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Monday, November 17, 2014

--- On commencing at 9:47 a.m.


MS. LONG:  Please be seated.

Good morning, everyone.  The Board is sitting today in an application brought by Toronto Hydro Electric System for a custom incentive rate application.  In this rate application Toronto Hydro is seeking approval for the rates it charges for electricity distribution to be effective May 1, 2015 until December 31st, 2019.  The Board has assigned this application Board file number EB-2014-0116.

It is the Board's understanding that at today's evidence conference Toronto Hydro will provide an overview of its rate application.

My name is Christine Long, and I will be presiding in this matter.  Along with me are my colleagues, Cathy Spoel and Ken Quesnelle.

May I have appearances, please.
Appearances:


MR. SMITH:  Good morning, members of the Board.  My name is Crawford Smith.  I appear along with my partner Charles Keizer as counsel for Toronto Hydro.  With me to my left is Daliana Coben, also from Toronto Hydro.

MS. LONG:  Mr. Smith, Mr. Keizer, Ms. Coben, thank you.

MR. BRETT:  Good morning, Madam Chair, panel.  My name is Tom Brett.  I'm appearing for the Building Owners and Managers Association.

MS. LONG:  Thank you, Mr. Brett.

MR. RUBENSTEIN:  Good morning, panel.  Mark Rubenstein, counsel for the School Energy Coalition.  I would like to put an appearance in for Jay Shepherd, who will be appearing throughout these proceedings.


MS. LONG:  Thank you, Mr. Rubenstein.

MS. GRICE:  Good morning.  Shelley Grice, representing the Association of Major Power Consumers in Ontario, and with me is Hamza Mortage.  And I would just like to put in an appearance for Marty Longlade, who is a consultant for AMPCO, who will be phoning in and asking a few questions on panel 1, thank you.

MS. LONG:  Thank you Ms. Grice.

MS. HOBBS:  Stephanie Hobbs, appearing as counsel for Canadian Union of Public Employees, Local 1, and to my right is John Camilleri, the president of CUPE Local 1.

MS. LONG:  Ms. Hobbs, thank you, good morning.

MR. DUMKA:  Good morning.  I'm Bohdan Dumka.  I'm here for the Society of Energy Professionals.

MS. LONG:  Mr. Dumka, thank you.

MS. GIRVAN:  Julie Girvan for the Consumers Council of Canada, and with me is Ruth Greey, also for the Consumers Council of Canada.

MS. LONG:  Ms. Girvan, thank you, good morning.

MR. GARNER:  Mark Garner.  I'm appearing for the Vulnerable Energy Consumers Coalition, and I'd also like to put in an appearance for Mr. Michael Janigan, who will be appearing throughout these proceedings.

MS. LONG:  Thank you, Mr. Garner.  Anyone else?

MS. HELT:  Good morning, Madam Chair.  Maureen Helt, counsel with the Board, and with me I have a Board Staff team of Martin Davies, Ted Antonopoulos, Donna Kwan, and Edik Zwarenstein.

MS. LONG:  Thank you, Ms. Helt.

As I understand, the parties have had an opportunity to discuss how the issues list will be formulated in this proceeding.  Do I understand correctly, Mr. Smith, that Toronto Hydro is going to propose an issues list filed by November the 21st?

MR. SMITH:  Yes, that's our intention, to file by the 21st.

MS. LONG:  And then I understand that there will be an issues conference the morning of November the 28th?

MR. SMITH:  Yes.

MS. LONG:  And it will be followed by an issues day if necessary the afternoon of November the 28th?

MR. SMITH:  Yes, subject to the Board's availability and agreement.

MS. LONG:  We are available, so we will hold that date.

That being said, are there any other preliminary matters that need to be dealt?  Ms. Helt, nothing further?

MS. HELT:  Nothing further.

MS. LONG:  Thank you.

Then we will ask, Mr. Smith, that you introduce your witness panel, and Ms. Spoel will affirm them this morning.

MR. SMITH:  Thank you very much, members of the Board, and thank you very much for agreeing to receive the presentation this morning.

We have furthest from me Michael Walker, who is the general manager, engineering and investment planning with Toronto Hydro.  To his right is Amanda Klein, who is the director, rates and regulatory affairs, and to her right is Kaleb Ruch, senior policy advisor, regulatory affairs at Toronto Hydro.  I understand they're going to be affirmed this morning.

MS. LONG:  Yes.

MR. SMITH:  Our intention was simply -- my intention was simply to allow the witnesses to provide the presentation, and I will be sitting back and watching -- MS. LONG:  Sitting back and being silent?

MR. SMITH:  That's my plan.

MS. LONG:  That's your plan?  All right.

MS. SPOEL:  Thank you.  I will do this with all three of you at once to save a bit of time.  And so I'll ask -- after each of the questions I'll ask -- I'll pause and all three of you can answer one at a time.
TORONTO HYDRO-ELECTRIC SYSTEM LTD. - PANEL 1


Mike Walker, Affirmed


Amanda Klein, Affirmed


Kaleb Ruch, Affirmed

MS. LONG:  Perhaps before we begin, Mr. Smith, we could mark this presentation that we have as an exhibit?

MR. SMITH:  Yes, that would be extremely helpful.

MS. HELT:  As this is an evidence conference this morning, we will mark this as Exhibit EC1. 

MS. LONG:  Thank you.

MR. SMITH:  Thank you.
EXHIBIT NO. EC1:  THESL PRESENTATION.
Presentation by Ms. Klein:

MS. KLEIN:  Good morning, panel.  So as Mr. Smith introduced us, my name is Amanda Klein.  I'm the director of rates and regulatory affairs at Toronto Hydro, and my role today in the presentation will be to kick things off and then close things up at the end and facilitate as needed in between.

As Mr. Smith introduced, to my left is Mr. Walker.  Mr. Walker is the general manager of engineering and investment planning at Toronto Hydro, and in that capacity he has oversight over planning for capital and maintenance at the utility.  Today Mr. Walker will be speaking to all things capital.

And to my right, as you know, is Mr. Kaleb Ruch.  Mr. Ruch is Toronto Hydro's senior regulatory policy advisor, and today he will be speaking to econometric benchmarking, briefly, and then to the ratemaking framework that Toronto Hydro has proposed in this application.

The purpose of today's presentation, we are here today as Procedural Order No. 2 set out really to provide an overview of the approach that Toronto Hydro has taken to our custom IR application and to specifically focus on the custom aspects of that application.

For everyone's ease of reference, evidentiary references are provided throughout the presentation, and they can be found in the bottom of the presentation slides.

We of course welcome panel questions throughout our presentation.  We would propose that for whatever questions we can't answer on the spot here that we would answer those questions throughout the course of the technical conference, and that we would further propose that at the end of the technical conference we would file a letter that would summarize any panel questions that come up and the answers that we've provided as they appear on the record.

So subject to any preliminary questions from the panel, I propose to get right into the substantive aspects of our presentation.

MS. LONG:  That's fine, Ms. Klein.  Please proceed.

MS. KLEIN:  Thank you.

The first section is about, why is Toronto Hydro applying under the custom IR methodology.  And in a moment I'm going to get right to that question as to why we chose the CIR as the framework, but I would actually like to step back first and discuss a little bit about what exactly we feel that we need to customize and how we approach that custom aspect of this application.

So it's fair to say, of course, in approaching this application we had some decisions to make, and the first decision was, what was the form of the application.  Once we landed on the custom IR being the form of the application that we would file under, we asked ourselves what are the things that need to be customized.

And the starting point for that was really defining for ourselves what custom means, and as you can see at the top of the slide, we view custom as the adaptation of OEB policy and rate-setting architecture only as required for the utility to satisfy the RRFE objectives.

So really our starting point was adopting the 4th generation IRM and associated RRFE policy, and then only adapting that policy where it was required.

And the answer to that question for us was that we could largely conform to the policy, but that adaptation was also required in two key aspects: capital and econometric benchmarking.

Capital is really the big one.  Capital and the magnitude of the system needs is really what we feel is unique about the utility and drives our need for a custom application.

Somewhat a corollary of that is econometric benchmarking.  We assess that there are special features of the operational context that Toronto Hydro -- we assess that there are special features of Toronto Hydro's operational context that are relevant to any benchmarking exercise.  And so what we did is we extended the OEB methodology to better reflect the large environment in which Toronto Hydro operates.

Our approach to business planning was really informed by this framework that I've described.  Accordingly, we've not put forward a multi-year cost of service.  Our approach to OM&A was to develop a test year budget, and what this means is that we identified the 2015 needs that would be sustained throughout the term.

And for capital, we took an approach of developing a five-year integrated plan and we presented that in the form of the DSP in this application.

What was similar about our approach to both OM&A and capital is that we took a constrained approach, and what I mean by constrained is that we didn't put forward what we assessed to be the full slate of reasonable funding requests.

And in the result, this presents a plan that we feel balances the operational and customer needs with consideration of rate impacts.

So in the prior slide, I've set out what's not custom about our application and then set out some of the special circumstances of Toronto Hydro, as well as some of our thinking as we were approaching the custom IR application.

So now I would like to briefly discuss how that gets us to a custom IR being the right application framework for Toronto Hydro in the RRFE.

As I just mentioned, it's really our capital investment that -- the capital investment needs specifically that drive us towards the custom IR.  And there's two aspects of this.

The first aspect is that Toronto Hydro has annual system investment needs that well exceed depreciation currently.

And the second is really that the nature of our investments are largely consistent year over year.  Our program contains a large collection of discrete multi-year projects, and much of which is asset replacement and refurbishment.

And on the basis of these two components of the capital program, this means that neither 4th generation IRM or ICM or ACM is really suitable for Toronto Hydro.

And this is what the RRFE contemplates.  Point 2 on the slide, the RRFE indicates the CIR framework is best suited to utilities with significant multi-year capital investment requirements, and that is Toronto Hydro.

This approach is also the only one that enables us to achieve the RRFE outcomes.  I'll return a little later to discuss in more detail these RRFE outcomes in our application.  But I would like first to pass things over to Mr. Walker and Mr. Ruch to discuss in detail the key custom aspect of our application.  And those key custom aspects are threefold.  One is capital, one is econometric benchmarking, and third is the ratemaking framework that flows consequentially from those capital and benchmarking needs.

Mr. Walker?

Presentation by Mr. Walker:


MR. WALKER:  Good morning, everyone.  Ms. Klein mentioned our capital need.  And a big portion of that is because the aging system continues to be a main driver of our capital investment needs.


MR. SMITH:  Apologies, Mr. Walker, is your microphone on?  Green light?


MR. WALKER:  I'm sorry.  Can you hear me now?


MS. LONG:  Yes thank you.  Maybe you could start again, just for everybody...

MR. WALKER:  Certainly.  In terms of our capital need, our aging system continues to be the main driver of our capital investment needs.  And if you look at it from a demographics perspective, an asset demographics perspective -- and you can see that in this pie chart -- 26 percent of our assets are currently past their end-of-life.  And over the next five years, the CIR period, a further 7 percent will be past end-of-life.  So fully a third of our assets will ultimately be past end-of-life.

Moreover, as we continue beyond the CIR period, more and more assets every year will reach or exceed their end-of-life, making that red portion larger and larger.


So what does this mean?  Well, if you consider the size and breadth of the Toronto Hydro system -- all the poles, the wires, the transformers, the switches, the cable duct structures, et cetera, et cetera -- this third of our assets represent billions of dollars in investment.


So what do we mean by end-of-life?  Well, if you look at the lifecycle of an asset -- and this graph shows costs on the vertical axis and the number of years that the asset is in service on the horizontal axis -- the longer an asset is in service, the lower its capital cost is.  And that's depicted by the green line here.

However, the longer it's in service, the greater the probability of failure of that asset as it's exposed to the elements, to loading cycles, to fault current, and so on and so on.


And that probability of failure can be converted to a risk cost, which is shown in the yellowish, orangeish coloured line here.

If you take the two costs and add them up year over year over year across the lifecycle of the asset, you get its lifecycle cost.  And the lowest point on that curve is the optimal replacement time.  So what this means is if we replace an asset ahead of that point, earlier than that point, we take on higher costs.  And if we replace the asset later than that point, we take on higher costs.

And this backlog of assets that I've been mentioning, those assets are beyond that point.  You can see that in yellow here in the diagram.

So how would we address that backlog?  Well, from an ideal engineering perspective we would want to eliminate that immediately.  So if you consider a cost profile across the five years of the CIR period, that would mean we would have to invest massively in 2015 to eliminate the backlog, and then subsequent investments in future years would really only be to address assets that are newly reaching their or exceeding their end-of-life in those years.

What this represents is 2.5, $2.6 billion of investment in one year.  And that's not only impractical to actually do, but the rate impact would be massive.

So this is not a practical approach, so the next logical question is:  Could we address the backlog through the course of the five-year CR period?

So we looked at that, and we end up with this cost distribution.  So it would require about 830 to $840 million a year to eliminate the backlog by the end of the CIR period.  But again, given where our expenditure levels are at today, that level of investment would require significant rate impacts as well.  So this is probably not tolerable from our customers' perspective.

So we adopted a third approach, and this is what actually is in our CIR filing, and we call it the paced approach.  What we really do here is we take that backlog and we spread it out across the five years of the CIR period and beyond.

What this means is we're taking on more risk and more lifecycle cost out into the future until this backlog is addressed.  But we believe that this is more acceptable from our customers' perspective in terms of rates, as we've learned in our stakeholdering with our customers.

So with that, I would like to pass it on to Mr. Ruch, who will talk about other custom elements of the application.

MS. LONG:  Mr. Ruch, just before you begin, we have a question.


MR. QUESNELLE:  Mr. Walker, can you help me out here?  Just looking at the graph, and I'll use the graph you have on slide 9, I believe it is – yes -- the optimum replacement time, just thinking of this on a go-forward basis, your application is framed around the full lifecycle costing and reaching a period in which you're reducing the backlog, as you describe it here.

And I take it that this is a kind of a snapshot, and what I'm asking you for is the relationship between the optimal replacement time as it stands now, and what will the nexus be between capital cost and optimal replacement time, over time.

My thinking is that from an accounting perspective, your amortization schedules should align with the actual intended life of the asset.  So if you plan on changing out assets at the optimum time, will the delta between what is now the end of life and asset cost, will that -- is there an alignment that eventually happens there, because obviously if you're going to be changing assets, the expected life becomes the actual date of change, and the optimum time becomes your estimated life of asset, so there is no beyond the life.  How does that migration occur over time?

MR. WALKER:  Well, if your risk cost was purely an age-based model, then in principle they should align, but there are assets where we have condition information, and if that condition information predicts a higher risk of failure, then those assets that have that higher risk potentially would reach that optimal point sooner than their financial numbers.

MR. QUESNELLE:  In the new accounting that we're looking at, IFRS, where on an annual basis you're required to take a look at the assets that you're changing out and the drivers for those assets and re-amortize, would those other risk factors -- I recognize that age is not the only driver, in that you're not establishing schedules based on that, but age is an outfall of when you do change things.  You can then measure, okay, well, how long did it last, given the risk, and what have you.

So is it the -- ultimately, will there be any beyond risk, I suppose, in the steady state that you're striving for, what would this curve look like?  How would these curves line up?  Would your accounting not take care of the cost of capital -- it wouldn't be a cost of capital beyond optimum, because you had planned on changing at optimum, would you not?  I'm just, I recognize it's circular, but I'm just trying to understand how this will look when you're at steady state?

MR. WALKER:  I have to admit I'm not an expert on financial tables, so I'm a bit out of my depth here.

MR. QUESNELLE:  Okay.  I'm just putting that on the record then.  If through the course of the technical conference someone wants to take that up, that's great.  

MS. KLEIN:  We'll take that away.  Thank you.
Presentation by Mr. Ruch:


MR. RUCH:  Thank you very much, Mr. Walker, and good morning, Panel.

I'll be speaking to you on a couple of matters this morning.  The first is on our custom benchmarking that was undertaken by Power System Engineering, as well as our proposed rate framework.

As Ms. Klein noted earlier, Toronto Hydro operates in a highly complex and dense urban environment, considerations that are relevant to the benchmarking of our performance.  To capture these circumstances, PSE executed a total cost benchmarking study that builds upon the benchmarking study done by Pacific Economics Group that is used to determine stretch factors for utilities.

Where a PEG study looks only at Ontario utilities, PSE study expands upon this approach by adding a series of U.S. utilities that report statistics into FERC, and many of which, like Toronto Hydro, serve large and complicated cities.

We believe that evolving total cost benchmarking in this fashion produces results that better reflect Toronto Hydro's unique operating environment.

The full results of the PSE study can be found in an appendix to the productivity schedule of Exhibit 1B, but one of the main conclusions is summarized on the chart on the screen.  Here you can see Toronto Hydro's costs in red tracking below the predicted benchmark in blue.

The second topic that I'm going to discuss is our proposed rate framework, which you may have already noted is different from previous custom IR applicants.  The framework that we proposed is firmly rooted in the Board's 4th generation approach, where a utility rebases in the first year and is then regulated on a price cap index for four subsequent years.

The standard I minus X price cap index contains the Board's inflation factor, as well as a productivity and stretch factor.

Toronto Hydro's proposal retains the standard rebasing year.  However, because we are a custom IR applicant we've customized the price cap formula in ways that are consequential to what the Board has said about the custom IR framework.

We've done this in two ways.  First we've added a custom capital factor to reflect Toronto Hydro's capital needs as filed in the distribution system plan.  In doing so the custom price cap index is informed by the utility's forecasts, which is a component of the Board's custom IR framework.

Second, we establish a custom stretch factor not by changing the Board's methodology but by setting it based on the results of PSE's total cost benchmarking study, as opposed to Pacific Economics Group's.  In taking this step, the index is informed by benchmarking and shares benefits with customers over and above the Board's productivity factor.  Both concepts are also components of the custom IR framework.

I use the remainder of my time to talk about these two custom elements.  We start first with the custom stretch factor.  So about a year ago the Board updated its approach to assigning stretch factors to utilities.  Utilities are now assigned annually to one of the five stretch factor groups shown below on the basis of PEG's total cost benchmarking study that I just mentioned.

Using that study, Toronto Hydro was assigned a stretch factor of 0.6 percent.  What we're proposing is to retain the Board's stretch factor groups but to instead determine Toronto Hydro's stretch factor on the basis of PSE's total cost benchmarking study, and as mentioned, the analysis shows that Toronto Hydro's forecasts are within the plus and minus 10 percent range, which would set for us a stretch factor of 0.3 percent, and we have proposed it as such.

The custom capital factor is a little bit more involved.  The Board states that the custom IR framework is suitable for distributors with large capital requirements, and that the annual rate index be informed by forecast of the utility's costs.

So in order to adapt to the standard I minus X formula into a custom approach that comports with this guidance, we're proposing a custom capital factor that reconciles Toronto Hydro's multi-year capital needs that are not already provided for in the standard I minus X formula.

We adapt the formula in a two-step process, the first of which is adding the reconciliation factor, which we've termed CN, and the second is returning to ratepayers a capital component of the I minus X formula.

So illustrating how the custom approach is comparable to the standard 4th generation price cap requires a little bit of arithmetic, and I apologize for that in advance.

We start with the standard price cap index of I minus X, which is the inflation, productivity, and stretch factor.  And because price caps are applied to base rates, the rate increase that's provided for in I minus X can be thought to have a capital, an OM&A, and a revenue offset component.  In other words, I minus X rate increases provide a utility with incremental funding for capital and operating costs in addition to an expectation of continued growth in revenue offsets.

Where Toronto Hydro's proposed price cap index differs is on the capital side.  In place of the capital component of I minus X we're proposing to include the CN term in order to reconcile our capital need within the price cap framework.

The remainder of the standard 4th generation price cap amount, which is the OM&A and revenue offset share, is retained in our custom price cap index, as are the incentives to find efficiencies built into this approach through the productivity and stretch factors.

So setting aside those common elements, we'll take a closer look at what the CN factor is.  CN reconciles capital need because of the way that it's calculated, which takes forecast changes in capital-related revenue requirement and then dividing that amount by total revenue requirement.

Sorry, the value of CN is added to the price cap index and ultimately applied to base rates.

So to illustrate how this would work for 2016 we start by looking at revenue requirement for 2015.  Here capital-related revenue requirement is forecast to be $437.8 million and total revenue requirement is forecast to be $662 million.

In 2016 capital-related revenue requirement is forecast to increase to $465 million, based on our detailed plans and the distribution system plan.

To calculate CN we find the change in capital-related revenue requirement and divide that total by the total revenue requirement.  In other words, if capital costs drive changes in revenue requirement of a certain percentage -- so in this case 4.1 percent -- base rates would change by this same amount, and this is the reconciliation.

So carrying out this process through into 2019, you can see values of CN that are required to reconcile Toronto Hydro's need for capital investment.  Again, that is detailed extensively in the DSP.

So what does this mean in terms of bill impacts?  Once rate riders and all other considerations are factored in, rate impacts remain well within the Board's 10 percent threshold.  The table here looks at the residential and GS less than 50 kilowatt rate class, but the full table can be found in the executive summary of our application.

To recap, the rate framework we're proposing is an adaptation of the Board's standard 4th generation approach, where much of the standard rate treatment is retained.  The only custom elements that we are proposing, the custom capital factor and the custom stretch factor, are both responsive to the Board's guidance to CIR applicants, and are supported in evidence that we filed in this application.

Finally, I wanted to note that the custom PCI values for an upcoming year won't be finalized until the Board sets its annual inflation factor, and that's because we've incorporated the Board's inflation factor into our framework.  So the PCI values that you saw a couple slides ago and the bill impacts on the previous slide both assume, for a matter of illustrative purpose, 1.7 percent for an inflation factor, which was the value as of our most recent evidentiary update in September.

So with that, I will pass the floor back to Mr. Walker.
Continued Presentation by Mr. Walker:


MR. WALKER:  Thank you.

So we've talked about our capital requirement, but how do we determine what that requirement is?

Well, Toronto Hydro has a rigorous asset management process, which forms the foundation on which our engineers plan their investments.  And you can see pictorially, at a high level, what this process looks like.

The core element of this process is what we call the planning process, which is shown in grey in the box in the middle right of the graphic.  And it has three elements to it:  long-term planning, short-term planning and maintenance planning.

And long-term planning involves determining the approach and the strategy to our investment programs, ultimately encapsulating them in those investment programs.

Short-term planning then determines discrete projects within each investment program necessary to carry those out.

And maintenance planning really involves maximizing the serviceable life of the assets that are already in service.

This overall planning process is facilitated by a set of decision support systems you can see at the top of the graphic.  And those systems in turn leverage the data and information that's stored in our enterprise systems, like our GIS and our ERP system that are shown on the left in yellow.

The outcome of the planning process is a capital investment plan and a maintenance investment plan, which together form the DSP, the distribution system plan.

Once the DSP is done, we move into execution, and during the course of execution we have a measurement and enhancement process.  This involves metrics to monitor continuous improvement during the course of execution, and also improvements to data quality and our decision support systems.

Once the work is complete, the new current state of the system is loaded into our enterprise systems again, the yellow box, and that then allows us to move into the next iteration of the planning process.

Two key requirements of our planning process are flexibility and long-term funding certainty.

Long-term funding certainty is important to us because it allows us to do more effective planning and also to negotiate more cost-effective contract terms with our external contractors.

For flexibility, the ability to shift projects between years or to increase or decrease the amount of spending in a program is important, because as we move from high-level planning to detailed design and then to execution, we may have changes that occur to the circumstances associated with jobs that would require us to make changes to the program.  So this might require to us advance, to delay or defer, or to swap out projects to best service our customers.

So as an example, imagine a job where during a detailed design, a field audit identifies assets that require replacement that were not in the original scope of the job.  So we would then increase that scope, which increases its cost and its execution timeline in order to best service the needs of that area.

Another example would be where we have a portion of the system that starts to experience poor reliability, declining reliability.  And that would require us to create a new project and insert it into the program to address that issue, which would then force to us delay or defer a another project or other projects to make room for it, again to best service our customers.

The DSP itself has approximately 86 percent of the proposed capital spending, similar in nature to the ICM work.  In terms of the DSP itself, Toronto Hydro has complied with chapter 5 requirements.  We've adopted the DSP structure and associated filing requirements.  We've used the prescribed investment categories.  We've developed trigger and secondary drivers for each program, and so on.  We've even mapped our historical expenditures to the DSP programs, even though that wasn't a requirement as a first-time DSP filer.

And one important point about drivers.  We've identified trigger drivers, but they really represent the genesis of the need for a particular investment program.  However, they might not be the most important driver or drivers for those programs.

So as an example, if you think of an asset class that is exhibiting catastrophic failure events, the trigger driver is the fact that those catastrophic events are occurring, but there may be a safety component associated with that; it may be putting our workers or the public at risk.  So that secondary driver would be more important than the trigger driver.

Toronto Hydro has grouped its programs into the prescribed chapter 5 investment categories of system access, system service, system renewal and general planning.  But investments in all four categories are integral to the outcomes we're trying to achieve from our DSP.

So for example, if you think of feeder automation within system service, feeder automation is a fairly small expenditure program, but it has significant improvements to reliability associated with it.  And that's very key to our customers and hence very important to our DSP.

As per OEB guidance, we have incorporated metrics into the DSP.  Development and tracking of these metrics during the CIR period will drive improvements during execution and also allow us to develop future filings.  We've identified 12 metrics within the three prescribed categories.  So if you look at customer-oriented performance, we have SAIDI, SAIFI and CAIDI, and those are well known industry benchmarks which are actually a requirement of chapter 5, but we've enhanced those with feeders experiencing sustained interruptions, or FESI, as we call it.

FESI really represents a count of the number of feeders that have seven or more sustained interruptions over a 12-month rolling period.  And what this does is it drives short-term mitigation work to try and improve the customer experience for the customers on those feeders.

We also have momentary average interruption frequency index, or MAIFI.  And MAIFI is sort of the corollary to SAIFI.  SAIFI looks at sustained interruptions; MAIFI looks at momentary interruptions.  And the importance of MAIFI to us, more and more our commercial and industrial customers are becoming intolerante to momentary outages, so we need to be on top of that.

Moving on to the cost-efficiency and effectiveness of planning and implementation category, we have distribution system plan implementation progress, and that's really just a measure of how far along we are to date in our program compared to the total capital expenditure over the five years.

Planning efficiency, engineering design, and support costs really just monitors the back-office costs required to support the implementation of the capital plan.

Supply-chain efficiency, material handling on cost monitors the costs associated with our supply-chain function, which are added as an overhead to our capital spend.

Construction efficiency, internal versus contractor cost benchmarking, this is a metric where on an annual basis we take a sample set of projects that were completed by our internal resources and we calculate what it would have cost to do those projects using our externally bid unit price contracts.  And then we are able to compare our performance to the marketplace.

Construction efficiency, standard asset assembly, labour input, this is a brand-new metric that we're just developing, but ultimately what it will do is determine the labour hours required to build a standard set of typical asset assemblies within our distribution system, which will then allow us to drive productivity improvements in the construction of those assemblies.

Moving on to the asset and system operation performance category, we have outages caused by defective equipment, and this is really just a metric that tracks how well our capital program is addressing the largest cause of reliability problems on our system, defective equipment.

And then lastly, we have station's capacity availability, and this is a measure of the number of stations that have greater than 90 percent of their rated capacity, and the importance of that metric, when a station reaches 90 percent of its rated load we experience difficulty connecting new customers to it, dealing with contingencies, doing load transfers, and so on.

In terms of ICM true-up, true-up will be completed in Q2 of 2015 after the financial close of our 2014 program and a full reconciliation of the work that's been completed across all three years of ICM on a segment-by-segment basis, and this requires us to compile, validate, and reconcile field records for every single job within each segment.

But total expenditures for the ICM three-year period are forecasted to be within 5 percent of our overall OEB accepted forecast, and we've looked at 188 specific jobs that were ICM-eligible filed jobs for phase 1 -- that is, 2012 and 2013 -- and the aggregate actual in-service additions for those projects is approximately 8 percent greater than the original forecasted amount.

And you can see that in this bar chart here.  On the left we have the ICM-approved capex.  The orange block represents the work that was completed in 2012, and the yellow block represents the work completed in 2013 out of those 188 jobs that I mentioned.

So we have 16 million for 2012 and 108 million for 2013.  If you look at the middle portion, that's the actual spend for those jobs, so that would be 18 million for jobs completed in 2012 and 116 million for jobs in 2013, and then on the right we have the in-service amounts associated with that work.  So the full 18 million of the 2012 jobs is in-service, and most of the expenditures for the 2013 work is in-service.

The slight discrepancy there is for projects that at the time this was developed had not yet gone through full financial closure, but we expect that the full amount will be in-service at the end of the ICM period.

This is just a sample, obviously, of the projects across the whole ICM period, but it's illustrative of how we're managing the work.

And with that I'll turn it back to Ms. Klein, who will talk about customer engagement.

MS. KLEIN:  Thank you, Mr. Walker.

So I'm going to close things off by speaking about some of our pre-filing engagement activities, and then moving to -- ending with speaking about outcomes in reporting.

So I'm going to start with customer engagement.  So just by way of background, Toronto Hydro, of course, regularly engages with its customers, and there's a variety of ways that we engage with our customers.  For example, with our large customers we hold individual meetings with them annually, and at those meetings we cover matters such as reliability, service, and CDM.

For most of our customers we tend to interact primarily with respect to accounts and billing, but we also interact with them on CDM, as well as planned capital work, and then there are, of course, ad hoc interactions where required, so, for example, major events that affect our customers, such as the 2013 ice storm.  Following that event we commissioned an independent review panel to look at Toronto Hydro's performance during the ice storm and provided some constructive feedback and suggestions.

In terms of engagements with our customers, specifically for this application, pursuant to the RRFE we solicited our customers' feedback on our plans for the next five years and the capital plans in particular.  And the way that we went about doing that was by engaging a third party, Innovative Research, and Innovative used a variety of methods to gain the feedback of our customers.

Those four methods were an online work book, randomly recruited focus groups, consultation that we also randomly recruited, and then a statistical telephone survey.

In order to assist in Innovative's work we developed a customer engagement work book that was designed to help educate our customers on system needs, the nature of the work program we were contemplating, and the magnitude of the rate increases associated with that.

Moving now to the results of that engagement.  Of course, no one is ever excited about a price increase.  However, we learned from our customers that most of them are accepting of a plan of this nature in rate impacts of this magnitude.  We asked them whether customers were satisfied with the balance that Toronto Hydro had struck between cost and value in its capital plan, and most answers came back positive.  And we also learned that our customers think long-term and expect Toronto Hydro to do the same.

One central theme we heard is that most of our customers would invest in the system today in order to avoid paying more later, and that our customers believe that they have an obligation to maintain the distribution system for future generations.

Engagement with our stakeholders.  So this application represents the first time that Toronto Hydro has formally consulted with regulatory stakeholders on a rate application, and we went about doing this by engaging a third-party facilitator, Mr. Bob Betts, and holding two sessions where we invited the intervenors from our last rate case plus Ontario Energy Board Staff to join us, and at the first session we started by providing an overview of some of the business needs and drivers, really putting forward some of the challenges that Toronto Hydro is facing currently and expects to face in the future.

And then we held a facilitated session where we asked everyone to join in to help us think through some of the range of policy and application issues and approaches that we might take in that context of those challenges and business drivers.

We then heard the views, we took them back, we considered them as we were developing our application, and then came back to stakeholders for a second session, where we reported on where we were with the application, answered some questions, brought back some of the key themes from the first session.

So this is the last slide of our presentation, and I would like to return to a theme from earlier; namely, that the approach that we've put forward is the one that enables Toronto Hydro to satisfy the RRFE outcomes.

And what I would like to do is to summarize some of what you've heard, but through the lens of those RRFE outcomes.  Those outcomes, of course, are customer focus, operational effectiveness, public policy responsiveness, and financial performance, and I'll go through each of these in turn.

So on customer focus, we believe that we put forward plans that are aligned with our customer expectations, and programs within those plans that are aimed specifically at serving our customers and meeting their service-level expectations.  And as I've just discussed, our customers accept this plan.

On operational effectiveness, we put forward plans that are, of course, designed to serve the core operational needs of the utilities, such as asset management, maintenance, and staffing requirements, and at the same time within our evidence we are demonstrating how Toronto Hydro is and will continue to be an efficient utility.

An example of this is within the rate framework.  Our rate framework includes upfront sharing of benefits with ratepayers, and challenges the utility to continue to find savings throughout the term of the plan.

On public policy responsiveness, investments in this application are what will enable Toronto Hydro to respond to mandated service requirements, as well as public policy requirements such as regional planning and the connection of distributed generation and renewables.

And finally financial performance.  With the funding request contained in this application, Toronto Hydro's financial viability will be maintained.

So in short, this application is really about sustaining service levels and seeking some small improvements in reliability and customer service.  Accordingly, we're not looking to fundamentally expand the nature of the utility or change our service quality.

And finally, we believe that the annual reporting that we've proposed in this application will facilitate transparent monitoring during the plan term.  There are three aspects that appear on the slide before you, and I would like to focus primarily on the first two, the first being the OEB's scorecard approach for performance measurement.

We embrace the evolution that the Board has put forward with the scorecard approach.  There are, of course, new metrics.  There's an MD&A section.  This gives us an opportunity to show what we're doing inside the utility and then to engage with the Board and intervenors and customers about how we look at those things and how we're doing.

And we propose to supplement that scorecard with the performance metrics that Mr. Walker just spoke to.  Like the scorecard, we propose to develop and refine certain metrics over time, but we believe that these two pieces together do provide a holistic and transparent view to the utility's performance during the term of the plan.

Subject to any questions from the Panel, that concludes our presentation today.

MS. LONG:  Thank you, Ms. Klein.

MR. QUESNELLE:  Thank you very much, all three of you.  Very good presentation.

Just from a general point of view, perhaps –- and it's in here, but I think maybe if you could knit it together a little more concisely for me, is the drivers for continuous improvement.  Maybe just thematically, what would you say are the main drivers in your plan for that continuous improvement?

MS. KLEIN:  I think the answer to that has two components.  One is really about the ratemaking framework, and the second is about the metrics and the performance reporting that we expect.

On the ratemaking framework, there is of course a productivity and stretch factor that is embedded with that, and we believe that that is what will require us to continue to find savings, which will be driving continuous improvement in the efficiency of our operations.

And then with respect to the performance monitoring which I just spoke about, a combination of the Ontario Energy Board scorecard plus our performance metrics certainly requires us to focus in on specific aspects of our business and look at what we're doing, measure what we're doing, and see how we can get better at what we're doing over time.

MR. QUESNELLE:  Thank you.

MS. KLEIN:  Thank you.

MS. LONG:  Mr. Walker, just one question.  I wonder if you're able to give us a little bit more detail.  We've talked a lot about system renewal, but you've also highlighted in your application what you call unique circumstances of operating in an urban environment.

Are you able to provide us with a little bit more information about, I guess, downtown development and new additions and how that factors into the plan?

MR. WALKER:  I'm not sure the section in the evidence, but we talk about for example the number of high-rise buildings being constructed in the downtown core.  Today we have more buildings going up than any other major city in North America.  And they're all concentrated largely in the downtown core, which puts a significant strain on the system downtown.  That's an artefact of the dense urban environment that we work in.

Also, the system that is in the downtown core is very old and it is very heavily loaded, and our stations do not have sufficient back-up capabilities between them, which requires us to invest to provide better contingency support in the future.

MS. LONG:  Thank you.  Those are all the Panel's questions, so we would like to thank all three of you for attending this morning and providing us with that overview.  It was very helpful.

Mr. Smith, one other thing I would like to talk to the parties about with respect to the issues, creation of the issues list, we would like the parties to canvass whether or not they think it's useful to do a prioritization of issues, so primary issues that would be heard orally if not settled, and secondary issues that would be dealt with in writing.  So I just throw that out there to you, to have a discussion that perhaps you can feed back to us on whether people think that would be useful in this proceeding.

MR. SMITH:  We did have that discussion.

MS. LONG:  Okay.  Good.  You're ahead of me.

MR. SMITH:  And I'll try and fairly summarize it.  We think as a group it would be helpful, but we think as a group that the best time to do that would be in the context of the settlement conference, where we've had the opportunity to have the technical conference and potentially narrow the issues and see what comes out of that.

At least my hope –- anyway, Toronto Hydro's hope -- is that one part of the settlement conference will be development of a meaningful hearing plan, assuming we're not able to resolve the application, which would set out the order of the panels and estimated cross-examination time.  And coming out of that, at least our hope anyway is to have an issues prioritization, primary, secondary, to see those that require oral examination and those that would require to just be done in writing.

If the Board would like us to do that exercise at an earlier date, we can certainly have a discussion offline with the parties about it, but that's where we landed last Friday.

MS. LONG:  Thank you.  We'll take that away and have a discussion amongst ourselves as to what we think will work best.

So I don't think there is anything else for us this morning.  I understand that the parties will be proceeding to the technical conference.  So thank you very much.

MR. SMITH:  Thank you very much.  

--- Whereupon the conference concluded at 10:45 a.m.
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