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Friday, February 27, 2015

--- Upon commencing at 9:33 a.m.
MS. LONG:  Please be seated.

Good morning, everyone.  Today the Board is sitting in EB-2014-0116, an application brought by Toronto Hydro for custom IR rates.  We are going to continue with panel 5 today, unless, Mr. Smith, there are any preliminary matters?  

     MR. SMITH:  No, there are none. 

     MS. LONG:  Then we will turn it over to Ms. Helt, who will begin her cross-examination of panel 5.  

TORONTO HYDRO-ELECTRIC SYSTEM LTD. - PANEL 5 (cont'd)

     Andrew Herczeg, Previously Affirmed

Darryl Seal, Previously Affirmed

Kaleb Ruch, Previously Affirmed


Amanda Klein, Previously Affirmed

Joe Bile, Previously Affirmed


Greg Lyle, Previously Affirmed

CROSS-EXAMINATION BY MS. HELT:

     MS. HELT:  Thank you, Madam Chair.

Good morning, members of the panel.  I believe I've met all of you, but in case we haven't, my name is Maureen Helt.  I'm counsel with the Board.

I am going to start with a question just related to the half-year rule, so if I can ask you to turn to tab 1 -- or actually, page 32 of my compendium, which is Exhibit 8, tab 1, schedule 1.

This is a statement made by Toronto Hydro with respect to the half-year rule, and it states:

"Toronto Hydro relies on its analysis previously provided to the OEB..."


Which was attached as appendix A:

"Toronto Hydro has made an adjustment to the calculations to reflect the fact that the initial calculation was based on year-end capital expenditures, rather than in-service amounts.  This adjustment has reduced the calculated lost revenue amount."

     And then we have:

"The full calculation, which appeared as Appendix A to the Manager's Summary [...] is updated and reproduced in Table 4 below."

     Table 4 is set out on page 33 of my compendium, and you will see the line, "Total revenue requirement."  It's about halfway down the page.  Shows in larger numbers that there is 33.3 million for the 2012 to 2014 period.  

     My question for you is -- if you could state the magnitude of the impact of basing the adjustment on in-service amounts, and the source of the adjustment.  

     MR. SEAL:  So the adjustment that we made, as indicated, was to reflect that the initial table that we calculated was based on capital and not in-service amounts. 

     And that stemmed from, as part of that original hearing, our original application always based on a capital -- on a capital basis.  So the data that we used for this particular table was based on capital and not ISAs, and as that hearing progressed and the final Decision, it was clear that it was in-service amounts that were related for the ICM period. 

     So the adjustment we made was to reflect the in-service capital.  It was -- I don't recall the exact dollar adjustment that we made for that in-service amount, but the overall impact on total revenue requirement, if I recall, was about $10 million over the three years. 

     So I think we had about 40 or maybe even $45 million for the three years on a capital basis, but when we put it on an in-service basis it is the 33.3. 

     MS. HELT:  All right.  Thank you.


Was this the only adjustment made from the 2012 evidence?  

     MR. SEAL:  Yes.  All the other input variables that we used to do the calculation are as we originally filed.  So the cost of capital, the interest rates, were all the original amounts.  

     I guess the other change that would happen would be the depreciation that is associated with this capital.  So it's based on an estimate of the depreciation amounts on the rate base, so that may have changed as a result of the in-service amounts, rather than capital.  

     MS. HELT:  Okay.  And I'm just trying to understand.  Is the adjustment from the 2012 on a going-forward projection?


MR. SEAL:  I'm not sure I understand what you mean by that.  

     MS. HELT:  Well, I think what I'm asking for, because it is a little complicated -- but I think what you're asking for today is the same adjustment you asked for in 2012, subject to the in-service adjustment; is that right?  

     MR. SEAL:  That's correct.  We made the case in our 2012 IRM, ICM application.  And the Board's Decision, we interpreted it as it's not appropriate to ask for this during an IRM application.  So we brought it forward in this rebasing application.  

     MS. HELT:  All right.  Thank you.  

     The next question I have is with respect to the custom capital factor, and I am going to be looking at pages 50 and 51 of my compendium.  

     At the first page, page 50 of the compendium, it is just the first page of your application, where it sets out what Toronto Hydro is applying for.  And on page 51 we refer to your application and the specific reference to the custom capital factor.  

     And the premise of the inclusion of a custom capital factor, you state:

"... is to reconcile the OEB's guidance that the CIR framework is best suited for utilities with significant, multi-year capital investment requirements as it is clear that the standard 4th Generation IR framework is not."

     My question is:  In the event that the Board is to determine that THESL's proposed custom capital factor is not acceptable and that it was appropriate to make use of an ACM mechanism -- and the ACM mechanism was something that was issued in a report of the Board in September of last year -- does THESL believe that an ACM could appropriately address its ongoing capital needs?  

     MR. RUCH:  There is an interrogatory response on this. 

     MS. HELT:  Oh, there is?  Do you know which response that is? 

     MR. RUCH:  Yes, I'm looking that up right now. 

     MS. HELT:  All right.  Thank you. 

     MR. RUCH:  It is Board Staff 4.  

     MS. HELT:  Okay.  So yes, you have provided a response to that, and that's fine.  Thank you for that.  

     Just another question.  With your CIR application we have your -- the first year, and then years 2 to 5 are proposed to be on a price cap index.  How is that different from if it was -- this was just a cost of service with the four-year price cap index?  Are there any differences between those 2016 to '19 years?  

     MR. RUCH:  Yes.  The difference is the treatment of both OM&A and revenue offsets.  Under our proposed framework we retain the treatment of both OM&A and revenue offsets -- sorry, we have retained the Board's fourth-generation IR approach for revenue offsets and for OM&A.  

     MS. HELT:  Thanks.

Now, I have a question with respect to load forecast.  And if we look at page 52 of Board Staff's compendium, in this interrogatory THESL was asked to state whether or not the forecast decline in load in the 2014 to 2019 period, in spite of an anticipated increase in the number of customers, is entirely the effect of conservation activities or other factors.  

     And THESL's response was that the forecast reduction between 2014 and 2019 is largely attributable to customer activities, and excluding the forecast CDM loads.  

     This forecast reflects the expected continued trend to lower use per customer than in prior periods, even before accounting for the effects of CDM activities. 

     Can you just explain, in a little bit further detail, the expected continued trend to lower use per customer and what is causing it?  


[Witness panel confers]

     MR. SEAL:  Sorry, Ms. Helt, can you point me to the page in your compendium again?  

     MS. HELT:  Yes.  It is page 52.  It is response to OEB Staff Interrogatory 61.  Actually, that does not look like the right response.  Hold on, please.

     It is Exhibit 1B, tab 1, schedule 3, page 8 -- no, that's not right.  It's 3 OEB Staff 61.  My apologies.  

No, it's not there.  If I can just have a moment.  

     Well, in any event, there was a Board Staff interrogatory.  

     MR. SEAL:  I believe it is actually interrogatory 60. 

     MS. HELT:  60?  Thank you.  

     Yes.  At the bottom of the page, it talks about the forecast decline in load.  

And the question is just what -- in further detail, what the expected continued trend to lower use per customer is, what is causing that.  

     MR. SEAL:  So this interrogatory was asking about the 

components of our load forecast.  And as we explained in our load forecast evidence, our forecast models are based on the class -- class basis, and forecast use per day, per month, based on different explanatory variables, weather variables, economic variables. 

     So the models themselves are not an average use-type model, but forecast the loads by customer class.  

So in this interrogatory, what we did was we took out the CDM component of the load forecast to determine what the forecast would show on a basis of removing the CDM volumes. 

     And so I guess the direct answer to your question is that I can't tell you exactly what is leading to the overall average use declines.  But we certainly have seen historically, if you just take the load per customer, declines especially in the residential and GS under 50 classes.

So those historical data points are making up part of the data that we're using in our load forecast, and continue through the forecast models.  

     MS. HELT:  All right.  Thank you.  

     I am now going to move on to a different area, PILs,  and I would just like to clarify some of the accounting standards used in the rate application with respect to PILs.  

     My understanding is that THESL adopted IFRS on January 1, 2015.  And prior to that, THESL had changed from Canadian GAAP to US GAAP in 2012; is that correct?  

     [Witness panel confers] 

     MR. HERCZEG:  Yes.  

     MS. HELT:  Thank you.

Can you confirm that the rate application was prepared using US GAAP for historical and bridge years from 2012 to 2014, and then the modified IFRS in the test year, 2015?

     MR. HERCZEG:  Can you please ask the question again?  

     MS. HELT:  Sure.  Can you just confirm that the rate application was prepared using US GAAP for historical and bridge years from 2012 to 2014?

     MR. HERCZEG:  Yes.  

     MS. HELT:  And then IFRS in the test year, 2015?  

     MR. HERCZEG:  Yes. 

     MS. HELT:  Thank you.

In the technical conference Undertaking J2.14 -- which is page 76 of my compendium -- it was confirmed that:

"... the numbers used in the PILs model for 2014 are presented under IFRS." 

     So can you just explain why IFRS was used in the 2014 PILs calculation, instead of US GAAP?  

     MR. HERCZEG:  I'm not the expert in this area, but I will try to answer as well as I can.  

     I believe that to be able to reconcile into our 2015 IFRS numbers, there was a need to actually true up the 2014 US GAAP numbers to IFRS.  

That's to my knowledge, but if that is not clear --

     MS. HELT:  Can you quantify what the difference would be, the impact to 2015 PILs from using IFRS instead of US GAAP?  

And if you can't do that now, I am happy to take an undertaking, if you would be able to provide that.  

     [Witness panel confers] 

     MR. SEAL:  My understanding is that there is no difference -- there would be no difference to the PILs calculation, whether it was US GAAP or IFRS for 2014. 

     MS. HELT:  And why is that?  

     MR. SEAL:  That, I cannot answer.  

     MR. SMITH:  We can provide a written response to that.  

     MS. HELT:  All right.  Thank you.  That will be Undertaking J8.1, to provide a written response to why there would be no difference between the -- to the impact of 2015 PILs from using IFRS instead of US GAAP.  

UNDERTAKING NO. J8.1:  TO EXPLAIN WHY THERE WOULD BE NO DIFFERENCE TO THE IMPACT OF 2015 PILS USING IFRS INSTEAD OF US GAAP.

MR. SMITH:  Correct.

MS. HELT:  Thank you.

Okay.  On to OPEB, other post-employment benefits.  THESL has indicated -- and I am just going to make sure my compendium reference is correct.  Page 78, please.  

     THESL here has indicated that it has recovered OPEB in rates under the accrual accounting basis and not the cash basis, since 2000.  That is actually found in the response to the interrogatory referenced, OEB Staff 79.  The response is on page 79 of the compendium.  

     So to confirm this, that would mean that THESL has recovered money from ratepayers as the OPEB liability arises from an accounting perspective, and not necessarily when the liability is actually paid out; is that correct?  

     MR. HERCZEG:  That's correct. 

     MS. HELT:  And -- 

     MR. SMITH:  Sorry, Ms. Helt, I don't mean to interrupt your cross-examination.  This may be along the same lines as the PILs.  This was an interrogatory on this issue specifically mapped to panel 4.

I don't criticize my friend; there is lots of information on the panel list.  But we will take it as far as we can take it, and then we may have to give a further undertaking.  

     MS. LONG:  Let's proceed and see how far the witnesses can go. 

     MS. HELT:  All right.  My apologies, then, for that. 

     If we look at page 80 of the compendium, it is an Excel spreadsheet, and if we look at the last row, "Net excess amount included in rates greater than amounts actually paid," THESL indicated that -- if we move along the page, if you keep going –- there in the total column at the bottom, THESL has indicated that it has recovered 29,248,000 in rates than it has paid out in cash for the liability from 2000 to 2013. 

     And for 2013 to 2014, THESL is predicting or forecasting to collect 7,760,000; you will see that in the 

"Total" forecast column.  

     So with my math, that shows that THESL will have recovered approximately $37 million more in rates than it has paid out in cash for the liability.  

     MR. HERCZEG:  That is my understanding.  

     MS. HELT:  I'm sorry, I didn't hear.  You said that was your understanding?  

     [Witness panel confers] 

     MR. HERCZEG:  That is my understanding.  

     MS. HELT:  Thank you.  

     So if we look at the -- if you go back to the very beginning of that chart where it has the line "Amounts included in rates," in 2015 the amount included in rates, the subtotal is 12,512.  And it is hard to see, because we don't have the full page there, but if you look at -- under "Forecast," 2015, you will see 12,512,000.  And in the application the OPEB cost is 16,460,000.  So it shows that from 2011 to 2015 the OPEB costs in the application are higher than what is in the IRR. 

     So my question is:  This would suggest that the excess amounts recovered in rates, compared to the cash paid out, may be even higher than the 37 million, as indicated in the Excel file; would you agree with that?  Or can you explain that?  

     MR. HERCZEG:  My understanding is, page 80, the capital portion that you are seeing is really the depreciation amount of the capital amount that is showing under -- that was transferred originally over to the benefit side. 

     So that it's not the total amount that would actually be brought back into rates in a year.  It would only be the depreciated amount. 

     MS. HELT:  Okay.  Thank you.  

     If we go to page 79 of the compendium, this is a response to an interrogatory.  If we look at the response to the question (c), question (c) was:

"Please describe what is being done with the recoveries in excess of the cash benefit payments."  

     And the answer is:   

"Recoveries in excess of the cash benefits have been used to fulfil the cost of ongoing utility operations."

     And then if we look at page 82 of the compendium, lines 3 to 6, the statement was made -- or the question:

"So I was just wondering if Toronto Hydro has ever considered setting aside the excess recovery for the purpose of paying out OPEB liabilities in the future."  

     And the answer was:

"Not to my knowledge."

     So if THESL is approved to recover the 3,960,000 in 2015 and excess of cash paid towards the liability, how would THESL plan on spending the excess amount?  

     MR. HERCZEG:  That -- at this point in time, because it's 2015 excess amount, I'm not sure whether we would have determined whether we would spend that or not.  

     MS. HELT:  What would that -- 

     MR. HERCZEG:  We would be in a position that it would be still sitting in the liability. 

     MS. HELT:  I'm sorry? 

     MR. HERCZEG:  As far as I'm concerned, as I understand it at this point in time, I do not have any knowledge of whether we would be -- how we would spend that, if we would at all. 

     MS. HELT:  If it's not spent out, then you said it would be sitting as a liability?  

     MR. HERCZEG:  Well, no, I'll correct myself.  As I said, that portion I see would be transferred over to the OM&A to the benefit side.  Sorry, I corrected myself.  

     MS. HELT:  All right.  So has THESL already spent some of the excess OPEB recoveries received in the past on utility operations?  

     MR. HERCZEG:  I believe we answered that.  

     MS. HELT:  I think that was in response to -- 

     MR. HERCZEG:  Yes.  

     MS. HELT:  -- the interrogatory referred to earlier on page 79, that the recoveries in excess have been used to fulfil the cost of ongoing utility operations?

     MR. HERCZEG:  Okay.  

     MS. HELT:  All right.  So that is the answer to that.  

     Okay.  All right.  Just one other question with respect to the OPEBs.  You may or may not be aware, but there was a Decision in the OPG case where the Board allowed OPG to recover its cash requirements for pension and OPEBs, and the Board also established a new deferral account to record the differential between the accrual and cash valuations for pension and OPEB expenses.

     The Board also approved a variance account to track any contributions that differed from the minimum cash requirements, as included in the 2014 and '15 payment amounts. 

     I was just wondering what would be THESL's view of having a similar treatment applied to its OPEBs?  

     MR. SMITH:  I think, in fairness, Ms. Helt, that may be a matter for argument.  

     MS. HELT:  I thought that might be the response, but I thought I would ask the question in any event.  Thank you.


All right.  Moving away from OPEBs -- oh, just one moment, please.


I'm sorry, one further question with respect to the OPEB.  Does THESL currently have a plan regarding how it will fund the OPEB liability when it needs to be paid out in the future?  

     MR. HERCZEG:  As a plan, we have specific guidelines at this point of time of how to record.  So we believe we do have a healthy balance sheet at this point in time to be able to address it.  And we will be following under the current treatment by the Board under article 470.  

     MS. HELT:  All right.  Thank you.  

     All right.  That was the last of the questions with respect to OPEB.  Now I am going to be looking at CWIP and account 1575.  It is my understanding from -- and I apologize, this is not in my compendium, but I am looking at 9 OEB Staff 94.  

     If we look at the response to that interrogatory -- so if you just go to page 2 of 3, if we look at the table, and we're looking at a reconciliation of the CWIP -- it shows that -- and I believe this is correct, if you could just confirm -- that THESL has included a credit amount of approximately -- and this is my math -- 569,368 in account 1575 relating to differences in CWIP upon adoption of MIFRS from US GAAP.  And I get that from looking at the difference between the two closing balances of 19,648 and 19,079. 

     Would you agree with that?  

     MR. HERCZEG:  We have included CWIP. 

     MS. HELT:  All right.  And the difference in CWIP is due to changes in interest capitalization requirements under the two accounting standards; is that correct?  

     MR. HERCZEG:  Under MIFRS.  Otherwise it would be the same amount as noted under US GAAP.  

     MS. HELT:  Thank you.


If I can refer to page 125 and 126 of the compendium, there was a technical conference question asking THESL to explain why it's proposing to include CWIP in account 1575.  And in its response it quoted from page 13 of the Accounting Procedures Handbook, article 510. 

     And then below, so on page 126 of the compendium, it states that:

"Toronto Hydro's interpretation of the above noted passages is that all adjustments (including capitalized interest) related to PP&E and intangible assets that would have been booked as an adjustment to retained earnings should be recognized in Account 1575."

MR. HERCZEG:  That is correct.  

     MS. HELT:  There was -- is THESL aware that the basis for account 1575 was approved by the Board, in an addendum to the report of the Board implementing IFRS standards in  an IRM environment?  Are you familiar with that report?  

     MR. HERCZEG:  Sorry, I'm not.  

     MS. HELT:  All right.  Then let's see if I can – can  I just ask, then, if you would agree, if THESL would agree 

that CWIP is not included in rate base?  

     MR. SMITH:  Madam Chair, my apologies, but this -- both the interrogatory my friend started with, Staff 94, as well as this undertaking were specifically directed -- indeed all questions regarding account 1555 and 1575 were specifically directed to panel 1 and to Ms. Rouse, who has responsibility in the finance group for this sort of capitalization treatment. 

     So I'm happy to take the question, but we don't have the witness here to answer them.  

     MS. HELT:  All right.  If you -- 

     MS. LONG:  Mr. Herczeg, you're unable to answer questions with respect to CWIP?  Is that what I understand?  

     MR. HERCZEG:  Only from the point of view of the amount that is in the deferral variance account, for actually the calculations and the amounts behind it, the backup support we do receive.  

But any issues with regards to how that was done, that 

would have been Ms. Rouse's area.  

     MS. LONG:  Okay.  

     MS. HELT:  All right.  So can I just ask, though -- if you would be able to answer the question.  If not, then I 

understand.  But can you agree -- 

     MS. LONG:  Perhaps, Ms. Helt, you could ask a general 

question.  I mean, the Board does want to get to the bottom of this, so perhaps we can do it by way of undertaking. 

     I don't expect that this will be an extensive area of cross-examination.

     MS. HELT:  No. 

     MS. LONG:  So perhaps one or two questions could go back by way of undertaking.

Mr. Herczeg, to be fair to you, I don't want you going beyond your scope of expertise.  

     MS. HELT:  Yes.  And also I appreciate Toronto Hydro's 

indication that it would be prepared to take it back as an 

undertaking.  If this is in fact the wrong witness panel, my apologies for that. 

     MS. LONG:  Okay.  That's fine.  

     MS. HELT:  Would THESL agree that assets in rate base are those that are used and useful?  

     MR. SMITH:  My apologies.  "Used and useful"?  

     MS. HELT:  Yes.  

     MR. SMITH:  No, the Board's determination in the ICM case was that the appropriate test in Ontario is used or useful.  

     MS. HELT:  All right.  And would THESL agree that  assets in rate base are those that are used or useful?  

     MS. KLEIN:  Yes, we would.  

     MS. HELT:  And just one further question.  Would THESL agree that CWIP is not included in rate base?  

     [Witness panel confers] 

     MR. HERCZEG:  Yes.  

     MS. HELT:  All right.  Thank you.

I just have a few more questions with respect to the land lease.  Now, would this then be something that this panel and the witnesses are able to answer?  

Yes?  Thank you.  

     My understanding is that the land lease, under US GAAP THESL treated a $7,191,000 land lease as a pre-paid land lease, with an annual amortized amount of $90,000 a year,  and that this land lease was not included as part of rate base; is that correct?  

     MR. HERCZEG:  That's my understanding. 

     MS. HELT:  And it appears that the land lease was classified as an operating land lease under US GAAP.  

     Can you just explain why the land lease was classified as pre-paid under US GAAP?  

     MR. SMITH:  Ms. Helt, do you perhaps have a reference that you could assist the witness with?  

     MS. HELT:  Yes, I do.  

     MR. SMITH:  I don't want to be difficult, but I have a 

feeling that we may be back in Ms. Rouse's responsibility, so that is why I ask.  

     MR. HERCZEG:  I think that would be better for Ms. Rouse to reply to.  

     MS. HELT:  If we go back to Interrogatory Board Staff 9 OEB Staff 94, in the responses to part (b) it states that:   

"Under US GAAP, THESL treated this land lease as a prepaid with an annual amortized amount of approximately $0.09 million into OM&A.  Under MIFRS, this land lease qualifies as a capital asset."

     And I am just asking why it was classified as a pre-paid under US GAAP.  

     [Witness panel confers] 

     MR. HERCZEG:  I can't answer that.  

     MS. HELT:  You can't answer that?  

     MR. HERCZEG:  I can't answer that.  

     MS. HELT:  Would it be possible to --

     MR. SMITH:  We can certainly take an undertaking.  This was also mapped to Ms. Rouse, but we will certainly take the undertaking.  

     MS. HELT:  Thank you, Mr. Smith.  That will be Undertaking J8.2. 

UNDERTAKING NO. J8.2:  TO EXPLAIN WHY THE LAND LEASE WAS CLASSIFIED AS PRE-PAID UNDER US GAAP, AND TO CONFIRM WHETHER THESL HAS PAID THE LAND LEASE FULL AMOUNT UPFRONT.

     MS. HELT:  Do you know if THESL has already paid the land lease full amount, the 7,191,000, upfront already?  

     MR. HERCZEG:  Once again, I cannot answer that one.  

     MR. SMITH:  We can include that in the undertaking.  

     MS. HELT:  Thank you.  

     MS. LONG:  Thank you.  

     MS. HELT:  If I could just have a moment?

     My understanding is that THESL has reclassified the land lease as a finance lease under MIFRS, which would typically mean an asset and corresponding liability would be recorded for the land lease and amortized over time.

But it appears that THESL is only recording an asset and no corresponding liability. 

     I just want to understand the accounting treatment THESL is proposing, and why a corresponding liability is not being recorded.  

     MR. HERCZEG:  The best thing I can point to is the response to, I believe, schedule J2.16 that talks about our accounting treatment, I believe.  

     MS. HELT:  The response?  

     MR. HERCZEG:  Number J2 -- 

     MS. HELT:  J2.16, yes.  It shows that -- if I am just looking at J2.16, if we continue on, I actually have page 3 of 4 of that noted at page 152 of my compendium. 

     So if you go down further on the page, it shows the 

actual amount, but it just doesn't state why the corresponding liability is not being recorded.  Would you be able to provide any information on that?  

     MR. HERCZEG:  Personally, it's not my area of expertise, once again.  

     MS. HELT:  Mr. Smith, can I ask for an undertaking with respect to that issue?  

     MR. SMITH:  You may, and we will do it.  

     MS. HELT:  Thank you.  That will be Undertaking J8.4 -- 3.

UNDERTAKING NO. J8.3:  TO EXPLAIN WHY THE CORRESPONDING LIABILITY IS NOT BEING RECORDED.

     MS. HELT:  And just to clarify -- and I am hopeful that you can answer this -- why THESL is taking the position that it should be getting a return on the land lease by adding it to rate base in 2015, when the accounting standards changed and no other operational circumstances have changed.  

     MR. HERCZEG:  I am not sure -- are you referring to the appendix 2EC calculation?  

     MS. HELT:  If we can go to that.  I'm not sure what that appendix calculation shows.  Yes, it is, actually. 


[Witness panel confers]

     MS. HELT:  That's correct.


MR. HERCZEG:  2EC?

MS. HELT:  Yes, it is. 

     MR. HERCZEG:  What I can talk to about that amount that you see that is stipulated in one of the rows here is -- was an understanding, interpretation how to include this to make sure that the net, the recognition amount that is forwarded here for 19.1 million, was apples to apples. 

     So under "US GAAP amount," you see we do not include under PP&E that amount, the 7.1.  Under MIFRS we do. 

     So to be able to -- we didn't know whether to true up the US GAAP account or to put it under a separate line item.  And that would -- that is basically what that is trying to do.  

     MS. HELT:  Thank you, members of the panel.  I have no further questions.  

     MS. LONG:  Thank you, Ms. Helt.  

     Mr. Faye, do I understand that you are going to go next?  

     MR. FAYE:  No, Madam Chair.  I think VECC is going next.  

     MS. LONG:  Mr. Janigan, I thought you were later in the day, but perhaps I'm wrong on the schedule. 

     MR. JANIGAN:  Yes.  I thought I was going after Mr. Faye. 

     MS. LONG:  Mr. Faye, are you prepared to proceed?  

     MR. FAYE:  I am, Madam Chair, if VECC would prefer a little more time. 

     MS. LONG:  Okay.  That would be great.  And I understand that you are going to be about 45 minutes, and then Dr. Higgin is going to ask a few questions on Tuesday; is that correct?  

     MR. FAYE:  Yes, I was going to ask the Board's accommodation in that regard if -- 

     MS. LONG:  That's fine.  That's fine.  I understand that he has a particular schedule he would like to review with the panel. 

     MR. FAYE:  He does. 

     MS. LONG:  So that would be fine for Tuesday.  

     CROSS-EXAMINATION BY MR. FAYE:

     MR. FAYE:  Okay.  I will apologize for not having a compendium printed, but it is not very long, and I don't think it will be a big problem just to have Toronto Hydro pull up the exhibits that need to be looked at. 


The first one is Board Staff 39, appendix A.  Is it possible to pull that one up?  

     This, panel, is a question I posed to panel 1, and they referred it on to yourselves.  You see the "Variance" column at the far right side of the table.  The first number is that 23.67. 

     This is the over-expenditure in that particular segment of work for the period 2012 to 2014, and these are all ICM projects on an ISA basis. 

     And the proposition I put to panel 1 was that, because the Board in the ICM Decision said that a prudence review would be conducted by segment, it would not be appropriate to net out over-expenditures in some segments against under-expenditures in other segments and put the balance into starting rate base. 

     They were unable to answer that question, so I ask you.  Do you agree with that proposition?  

     MS. KLEIN:  Sorry, Mr. Faye, could you please restate the proposition?

     MR. FAYE:  Yes.  Let me put it a slightly easier way.  I understood from panel 1 that variances were included in starting rate base for 2015.  Were they correct on that?  

     MS. KLEIN:  There are certain variances on a segment-by-segment basis, and those are reflected in the table that you have just pulled up. 

     MR. FAYE:  Okay.  And what they said was that it was the aggregate of all those variances, the pluses and the minuses netted against each other, that went into starting rate base.  Did I get that correctly?  

     MS. KLEIN:  When you add up the pluses and the minuses -- as you put them, Mr. Faye -- that is where the 5 percent variance of forecast comes up, so the figure that is stated in OEB 39 that was also restated in the exhibit that we filed on Sunday night.

But those variances would have been added on the segment-by-segment basis.


I wonder if I could actually turn you to the accounting order from the first ICM Decision?  

     MR. FAYE:  Mm-hmm.  

     MS. KLEIN:  And what it says at the bottom of page 2 and the top of page 3 -- and I think that this lays out the way that we have approached it and will also be approaching it at true-up -- is that:

"At the time of true-up Toronto Hydro will recalculate the revenue requirement using the ICM work form, based on the actual in-service assets within the Board-approved ICM segments and the sub-accounts of 1508..."

Et cetera, and that:

"Those recalculated revenue requirements on an actual basis will be compared to the ICM rate rider revenues to determine the variances; i.e., underspend or prudent overspend amounts."  

     MR. FAYE:  I think I understand that.  But I would suggest to you that there is still a fundamental problem, and that is the under-expenditures are not a problem, because you don't have to explain any variance there to put it in rate base.  You just didn't spend the money. 

     But the over-expenditures do have to have a prudence review, and -- if you're going to put them in rate base.  So we were suggesting that -- how would this Board be able to accept over-expenditures on a -- from a segment in starting rate base if they hadn't yet determined that those over-expenditures were prudent?  

     MS. KLEIN:  So I have a couple of responses to that. 

I think one is that there is this, of course, this general principle of presumption of prudence that applies to expenditures added to rate base.

But quite apart from that -- perhaps you weren't here yesterday when, in direct, I was speaking with Mr. Smith about our proposal with respect to the ICM-related additions to opening rate base in 2015 -- is that we would propose that they -- that those would be set on the basis of our forecasts, as they are in any other rebasing, but that we would propose a variance account with respect to those ICM expenditures to capture the difference between any of those that are currently forecast and any that might be approved differently at the time of the ICM true-up. 

     So effectively, the existence of the variance account would provide the Board with the ability to change the revenue requirement impacts of opening rate base in the event that any portion of the ICM work would be found to be imprudently incurred.

Of course we have confidence in the prudence of that work, but we understand that the parties might want an opportunity to satisfy themselves with respect to that. 

     MR. FAYE:  Thank you.  You're right.  I wasn't here yesterday, so I didn't hear that exchange, and that does answer the question.  Thank you.  

     MS. KLEIN:  Great.  

     MR. FAYE:  My next question flows out of a discussion I had with panel 1 on energy storage.  And this involves a schedule, Exhibit 2B, section E7.11, and I am looking at page 11 of that schedule.


So you see the various sections of these graphs in figure 6, and just looking at the right-hand one -- because it is a larger area that is shown there and easier to see -- the orange area, I understood this to be when the energy storage units would be charged overnight.

Am I right on that?  Is that what that "energy storage" arrow refers to?  

     MS. KLEIN:  I'm sorry, Mr. Faye, I don't think that we can answer the specifics, with respect to the technical specifics of energy storage. 

     MR. FAYE:  Okay.  Well, let's take it, subject to check, that the orange area refers to when the batteries are stored and charged up, and the blue area is when they're injected into the system.  

     My question to this panel is:  It appears that they will be stored at night time rates, which are generally off-peak rates, and injected into the system during the day, which are generally peak rates, and it seems to me that there would be some sort of a margin gained by Toronto Hydro for having paid off-peak rates to charge them, but collecting from their customers on-peak rates for the energy; have I understood that correctly?  

     MR. SEAL:  I am not familiar with this part of the evidence.  It seems to me that the proposition you put forward does not relate at all to distribution rates, and I am not sure I am comfortable talking to commodity rates and commodity trading.  

     MR. FAYE:  Okay.  Well, you do understand the general thrust of the question, that there appears to be a profit being turned on the commodity when I understood distributors passed that through? 

     And although it could be small in the early years of this kind of a program, once the installed capacity becomes 

considerable, then that difference could be a considerable 

profit. 

     And my real question was:  Have you -- are you prepared with a revenue offset to credit this profit back to customers?  Or has that come up in your deliberations?  

     [Witness panel confers] 

      MR. SEAL:  Mr. Faye, again, I'm not familiar at all with this particular component of the DSP plan, so I can't answer as to how the utility -- or if even it was a utility exercise for the commodity portion.  

     MR. FAYE:  Okay. 

     MR. SEAL:  Again, in my view, that would not impact any of the distribution costs or revenues.  

     MR. FAYE:  No.  I'm suggesting that it would be a source of other revenue for the distributor that would have to be recognized in some manner.  

     You do charge through the commodity on your bills.  

     MR. SEAL:  As a direct pass-through.  

     MR. FAYE:  As a direct pass-through.  And this is -- to me, it is equivalent to generation that you will be placing on your grid. 

     I know there is all kind of questions about that, but the main question I had was:  If you're going to make money on this, would it be a revenue offset ultimately? 

     I understand that maybe this panel isn't prepared to be able to answer that.  But would you give us an undertaking just to provide a comment, so that the Board can understand what you would intend to do with this situation?  

     MR. SMITH:  I've never been asked to provide a comment.  I think I understand the thrust of it. 

     MS. LONG:  You understand the thrust.  I think the problem here is that probably it is somebody from a different panel that can answer the mechanics of energy storage, how that is going to work, and the question with respect to revenue offset.

I think is a fair one for this panel to be able to answer. So perhaps when they understand -- 

     MR. SMITH:  They may be able to bring it together. 

     MS. LONG:  -- how the actual technology works, they can bring it together and answer the question as to how any revenue offset would be dealt with, with respect to energy storage.  

Have I characterized that properly, Mr. Faye?  

     MR. FAYE:  Yes, thank you, Madam Chair. 

     MR. SMITH:  That's fine. 

     MS. HELT:  Undertaking J8.4. 

UNDERTAKING NO. J8.4:  TO COMMENT ON WHETHER A REVENUE OFFSET WOULD BE USED FOR ENERGY STORED AT OFF-PEAK RATES AND INJECTED INTO THE SYSTEM AT PEAK RATES.

MS. LONG:  Thank you. 

MR. FAYE:  The next couple of questions, panel, have to do with debt.  And the schedule we should be looking at is Exhibit 5, tab 1, schedule 1, and it is page 4 of that schedule.  

     In the middle of the page at line 2, it says: 

"Forecasted new debt issuance for 2014-15 is driven primarily by Toronto Hydro's capital plans and by the repayment requirements of the maturing debt."

     Then it says that:

"Details of the forecast debt issues for 2014-15 

are shown in table 4."

Which is just below that statement.  

     So if we could scroll up a little, I see in this table that there is $300 million in a promissory note scheduled to be issued in June of 2015, but I don't see anything for 2014. 

Did you issue any debt in 2014?  

     MR. SEAL:  I believe there was a debt issued in 2014.  So if you look above at table 3, the 200 prom note, the second-to-last prom note, was a debt issue on September 16th, 2014.  

     MR. FAYE:  Okay.  So that is 30-year debt, and the rate is 4.13.  Do you recall what that debt was forecast to be issued at in your last proceeding?  

     MR. SEAL:  We wouldn't have forecasted it in our last 

proceeding. 

     MR. FAYE:  When you did forecast?  

     MR. SEAL:  So for 2014, we wouldn't have had a forecast, since we weren't doing a cost of service for 2014.  

     MR. FAYE:  Oh, so you didn't have this cost of capital in your rates in 2014, then?

MR. SEAL:  That's correct.  Our 2014 rates were based on IRM rates.  

     MR. FAYE:  Okay.  So the difference between any forecasted rate and any actual rate is immaterial.  What is going into the rates is the actual interest rate?  

     MR. SEAL:  For 2015, that's correct.  It would be the actual rate that would be in embedded debt.  

     MR. FAYE:  Okay.  Thank you.  

     Looking at table 4 again, the 2015 issue is $300 

million for ten years, and you're forecasting that at 4.17.  And that is ten-year debt.  

     And the one that we just looked at, the 2014 issue, was 30-year debt at 4.13.  

I am just wondering -- it's my understanding that 30-year debt is usually cheaper, significantly cheaper than short-term debt, and these rates are just about the same.  Could you explain that?  

     MR. SEAL:  I'm not sure I agree with your premise generally, that 30-year rates are less than short-term. 

     Generally, short-term rates are lower than longer-term rates.

     MR. FAYE:  Short-term rates are -- 

     MR. SEAL:  Generally lower than longer-term rates, correct. 

     MR. FAYE:  Okay.  Perhaps I have that wrong.  

     MR. SEAL:  For this particular debt issue that we forecasted, you can appreciate, I think, that the markets change. 

     The 4.17 percent is our forecast of what the debt will be issued at in mid-2015.  

MR. FAYE:  Okay.  Look at table 3 again, and you will see that the top entry is a note for $245 million coming due on November 14th, 2017.  And that is at 5.2 percent.  

Do you see that?  

     MR. SEAL:  Yes, I do. 

     MR. FAYE:  Now, do you expect to roll that debt over into a new issue at that time?  

     MR. SEAL:  I expect it would be, yes.  

     MR. FAYE:  Okay.  And do you have a forecast of what type of instrument you would expect to use, and what the forecast rate might be?  

     MR. SEAL:  No, we don't.  Our application for the 2015 to 2019 period is based on a rebasing year in 2015, so a full cost of service, and then 2016 to 2019, based on our custom PCI index. 

     So the actual debt in those years isn't part of the 

component of our rates.  

     MR. FAYE:  So would I understand that to mean that the cost of the capital, the $245 million, is presently embedded in your rates at the 5.2 percent, and are you suggesting that that 5.2 percent component would carry through until the end of the CIR period?  That is what you would have in rates?  

     MR. SEAL:  That portion of the debt would remain in rates, correct, through the CIR period.  

     MR. FAYE:  Okay. 

     MR. SEAL:  Just like our 2011 cost of debt was in place over the IRM period as well as part of rates.  

     MR. FAYE:  Okay.  And your capital program is roughly 500 million a year.  And I wonder, with just those two issues, the November 2017 and the November 2019, are you anticipating any other debt issues to help finance your capital program?  

     MR. SEAL:  I'm afraid I couldn't answer that question.  

     MR. FAYE:  I'm only wondering because at 500 million a year in expenditures it doesn't seem that there is enough debt being issued there to finance it.  

     Would you be able to give us an answer to that by undertaking?  And the question basically is:  Are you planning to issue any more debt than just these two issues of 245 million?


[Witness panel confers]

     MR. SEAL:  We can take that undertaking, Mr. Faye.  

     MS. HELT:  Undertaking J8.5. 

UNDERTAKING NO. J8.5:  TO ADVISE WHETHER ADDITIONAL DEBT WILL BE ISSUED, BEYOND THE TWO ISSUES OF $245 MILLION.

MR. SMITH:  That's fine.

     MR. FAYE:  The next few questions are to do with revenues from unmetered scattered load and street lighting.

I understand from the evidence that you will be increasing your pole rental rates for foreign attachments; is that right?  

     MR. SEAL:  That is correct.  That is our proposal. 

     MR. FAYE:  And that increase would affect the revenue-to-cost ratio for the unmetered scattered load class, wouldn't it?  

     MR. SEAL:  It would increase the revenue-to-cost ratios for all classes, I believe.  The revenue offsets from the attachments, pole attachments, is allocated across all rate classes.  

     MR. FAYE:  Okay.  I understand that.  Will it bring the revenue-cost ratio for the USL to 1?  Or would that still be underneath the target of 1?  

     MR. SEAL:  So I will turn you to Exhibit 7, tab 1, schedule 1, and page 7.  So this table shows our proposed -- in the fourth column, our revenue-cost ratios based on our proposed rates and including the revenue offsets. 

     So you can see for the unmetered scattered load, the last class in the table, our proposed revenue-cost ratio is 89 percent.  

     MR. FAYE:  Do you have a target that you would like to reach on that?  Or is 89 where you expect it will stay?  

     MR. SEAL:  We adhere to the Board's guidelines in terms of the revenue-to-cost ratios.  So the last column in that table indicates the Board's accepted ranges for revenue-cost ratios for the different rate classes. 

     And you can see, for the unmetered scattered load, the Board's guidelines are 80 to 120, and our proposal, which results in an 89 percent, or an 89 revenue-to-cost ratio, is within those guidelines, as it is for all of the classes.  

     MR. FAYE:  So I will take that to mean that you don't have a specific plan to improve that ratio closer to 1?  

     MR. SEAL:  No.  Again, we developed the cost allocation model based on the inputs into the model, which determines what the revenue-cost ratios are at current rate levels, and design our rates to ensure that the revenue-cost ratios meet the Board's guidelines. 

     MR. FAYE:  Okay.  And if I ask you that same question for the street lighting class, would I get the same answer?  

     MR. SEAL:  Generally, yes.  In our particular proposal we have indicated that we are keeping street lighting rates constant at 2014 rates, on the basis that the Board is still looking into one of the components, one of the important components of the cost allocation model when it comes to street lighting.

But the resulting proposed revenue-to-cost ratio for the street lighting class is still within the Board's guidelines, and significantly larger than the last approved.  

     MR. FAYE:  All right, then.  My next few questions concern residential rates, and for this, if we could bring up Exhibit 8, tab 3, schedule 2, this is a tariff sheet for residential customers.

What I wanted to ask you was:  Are all the charges on this sheet Board-approved charges?  

     MR. SEAL:  I'm sorry, could you repeat that question, Mr. Faye?

     MR. FAYE:  Are all of the charges shown on this tariff sheet Board-approved charges?  

     MR. SEAL:  On this particular page we are looking at, they are all our proposed rates that would be Board-approved.  I believe the next page is a continuation, includes a wholesale market service rate and standard supply service rate, which are not approved through a -- through our current process but are Board-approved rates, yes. 

     MR. FAYE:  There is a lot of red-line changes on the tariff sheet.  Can you just give a brief explanation of why there is all of those changes and where we might find the explanation in evidence?

     MR. SEAL:  This particular schedule is a Board requirement under the filing requirements, and it essentially is intended to show the changes from our current rate schedule. 

     So there is a requirement to file this black-lined version, so it is -- my understanding -- clear to see what the changes are from the current rates and current charges.  

     MR. FAYE:  Thanks for that.  

     Next area is to do with rate implementation.  I understand from the evidence that Toronto Hydro would like to synchronize its rate implementation with its fiscal year and you would like to do that on January 1st of 2016; is that right?  

     MS. KLEIN:  That's correct. 

     MR. FAYE:  So will this mean that the CIR plan will end on December 31st, 2018?  

     MR. SEAL:  December 31st, 2019 is when the rates that we are seeking approval for today would end.  

     MR. FAYE:  December 31st -- no, sorry, that was a typo on my part.  2019.  

     Now, does that mean that the CIR plan is actually four years and eight months, not five years?  

     MR. SEAL:  No.  It doesn't.  Our plan covers the full years 2015 to 2019.  The only difference is that the rate recovery period for those years, for those costs of those years, is a shorter period.  

     MR. FAYE:  Okay.  I think I understand what you're saying.  Ordinarily if you didn't synchronize, then the rate year would end in May.  You would introduce new rates May 1st if you were able to.  

     And in this case, because you're synchronizing with your fiscal year-end, there will be those four months that wouldn't be part of this plan, then, anymore, right?  

     MR. SEAL:  From a rate perspective, correct. 

     MR. FAYE:  From a rate perspective?  All right.  Thank you for that.  

     The final area I want to ask you about is -- is the impact on rates of your spending proposals.  I wonder, is the cumulative impact on residential rates over the entire CIR period somewhere in the evidence?

MR. SEAL:  The bill impact schedules -- which are Exhibit 8, tab 7, schedule 1, for each rate class -- do indicate the annual bill impacts for each of the years through the forecast period.  

     So these tables, which are the detailed tables I talked about yesterday, do have all of the information in there.  And I will turn you to the summary table that I provided yesterday -- again, I apologize, Mr. Faye, if you weren't here and didn't get a copy. 

     MR. FAYE:  No, I wasn't. 

     MR. SEAL:  But that just summarizes the annual monthly bill impacts and percentage increases over that entire period.  

     MR. FAYE:  All right.  That is what I was looking for.  Thank you.  

     MS. LONG:  Is that sufficient, Mr. Faye?  I thought you asked for cumulative.  But that's fine?  

     MR. FAYE:  I take it that we'd be able to add that up ourselves. 

     MS. LONG:  You don't want a confirmation on the record of what the cumulative amount is? 

     MR. FAYE:  Thank you very much for that.  

Would you be able to supply what the cumulative effect is in an undertaking, so we have it on the record?  

     MR. SEAL:  Maybe you can say exactly what cumulative effect you're looking for.

     MR. FAYE:  Let me take the example of residential, and take your typical residential customer and tell us how much more he would be paying for his typical bill in -- at the end of 2019 than he is presently.  

     MR. SEAL:  So I think, without doing the exact math, if you look at the table that is up on the screen for the residential customer and the total bill impact for each of the years, I have a column at the end of that showing the average increase of $3.26 per year. 

     So essentially, five times that number would give you the cumulative impact, which I wrote a little note to myself was about $17.  

     MR. FAYE:  And that would be $17 per month?  

     MR. SEAL:  Per month. 

     MR. FAYE:  Okay.  Thank you very much.  

     Madam Chair, that is all of the questions I am able to ask today.  And thank you for accommodating Dr. Higgin on Tuesday with that chart, K3.3.  

     MS. LONG:  Okay.  Well, we will hear from Dr. Higgin on Tuesday.  Thank you very much.  

     I think that we will take our morning break now and then when we come back, Mr. Dumka, are you prepared to proceed?  Do you have any questions this morning?  

     MR. DUMKA:  Originally I did, and then I didn't -- I have maybe ten minutes, if that.  

     MS. LONG:  Okay.  Mr. Camilleri, are you going to be asking questions today?  No?  Okay.  

Well, we will come back with you, Mr. Dumka.  And then, Mr. Janigan, we will get you started before lunch.  

     So we're going to take a 20-minute break, and we will be back at 11:10.  Thank you.  

     --- Recess taken at 10:46 a.m.


--- Upon resuming at 11:12 a.m.

MS. LONG:  Please be seated.  

     Mr. Dumka, are you ready to proceed with cross-examination of this panel?  

     MR. DUMKA:  Yes, I am.  Thanks.


MS. LONG:  Thank you. 


CROSS-EXAMINATION BY MR. DUMKA:

     MR. DUMKA:  I'm Bohdan Dumka.  I'm with the Society of Energy Professionals, panel.  I just have several short questions, I hope.

And this is for Ms. Klein.  This is further to what you were explaining to Mr. Faye about the true-up that you are doing for 2014 year end. 

     I'm just curious as to whether Toronto Hydro plans on doing the same for the end of the CIR period.  At the end of 2019 you will have, broadly speaking, the same circumstances you have had with the ICM, so is there an intention to do a true-up on the 2019 year-end?  

     MS. KLEIN:  No, there is not.  The way that we have structured the rate-setting for the CIR is that it would be on the basis of base rates, with the mechanistic adjustment in the out years.  There is not a rate rider and true-up portion contemplated as part of the application. 

     MR. DUMKA:  So to play that back, what you're saying is there will be no true-up for yourselves or the ratepayer if you've over- or under-spent on your capital program through the five-year period and with regards to review of prudence and all of that sort of stuff?  There is no intention for that at the end of five years?  


[Witness panel confers]

     MS. KLEIN:  As would be the ordinary course, the rebasing in 2020 would reflect the actual in-service additions for the period of the application.  

     MR. DUMKA:  I'm not sure I follow that.  So you will be on a calendar year, and you will go through your application for 2020 rebasing through calendar 2019?

Maybe I misheard, and I apologize. 

     So you're going to have to have a true-up after your new rates are in place?  

     MS. KLEIN:  I'm not sure what you mean by "true-up," Mr. Dumka. 

     MR. DUMKA:  Well, where I'm coming from is you have just gone through an ICM period and you had capital program laid out, and you're going to be doing a true-up later this year on your 2014 year-end. 

     All I'm playing back is that in -- for the 2020 rebasing, you're going to be in a similar circumstance where, as opposed to three years of a capital program under an ICM, you're going to have five years in this application. 

     So I am just asking what the intentions are for the true-up, the review of prudence, et cetera, if perchance you have spent over your proposed -- your approved CAPEX over the period, et cetera. 

     So is there a similar intention to true up, let's say it is -- it would have to be in April or May of 2020, because of when you close your books and all that sort of stuff?  


[Witness panel confers]

     MS. KLEIN:  Mr. Dumka, I mean, we've come out of an ICM period, of course, for 2012 to 2014, which was part of an IRM filing under the third-generation IRM.  That is markedly different from the current rate framework that we're in now. 

     We are filing a custom IR application as part of the RRFE framework.  We have given five years of detailed forecasts with respect to our capital plan.

I think at this point and from our perspective it would be beyond dispute that Toronto Hydro has significant capital needs.  As you have heard from the witnesses throughout this case, these needs well exceed the capital plan we have proposed in this application. 

     We intend to spend to the forecast that we have proposed over the five years.  With respect to the rebasing in 2020, as is normal, there will be an opening rate base proposed in 2020 at the time of rebasing.

Of course I can't speculate as to what form that application will take, but as capital comes into rate base there is an opportunity to examine that capital coming into rate base.  

     MR. DUMKA:  Fine.  Just one other question, or two other questions related to the model that you are proposing here.

As I understand it, each year you're going to be preparing your factor -- I'll call it your capital factor -- based on a forecast for the upcoming rate year, whether it is 2016 or '18. 

     Are you going to be doing a true-up for your capital spend that your rates were based on, let's say, in 2016?  When you're doing your 2018 rates you will already know what you had in 2016 and whether you, I will call it, over-charged or under-charged the ratepayer for the capital spend in that year, and the ISA, because you will now know, when you are doing your rates for 2018, what your actual was? 

     I am just wondering if there is any sort of true-up as you go through the five-year period for your actual capital spend.  


[Witness panel confers]


MS. KLEIN:  The short answer to your question, Mr. Dumka, is no, we are not proposing any true-up for the plan during the period on an annual basis.  What you have is forecasts before you today and the values that are associated with those forecasts. 

     We have provided, I believe, approximately 2,500 pages of evidence with respect to capital in the prefiled to support the funding forecasts and requests that we have asked for in this application, plus several hundred, if not thousands, more pages through the interrogatory, undertaking, technical conference, et cetera processes throughout the application. 

     We have a number of metrics within this application that we intend to provide the Board and parties and anyone else who might be interested transparency with respect to the spending and the efficiencies associated with the capital program throughout the plan.

And, well, I think that that would probably sum up how we look at the next five years.  

     MR. DUMKA:  Okay.  So in summary, there is not going to be any sort of true-up to your benefit or to the ratepayers' benefit over a five-year period?

I am just replaying back in short form what you told me.  

     MS. KLEIN:  Well, that is how you would characterize it.  I think I have just characterized it, but as I started the answer, no, there is no proposed true-up during the five-year period. 

     MR. DUMKA:  Okay.  Just one other nuance, and this is with regards to what Mr. Faye was asking you with regards to new bond issues and whatever else. 

     For each year of the CIR, if I understand your evidence correctly, you will be using the -- I will call it the approved cost of capital, weighted average cost of capital, that you have in 2015.  That's how you will price out your capital module, I will call it, over the next four years.  

     So that's what you will be doing?  

     MR. SEAL:  That's correct.  That's our proposal. 

     MR. DUMKA:  Okay.  Was any consideration given to what has happened over the last number of years with Hydro One Networks Distribution and Transmission, where there is a true-up through the period, and basically what is done is the actual bond issues, the debt issues that the company has made are reflected in the weighted average cost of capital and -- I realize I am just -- we're just talking about the capital adder here and everything else, as opposed to setting an ROE like you would do in a rebasing. 

     But what my question is:  Was there any consideration to doing what Hydro One Networks has been doing for a number of years, where they do true-up for their actual cost of capital at that point in time reflecting bond issues, et cetera, that have been made since the interim?  And as well as reflecting the new ROE, which the Board has set for the next rate year? 

     Was there any consideration to doing those sorts of updates through the five-year period?  


[Witness panel confers]

MR. RUCH:  No, we haven't given that consideration.  We believe that the approach that we proposed is consistent with the custom IR framework.  

     MR. DUMKA:  I see.  The Decision hasn't come out, but in the Hydro One Networks Distribution five-year application, that is what was proposed in that application, that kind of a –- I'll call that an update on the cost of capital annually for rates.  

     MS. KLEIN:  Mr. Dumka, sorry, we can only speak to our 

application that we have proposed here today for you. 

     MR. DUMKA:  Oh, absolutely.  All I'm saying is that there are other LDCs that are doing something like that, and have been for a number of years.  So that's fine.  Thanks. 

     I just have a couple of questions with regards to your scorecard and your reporting.  This is just sort of doing a 

loop and a summary after all of the things we have heard over the last number of days. 

     In CUPE IR 2B.1, you were asked whether you had considered using a volume of work metric for each year of the application, and that's part (b). 

     So Toronto Hydro -- there we are.  Toronto Hydro has not considered also providing units of work accomplished,  et cetera, et cetera, so asking what the situation there 

is. 

     And I think basically what you say is, no, you have not considered that and will not be doing that.  

     And I am wondering, with all of the interest that 

intervenors have been showing over the last week or two going through this information, if there is any reconsideration of that. 

     And going back as you are putting this application together, yesterday in panel 4 we heard about how your company went through the ins and outs of a business plan budget for this application, and things that were considered. 

     So I am wondering if there was any consideration to using volume of work done.  This is whether it is annual kilometres of new line strung, pole-top transformers installed, et cetera.  Just pick whatever. 

     Was any consideration given through the preparation of this application for using a metric like that for the five-year period?  

     [Witness panel confers] 

     MS. KLEIN:  No, Mr. Dumka, we have not.  We believe that we have provided a very robust proposal with respect to annual reporting, and that is what is appropriate in the circumstances. 

     MR. DUMKA:  A similar question.  Had the company considered providing annual budgets as a feed-in to the reporting through the five-year period, so that the OEB and interested parties could see what the company is planning in terms of the capital program in the upcoming year?  

Was any consideration given to providing that on a regular -- on an annual basis? 

     MS. KLEIN:  Again, I think I would go back to the 

Distribution System Plan and the 2,500 or so pages there, where we have provided very detailed business cases with respect to what we intend to do in our capital program for the years 2015 to 2019. 

     And in the first year, we actually went beyond the DSP requirements and provided an additional level of detail, dropping down into something that probably would resemble more closely the ICM level of detail, to provide the Board and parties some continuity between the two regulatory views of the application and the continuation of the capital plan. 

     We would not be proposing anything beyond that.  

     MR. DUMKA:  I see.  Okay.  I just wanted to confirm that, because in the discussions with panel 1 I believe the witnesses did say that at this point in time, they don't use things like average unit price to install a transformer or whatever else, and there is variation from year to year and they can't -- I'm paraphrasing, and I apologize for that.

But I think I heard a number of the witnesses say that, effectively, they couldn't tell anybody today exactly what it was that they would be doing in the fourth year or fifth year, in terms of whether they would be doing more 

work in the city centre as compared to the inner 'burbs, Etobicoke or whatever else. 

     So we heard words to that effect from your witnesses, and all I'm suggesting it seems to -- would be more appropriate -- in particular, when we get to the third, fourth, fifth years -- if there was some sort of a plan provided to interested parties as to what the company was doing and how that compares to what was in the CIR for 

that year.  

     MS. KLEIN:  Mr. Dumka, I wouldn't agree with your 

characterization of what the witnesses have said, but I understand that is your view on things. 

     Our view is that we have provided an unprecedented level of detail in this application with respect to our capital plans. 

     And yes, as the work is executed, actual conditions will change.  And there is a fair bit of evidence around some of the external factors that come to bear.  And the witnesses on panel 1, I heard them speak about that in terms of the field conditions. 

     And so we have, as best as possible and at quite a granular level of detail, provided an indication of the types of work we intend to do. 

     I believe there is something like 46 DSP programs, most of which span all five years and a number of which span several of the years.  Beyond that, providing more detailed plans is not our intention and, at this point, for the later years is not possible.  

     MR. DUMKA:  Okay.  Thank you.  Those are all of the questions I have.  Thank you very much.  

     MS. LONG:  Thank you, Mr. Dumka.

Mr. Janigan, we're going to have you start.  We're going to take a break at 12:30, just so you can plan your cross accordingly. 

     CROSS-EXAMINATION BY MR. JANIGAN:

     MR. JANIGAN:  Thank you.  Panel, I would like to do a little bit of follow-up from some of the questions and answers of this morning.  

     But first of all, yesterday you circulated 2014 

preliminary OM&A financial results with the 2014 actuals.  That was Exhibit OH, tab 1, schedule 4.  

     Is there any change in the application that's been brought about on the basis of this exhibit?  

     MS. LONG:  Mr. Janigan, just to advise you, in the event that you need to go in-camera to deal with any of these numbers as the document is confidential, just let us know and we will make arrangements. 

     MR. JANIGAN:  Okay.  

     MS. KLEIN:  Sorry, Mr. Janigan, we were just looking for the document.  Do you mind just repeating your question?  I apologize. 

     MR. JANIGAN:  Are there any changes in Toronto Hydro's 

application as a result of these actual results from 2014?  

     MS. KLEIN:  No.  

     MR. JANIGAN:  Can I ask why not?  

     MS. KLEIN:  I would say that, in short, the actual results for 2014 do not change our needs for 2015 and onwards. 

     MR. JANIGAN:  Okay.  And from my understanding of your 

exchange with Mr. Dumka that -- while you believe you will be providing extensive monitoring and reporting on your DSP programs during the course of the custom IR, that reporting in your application cannot change the context of the IR plan.  

     In other words, what you report is not going to be the 

subject of any change in the plan, nor can it be the subject of a change in the plan.  It is simply on the basis for monitoring and reporting.

Am I correct on that?  

     [Witness panel confers] 

MS. KLEIN:  Mr. Janigan, generally our reporting will, of course, inform our plan.  We intend to work to plan as we go along and to proceed with the plans that we have filed in this application. 

     MR. JANIGAN:  But when you're reporting the different metrics on the course of your fulfilment of the various programs and construction plans, if any of those metrics have gone awry and do not conform in large part to what you originally planned, how will that change the IR plans of the company?  And does the Board or any of the intervenors have the right to obtain some kind of amendment of the plan in accordance with those metrics?  

     MS. KLEIN:  Mr. Janigan, I struggle a little bit to speculate at something at that level, when you say has "gone awry".  I am not entirely sure what you mean or with respect to which metric you might be referencing. 

     But in general, you know, these are of course reporting and monitoring metrics.  I believe in the RRFE that the Board has reserved the right to look more closely at a distributor's performance over the term of the CIR if, for example, actual capital spending is significantly different from the level reflected in a distributor's plan -- and this is on page 20 of the RRFE report released in, I believe, the fall of 2012 -- and then there are of course the usual off-ramps that come with the RRFE framework. 

     MR. JANIGAN:  Okay.  

     MS. KLEIN:  To be clear, though, I mean, we are anticipating working to this plan.  This is a plan that we have worked very hard to prepare, and we are confident in our forecasts.  

     MR. JANIGAN:  Is there a consolidation of all the monitoring and reporting that is expected of the company during the IR period?  I apologize if I haven't run across it.  

     MS. KLEIN:  I believe at Exhibit 1B, tab 2, schedule 6 there's a section specifically on annual reporting.  

     MR. JANIGAN:  And that is -- would be a consolidation of everything that will be done during that period of time?  

     MS. KLEIN:  I think, subject to check, that's correct. 

     MR. JANIGAN:  Okay.  Thanks very much.  

     Okay.  I would like to deal with a number of issues associated with rates.  And first I would like to ask you to turn up the compendium that I have distributed, and I wonder if I could have that marked as an exhibit.  

     MS. HELT:  Yes.  And I believe, members of the Panel, on the dais has -- yes.  We'll mark that as Exhibit K8.1. 

EXHIBIT NO. K8.1:  VECC CROSS-EXAMINATION COMPENDIUM FOR PANEL 5.  

     MR. JANIGAN:  Thank you.  

     I wonder if I can start with your load forecast, and specifically your residential customer count forecast. 

     Am I correct to say that you effectively have two residential customer classes?  First, your standard residential class, and second, the competitive sector multi-unit residential, or -- I'm going to call it -- the CSMUR class; is that correct?  

     MR. SEAL:  Essentially, yes.  We call it the CSMUR class, but yes, those are the two classes that are primarily serving residential-type loads.

     MR. JANIGAN:  Okay.  If I turn up on -- in my compendium, on page 3, we have here the actual customer counts for each year from 2009 to 2013 and then forecast counts for 2014 to 2019; is that correct?  

     MR. SEAL:  Correct.  

     MR. JANIGAN:  And if I look at 2009, there are no reported -- what do you say, CSMUR? 

     MR. SEAL:  CSMUR.

     MR. JANIGAN:  CSMUR -- I like "casmeer" better -- customers.

And the total residential customers are 609,439.  If we go forward to 2013 there are some CSMUR customers, and when I add those to the standard residential customers would you agree that the total is 642,506?  Is that correct?


MR. SEAL:  I would agree.  And I'm looking at page 4 of your compendium, where you've added them, and I believe the math is correct. 

     MR. JANIGAN:  Okay.  And --

     MR. SEAL:  Sorry, Mr. Janigan. 

     MR. JANIGAN:  Sorry, go ahead. 

     MR. SEAL:  I just want to add, in terms of table 1 that we're looking at on page 3, we show the CSMUR class -- and I will keep calling it that, because I am used to it.

[Laughter]

MR. SEAL:  We include the CSMUR class beginning in 2013 only because that is when the new class was implemented for rates purposes. 

     So some of those customers that are in that class in 2013 would have been part of the residential class prior to that in this table.  

     MR. JANIGAN:  Understood.


Now, when we look at the growth, residential customer counts from 2009 to 2013, subject to check, would you agree that the growth rate is 1.3 percent per annum?  

     MR. SEAL:  I will take that, subject to check. 

     MR. JANIGAN:  Okay.  And on -- in compendium page 5, we asked you for more details on your customer count, and you indicated that the residential customer count was based on a linear trend, while the CSMUR was based on internal estimates that take into account both new and retrofit activities.

Do you see that?  

     MR. SEAL:  Yes, I see that.  And that's in reference to our forecast number of customers for those classes, yes.  

     MR. JANIGAN:  Okay.  And is it fair to say that one of the key drivers behind the number of residential units would be population and population growth?  

     MR. SEAL:  I would say that certainly is one of the drivers of our customer growth, yes.  I think one of the other components that, I think, would be included also is household formation.  

     MR. JANIGAN:  Mm-hmm.  Okay.  And would you expect a correlation between customers and population growth?  

     MR. SEAL:  I think it is fair to say there would be a rough approximation.  I think certainly if you're looking at any particular year or even group of years, you are not necessarily going to see a direct relationship between the two.  But I think there would certainly be, obviously -- population will influence. 

     The households that I mentioned before, you can have a new customer if an existing household splits into two.  So the population of a household was four people, say, and two of those people move out to form their own household.  And in a new unit -- condo unit, for example -- that would actually increase your number of customers without increasing the population of the city.  

     MR. JANIGAN:  Okay.  Now, I note that in Exhibit 3, tab 3, schedule 1 -- which is appendix A-1 -- and I don't believe that is in my compendium, but is input data that you have used for your load forecast model. 

     You've got actual population levels from July 2002 to the end of 2003, and then forecast values after that; am I correct?  

     MR. SEAL:  That's correct.  And those population data that we have are representative of the city of Toronto population, the historical data we get from the city of Toronto's economic office.  And we project the population based on CMA projections of population growth, which we then do a regression on against the Toronto population to come up with the forecast for Toronto population, for the purposes of our load forecasting.  

     MR. JANIGAN:  And once again, if you would turn up our 

compendium on page 4, we've included the same period as you have used for reporting customer count from 2009 to 2019, and taken the mid-year or June population values for each year.  And from this, we can see that the numbers increase from 2,139,000 in 2009 to 2,157,000 in 2013.

Do you see that?  

     MR. SEAL:  I see that, yes. 

     MR. JANIGAN:  Would you agree, subject to check, that this represents a growth rate of 0.21 percent per annum?  

     MR. SEAL:  Again, subject to check. 

     MR. JANIGAN:  Now, would you also agree that when compared to the growth in residential customers historically, the residential customer count has been growing at roughly 6.2 times the rate of population growth?  And that's looking at the early figure of 1.3 percent compared to 0.21 percent here.  

     MR. SEAL:  So you are comparing to the previous number that you calculated for the residential class of 1.3 percent?  

     MR. JANIGAN:  Yes. 

     MR. SEAL:  Compared to the 0.2 percent year over year?

I can agree that those numbers are what those numbers are, yes. 

     MR. JANIGAN:  Okay.  Now, if we look at the summary table -- once again on page 4 -- I see that over the period of 2013 to 2019, total residential customers are projected to increase to 713,028, and that's 620,322 plus 92,706.  

     Do you see that?

     MR. SEAL:  I see that, yes. 

     MR. JANIGAN:  Okay.  Can you confirm or, subject to check, accept that this is a growth rate of 1.75 percent per annum?

     MR. SEAL:  Again, I will take that subject to check. 

     MR. JANIGAN:  Okay.  However, if we look at the population that you are projecting -- and once again that is in the summary table on page 4 -- it grows from 2,157,000 in June 2013 to 2,228,000 in June '19.  

This represents a growth of 0.54 percent per annum, more than twice the historical value.  Would 

you accept that?  

     MR. SEAL:  I will accept that number, subject to check, as well.  

     MR. JANIGAN:  Okay.  So if I do the same calculation for the forecast period, total residential customers are only growing from 642,506 to 713,028, which I calculate as 1.75 percent per annum, which is only 3.2 times the rate of the population growth versus the 6.2 times that we saw historically.  

     MR. SEAL:  Again, I will accept that, subject to check.  

     MR. JANIGAN:  Okay.  If population was factored into your forecast, can you explain this marked difference in the relationship between residential growth and population growth when we look at the historical period of 2009 to 2013, and the forecast period of 2013 to 2019?

Why are they so different?  

     MR. SEAL:  The customer forecast, as we have indicated in the interrogatory that you have turned us to, VECC 31, indicates the methods we used to forecast the customer numbers.  So that forecast actually does not use population as one of the drivers of that forecast.  So there is no direct linkage within our customer forecast to population numbers.  The population numbers are one of the inputs we use into our load forecast, our kilowatt-hour forecast.

So there is no direct linkage there. 

     With respect to our customer forecast, I have -- well, 

having done it for a number of years now, these models that we have forecast the number of customers by class quite well. 

     So I am confident in the models that we have, the linear projections, and sometimes non-linear projections based on historical customer growth.  

     With respect to -- one thing I will note, for the  CSMUR class, as we have indicated in the interrogatory response, the forecast for that class is based on our own internal information about number of buildings, number of buildings potentially available for retrofit, and number of new buildings that are coming on-stream over the forecast period. 

     One of the things to remember about that class is that is a competitive market, and it was established for that reason. 

     So in some cases there are customers that are coming on-stream in those types of buildings that wouldn't be captured in our CSMUR numbers per customer, but would instead end up in one of our GS classes because they're bulk-metered. 

     So you can have population growth and additional units of residential unit growth that aren't necessarily captured in our customer numbers by class for the residential class, because they're captured as a building in one of the GS under 50 classes. 

     MR. JANIGAN:  So what you're saying is that the difference between the historical growth of the customer class in relation to the population is due to the difference between the CSMUR class and the residential class?  Is that what you're saying?  

     MR. SEAL:  What I'm saying is that, as I indicated previously, there is certainly a relationship between population and customer numbers, but it's not a perfect relationship.  So that's one reason why there might be a difference. 

     And then I have explained the other reason being the CSMUR class, which is a significant portion of the growth that we're seeing in the city. 

     MR. JANIGAN:  How do you account for them in your model?  

     MR. SEAL:  Account for?  

     MR. JANIGAN:  The fact that you may see migration to the GS 50 class in the CSMUR classification. 

     MR. SEAL:  In that case, it would be reflected in our customer growth numbers for the GS over 50 classes.  

     MR. JANIGAN:  Okay.  And does that -- is that in fact 

reflected in your customer numbers for the GS over 50 class?  

     MR. SEAL:  To the extent that, again, the linear trends are used for those particular classes, to the extent that some of those new customers have been competitive, competitive metered customers, they would be included in that forecast, yes. 

     MR. JANIGAN:  Okay.  And is that the GS under 50 or GS over 50 class that you're referring to?  

     MR. SEAL:  Those types of customers would generally fall into the GS 50 to 999 class.  

     MR. JANIGAN:  Thank you.

When I look at your numbers on the 2015-2019 application, I don't see a great deal of increase with respect to them on page 4.  

     MR. SEAL:  Well, I will turn you to page 3, to the GS 50 to 999 class.  

     MR. JANIGAN:  Yes? 

     MR. SEAL:  So our forecast of number of customers there is 12,054 in 2015. 

     MR. JANIGAN:  Yes. 

     MR. SEAL:  It grows to 12,770 by 2019.  So that is about 700 additional customers, some of which are likely the competitive sector -- competitively metered customer-type buildings. 

     MR. JANIGAN:  It doesn't seem, from an intuitive standpoint, that that would account for all of the difference associated with the extrapolation of the historical customer count and population growth in the fashion we have just gone through.  

     MR. SEAL:  Well, again, as I've explained, the population growth has approximate or a rough relationship with customer growth.  And I think that it is included in that forecast for the GS over 50 class, again relative to how much historical market share that those customers have incorporated. 

     Don't forget, you are not going to see 213 customers moving into that class if they become competitively metered, because the 213 meters that we would have had in our CSMUR class, as an example, become one meter, one customer in the other class.  

     MR. JANIGAN:  Okay.  Now, I wonder if you could turn to that customer count forecast for the GS and large-use classes.  And according to our compendium on page 5, which is VECC 31, the projections of these classes are based on trend analysis plus reclassification information.  

     And to simplify the discussion, I would like to look at the overall forecast for the GS and large-use customers in total, as this will eliminate the need to worry about or deal with the customer reclassifications between classes. 

     Now, we have taken the customer count data -- again, from Exhibit 3, tab 1, schedule 1 -- and the 2013 and 2019 counts for the GS under 50, GS 50 to 999, and GS 1,000 to 4,998, and the large-use classes, as well as the overall tables -- overall totals in our summary table, which is on page 4.

As you can see, the total for 2009 was 78,867, and rises in 2013 to 80,765.  And this appears to be a growth of 0.6 percent per annum in total customer count for these classes; is that correct? 

     MR. SEAL:  I will take your math subject to check. 

     MR. JANIGAN:  Subject to check?  Okay. 

     Now, if we look forward to 2019, we see that the total customer count for these classes has increased to 82,939.  Would you accept that this represents a growth of 0.44 percent per annum?  

     MR. SEAL:  Subject to check.  

     MR. JANIGAN:  And once again, can you explain why the forecast total customer count for these classes is growing at a slower rate than observed historically, particularly when, as we have discussed earlier, the population in Toronto was forecast to grow at a faster rate than it historically has?  

     MR. SEAL:  I guess, first of all, for this particular group of customer classes I would say that the linkage with population is probably -- is more tenuous than it is for the residential class.  So population, I would say, is not as big a factor in this particular class, in totality. 

     But when I look at the numbers -- and I wrote it down, but I believe you said that the growth rate in 2013 was 0.6 percent, average annual growth rate, versus a 0.44 percent, where if I look at just the gross number of customers, roughly 2,000 customers have been added between 2009 to 2013, and then we have an additional 2,000 customers over the forecast period. 

     So I would say they're roughly in line with one another, and again, my experience with our customer forecasting models has been that the linear trends and the trend models that we have do a good job of forecasting these customers -- customer numbers.  

     MR. JANIGAN:  And what might account for the difference in forecasting the rate of 0.44 percent rather than the historical rate in this case?

     MR. SEAL:  In -- sorry. 

     MR. JANIGAN:  Go ahead. 

     MR. SEAL:  I don't see there being a material difference between them.  

     MR. JANIGAN:  Okay.  And the fact that the population is growing at higher levels is something that you don't think affects this class?  Or...

     MR. SEAL:  Again, as I said, I don't think it has -- would have as much of an influence on this class in totality, no.  

     MR. JANIGAN:  Okay.  Now, I wonder if I could ask you to turn up page 7 of the compendium.  

     And according to Exhibit 3, tab 1, schedule 1, page 12, and lines 15 to 17, Toronto Hydro added the historical cumulative CDM impacts back to the actual system purchase energy for purposes of developing its load forecast models, and in doing so used the gross CDM values, which include free riders.  Am I correct on that?  

     MR. SEAL:  That is correct.  That is the methodology that we've used to produce our load forecast.  

     MR. JANIGAN:  Now, would I be correct in saying that Toronto Hydro was not the only utility that adds CDM back to its historical purchase numbers for the purpose of developing its load forecast models, and that other utilities such as Hydro One Networks and PowerStream do so also?  

     MR. SEAL:  I'm not directly aware of the methodology that they have used in any of their filings, but I generally do understand that this approach is used by other utilities, yes.  

     MR. JANIGAN:  However, would you agree that you are the only utility that adds back gross CDM values, and that the other utilities that do so add back net CDM results?  

     MR. SEAL:  I don't know that I can answer that definitively, because I have not -- I don't have that intimate knowledge of all the other applications, no.  

     MR. JANIGAN:  Okay.  Now, in page 8 of our compendium, we asked that -- why it was thought appropriate to use gross CDM, as opposed to net CDM numbers, to adjust your historical purchases for purposes of modelling.

And you claimed it represents the real impact on load used to develop the rates used to collect the revenue requirement.  

     Now, as I understand it, using the gross CDM numbers effectively means also adding back in the CDM actions of participants in past CDM programs that would have undertaken measures targeted by the CDM program even without the program.  Am I correct on that?  

     MR. SEAL:  I think if you're asking me if the definition of "gross CDM" includes free riders, so participants who achieve energy savings or would have achieved energy savings even in the absence of a CDM program, then yes, I think I can agree. 

     MR. JANIGAN:  Okay.  And would you also agree with me that CDM programs don't target all energy efficiency opportunities that are available to electricity customers?  

     MR. SEAL:  Perhaps you can give me an example?  

     MR. JANIGAN:  Well, there may be different ways in which an individual may wish to remodel his home to take advantage of conservation which may not be subject to a CDM plan that is offered by the utility.  

     MR. SEAL:  Yes, I can accept that.  Yes. 

     MR. JANIGAN:  Okay.  Would you also agree that in areas where there are opportunities for greater energy efficiency but not CDM programs, there will be customers who will pursue these other efficiency opportunities and who -- who are in this way analogous to the free riders in areas where there are CDM programs?  

     MR. SEAL:  Sorry, can you repeat the first part of that question again?   

    MR. JANIGAN:  Sure.  In areas -- and this is sort of similar to the example that I raised.  Would you agree that in areas where there are opportunities for greater energy efficiency but not CDM programs, there will be customers who will pursue these other efficiency opportunities and who are, in this way, analogous to the free riders in areas where there are CDM programs?  

     MR. SEAL:  I'm not exactly sure what you're trying to say there, or trying to get me to agree with.  So maybe I can't agree. 

     MR. JANIGAN:  I think you may be over-thinking it. 

     MR. SEAL:  Maybe I am. 

     MR. JANIGAN:  It's a situation where those -- in this 

situation where there is CDM programs and someone pursues an opportunity that is not available through a CDM program, in this sense they're analogous to free riders, as it were?  This is a CDM benefit that's been obtained without the 

access to the CDM program?  

     MR. SEAL:  Well, again -- so that's a customer or an individual who pursues energy savings initiatives on their own, without participating in a program?  

     MR. JANIGAN:  Yes. 

     MR. SEAL:  Yes, I agree there are those people. 

     MR. JANIGAN:  Okay.  Now, finally, would you agree that the savings achieved by these customers in areas where there are no CDM programs are not added back in for the purpose of your analysis, and the historical data series you have created is effectively net of the historical savings achieved by these customers?

     MR. SEAL:  Maybe I understand a little bit more about your previous questions now. 

     I guess I would consider those individuals that we were just speaking about to be natural conservators, so

that would be part of natural conservation.  So natural conservation obviously would show up ultimately in the metered demands. 

     We do not add back natural conservation in our 

forecasting methodology, because we don't know how much that is.

We can't estimate how much volume was saved from those 

natural conservers.  True. 

     MR. JANIGAN:  So you don't add back all energy efficiency initiatives undertaken by your customers?  

     MR. SEAL:  Again, we can't, because we don't know what those are.  We only see the measured results at the meter.  

     MR. JANIGAN:  Okay.  Now, I wonder if I can ask you to turn to page 9 of our compendium?  This is exhibit 3, tab 1, schedule 1, page 4.  

At lines 8 to 12, you talk about choosing the 

regression models for each customer class that have the best fit based on the model statistics; is that correct?  

     MR. SEAL:  As is indicated in lines 10 to 12, and more 

closely 12, the ultimate model being determined based on the model statistics and judgment.  

     MR. JANIGAN:  Okay.  Now, if we turn to page 10 of the compendium -- which is Exhibit 3, tab 1, schedule 1, appendix A-2 -- we find the models you have used for each customer class and the statistics for each; is that correct?  

     MR. SEAL:  Correct.  So page 10 has our residential model.  

     MR. JANIGAN:  Okay.  And the residential model on page 10, would it be correct to say that the adjusted R-squared statistic is one of the statistics you look at when assessing the fit of a model overall, and that the higher the value, the better the fit?  

     MR. SEAL:  So when we are evaluating our econometric 

models, there are a number of statistics that we do use to 

evaluate those models. 

     I would say, generally, the T statistic or probability is one of the key statistics that we evaluate, which is that particular T statistic is telling us about the value of a particular independent variable and its impact on the dependent variable, or the variable we're trying to forecast. 

     Then second to that is the R-squared variables, so the R-squared alone and then the adjusted R-squared, which is the R-squared which takes into account the number of independent variables you have in your equation, so that it puts two models on the same basis and accounts for differences in the number of variables between those models. 

     So those are the primary statistics that we use when we're evaluating our models, yes. 

     MR. JANIGAN:  And is the F statistic another one in which reliability can be assessed, and a higher value is 

indicative of a better fit there as well?  

     MR. SEAL:  Yes.  I think that is generally true.  But the variables that I indicated to you are the ones that we primarily use.  

     MR. JANIGAN:  Okay.  And in response to VECC 22(g), which is on page 8 –- sorry, that's incorrect.  That is on page 15. 

You've provided models for each of the five customer classes where the net CDM results, as opposed to the gross CDM result used in the application, were added back for the purposes of the regression analysis and projecting future use, after which forecast net CDM values were removed to yield an alternate forecast for 2014 and 2019. 

     And if we look at the resulting residential model, and the associated statistics that we have provided in our compendium on page 15, can you confirm that the adjusted R-squared value is 94.6 percent, higher than the 93.7 percent in your model, which used the gross CDM?

     MR. SEAL:  I think it might be valuable just to provide an overview of the difference between these two models. 

     So the model that you provided -- or that we provided in our evidence and is on page 10 of your compendium -- is our model of the residential class when we use our methodology. 

     So we take our measured -- in summary, we take our measured loads, add back on the historical CDM values, forecast that series, and then subtract off our forecasted CDM values to get you back at a metered load, which is what we have used to determine the billing units. 

     The interrogatory, VECC 22, asked us to -- instead of using the gross CDM, which is what we add back on historically -- just use the net CDM, so net of free riders, add that back to your measured load forecast, and then subtract off the forecast of net CDM. 

     So that is the overview between the two models, just so everybody is clear on what it is these two models represent.

So your exact question to me was:  Is the 94.6 

higher than 93.7?  

     MR. JANIGAN:  Yes. 

     MR. SEAL:  My answer to that is yes, it is higher.  Whether it is materially different or not, I would say it likely isn't, but it is a higher value.  

     MR. JANIGAN:  Okay.  Can you also confirm that the adjusted R-squared values are higher for the net CDM models developed for GS under 50, GS 50 to 999, and the large-use classes?

     MR. SEAL:  I did look at the compendium that you 

provided us earlier, and yes, I can confirm that for those 

classes the net CDM models do result in a slightly higher 

adjusted R-squared for all of those classes. 

     MR. JANIGAN:  Okay. 

     MR. SEAL:  And it does not for the -- 

     MR. JANIGAN:  GS 1,000 to 4999 is the exception, right?  

     MR. SEAL:  Correct.  

     MR. JANIGAN:  Okay.  And as well, can you also confirm that for four out of the five models, the F statistic for the net CDM models is higher than the F statistic for the gross CDM models?  

     MR. SEAL:  That I did not look at as closely prior, but I believe that's correct. 

     MR. JANIGAN:  Okay.  I wonder if I could ask you to 

turn to page 20 of our compendium.  And we're looking here at LRAM VA values for each customer class from 2015 to 2019.

And on page 20 and 21, Toronto Hydro provides its proposed LRAM VA values for each of those customer classes; is that correct?  

     MR. SEAL:  These are the CDM loads that we have included in our load forecast, yes, and I think would generally form the basis of an LRAM VA when we make that application at a future date.  

     MR. JANIGAN:  Okay.  And at that future date there is a true-up between the actual net CDM results achieved in each of these years versus the net CDM reflected in your load forecast; is that correct?  

     MR. SEAL:  That is, I believe, the definition of the LRAM variance account, to account for those differences between what we include in our load forecast and what actually occurs. 

     MR. JANIGAN:  Okay.  And if you would turn to page 22 of the compendium, can you confirm that, in accordance with your response to Undertaking J2.28 VECC 74(b) from the technical conference, the values shown in VECC 32(c) and repeated in that undertaking response only include the effect of CDM programs implemented in 2015 to 2019, and exclude the impacts of programs implemented in 2014 and earlier years?

     MR. SEAL:  Correct.  These tables are showing the CDM amounts related to programs put in place from 2015 and onwards. 

     MR. JANIGAN:  Now, in terms of these earlier years, am I correct that for 2013 and earlier you used in your forecast the actual results for each year as verified by the OPA?  

     MR. SEAL:  That is correct.  For the historical data.  

     MR. JANIGAN:  Thank you.  So in these cases there is no need for a future true-up with actual results; correct?  

     MR. SEAL:  That true-up is part of our, I would say, LRAM VA calculation that we have before you today -- 

     MR. JANIGAN:  Yes? 

     MR. SEAL:  -- in our application for the historical period 2011 to 2013.  

     MR. JANIGAN:  Okay.  However, am I correct that for the impact of the 2014 CDM programs in 2015 to 2019, you've used a forecast as set out in tables 6 and 7, Exhibit 3, tab 1, schedule 1, page 14, which is set out in page 24 of our compendium?  You have used a forecast of what you expect the program results would be, and not the actual 2014 verified results?  

     MR. SEAL:  Correct.  Because we don't have the 2014 verified results yet.  

     MR. JANIGAN:  And since you used a forecast of the 2014 CDM results, why is it not appropriate to include the forecast impact of 2014 CDM programs in the LRAM values, LRAM VA values for 2015 to 2019?  

     MR. SEAL:  Well, again, our current application does not have an LRAM VA application for the 2015 to '19 period.  That will happen later, when we know those -- when we know those numbers. 

     So I'm not -- I guess I'm not clear on how I would reflect anything for the 2015 to '19 period for LRAM VA calculation when we don't have an LRAM VA application before you for that period.  

     MR. JANIGAN:  Okay.  So are you saying that the information that is set out in relation to the forecast impact of the 2014 CDM programs will become the actuals at some point in time when you make that application?  

     MR. SEAL:  Sorry, can you repeat that question again, Mr. Janigan?  

     MR. JANIGAN:  Well, let me try to simplify this.  Can you undertake to provide a revised response to tables 1 and 2 that are in VECC 2.28 -- sorry, J2.28 VECC 74, where the values are shown by class for 2015 to 2019, and include the impact of CDM programs implemented in 2014, and do so for both table 1, which is based on net CDM impacts, and table 2, which is based on gross CDM impacts?

     MR. SEAL:  So if I understand correctly, you're asking me to add an additional column for 2014, essentially to show the 2014 CDM values and then carry through to the 2015 to '19?  

     MR. JANIGAN:  Yes.  And on table 1 it would be -- it would be based on the net CDM impacts, and on table 2 on the gross CDM impacts.  

     MR. SEAL:  And are you interested in -- yes, we can undertake to do that. 

     MR. JANIGAN:  Okay.  Thank you. 

     MS. HELT:  Undertaking J8.7 (sic). 

UNDERTAKING NO. J8.6:  TO PROVIDE A REVISED RESPONSE TO TABLES 1 AND 2 IN J2.28 VECC 74, WHERE VALUES ARE SHOWN BY CLASS FOR 2015 TO 2019 AND INCLUDE IMPACT OF CDM PROGRAMS IMPLEMENTED IN 2014.

     MR. JANIGAN:  Okay.  Now, in response to -- and I would ask you to turn to page 25 of our compendium -- in response to a technical conference question you filed as J2.28 VECC 79, a revised cost allocation model which incorporated your proposed 2015 revenue requirement, which was at that time $707,283 -- sorry, 707,283,202, and a number of corrections to the cost allocation model.  In the same response you filed a revised appendix 2-P, setting out your proposed revenue-to-cost ratios for 2015. 

     Now, since then you filed a number of various updates, the final one being on February the 6th of 2015.  My question is whether between the technical conference and the February 6th update there were any changes made to the cost allocation model, other than simply updating the revenue requirement values in the various accounts.  

     MR. SEAL:  So this interrogatory was in response to some corrections that we made as a -- sorry, this undertaking was a response to some corrections we made due to the interrogatories. 

     MR. JANIGAN:  Mm-hmm. 

     MR. SEAL:  I don't believe we made any other changes to the revenue-to-cost model other than reflecting the changes to the various cost and revenue components that were updated as of -- up to February 6th. 

     So I don't believe there were any other changes that we made. 

     MR. JANIGAN:  Okay.  I have a couple more matters on cost allocation, Madam Chair, but this might be an opportune time for the lunch break. 

     MS. LONG:  Okay.  That sounds good.  We will break and return at 1:40.  Thank you.  

     --- Luncheon recess taken at 12:22 p.m.


--- Upon resuming at 1:41 p.m.

MS. LONG:  Please be seated.

Ms. Helt, I understand this is one small issue you would like to deal with. 

     MS. HELT:  Yes, thank you, Madam Chair.  It is with respect to the numbering of one of the undertakings.  I have been informed by the court reporter that what we had labelled as No. 8.7 is, in fact, Undertaking J8.6. 

The one that we had incorrectly thought was 

an undertaking related to the cumulative rate impacts that Mr. Faye asked, and in fact that wasn't an undertaking.  

     MS. LONG:  Mr. Smith, you've made note of that?  

     MR. SMITH:  Yes, I didn't have it as an undertaking.  I thought we were satisfied with Mr. Seal's arithmetic. 

     MS. HELT:  For the cumulative rate impacts, you're correct.  So that was the incorrect one, so what is now Undertaking 8.6 relates to the request by Mr. Janigan concerning the CDM.  

     MR. SMITH:  Yes. 

     MS. HELT:  All right.  Great. 

     MS. LONG:  Mr. Smith, are there any preliminary matters?  

     MR. SMITH:  No, there are not. 

     MS. LONG:  Then, Mr. Janigan, can you please continue? 

     MR. JANIGAN:  Thank you, Madam Chair.  

     I would like to ask you to turn to page 30 of my compendium, the February 6th update, Exhibit 7, tab 1, schedule 1, page 7, where you set the status quo and propose revenue and cost ratios for the various classes.  

     Now, as I understand it, all of the status quo ratios were within the Board's target ranges for the respective classes, except for the CSMUR class, which the Board has previously directed should be set at 100 percent.  

Am I correct?  

     MR. SEAL:  I think that is correct, Mr. Janigan. 

     MR. JANIGAN:  Okay.  And would I also be correct that in order to move the CSMUR ratio down to 100 percent, all of the ratios for all classes where the status quo value was less than 100 percent were adjusted upwards, except for street lighting? 

     MR. SEAL:  Yes, that's correct.  

     MR. JANIGAN:  Now, for all of these classes, except for street lights, I understand the same approach was used.  And this approach is set out on page 31 of my compendium, outlined in VECC Interrogatory 55. 

     It involves using the revenue shortfall by class as the allocator of the revenue deficiency; is that correct?  

     MR. SEAL:  That's correct. 

     MR. JANIGAN:  Now, in the case of the street lighting class, am I correct that your proposal is to keep the 2015 rates fixed at the 2014 level?  

     MR. SEAL:  That is correct, for the reasons that we have stated in our Exhibit 8 evidence, in that the Board is still reviewing the cost allocation model with respect to the specific -- specifically with respect to the street lighting and unmetered scattered load class, and mostly with respect to the use of the connections allocator in that particular model. 

Pending the result of that, we have proposed to maintain the street lighting rates at the current levels, which results in the revenue-cost ratio, as indicated at page 30 of your compendium, of 82 percent.  

     MR. JANIGAN:  Okay.  And am I correct that this results in lower revenues from the street lighting class than if the class status quo revenue-to-cost ratio was retained, which was 92 percent?  

     MR. SEAL:  Yes.  It would, yes. 

     MR. JANIGAN:  Okay.  And this increases the cost that must be recovered from the other classes, whose status quo ratios are below 100 percent; is that correct?  

     MR. SEAL:  Correct.  It will contribute to that revenue shortfall that we have indicated on page 32 of your compendium, approximately $4.1 million, yes. 

     MR. JANIGAN:  Okay.  On compendium page 33, here you have set out the bill impacts by class of your proposal. 

     And I notice that the bill impact on street lighting is negative 4.1 percent.  In other words, their total bill is going down, even though the rates are being held constant at 2014 levels.  Why is this the case?  

     MR. SEAL:  So this particular table is, as you have indicated, a total bill impact.  It includes the impact of all of the rate riders that we have included as part of the application, as well as the updated transmission rates. 

     So it's the bottom-line impact that takes in not just the distribution rates, which is what we're proposing to hold constant for the street lighting, but all of the various rate riders that we're proposing as well. 

     MR. JANIGAN:  Okay. 

     MR. SEAL:  That is true of all of the other classes as well. 

     MR. JANIGAN:  Can tell me what the resulting revenue-to-cost ratio would have been for the street lighting class if you had applied the same methodology to it as you did to the other customer classes; i.e. including street 

lighting in the allocation process set out in VECC 55?  

     MR. SEAL:  I'm sorry, I don't understand --

     MR. JANIGAN:  If you applied the same methodology as you did to other classes, what would have been the resulting revenue-to-cost ratio for the street lighting class?  

     MR. SEAL:  I don't know what the answer to that is.  And again, it would not be consistent with our proposal to maintain the rates constant for that class.  

     MR. JANIGAN:  Okay.  I wonder if you could undertake to provide that to me, and, as well, the resulting total bill impact for the street lighting class, what the change would be to the negative 4.1 percent impact, if we use that same methodology?  

     MS. LONG:  Mr. Seal, are you clear on what Mr. Janigan is asking you to do?

     MR. SEAL:  I am just processing in my head, to see if I can be clear.  Maybe I will state what I think you are asking me. 

     You're asking me -- there's a $4.1 million recovery that needs to come from the classes that are under 1. 

     MR. JANIGAN:  Mm-hmm.

MR SEAL:  And you're saying that instead of the allocation I proposed, which on your page 32 results in 2.5 

million for the residential class, 1.3 for the GS under 50, and so forth, you want me to spread that 4.1 and include the street lighting class? 

     MR. JANIGAN:  Yes. 

     MR. SEAL:  Then tell you what the revenue-to-cost ratio is that results from that?  

     MR. JANIGAN:  Yes, using the same allocation process that is in VECC 55.  

     MR. SEAL:  I think we can do that.  

     MR. JANIGAN:  Okay.  Thank you.  Can I have that undertaking?

     MS. HELT:  Yes.  Undertaking J8 –- Mr. Smith?

     MR. SMITH:  Yes, that's fine. 

     MS. HELT:  Undertaking J8.7. 

UNDERTAKING NO. J8.7:  TO QUANTIFY THE RESULTING REVENUE-TO-COST RATIO AND TOTAL BILL IMPACT FOR THE STREET LIGHTING CLASS OF APPLYING THE SAME METHODOLOGY AS WAS APPLIED TO OTHER CLASSES.

     MR. JANIGAN:  I wonder if you could turn up page 41 of my compendium.  

Looking at EB-2007-0667, the report on the application of cost allocation for electricity distributors, the 

Board stated that:

"Distributors should not move their revenue-to-

costs ratios further away from 1." 

     Are you aware of any statement by the Board subsequent to this report that changes this policy?  

     MR. SEAL:  You're pointing me to page 42, I presume, the last sentence?  

     MR. JANIGAN:  Let me just turn that up.  Yes.  

     MR. SEAL:  This report from 2007, I believe, was the 

initial cost allocation report as a result of the cost allocation information that all utilities filed back in 2006.  

     Subsequent to that, there have been a number of cost 

allocation reports issued.  I'm not -- well, my interpretation of what the current requirements are with respect to revenue-to-cost ratios is that the revenue-to-cost ratios that result from the model or proposed 

rates, if they're within the guidelines as proposed by the Board -- the updated guidelines, because I do know those have been updated -- if they're within those guidelines, then they are within an acceptable range. 

     Again, my understanding of that policy is to 

reflect the fact that the cost allocation model is –- it's is not a perfect model.  If it was, I think it would be very easy to move everybody to one, but it is not a perfect model, and the Board has determined that those ranges are acceptable ranges. 

     So that's my interpretation of what the model is, and that's what we have proposed in terms of the revenue-to-cost ratios for our various classes. 

     MR. JANIGAN:  Can you provide me with any Board Decisions that substantiate that understanding?  

     MR. SEAL:  I can undertake to try to find one, if I can find one. 

     MR. JANIGAN:  Yes. 

     MR. SEAL:  Yes, I can undertake that. 

     MR. JANIGAN:  And as part of that undertaking, anything that has -- any Decision which you are aware of that has qualified or modified that statement, the last statement on page 42.  

     MR. SEAL:  Certainly.  

     MS. HELT:  That will be Undertaking J8.8. 

UNDERTAKING NO. J8.8:  TO CITE ANY OEB DECISIONS SUPPORTING THE UNDERSTANDING THAT REVENUE-TO-COST RATIOS WITHIN UPDATED BOARD GUIDELINES ARE WITHIN AN ACCEPTABLE RANGE.

     MR. JANIGAN:  Thank you.  

     I would like to turn to the subject of residential monthly charges and ask you to turn up on the compendium page 34, which is Exhibit 8, tab 1, schedule 1, page 6 for the February 6th update.

And here, you have provided a table that sets out your proposed monthly service charges for each class and compared them with the ceiling values produced by the cost allocation model. 

     Now, in looking at this table, I notice that you're proposing an increase in the service charges for the residential, CSMUR, GS 1,000 to 4,999, and large-use classes to values that exceed the maximum value calculated by the cost allocation model; is that correct?  

     MR. SEAL:  The proposed monthly charges for those classes that you mentioned are higher than the ceiling value provided by the cost allocation model.  That is true. 

     We have indicated in the evidence before that the methodology for us producing the fixed and variable charges for this proposal maintains the existing proportion of revenue recovery from the fixed and the variable portion.  So we have maintained that for all rate classes.

And these are the resulting fixed charges that are as a result of that. 

     We have also noted on that page in your compendium that for the GS 1,000 to 4,999 kilowatt and the large-user classes, that those -- the fixed rate for those classes has been above the ceiling for -- since we did the initial cost allocation runs and the development of these particular ceilings and floors within the cost allocation model.  

     MR. JANIGAN:  I wonder if you can turn now to the next pages, page 35.  And it is Exhibit 8, tab 7, schedule 1, page 1.  And here, if you look at the total bill on RPP down about three-quarters down the page -- and fortunately I have my reading glasses today, so I can actually see that -–

     MR. SEAL:  I provided that summary table earlier. 

     MR. JANIGAN:  It shows that the impact for the residential customer using 800 kilowatts per month, and for a time-of-use customer, the impact is $3.28 or $2.52 before taxes and the Ontario Energy -- Ontario Clean Energy Benefit.  Do you see that?  

     MR. SEAL:  I see that it is a $3.28 increase in 2015. 

     MR. JANIGAN:  Yes. 

     MR. SEAL:  And I think you meant to say 2.4 percent increase is what that represents.  

     MR. JANIGAN:  Well, I was under the -- I went to the one under that, the total bill on RPP.  

     MR. SEAL:  Which has the same value before taxes, 3.28. 

     MR. JANIGAN:  Yes.  And the 2.52 percent that is listed therein. 

     MR. SEAL:  Correct.  So they're both approximately 2.5 percent rate increase for the residential class. 

     MR. JANIGAN:  Okay.  And if we go forward one page, we have the impacts on the 400 kilowatt-hour customer, and the comparable bill increase is higher, at 4.02 percent. 

     However, if we go forward one more page and look at the bill impacts on the 1,500 kilowatt customer, we see that the bill impact is only 1.58 percent; is that correct?  

     MR. SEAL:  Yes, those are the percentage increases that arise from the rates that we have proposed.  I will note also that the absolute changes are lower for the 400 kilowatt-hour customer and higher for the 1,500 kilowatt-hour customer.  

     MR. JANIGAN:  Would I be correct in saying that if we were to only increase the residential service charge to the ceiling value calculated by the cost allocation model, then this range of impacts for the residential customer class would be reduced?  

     MR. SEAL:  I'm just trying to think if the range would be reduced.  

     MR. JANIGAN:  If you want, I can take an undertaking to do the calculation.  

     MR. SEAL:  I think I can fairly say that certainly for the smaller-usage customer, the 400 kilowatt-hour customer, that those percentage increases would be lower. 

     MR. JANIGAN:  Okay. 

     MR. SEAL:  If we had a lower fixed charge. 

     The result of the fixed charge does have more of an impact on the lower-consumption classes than the higher-consumption classes.  That is true.  

     MR. JANIGAN:  Okay.  Thank you.  

     I would like to turn now to another area of questions, and this deals with the customer engagement strategy.  And I have some questions arising on the customer consultation report, and I wonder -- I believe that is for Mr. -- on the panel.  

     MR. BILE:  Sure.  Go ahead.  

     MR. JANIGAN:  That's Mr. Lyle, right? 

     MR. LYLE:  That would be me. 

     MR. JANIGAN:  Okay.  Thanks very much.  

     First of all, Mr. Lyle, I take it you would agree with me that the electricity distribution service is an important and necessary public service?  

     MR. LYLE:  Absolutely.  

     MR. JANIGAN:  And I'm looking at the satisfaction levels expressed by customers for the electricity distribution utility, Toronto Hydro, on page 117.  

     MS. SPOEL:  Mr. Janigan, can you tell us what exhibit you are on?  

     MR. JANIGAN:  I'm sorry.  It is Exhibit 1B, tab 2, schedule 7, appendix B. 

     MS. SPOEL:  Thank you.  

     MR. JANIGAN:  Page 117.  And it shows, with respect to the residential customers on figure 4.2, that 24 percent of the residential customers are either somewhat dissatisfied or very dissatisfied with Toronto Hydro, the job that it is doing in running the electricity distribution system.  

     MR. LYLE:  Yes. 

     MR. JANIGAN:  Have you looked at surveys with similar kinds of recording of satisfaction levels in other utilities? 

     MR. LYLE:  Yes. 

     MR. JANIGAN:  And in particular things like water, natural gas, what do you tend to find there, in terms of levels of satisfaction?  

     MR. LYLE:  Water is one that people have a hard time rating.  They don't -- it's not really visible to them.  It is just sort of there when they turn it on, and they don't seem to really be aware of what they pay for it.  And in some cases, they don't pay anything for it. 

     Natural gas levels depend basically on whether the rates have been going up or not. 

     MR. JANIGAN:  Mm-hmm. 

     MR. LYLE:  And generally, they can be higher than this, or they can be lower. 

     MR. JANIGAN:  How about telecommunications?  Have 

you taken a look at that? 

     MR. LYLE:  If you're talking about cellular telecommunications, they're often lower.  And again, that is mostly related to billing issues, or customer service issues. 

     The traditional land line service is often higher. 

     MR. JANIGAN:  What about consumer products and services as a whole?  As I recall, something like the -– is it the Quality Institute or something that does this?

     MR. LYLE:  Well, there’s multiple ways of benchmarking that.  The issue -- it is a little bit of an apples-and-oranges situation.

     When you're talking about consumer products, we're choosing to purchase those products, and we don't have to if we don't want to, whereas this is a monopoly where there is only one place to get it. 

     So when we're buying something we choose to buy, generally speaking, we're happier about the purchase than when we’re buying something we must buy. 

     So if you were to compare this to auto insurance, it would look pretty good. 

     MR. JANIGAN:  Mm-hmm.  Okay.  And in general relation to other utilities, what kind of comparison can you make? 

     MR. LYLE:  Well, we don't have exactly -- so this is a 

telephone survey, and most of the measures that we have are online.  But this seems pretty typical to me of what you would see throughout Ontario. 

     MR. JANIGAN:  Okay.  Now, I note as well there seems to be what I would call a high degree of sensitivity to rates and charges.  Would you agree with that?  

     MR. LYLE:  Yes. 

     MR. JANIGAN:  And page 119 shows different suggestions that residential customers -- and GS customers, for that matter, on this page -- made with respect to if there's anything in particular Toronto Hydro can do to improve their service to you.  

     And it indicated that 39 percent said:  Reduce rates and charges.  And, on a similar sort of percentage, the general service customers said the same thing. 

     So the particular environment that we're dealing with at this point in time is one that is fairly sensitive to increasing rates?  

     MR. LYLE:  Yes.  You can actually, I think, see it even more clearly if you turn to page 140 of the report, in terms of the residential. 

     So you can see there the cross pressure, the 

conflicting pressures that consumers feel. 

     So if you look at the table on the bottom of that page, we asked people:

"Do you agree or disagree: the cost of my electricity bill is a major impact on my finances that require I do without some other important priorities."  

     56 percent agree with that, with 34 percent strongly. 

     But if you look at above the page and you look at:

"No one likes to pay more for electricity, but I think we have an obligation to maintain the reliability of our local grid for future generations."

You get 80 percent agreeing. 

     So people have this tension between wanting reliability, wanting to leave behind a good grid.  But in the meantime, they have bills to pay and they don't like paying more for anything. 

     MR. JANIGAN:  Reliability, increasing system reliability would be an important element in getting customers to buy into rate increases, for example?  

     MR. LYLE:  Well, it is a combination of sustaining 

reliability.  So most people, on average, have a relatively good experience with reliability in Ontario's system, and Toronto's in particular.  And they're not particularly keen on seeing that get worse.

Whether they particularly want to pay more to have it get better is a whole other question. 

     MR. JANIGAN:  Mm-hmm.  I think I saw the stats on that.  It was something like 30 percent wanted improvements, and about 40 percent wanted it to stay the same.  Is that an approximation of --  

     MR. LYLE:  Well, I think we can look at some specific 

measures, if you want to.  

     MR. JANIGAN:  Okay.  Well, let me -- I will deal with that in a little while.  I wanted to deal with system reliability as a whole.  

     You would agree with me that system reliability has probably more severe consequences for the disabled, the

vulnerable, those dependent on power for things like their medical devices, communications, et cetera?  

     MR. LYLE:  Just one second.  

     MR. JANIGAN:  I think there is a finding, in fact -- 

     MR. LYLE:  If you take a look at -- again, looking at page 140, the second-highest level of agreement we saw was with the statement:

"A few power outages are fine for me personally, but I wonder about the impact this has on more vulnerable people, such as the elderly."

     And in the discussion groups that were had, the concern about the disabled also came up. 

     MR. JANIGAN:  Now, I think you noted in the report that your customer engagement process was taking place following some major outages that had occurred in the past year.  

     MR. LYLE:  Well, the two major ones.  The major events were the flood at the transmission station and then the Christmas power outage. 

     MR. JANIGAN:  Okay.  And I think on page 124, it shows that 55 percent of your general service customers and 66 percent of the residential customers had experienced major outages.  

     MR. LYLE:  Sorry, what did you have for the -- 

     MR. JANIGAN:  55 percent for the GS and 66 percent for 

residential.  

     MR. LYLE:  Yes.  

     MR. JANIGAN:  So would you say that there might have been an increased sensitivity to the issue of outages during the time of your polling?  

     MR. LYLE:  Yes.  It was something that people were actually talking about on a day-to-day basis.  So it was more front and centre then than at other times. 

     MR. JANIGAN:  And I believe your question on system reliability had, in fact, in it a preamble that dealt with those matters, did it not?  

     MR. LYLE:  Well, what we actually did was we separated out people's reaction to day-to-day reliability from their experience with the major events, because we wanted people to look at the two differently.  

     And that actually was something we had to change, because the outage happened between when we were preparing the workbook in the fall of 2013 and when we started the consultation in the winter of 2014.  

     MR. JANIGAN:  Okay.  Now, with respect to the -- I am on page 127 now, and it is noted that your preamble to the question addressing the frequency of service outages included:

"Despite best efforts, no electrical distribution system can deliver perfectly reliable electricity.  As a general rule, the more reliable the system, the more expensive the system is to build and maintain."


Do you have any concern with the preamble affecting the result of what you would be achieving in the question?  

Number one, you've got a situation where you have customers that have been, in the majority, exposed to major outages.  Number two, you're canvassing them on system reliability, and whether or not they can get fewer outages in the future. 

     I mean, to some extent, it is like canvassing on the 

desirability of sunshine after two weeks of rain. 

     So is it possible that some of the results could be skewed by the fact of the presence of outages in their mind?  

     MR. LYLE:  Well, we looked at these numbers over time.  So this is a study that was done at a particular point in time.  But we're active in the sector all of the time, and we did not see this being in any way fundamentally out 

of step with the numbers we had seen in the previous fall.  

     MR. JANIGAN:  Okay.  Now, in terms of -- if you would turn over the next page, page 128, it shows that 31 percent of the respondents in the residential service class were prepared to spend what was needed to reduce the number of power outages, and 39 percent would spend what is needed 

to maintain the current level of outages. 

     Obviously, maintaining or reducing power outages was a big driver of their support for the program overall.  Would you agree with that?  

     MR. LYLE:  Well, in particular what we were looking at here was not the whole package that you're looking at here in the hearing.  Our focus in the consultation was to look at the needs and preferences related to particular choices that were part of this. 

     MR. JANIGAN:  Yes. 

     MR. LYLE:  And so a key part of the capital plan, which is where the big choices were, were:  How much are you willing to spend in order to have how much reliability?

And that's a core trade-off, because, as you know, as the equipment gets older it becomes less reliable, although exactly how reliable is a probability issue, not something that's absolutely determinant. 

     So for -- one of our charges in this was to say:  When people consider those trade-offs, how do they feel about those trade-offs? 

     So our whole goal on this was actually to focus on those type of choices.  And again, from what I have seen and the work that I've done before, during and after this, we're seeing quite similar results over time and people's desire for reliability, but also their desire to keep costs under control at the same time.  

     MR. JANIGAN:  Okay.  I guess what I'm saying is -- is that it is -- the reliability factor might have swung -- if the reliability factor wasn't there, the significance of the rates issue might have predominated in people's minds.  

     MR. LYLE:  Well, it was clearly on their minds, because, as you have already cited, when we just asked people what their top-of-mind issues were in terms of looking for improvement, those that were looking for improvement, the most important thing they raised was cost.

And we do have questions, as you saw later on in the survey, on their attitudes to try and capture the discussion that we heard in the discussion groups, where we looked at things like:  It will have a major impact on my finances.  Or:  I'm okay, but I am concerned about the impact on other finances. 

     So the cost and the reliability, in addition to issues like modernization, were all brought into the discussion so that people would consider them all.  

     MR. JANIGAN:  Okay.  In relation to your -- on page 132, your preamble for system challenges and priority section, it indicates:

"As you may be aware, much of your local electricity system is aging and needs to be replaced in the near future.  The time lost to power service interruptions caused by aging equipment has been growing steadily over the past decade.  According to Toronto Hydro's engineers, almost 60 percent of Toronto's electricity distribution infrastructure needs to be rebuilt over the next two decades.  The price of these upgrades is approximately $5.6 billion overall.  As part of its five-year plan, Toronto Hydro is proposing to continue its significant annual infrastructure renewal investment program.  Although this plan will allow Toronto Hydro to make necessary investments, it will have an impact on customer bills."

     I am a little bit concerned with the preamble here, in terms of it seems to push a result.  Are you familiar with the term "push polling"? 

     MR. LYLE:  Oh, yes. 

     MR. JANIGAN:  And if I could describe it, is it's putting in the preamble certain facts that may lead to a response with respect to the question, such as:  Are you aware that Justin Trudeau has only three years of experience in government?  And then the next question deals with the importance of experience in government.  

     I guess I am concerned with this preamble in relation to the polling for the impact on customer bills.  Can you comment on that? 

     MR. LYLE:  Sure.  The challenge in the telephone survey was to replicate a process that was easier to do through the workbook process.  So in the workbook process we were able to show people a lot of information that is condensed from what you see in the filing of the distribution service plan. 

     In a telephone survey, we have a lot less time to be able to get that information across, and in fact, most of what we can do in a telephone survey is not really give people the information, but get them thinking about the choices between that. 

     And so what we were trying to do there is raise the issue of the aging equipment, but then to contrast that with the need to then pay more. 

     And so you will see there where that question leads is to statements, where you see the chart on the next page, 133:

"Toronto Hydro should invest what it takes to replace the system's aging infrastructure to lessen the impact of power outages, even if it means my bill will increase by a few dollars over the next few years" -- or –- "Toronto Hydro should lower its investment in renewing the system's aging infrastructure to lessen the impact of any bill increase, even if that means more or longer power outages."

     So people were given a chance to choose between the two.  If we had not had some sort of introduction introducing the issue of aging infrastructure, they would not have known that information and couldn't give us a somewhat informed perspective on that choice.  

     So that is what we were looking for; given the set of facts, what would their values say.  

     MR. JANIGAN:  Why is the choice here always sort of a Luddite choice between taking the Toronto Hydro plan or simply, you know, accepting more power outages, or, on page 135, indicating that investments in new technology are more a luxury than a necessity?

I mean, surely there are other options that might exist for customers, rather than simply Toronto Hydro's and, you know, laissez-faire.

     MR. LYLE:  Sure, but at this point we're not actually asking them to opine on the specifics that Toronto Hydro has proposed.  What we have said is, given this choice of spending more to deal with the issue of potential increased lack of reliability or spending less and taking a bit more reliability -- lack of reliability, remembering that this question was asked after we had earlier told them about the current levels of reliability, and we know from the discussion that, relatively speaking -- so we've said, for instance, on page 130, again:

"Not including outages caused by extreme weather, the average Toronto Hydro customer is without power for one to one and a half hours per year." 

     And then the next page, 131, we talk about:

"Again, not including outages caused by extreme weather, the average Toronto Hydro customer is without power for one to one and a half hours per year."


In the GS study, right?  So both the GS and the residential were both given that information. 

     What we see when we actually then talk to people in the earlier groups on the qualitative side was that when we probed on how much of -- how long an outage would make a big difference to them, having that become a little bit longer would not make a huge difference to a whole lot of people. 

     We had raised that in the earlier discussion.  So having had that discussion about how much reliability currently exists and how much they were looking for, we then said:  So would you rather have the rates be lower or would you rather reliability be higher?  And even though they know the relative level of reliability of the system, they still preferred to see reliability given primacy over keeping rates down.  

     MR. JANIGAN:  Now, back to my point I was raising with respect to reliability being a prominent factor.  I notice at the top of page 133 that in relation to investment and aging infrastructure, that six in ten or 60 percent of residential customers believe that Toronto Hydro should invest what it takes to replace the system's aging infrastructure to lessen the impact of power outages, and even if it means their bills will increase.  

     And if you look over, I believe, on your section dealing with the reliability of the local grid, I believe it was one of the highest scores at 80 percent of the reliability of the local grid for future generations. 

     MR. LYLE:  Right. 

     MR. JANIGAN:  So all I'm getting is that positive respondents have an expectation that the Toronto Hydro plan will increase reliability; is that a fair statement?  

     MR. LYLE:  Just give me a second.


Well, for instance, again, looking at page 140, the statement on page 140 is nobody likes to pay more for -- third statement from the top:

"Nobody likes to pay more for electricity, but I think we have an obligation to maintain the reliability of our local grid." 

     MR. JANIGAN:  Mm-hmm. 

     MR. LYLE:  So in that case it is not about a better outcome; it is about the same outcome. 

     MR. JANIGAN:  Well, reliability, though, is first and foremost?  

     MR. LYLE:  But again, we have other questions on that same page asking about how much you can afford and how much you think other people can afford. 

     MR. JANIGAN:  Yes.  But if I could parse this, ordinarily they would be against the bills.  They think for the future it's going to maintain reliability.  

     MR. LYLE:  Yes, they do think it would maintain reliability. 

     MR. JANIGAN:  Okay.  So it is a key element as to whether or not they support it, and whether or not they join the contras, isn't it?  

     MR. LYLE:  Okay.  That seems reasonable. 

     MR. JANIGAN:  Okay.  Actually, in light of the information that was communicated I'm a little bit surprised that, on page 145, 34 percent of the 

customers weighed in thinking that the bill impact is too high and Toronto Hydro needs to scale back its plans.  

     I mean, everything that's been presented in the 

questionnaire seems to present Toronto Hydro's plan as 

possibly the only solution.  

     MR. LYLE:  Again, what we were doing in the survey was 

looking to understand needs and preferences. 

     MR. JANIGAN:  Okay. 

     MR. LYLE:  So we got at needs by asking how satisfied are you feeling with their general service, and then specifically how you felt about their outage service -- 

     MR. JANIGAN:  Yes. 

     MR. LYLE:  -- and then looked for suggestions people had for what they would do about it. 

     In terms of preferences, the really key questions are the questions earlier, where we put the choices to people, where we asked people to choose between two competing value positions, because that's something that the engineers and accountants at Toronto Hydro can't guess on.  Right?  

They need to -- if it's a choice about what's more important to the public, they need to hear from the public in terms of what is more important. 

     Now, given that we went that far into the discussion, it made a lot of sense to close the discussion by asking:  What do you think overall?

     And that's interesting, but really the core of the insights we're looking for here for the work of assessing 

a plan was on the needs, does this plan address the needs that people identified, which are things like reliability and better communications and outages, and their choices about whether they would do more renewal or less renewal, more modernization or less modernization, without speaking specifically to the plan, which is primarily a technical issue which should be dealt with in a technical 

process. 

     So what we're trying to do here is discover the values of the customers, their preferences, and not so much rely on them to make a judgment on whether this is the best plan to meet that.  

     MR. JANIGAN:  But I take it the outcomes they were 

presented with were largely the outcomes that Toronto Hydro has provided in its plan.

I mean, don't take this as a criticism.  That is where you have to get your instructions -- 

     MR. LYLE:  But again, in the survey we didn't really dwell on the actual specifics of what would be in the plan. 

     In the workbooks we actually laid out quite a bit of detail, but the survey itself was focussed on these value 

choices.  

We didn't ask them to take the role of the Board and to make technical decisions about efficiency and about the age of the equipment and the relative health of the equipment and what can you leave longer and what can you not.  

We just asked them to say:  If it comes down to, at the end of the day, having a system that is -- that maintains its current level of reliability and pay more, or take in a little bit less reliability and pay less, which would you prefer?

And they said:  I'll pay more for more reliability overall. 

     MR. JANIGAN:  The majority?  

     MR. LYLE:  Yes. 

     MR. JANIGAN:  Yes.  

     MR. LYLE:  Not everyone. 

     MR. JANIGAN:  No, not everyone. 

     And I think you termed the instructions, or the materials that were given to the workbook and the focus groups -- something like "Electricity 101"?  

     MR. LYLE:  Right. 

     MR. JANIGAN:  Now, were the students of "Electricity 101" told that Toronto Hydro runs a return on investment that is market-based and is earned on everything they bill to replace every asset?  

     MR. LYLE:  I don't think so.  But what we were looking for in the grid was -- or in the workbook was to get their views on what their needs were, and on what value choices they would make. 

     We weren't looking for policy direction on how to structure the regulation of distributors. 

     MR. JANIGAN:  Okay.  Thank you.  Those are all of my 

questions for this panel, Madam Chair.  

     MS. LONG:  Thank you, Mr. Janigan.

Ms. Girvan, are you ready to proceed?  

     MS. GIRVAN:  Yes.  Just a second, please. 

     CROSS-EXAMINATION BY MS. GIRVAN:  

     MS. GIRVAN:  I have a few questions from AMPCO and I just thought I would start with those, as Mr. Grice couldn't be here today.  So I will just start with those.  

     The first question relates to the technical conference 

Undertaking J1.2, Energy Probe 52.  And this relates to performance metrics and the issue about what's been included and not included in the SAIFI and SAIDI calculations.  

So the question is:  Could we get 2015-2019 projections without MEDs and loss of supply?  

     I think what we heard on day 2 of the hearing was that the projections for SAIDI and SAIFI for 2015-2019 exclude MEDs, but include loss of supply.  

     MR. SMITH:  Well, unless someone on the panel can correct me, I don't know the answer to whether we can get it or not.  I don't think these witnesses know, and I don't know.  

But we can certainly make an inquiry, and if we can do it, we will do it. 

     MS. GIRVAN:  Okay.  Great.  Thank you. 

     MS. LONG:  That's fine. 

     MS. HELT:  That will be Undertaking J8.9. 

UNDERTAKING NO. J8.9:  TO PROVIDE THE 2015-2019 PROJECTIONS FOR SAIDI AMD SAIFI WITHOUT MEDs AND LOSS OF SUPPLY, OR TO EXPLAIN WHY THEY CANNOT BE PROVIDED. 

     MS. GIRVAN:  Okay.  And with respect to the technical 

conference Undertaking 2.22 -- and this is about the key 

performance indicators -- so in 2014, Toronto introduced four new KPIs.  They were first-call resolution, key account worst-performing feeders, productivity fleet, and productivity facilities.  

     And two KPIs were introduced to the 2014 scorecard from earlier years, attendance and productivity operating 

expenses.  

     The question is:  With respect to 2015, why is productivity fleet and productivity facilities not included?  Why have those been eliminated?  

     [Witness panel confers] 

     MS. KLEIN:  Ms. Girvan, as you might know, I have just 

recently taken up my new position.  So I wasn't actually part of the setting for 2015.  

I have a general sense, but I think it is probably best if I make the inquiries on that and get you a 

response. 

     MS. GIRVAN:  Okay.  Thank you. 

     MS. HELT:  So that will be Undertaking J8.10. 

UNDERTAKING NO. J8.10:  TO EXPLAIN WHY PRODUCTIVITY FLEET AND PRODUCTIVITY FACILITIES ARE NOT INCLUDED IN THE 2015 KPIs.

     MS. GIRVAN:  And I just have one more question  relating to an undertaking that was given during the oral hearing, and it is Undertaking 4.4.  

     Again, I am not sure if you can answer this, but I am not sure how we can get the answer without asking it today.

     Is it possible to get -- I think it says in OEB Staff 39 that 188 jobs were -- that number was subject to change, and I just wondered if we could get the latest figure of completed projects in 2012 and '13,

     MS. KLEIN:  Ms. Girvan, I believe that would have been included in the exhibit we filed last Sunday evening, Exhibit OH, tab 1, schedule 3, where we provided a detailed listing of all of the ICM jobs that had been completed and in progress for the 2012 to 2014 period, and that would be inclusive of the 2012 and 2013 jobs.  

     MS. GIRVAN:  Okay.  And is it possible to get the number for how many jobs were approved through the ICM for 2012 and '13?  Sort of comparing actual jobs completed to what was approved?  

     MS. KLEIN:  So I see that it is actually already up on the screen there, so page 3 of that same exhibit.  The number of jobs that were filed as part of the ICM proceeding were 657, and there is a breakdown under page 4, at line 12, table 1, with respect to the status of those jobs.  

     MS. GIRVAN:  Okay.  But that includes '14?  

     MS. KLEIN:  Yes. 

     MS. GIRVAN:  Do you have the breakdown for '12 and '13?

MS. KLEIN:  That would be in the attachment to this exhibit.  That would be the detailed listing. 

     MS. GIRVAN:  Okay.  Thank you.  

     So I think maybe this is for you, Ms. Klein.  Can you just remind me when you're seeking rates to be effective?  Is it May 1st?

     MS. KLEIN:  Yes, it is May 1st.

     MS. GIRVAN:  And have rates been declared interim?  

     MS. KLEIN:  I don't believe we have received a declaration of interim rates.  

     MR. SMITH:  I am not aware of an Order of the Board rendering a Decision making rates interim.  It is a request that is included in Toronto Hydro's application.  

     MS. GIRVAN:  Okay.  Thank you.  

     So I guess my question is:  If you don't get a Decision and you have interim rates in place as of May 1st, how are you going to explain this to your customers?

And I can tell you my concern.  So if you bill your customers as of May 1st at, let's say, later -- well, based on interim rates, and then you go back to August, for example, and you say:  Well, we've billed you back to May 1st, but actually we have to bill you again because rates are changing back to May 1st, so what we're doing is retroactively billing you for the electricity that you have already paid for.


Do you have any attempt to discuss that with your customers, inform your customers, give them some notice?  


[Witness panel confers]

     MR. SEAL:  The case of rates being made final after the beginning of the rate year has happened a few times that I can recall with Toronto Hydro, and the way we have dealt with that in the past is to seek a rate rider for the foregone revenue, so the revenue that was foregone under the final rates for that period in which those final rates were not in place, and had that as a rate rider going forward. 

     So there was no back-billing of customers, but rather the foregone revenue that the Board approved a rate rider for would be collected through that rate rider. 

     MS. GIRVAN:  So I guess what I'm concerned about is that you have significant rate increases in the first year, in the range for some customers of, say, 10 percent. 

     So I am concerned about them getting their bill with this rate rider adjusted, saying:  This is the -- the reason for that adjustment is we billed you according to our interim rates, but now those rates are higher, so we're going to bill you now for the electricity you already consumed and paid for an extra amount.

And I'm just wondering how you can explain that to your customers.  

     MR. SEAL:  So again, Ms. Girvan, this -- I don't want to call it a common occurrence, but it has happened for Toronto Hydro in the past, and the incremental -- the rate rider that we have typically implemented, again, is recovering the incremental change in the rate for the period in which we did not have those rates in place. 

     Typically it has not been a large amount, and typically we have recovered that amount over, generally, a period of a year or slightly less than a year if we implemented it one month late.  So the amounts typically are not large, because it's only recovering the incremental part that wasn't in rates in place at the time.  It is not that rates stopped being charged May 1st if we don't have a rate order.  The interim rates generally continue.  It's only the incremental increase that we would be recovering for a portion of the period. 

     MS. GIRVAN:  So how would you explain the rate rider to your customers?  

     MR. SEAL:  I don't know the specific wording that we've had in our communications, but we certainly have identified all of the parts of our approved rates.  And it's indicated on our web page in as clear language as possible, typically. 

     I -- one moment.  


[Witness panel confers]

     MR. SEAL:  I will leave it there.  

     MS. GIRVAN:  Have you considered telling your customers sooner rather than later, say in the next couple of months, that they're going to be expecting -- that you have requested a 10 percent rate increase as of May 1st when the air-conditioning season starts up?  Have you thought about that?  

     MS. KLEIN:  We have done a number of public engagements with respect to the fact of this rate application being before the Board, both through the customer engagement process, stakeholdering processes, on our website, press releases, et cetera, et cetera.

So at this point there are a number of communications about the fact of the application. 

     In terms of -- and included in that would be an increase with respect to rates.  We have not contemplated communications about the outcome of that proceeding at this point.  Our view is that would be somewhat premature, both in terms of the timing and the specifics of that outcome.  

     MS. GIRVAN:  Okay.  Thank you.  

     So I just have a few questions on the ICM true-up.  And I realize that it's going to be considered in a future proceeding, but I think it is important to this proceeding in a couple of ways. 

     It ultimately impacts what ratepayers are going to pay in 2015 in their bills, and it impacts the 2015 opening rate base.

So can you just clarify for me -- and I think you may have been speaking to this earlier today, but I just want to get an understanding -- has the 2015 opening rate base embedded in your proposal -- proposed rates been determined?  Have you calculated it, assuming the in-service additions for '12, '13 and '14 as set out in Board Staff 39?  

     MS. KLEIN:  Subject to check with the expert on panel 1, the answer is yes. 

     MS. GIRVAN:  Okay.  And you have stated that you're within 5 percent of the total, I think, a number of times?  

     MS. KLEIN:  The difference between forecast and actual on a total CAPEX and in-service addition basis is approximately 5 percent.  

     MS. GIRVAN:  Okay.  Do you know if ratepayers are going to receive a credit or a debit under that?  So have you over-collected or under-collected with respect to the rate rider?

     MS. KLEIN:  I think we have just reached the limits of my specific knowledge.  Of course, that would be something that would be determined at the time of true-up.  

     MS. GIRVAN:  Okay.  So you don't have any idea?  

     MS. KLEIN:  I have the 5 percent figure at this point.  

     MS. GIRVAN:  Okay.  Thanks.  And the 5 percent is based on the total, right?  

     MS. KLEIN:  Yes.  I would expect that those details -- probably able to ascertain them by turning up that schedule and doing some math. 

     MS. GIRVAN:  Okay.  So it's your perspective that if you over-spent in some segments -- like underground infrastructure, for example -- as long as you under-spent in other categories, you're entitled to recover those amounts?  

     MS. KLEIN:  I believe I had this discussion with Mr. Faye this morning.  

Our understanding is that the Board will do the true-up on a segment-by-segment basis, and we have been tracking and we have presented, in OEB 39, the details of where we stand on in-service additions as between forecast and actuals on an in-service additions basis. 

     And at the time of true-up -- and I think I turned up the accounting order this morning, from the ICM Decision -- the Board will look at the expenditures on a segment-by-segment basis, and determine under-spend and prudent over-spend.  

And then there will be -- I can't speculate entirely, but perhaps a single rate rider, or whatever the Board determines if there are multiple rate riders, that will be issued to collect any under-spend or prudent over-spend at that time.  

     MS. GIRVAN:  So there's two issues.  There is what you collected versus what the final amounts are, and then there is opening rate base.  

I would just like to get your perspective.  Even if the Board says you can't adjust the ICM rate rider to reflect over-spending, is it your view that you can incorporate that overspending in 2015 opening rate base?  

     MS. KLEIN:  So our view is that the Board has already 

provided for the possibility that prudent over-spend would be collectible at the time of true-up, and that is detailed in the Decisions that have come through the ICM proceeding in EB-2012-0064. 

     However, that is about the revenues for the period from 2012 to 2014, which is of course separate and apart from the question of whether the work itself, and the amounts associated with that work, are prudent and should be entered into opening rate base in 2015. 

     Our views of course would be that, for both purposes, the work and the expenditures are prudent.  But they are two separate issues, even if somewhat related to each other. 

     MS. GIRVAN:  Okay.  So let me just briefly -- I am trying to get my head around this. 

     So an example would be -- in underground infrastructure you spend 199.95 million, whereas the approved amount was $165 million. 

     And the Board might decide, for the purposes of the ICM rider, that you are allowed to recover that amount.  And I am just trying to get your position that despite that decision -- well, the 165.  So they may say:  For the purposes of the rider, you can only collect 165.  

It is your position that they should -- you should put opening rate base -- you should assume the 199?  

     MS. KLEIN:  I think you are putting a hypothetical to me that I am having some challenges with.

But this is work that was done within approved ICM segments, which, from our perspective, should give the Board and some parties comfort about the prudence of that work. 

     With respect to the actual amounts associated with that work, again, our view is that it is all prudent work and the revenue reconciliation portion can happen in ICM. 

     And per our proposal that stemmed from yesterday's discussion, and again with Mr. Faye this morning, we have offered a variance account associated with opening rate base as it relates to ICM amounts, so that the parties and the Board may have an opportunity to satisfy themselves with respect to the prudence of that work, both for the sake of the revenue reconciliation as well as opening rate base. 

     MS. GIRVAN:  All right.  Thank you.  That is helpful.  

     If you could turn to Exhibit 2A, VECC No. 8, I was referred by -- I think it was panel 3, in terms of questions around the operating centre consolidation plan, and how that is incorporated into rates.  

     So I am looking specifically -- and these are the 2011 

capital additions that were above the OEB-approved amount.

One of them is 715 Milner, which is a property you purchased; is that correct?  

     MR. RUCH:  Sorry, Ms. Girvan, can you repeat that question?

     MS. GIRVAN:  So this schedule sets out the capital additions from 2011 that were above the OEB-approved amount, and one of those is the 715 Milner property; is that correct?

     MR. RUCH:  By that schedule, yes, that's correct. 

     MS. GIRVAN:  So that wasn't in your 2011 capital budget?  

     [Witness panel confers] 

     MR. RUCH:  Yes, that's what the answer is indicating.  

     MS. GIRVAN:  Okay.  So I'm just wondering, can you help me with respect to that project and the operating centre's consolidation plan, and to what extent the purchase of that property benefits customers during the term of the plan and to what extent the benefits are reflected in the revenue requirement?

     [Witness panel confers] 

     MR. RUCH:  With respect to the benefits of that CAPEX going into rate base in 2015, those details are outlined in the business case, which is Exhibit 2B, section E8.3.  

     With respect to the revenue requirement, I believe you asked on the transcript whether the 23.9 million in net present value worth of base revenue requirement, whether that's embedded in 2015 revenue requirement. 

     MS. GIRVAN:  Yes. 

     MR. RUCH:  The answer is yes.  

     MS. GIRVAN:  Okay.  Thank you.  

     MS. LONG:  Are you going to turn that exhibit up,  Exhibit 2B, section E8.3, or speak to it?  

     MR. RUCH:  Yes, sorry.  The reference is Exhibit 2B, section E8.3, and the $23.9 million reference 

is on page 2.  

      MS. GIRVAN:  That's by the end of 2019, and I think you said that it was reflected in the 2015 base revenue requirement.  

     MR. RUCH:  Yes, that's projecting out, doing a net present value on those, on the base revenue requirement benefits, bringing it back to 2015.  Those benefits are in base revenue requirement for 2015.  

     MS. GIRVAN:  Okay.  Thank you.  I'm not sure I understand that.  

     If you could please turn to Exhibit J6.5, this was an undertaking regarding the enterprise resource planning project.  

     It doesn't say that in the undertaking, but I am quite sure that that is what it is.  This was filed yesterday, I think, or last night.  

     I think Mr. Rubenstein was asking the witnesses,  

yesterday or the day before, about your ERP project is a very large, significant project and it is one of the largest that Toronto has undertaken.  Would you agree with me?  

     MS. KLEIN:  I'm not sure that we can characterize it within the scale of other projects, but it is an approximately, I believe, $50 million project.  So it is significant, yes. 

     MS. GIRVAN:  You're forecasting to put your ERP in service at the end of 2016; is that correct?  

     MS. KLEIN:  Yes.  

MS. GIRVAN:  Okay.  And you can see here there are a number of benefits associated with the ERP, and you have set those out in the evidence.  And both capital and operating costs.

And can you tell me if these savings -- how these savings are going to flow to customers?  

     MR. RUCH:  Certainly.  There is two aspects that I can speak to.

The first is the amount of capital expenditure that would have been required if not for the proposed ERP. 

So that would be in table 3 of the appendix of Exhibit 2B, section E8.6, which is the ERP business case.  

     And so implicit in our -- the capital expenditure program that we have laid out in the DSP, there is an implicit benefit of not having to do other work as a result of implementing the ERP.  

     With respect to the operational savings -- so those are the cost savings and process improvements -- you will note that they do not begin to accrue until 2017. 

     And so according with the rate framework that we have proposed, which sets OM&A at -- on a test year -- single test year basis in 2015, and then derives productivity benefits through the I-X formula, those benefits are not embedded in 2015 rates.  

     MS. GIRVAN:  Okay.  So are you aware that the gas utilities in this province undertake large capital projects?  I mean, that is sort of a common occurrence for the gas utilities?  

     MS. KLEIN:  Yes. 

     MS. GIRVAN:  Okay.  And are you aware that within the context of Union Gas's IRM plan there is a mechanism to allow the revenue requirement impacts of large projects to be incorporated into rates during the term of the plan?  

     MR. RUCH:  I am not familiar with that, no.  

     MS. GIRVAN:  You can take that subject to check.  And what this does is it allows both the revenues -- the costs and the benefits of a particular project to be incorporated during the term of the plan.  That's really the goal.  

     So would Toronto be agreeable to having some form of mechanism like this to ensure that the ratepayers see these benefits associated with ERP during the term of the plan?  

     MS. KLEIN:  I think that our view would be that the rate-setting mechanism provides for those benefits upfront through the I-X mechanism associated with the ratemaking for 2016 to 2019.  So the ratepayers are credited with the benefits upfront, and then throughout the term of the plan, as the utility realizes any benefits, the ratepayer will have -- they would have accrued to the ratepayer upfront. 

     MS. GIRVAN:  Are you aware that Union Gas's plan is an I-X plan?  

     MS. KLEIN:  We're not familiar with -- intimately familiar with the details of Union Gas's plan. 

     MS. GIRVAN:  Okay.  So you don't think this type of mechanism is appropriate?  

     MS. KLEIN:  We believe that the proposal that we have put forward is consistent with the incentive-based framework that the Board has contemplated as part of the RRFE.  

     MS. GIRVAN:  Okay.  Thank you. 

     MS. KLEIN:  And the sharing of benefits, of course. 

     MS. GIRVAN:  Okay.  So I've just got a few questions with respect to the customer survey issues, if you could turn to Exhibit 1A, tab 2, schedule 1, page 4.  And this is a summary of your evidence.  

     And someone may -- I'm not sure if Mr. Janigan referred to this this morning, but I wasn't able to listen in.  It says on page 4, right in the second paragraph, line 4:

"Toronto Hydro has reached out to its customers in an unprecedented manner.  The utility surveyed its customers on its plans.  It learned the majority of those customers accept the need for timely renewal of the distribution system, while acknowledging that this will mean an increase in their monthly bills."

     So are you concluding that -- from the survey results that this is what the majority of your customers think?  


[Witness panel confers]

     MS. GIRVAN:  Or is it really just the majority of the customers that you surveyed?  I am trying to understand the statement.  

     MS. KLEIN:  I think at line 5 it says the majority of those customers.  So that would be in reference to the customers that we have surveyed.  We view the results as qualified acceptance of our plan.  Customers are not excited about a rate increase, but they accept the need for our plan and the principles that underlie it.  

     MS. GIRVAN:  So based on the survey results, you think that your customers are endorsing your plan?  That's what -- you are drawing that conclusion?

     MS. KLEIN:  I think I said "qualified acceptance." 

     MS. GIRVAN:  Okay.  I guess this is for you, Mr. Lyle.  When you were discussing increases with the customers, did you discuss bill increases or rate increases? 

     MR. LYLE:  We gave them dollar numbers.  We said:  If your bill goes up by this amount, in both the workbooks and in the survey. 

     MS. GIRVAN:  So the customers that you spoke to weren't aware of the levels of the rate increases embedded in the plan?  

     MR. LYLE:  Well, they would know how much it was going to cost them.  

     MS. GIRVAN:  Okay.  But not the percentage increases? 

     MR. LYLE:  The problem with the percentages -- you say the percentage of the distribution rate or the percentage of the total bill, and so we thought the simplest thing was just to say:  It's going to cost you this much more a month, per month, this much in total over the entire period of the increase. 

     MS. GIRVAN:  Okay.  Great.  Thank you.  

     I've got some questions regarding the sort of overall elements of the plan. 

     MS. LONG:  Ms. Girvan, I'm just wondering if now an appropriate time to take our afternoon break.


MS. GIRVAN:  Sure, yeah.


MS. LONG:  So we will break and be back at 3:20.  Thank you.  

     --- Recess taken at 2:58 p.m.

--- Upon resuming at 3:18 p.m.

MS. LONG:  Please be seated.

Ms. Girvan, can you proceed, please?

     MR. SMITH:  I'm sorry, there is just one minor preliminary matter.  I mentioned this to my friend, Ms. Girvan, and as the Board will be aware, I have some familiarity with Union's IRM framework.

To the extent my friend suggested that the I-X formula is adjusted as a result of capital pass-throughs under Union's formula, that is not correct.

I don't think my friend intended to suggest that, if she did, so I don't want to make a big deal of it. I just think it is important to be clear. 

     MS. GIRVAN:  I was simply making the point that there is the precedence out there to allow large projects to be incorporated during the term of the plan.  That's all. 

     MS. LONG:  Okay.  Thank you. 

     MS. GIRVAN:  Thank you.  

So I just have a few questions really around the plan elements. 

     Ms. Klein, with respect to your C factor, was that Toronto Hydro's idea, or was that Power System Engineering's idea?  

     MR. RUCH:  That was Toronto Hydro's idea. 

     MS. GIRVAN:  Okay.  Thanks.  And I just want to confirm that you -- I think you said earlier, maybe it was at the technical conference, that you're not aware of this  formula being used anywhere else, in any other jurisdiction?  

     MR. RUCH:  That's correct. 

     MS. GIRVAN:  Okay.  Great.  Thanks.  

     Okay.  What I would like to look at is a couple of things.  


The five-year time frame with respect to setting budgets, that is something you have never done before; correct?  

     MS. KLEIN:  To my knowledge, our usual cycle is three years.  In anticipation of this application, we extended our business planning process to five years. 

     MS. GIRVAN:  Have you ever done a revenue load forecast for five years?  

     MR. SEAL:  Certainly not that we've filed, and I don't recall doing one for five years. 

     MS. GIRVAN:  Okay.  So I'm just looking at sort of the idea of ratepayer protection.  We've got five-year forecasts for capital, O&M, revenue, and I would like to get your views on how you think ratepayers are going to be protected during the term of the plan, from -- basically from a mistake, or an inability to forecast five years out.  

     I mean, at the end of the day your forecasts are going to be wrong.  I think we all agree on that.  

     [Witness panel confers] 

     MS. KLEIN:  I think that there are probably four elements to the answer to your question.  

One, of course, is that we have confidence in the forecasts.  We have done quite a bit of work to come up with these forecasts, and done a needs-based assessment 

both for our capital and OM&A over the period.  Of course, it is detailed throughout the evidence. 

     And then the second would be that we're proposing a slate -- I believe it is 12 different metrics, in addition to the Ontario Energy Board's scorecard -- to help provide the Board and parties transparency into how we're doing along the lines of the plan.  And those would be monitoring mechanisms. 

     And then third, with respect to the question of risk 

generally, there is some symmetry in that risk.  Let's take capital for example.  If there is -- we don't foresee

over-spending in capital at this point.  But if we did over-spend in capital because necessary work arose that we felt we needed to do, we would carry the risk associated with that.  So there is utility risk throughout the plan as well.  

Then I think the last element is with the ratemaking formula itself and the aspects embedded in that.  So for example, with the I-X methodology, we do take on the risk of finding the productivity benefits in the company.

We just had a conversation before the break, for example, about the ERP program, and programs like that are the ways that we anticipate we'll be able to fulfil that productivity challenge through the stretch factor over the term of the plan. 

     And in addition to that, there's also, of course, 

productivity that -- sorry, just one moment -- productivity that is -- or perhaps an embedded efficiency with respect to the capital plan. 

     And I think that you heard, particularly from Mr. Nash, with respect to our competitive procurement practices, and how those apply to all materials and about half of our capital.

I think that the number -- in fact, I know the number that he and Mr. Walker were speaking to was about 80 percent of our capital costs are determined through competitive procurement. 

     So that would be another aspect of that productivity and that pass-through, and again, those risks that we take on as part of it so as to absorb from the ratepayers some of the risk upfront in the plan. 

     MS. GIRVAN:  Okay.  Granted, you talked about if you over-spend, that is your risk.  But if you under-spend, that is something that the -- that's a risk for the ratepayers.  So you would recover in rates more than what you actually needed.

Doesn't that go without saying?  

     MS. KLEIN:  I think that this goes back to the principles underlying the plan.  We have started from day one to provide a number of benefits to the ratepayers through the way of the plan and the way the ratemaking is structured, such that the utility takes on certain risks.  

     I think what you heard over the course of -- I guess we're on day 8 now of the proceeding -- has been the witnesses speaking to the levels of need associated with the expenditures, both on the capital and OM&A side.  And that is, of course, also detailed in the evidence. 

     So under-spending is not something that we foresee over the term of the next five years.  

     MS. GIRVAN:  Okay.  Thank you.

So in light of my earlier comments, would Toronto Hydro be opposed to the use of an earnings sharing mechanism?  

     [Witness panel confers] 

     MS. KLEIN:  I believe there actually is an IR response on this, and I believe that it is BOMA 22.  

      MS. GIRVAN:  I guess I am just looking for an update to that answer.  In light of what we've heard over the past eight days, would you be interested -- or opposed, I guess?  

     MS. KLEIN:  Well, I hate to repeat myself, but I think our view is that the way that our custom index works has this built-in productivity through the I-X framework, as well as this embedded efficiency through the capital costs, being 80 percent of them are determined through competitive procurement practices.

And then, of course, there will be some OM&A efficiency that also flows through to capital, through things like collective bargaining and wages. 

     These benefits are returned upfront to customers, so ratepayers are not at risk if we fail to constrain our costs within the inflation minus the productivity formula of the term of the plan.  The company has to absorb those costs and our rates wouldn't go up. 

     We think that this is consistent with the incentive- based approach that the Board has laid out as part of the RRFE. 

     MS. GIRVAN:  What would be the harm in an earnings sharing mechanism to Toronto Hydro?  

     [Witness panel confers] 

     MS. KLEIN:  Our view on the ESM is that -- or the introduction of an earnings sharing mechanism is that it would generally have the effect of neutralizing the incentive that is implicit within this type of custom price cap index incentive-based formula.  

     MS. GIRVAN:  But wouldn't it facilitate sharing the benefits of any productivity with your customers?  

     MS. KLEIN:  Our formula anticipates sharing the benefits.  And so, again, the benefits are shared upfront with respect to the OM&A through the I-X, and the benefits are immediately passed through, through the embedded efficiency in the capital program, because of the competitive procurement on 80 percent of those costs. 

     MS. GIRVAN:  Okay.  Thank you.


Can you just turn to -- oh, one other point with ratepayer protection. 

     So I think there is precedent recently in the Hydro One Transmission case with respect to a capital tracking account.  And there is also a precedent with respect to a capital tracking account in the Horizon custom IR case. 

     And I just wondered if Toronto Hydro would be opposed to some form of capital tracking account?  


[Witness panel confers]

     MS. KLEIN:  To my knowledge, Ms. Girvan, I believe both of those cases were settled; is that correct?  

     MS. GIRVAN:  Yes, but ultimately approved by the Board. 

     MS. KLEIN:  Yes, I understand they were ultimately approved. 

     MS. GIRVAN:  Yes. 

     MS. KLEIN:  There is limited information, obviously, to comment on the specifics of those particular cases.  But again, I think that -- in fact, our view is that through the operation of the nature of the framework, the detailed level of the forecasts, the sharing of benefits upfront, and I think the amount of need and the confidence that we have in those forecasts, that the capital mechanism that you'd referenced is not necessary. 

     And again, I would say that there is -- if there is some risk with respect to the capital on an under-spending risk, there is also risk to the utility with respect to any over-spending.  And so there is some symmetry there. 

     MS. GIRVAN:  So you are opposed to any form of capital tracking account?  

     MS. KLEIN:  It is not encompassed within our application.  Our application is our proposal. 

     MS. GIRVAN:  Okay.  The next topic is Z factors.  

     MS. KLEIN:  Mm-hmm, yes. 

     MS. GIRVAN:  If you could turn to Exhibit 1B, tab 1, 

schedule 3, and I have given these references to Jack.  And then there is a technical conference undertaking, J2.27.

So I think you're aware of what these say, and I am just wondering, can you remind me, do you have a materiality threshold that you are proposing for Z factor treatment?  


[Witness panel confers]

     MS. GIRVAN:  Well, maybe I didn't put the page down.  Anyway, it is just -- it's a high-level question, really.  You don't need to bring up the evidence.

But I can't recall if we've talked about -- if you've talked about a...

     MS. KLEIN:  Our views with respect to Z factor are at Exhibit 1B, tab 2, schedule 3, page 17. 

     MS. GIRVAN:  Okay.  I misspoke, I'm sorry. 

     MS. KLEIN:  No, no problem.  

     MS. GIRVAN:  There we go.  Yes, I'm just trying to remember if you've put a materiality threshold out there, and I haven't -- I can't recall.  


[Witness panel confers]

     MS. KLEIN:  I don't believe that we have proposed anything that would depart from the Board's standard application of the Z factor criteria, as it was most recently articulated, I believe, in the Enbridge case.  

     MS. GIRVAN:  I believe Enbridge does have a materiality threshold.

     MS. KLEIN:  Well, I think Toronto Hydro does as well.  According to the Board-determined materiality threshold, I believe our threshold is $1 million.

     MS. GIRVAN:  Okay.  Now, assuming it is $1 million, how does that work for material ongoing events?  Which is one of the categories, if you scroll down, that you have referred to.  Just up there, "events with an ongoing impact." 

     So my example would be if you have a materiality threshold of a million dollars, and you've got an accounting change that impacts you $200,000 a year for five years, would that apply for Z -- would you apply for Z factor relief?

       MS. KLEIN:  We'd have to consider, I think, the specifics of each case as it arose, as I expect the Board would also consider the specifics of any requests that we put before them. 

     MS. GIRVAN:  Okay.  So you haven't decided how that would work?  

     MS. KLEIN:  No.  I think our objective, obviously, is to manage within rates set over the five-year term.  The Z factor is something that is available to distributors, and to the extent that something arose that we felt we needed to apply for and we felt met the criteria that the Board has set out, then we would bring that to the Board.


MS. GIRVAN:  Okay.  And what process do you plan to follow in terms of seeking Z factor relief?  And maybe you haven't thought this through, but when might you apply?  Would there be an opportunity for discovery process?  Would it be part of your annual rate adjustment application?  Have you determined that?  

     MR. SMITH:  Well, there is nothing in the application, Ms. Girvan.  You'll be familiar with the various ways in which utilities have applied.  And to my recollection, the Board has, in every instance, provided for discovery.  

     MS. GIRVAN:  Okay.  But you haven't set out a process, whether it would be -- I think at the end of the day we're going to have to look at what are the processes that come out of -- out of a plan. 

     So when will you make your annual rate adjustment, is Z factor application part of that, what time of year would that happen, those kind of issues. 

     MS. KLEIN:  I understand, and I believe that the Board has set out its expectation that if the utility has an event that it feels qualifies for Z factor treatment, that it needs to notify the Board fairly soon after that event. 

So we would of course be following that process.  

     You know, we have given on page 17 and 18 examples of the types of events that may give rise to a Z factor, but to be perfectly clear we have no intention, sitting here, of bringing a Z factor for any particular events.

We recognize that this would be something that would be out of the ordinary, and there's specific criteria set out for the Z factor. 

     MS. GIRVAN:  Okay.  So you just haven't worked through that? 

     MS. KLEIN:  No, we're not planning to bring any particular Z factor application, sitting here today, so... 

     MS. GIRVAN:  Okay.  Thank you.


And I just have some questions about monitoring reporting, and I think you have probably covered off some of this this morning. 

     And I am aware of what you have set out in terms of your capital.  You've got this metric, about 20 percent, that you plan on reporting, total amounts of capital every year.  You've got your metrics.  You've got the OEB's annual scorecard.  

     Is there anything else I have missed, in terms of your plan to report on an annual basis?  

     MS. KLEIN:  I believe that I answered that this morning as well.  Exhibit 1B, tab 2, schedule 6 provides what I believe is a complete summary of our reporting proposals.  That includes the 12 DSP performance metrics in the categories of customer-oriented performance, a number with respect to cost-efficiency and effectiveness of planning and execution, and then asset and system operation performance.  And then of course we have the Ontario Energy Board scorecard that we also report on.  

     MS. GIRVAN:  Okay.  I think you are aware in the RRFE -- and I have asked this of -- I think of the capital panel -- about the requirement to -- for the Board to monitor capital spending against the approved plan by requiring distributors to report annually on actual amounts spent. 

     And I think what you have indicated to me is that that means you're going to file how much you spent relative to what was approved.  

     MS. KLEIN:  Sorry, could you provide me that reference?

MS. GIRVAN:  Yes, I'm sorry.  It is in the Renewed Regulatory Framework, and it is page 20.  

     MS. KLEIN:  Great.  Thank you very much.  


So if I look at the third line of the second paragraph, I think what you are referring to is that once rates have been approved the Board will monitor capital spending against the approved plan by requiring distributors to report annually on actual amounts spent.  And then, if spending is significantly different, the Board will investigate the matter.  

     MS. GIRVAN:  Mm-hmm.  

     MS. KLEIN:  Et cetera. 

     MS. GIRVAN:  So it is just one number, from your 

perspective?  I think that's what Mr. Walker told me.

     [Witness panel confers] 

     MS. KLEIN:  Yes, it is.  I was just turning up the section of the evidence, which is Exhibit 2B, section C,   C3.1, which provides the specific formula based on -- which we propose to calculate that.  

And we believe that that is consistent with the Board's guidance to report annually on actual amounts spent. 

     MS. GIRVAN:  Okay.  Could you please turn to Exhibit -- I have to put my glasses on -- tab 6, schedule 2.  This is the schedule that we have referred to quite often in this proceeding, the capital projects table.  And this sets out your capital plan, essentially. 

Would you be willing to report on this basis going forward?  

     MS. KLEIN:  Our view is that additional reporting, given everything else that we have proposed to report on the nature of the plan, would not be necessary or appropriate in the circumstances. 

     From our perspective, we've demonstrated that we're fully capable of executing this type of proposed capital plan, and have supplied the -- I think what I have called an unprecedented level of detail on why the plan is needed, and how it will be executed. 

     Of course, as the work is executed, conditions externally will change and we need the flexibility to address those changes.  That is our responsibility, to operate and renew the system for the benefit of our customers. 

     That is what we have been doing and that is what we will continue to do, and --

     MS. GIRVAN:  Would you able to produce this kind of table?  I mean, is it possible?  

     [Witness panel confers] 

     MR. SMITH:  If memory serves me, that question was already put to Mr. Walker, who gave an answer to it.  

     MS. GIRVAN:  I think he agreed it could be produced.  Okay.  Thank you.  I'll move on.  

     So this sort of gets back to what I was looking at a little bit earlier with respect to Z factors.

And again, I may have missed this, but can you tell me exactly -- maybe more definitively, what process you propose for both reporting and your annual adjustment?  Have we seen timing of that and details?  

     MR. SMITH:  Sorry, Ms. Girvan, just for my own assistance, when you say timing and reporting and adjustment of -- what?  Do you mean when would base rates be adjusted?  

     MS. GIRVAN:  Yes.  I think there's two parts.  There's -- just like we have with the gas utilities, there is an annual process for setting rates, and there is also a process for reporting.  

I'm just wondering if Toronto Hydro has proposals 

in this respect.  

     MS. KLEIN:  So, Ms. Girvan, if I could ask you to turn up Exhibit 1B, tab 2, schedule 6, page 4, at the top of the page there, it notes that we propose to file an annual update on the metrics by June 30th of the year following each reporting year.  

     MS. GIRVAN:  Mm-hmm. 

     MS. KLEIN:  So this would be filed, for example, in 2016 and would cover the utility's performance in the year 2015.  So we would be reporting on the performance metrics on a calendar-year basis.  

     MS. GIRVAN:  And what about your annual adjustment?  

     [Witness panel confers] 

     MS. KLEIN:  The annual adjustment, I believe, is in the second paragraph.  So we would propose to submit a distribution rate adjustment -- this is line 10 -- on an annual basis, following the OEB's determination of the newest inflation factor, which typically occurs later in the calendar year, and at a date prior to when those rates are to come into effect.  

     MS. GIRVAN:  Okay.  So you haven't figured out a month or --

     MS. KLEIN:  Well, I think that is somewhat dependent on the Board's determination of the newest inflation factor.  So when that comes out, that would trigger our process to provide an update.  

     MS. GIRVAN:  Okay.  Thank you.  If you could turn to -- I have just one question on deferral and variance accounts -- Exhibit 9, tab 1, schedule 1, specifically page 26.  

     MR. HERCZEG:  Did you say tab 1, schedule 1? 

     MS. GIRVAN:  Tab 1, schedule 1, page 26.  And if you could -- actually, this is referring to the variance account for externally-driven capital. 

     And on the next page, 27, you set out your historical 

spending and future spending, and you're seeking deferral account treatment for these.  


Now, can you remind me, are these costs embedded in your capital expenditure plan?  

     MR. SEAL:  There is a base level of costs that are included in the capital expenditure plan.  

     MS. GIRVAN:  And it's quite small, isn't it? 

     MR. SEAL:  My recollection is it is $4 million a year.  

     MS. GIRVAN:  Okay.  So at the end of the day, if your future spending turned out to be as we see here, would that mean your capital expenditure amounts would go up by $28 million a year?  

     [Witness panel confers] 

     MR. SEAL:  The operation of the variance account is intended to capture the differences between what we have embedded in rates over that period and what we actually spend for that period.  

That's how the variance account is intended to operate.  

     MS. GIRVAN:  Okay.  So say in 2016 your overall capital expenditure budget is $512 million.  If this actually turned out to be what happened, that would be an additional $20 million on that, right?  

     MR. SEAL:  I'm sorry, say that again?

     MS. GIRVAN:  Well, actually it would be an extra $16 million.  

     MR. SEAL:  I'm not sure I'm following you.

     MS. GIRVAN:  My only point with respect to this is --the fact that you're having this account means that your capital expenditures in any given year could be this much higher than what you're forecasting.  

     MR. SEAL:  Again, the point of the variance account is to capture the differences between what we've put in our revenue requirement and what actually happens.

I believe panel 1 talked about the nature of these types of expenses, and why there's variability.  And that is why we have this account, to capture those differences. 

     MS. GIRVAN:  Yes, okay.  That's fine.  I can deal with that in argument.

I think Mr. Janigan asked you about the residential 

monthly charge, and I just have a quick question.  

     Exhibit 8, tab 7, schedule 1 sets out the rate impacts of all of your changes.  And we see, for example, with the customer of 800 kilowatt-hours per month, in year 1, it is 9.42 percent.  

     Could we get these -- I'm not sure if it changes, but 

assuming that you kept your fixed and variable split at the current fixed and variable split, so that you wouldn't see this increase in the monthly charge, can you tell us what the rate impacts would be?  

     MR. SEAL:  Well, in fact, Ms. Girvan, for our proposal, our proposal is to maintain the current fixed and variable split. 

     MS. GIRVAN:  Okay. 

     MR. SEAL:  So that is what is reflected in this particular proposal. 

     MS. GIRVAN:  Okay.  That's fine.  It was a misunderstanding on my part.  

     And my last couple of questions.  Could you please turn to Exhibit 4A CCC 38?  And this deals with regulatory costs.  And if you go to page 2, we see the costs of this application.

And from what I understand, you've embedded in the 2015 base rates sort of one-fifth of these costs; is that right?  

     MS. KLEIN:  Yes.  We're proposing to take the costs of preparing and defending this application and amortize them over the five years of the plan. 

     MS. GIRVAN:  Okay.  Can you give us an update of these costs?  Because I think this must have been prepared some time last year.  

     MS. KLEIN:  I believe we actually have an update to IR VECC 46, which we filed in January of this year.  

     MS. GIRVAN:  Okay. 

     MS. KLEIN:  Which provides our forecast for the costs of the application, which we have also broken down by type of activity associated with the application.  

     MS. GIRVAN:  Can you put that in the same format as we see in CCC 38?  Because it looks like the numbers haven't changed.  All I'm asking for is your best forecast of regulatory costs, most recent forecast, including actuals.  

     MS. KLEIN:  Sure, that's fine.  

     MS. GIRVAN:  Okay.  Thank you. 

     MS. KLEIN:  We can do that.  

     MS. HELT:  That will be J8.11. 

UNDERTAKING NO. J8.11:  TO PROVIDE AN UPDATE OF FORECAST REGULATORY COSTS IN THE SAME FORMAT AS SHOWN IN CCC 38.

     MS. GIRVAN:  And I just had one more question.  This is referring to Exhibit 1A, CCC 3.

What this does, if you just scroll down, it lists all of the consultants' reports that you undertook in preparing this application to support your evidence.  And the last part of the question is whether or not you used an RFP for any of these, and your answer was no.  And that's captured in section (d).


And I guess I'm sort of questioning that, because what I had heard through the other witnesses is that Toronto has, in terms of procurement, a very specific and detailed procurement process, where you do RFPs, where you've got matrices, in terms of bid selection, and I just wondered why you didn't do that here. 

     I mean, maybe with respect to Power System Engineering that might be one example where you needed specific qualifications.  But it seems to me, if you look at some of the other reports, I'm just not sure why you didn't select those consultants through an RFP process.  

     MS. KLEIN:  I believe the answer to our -- to that question is contained in subsection (d) of that IR response.  If you have questions about particular reports -- 

     MS. GIRVAN:  Sure.  Let's just scroll down to see the reports.

So compensation review, I think there is probably various consultants that do that.  Customer consultation.  Even further up, if you -- there's a review of proposed projects.  There is asset condition assessment.  

     And I just wondered why you didn't use an RFP process for these.  Are you not required to, within Toronto Hydro?  

     MS. KLEIN:  So, Ms. Girvan, I believe that Mr. Nash spoke specifically to our procurement practices, and as we've noted, we have not conducted an RFP for this list of reports, and there are a variety of factors that drove that on a case-by-case basis for each of the consultants.

And some of that would be considerations such as a limited pool of third-party expertise.  There would be availability to undertake the work on the required time lines.  And in some cases it would be Toronto Hydro's prior experience working with certain selected parties, as well as their experience with respect to the subject matter that we were asking them to comment on in the context of this application.  

     MS. GIRVAN:  Okay.  Thank you.  Those are my questions.  

     MS. KLEIN:  Thank you.  

     MS. LONG:  Thank you, Ms. Girvan. 

     Ms. Helt, do I understand that there are no other parties prepared to proceed today?  

     MS. HELT:  That's correct.  My understanding is that the School Energy Coalition will start on Tuesday morning, and we also have Dr. Roger Higgin, who has approximately 15 minutes.  I'm sorry, I forgot to mention the School Energy Coalition has requested approximately four hours.  This is based on the estimate he provided yesterday.  And then Mr. Brett would be one hour.  

     MS. LONG:  Well, I would actually like to start with Dr. Higgin, given that he has 15 minutes.  I think it is more efficient for him to start off.  And then we will do the School Energy Coalition, and then with the time remaining we will hear from BOMA.  

     MS. HELT:  All right.  We can --

     MS. LONG:  So it looks like we will be sitting for a full day on Tuesday. 

     MR. FAYE:  Madam Chair, if I could just interject.  Dr. Higgin is not available before 11:30. 

     MS. LONG:  Oh, he is not? 

     MR. FAYE:  Yes.  So he was expecting that he would fit in after Schools and before Mr. Brett did his. 

     MS. LONG:  Okay.  Well, that's fine.  If he would prefer to come at 11:30, that's fine.


Are there any other matters that we need to deal with?  

     MS. HELT:  Not to my knowledge, Madam Chair. 

     MS. LONG:  I guess just from a scheduling viewpoint, Ms. Helt will not be with us next week.  So to the extent that anyone has any procedural issues that they need to deal with, they should be contacting Mr. Davies, and he will be coordinating with our counsel, who will be here on Tuesday.  

     MS. HELT:  Yes, that's correct. 

     MR. SMITH:  So as long as it is just scheduling that she won't be here with us, that's fine.

[Laughter] 

     MS. HELT:  It is only scheduling, I assure you.  

     MR. SMITH:  I don't know whether now is the right time to raise it, but I wanted to plant the idea of talking about the argument schedule.  We had kicked around, at least over here, the idea of doing oral argument in-chief, but I understand from the Panel that the Panel sitting, as a whole, has limited availability to hear that in March.  But if you did have availability, it would be something that we would be interested in doing.  And if it's not, then obviously we would like to have a discussion about the schedule.  

     MS. LONG:  Well, two questions for you to think about, Mr. Smith, over the weekend: when you would propose to do argument and how long you think it would be.  I don't think we have a full day, but I don't expect that your argument would take a full day.  

     MR. SMITH:  No. 

     MS. LONG:  I might be wrong, but you can let me know. 

     MR. SMITH:  You're not wrong. 

     MS. LONG:  And we can see if we can find some time.  I'm not guaranteeing anything.  Our schedules are pretty packed, but if that is the way you would like to proceed, we can certainly take a look and see if we can find some time. 

     MR. SMITH:  Okay.  That is appreciated.  Thank you. 

     MS. LONG:  Okay.  So we will hear back from you on Tuesday with respect to that? 

     MR. SMITH:  Yes, you will. 

     MS. LONG:  Okay.  Thank you. 

     MR. SMITH:  Thank you. 

     MS. LONG:  That being said, there are no other issues.  Have a good weekend, everybody, and we will see you on Tuesday. 

     MR. SMITH:  Thank you.  You too.  


--- Whereupon the hearing adjourned at 3:58 p.m.
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