
 

 

 

 

 

 

 

Daliana Coban 
Lead Regulatory Counsel         Telephone: 416.542.2627 
Toronto Hydro-Electric System Limited      Facsimile: 416.542.3024 
14 Carlton Street         regulatoryaffairs@torontohydro.com 
Toronto, ON  M5B 1K5        www.torontohydro.com    
 
February 27, 2015 
 
 
 
via RESS – signed original to follow by courier 
 
Ms. Kirsten Walli 
Board Secretary 
Ontario Energy Board 
PO Box 2319 
2300 Yonge Street, 27th floor 
Toronto, ON  M4P 1E4 
 
Dear Ms. Walli: 
 
Re: Toronto Hydro-Electric System Limited (“Toronto Hydro”) 

Custom Incentive Rate-setting Application for 2015-2019 Electricity Distribution Rates 
and Charges – Undertaking Responses 
OEB File No. EB-2014-0116 

 
 
Toronto Hydro writes to the Ontario Energy Board (“OEB”) in respect of the above-noted matter. 
 
Further to my letter dated February 26, 2015, enclosed are the following responses from Days 3, 6 and 7 
of the Oral Hearings: 

 J6.1, J6.2 and J7.5 – OEB Staff; 
 J7.1 – VECC; and 
 J3.1, J7.4, J7.6, J7.7 and J7.8 – SEC.   

 
The responses for J6.4, J7.1-J7.3 and J7.9-J7.11 will be provided on March 2, 2015 together with the 
responses for the Day 8 Undertakings. 
 
Please contact me if you have any questions. 
 
Yours truly, 
 
[original signed by] 
 
Daliana Coban 
Lead Regulatory Counsel  
Toronto Hydro-Electric System Limited 
regulatoryaffairs@torontohydro.com  

 
encl.:DC\acc 

 
cc: Charles Keizer, Torys LLP 

Crawford Smith, Torys LLP 
 Amanda Klein, Toronto Hydro 

Intervenors of Record for EB-2014-0116   
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ENERGY COALITION 

 
 

 

UNDERTAKING NO. J3.1:   1 

Reference(s):   2 

 3 

To identify reasons for and quantify the difference in benchmark increases in the custom 4 

IR period versus the 12-year period prior to custom IR.   5 

 6 

RESPONSE (Prepared by PSE):   7 

As Mr. Fenrick indicated during the hearing, the primary drivers of the growth rate in the 8 

total cost benchmarks are inflation (capital input price and OM&A input price) and 9 

output growth (customers and peak demand).  Other “outputs” that would increase costs 10 

such as reliability or safety improvement are not captured within the econometric total 11 

cost benchmarking framework.   12 

 13 

Mr. Shepherd indicated two time periods for examination in this undertaking, 2002-2014 14 

and 2015-2019.  The primary differences in the cost benchmark growth rates during these 15 

two time periods are driven by the fact that the expected capital input price inflation is 16 

predicted to be higher in the custom IR period than during the historic years of 2002-17 

2014 and measured outputs (customers and peak demand) are expected to increase more 18 

rapidly during the 2015-2019 period than the historic 2002-2014 time period.  The capital 19 

input price was influenced by declining interest rates during the historic time period 20 

which is not forecasted to continue into the custom IR years. 21 

 22 

Other variables will have a slight impact on the growth rates but the differences in those 23 

growth rates between time periods are negligible.  The table below provides the estimates 24 

of the primary variables driving the cost benchmark growth rates.  PSE notes that these 25 

are close approximations rather than exact impact estimates.   26 
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Time Period PSE Reply 

Benchmark 

Average Annual 

Growth Rate 

Contribution to the Average Annual Growth Rate* 

Capital 

Price 

OM&A 

Price 

Customers Peak 

Demand 

2002-2014 2.7% 0.7% 0.9% 0.6% 0.1% 

2015-2019 5.4% 2.7% 1.0% 1.1% 0.4% 

 

Difference Between 

Periods 

2.7% 2.0% 0.0% 0.5% 0.3% 

 

*The table does not display the contribution to the growth rates from the trend variables 1 

and other variables with minor (< 0.1%) impact on the rate.  As a result the numbers may 2 

not add.   3 
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UNDERTAKING NO. J6.1:   1 

Reference(s):   2 

 3 

To provide the proportion, in dollars, of asset renewal determined from the FIM for each 4 

of the years.     5 

 6 

RESPONSE:   7 

None of the dollars requested for asset replacement in the System Renewal category are 8 

“determined from the FIM.” While Toronto Hydro used the Feeder Investment Model 9 

(FIM) to evaluate the business cases for the asset replacement programs proposed and to 10 

confirm the prioritization of the particular assets scheduled for replacement, the FIM was 11 

not the driver for asset replacement.  The driver for all asset renewal projects is the age 12 

and condition of assets.  The FIM is one of many decision-support systems that are used 13 

by Toronto Hydro as part of developing System Renewal investments.  As discussed in 14 

Exhibit 2B, Section E2, the FIM is also used as part of the Long-Term System Review 15 

Process to produce the asset renewal portion of the economically-optimal capital 16 

investment approach, as provided on page 5, Figure 4 of this exhibit.   17 

 18 

Figure 1 below shows the percentage of System Renewal category investments that were 19 

evaluated using the FIM.  Table 1 below presents the same information on both a dollar 20 

and percentage basis.  21 

 22 

For reference, Table 2 shows the programs in the System Renewal category and the 23 

dollars associated with each program. 24 
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Figure 1:  Percentage of system renewal assets in the proposed 2015 list that  1 

went through the FIM   2 

 

 

Table 1:  Percentage of system renewal assets in the proposed 2015 list that went 3 

through the FIM   4 

 2015 Program (%) 2015 Program ($) 

System Renewal Programs 

analyzed in FIM in 2015 
87% $       218,663,254 

System Renewal Programs 

not analyzed in FIM in 2015 
13% $         33,076,868 

Total 100% $       251,740,123 
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Table 2:  System Renewal programs with associated planned 2015 spending.     1 

Program 2015 

SYSTEM RENEWAL  

Underground Circuit Renewal $    95,984,766.87 

Underground Legacy Infrastructure $       2,060,559.51 

Paper-Insulated Lead-Covered (PILC) Piece-

outs and Leakers 

$       3,450,832.73 

Overhead Circuit Renewal $    43,972,766.53 

Overhead Infrastructure Relocation $          743,213.63 

Rear Lot Conversion $    17,048,379.53 

Box Construction Conversion $    16,796,984.32 

SCADA-MATE R1 Replacement $       6,160,650.25 

Network Vault Rebuild Program $       3,951,900.53 

Network Unit Renewal Program $       5,183,766.31 

Legacy Network Equipment Replacement (ATS 

& RPB) 

$          447,859.56 

Stations Switchgear Renewal $    11,879,224.00 

Stations Power Transformer Renewal $       1,676,258.29 

Stations Circuit Breaker Renewal $       1,659,301.95 

Stations Control & Monitoring $             79,437.36 

Station Ancillary Systems $          687,786.21 

Stations Buildings $          549,750.95 

Stations DC Battery Replacement $          273,997.23 

Distribution System Communication 

Infrastructure 

$       6,055,818.60 

Reactive Capital $    31,896,048.38 

Worst Performing Feeder $       1,180,819.95 

SYSTEM RENEWAL TOTAL $  251,740,122.69 
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UNDERTAKING NO. J6.2:   1 

Reference(s):   2 

 3 

To extrapolate the risk curve for TR2 transformers to the 60-year mark.   4 

 5 

RESPONSE:   6 

TR2 is an individual transformer located at High Level MS.  It is currently 67 years old.  7 

Figure 1 from Technical Conference Undertaking Response J1.15 has been reproduced in 8 

Figure J6.2-1 below in order to illustrate where the Existing Asset’s Risk Cost curve for 9 

TR2 High Level MS intercepts with the 67-year age on the horizontal axis, which is 10 

illustrated with a red dot.  At that point, the risk cost for the TR2 High Level MS power 11 

transformer reaches a value of $719,281. 12 
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Figure J6.2-1:  Lifecycle Cost for TR2 High Level MS   1 
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UNDERTAKING NO. J7.4:   1 

Reference(s):   2 

 3 

To produce the Financial Planning Process update presentation if there are notes, or if 4 

there are no notes, to advise that it will not be produced.   5 

 6 

RESPONSE:   7 

The file does not contain notes and thus need not be produced.   8 
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UNDERTAKING NO. J7.5:   1 

Reference(s):   2 

 3 

To provide the business case on web portal consolidation.   4 

 5 

RESPONSE:   6 

Please see the attached Business Case provided in Appendix A.  Toronto Hydro notes 7 

that the project scope as reflected in the Business Case has been modified at the later 8 

stages of the project due to competing priorities and the associated resourcing constraints.  9 
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UNDERTAKING NO. J7.6:   1 

Reference(s):   2 

 3 

To determine whether there was an analysis prepared to show the difference between 4 

using internal Toronto hydro employees versus contract employees and if there [is] such 5 

an analysis, to produce it.   6 

 7 

RESPONSE:   8 

Toronto Hydro’s analytical approach to the cost comparison between construction 9 

projects completed by the utility’s internal crews and those delivered by the external 10 

Design and Construction (D&C) contractors is presented in Exhibit 2B, Section C3.4.1.1.  11 

In short, the analysis involves disaggregation of a set of internally delivered “reference 12 

projects” into the activity-based units utilized by contractors, followed by a series of 13 

adjustments to account for the differences in the scope of activities and cost structures 14 

between a regulated utility such as Toronto Hydro and the D&C contractors operating in 15 

a competitive marketplace.   16 

 17 

Further information on the utility’s external contractor benchmarking process is provided 18 

in the response to Interrogatory 2B-CUPE-2, which showcases a numerical example of 19 

the methodology underlying the cost comparison, outlines the scope of the factors 20 

considered in the assessment, and clarifies the intended use of the assessment’s results.  21 

As discussed in the Exhibit 2B Section C3.4.1, “given that Toronto Hydro’s external 22 

contractors operate in the same environment as the utility’s internal crews, and use 23 

materials paid for and procured by the utility, comparisons between the costs of 24 

externally and internally constructed projects constitute an appropriate form of 25 
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construction cost benchmarking.”1  As of the latest (2013) assessment, the costs of the 1 

utility’s internal project construction were materially higher than the costs of the same 2 

projects had they been constructed by the external D&C contractors. 3 

 4 

As discussed in Exhibit 2B Section C, “as the utility continues conducting these 5 

comparative exercises over the 2015-2019 planning horizon, it may undertake more 6 

detailed assessments of individual cost drivers that make up the cost gap between 7 

contractor-delivered and internally constructed projects.”2    8 

 

                                                           
1 Exhibit 2B, Section C3.4.1, page 22. 
2 Exhibit 2B, Section C3.4.3, page 25.  
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UNDERTAKING NO. J7.7:   1 

Reference(s):   2 

 3 

To provide the effective date for Table 2, Exhibit 4A, Tab 4, Schedule 3, page 12 of 25.     4 

 5 

RESPONSE:   6 

The Statistics Canada data in Table 2 is based on Statistics Canada’s Age Distribution of 7 

Labour Force in Canada/All Industries (2013).  The Toronto Hydro data in Table 2 is 8 

current as of December 31, 2013.   9 
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UNDERTAKING NO. J7.8:   1 

Reference(s):   2 

 3 

To provide a breakdown by age of Toronto Hydro employees on a per-year basis.   4 

 5 

RESPONSE:   6 

Age % Per Age 

22 0.06% 

23 0.78% 

24 0.90% 

25 1.87% 

26 2.07% 

27 2.07% 

28 1.55% 

29 2.78% 

30 2.65% 

31 2.33% 

32 2.65% 

33 2.20% 

34 2.00% 

35 1.81% 

36 1.62% 

37 1.75% 

38 1.68% 

39 1.29% 

40 1.10% 

41 0.97% 

42 1.36% 

43 1.49% 

44 1.36% 

45 2.39% 

46 2.78% 
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Age % Per Age 

47 2.59% 

48 4.14% 

49 4.07% 

50 4.85% 

51 5.75% 

52 4.98% 

53 5.56% 

54 5.11% 

55 3.94% 

56 3.04% 

57 2.39% 

58 2.00% 

59 2.00% 

60 1.36% 

61 1.29% 

62 1.29% 

63 0.71% 

65 0.58% 

66 0.39% 

67 0.19% 

68 0.13% 

70 0.06% 

71 0.06% 
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