposed rate adjustments.

Such a suggestion is most unfair, and I want to assure the Board that every reasonable effort has been taken by this utility to inform its stakeholders, and indeed include them directly in the planning process for this case.  I know that customer involvement is important to the Board, and I want to assure you that this company made an extraordinary effort to see that that was done in this case. 

The seasonal rate issue opponents have, and may yet further in their arguments -- I don't know -- criticized the consultation effort.  And there has been occasional reference to the inadequacy of a consultation with 38 people.  You may recall someone saying that during the hearing.

And I want to set the record straight about that.  If the Board would look at Exhibit G1, tab 2, schedule 2, you will find a 30-page focus group report dealing specifically with the seasonal rate issue and the consultative effort that took place.

Hydro One retained an independent consulting group, Citizens Optimum, to conduct a four-region consultation of Hydro One's seasonal customers.  Citizens Optimum was an independent public relations consulting firm with expertise in arranging such consultative efforts.

The report confirms that Citizens Optimum worked with the Federation of Ontario Cottagers Association -- which is an intervenor in this case and which I understand represents 50,000 cottage families -- in designing the consultation effort.  So that group was involved in designing the approach to be taken.

It communicated with some 2,600 executives from member associations.  Citizens Optimum hosted seven separate consultations in four regions, as suggested by the Federation of Cottagers Association.  As confirmed in the Citizen Optimum report, some 38 associations -- not individuals; associations -- attended these sessions.  And I imagine these 38 associations represented hundreds and probably thousands of members.

Now, the proposal now before the Board concerning the seasonal rates, as previously discussed, seem to be the one favoured by a majority of the associations which bothered to participate in the process, but we will hear more from them later.

But that's not all when it comes to consultation on a broader scale for this case.  And I want the Board to be aware of the effort that was taken.

Of course, along with all other customers, seasonal customers were notified of the Hydro One application, as in all cases through extensive public notification, as mandated by the Ontario Energy Board.

But further, Hydro One received feedback from seasonal customers through its customer surveys and customer interactions through the customer call centre.  In fact, it received input through those mechanisms from all of its customers, and it listens to them.

Then in this case, there were four stakeholder conferences, two of which dealt with seasonal rates, among other topics.  And the usual, but in this case more intensive and numerous, technical conferences and protracted interrogatory process.  The Board is familiar with those.

Also, Hydro One regularly consults with its customer consulting group, the Customer Advisory Board, which is outlined in the evidence, which includes a number of the intervenors in this case. 

Finally, let's all remember that funding is provided by the utility to provide for expert analysis and representation of both counsel and consultants on behalf of various stakeholder and interest groups, and these groups were represented by their chosen experts throughout, at the stakeholder conferences, at the technical conferences, during the interrogatory process, and in the hearing itself.  And it must certainly be part of the obligation of these Board-sanctioned customer representatives to keep their own constituents apprised of what is requested by the utility and what impacts this might have upon them.

Now, in conclusion, I would like to observe that it is hard to imagine what greater effort could be made to inform stakeholders, to ensure that they have access to technical advice and assistance, and to allow for their views to be known throughout the development of this plan, and then to intervene in this case.  The Board itself has taken extraordinary measures to ensure that ratepayer interests are represented, funded and listened to. 

I submit that the Board may be assured that my client has made every reasonable effort to consult with its customers, to inform them of what is being requested, and to involve their views in designing this case before you.

Those are my comments.  I thank you for your attention.

MR. QUESNELLE:  Thank you very much, Mr. Rogers.  Any further questions?  No?  Okay.  And thanks for coming in this morning.  I think this has been very useful to give us an opportunity if we did have questions.  We had a couple, so I think that's always helpful.  Thank you for that.
Procedural Matters:


We do have the remaining submissions schedule.  I understand there has been some to and fro between the applicant and the parties lining up dates. 

What's been proposed at this juncture is that the Board Staff submission would be coming in Tuesday, October the 7th.  Intervenor submissions would follow that Wednesday, October the 15th.  Hydro One reply submissions Monday, October 27th.

And I think that's what has been lined up, and I think that's along the lines of what the Panel was considering.  So it's acceptable, and the Board approves that schedule.

MR. ROGERS:  Good.  Thank you.

MR. QUESNELLE:  Okay?  All right.  And with that, thank you very much.

MR. ROGERS:  Thank you.

MR. QUESNELLE:  We are adjourned.
--- Whereupon the hearing concluded at 10:08 a.m.
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