r B, 79 Wellington St. W., 30th Floor
I O l{ Y b Box 270, TD South Tower
LLP Toronto, Ontario M5K 1N2 Canada
P. 416.865.0040 | F. 416.865.7380

Jonathan Myers
jmyers@torys.com
P. 416.865.7532

January 13, 2015

RESS, EMAIL & COURIER

Ontario Energy Board
2300 Yonge Street
27th Floor

Toronto, Ontario
M4P 1E4

Attention: Ms. K. Walli, Board Secretary
Dear Ms. Walli:

Re: Toronto Hydro-Electric System Limited (“THESL”) Custom Incentive Rate
Application (EB-2014-0116)

We are counsel to the applicant, THESL, in the above noted matter. Filed with this letter are
THESL’s responses to motions filed by Energy Probe and AMPCO on December 22 and 31,
2014, respectively. Paper copies of these documents will follow by courier.

Also filed is a native excel version of the spreadsheet attached to THESL’s response to Energy
Probe’s motion.

Yours trily,
7

/
Jon4than Myers

JM

cc: A. Klein and D. Coban, THESL
C. Keizer and C. Smith, Torys LLP
All Parties

13398-2009 18679010.1
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EB-2014-0116

ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O.
1998, c.15, Schedule. B;

AND IN THE MATTER OF an application by Toronto Hydro-
Electric System Limited for an order approving just and reasonable
rates and other charges for eectricity distribution to be effective
May 1, 2015 and for each following year effective January 1
through to December 31, 2019.

RESPONDING SUBMISSION OF TORONTO HYDRO
(on motion by Energy Probereturnable January 19)

1. On December 22, 2014, Energy Probe filed a Notice of Motion seeking an order
requiring Toronto Hydro-Electric System Limited (“Toronto Hydro”) to provide full and
adequate responses to Technical Conference Undertaking No. J1.2-EP-49. This question
asked Toronto Hydro to populate and validate a Draft Consolidated Financial Summary
for the years 2011 to 2019.

2. Toronto Hydro remains of the view that J1.2 Energy Probe-49 seeks information that is
not relevant to this proceeding. As set out in Toronto Hydro’sinitial response, the
premise underlying Energy Probe’ s request is that Toronto Hydro is that hasfiled afive-
year cost of service application, and accordingly possesses detailed forecasts of al the
elements comprising the utility’ s revenue requirement beyond the 2015 rebasing year.

Thisisnot Toronto Hydro’s proposal.

3. Asdiscussed in Exhibit 1B, Tab 2, Schedule 3, Toronto Hydro proposes to set rates for
2016-2019 on the basis of a custom Price Cap Index that incorporates the Ontario Energy

Board's (“OEB”) inflation and productivity values, utilizes a custom stretch factor, and



includes a capital factor to fund Toronto Hydro’s necessary investments. Toronto Hydro
has not forecasted its Operations, Maintenance and Administration (*“OM&A”) and
revenue offsets for 2016 to 2019.

4. Nevertheless, without admitting the relevance of Energy Probe’ s request, in the attached
document, Toronto Hydro has verified the data provided by Energy Probe, corrected for
errors (noted by entriesin green), and populated those other aspects of the table where
the requested information was available. Where a cell has been left blank, Toronto
Hydro does not possess the requested information. These areas include the forecasted
breakdown of the utility’s OM&A expenditures by category beyond the 2015 Test Y ear,
and categorization of the utility’ s past and future In-Service Additions by major
Distribution System Plan (“*DSP”) investment type. In any event, in both instances the
requested information is not required by the OEB’ s Filing Requirements for Electricity
Distribution Rate Applications, nor would it provide probative value, incremental to the

evidence already adduced by Toronto Hydro or provided through the discovery process.

5. Toronto Hydro is further unable to populate the column entitled “2014 Forecast,” as
distinct from the “2014 Estimate” column, which contains the information provided to
the OEB in the course of Toronto Hydro's September 2014 application update. Since the
utility does not currently possess the audited year-end financia information for 2014, the
data contained in the “2014 Estimate” column continues to represent the utility’ s latest

estimate for its 2014 financial performance.

6. Toronto Hydro aso submits the following specific comments with respect to the
information included into the table by Energy Probe.

2016-2019 OM & A Projections

7. The 2016-2019 OM&A projections (rows 8 and 57) reflect the application of Toronto
Hydro’ s proposed incentive framework (Exhibit 1B, Tab 2, Schedule 3). Toronto Hydro



has not forecast its OM& A expenditures beyond the application of this framework. The
OM&A projections provided are consistent with the information in the utility Business
Plan filed with the OEB as an Appendix A to interrogatory 1A-CCC-01.

Revenues and Rates Revenue Requirement: 2016-2019

8. Toronto Hydro's proposal does not entail five separate revenue regquirements over the
2015-2019 timeframe, as depicted in Energy Probe’ s Draft Consolidated Financia
Summary (rows 19 — 21). Toronto Hydro’ s understand that this information reflects the
sum of the OM& A forecast described above in paragraph 8 and the capital cost
components of the Custom Capital Factor outlined in Exhibit 1B, Tab 2, Schedule 3.
Toronto Hydro maintains the position that cal culating the revenue requirements for the
outer years of the plan is not consistent with the utility’ s proposal to set rates for 2016-
2019 based on a Custom Price Index mechanism.

Rates Revenue Requirement: 2012 -2014

9. Toronto Hydro aso notes that the utility’s 2012-2014 rates were not set on the basis of a
revenue requirement for those years, as suggested by Energy Probein row 21 of Draft
Consolidated Financial Summary. Over this timeframe, rates were determined by
applying the OEB’s 3™ Generation IRM Price Cap Index to the utility’s 2011 base rates,
and the incremental OEB-approved rate riders.

Operating Revenues. 2012-2014

10. Toronto Hydro’ s operating revenues for years 2012 and 2013 and the 2014 estimate (row
4 of the Draft Consolidated Financial Summary) are based on the methodology
prescribed in the OEB’ s Reporting and Record K eeping Requirements.

Past | SA Variation

11. Toronto Hydro removed the Past ISA variances provided by Energy Probe in row 45 of

the Draft Consolidated Financial Summary, as these values no longer correspond with the



updated In-Service Addition values in row 44. In addition, Toronto Hydro submits that
these values are inconsistent with the utility proposal to defer to the true-up the 2012-
2014 Incremental Capital Module to a separate phase of this proceeding (Exhibit 2A, Tab
9, Schedule 1).

All of which is respectfully submitted this 13th day of January, 2015.

TORONTO HYDRO-ELECTRIC SYSTEM LIMITED
By its Counsel

Torys

/774 ~
fe«/, /érawto/rd Smith
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Energy Probe TCQ 49
Toronto Hydro Submission

Operating Revenues
Other Revenues
Total Revenue

Total OM&A Expense

Rate Base

Capital Factor

Interest Expense

Depreciation & Amortization
Return on Capital (ROE)
PILs/Income Taxes

Subtotal Capital-Related RR

Cn

Scap

PcCl

Total Gross Revenue Requirement
Other Revenues

RATES REVENUE REQUIREMENT

Total Debt
Common Equity
Total Rate Base

Capital Expenditures

Total System Access Capital
Total System Renewal Capital
Total System Service Capital
Total General Plant Capital
Other

Total Distribution Capital

In-Service Asset Additions
Total System Access Capital
Total System Renewal Capital
Total System Service Capital
Total General Plant Capital
Other

TOTAL ISAs

Description

Operations

Maintenance

Billing and Collecting
Community Relations
Administrative and General
Taxes Other Than Income Taxes
Donations

TOTAL

Variation: Restructuring Costs

Variation

Consolidated Financial Summary 2013 (Sic) - 2019

Approved |Actual Actual Estimate |Proposed Proposed |Proposed |Proposed |Proposed

2011 2012 2013 2014 2015 2016 2017 2018 2019

522 524.2 546.05 546.5 661.2 691.5 747.0 800.1 843.5

26 19.4 25.4 25.7 46.1 46.8 47.4 48 48.7

548 543.6 571.45 572.2 707.3 738.3 794.4 848.1 892.2

238.6 215.8* 246.4 246.6 269.5 273.3 277.1 281 284.9

2298.2 2534.3 2658.4 2774.9 3313.5 3683.9 3977.9 4199.8 4415.2

81.80 90.90 98.20 103.70 109.00

208.20 222.00 248.20 266.70 287.20

123.30 137.10 148.00 156.30 164.30

24.4 14.90 22.80 40.50 46.70

437.80 465.0 517.30 567.20 607.30

- 4.11 7.57 6.68 5.01

- 0.67 0.69 0.71 0.72

- 4.57 8.00 7.09 541

548 543.6 571.45 572.2 707.3 738.3 794.4 848.1 892.1

-26 -19.4 -25.4 -25.7 -46.1 -46.8 -47.4 -48 -48.7

522 524.2 546.05 546.5 661.2 691.5 747 800.1 843.5

1378.9 1520.58| 1595.04 1664.94 1988.1 2210.34 2386.74 2519.88 2649.12

919.3 1013.72| 1063.36 1109.96 1325.4 1473.56 1591.16 1679.92 1766.08

2298.2 2534.3 2658.4 2774.9 3313.5 3683.9 3977.9 4199.8 4415.2

CAPEX and In Service Asset Additions

58.3 53.2 86.6 76 86.1 93.5 100.9 90.4 85.5

219.3 157.2 231.1 286.4 251.7 235 246.3 260.1 265.5

75.6 38.4 83.7 104.1 86.8 56.5 62.5 49.5 73.9

67.7 29.3 33.8 109.5 104.6 99.4 28.9 32.1 27.9

24.6 9.9 10.5 13.3 10.3 19.8 28.6 37.9 49.4

445.5 288.0 445.7 589.2 539.6 504.2 467.4 470.0 502.2

439.1* 2094 381.3 480.3 653.6 543.1 505.7 441 529.9
OM&A

Bd Approv |Actual Actual Estimate |Test Base Proposed |Proposed |Proposed |Proposed

2011 2012 2013 2014 2015 2016 2017 2018 2019
59.7 55.9 59.5 58.5 70.3
56.1 54.8 66.8 59.3 61.2
40.6 36.0 35.2 37.9 41.5
2.9 2.9 2.9 2.7 2.7
72.6 67.8 75.0 81.2 86.5
5.9 -2.3 6.4 6.5 6.5
0.7 0.7 0.7 0.7 0.8

238.6 215.8 246.4 246.6 269.5 273.3 277.1 281 284.9

27.7

Toronto Hydro-Electric System Limited
EB-2014-0116

Response to Energy Probe Motion
Filed: 2015 Jan 13

Comments Page 10f 1

References
2015-2019: E1B_T02_S03
2012-2014: Toronto Hydro RRR

Filings and Supporting Materials

See Cover Letter Para 11

See Cover Letter Para 8 Past/Test Year data: E4A_T01_S01; *2012 amount is net of 27.7 restructuring costs

Information underlying E1B_T02_S03

E1B_T02_S03

PCI=I-X+Cn-Scap*(I-X)

See Cover Letter Para 9, 10

60.00% 4.11%
40.00% 9.30%
100.00% 6.19% Information underlying E1B_T02_S03

E3A-TO6_S02, App 2-AA

Interrogatory 2B-SEC-25. *2011 ISA reflects the actual amount.
See Cover Letter Para 12

Categories/Taxonomy

See Cover Letter Para 8 Past/Test Year data: E4A_T01_S01;
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EB-2014-0116

ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O.
1998, c.15, Schedule. B;

AND IN THE MATTER OF an application by Toronto Hydro-
Electric System Limited for an order approving just and reasonable
rates and other charges for eectricity distribution to be effective
May 1, 2015 and for each following year effective January 1
through to December 31, 2019.

RESPONDING SUBMISSION OF TORONTO HYDRO

(on Motion by AMPCO returnable January 19, 2015)

On December 31, 2014 the Association of Maor Power Consumersin Ontario
(“AMPCQ”) filed a Notice of Mation seeking an order requiring Toronto Hydro-Electric
System Limited (“Toronto Hydro”) to provide full and adequate responses to those
guestions posed by AMPCO at the Technical Conference in which it requested that
Toronto Hydro provide historical information for the period 2010 to 2014 of the
guantities of particular asset units replaced (e.g., switches, transformers, poles, etc.) and

the spending for those particular units for anumber of asset replacement programs.

Thisinformation is apparently required by AMPCO to derive an estimate of unit cost
(e.g., $/pole).

The specific information requested by AMPCO is not relevant because it would not
properly permit the comparison of unit costs. In addition, the information sought cannot
be extracted from the project information in an accurate manner in areasonable time
frame, even with significant effort and resources. Accordingly, it is Toronto Hydro's
submission that AMPCO’ s motion should be dismissed.



Resulting Data Would Not be Relevant

4.

Even if the data sought could be obtained in a reasonable time frame (which it cannot),
the unit cost information requested by AMPCO would not permit the meaningful
comparison of unit costs over time since the data would not provide insights with respect
to what happens on a particular project design or execution of a particular project
(Technical Conference Transcript, Vol. 1, p. 101). Asthe requested information would
not properly permit the comparison of unit costs, it is not relevant to the proceeding and
its production should not be required.

By way of example, during the Technical Conference AMPCO suggested that Toronto
Hydro could take the total number of polesto be installed over a period of time, break
them out into wood and concrete and cal culate the relevant unit cost. In response,
Toronto Hydro’'s General Manager of Engineering and Investment Planning, Mr. Walker,
indicated that while mathematically such a calculation was possible, the result would be a
number that does not actually represent a standard unit cost (Technical Conference
Transcript, Vol. 1, p. 97). Thisis because the associated costs relate to circumstances
unique to that particular project in which the asset unit was used. Varying circumstances
(such as an asset replacement in a suburban area versus the downtown core) will present
different cost results even through the same asset isreplaced. The asset and work
undertaken each time an asset is employed or replaced are not uniform asina
manufacturing process where unit costs are more appropriately measured (Affidavit of
Mike Walker, attached hereto as Schedule“A”, at para. 11).

By way of further example, when counsel for AMPCO asked about the possibility of
calculating the dollars per kilometer of PILC cable replacement and whether the resulting
information would be valuable in assessing the reasonableness of the proposed spending,
Mr. Walker similarly indicated that while this would produce an average cost it would
not produce a consistent cost or a cost that would be comparabl e as between prior
completed jobs and planned future jobs. For example, Mr. Walker noted that while some
work involves patching a small segment of cable length, in other jobs entire sections

would be replaced, thereby rendering the proposed cal culation meaningless (Technical
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Conference Transcript Vol. 1, pp. 99-100). Similarly, when asked whether an historical
average compared to the average of the planned future spending period would provide a
meaningful number, Mr. Walker responded that an average would not be meaningful
because the mix of work within a program or portfolio in agiven year would differ year
over year and so such numbers would be misleading (Technical Conference Transcript
Vol. 1, p. 100; Affidavit, para. 9).

Toronto Hydro’ s approach to tracking project costs recognizes the diverse range of work
environments and circumstances that are encountered by Toronto Hydro across its
system. Given this approach and that the circumstances of each job varies greatly, it
would be very challenging to reconcile the unit costs of particular assets as between

different jobs (Technical Conference Transcript, Vol. 1, p. 94).

Asdescribed at para. 12 in the Affidavit of Mr. Walker, the range of variables that would
be encountered, for example on atypica poleinstalation project, is broad and would
include such aspects as the relevant ground conditions, location, number of circuits,
voltage of those circuits, whether the poles will carry circuits with asingle or multiple
voltages, whether there will be aneed for underground risers, transformer type, guying,
work time restrictions, etc. Toronto Hydro can encounter any one or more of these
variablesin the field, which would affect the cost of the project. For example, apole
installation in concrete could cost more than apole installation in soil, apoleinstallation
outside of business hours could cost more than during regular business hours, and pole

installation in the downtown core could cost more than in a suburban area of the city.

It is aso important to note that approximately 81% of Toronto Hydro’ s distribution
system capital costs (i.e. all electrical material costs, al civil construction costs, and a
portion of electrical design and construction work) are subject to market driven pricing,
and are therefore outside of Toronto Hydro’ s direct control (Affidavit, para. 7). In
addition, the method by which a contractor accounts for costs or values assets to be
replaced will vary between contractors and will be adapted to facilitate responses to
Toronto Hydro’ s rigorous competitive procurement processes. As aresult, the value to
the Board of the data sought is further diminished.



Costs are Accounted for on a Project Basis

10.

11.

12.

13.

As explained by Mr. Walker, Toronto Hydro measures, tracks and manages its proj ect
costs by comparing its actual costs for specific jobs within a project to its design estimate
for each specific job within a project (Technical Conference Transcript, Vol. 1, p. 98).
Following high-level project planning, Toronto Hydro’s designers prepare a design
estimate for each particular job or activity that forms part of the project. That estimate
will take into account the specific requirements for that job or activity, having regard to
the circumstances unique to that job or activity. These include factors such asits
location, the number of circuits involved, parking or timing of work restrictions and other
relevant circumstances that are specific to the planned job or activity. During and post-
completion, Toronto Hydro measures its performance against the design estimate for the
particular job or activity. If asignificant variance isfound, Toronto Hydro then conducts
aproject variance analysis to determine the cause(s) of the variance and any lessons

learned that may be helpful for future projects.

Toronto Hydro experiences significant diversity in its project activities over time. It has
been Toronto Hydro's experience that the mix of work within a program or portfolioin a
given year may not be consistent from year to year (Affidavit, para. 9). Because of this
diversity Toronto’s practice is to measure, track and manage its project costsrelative to
the design estimates that are prepared on a project by project basis or job by job basis

rather than by comparison of unit costs between programs or from year to year.

Asfurther explained by Mr. Walker, Toronto Hydro does not consider costs on a per-
asset basis (Technical Conference Transcript, Vol. 1, pp. 96-97 ). With respect to
projects or jobs that are bid on by and awarded to outside contractors, the bid costs reflect
logical groupings of assets, as well as associated material, |abour, overhead and other
costs that contractor will charge, regardless of their actual cost to construct.  With
respect to work that is performed using internal resources, Toronto Hydro instead tracks
actual project costs through a detailed work order process (Affidavit, para. 6).

As aresult of the foregoing, it would be extremely complex and time-consuming for

Toronto Hydro to review each designed and completed job for the purpose of extracting



14.

15.
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the asset units and related costs. In effect, the costs and asset units are woven into the

project accounting.

This problem is further complicated by the functionality of Toronto Hydro'sIT
framework for managing project information. In particular, through Toronto Hydro’'s
custom applications and existing enterprise resource planning (“ERP’ or “Ellipse”)
system project information is transformed at various stages of aproject’slifecycle. These
transformations can invol ve changes in scope, the splitting or combining or phasing of
scopes, advancing or deferring scopes between years, etc. Each transformation represents
anew stagein the project lifecycle, which is not automatically reconciled to previous
stages (Affidavit, para. 18).

This process of reconciling executed work and costs against the initially planned work
and costs requires alabour-intensive and extensive mapping exercise so as to account for
each of the transformational steps back to the original project scope that informed the
underlying regulatory filing (Affidavit, para. 17-18).

The Requested I nformation Can Only be Provided with Significant Time and Resour ces

16.

17.

Having regard to the manner in which Toronto Hydro measures and tracks its project
costs, as well as the limitations of its Ellipse system, the information requested by
AMPCO could only be ascertained and provided if Toronto Hydro were to dedicate and

divert considerable resources over a significant period of time.

Asdescribed in para. 18 of the Affidavit, it is estimated that this effort would require
three full time resources and would take approximately one full year to complete. This
level of resources and time commitment is required because, as explained in para. 16 of
the Affidavit, the unit cost for installing or replacing a particular piece of equipment will
not be apparent from any particular work order but must instead be derived from a
labour-intensive process of manually allocating costs from numerous work ordersto the
relevant assets associated with a project, and repeating this for each project within a

given program.
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18.  Itis Toronto Hydro’s submission that the level of resources and time needed to provide
this information is unreasonable as it would require Toronto Hydro to divert significant
resources away from normal business activities - including the execution of its capital
program - and has real potential to cause delay in the proceeding. Given the relevance
and usefulness of the data, and the foregoing complication with extracting the data, the

production of such information should not be required.

All of which is respectfully submitted this 13th day of January, 2015.

TORONTO HYDRO-ELECTRIC SYSTEM LIMITED
By its Counsel

Torys LLP
7]
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Charles Keizer
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