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Friday, May 22, 2015

--- On commencing at 9:33 a.m.

MS. LEA:  Good morning, all.  We're back for the second day of the technical conference.  And who wishes to begin?  Board Staff has questions still on Exhibits 1 and 10.  We also have questions on Exhibit 2, and I think, Harold, you have some questions also, don't you?

MR. THIESSEN:  Yes.

MS. LEA:  Yes, okay.  So who is keen?

MR. MONDROW:  I think you are.

MS. LEA:  Yes, because I was late, two minutes late, I have to go first; okay.


[Laughter]

MR. MONDROW:  That's what we decided in your absence.
OSHAWA PUC NETWORKS INC. - PANEL 1, RESUMED


Phil Martin


David Savage


Ivano Labricciosa

Questions by Ms. Lea:


MS. LEA:  Oh, good.  All right.  So I would like to begin then with the question of proposed annual adjustments.  We gave you some references in the letter that we filed a few days ago, so I think the questions that I have with respect to 1-CCC-12 and 10-Staff-43(b) were asked and answered yesterday.

I wonder, then, if we could look just for clarification at 10-Staff-41.  This is the interrogatory in which we attempted to list both the annual adjustments and the rate riders and deferral accounts, and in your answer  -- and this is just a clarification question -- in your answer to (b) you say that OPUCN has proposed variance accounts for each of these uncontrollable cost categories.

Did we list all of the variance accounts related to those cost categories in (c), or did we miss one out?

[Witness panel confers]

MS. LEA:  Yes.  10-Staff-41, in there we list, in (a), annual adjustments; in (b), rate riders; and in (c), deferral or variance accounts to be created.

In the answer -- this is just a clarification.  I just wasn't sure if we had missed something, given the second sentence in your answer to (b), proposed variance accounts for each of these uncontrollable cost categories.  Just making sure we caught them in our list.

MR. MARTIN:  I hate to start with an undertaking, but, I mean, rather than just try to hash through that now, let us just -- let us do a bit of a matrix, and we will come back and make sure that we have got them all covered.

MS. LEA:  That's great.  Thank you very much, that would be TC2.1, and that is confirmation of deferral accounts. 
UNDERTAKING NO. TC2.1:  to provide a CONFIRMATION OF DEFERRAL ACCOUNTS.

MS. LEA:  I wonder if we could then look, please, at 10-Staff-42.  This was a pretty lengthy request we made of you, and we appreciate the fact that you answered it.

So for each of the adjustments and incentives that you are proposing, we asked you to give any Board precedent for that.  So I wondered if we could go through a few of these.

Beginning then with your response to 10-Staff-42.  The second one, the actual and forecast net new customer connection cost adjustment, perhaps yourself or someone who is involved in the Horizon case can help me with this.

I thought the Horizon's approved settlement proposal ring fencing of the capital budget was asymmetric; in other words, it benefited ratepayers only, and it was not a symmetric adjustment, as you proposed.  Are you aware of that?

MR. MONDROW:  I think that's right, Jennifer.  Mark was involved.  Is that your recollection, Mark?

MR. RUBENSTEIN:  Yes.

MS. LEA:  That was my understanding of the proposal.

MR. RUBENSTEIN:  Yes.

MS. LEA:  Okay.  So you're not aware of a symmetric adjustment of this nature?

MR. MONDROW:  No.

MS. LEA:  Thank you.  The next one I wanted to look at was the working capital allowance resulting from changes in the cost of power.  Yes, I understood your reference to the Enbridge Gas Distribution custom IR application in the sense that it implies this.

Was there any finding by the Board in an electricity case that you are aware of that allowed for an adjustment of the cost of power?

MR. MONDROW:  In a custom IR application, no.

MS. LEA:  Are you aware of one in another electricity application?

MR. MONDROW:  I am not sure it would be relevant in any other applications, but the answer is no.

MS. LEA:  Okay, thank you.  The rate rider for revenue-requirement impacts of contributions to Hydro One Networks Transmission and unbudgeted distribution projects required as a result of regional planning, in the Enbridge case, they appear to propose a threshold for that.  Was there -- were you proposing a threshold here?

MR. MONDROW:  We have not proposed a threshold, and in Enbridge they do have a threshold, approved.

MS. LEA:  Okay, thank you.  Although Hydro One applied for this annual adjustment, I don't believe that the Board ever made a finding on that, because they simply didn't accept the custom IR nature of Hydro One's application; is that correct?

MR. MONDROW:  That's my understanding, that the Board provided Hydro One with three years, I believe.

MS. LEA:  That's right.

MR. MONDROW:  Based on cost-of-service --


MS. LEA:  On cost of service.

MR. MONDROW:  -- evidence but no adjustments are relevant for that finding.

MS. LEA:  Okay.  Thank you.  And then the very last one:  the same comment would be the deferral account for revenue-requirement impacts of cost variances from forecast.  It relates back to the Horizon -- the Horizon proposal, which was an asymmetric ratepayer benefit protection only, as I understand it.

MR. MONDROW:  That's correct.

MS. LEA:  Okay, thank you.  Now 10-Staff-43, please.  One thing that -- we looked at your response to (a), and so on page 2 of this interrogatory, the first full paragraph  -- looks like the second paragraph on the page -- you indicate here, in the third line:

"Oshawa's specific circumstances present considerable uncertainties."

One of the things that Staff has noticed with your proposals is that -- and you gave us some account of this in your presentation -- that Oshawa faces specific challenges that are not faced by other comparable distributors.

And I would like you to explain that for us, please, so that it is on the record of the technical conference.  I do want to understand that fully, because the -- when we talk about annual adjustments, Staff has a concern about the number and the type of annual adjustments and deferral accounts, and we want to fully understand your position here.

MR. MARTIN:  So I can start.  Ivano, you might be able to help as well.

MR. LABRICCIOSA:  Mm-hmm.

MR. MARTIN:  I think there is a list of them, and they kind of -- some of them are related and they're in different categories.

If we start with the nature of the capital spend requirements, we have upwards of 12- to $13 million a year in capital spend, a good percentage of which really relates to outside influences.

So if we look at our own requirements -- and we talked a little bit about this yesterday -- if we look at the renewable types of investments, they're fairly modest.  They're in line with depreciation.  They're in line with sort of normal course business.

We have significant capital requirements, however, that are tied to development plans from the City of Oshawa or Region of Durham, because of things like the 407 being extended, as well as other developments that have been backlogged in Oshawa or have been -- or are in the pipeline.

You have -- we have an investment, a significant investment, in a substation that, again, has -- for a number of years has been on Oshawa's horizon, but it certainly looks like -- so over the last number of years we've been getting closer and closer and closer to having to make that expenditure, and it certainly looks like it's -- within this next five-year period it's going to have to be invested or built.

We also have a significant expenditure that is part of the regional planning -- part of Hydro One's regional planning development, again, which is -- we are -- while we are a participant and we can certainly play a role in the outcome of that development, to a certain extent it's going to be whatever Hydro One dictates is required for the region that we're in.  So that's one element of the uncertainty.

MS. LEA:  I just want to stop you there, then.  And then I will ask you to continue.

MR. MARTIN:  Mm-hmm.

MS. LEA:  The big plant relocations and the big regional planning outcomes, could they not be applied for as a z-factor, if they were very material and out of your control?

MR. MARTIN:  They could be.  They could be, but we didn't -- so there are -- even without those specific two projects, we have sufficient other work that's relative to development in Oshawa that still puts us, in our minds, over that amount that effectively erodes earnings over the period of five years, which kind of takes us outside of the -- we believe outside of the IRM rate-setting mechanism.

And it's our understanding that the ICM rate mechanism isn't really to be used with any sort of -- basically it's a fundamental method, that it's typically used for things that come up that are sudden and they're typically not used for multiple requirements.

Now, we understand that there's work going on currently that, you know, perhaps addresses this situation, but it hasn't -- it's not as mature as the custom IR process is.

MS. LEA:  It is certainly true that the Board's RRFE policy speaks of custom IR as being suitable for those distributors who have large capital -- anticipated capital needs.  So you would describe Oshawa as being within that category?

MR. MARTIN:  Yes.

MS. LEA:  Mm-hmm.

MR. MARTIN:  And the uncertainty, as I mentioned the uncertainty really comes from the fact that the final settlement on those capital expenditures is still up in the air to a certain extent.

MS. LEA:  I think you would agree that many distributors face the risk of uncertainty in their capital expenditures?

MR. MARTIN:  That's true, but it's the degree.  In our case, it is the degree of it, and it's the amount -- the order of magnitude that we're talking about and the fact that it is multiple -- it's coming from multiple sources.

So we've got Hydro One.  We've got development in Oshawa.  We've got our own requirement for a substation.

So, again, it's fairly complex or more complex, I believe, than others would face in terms of their uncertainty.

MS. LEA:  Would it be your view if a Z factor could be used for the two very large things that I identified, plant relocation prompted by others and the regional planning, Hydro One, these very large externally-driven events, if those could be handled by Z factors, is it still your view that Oshawa is in a particularly difficult situation with respect to its capital planning and the recovery of costs for that?

MR. MARTIN:  Yes.

MS. LEA:  Thank you.

MR. MARTIN:  Now, should I move on?

MS. LEA:  Yes.  Please go ahead, yes.

MR. MARTIN:  So now if we move to the connections, the load forecasts, the growth in the city, we're basically -- we have, again, sufficient evidence, we believe, to base our planning around that exponential growth, but, again, it's uncertain to us exactly whether or not that growth is going to materialize within the specific time frame that we're dealing with.

MS. LEA:  And is this more of a problem, in your view, for Oshawa than it would be for other distributors?

MR. MARTIN:  I believe so, because other distributors -- and Oshawa would be included in that if you look at our history -- typically the growth patterns in the city are, you know, fairly consistent and you can -- the margin of error wouldn't necessarily be that significant.

So in our case, Oshawa has a history of growing by approximately 1 percent a year, and it's almost consistently 1 percent a year if you look over the last ten years.

We're now being -- we now have information supported by the city and the regional development plans that suggest that that population growth could be north of 4 or 5 percent a year, if you look at a five-year average.

We've taken that information.  We've put our own intelligence to it and we've come up with 3 percent a year over the plan term.

We don't know if that 3 percent is going to materialize exactly how we've planned it.  In fact, it likely will not occur that linear, and, in fact, we're not sure all of that growth will even materialize at all in the five-year period.

So it's that untypical growth that we're really dealing with.  And that can be a significant risk to both us and the ratepayers.  So if we were to basically plan our load forecast around a more modest level of growth and that growth materialized, well, obviously Oshawa benefits from that.

On the other hand, if we build in this extra growth in customer connection and it doesn't materialize, well, then Oshawa obviously suffers.  And we really don't want to be back in a position where we were the last rate period where we're coming back to the Board a couple of years later, you know, for some reason, whether it is a Z factor or, alternatively, because we are, you know, in an earnings position that requires us to come back.

MS. LEA:  Yes, because there is an off ramp for a significant decrease in earnings; is that correct?

MR. MARTIN:  Yes.  And the problem with the off ramp, quite frankly, is you have to remember that you don't typically hit the off ramp immediately.  So there's usually an erosion of earnings that takes place, which we believe is unfair and unreasonable, that takes place up and until you hit that off ramp.

Then you have to take into consideration it takes a year to basically get through another rate application, in which case you've got another year of erosion, of lower than normal earnings.  So by the time you sort of get back out of that trough through the current process, notwithstanding the custom IR methodology, you know, then there's significant harm put on the utility.

MS. LEA:  Okay.  And it would be your understanding that if you had to go with the off ramp, that you would have to reopen this entire case?

MR. MARTIN:  Sure.  I think so.  I'm not sure what the alternative would be.

MR. MONDROW:  Jennifer, I think obviously what the off ramp says is the utility has to advise the Board and the Board may review the suitability of the rate plan that the utility is under.  I'm paraphrasing.

MS. LEA:  Mm-hmm.

MR. MONDROW:  So what will happen as a result of that review depends obviously very much on the circumstances of the application.  So that's the view.

MS. LEA:  All right, thank you.

MR. MARTIN:  Yes.  Now --


MS. LEA:  Sorry?  Please go ahead.

MR. MARTIN:  Yes.  So there is also a third category that I think we -- that is unique, and it really is attributed to the custom IR rate-setting methodology in and of itself.

So we are trying to basically cast a forecast for a five-year period that has a lot of complex requirements.  And realizing that the Board expects the utility to take on risk, we've identified the areas where we believe the risk is reasonable, but, on the other hand, you know, there are -- there are things that we don't believe that the utility should need to take risk for, and that's, for example, the working capital allowance.

Again, this could be a risk to OPUCN or it could be a risk to the ratepayers.  If we're expected to forecast cost of power -- which is really the key.  In terms of the working capital allowance, we're really only talking about the impact of the cost of power, because it's significant.  It is volatile.

And we would prefer -- and I think everybody would concur.  I think we would prefer not to have to forecast where we think cost of power is going in order to establish the relative working capital allowance in relation to that forecast, particularly given that -- you know, where the recent history is for cost of power.

We would be predicting increases to cost of power that would be in the 5 to 6 to 7 percent range.  If in fact cost of power stabilizes, then, you know, again OPUCN benefits from that forecast.

Alternatively, we've chosen to just keep cost of power neutral, because we don't know.  We can't forecast it, I don't think, properly, in which case if it continues to rise at the current pace, then Oshawa -- I mean, it just seems to us to be a natural fit.

That stems I think primarily from the fact that we've got a long term, the five years, which we're happy to work with.  However, over a five-year period, that amount can accumulate to be significant one way or the other.

MS. LEA:  Thank you.  So I think what I'm hearing is that in the RRFE policy, as I understand it, the Board is really saying for a custom IR, Here is your revenue envelope for the next five years.  Now you go away and manage it.  Don't come back for five years.  You've given us a plan, a good plan.  You're expected to manage within it.


Would you agree that that is the thrust of the Board's expectation with respect to managing within the rates set?

MR. MARTIN:  We do.

MS. LEA:  But as I hear you, there are some things that for any distributor might be a problem and that for Oshawa there are particular problems with that concept?

MR. MARTIN:  Yes.  I think the problems are exacerbated for Oshawa because of the lumpiness of the capital spend, the unusual load growth that may or may not materialize, and, in the case of the working capital allowance, the volatility of the cost of power.

So those are the things that we believe are outside of Oshawa's control.  They're significant, or they could be significant.  And what we've tried to do in our rate application is take our -- really take a conservative position on these things in order to come out of the gate with what is a reasonable application, but in the event that these things do not materialize as expected over the five years, then we want to be able to come back.

I wanted -- I do want to point out that in all cases we are accepting risk on a -- at least on a given year.  So we're not asking for the Board to true things up on a retrospective basis.  We're willing to live with the risk that occurs.

What we're trying to avoid is the cumulative effect of some of our assumptions going one way or the other, that are different than what we've predicted.

MS. LEA:  Thank you.  And you're also going to tell us in Undertaking TC1.2 the percentage of your revenue requirement that is at risk?

MR. MARTIN:  Yes.

MS. LEA:  Okay, thank you.  My last question with respect to the annual adjustments is -- comes from 10-Energy Probe-74.  In 10-Energy Probe-74, you were asked about how the annual update process might work from your perspective.  And there was little detail provided in the interrogatory.  Have you had an opportunity to think more about this and give us and the Board any better understanding of how you would propose this annual adjustment process would work?

MR. MARTIN:  Again, I'm not sure that we can detail it out, but we would expect that within a reasonable period, to allow everybody to make a proper decision, our expectation is that we could file an application put before the Board, which would include the adjustments that we're proposing, not only for the next period, but in most cases we're going to be filing for updated rates for the remainder of the test years, with the supporting evidence.

So if I take, for example, the load forecast, we would be looking at -- we would be reforecasting that load forecast for the remainder of the test years, with the applicable or sufficient and appropriate evidence.

We're hopeful that that evidence, then, could be reviewed.  And similar to an IRM type of a -- although it is a bit more complicated, granted -- intervenors would take a look at that application.  They would be -- obviously, they would file their questions and concerns and clarifications and arguments, to which we would present our responses, on the hopes that it is not so complex that we would need to entertain technical conferences and hearings, hopefully that we could get through the process without -- essentially a written process, and a decision thereafter.

MS. LEA:  Okay, thank you.  Those are my questions with respect to annual adjustments.  I don't know -- do you need some time?  Does anyone else want to ask questions at this time about the annual adjustments?  If not, I will move on to incentives.

Okay, hearing none, I wonder if we could have a look at the two proposed incentives that you brought forward.  It is always very interesting to look at new proposals being brought forward to the Board for their consideration.  Of course, I am going to criticize them as part of my role, but take these questions in the spirit they're given.  We wish to explore these as you have brought them forward.

MR. MARTIN:  I thought we were going to get congratulated for coming up with something new.

MS. LEA:  Well, that is just kind of what I said, kind of sort of.


[Laughter]

MR. MONDROW:  The attention should be flattering.

MS. LEA:  Yes, exactly.  If they were no good at all you wouldn't be receiving any questions on them, right?

Okay, let's begin with the CCIEIM.  I am not going to attempt it this time to give the full name, but perhaps you can do so.  I guess I have a fundamental question about this -- well, maybe two.  This application is not, as you have agreed, a custom index application based on some external parameter where your rates are shifted every year based on an index and that index being determined by external benchmarks or other cost escalators that are external to the utility.

The way you have presented your application, as I understand it, is it is based grounded on your costs, on Oshawa's costs.

And as we have just discussed, there are many adjustments here proposed to reduce the risk to Oshawa and to its ratepayers of that -- any failure to forecast costs accurately, particularly given that it is a five-year period over which you are forecasting.

So given that, why is any incentive necessary?  You're working within a framework of your own costs, with many adjustments.  Why is this CCIEIM necessary to incent behaviour?  Sorry, I should be -- maybe I do need to read it out loud.

MR. MONDROW:  You can call it the capital efficiency incentive, if that is easier for --


MS. LEA:  The capital efficiency incentive, all right.

MR. MARTIN:  So I think in the -- I think this -- we believe this is in the spirit of the RRFE.  So we have -- so again, the capital incentive does not relate to all of the costs and expenses that we have outlined.

So I think it is -- I think it's always important -- I think it's always important, and we talked about this yesterday as well -- I think it's always important to take the proposed costs and line them up in their own categories.

So, I mean, you know, again, you mentioned -- you've mentioned a couple of times that we have not sort of developed -- this is basically developed or framed around our costs, and it doesn't take into account any outside external indexes, et cetera.

And again, with OM&A and with our sustainability-type cap ex, I think I continue to sort of argue with that point. I think -- I think we've shown evidence with the benchmarking and metrics, et cetera, that we are, in fact, conforming to an annual -- there is an annual index that is implicit in our costs.

And I think we've shown that that annual index is sufficient to be better than the Board's IRM mechanism, for example, at least as it currently stands, and I think it also shows that we're -- the efficiency productivity factors are in fact better than the other LDCs.  So --


MS. LEA:  Yes.  Just --


MR. MARTIN:  -- let's park that for a second.

MS. LEA:  Yes.  My understanding is that your view is your evidence demonstrates that you are at least as efficient and more efficient over the years of the plan term than the Board would expect if you were going under IRM?

MR. MARTIN:  Yes.  Given an indexed IR -- given -- so that's where I make that connection to the index, or that concept of an index.

In terms of the capital spend, what we are now talking about is, we have a large commitment, or a large requirement, and again to a large degree, based on outside influences, we have come up with our own internal budgets for what it would cost to meet the objectives of those capital requirements.

We've gone out and we have benchmarked those costs independently with others.  So we've used Metsco, for example, to benchmark certain elements of our capital requirements.

We have used a third party, NBM Engineering, to again come up with what they would consider to be cost methodologies, and we have said, Okay, on the premise then that everybody agrees that these are reasonable estimates for these large capital spends, how about we put an incentive in that basically says, in the event that Oshawa is able to achieve those objectives for less than what those costs are, then Oshawa should be able to benefit from that for a period that goes beyond the test years.

I think it is important to remember that it's a symmetrical incentive mechanism.  We're also, in the event that Oshawa, in fact, it turns out that the expenditures on these capital investments in fact are more than what we -- so if we aren't able to build these things or meet the objectives within those cost parameters, then rather than simply rebase -- which is what happens now.

So while there would be penalties or there would be penalties or there would be financial penalties for Oshawa within the plan term, under the old regime we get the rebase in 2020 and we get to sort of wash those inefficiencies.  We get to kind of brush those under the carpet, and the ratepayers basically pay for those inefficiencies thereafter.

So in our case, it is a symmetrical incentive that basically says, Look, we're going to try our best to first and foremost meet the objectives of those capital requirements.  We're going to, in fact, do our best to meet those capital requirements and in fact spend less than what is -- you know, what is -- from the standards that are available, the costs that would be estimated for those.

In the event that we're able to succeed that, then we believe that we should be able to share in those efficiencies beyond the rate term.

Similarly, however, if we're unable to meet those standards, then we're willing to essentially relieve the ratepayers of that burden for the period, again, thereafter the period.

So I think that is -- I'm not sure whether that -- I think that answers your question.  Have I missed anything on that?  No.
Questions by Mr. Garner:


MR. GARNER:  Can I just ask a technical question about that?  When you say -- I think I understand the idea, but when you say reduce it.  So give me a concrete example.

Let's say you overspent the budget.  You would then record in your USOA accounts some lower value than the actual value of that asset going into place, and then depreciate that over that period of time.  Is that how mechanically it works?

MR. MARTIN:  That's how mechanically it works.  So essentially what you have is whatever our rate base is in 2020, let's say it is the next plan term, we would basically have an offset to that for the inefficient spend that would essentially reduce the amount that we would otherwise recover through the rate base over the period, some depreciation period.

MR. GARNER:  Right.  So that new value gets recorded or that adjusted value gets recorded, not the actual value of the asset?

MR. MARTIN:  Yes, that's correct.

MR. GARNER:  Thank you, sir.
Questions by Ms. Lea:


MS. LEA:  Can you please remind me which capital projects are subject to this incentive?

MR. MARTIN:  So we've considered -- so what we're calling the controllable capital expenditures, and, Ian, if I miss anything or, Ivano, if I miss any, it's the substation.

[Witness panel confers]

MR. MARTIN:  So it's the substation and all other distribution projects that we have outside of relocation.

[Witness panel confers]

MR. MONDROW:  I think it is the substation and the system renewal programs as defined in the Distribution System Plan, and the definition in the distribution system plan is important, because it is that definition that provides the framework against which the accomplishment of the projects is proposed to be measured.  So it is the system renewal program as defined in the Distribution System Plan, and the MS9 station.

MS. LEA:  And are these projects ones that will be affected customer growth and demand and customer connections?

MR. LABRICCIOSA:  There might be a small overlap in the way you are defining it, that there are some projects that give you load relief and are necessary in terms of renewal.

But in terms of pure connections and access, they should not be included, because that's the component we talked about that has some variability to it in terms of size, scale and scope.

There are changes that could happen that essentially we should not be held to the estimate at this stage, because they're largely based on what information we currently have that will be updated.

MS. LEA:  I am just trying to figure out what degree of overlap there is between projects that would be affected by the annual adjustment, the two annual adjustments related to customer growth demand and consumption, and actual and forecast net new customer connections, or the actual new customer connections, and those projects that are subject to the incentive.

MR. LABRICCIOSA:  They're separated.  There is no duplication from the deferral accounts to this incentive mechanism.

MS. LEA:  Thank you.  Now, I understand that you used the Ofgem, some information from the Ofgem incentive framework to craft this incentive and bring it forward.

MR. MONDROW:  Yes.

MS. LEA:  You agreed in your interrogatory answers that Ofgem has adopted a very different regulatory model than the one that we are operating under; is that correct?

MR. MONDROW:  Yes.

MS. LEA:  And that Ofgem -- and here I venture into this territory with some trepidation.  Ofgem, as I understand it, basis its rate-setting on industry-wide benchmarks, so that all of the distributors apply at once.  Their costs are looked at, and so therefore the forecast costs of any individual utility are less important than they are in our form of rate-setting.

MR. MONDROW:  We'll defer to your understanding, Jennifer.  I don't understand all of the nuances of Ofgem's regulatory model.

MR. LABRICCIOSA:  The overlap or -- sorry, I was just going to say the overlap or the mirror in that case is utilizing the external parties that we have to apply their knowledge of the work they do for the others, and the tools and the estimates they provide, to sort of corroborate our expectation of estimates.

So, in other words, yes, it is our costs and, yes, we use somebody else to validate our cost estimates on those projects, but the fact that the players we look to to validate that work within the industry and do work similar, if not identical work, for other utilities, that's where the comparison and the benchmarking, in our view -- without having the direct Ofgem policies and aspects to compare with, that's -- in my view, that's where some of the comparisons could happen.

MR. MONDROW:  Jennifer, if your question is:  Does Ofgem -- is Ofgem's model different, in the sense that it compares regulated utility forecasts with each other, the answer is, yes, it is different.

MS. LEA:  Thank you.  I guess the purport of my question was, in the absence of having Ofgem's entire regulatory framework here, is it appropriate to bring one thing out of that regulatory framework and apply it here?

And as I understand it from your presentation when we first met, you believe that this is an appropriate incentive to bring forward, given your belief that there is a disincentive in the later -- that there is a disincentive to be overcome here.

MR. MONDROW:  We haven't taken Ofgem's incentive mechanism and taken it out of the Ofgem regulatory regime and plunked it into the application.

MS. LEA:  Mm-hmm.

MR. MONDROW:  The evidence, as I understand it, says that Oshawa's capital incentive proposal was informed by Ofgem's philosophy on sharing risk and reward for capital investment efficiency as between the utility and the ratepayers.

And the proposal that is put forward in the Oshawa evidence is modelled on that philosophy and informed by Ofgem's approach, but they're different regulatory regimes.  We're not suggesting that it is going to work the way it works in the UK.  We're suggesting it is going to work the way Oshawa has proposed it is going to work.

MS. LEA:  And can I just go back to my first question, then?  Why do you believe this is necessary incentive?

MR. MONDROW:  So the counsel provided to Oshawa on what custom incentive regulation entails included the advice that the Board, in the RRFE report itself and in particular in the Enbridge decision, articulated a desire to see within any of its RRFE rate regulation frameworks, including the custom IR framework, incentives for continuous improvement.

And the two incentives proposed in the application respond to my interpretation, which was part of the advice I provided to Oshawa on what the Board would like to see to make a custom IR proposal acceptable, and one of those elements is incentive for continuous improvement, and these two incentives are offered and I think explained as intended to incent continuous improvement.

MR. MARTIN:  And to just add to that, Ian, I mean, the disincentive that you referred to, I think I tried to address that without using the term "disincentive", but currently, as I mentioned, I mean, the current rate regime is for these types of inefficiencies, if we want to call those things, to be basically taken up in the next period, the rate base period, and I think that is where the disincentive -- the notion of the disincentive stems from.

So what we're trying to do is, yes, we believe it is appropriate for the incentive piece on these capital projects, but we are also trying to address the disincentive, which I think the RRFE -- we believe the RRFE is also trying to address.

The disincentive that sort of occurs now whereby, in the next rate-setting activity for Oshawa, in the event that we in fact aren't able to -- or we simply spend more than we planned, then there is no -- there's no repercussion for that currently.

So we believe it is important for that to be something that -- that would be adopted.

MS. LEA:  All right.  Thank you, we will think about all that.

Now, I just have one more question on that incentive.  Just a moment.  Yes.  This is a question of clarification only.  In 10-Staff-47, we asked you a second question in that interrogatory, and as I read your response, I don't think you answered it.

The question was:  "Does OPUCN agree that the proposed incentive will not achieve its purpose if OPUCN's forecast of capital costs is too high?", but I do see that I believe you provided an answer to that question in response to 10-Energy Probe-70 in part (c).

And I wonder if you could just confirm that your answer to that question would be contained in 10-Energy Probe-70, part (c).

MR. MONDROW:  Just give us a minute.

MS. LEA:  Thank you.

MR. MARTIN:  Ian, are you...

MR. MONDROW:  Sorry, just one second.

[Witness panel confers]

MR. MONDROW:  Sorry, Jennifer, I was hesitating.  I think the answer to the question -- Staff's question is actually in 10-Energy Probe-71.

MS. LEA:  Okay, thank you.

MR. MONDROW:  So 70 deals with the other incentive mechanism proposed --


MS. LEA:  Oh, yeah --


MR. MONDROW:  -- which is efficiency carryover mechanism.  I think if you look at part (c) of 10-Energy Probe-71, the answer is similar, but that response actually addresses the capital efficiency mechanism that we've been discussing, and says that directionally overforecasting the costs of the CCIEIM eligible programs would produce a greater chance of triggering the CCIEIM incentive, and then it talks about the third-party validation of the costs of the programs that are within the proposed mechanism.

MS. LEA:  Great, thank you.  I think I just probably made an error in my numbering there.  Okay.  Thank you.

MR. MONDROW:  So that is responsive to the second part of staff's question, we --


MS. LEA:  Thank you.  So those are my questions on that incentive.  I would invite anybody else to -- who has some questions on that incentive -- thank you.
Questions by Mr. Rubenstein:



MR. RUBENSTEIN:  Thank you, I have a number of questions.

MR. MONDROW:  Sorry, Mark, just before you get there.  The response talks about Metsco's validation.  Something in my head is telling me it was actually NBM that looked at the --


MS. LEA:  Yes.

MR. MONDROW:  -- municipal substation and -- so I think that is wrong in that respect --


MS. LEA:  Some confusion in my head about it, yeah.

MR. MONDROW:  Yeah, so I apologize for that.  I think that should be a reference to NBM.  I think the evidence -- pre-filed evidence covers that.  I'm pretty sure that is not Metsco but NBM that looked at those two programs.

MS. LEA:  In 10-Energy Probe-71.

MR. MONDROW:  It should -- yes, I think that reference in 10-Energy Probe-71, part (c) to third-party validation should be a reference to NBM Engineering, rather than Metsco.

MS. LEA:  Thank you.

MR. RUBENSTEIN:  Thank you very much.  I'm looking at 10-Energy Probe-71.  I don't think you need to turn it up, but that is just a reference for you.  And I am interested in how this mechanism will work in this regard.

Since it is on a program -- not project -- basis and there's been a lot of discussion -- we had a discussion at the evidence conference about this, and I was a little confused, and now I think I understand it -- and one of the issues is, well, things change.  You have a renewal program and the scope will change on various jobs or you will have to reprioritize and do something else that you didn't want to do.

And my understanding at a high level from your response is, well, at the end the Board will sort of determine, you know, if you did the -- in a general sense what you set out to do, to determine how to apply the efficiency mechanism.  Am I correct?  It's not going to look at the ten projects in this, necessarily look at the ten projects and say, did you -- for each one the cost is plus or minus, I mean, you know...

MR. LABRICCIOSA:  Yes.  Essentially you're correct.  I mean, we would look at the portfolio of work that we had planned to do and pass the judgment that we delivered that at the cost that we -- the estimate was based on versus the actuals that it was delivered at.

MR. RUBENSTEIN:  This is where I am interested in.  So in five years, when we're back here and we're determining if you have met, you know, the goals of the project, what is the Board going to -- how do you see the Board to make that determination?  What are the markers that you have accomplished the job that you set out to do, recognizing that there will be changes?

MR. LABRICCIOSA:  The changes we envision on these projects we're putting forward are the sense that, again, the estimates are based on the methodologies used in the past, and that we find new ways to deliver them at a lower cost.  I mean, that is essentially the change we would have to deliver in order to save money on these jobs.

MR. RUBENSTEIN:  But individual projects, the scope may change.  So I will give you an example.  Say this was a one-project program and it was -- you know, you've set out the costs to replace six transformers and a number of poles, and it turns out that when you get there actually you need to do more work.

So the cost actually will increase, right?  That is a scope change.  We're coming back looking at it.  Are we comparing it to the original cost?

MR. LABRICCIOSA:  We would have to explain the purpose of that scope change based on the evidence that we filed, and it is based on the information we know.  We've framed these projects up as they're to be delivered.

If in fact -- the situation you are describing, I think, could come forward that an adjacent area to the area we're constructing would be a useful thing to do, and it would make sense to do it simply because we're already in the area.  That's in addition to the scope of the job.

But right now the way we've carved the projects out they're defined in specific areas, a start and finish point.  So I don't want to mislead you into thinking that once we get into an area if we find there are things adjacent to it where it would make sense to extend the project from an efficiency perspective, and we undertake it, we would bring that forward as a change in scope.

Otherwise, right now the way it is defined is a start and a finish point, and we should be assessed on that and the savings that we could derive from that.

MR. MONDROW:  Sorry, just to be clear.  So Ivano has talked about a change in scope.  On the scenario Ivano has outlined, the adjacent -- the work in the adjacent area would not be subject to the incentive mechanism.  The incentive mechanism is defined with reference to the Distribution System Plan.

The Distribution System Plan details the -- we're only talking about the system renewal program, because the municipal substation is a discrete job.

The system renewal program is detailed in the Distribution System Plan and includes specific feeders in specific places that will be subject to renewal.  And those specific facilities will, at the end of the plan term, subject to deferral -- which you may have a question about, but we talked about that separately I think at the last discussion.

So subject to deferral and having to adjust what the evaluation looks like, that system renewal will have to be accomplished by the end of the plan term in some fashion, which hopefully will lead to lower costs, but if it leads to higher costs, then the incentive mechanism or the disincentive piece of the incentive mechanism will apply to the higher costs.

MR. RUBENSTEIN:  Just to be clear, I don't actually -- my concern is not with the intent.  I actually like the intent.  It is just how this is going to work, because that's -- where you get into the details or get -- it may be problematic for both sides, and it's the same concerns would happen on your side where the scope changes, the cost changes, and it gets higher but, really, you're doing more work and there is a benefit versus the opposite.

But in your example about in the DSP it says, We will do feeder X as an example, and then it ends up being -- you know, because this is a five-year plan and it gets harder to predict, you know, what needs to be done in year 5, you realize actually, I need to do feeder Y before, right?  I need to do feeder Y before.  I need to bring this project up where I would have maybe have done that in a couple of years because of a change.

Now, the costs may not be the same for those two, to do those feeders.  Are we now sort of removing the feeder X?  Are we considering, because you said you would do ten feeders and you've done ten feeders, they're just different?

Those are the issues that I am concerned about.

MR. MONDROW:  So what the evidence says at Exhibit 10, tab C, bottom of page 16, and we struggle with this in presenting this concept, but what the evidence says is:
"... the onus will be on OPUCN to demonstrate that the completed projects achieve the results of the capital program reflected in the scope and criteria for the projects as set out in OPUCN's Distribution Plan."

So in order to get any reward, OPUCN will have to demonstrate, to the satisfaction ultimately of the Board, that it did what it said it was going to do in respect of the project as defined in the Distribution System Plan.

What will happen in various scenarios is very hard to predict, admittedly, and there is a lot of risk on Oshawa to trying to do this more cost effectively, and then being faced with a decision:  Well, thanks very much for that, but you're not getting any incentive, because we're not persuaded.  And they're prepared to take that risk.

MR. MARTIN:  I think we will have to deliberate.  We will be -- sitting out five years from now, we will be deliberating on what is new, so what wasn't in the original distribution system plan; therefore, what is new and, therefore, it is outside of the incentive mechanism.

So we're going to have to be able -- to be able to basically look at the Distribution System Plan as it is.  We're going to have to carve out things that are new or otherwise weren't required, distill that down to, okay, here are the projects that were performed or were produced relative to the Distribution System Plan, and how did we do?

There might be scope changes within those projects.  So if we were -- I mean, if the standards that are existing today require us to do certain things to accomplish that particular objective, if those standards change and we're required to do more, you know, then that type of thing would be at our risk.

If technology were to develop that allowed us to achieve that objective, then -- and it allowed us to do it in a less expensive fashion, then we would take advantage of it.

But, Mark, you're right, there is going to be an element of decision that is going to have to take place at the end of the term to basically say, Okay, here's where we started.  Here's where we ended.  Here's what needs to be included in the incentive plan.  And there may be things that are brand new.  There may be things that -- I mean, deferrals, we want to carve out if -- in the event that MS9 gets deferred beyond the term, that wouldn't be certainly eligible for incentive.  That's simply a deferral.

So there are some moving parts that are going to take place.

MR. MONDROW:  So, Mark, the reason I interjected is because the relief claimed in respect of this proposal is acceptance of the concept of the proposal and acceptance of the proposed parameters, in particular, the onus on OPUCN to justify any incentive claim at the end of the period relative to the approved distribution system.  That is the relief claimed.

Admittedly, there is uncertainty about how that will be demonstrated, depending on how the projects unfold within the renewal system plan.

And to be clear, again, OPUCN is prepared to take that risk, if the Board approves the concept, and have the onus at the ends of the plan term of demonstrating that it deserves an incentive based on the accepted concept.

MR. RUBENSTEIN:  I mean, there is risk --


MR. MONDROW:  That is as clear as I can be about what the application requests.  Sorry, go ahead.

MR. RUBENSTEIN:  So let me ask a second question about the proposal.  So without -- sort of the basic way this would normally work is -- let's use one example.  There is a project for a million dollars that's built into rates for the term of the plan.  Then if it turns out to cost you $2 million at the end of the day, when you come in to rebase you seek to put that additional $1 million in rate base.  The Board makes a decision.

Under your plan, you are limited to what that amount could be?  Do I have that first step correct?  You only bring in 50 percent of those costs; correct?

MR. MARTIN:  Correct.

MR. RUBENSTEIN:  Does the Board still have the authority to say:  The project was double what you expected it to be, that's imprudent, and none of that -- none of that or some lesser amount could be added?

MR. MARTIN:  I think so.

MR. RUBENSTEIN:  Then 50 percent of that aspect could --


MR. MONDROW:  The Board always has that authority, yes.

MR. MARTIN:  Yes.

MR. RUBENSTEIN:  All right.  I want to ask about 10-Staff-55.  So my understanding at a high level what the intent from the NBM costing that was done was, just to have a third party say the costs that you have proposed are -- and because your costs come in lower than what they had said doing such a job is, that the benchmark costs that we're setting is reasonable.

MR. LABRICCIOSA:  That's correct.

MR. RUBENSTEIN:  I understand that.  And my understanding is what you have essentially provided to NBM was a very -- was a high-level description of the project.  And you can go through the study, but it is essentially one line of what you're seeking, you know, main street overhead, six transformers, five poles, what's the cost.

MR. LABRICCIOSA:  Correct.  It is what we call a scoping document.  So the same information we use to develop our estimates is the same information they receive to develop their estimate.  It is a scope document of the job.

MR. RUBENSTEIN:  And now in this, Staff asked you about how they came up with the estimates, and it talks about industry standards and in-house resource tables, which they asked for it and NBM said they won't provide it.


My first question is:  My understanding is the costs that NBM was using were not your costs to a project, so they didn't look at your labour costs or your --


MR. LABRICCIOSA:  Correct.

MR. RUBENSTEIN:  -- whatever your procurement costs are to get a transformer.

MR. LABRICCIOSA:  Correct.

MR. RUBENSTEIN:  They were looking at sort of an industry-wide?

MR. LABRICCIOSA:  They were basing it based on their understanding of what it would cost to do that job.

MR. RUBENSTEIN:  Of who?  An average utility?

MR. LABRICCIOSA:  It's just their experience to do that work in Oshawa.  So they would base it, my sense -- it's not my estimate; it's theirs.  But my sense would be they would -- as they've done work for us and others similar to us in the past, they would look at the scope of a job and put together an estimate of what they felt in our area would cost.

I would have to go by their experience, their past experience on jobs they have undertaken for others and for us to do that type of work.

MR. RUBENSTEIN:  The problem I have with the comparison and sort of determining if that is an appropriate base line is, since it is not using your costs or what the labour costs are for Oshawa or what the resource costs that are yours, and if your general evidence is you're more efficient than sort of the average utility, then obviously it is going to come in with a higher cost.  How do we know that the base line is actually correct?

[Witness panel confers]

MR. LABRICCIOSA:  So from my perspective, if you think about the types of things utilities sort of benchmark themselves on, in terms of labour rates and equipment rates, and we buy the same types of trucks, the contracts and labour rates are similar when you deal with core resources like powerline people.

I mean, they have to be competitive to some degree.  Otherwise, you know, people do switch organizations.

While my sense would be there might be some differential in labour rates, it is not significant enough to make the estimates stand outside of a reasonable estimate.

In other words, NBM was used to validate our numbers without using our specific information, in terms of who we would use to do the job.

So given the scope package, we were trying to get the estimates to be somewhat reasonable, in terms of saying this is a reasonable estimate for the job, not an exact match of the costs of the job.

MR. RUBENSTEIN:  The problem, though, is because we don't know what the resource table is.  We don't know what the costs are.  We don't -- we can't confirm that.  And you don't know what -- you don't yourself know what the resource table is.  This is the problem I am having with the utilization of that study as a validation or anything you -- however you want to phrase it.

MR. MONDROW:  Well, Mark, you're not an engineer.  If you had a resource table from NBM Engineering, how would you know whether those dollars are right?  I wouldn't.

MR. RUBENSTEIN:  No, but the idea --


MR. MONDROW:  This is an engineering firm, and they were obtained to provide an engineering view, and that is what they did.  If you want to challenge their veracity or their qualifications to do so, you can do that, but I'm not sure what else --


MR. RUBENSTEIN:  The idea was I want to understand how their resources or the cost inputs that they're using differ from Oshawa's.

MR. MONDROW:  But I am not sure -- maybe there is a misunderstanding about what NBM's report was supposed to do.

I heard you say earlier, you know, if you're more efficient than everyone else then we're not getting your true costs, but I'm not sure why that matters.

The point is Oshawa needs to be and wants to be and is proposing to be incented to be better than expected.  Expected isn't expected by Oshawa.  Otherwise they would never be better than themselves.  How could they?  It is a tautology.

Benchmarking is by definition to something outside of Oshawa.

MR. RUBENSTEIN:  Sure.  But the idea here is -- the incentive mechanism which you are proposing is trying to incent you to do your work cheaper than what you had forecasted to do it, to do the capital program at a cheaper cost.

MR. MONDROW:  Right.

MR. RUBENSTEIN:  So the idea is you want to make sure the forecasted cost is an appropriate starting point, it is not overinflated.  There is an inherent --


MR. MONDROW:  What Oshawa has shown is that their forecast is at or below what an independent third-party engineer would predict the cost to be.

MR. RUBENSTEIN:  The problem, though, is they're not utilizing the same cost inputs.  And I don't mean the amount of time.  I'm talking about the dollars, in terms of labour rates.  If an average -- if the NBM resource table says it is going to cost 20 percent or 10 percent more for the labour than Oshawa's using or Oshawa actually has, then the cost structures are different.  That's the issue I had.

MR. LABRICCIOSA:  Well, again, you know, considering that our labour resource -- I think I was trying to answer the question by saying considering the labour resources that we would use on the job, is the same resources that NBM would use.  In other words, they're qualified journey-type persons on the job.  I don't think anybody is saying we're going to use less qualified or underqualified people.

So considering the qualifications are somewhat standard in the industry, and those are labour rates that everyone typically benchmarks, they are within reason, not, you know, orders of magnitude different.

I would say it is based on the same foundational elements of the number of resources.  The only variable would be number of hours those resources would take to install the equipment.

So the resource type shouldn't be an issue.  I think where the savings come in is the amount of effort applied to get the same amount of work done.

MR. MONDROW:  But in fairness, Mark, what you are trying to explore is how do you know that the resources are comparable.  Ivano said they should be, but that is what you're after.

Can you remind me, did anyone ask -- I just don't remember, did anyone ask for the resource table used?

MR. RUBENSTEIN:  Yes.

MR. MONDROW:  What was the response we gave?

MR. RUBENSTEIN:  No, the in-house resource table is not publicly available, and NBM respectfully declines to provide this information.  This information is proprietary information developed by NBM for applications to its projects, and the public release would harm NBM's competitive and commercial position in the market.

MR. MONDROW:  Okay.

MR. RUBENSTEIN:  This is why --


MR. MONDROW:  So what response are you looking at?

MR. RUBENSTEIN:  Well, I would like you to provide it.

MR. MONDROW:  No, no, I understand.  What number are you looking at?

MR. RUBENSTEIN:  I am looking at -- this is why I brought you to 10-Staff-55.  Yeah.

MR. MONDROW:  55.  Okay.  So can you just leave that with us and I will have a session with Oshawa at the break and we will get back to you on that.

MR. RUBENSTEIN:  In response to something Ivano said.  When you are doing your costs for the projects, are you -- well, let me back up.  Is it your expectation that the majority of the costs that will be utilized by this -- by the incentives, so the capital projects that would fall under this, would be undertaken by Oshawa or contractor staffing?

MR. LABRICCIOSA:  It is a combination of both elements, in terms of undertakings, because the amount of work we're expected to undertake exceeds our internal resources, so there is a combinatory effect there.

MR. RUBENSTEIN:  Then when you determine the costs when you did a high-level costing of this, are you using -- what is the assumptions you're making?

MR. LABRICCIOSA:  It is the same assumption that we've used in the past.  Because we use outside resources to supplement our work, we have a blended approach.  So it's along that same lines.

MR. RUBENSTEIN:  Thank you.

MR. MONDROW:  We will come back after the break, Mark, and address this response.

MR. RUBENSTEIN:  Those are my questions on this.

MS. LEA:  Mark Garner?
Continued Questions by Mr. Garner:

MR. GARNER:  I have a couple.  One to just comment on this last back and forth, is I think the difficulty is partly that that's been brought forward.  I mean, there is -- generally we've seen evidence that contractor costs are quite different than utility costs, right, and therefore there is really a differential that is significant, and that leaves some unease.

But my questions -- my question on this one -- and again, I'm -- like my colleague, I am impressed with the idea.  The difficulty is in the execution of it, and for the same reasons that he has brought up.

But I have two other areas that I just don't understand how they get impacted.  One is pacing.  So to use an extreme example, which I know isn't true, but to make the point.

So under this scenario, you wait until year 4 and you do all of the projects, which clearly isn't possible, but you know the point.  The point is you shift and, therefore, you create the same projects, but people are paying for them, and then paying for them later really and not in the front.

Could the plan be modified to have an annual, biannual, or something in between in order to assess the plan?

MR. MONDROW:  Sorry, before the question is -- I am not sure of the premise of the question, Mark.  You said something about people are paying for them and paying for them again later.  I don't quite understand that.

MR. GARNER:  Well, the projects will all get -- they're all derived as if they would be done during the period, right, but in fact they all get done let's say in the last year.

MR. MONDROW:  But they're still being done during the period and they're still being paid for once, so there is no double payment.

MR. GARNER:  Well, maybe you're correct.  Is that what Mr. Mondrow is saying, is -- would that be correct in your view?  Because maybe then it is a moot issue.

MR. MONDROW:  If the question is about demonstrating the pacing, you can ask that question, but I just, I want to get the premise right.

MR. GARNER:  Well, no, I think you have raised -- maybe you have answered my question on the pacing that may not have an impact.  I still would have the question about whether there's a -- you should have pacing in this or -- sorry, not pacing, you should have a period time to look over it during the thing.

MR. LABRICCIOSA:  If I can -- I think I understand where you're coming from in the question.

In theory you're right; people can back-end the actual spend until, in theory, in the last year and collect upfront without actually delivering the jobs until the very end because of the pacing issue.  In practice you're right; it can't be delivered exactly like that, because we just don't have the capability and resources.

But what keeps it in check, I believe, are two things.  One, we do have to come back and provide status updates in terms of where we are with the program, and we would know that we would have projects that we delivered on and maybe some changes to projects in terms of other needs that may have advanced and shifted projects in and out, and we want that flexibility.

And two, because we have to report on the compliance matters to the Board, reliability, customer service, those kinds of things, you know, I doubt you can shift all projects that are based on an asset condition that are near end-of-life.  You can shift them out very long periods without suffering the consequences of bad service or bad reliability.

So I think in those two things, they keep us in check, if in fact we could defer things for longer periods.

MR. GARNER:  Why I asked the question is, it seems to me -- and maybe you can comment on it -- if one were to have more frequent or periodic reviews of the account and, therefore, certain discrete projects or areas that get done can then be assessed and said, yes, we did it and now we get our reward or we pay our penalty or whatever, one can sort of monitor, as opposed to at the end where you just have to take the holus-bolus thing and say, Did it all work out, et cetera?

Would there be any merit in doing that?

MR. MONDROW:  We have proposed that part of the annual review would be to review the balance -- well, first of all, there is an annual review of progress against the Distribution System Plan, and I think there is actually a specific proposal that the balance in the variance account set up in respect of this incentive mechanism would also be subject to annual reporting.

MR. GARNER:  But not annual disposition, so to speak?

MR. MONDROW:  No, not annual disposition.

MR. GARNER:  Just a reporting thing?

MR. MONDROW:  Yes.

MR. MARTIN:  We're mindful of how many adjustment mechanisms we have.

MR. GARNER:  Right.  My second question is really a departure from all of that.  One of the concerns, as you can hear from all of the parties, is this issue about this change of scope in the projects, et cetera.

I am curious why the general plant part of your capital budget wouldn't be more suited to this type of mechanism, given that general plant has very little discretion, in the same way that you don't -- you know, once you open up something when you are doing distribution work, you find the problem is different than you expected, et cetera.

General plant projects are more discrete.  I think some of your IT projects are fairly discrete project.  Why would that not be part of this concept?

[Witness panel confers]

MR. LABRICCIOSA:  Quite frankly, Mr. Garner, I think you raise a good point.  I don't think we ever included it as part of this.  We sort of focussed on the core projects that we can get benchmark estimates on.

I am just not sure, you know, in a building and/or IT and/or fleet-type initiative, that we could find appropriate benchmarks to say:  Here's an estimate for it and we're going to deliver it less.

But I think the concept still holds.  I think you can apply it.  It is just in terms of appearing in front of this Board to try to explain where the benchmarking estimates for those things came from, I am not sure we could do that appropriately.

MR. GARNER:  Well, maybe if we turn our mind to it before the settlement, that might be something.

But I am a little confused by the response, because I thought the way it worked is you have a benchmark right now.  So, for instance, for your fleet, which would be part of it, you would basically said:  Here is my fleet costs.  Here is what I am going to do.

So we would say, Well, you said you were going to buy five trucks.  You bought five trucks, and somehow you managed to buy five trucks cheaper than you thought.  Bully for you.  You get something for that, you know, that sort of thing.

Isn't that the way you are doing the other parts of your...

MR. LABRICCIOSA:  Well, the only exception is we use the third party to validate those things, and I guess what we could use is our history of how we bought trucks to validate that, but I think we would face the same line of questioning.  How do we know we bought them as efficiently, or how do we know it is not being overinflated somehow, other than the fact that history holds it in?

We struggled with how do we match an independent estimate for that  And maybe trucks is a bad example because, you're right, we don't manufacture the trucks; we just procure them.  But in terms of IT and doing the work ourselves, in terms of buildings and facilities, again, it was a bit of a difficult exercise to try and figure out an independent match for that.

MR. GARNER:  But, again, and this is more commentary than question, IT, for instance, seems to me to be well suited to that.  If you have a major IT project, you budgeted half a million dollars for it, and, as we all know, IT is a very difficult management issue for management, because IT people seem to have their own view of how the world works and how much you should pay for that world.

And it tends to be one of those places cost control and management have their biggest challenges and, therefore, lends itself most to an incentive mechanism that, if you manage that well, you would then produce a reward for yourself; right?

MR. LABRICCIOSA:  Agreed.  I agree with you in terms of the risks are there.  I am not sure how to benchmark it to say, you know, our estimate was a good estimate and to prove that.

MR. GARNER:  Fair enough, thanks.  My next question is about the projects under system renewal that you would apply this, as I understand it, mechanism.

I thought it was all the system renewal projects that you have in your budget, which is overhead, underground, station rebuilds, and then there was another one, which is reactive emergency plant replacement.  Does it include that one, too?

MR. LABRICCIOSA:  I don't think so.

MR. GARNER:  Maybe you could clarify before the end of this just so we would know, because I was confused if that was included in it.

MR. LABRICCIOSA:  Subject to check, we will come back to it.

MR. SAVAGE:  Well, no.  I can clarify it's not included.

MR. GARNER:  Okay.

MR. LABRICCIOSA:  Thank you, David.

MR. GARNER:  Okay, thank you.

MR. LABRICCIOSA:  Sorry, just on the one point you mentioned about contractors, Mr. Garner, and I am sure it is on everyone's mind.  I heard the statement that contractors are generally cheaper than utility staff when it comes to this discrete labour rate.

What I would ask you to consider is the fact that when we use contractors, there is a big compliance component for public safety and worker safety, and with the contracting work and the quality issues that we have to manage, we tend to have to also include our labour rates for inspection, and administration and management of that.

And while that is not directly imposed on the actual labour rates of the individual trades, it is added to the costs of the entire job.  So I wouldn't want people to just draw the inference that the labour rates are cheaper and, therefore, the entire projects costs are cheaper.  We do have exposure there, as well.

MR. RUBENSTEIN:  Can I just ask a follow-up question?  You currently -- I know you said you don't have the capacity, so you hire contractors to do various capital work.

Are there certain programs that you both have contractors doing and that your internal staff do?

MR. LABRICCIOSA:  Sorry, I am not sure I understand your question.

MR. RUBENSTEIN:  Is there similar capital work that you currently have both internal staff doing and for the same type of work you have or have had contractors doing?

MR. LABRICCIOSA:  I think the answer is yes, if I understand it.  We use the same resource type and do the same work, yes.

MR. RUBENSTEIN:  Are you able to provide us some examples so you can demonstrate what the costs are for a certain type of project, if it is done by a contractor versus your own internal staff, so we can get a sense of that and it would include the things you just talked about?

[Witness panel confers]

MR. LABRICCIOSA:  Certainly in terms of looking at type of wore like overhead work, I can bring you -- I can bring results of overhead work.  But my difficulty in committing to that question would be it's very difficult to compare jobs.  They're different jobs.  They're not identical jobs.  So from --


MR. MONDROW:  So Mark -- both Marks, you're trying to get a sense and validate the costs of using external labour versus a cost of using internal labour for a given sort of job?

MR. RUBENSTEIN:  Yes.  I mean, Mark raises the point that we have seen, is contract labour is generally -- I say generally -- cheaper on a like-for-like basis than internal labour.  Ivano's comment is, Sure, you but need to recognize there is some other costs.

So the difference may be 5 percent.  It may be 1 percent.  It may be 25 percent.  I am trying to understand for Oshawa what that difference may be.

MR. MONDROW:  Is there something that, Ivano, you can consider that would provide the information on, if you have a job that is totally internally done and you have a job that is largely or partially externally contracted, what the comparable -- that are fairly comparable projects, what the relative costs would be?

MR. LABRICCIOSA:  Yes.  And, again, it is not the difficulty --


MR. MONDROW:  Whatever caveats you need to attach to that.

MR. LABRICCIOSA:  Yes.  And I think there are a bunch of caveats.  I think that is what is causing me to think a little bit before I answer the entire question.  It's not the difficulty in bringing historical job costs together.

It's what other costs are or are not embedded and how to compare the two.  And in my particular case what I am looking at is, you know, the fact that a contractor bid job "A" in history at a certain price may not necessarily mean that all jobs get bid at that price.  There is an element of market dynamics that come into play.

And when you look at -- and the example that's at the forefront of my mind, you look at the agreements that contractors have signed recently.  They've paid their staff and the labour side, labour agreements, higher than what the utilities have paid on the same labour resource.

So this notion that, you know, that they are cheaper applies in history, but my sense is that dynamic is changing and it is changing as agreements change.

MR. RUBENSTEIN:  But you have made some assumption, because you said, when we were talking about how do you cost your internal jobs, you said, well, we've done a blended rate because --


MR. LABRICCIOSA:  Yes, yes.

MR. RUBENSTEIN:  So some sense, or you're having a forecast at least of what these costs would --


MR. LABRICCIOSA:  Yes.

MR. MARTIN:  So I think we're losing the -- I mean, if -- we need to establish -- I think we're talking about two different things here.

We need to establish whether the forecast of costs is correct, or at least as can be used.  And what we've done to provide comfort for that is, we've got our own costs, and we have third-party costs for similar jobs.

I think we're sort of losing the concept here of what the incentive is about.  If we buy the fact -- I mean, we try to use the third party to use general costs, et cetera, in order to establish that we aren't gaming.  And in fact, in the case -- in most cases our internal forecasts were less, and we went with those.

If in fact we're able to use a contractor and do that particular job for less, I mean, that's what we're talking about.  It is a win-win.  That is what we're talking about.

We were able to accomplish or meet the objective of that job for less than what the standard practice or the standard costs of that job was for.  So whether or not we used a contractor, internal labour, I'm not sure exactly -- I don't think that's -- I think that is defeating the purpose of what we're trying to achieve here.

The fact is, is that if it typically costs X to build a substation and we're able to do it for less, notwithstanding how we do it, as long as it meets the criteria, then I think we should be rewarded for that.  I don't think we should be -- you know, so I think we need to just establish that that's the whole point of the incentive.

MR. RUBENSTEIN:  I would agree with you, but with this one qualification, that the objective is to say, it is reasonable -- the reasonable forecast for Oshawa -- and I don't just mean Oshawa, Oshawa, either internal labour or contractor labour, to do a job as X, and you end up doing it underneath that for a cost lower, there should be an incentive.  I agree with that.

But it should not be an incentive that you are doing it at less than some industry practice cost, because your evidence is based on that you're actually more efficient.  So you should be cheaper.  The question is how much cheaper.

MR. MONDROW:  I'm sorry, Mark, I thought your premise was that external labour is less expensive than internal, or was it the opposite?

MR. RUBENSTEIN:  Yes.

MR. MONDROW:  I thought that's what you said.  Okay.  And you wanted the NBM resource table because NBM specified, as their evidence says, I think, specified these costs based on the costs of external labour, which should be cheaper than internal labour.

MR. RUBENSTEIN:  Well, I don't know -- no.  I don't know if the internal resource is using contractor labour or -- this is what -- it is some blended rate of contracted labour versus average labour rates of utilities.  I don't know any of that.

MR. MONDROW:  But either it is external labour, which is cheaper, or it's not, which is the internal costs.  So I'm --


MR. RUBENSTEIN:  Someone else's internal costs.

MR. MARTIN:  No.  So again, Mark, we're -- again, NBM did an independent study of what would be a typical cost or design and cost for that particular job.

We have put in Oshawa's costs.  That is the forecast we're using.  That takes into consideration the efficiencies that we have typically gained historically and are in fact forecasting those gains going forward.

We do -- we do have efficiencies.  We have been able to manage costs effectively, and I think the evidence shows that, in fact, you know, we've actually shown that, I think, we can take some comfort in the fact that the forecasts we came up with, in fact, were less than what was considered to be standard practice.

So I think we have built in the efficiencies for Oshawa in that respect.

MR. RUBENSTEIN:  I think the question is to make sure that the amount that you are building in is an appropriate amount as the base line, right?

MR. MONDROW:  Well, if -- they've given -- the forecast -- their forecast costs are in evidence.  That's their evidence about what their cost is going to be.  You can accept that evidence or not accept it, or ultimately the Board can accept it or not accept it.

They have also evidence that their forecast is below the estimate provided by NBM Engineering, based on either external or internal, but in any event there is no cheaper way to do it than internally, I think you're taking the position.

So I am not sure what more you want.  I mean, if you want an audit of their own costs, we haven't produced that, and we're not going to produce that.  I am not sure how else to demonstrate what you are looking for.

MR. GARNER:  I thought the idea was that the problem was --


MS. LEA:  Microphone, Mark.

MR. GARNER:  Sorry, I thought it was working.  It's on.  I will try it again.  Now it is working.

I thought the issue -- and I don't know, because the NBM stuff doesn't say this, right -- that the NBM labour rates, or rates, whatever, could be from the highest utility in the province and the highest costs ever built, and those would be the costs that you would be comparing to yours, and they would say, yeah, that looks good, and then someone would say, yeah, but that is the highest cost you could ever pay for something, to use the extreme example.  I thought that was the issue.

So in order to understand that one has to look at how NBM came up with their comparison to you and say, yeah, that seems reasonable.

I think that is where now we're back to the issue of:  If someone could show us what they used --


MR. MONDROW:  So is the question whether NBM used external contractor costs or internal utility costs?  Is that the question?

MS. GREEY:  I had a simple question.

MR. RUBENSTEIN:  That is a small part of the broader question.  I'm --


MR. MONDROW:  What is the broader question?

MR. RUBENSTEIN:  It is to understand what --


MR. GARNER:  NBM uses in order to compare.

MR. RUBENSTEIN:  For the whole set of --


MR. MONDROW:  So we're back to the resource table?

MR. RUBENSTEIN:  Yes.

MR. MONDROW:  Okay.

MS. GREEY:  Just a simple question on that:  Did they use the same blended rate of internal and external that Oshawa used in their estimates?  Because they should -- then that is apples-to-apples.

MR. LABRICCIOSA:  We don't know the answer to what NBM puts together, because it is their own methodology, and that's when we did ask, I think, the interrogatory question.  They declined to answer, because it is their own tool set that they use, because they quote on jobs and they do -- they do the work.

And so from our perspective, when we look at it, we did not give them our labour rates.  We did not give them our particular rates.  We have built ours on our specific historical data.

And so what you have in front of you based on our estimates is what we believe based on our history -- and again, Phil has mentioned, what's embedded in history is the improvements and things that we have done to date.  So we're not recapturing that again.  It is already averaged in there.

We've given you our best costs of what we think it's going to cost us to go forward.  And we've tried to prove or tried to validate that evidence with using, and it was a simple instruction:  Here's the scope of the jobs.  We need an estimate of what it would cost to build this job in this location, in this area.

MR. MONDROW:  We said that at the break we're going to look at this question of production of the resource table, so why don't we leave it at that.

MR. RUBENSTEIN:  Yes.

MR. MONDROW:  And if there are questions arising from our response to that request, or if you get it from that, we can certainly respond to those questions.

MR. STOLL:  If I can.  I guess there's two things.  One, the NBM number, is that being used to provide the amount of the incentive at the end of the day?

MR. MONDROW:  No.

MR. STOLL:  You're not using it?

MR. MONDROW:  No.

MR. STOLL:  So it's really -- you are using it as a sort of a sanity check on the starting point, is what you're telling us?

MR. MONDROW:  Yes.

MR. STOLL:  Okay.  I think for us to be able to confirm that it is a good sanity check, and worthwhile, we're trying to get the base information to know that it wasn't, like, to use Mark's example, somebody basing it off the highest cost utility or some other -- an outlier.

MR. MONDROW:  I understand.

MR. STOLL:  That's where we're trying to go, so...

MR. MONDROW:  I understand.

MR. GARNER:  And to be helpful, Ian -- and it may not satisfy everybody else, but for me, maybe just a description, it doesn't have to be the rates per se.  Maybe if it is just an understanding of how they are derived, that would give you some sense of --


MR. MONDROW:  My guess is that -- I haven't seen this table, but my guess is if I were to see it it wouldn't actually answer those questions that you are asking.  So I anticipate that you will have more questions about what is in the table.

But why don't we start with, let me just investigate production of the table, and then we can take it from there and answer further questions.

MS. LEA:  Thank you.  Can we have a break now?

MR. MONDROW:  Sure.  [Laughter]  Now would be a great time.

MS. LEA:  So Ian, I want to add that as an undertaking.  I know you are going to get back to it after the break, but just for note-taking purposes, that would be TC2.2, which is considering the answer to the Board Staff interrogatory regarding the NBM information.  And I will leave it at "information", because I know it is the table, but it might be -- other information might be more useful, as Mark Garner points out.
UNDERTAKING NO. TC2.2:  TO CONSIDER THE ANSWER TO THE BOARD STAFF INTERROGATORY REGARDING THE NBM INFORMATION.

MS. LEA:  Okay, thank you very much.  We will reconvene at about 11:15, please.
--- Recess taken at 11:04 a.m.

--- On resuming at 11:25 a.m.

MS. LEA:  So we would like to turn to the technical conference again.

MR. MONDROW:  Jennifer, sorry, we were going to get back to...

MS. LEA:  I beg your pardon, go ahead.

[Witness panel confers]

MR. MONDROW:  Sorry.  So the undertaking in respect of the NBM resource table is still outstanding, because we haven't been able to connect, but someone is working on it and hopefully we will have an update later today.  But we have the undertaking number, so we will see what we can do.

MS. LEA:  Thank you.  I think, Ruth, you had some follow-up questions.

MS. GREEY:  Two brief ones.  We were talking and both Marks were talking about the capital efficiency incentive, and we were saying at the end of the day we will have to look at parameters of how we assess that.

Would it be possible, before a settlement, whether you could develop some parameters that you could use at the end of the five-year period, you'd say, These are the things we would look at to see if we have met whether there's an incentive or not?

MR. MONDROW:  Why don't we take an undertaking to see -- to respond to that and either provide some proposals or explain why we can't?  Hopefully the former.

MS. GREEY:  Thank you, thank you.

MS. LEA:  Technical conference 2.3, please.
UNDERTAKING NO. TC2.3:  to PROVIDE PARAMETERS OF CAPITAL EFFICIENCY INCENTIVE ASSESSMENT.

MS. GREEY:  And, also, I don't have the reference to the IR, but there was a discussion of the annual reporting on the Distribution System Plan, which is a requirement of the custom application.

And now with the discussion we've had this morning and realizing how important that annual reporting is, would there be a possibility to have more information on what you plan to report for the annual reporting on the progress of the DSP?

MR. LABRICCIOSA:  Our approach is, we think, relatively straightforward, in terms of we would give you a listing of the projects in the DSP and where we're at with them, completed, uncompleted in terms of status, and, if complete, where they ended up relative to our estimate.

MS. GREEY:  Okay.  I may find that reference, but when asked, you said it was a work in progress and you weren't sure exactly what reporting you would be doing.  So if that's the case --


MR. LABRICCIOSA:  That was our intent on filing an update.  In my view, it is a matter of transparency in terms of the -- you need projects, you need costs and you need estimates.  The estimates are there, and we would just give you the costs that reflect where we ended up with those estimates and delivering those projects.

MS. GREEY:  A record, thank you.

MR. STOLL:  Can I just ask one follow-up?  What sort of timing are you looking at, as far as when the reporting would be done and the kind of turnaround?  Just as far as -- so I understand how the cycle is going to work.

MR. MARTIN:  I mean, we haven't defined that, but, I mean, I think a logical time frame would be April 30th, because that's the timing of other reports that typically get filed with the Board.

MR. STOLL:  So like an April 30th filing?

MR. MARTIN:  I think that is probably the logical time frame.

MR. STOLL:  To capture the prior year, so you would have everything closed off and stuff.

MR. MARTIN:  Yes.

MR. STOLL:  Okay, that's fine.

MS. LEA:  Thank you.  I have some questions on the second incentive.  Anything further before I proceed?

Thank you.  I wonder if we could look together, please, at 10-Staff-48, and particularly I wanted to look at the answer to part (a) there, (a), and you have numbered it as number 2.  This is comparing your incentive to that of Enbridge that was proposed in Enbridge's case.

In the first paragraph, you indicate that:
"To qualify for the reward, EGD would have to show that the net present value of the long-term benefits generated by productivity initiatives undertaken during the IR term is greater than the reward, and that its Service Quality Reporting performance has been maintained at or above the pre-IR term levels for at least 3 of the 5 years of the IR term."

In your answer, you indicate that you have not adopted such elements in your proposed carry-over mechanism, and you say that it would be problematic to do so.  And I will ask you for some explanation of that, but my question is this:  Why should ratepayers pay what amounts to a bonus to a utility, because this is an asymmetric incentive, pay a bonus and incentive if there is no demonstration that the benefits to the ratepayers equal or exceed the reward paid to the utility?

MR. MONDROW:  Sorry, could you repeat the question?

MS. LEA:  Yes, certainly.  Why should ratepayers pay an incentive -- or I can characterize it in this case as a bonus because it is asymmetric.  Why should they pay a bonus to a utility, in this case Oshawa, if there is no demonstration that the benefits of the productivity initiatives that are being rewarded -- no demonstration those benefits equal or exceed the reward that is being given?

MR. MARTIN:  I am not sure that we made that statement.

I think the -- in order to -- what we have said is that the benefits that are achieved or the efficiencies that are achieved, we have advised that we would need to provide evidence that those efficiencies would be sustainable, and given that there is a fairly short time frame after the plan term whereby those efficiencies, in fact, are paid out.

I think what we -- what we're basically stating in the response is that we have not suggested the model that Enbridge or the reference to the model that is in Enbridge's -- I don't think we have said that we're contemplating a bonus.  We're basically going to provide evidence to support the fact that the efficiencies in fact are sustainable, which should, in fact, show that they're sustainable through the period in which the incentive accrues to the utility.

MS. LEA:  I understand that, but what I am trying to understand is how do ratepayers know that they are ending up ahead or at least not behind?  Because what Enbridge, I think, proposed was that the net present value of the long-term benefits generated by the productivity initiatives -- and this would be the benefits to the ratepayers -- would be greater than the reward given to the utility for the two-year period.


I don't see anything in your evidence to demonstrate that ratepayers are receiving any kind of benefit that is quantified from this incentive.

MR. MARTIN:  Again, I am a bit confused.

So we would have to quantify the incentive and identify the efficiencies that essentially contribute to that incentive, and we're going to provide evidence that those efficiencies are sustainable through the period in which we receive the incentives, and we are sharing those incentives at a 50 percent basis.

So I think, in a circular fashion, the math suggests that in fact the -- I don't know that we need to deal with a net present value necessarily, because we're talking about a two-year time frame.  And if we're sharing the incentives, if we can prove that the efficiencies are sustainable through the next two years, then -- and we're sharing it at a 50 percent basis, I think that should be sufficient to suggest that the ratepayers are in fact benefitting from that, as well.

MS. LEA:  So as I understand your answer, then, the way that the incentive is structured necessarily means that the ratepayers will receive a benefit or at least not be disadvantaged?

MR. MARTIN:  So I think the -- there is a distinction here.  So we are sharing the efficiencies.  So the ratepayers --


MS. LEA:  Can you just describe how you're sharing the efficiencies for the TCECM?

MR. MARTIN:  So if in fact Oshawa is able to produce efficiencies, again, it is -- we're back to, under the current methodology, we are able to achieve efficiencies, particularly later in the rate period.

Typically, again, there's a disincentive to achieve those efficiencies, given that once we rebase, those efficiencies basically are no longer available or the utility doesn't benefit from those efficiencies that it created.

So what we're establishing here, what we're asking for, in order to incent the utility to continue to attract or generate efficiencies throughout the rate period, to provide some benefit to the utility after the rate period to share for a short period of time, to share in those efficiencies.

So the idea is not necessarily -- the ratepayer is going to benefit if in fact those efficiencies are sustainable.  The idea here is for Oshawa to basically obtain an incentive for achieving those efficiencies for a short period of time, which would not otherwise be available to them under normal circumstances.

MS. LEA:  Okay.  I think I understand your answer.  I wonder if we could look at the Enbridge decision at -- and I was looking specifically at page 17.  There are certain criticisms the Board levelled against the Enbridge proposal for their mechanism.

And I don't know whether yourself or Ian needs to look at this.  It was the first two criticisms that I particularly wanted to look at here.

So I recognize that your proposal is not identical to that of Enbridge, but the criticisms that the Board makes may be relevant to your proposal as well.

So the first one is -- page 17 in the middle reads -- this is the Enbridge Gas Distribution Inc. decision, EB-2012-0459:

"The Board finds that the following aspects of the current SEIM proposal are of particular concern."

The first bullet reads:

"The reward will be cash to the utility, while the benefits to the ratepayers are in the form of forecast future savings, which are not verified.  This is an imbalance which should be addressed."

Can you help us as to whether or not your mechanism addresses that imbalance?

MR. MARTIN:  I believe so.  Again, we would -- we are proposing to provide evidence that those efficiencies, in fact, are sustainable.  So, again, that would be incumbent on us to prove that that in fact is sustainable.

So the difference, I think, there is, it's not -- the savings to the ratepayers would not be in the form of a forecast.  It would be in the form of us providing evidence that in fact those costs are not simply replaced in the periods following.

MS. LEA:  Okay.  The second bullet reads:

"The proposal does not appear to distinguish between early-term productivity measures and late-term productivity measures and therefore may not adequately address the concern about diminishing incentives to invest in productivity towards the end of an IR term."

What does your incentive propose with respect to early-term and late-term productivity?

MR. MONDROW:  It doesn't make a distinction between early- and late-term productivity.  It includes the later-term productivity in the calculation.

MS. LEA:  I'm sorry, give me that last piece again?

MR. MONDROW:  It includes the later-term -- any later-term productivity in the overall calculation, but there is no separate weighting or distinction between ROE -- excess ROE in the first year versus last year or any specific year.

MS. LEA:  And nevertheless, you believe this incentive would incent or remove the disincentive for lack of productivity in the later years of the term?

MR. MONDROW:  By allowing continued recovery of the realized efficiency -- subject to demonstration that they're sustainable -- beyond the end of the plan term, late-term efficiencies are -- the disincentive for late-term efficiencies is mitigated.

MS. LEA:  Thank you.  The third bullet I don't think we need to discuss, because you have addressed this in an answer to an Energy Probe interrogatory, that it is possible directionally that inflated forecasts for capital or operating expenditures could be a problem here.

You have acknowledged that, but said that your forecasts are reasonable.  And that's how you have mitigated that problem.

And I am not sure I understand whether or not the fourth bullet would even be applicable to your incentive.  It is not clear whether grossing up the reward for taxes is a balanced approach, given the method by which the ratepayer benefits are determined.

Is there anything about your incentive that we need to address with respect to that fourth bullet point?

[Witness panel confers]

MR. MARTIN:  We did not propose to gross up the incentive, so you're right, we have not -- it's not applicable --


MS. LEA:  I don't think it's relevant.  I wanted to check.

MR. MARTIN:  Yeah.

MS. LEA:  Okay.  Thank you.

MR. MARTIN:  Sorry, I had to think about it.

MS. LEA:  My last question on this incentive relates to interrogatory 10-Staff-50.  Here we talk about factors other than efficiency which would affect ROE over the plan term.  You discussed this yesterday as well, I believe, with Mark Rubenstein about weather and weather normalization.

Would the local economy also be a factor that would affect your ROE?  Or even the larger economy?

MR. MARTIN:  It could.  The --


MS. LEA:  But I can't --


MR. MARTIN:  -- the economy could affect everything, yes, so it would --


MS. LEA:  Yeah.  It could.

MR. MARTIN:  Yes.

MS. LEA:  But do you have any thoughts as to how that might be normalized?

MR. MARTIN:  I don't.  I don't, no.

MS. LEA:  Thank you.  One moment, please.  Thank you.  Those are my questions on Exhibits 1 and 10.  Thanks very much for your answers.

MR. MARTIN:  Thank you.

MS. LEA:  Other questions on Exhibits 1 and 10?

MR. RUBENSTEIN:  I have questions.
Questions by Mr. Rubenstein:

MR. RUBENSTEIN:  Can I ask you to turn to 1-SEC-2.  In this interrogatory, what we asked you to do was provide the proposed distribution revenue collected under your custom IR proposal versus what would be expected under fourth-generation IRM, if you use 2015 as sort the rebasing year.

How I read your answer is, you've took the 2015 revenue, and then you simply multiplied that by 1.45 percent, and you did that again for 2017 and 2018 and 2019.  Am I correct?

MR. MARTIN:  No.  Sorry, I am not looking at the right table.  In terms of the tables that we used for comparing the economic impact of custom IR versus IRM, we applied the 1.45 percent rate increase to the expected load determinants in the given year.

MR. RUBENSTEIN:  Are you sure you did that?  Because when I do the math and I take 21,565,264 and I multiply that by 1.0145, I get 21 -- you know, I get the next line.

MR. MARTIN:  Okay, so...

[Witness panel confers]

MR. MARTIN:  I'm not sure.  We're going to have to get back to you, Mark.  It looks like we did but in that particular table, that was not the intent.

MR. RUBENSTEIN:  Okay.  Well...

MR. MARTIN:  Yes.  So on that table, is it the math?  Yes, okay.

MS. LEA:  So what are we undertaking to do?

MR. MARTIN:  Actually, there is no undertaking, sorry.  In that particular table, we applied the 1.45.

MR. RUBENSTEIN:  So my second question here is:  You're using 1.45 as the -- what your expectation would be would be the IRM escalator for all of those years; correct?

MR. SAVAGE:  Correct.

MR. RUBENSTEIN:  Now, in other parts of the evidence you have used 1.55.

MR. SAVAGE:  1.55 was the -- would have been the IRM accelerator for us in 2013.  That subsequently changed.  You know, when the Board updates its numbers annually, we then moved to 1.45, and we've tried, whenever we've done some table like this, to use 1.45 going forward.

So the 1.55 would have been used in some early tables, but wherever possible we have updated it with 1.45.

MR. RUBENSTEIN:  All right.  The other part of the question I have is:  You recognize that the number won't be 1.45?  It will be whatever the inflation numbers are in 2015, whatever they are in 2016?

MR. SAVAGE:  Yes, yes.

MR. RUBENSTEIN:  What I am looking for is this type of table that does two things:  One, includes the load growth so we can actually compare what the -- and the second thing is to use for the inflation numbers forecasts, and the forecast you can use are -- I would suggest, would be directly from the PEG evidence that they've -- the forecast they're using for their analysis.  So they have the inflation forecasts.

MR. MARTIN:  Minus a stretch factor.

MR. RUBENSTEIN:  Yes, you can use the same stretch factor, because the inflation numbers, they're having forecasts changes in inflation for the next -- from 2015 to 2019 that are -- you know, make judgment calls on it, but that would be consistent with their analysis, so we have a sense of where the difference between if you do this on IRM versus your custom plan, where the revenue deficiency is.  That is what I would ask you to undertake to do.

MR. MONDROW:  I just wanted to check.  Are there -- I am not sure what the answer is, but are there tables in other parts of either the pre-filed evidence or the interrogatory responses that take a different approach to this concept, or is it consistently -- has it been consistently done this way?

I seem to recall a discussion yesterday about it's not simply a 1.45 or 1.55 percent escalation, but that there are other calculations involved.  I may be mistaken.

The reason I ask is because it may be helpful to just present it in one way that we all agree is a reflective -- is an answer that addresses the concerns.  If it's done in different ways in different places, maybe now is the time to land on a standard and present it that way.

[Witness panel confers]

MR. MARTIN:  Sorry, we just want to make...

[Witness panel confers]

MR. SAVAGE:  So we have used in other places this same assumption, the 1.45, but with updated load, so...

MR. MARTIN:  Yes.  So this --

MR. MONDROW:  No inflation?

MR. MARTIN:  No.  We have not -- we have used the 1.45.  So I understand -- so we can undertake that, as well.

MR. MONDROW:  So undertaking TC2. --

MR. MARTIN:  I want to just reserve the right to check with PEG to make sure we're actually talking about -- and it is just my lack of -- it might be just my concern here, is whether or not the inflation rates that were used in their tables, in fact -- if they are in fact comparable back to the revenue requirement.

It seems to me they would be.  I just want to make sure, from their perspective, that we are -- that that's a fair comparison.  If not, I will let you know.

MR. RUBENSTEIN:  They're just getting from the Conference Board and the AWE for the labour and the GDP IPI for the non-labour.

MR. MARTIN:  Right.

MR. RUBENSTEIN:  That is what the Board uses.

MR. MARTIN:  Yes, it should be.  I am not suggesting it is different.  I think it is, but I just want to make sure it's the same.

MS. LEA:  Yes, 2.4, TC2.4.
UNDERTAKING NO. TC2.4:  TO UPDATE THE TABLE IN 1-SEC-2 TO INCLUDE FORECAST INFLATION AND LOAD GROWTH

MR. MONDROW:  Thank you.

MR. RUBENSTEIN:  Now, my second question is this.  I want to understand at a high level when you're determining the revenues that make up this application and the costs that make up this application, so not the chapter 10 stuff about the incentives, just the costs and revenues.

What have you done differently than if this was a five-year cost of service?  Have you done anything differently in how you forecasted those costs?  I could put it the other way.

If this was not a custom IR and it was a five-year cost of service application, what would you have done differently in forecasting your revenues and costs?

MR. MARTIN:  I mean, in terms our method, in terms of -- our method of building the forecast, it is based on -- the mechanics of that is based on a five-year cost of service, as if we did five year cost of service.

What we're basically -- what we have been saying, however, is that, again, if we -- to me, again, I keep bringing it up, but on a substance over form basis, we understand that, in the Hydro One decision, that there needs to be a separation from a five-year cost of service.

But we believe that's really relevant in the outcomes of the -- the results of the five year-plan term, and that's where we make the distinction.

We could have built this forecast based on costs, et cetera, that we otherwise would spend, and then we could have backed into what amounts to the forecast.  And that's where we could have -- I guess, we could have shown the efficiencies and the index savings, et cetera, in a different fashion.

What I am suggesting is that the outcome would be the same in terms of the forecast.

MR. RUBENSTEIN:  Now, in 10-SEC-41 we asked you to provide the specific productivity initiatives you're planning to undertake in the test period, and you referenced to a bunch of different IRs.

In each of those IRs, it essentially referenced for the most part -- you know, the PEG analysis shows that you're efficient.  But I was just wondering about specific initiatives that you are going to undertake that are productivity initiatives, because you provided historical ones, but I want to know what you're going to do in -- what are you undertaking from 2015 to 2019 that are initiatives to be more productive?

MR. MARTIN:  Well, the key there is, if you take away inflation, then our relative costs at the end of the -- in 2019 are essentially equivalent to the costs that we're currently at in 2014.

Given that there is an expected load growth somewhere beyond the typical load growth, there would be costs -- if we're already efficient currently, then it would be -- the assumption would be that with the load growth expected or the increase in development or the expansion of the service territories, et cetera, with that would come incremental expenses.

So the efficiencies that we are basically referring to is that we have not added any costs relative to that increase in service territory, increase in infrastructure and increase in the customer connection growth.

So when you start to look at that versus metrics that are viewed as being representative of those types of things, FTE, customers per FTE, OM&A expense per customer, et cetera, we line up -- those are the evidence that we show to show that we in fact are continuing to be efficient.  And given that there is expected connection growth, we're in fact even more efficient in the future.

MR. RUBENSTEIN:  But my question is, how are you going to do that?  What initiatives --


MR. MARTIN:  Principally by not hiring the equivalent of about six FTEs that would otherwise be required if you simply map the increase in those parameters that I was speaking of to -- again, we're already efficient, so we don't have capacity.  We expand on those billing determinants.

The equivalent of that would be -- and we have this in the evidence in -- somewhere in the application -- would be the equivalent of six FTEs.  So we're not hiring the six FTEs that we believe would otherwise be hired under these circumstances.

MR. RUBENSTEIN:  And the workload that you think these six FTEs -- do you have a process in place how it's going to get done, or it's, we'll have to figure it out because that is our forecast?

MR. MARTIN:  Well, we have challenged ourselves to figure it out.

MR. RUBENSTEIN:  All right.  So on that issue -- so in 1-SEC-6 we asked you to explain your budgeting process as part of the question, and I take from that, just paraphrasing, you know, yes, each of the divisions or each of the groups, to provide us your budgets for the five years, and management reviews them and, you know, there's an iterative process, you go back and forth.

MR. MARTIN:  Okay.

MR. RUBENSTEIN:  So when each of those managers is determining the division budget per se, and they say, I need this, this is what I think it's going to be our costs for the next five years, and this is where our budgets are going to be, do you say to -- what do you say to them?  Do you say to them, Well, you don't get any more employees?

MR. MARTIN:  No, we don't.  We discuss the requirements.  We discuss the need for that.  In some cases, or in fact in most cases, they're asked to produce what amounts to a business proposition for that individual.

We discuss other means to accomplish the same goal, and if in fact they aren't able to fully justify that position, then the discussion is to say, you know, Okay.  For now we don't believe that you've got the case -- sufficient case to in fact bring that person on.


MR. RUBENSTEIN:  But I understood your comment is, we have the business case to have those six other employees, we're just -- we're efficient, so we are not going to include them.  Am I wrong about that?

MR. MARTIN:  Yes.  To a certain extent we're banking on technology.  To another extent we're banking on apprentices coming up to speed, people that we have in fact, you know, hired or added currently getting more productive.

So those specific -- I can't tell you what those specific initiatives are, but those are the things that we believe we've challenged ourselves to do, and we believe we can figure it out as we go.

If in fact we're wrong, then it's going to be -- it's going to cost us.  It's our risk.

MR. RUBENSTEIN:  Everything else on SEC on 1 and 10 have been asked and answered, thanks.

MS. LEA:  Maybe I am not keeping up with the pace of events.  Are there other questions on 1 and 10?

MR. GARNER:  Not from me.

MR. STOLL:  I'm good, Jennifer.

MS. LEA:  Okay.  Thanks.

MR. MONDROW:  Can I just ask Scott, is there a specific area that you have questions on?  I am just wondering whether we need to keep you here all day if it's --


MR. STOLL:  There will be a couple of questions, if we want, maybe after lunch, but, like, I've been finding some of this helpful as far as understanding exactly some of the details.  I suspect the settlement conference is going to be fairly complicated, given the nature of the application.

So understanding what you guys are proposing in different areas, even though it's not really directly on where my client's interest is, is helpful.

MR. MONDROW:  Okay, that's fine.  I just didn't want to keep you if we didn't need to.  That's fine, thanks.

MS. LEA:  Board Staff's situation is that the Staff member who was working on Exhibit 2 sprained his ankle yesterday, and he is actually at his medical appointment right now, so I would prefer not to begin the questioning on Exhibit 2.  I mean, it can be -- it can be done; we won't hold up the process, but if other people have questions on other exhibits, can I ask that they go ahead, and then we will continue?

MR. GARNER:  Sure.  One way to proceed would be Exhibit 3, which, we have put ours in writing.  We can go through those as we suggested.

MS. LEA:  Perfect, yes.

MR. GARNER:  That would probably lead us to maybe lunch, and...

MS. LEA:  Certainly.  And do we have any questions on 3?  Okay.  Yeah.  We may have a couple of questions on 3, depending on what you have, but I should say that, except for Exhibit 2, Staff's questions are relatively few.  Thank you, Mark.

MR. MONDROW:  I should just say before Mark starts, because this was on what is now the record from yesterday a concern I expressed about whether these were new questions or clarifications.  I did go through them last night.  We did have a discussion with the OPUCN folks about them this morning.  Effectively, I want to withdraw that concern.  I think for the most part they are appropriate questions, and I am happy to have them answered.  I was happy to walk through them yesterday, but in fairness to VECC and Bill Harper and Mark Garner I wanted to clarify that.  So with that mea culpa, please proceed.

MS. LEA:  Thank you very much.
Questions by Mr. Garner:

MR. GARNER:  Thank you.  And I appreciate that, since as I said, this is Mr. Harper's intelligence and not my limited intelligence that brings these questions to you.  So I am going to -- I am just going to start at the first one.  And I won't read the preamble, since you have seen the concern that Mr. Harper has put in, but the question he has in (a) of that question is how the information provided in response to the Staff interrogatories -- and those are Staff interrogatories 3-Staff-18 and Staff-19 -- was used to determine the forecast growth rate of 3 percent per annum for residential and GS under 50.


I think the second part of that question, the methodology information that will be used annually to determine whether this forecast requires revision and update; if so, how the revised forecast will be established for '16 and '19.

So I think what we're looking for here is simply a better understanding of how you are deriving that.

MR. LABRICCIOSA:  The way I would describe or respond to that request would be we use historical to inform us as to the normal course of business going forward in terms of the organic growth within the community.

And on top of that, we layer the requests that are coming forward from developers and external agents for the greenfield development in and above what I would call Enfield in the urban centre.

So north of the city there's a bunch of rural area that is now becoming part of the development plan.  When we layer on top that developer information, there's a couple of things that informs us about the timing and the size.

One is the approval process that goes through the city agencies around approving of the development, compliance with zoning and building requirements.  And two, the filing of an actual residential-type plan or a development plan for the area by the developer that tells us the number and sizes and types of homes and buildings and dwellings that are expected to go.

From that, we use -- we then segment or parse the information into the different load sizes that are expected for the types of dwellings, you know, townhouses, semis, single detached, that -- you know, all of that information has a different load profile attached to it, from what we know of the Oshawa area.

And using that information and those numbers we then project out, again with load factors and such, what the loading would be, the electrical load, and we use that to inform the growth pattern above what we are experiencing today.

MR. GARNER:  Okay, thanks.  I think the difficulty that we're trying to get with in this is, how do you project that, what I might call qualitative answer, how do you -- how do you propose to project that and show that in any forward adjustments?

MR. LABRICCIOSA:  It's the process by which the developer is actually going to construct or build the dwellings.  I mean, essentially that's -- it is a timing aspect, as opposed to a specific load quantification, in our view, because the developer has the -- the developer has the gavel, as you would say, in terms of when they put the shovels in the ground to actually determine when the load shows up.


The types of loads or the load projections are based on the plans that are filed.  The more concrete the plans, the more secure we are about the load profile that shows up.


MR. GARNER:  Maybe I am not being clear.  If you were to file in the subsequent adjustments, what information would you be filing in order to verify your forecast?  What are we going to be perusing in order to see what that is like?


MR. MARTIN:  I mean, Mark, I think primarily what we have is another year of experience.  So we've got -- so right now we're in 2015.


MR. GARNER:  Right.


MR. MARTIN:  So sometime in 2015, I would suggest probably August/September time frame, we have the benefit, number one, of what is actually happening in 2015 versus what we forecast.


We would essentially go through a similar exercise that we did currently to develop the long-term forecast.  So let's, again, review whether there's been any changes to the city's plans, to the development plans.  Has 407 been delayed?  And recast, again, for the next four years.


And that approach would be taken each year thereafter, and all I can -- what we're trying to mitigate here, Mark, is not so much -- again, we're not trying to correct 2015, but to the extent that 2015 is off track, we at least get to primarily correct that going forward, reforecast.


So the primary reason we're doing this is to ensure that we don't end up being significantly off track over the five years.  That's really what we're trying to do.


MR. GARNER:  I think I understand.  You're saying basically you're going to use it as -- you're going to use your past forecast and make an adjustment in every year based on how well that is tracking, so to speak.  I think what Mr. Harper is trying to get to is he's trying to figure out:  If this is a fairly mechanical exercise, as I think you probably hope it to be, as part of the adjustments, how is that mechanical exercise going to work?


MR. MARTIN:  Well, it's going to be -- it has to be more than a mechanical exercise, because we are reforecasting.


MR. GARNER:  Right.


MR. MARTIN:  But we wouldn't -- I don't contemplate there would be a wholesale change in the city's plan.  So really it is an update on what information can we gather from developers and city planners, et cetera, that is different than what we kind of have mapped out originally.


Then from that point on, it would be a mechanical exercise.


MR. GARNER:  Okay, thank you.  That's a good lead-in to the next question or clarification that we had.


This one I am a little bit familiar with because we had -- Mr. Harper and I talked about this a bit.  We asked you for the Region of Durham's projections, and those projections which were set out in tables and attachments to their things, they're different, quite different, than what you have put forward.


And we asked in this question:  Well, why?  How do you reconcile their projections versus yours?


MR. LABRICCIOSA:  Based on the information we received from the region and the city, their projections and how they developed and quantified those projections are all based on history.  Essentially what they're doing is looking at history and drawing a trend line from history going forward.


What is not included, based in contrast to ours, we do that from a load perspective, use history to inform us of the future.  What is missing, in our view, is the stacking of the new development that is coming into play.


So our forecast also includes the recent development information that has come forward.


MR. GARNER:  Okay.  Well, thank you.  But that surprises me for two reasons.  One is the report that we have from the Regional Municipality of Durham, which includes a number of cities in it, is dated September, late September 23rd -- September 23rd of 2014, and it's from the planning and economic committee, commissioner of planning and economic development, ergo, the people I thought we're monitoring subdivisions and such a thing in the region.  And your answer, therefore, seems a bit odd.


It is like saying:  They don't look at subdivisions, but we did.


MR. LABRICCIOSA:  And, again, I think they used history as an indicator of the future and draw a trend line through that.


I believe from our perspective, when we're planning electrical systems, you have to look at what's actually going to be connected and through the pipeline in terms of actual developments and permits issued.


I can't explain why they don't incorporate an element of that, but from our perspective we are talking to the developers directly to get a sense of what's showing up in terms of number of buildings and types of buildings that would impact load.


MR. MARTIN:  Some of these things, Mark, is why we are at risk, essentially, and why we want to have an adjustment mechanism.


We can't explain the mechanics of that.  We do have -- there is evidence that's produced by the city that shows that the people or persons per unit is going down, which does -- while the population growth doesn't necessarily indicate that there is an increase in connections, the persons per unit metric does in fact show that there would, therefore, be mathematically an increase to customer connections.


What we're faced with is the -- as Ivano mentioned is we have sufficient evidence to show that there is an expansion in the city, significant increase in housing units that are going in.  We don't see a shift in simply people moving from one section to the city to the other.  So our best planning efforts would suggest that there's going to be an increase in connections.


And in other discussions with city planners, et cetera, they also confirmed that, yes, there's going to be all of this development, development, et cetera.  We can't really explain why these population charts don't seem to indicate the same level of growth, which, as I say, is sort of -- it's part of our development.


It doesn't take away from the fact, though, that there are -- there is this new development coming in which is evidenced by permits and development plans, et cetera, that indicate that there's a significant number of new homes being built in our service territory and other commercial enterprises, et cetera.


MR. GARNER:  So their short-term housing forecast, which is 2014 to 2019, you're not in agreement with their forecast, or is it the connections that you were talking about when they're connected?  I'm a little bit lost.


MR. LABRICCIOSA:  I think it's a bit of both, but let me see if I can help out with a better clarification.


So when you look at the regions and the city's forecasts, they populate -- they forecast population and households.


When you look at our forecast, we're forecasting energy consumption.  And so for us, you know, the question I think is trying to say, well, you know, the population is growing at 1 percent, but load is growing at three.  How come?


And, in my view, when I look at that, you're forecasting two different things and you're drawing an inference there is a direct correlation that can be directly quantified between those two growths.  And we're suggesting, no, it is based on different information.


In our view, the developer gives you the particular layout of the types of dwellings and the types of occupancy and the types of businesses that are coming forward.


For population purposes, a commercial/industrial or commercial-type business is not a population impact factor, but an energy impact factor.


So, again, we base our estimates on load growth on more information than just as required for population and buildings.  Does that help you out?


MR. GARNER:  A bit, but I'm looking at the tables and they say both household estimates.


So I would have thought those are equivalent to attachment, residential same as you, residential households.


So in Oshawa there's -- for each one of the periods, there is household estimates, which should be pretty close and correlate to your attachment things.


MR. LABRICCIOSA:  In terms of servicing metered customers, correct, but in terms of the profiles of those attachments, they are slightly different.  Not every household is equal.


I mean, I described it as semi-detached, detached, town homes.  Those types of profiles are going to be different.


And all I want to -- the reason I mention this is I want to be clear.  We're forecasting load projections on the types of connections that are coming forward.


So I am trying to give you a sense of a level of detail further than what I would suspect the region and the city are doing for the purposes they need it for.


MR. GARNER:  Okay.  I just have one follow-up to that, because this is the -- not the first time I have heard from the what I call the suburban utilities about the -- what I call the density issue that may be changing, the number in population vis-à-vis the load.


Can you help me with that?  Is that because the type of construction in your franchise is moving to higher density construction; i.e., condo-type of construction vis-à-vis single household type of construction?  What drives this distinction you are making between population growth and not having the same pattern of consumption growth with that population?

MR. LABRICCIOSA:  Again, I don't want to attempt to answer that, because I am not really qualified to sort of do a generic-type response to that.  And I don't think I would do it justice.  I just want to ensure to you that we are projecting load profiles, energy consumption and demand for electricity purposes.

You know, intuitively I think there is a correlation between population and energy, but I am not the expert on trying to explain why population isn't quite growing in step with energy.

MR. GARNER:  Okay.

MR. MARTIN:  And that persons per unit metric that I was referring to, that is not our metric.  So it's not -- we don't -- I don't think we have the expertise to come up with -- we don't go into that level of detail to do the planning.  That is a metric that we obtained through the city.

MR. GARNER:  Okay, thank you.  I will go on to the next question.  This should be fairly simple.  I think Mr. Harper is looking for table 3 point -- or 3-11.  Can you tell us where -- he asked "please indicate where the updated version of table 3-11 can be found in the Excel model filed on May 14th", and I think he couldn't find this table.  Is it --


MR. MARTIN:  No.  Actually, this was pointed out by Energy Probe -- by Randy as well.  So it is one of the undertakings.

MR. GARNER:  Thank you for reminding me; that's right. Thanks.

Okay.  The next question was "please confirm that contrary to VECC 30" -- that is 3-VECC-30(c) -- "the updated load forecast provided in response to Energy Probe 33 assumed an Oshawa unemployment rate of 7.34 percent throughout the period 2015 to 2019".  Can you confirm that?

MR. MARTIN:  Again, I think we dealt with this yesterday, but I will...

MR. GARNER:  Why don't I go through all three --


MR. MARTIN:  Sorry, that -- I can confirm -- although the number has in fact been updated, the 7.34 was updated from another interrogatory to now be 7.55, I think, if I recall, because it was updated for the most current Conference Board of Canada information.

But what he's getting at is, am I using the same rate --


MR. GARNER:  Right.

MR. MARTIN:  -- for the whole period, and, yes, we are.

MR. GARNER:  Thank you.  And the next question was "Did the Oshawa unemployment rates, actual and forecast, shown in the economic indices tab of the load forecast model provided with the IR response, columns L and M, represent the most recent information"?

MR. MARTIN:  I can confirm that at the time that the IRs were produced.  Yes, so we now have updated it to, I think it's April 30th or -- I think is the time frame.

MR. GARNER:  Okay, thank you.  And I guess the last part of this question was, we were looking for an updated response to Energy Probe 35(c) using the most recent unemployment rates, but we just --


MR. MARTIN:  And again, I believe that is the same interrogatory, or the same undertaking as --


MR. GARNER:  Undertaking.  That's right.  We talked about that, the undertaking.

MR. MARTIN:  Yes.

MR. GARNER:  Now I am heading into truly a ground that you may have to help me with here.  He asked the next question -- this is about -- "Please confirm that the forecast annualized savings for the 2014, from -- 2014 programs of 7,426 megawatt hours is based on the OPA's forecast of Oshawa's 2014 CDM results and not the savings that would be needed in 2014 to meet Oshawa's 2011 to '14 CDM target of 52.2 gigawatt hours".

MR. MARTIN:  That's correct.  So it is --


MR. GARNER:  I am glad that was a short answer too.

MR. MARTIN:  -- it is our forecast for 2014.  It is not the difference to make up the target.

MR. GARNER:  Thank you.

MR. MARTIN:  Correct.

MR. GARNER:  Thank you.

And this one is labelled as 64, 3-VECC-64:

"According to the application at Exhibit 3, page 29, LED will reduce streetlighting use by 50 percent.  However, the values for build with LED for the years '16 to '19 in VECC 28(b) are less than 50 percent of the build before LED values."

He's asking you why, basically.

MR. MARTIN:  That's correct.  The reference to the 50 percent was simply a -- it's a rounded, you know, anecdotal -- the typical savings from an LED installation is approximately 50 percent.

MR. GARNER:  Oh, I see.  So the description was general and the --


MR. MARTIN:  Yes.  What is in the table is actually produced from an inventory of lights that are planned to be replaced with, you know, more detailed information.

So the amounts in the table are in fact correct and produce better results than the 50 percent sort of rough, you know, savings from an LED installation.

MR. GARNER:  I think I understand, thanks.  So the next one is about this difference between the 2019 build kilowatt-hour savings attributable to the LEDs in VECC 28(b), which is, I will call it 5 million kilowatt-hours, and the value used in the CDM summary tab of, I will call it 4.8 million kilowatt-hours.  And he says a similar issue exists in the forecast.

MR. MARTIN:  Yes.  So we since corrected the table. The difference -- so the -- we mistakenly interchanged -- used the purchase number, as opposed to the billing number.

So the difference is basically the loss factor.  So the 4.8 million is actually -- that's the correct billing number, and the 5 million and 4 is simply a grossed-up number in order for us to reverse-engineer the savings on billings into the purchasing column.

MR. GARNER:  Right.  You said you updated the table, or you updated it.  Is that some -- where is that?

MR. MARTIN:  It's in one of the interrogatories.

MR. GARNER:  It was updated in one of the interrogatories?

MR. MARTIN:  Yes.  Not yours.

MR. GARNER:  Well, maybe perhaps what we can do --


MR. MARTIN:  So I think the question is, is he's simply asking me to -- I think we're just -- he's just asking for a reconciliation.  I don't think he is asking for a new table.

MR. GARNER:  No.  I understand.  I just want to be able to point him to the updated table.  And you don't have to do it now.  Perhaps after the break, if you find it, and you can just give me the reference, and then I can give him that.

MR. MARTIN:  Yes.

MR. GARNER:  So I will go on to the next one, number -


MR. MARTIN:  Do we want to put an undertaking --


MR. GARNER:  Oh, sorry.

MS. LEA:  It is probably best to do that just for record-keeping purposes.  So it's TC2.5, and that is the reference to the updated table.
UNDERTAKING NO. TC2.5:  TO PROVIDE a reference to the UPDATED TABLE.

MR. GARNER:  Thank you.  So I will go to the next question, which is -- the reference is VECC -- 3-VECC-32.  And the question was -- is:

"Please indicate where the updated version of Appendix 2 per the OEB's August 2014 version can be found in the models filed with the IR response.  Otherwise please provide a version consistent with the updated load forecast."

Can you help me with that?

MR. SAVAGE:  Yes.  We have updated Appendix 2.  It's part of the Chapter 2 appendices work form.  So --


MR. GARNER:  The Excel spreadsheet work form?

MR. SAVAGE:  Excel spreadsheet.  Now, it wasn't updated in the most recently-filed work form.  But it will be updated in the work form we file in the next --


MR. GARNER:  I see.  But it wasn't in the one that's been filed, because that's where --


MR. SAVAGE:  No, no.

MR. GARNER:  Okay.  Thanks.  So it's going to be as part of this latest update.  That's fine, thank you.

Part (b) is:

"The CDM adjustments in the updated load forecast appear to include results for 2013 and onwards.  Please explain why the values for 2013 are included in the manual adjustment when the load forecast model has been updated to include data for 2014."

MR. MARTIN:  Yes.  So Bill is correct.  We need to adjust the load forecast.  We should not have counted --


MR. GARNER:  You will make that adjustment?

MR. MARTIN:  Yes.  That will be -- we will update that, and it will be included with the other updates.

MR. GARNER:  Okay.  Thank you.  That would be great.

The next -- (c) of that question is:

"Please reconcile the 12,166,667 kilowatt-hour LRAM VA value provided in response to VECC 32(b) for 2015 with the 2015 manual CDM adjustment made in the updated load forecast model."

MR. MARTIN:  So I think we're just a bit confused here.  So the Board has put out a table --


MR. GARNER:  Right.

MR. MARTIN:  -- that had been populated for 2015, pre-populated.

The interrogatory asked us to expand on the Board's table to include 2016 through 2019.  We presumed to follow the same approach, which would be to take -- so the 12 million is essentially one-fifth of our target.

MR. GARNER:  Mm-hmm.

MR. MARTIN:  So we simply populated the remaining years of the table consistent with that, what was already there, pre-populated.

If what we're -- if what you're asking for is for us to populate that table with -- consistent with the CDM plan, then we will undertake to do that, if that's the instruction here.

MR. GARNER:  Why don't I do this and see if I can make sure that is what actually -- rather than put you through the work beforehand, make sure that is actually --


MR. MARTIN:  That explains why we did it.  So we're just not sure -- he may have misinterpreted what the intent of the interrogatory was, so...

MR. MONDROW:  In the updated spreadsheet to be filed, doesn't that updated spreadsheet have, rather than this averaging assumption, the actual load forecasts, the actual forecast CDM in each year?

MR. MARTIN:  It does, and that is the inconsistency.  There is a table --


MR. MONDROW:  I understand, but that filing is going to be updated, I thought David said.  So I don't think there is --


MR. MARTIN:  No, there isn't an undertaking.  Sorry, this particular table that they're referring to is outside of all of our other tables.  It's a table that is incorporated in one of the Board's tables.  And the table doesn't even include the years 2016 through 2019.

MR. MONDROW:  I see, okay.

MR. MARTIN:  It's a separate calculation.

MR. MONDROW:  The load forecast filing doesn't isolate the CDM portion of the forecast either?

MR. MARTIN:  The load forecast does, but this table --


MR. MONDROW:  Not this table?

MR. GARNER:  Here is what I would suggest we do.  If we put it down as an undertaking right now and if we can withdraw it, we will certainly withdraw it and you can take a look at it before you put it down on your low list of things to do.

MR. MARTIN:  Yes, because it is certainly easy for us to do, yes.

MR. MONDROW:  Mark, can you just state the undertaking, because I am not sure what it is?

MR. GARNER:  Well, they have to rerun the model, right, with the -- not the average, but with the actuals.  Is that what you're going to do?

MR. MONDROW:  Sorry, I thought you were asking for a table?

MR. GARNER:  Updated table.

MR. MARTIN:  I think I can help you.  The table that we're -- so in part (c) of the question.

MR. GARNER:  Yes, that's it.

MR. MARTIN:  The reference to the LRAMVA, let's just leave it, because that is the -- that points us to the right table.  So I think the undertaking can simply be to update the LRAMVA.

MR. GARNER:  The LRAM table?

MR. MARTIN:  Yes, to reflect the same CDM savings that are in the load forecast.

MR. GARNER:  Right.

MR. MARTIN:  Yes.

MS. LEA:  Thank you.  TC 2.6.
UNDERTAKING NO. TC2.6:  to UPDATE LRAM TABLE TO REFLECT THE SAME CDM SAVINGS THAT ARE IN UPDATED LOAD FORECAST.

MR. GARNER:  Thank you.  And now the last --


MR. MONDROW:  Sorry, the same CDM savings in the updated load forecast?

MR. MARTIN:  Correct.  You're right, yes.

MR. MONDROW:  Thank you.

MR. GARNER:  And, finally, the last part of this was the response to VECC 32(c) assumes the same total CDM adjustment for each year, whereas in the load forecast -- well, we just talked about this -- CDM adjustment increases annually by 61 kilowatts.  Please reconcile and update.

MR. MARTIN:  It is the same.

MR. GARNER:  It's the same thing.  So this will be covered by the same response?

MR. MARTIN:  Yes.

MR. GARNER:  Okay.  Those are all of our questions with regard to Exhibit 3.  Thank you.

MS. LEA:  Harold has a couple of questions on Exhibit 3 while we're there, if that is --

Questions by Mr. Thiessen:


MR. THIESSEN:  Just a couple of questions that follow up what Mark was asking about Staff 18.

It looks like in the application that your load forecast is sort of going to 3 percent per year range in terms of customer adds and load, when your historical record has been about 1 percent, more or less.  Is that about correct?

MR. LABRICCIOSA:  That's correct.

MR. THIESSEN:  And I was wondering -- and you look at the response for Staff 18 where we ask about the 407.  And in the response, it says that development plans are already three to six months behind what you had assumed before.

Do you expect that to lengthen or to stretch out, or do you have any information, further information on that?

MR. LABRICCIOSA:  As of the recent information we have, there's been no change.  We still expect the six month -- my suspicions are it will likely delay rather than advance.

MR. THIESSEN:  Right.

MR. LABRICCIOSA:  So at this stage, there's no further information that we expect delays, but, if anything, it usually pushes out rather than pushes ahead.

MR. THIESSEN:  Would you be able to provide an estimate of the amount of your load forecast or the increment of your load forecast that is dependent on the 407?  Would that be possible?

MR. LABRICCIOSA:  I would say it could be possible.  I just need to -- we haven't produced that yet.  I just need to look at what would be required to do that.

Can we take that back and determine whether we could actually split it up by 407 impact in terms of development assumptions?

MR. THIESSEN:  Right.

MS. LEA:  Maybe we could phrase the undertaking, then, as a best efforts basis.

MR. THIESSEN:  Correct.

MS. LEA:  If it turns out to be ridiculously complicated or not valid because it's not possible to disaggregate it, let us know.

MR. LABRICCIOSA:  Correct.

MS. LEA:  Otherwise, please provide.

MR. THIESSEN:  Even if you want to provide a qualitative, you know, estimate or some assumptions.

MR. LABRICCIOSA:  Yes.  I like the term best efforts.  We will give it our best effort.  The reason I say that is we haven't broken it up that way as of today, but I am not saying we couldn't find a way to do that.

MR. MARTIN:  Because I live nearby, there is -- there's building going on in the area, so not all of the building is dependent on the 407.  It's already starting to happen.  But certainly there would be an element of -- for logistics purposes, they couldn't build until the other construction crews are out of there.

MR. THIESSEN:  Your answer can include what you see out of your back window, if you want.

[Laughter]

MR. MONDROW:  Sorry, I want to make sure we have the undertaking right, if you just give me a second.  So I have something to the effect, Harold, of on a best efforts basis to identify the load forecast adjustment that would result from the current 407 delay.

MR. THIESSEN:  Well, I think this is a bit more than that.  It is the whole load forecast, how much of that is dependent on the 407 going ahead over the forecast period.

MR. MONDROW:  Do you want a --


MR. THIESSEN:  Let's say that the customer adds are 3 percent a year in your forecast.  If the 407 doesn't go ahead, they become 1-1/2 percent a year.

MR. MONDROW:  Or doesn't go ahead at all.

MR. THIESSEN:  If it doesn't go ahead at all; or, if it goes ahead, over two years or three years rather than over one year, that kind of thing.

MR. LABRICCIOSA:  I was expecting to show the dependency.

MR. THIESSEN:  Yes.  How dependent your forecast is on that project go going ahead.

MR. LABRICCIOSA:  Correct.  Inasmuch as we can put a quantitative number forward as a percentage basis, we will try.

MR. THIESSEN:  Yes, yes.

MR. MONDROW:  So let's say best efforts to identify the dependency of the load forecast on the pace of the 407 extension?

MS. LEA:  Yes.

MR. MONDROW:  Would that help?

MS. LEA:  TC2.7.
UNDERTAKING NO. TC2.7:  BEST EFFORTS TO IDENTIFY THE DEPENDENCY OF THE LOAD FORECAST ON THE PACE OF THE 407 EXTENSION.

MR. THIESSEN:  A follow-up on that same interrogatory response.  You provided a map of residential subdivision development activity from the City of Oshawa that came along with that.

And that, I take it, is an update of Exhibit 2, tab B, schedule 6 where there was a similar map in your original application?

MR. LABRICCIOSA:  Subject to check, yes, I would say we provided an update.

MR. THIESSEN:  Yes.  And what I'm wondering is, when I look at those two maps, they're quite small and it was difficult to see the difference, but I was wondering whether you would be able to provide me just an explanation for the difference between the map in the original application and how this updated map has changed.

[Witness panel confers]

MR. MONDROW:  I gather it is not apparent from looking at the map, to you?

MS. LEA:  Maybe with a very large magnifying glass, but an understanding of what drives the changes is perhaps difficult.

MR. LABRICCIOSA:  From our perspective, it would be timing and scope of the new load connections that would be expected.

And you're correct, I mean, it is a map we pulled from another source and not one we created.  So, you know, I apologize for the scale issue, but what we can do, if you would like, is we could take an undertaking to explain the difference in either the colour format that is there and/or the scheduling impact that is there, so in terms of size, scope, and timing.

MR. THIESSEN:  Well, mainly what I am looking for is that this map shows progress that backs up your load forecast.

MR. LABRICCIOSA:  Right.

MR. THIESSEN:  Or does not back up your load forecast.

MR. LABRICCIOSA:  Correct.

MS. LEA:  So you would prefer to do that by way of undertaking?

MR. LABRICCIOSA:  Because we'd have to go back and come back to this group, I think it would be -- my assumption would be it is better as an undertaking rather than -- if you have a better form I would be happy to do that.

MR. MONDROW:  Can I just ask Ivano -- first of all, let me just confirm.  We are looking at interrogatory response 3.0-Staff-18 attachment?  Is that the map that we're looking at?

MR. THIESSEN:  Yes.

MR. MONDROW:  Okay.  And maybe we could just spend a minute trying to understand what the map attached to the response shows and how it shows it.

MR. MARTIN:  Sorry.  Harold, can you give me the reference again of the map that is in the application?

MR. THIESSEN:  Yes, I have that as Exhibit 2, tab B, schedule 6.

[Witness panel confers]

MS. LEA:  There are differences between the two maps that we don't know whether they're relevant to the load forecast or not.

MR. LABRICCIOSA:  They would be, because in some cases from the forecast perspective when you look at the colour changes -- and again, it is hard to come up with an example right now, but it's the progress by which the development is advancing.

In some cases the properties are registered or the development is registered.  In other cases permits are issued.  In other cases construction has started.

So the reason we have provided an update is to identify that we are monitoring the timing as well as the size of the forecast as we go forward.

MR. MARTIN:  It didn't have any effect on our -- we didn't revise the...

MR. LABRICCIOSA:  No, no.

MR. THIESSEN:  I notice the updated map has an effective date of December 31st, 2014.

MR. LABRICCIOSA:  Correct.

MR. THIESSEN:  The original map is, it looks like June 22nd, 2013.

MR. LABRICCIOSA:  Yes, correct.

MR. THIESSEN:  Yes.

MR. LABRICCIOSA:  We don't anticipate it to change monthly, but in the context of the application over five years and when we bring back forecast changes in as much -- we want to let you know that we are as informed as possible in the latest information that is available to us and we will present it that way, as the latest.

MR. MONDROW:  So just before we get to whether there is an undertaking here, I am just trying to -- it is even difficult on the iPad to get the resolution and to have it show up, but there is a legend -- I'm looking at the map in the original application.  There is a legend below the map which has the colour coding.  Green is proposed, pink or red is approved, and blue is registered, which I gather indicates the progress through the planning process of various areas on the map?

MR. LABRICCIOSA:  Correct.

MR. MONDROW:  Then there are boxes with number of units and percentages in each of the categories proposed, approved, and registered.

And I was just trying to see whether the map filed in response to the interrogatory has the same sort of legend.

MS. LEA:  It does have the same sort of legend.  The legend does not explain all of the colours on the first map, certainly, because we have boxes of yellow, but that may be irrelevant, I don't know.

MR. MONDROW:  Okay.  I am just trying to determine how -- I mean, part of the question is what does the updated map show relative to the original map.  Then the second part of the question is, what do the updates -- what influence do the updates have on the load forecast?

And the answer to the first question, I gather, hasn't been obvious in just looking at the maps what colours have changed in what areas.  I am just trying to determine how we're going to respond to -- if you put the two maps side by side I presume you can see what the difference is.

If the question is, can you discuss those differences in the context of impact on load forecast, I can understand how Oshawa can add.  But just talking about what colours are where, I am not sure how we would do that.

MR. THIESSEN:  Well, the other thing is that there is a number of other tables that are attached behind the map for the interrogatory response.

MR. MONDROW:  Yes.

MR. THIESSEN:  I didn't really want to go there, but I guess I will, but there is a number of tables that indicate various development proposals, it looks like, and various projects.

It's really difficult to tell, you know, what impact these have as well.

MR. LABRICCIOSA:  So those tables, if I can help you out with that, those are what I would describe sort of the in-fill type projects, the ones that, you know, in an urban setting, you know, down goes a one-storey building, up goes an eight-storey building or five-storey building.

In those particular cases there are no -- there's an existing load and an existing connection, but what is actually changing is a higher-density issue.

So there is just different information there than showing the new development work.  So between the two tables or between the table and the map we were hoping to give you, again, a level of certainty and a level of transparency around how informed our forecasts are and how we base, you know, our projections, on which -- the logic or the data that we base our projections on.

MR. THIESSEN:  Do we have an undertaking?

MR. MONDROW:  So maybe what we could do, if it -- sorry.

MS. LEA:  Yeah.  Go ahead.

MR. MONDROW:  If it would be helpful is to ask Oshawa to provide a discussion of what these two maps illustrate in respect of their load forecast?

MR. THIESSEN:  That's right.

MS. LEA:  Yeah.  And the relevance of the load forecast, yes.

MR. MONDROW:  Can you do that?

MR. LABRICCIOSA:  We can.

MS. LEA:  So description, I think, of what the maps illustrate and the relevance to the load forecast.

MR. LABRICCIOSA:  Correct.

MS. LEA:  That would be TC2.8.
UNDERTAKING NO. TC2.8:  TO PROVIDE A DESCRIPTION OF WHAT THE MAPS ILLUSTRATE AND THE RELEVANCE TO THE LOAD FORECAST.

MR. THIESSEN:  Those are my questions on Exhibit 3.

MS. LEA:  Any further questions on Exhibit 3 from anyone?  Scott?
Questions by Mr. Stoll:


MR. STOLL:  I just have, I hope, just one question, and it is a follow-up to 3-GOCC-11.  I don't think we need to go to it, but it talks about an increase in the average consumption of the GS class.  And I'm wondering what information, like, you provided, like, at the geometric being determined by the forecast model.

But what sort of background information supports the increasing average consumption?  Is it a change in the nature of the customer in the rate class?  Or why would the average be changing by 3 or 4 percent?

MR. MARTIN:  From the perspective of the load forecast, I can't answer it.  The load forecast basically is, it's a mechanical exercise, and I referred to the "geo" mean.  Essentially it calculates the trend for -- the average trend for that, for each customer or category.  And it basically comes up with a number that is either showing a decline in the -- in that category per customer or an increase in the customer.

Typically we would use that to basically project out the averages, and without -- and we don't typically do any kind of in-depth review, unless something looks terribly skewed or, alternatively, there is information that is available to us.

So for example, the large user, historically Oshawa has had upwards of four large users, and over time has now over -- for the last three years have only had one.  So in that event, we take what's happening with the college, which is our only user, and we basically, we don't take a geometric mean.  It wouldn't make sense.

MR. STOLL:  Right.

MR. MARTIN:  So that's -- now, Ivano, is there any intelligence that would be...

MR. LABRICCIOSA:  Again, on the development side, short of looking at the types of development that comes forward in terms of the size, the industry, the makeup, our forecasts are not broken down by individual class.

Obviously a larger -- a larger load class profile is different than single detached.  So we don't necessarily forecast the individual segments.  We sort of do an aggregate from that perspective.

MR. STOLL:  Okay, yes.  I'm just trying to understand why that average growth has changed -- is basically changing.  From what I'm taking it, you're saying it is the math in the model?

MR. MARTIN:  It's the math.  That is exactly right.  I can't explain to you what is actually happening.  We basically forecast mechanically, mathematically.

MR. STOLL:  Right, because I was wondering if -- and that is built on some historical information?

MR. MARTIN:  So the math is based on historical information.

MR. STOLL:  Right, right.

MR. MARTIN:  Yes.

MR. STOLL:  So I was just wondering, there were some
-- or shrinkage in the GS class.  Would it be possible to confirm if, like, the shrinkage was at the lower end of the GS class and that drove the model?

MR. MARTIN:  We could.  Now, I will say that we, in the last -- latest update.  So we did update the load forecast and we refiled it, and I am not sure if you have had a chance to look at that.

MR. STOLL:  Not the most recent, no.

MR. MARTIN:  So we did change -- resulting from one of your interrogatories, we did -- I did review those classes.  And in the case of the GS, not the large user, but the one down, so under 5,000, there was -- we did make a change to the assumption that we used, because the -- we were using the geometric mean, and in looking at it again, the history really didn't -- really was, in fact, skewing the results.

And we changed that to reflect only a four-year, I believe, average because of the number of -- the turnover, the turn that had occurred in that group, and it resulted in a different -- we ended up with a different result in that particular group.

MR. STOLL:  Okay.

MR. MARTIN:  So we have changed the math based on looking at it, again, with a different lens.

MR. STOLL:  Right.  Okay, thank you.

MR. MARTIN:  Yes.

MS. LEA:  Thank you.  Anything further on this exhibit?  Can I suggest a lunch break now?  Is 1:30 too soon?  Okay, 1:30, please.
--- Luncheon recess taken at 12:50 p.m.
--- On resuming at 1:32 p.m.

MS. LEA:  We're back this afternoon.  Randy, are you with us?

MR. AIKEN:  I am.

MS. LEA:  Great, okay then.  Now, I think, Ruth, you had some questions you wanted to ask at this time?
Questions by Ms. Greey:

MS. GREEY:  Yes.  Thank you for your indulgence.  I'll wait for you.  Are you guys okay?  Ready?

MR. MARTIN:  Yes.  Fire away.

MS. GREEY:  Okay.  Actually, I have just one question on Exhibit 2, and then just a couple on Exhibit 4, and then that's it for me.

So at Exhibit 2-CCC-29, we asked about the forecast of the applicant's reliability metrics.  And I thought that was a filing requirement, that you were supposed to be able to give service reliability indicators forecasts for your test years.

So for all of the service quality indicators, it was a requirement to have forecasts for your test years.

MR. MONDROW:  Sorry, it may be, but could you just tell us where the requirement comes from?  You don't have to...

MS. GREEY:  No, and I don't have the reference to it.  Just from...

MR. MONDROW:  As I say, it may be a requirement, but I am not aware of that.  Do you know, Jennifer, is it a requirement to file a forecast of service reliability for five test years for a five-year custom IR?

MS. LEA:  There is such a requirement for any cost-of-service application.  As you know, the custom IR filing requirements, there's no specific filing requirements.

But because it is required for cost-of-service applications, most applicants provide that same amount of information in their custom IRs.

MR. LABRICCIOSA:  And again, I recognize the question and the responses we gave.  We could not put a quantified calculation forward to be able to relate outcomes in a quantified way, but qualitatively speaking, we have directed the funding at the worst performing areas that are expected not to degrade the numbers.

So again, we qualified the answer rather than quantified the answer.

MS. GREEY:  Okay.

MS. LEA:  Randy, we're hearing quite a bit of noise from you.  I don't know whether you need to use a mute button.

MR. AIKEN:  Okay, I will put you on mute.

MS. LEA:  Thanks.

MS. GREEY:  Okay.  I will leave that.  I might bring up something when we go to settlement.  We do have more specifics on that.

MR. MONDROW:  I didn't mark down the interrogatory numbers.  2 CCC...

MS. GREEY:  CCC 29, but then that referred to --


MR. MONDROW:  No, right.  I got the reference.  29 was the original question?

MS. GREEY:  Right.

MR. MONDROW:  Your original question?  Okay.  Thanks.

MS. GREEY:  Yes.  Then SEC 24 was --


MR. MONDROW:  Yes.

MS. GREEY:  Yes.

MR. MONDROW:  Thank you.

MS. GREEY:  Okay.  And then in 4-CCC-36 we talked about RFPs for the studies.  So does Oshawa not have an RFP process?  Are you not expected to go through some sort of RFP process?

MR. MARTIN:  For this type of service we did not use an RFP.  We do have an RFP process for sort of long-term service contracts, but in this case, because of the complexities, et cetera, we -- certain things we had, we obtained quotes on.

So for example, the asset assessment condition we had a quote on, because it's something that there's -- a number of firms can do.  And we picked -- we didn't do a formal RFP, but we did ask for quotes.  I think we only received, in fact, two, and we picked the lowest bidder and the one that -- and individual or company that did the prior one.

In the case of some others, for example, the lead lag study, we referenced costs of others, and again, we believe -- we obtained a good value, we believed, for that.  So we didn't do a formal RFP.

And in this particular indication, there's fairly specialized -- for the other services, for example, NBM, and companies that -- the other service arrangements, we basically picked companies that we had familiarity with, knew they could do the job, and we have had past experience with them and knew that they provided good value.  Their pricing was fair, et cetera.

So we did not do -- we do have a formal RFP process.  We did not use it in this case.

MS. GREEY:  Thank you.  My next question is with 4-CCC-33, and it was talking about the number of employees that are eligible.  You have 20 employees that are eligible to retire.  And in your response you're saying last year you had six employees, but none of them have retired.

And I am wondering how numbers will change or whether you can show an indication, if none of the 20 retire, how would that change the costs in that area, since there does seem to be an indication, and I do know, from other utilities as well, that there does seem to be -- no one wants to leave the industry.

MR. MARTIN:  Yes.  So, sorry, just repeat that for me.

MS. GREEY:  Yes.  That an estimated 20 employees are eligible to retire in the years '14 to '19.  In 2014 you had six, and none of them retired.  I wondered how it would change the costs if you did assume that either none of them would retire or some percentage there of the 20.

MR. MARTIN:  Yes.  So we don't believe that there would be a significant increase in costs, if any.  And the reason being is, most of our -- so we do have some succession planning modelled in, but it really relates specifically to the trade groups, whereby we're bringing in -- the budget is to bring in apprentices that would, for a period of time, would sort of piggyback on the individuals -- the journeymen that are subject to retire.

And the numbers -- David could be specific in a second, but those numbers aren't -- we're talking about two this year and two the following year, that sort of number, and one the following year.

With respect to the other -- most of the retirees, there isn't any succession planning built in, there isn't any overlap of cost built in.  It is simply when they retire then they will be replaced at that time.

So we don't believe that there is -- the delay in retirements is going to have any significant cost impact on -- we simply won't -- we simply won't hire those folks until the other people indicate that they are leaving.

MS. GREEY:  Did you have any estimates of that, because it is five years out, right?  Like, some of them will retire out, replacing, or you're saying it won't change your costs?

MR. MARTIN:  I don't think it will change the costs.  So the plan is to -- typically we have sufficient time.  We have sufficient notice.  So the plan is for most of these people is once we receive notice, then we will start the replacement process, and the way we budget it is simply that there's no change effectively in the budget.

MS. GREEY:  Thank you.

MR. MARTIN:  So there may be timing, you know, there may be issues around timing, but we don't believe it would add up.  I mean, it might add up to some point of an FTE kind of thing but, yeah.

MS. GREEY:  Thank you.  That is all of my questions.

MS. LEA:  Thank you very much.

Who else has questions at this time on any of the other exhibits?  Scott and Mark?  Oh, everybody.  Who's --


MR. GARNER:  Sorry, you're saying "any of the other exhibits".  Are we going through all of them now, or which one are we at?

MS. LEA:  Well, I guess I'm still in the position of hoping that I don't have to begin with Exhibit 2 until Stephen Cain arrives, but I am prepared to do so should he not arrive within a reasonable time.  So...

MR. GARNER:  Okay.

MS. LEA:  Subject to Ian's discretion, I would like to proceed with other questioners.

MR. GARNER:  Well, again --


MR. MONDROW:  Do you have the rest of yours?

MR. GARNER:  Yeah, I was going to say, we could do cost allocation.  There's only -- we only have two on that.  I haven't pulled it up, but I can read those and ask for a response, and we can do rate design, too, as far as I'm concerned, if we can get through those quickly.

MR. MONDROW:  Mark, do you have questions on -- Mark Rubenstein -- cost allocation or rate design or both?  Scott, do you have?

MR. STOLL:  Not on cost allocation or rate design.  I was going to ask one or two questions on cost of capital.

MR. MONDROW:  Why don't we do Mark's and then --


MS. LEA:  We have a couple of cost allocation, rate design.

MR. MONDROW:  Let's do that.
Questions by Mr. Garner:


MR. GARNER:  If we could start with cost allocation, and again, gentlemen, we have provided you ahead of time these questions, so I will read them.

The first one, it is under 7-VECC-66, we called it.  It says:  Based on the result of the updated cost allocation models, please -- 2015-2019, please provide a schedule that summarizes by year, 2015 to 2019, the status quo and proposed revenue-to-cost ratios for each class.

MR. SAVAGE:  So we have filed that as part of the chapter 2 appendices work book.  Within that, it is appendix 2 or 2P, and for each year there's a tab for 2015, 2016, 2017, 2018 and 2019, and it shows exactly that, the status quo and proposed revenue-to-cost ratio --


MR. GARNER:  Is that the updated chapter 2s we talked about earlier this morning or...

MR. SAVAGE:  It would have been the original ones, the updated.  It is a standard feature in that file.

Now, on that particular tab, you do need to scroll down.

MR. GARNER:  Maybe he just didn't see it.

MR. SAVAGE:  It may have been missed, yeah.

MR. GARNER:  Fair enough.  We will take a look and if we can't find it we will get back to you.

MR. SAVAGE:  Okay.

MR. GARNER:  The second part of this question -- the next question is 7-VECC-67.  I will read it:  Please confirm that at the untranscribed technical conference held April 2nd of this year, Oshawa indicated it did not plan to rerun the CA models, cost allocation models, as part of each annual update but, rather, apply in each of the test years the class revenue requirement percentages determined based on the currently-proposed revenue-to-cost ratios for the year in question as determined by the current forecast revenue requirement.

So is that -- is that correct?  Is that the methodology that you are proposing to use?

MR. SAVAGE:  Right now our proposal forecasts different revenue-to-cost ratios for each year based on the current load forecast.

And it is correct to say we're not planning or hadn't planned on changing them every year as part of the annual adjustment.  We just didn't think it was material.  We're not averse to doing it, if it is deemed necessary.

MR. GARNER:  Okay.  So it is something we can talk about when we get to the next stage, the settlement.  So you're saying you could do it.  You just hadn't planned to do it, because you don't think the numbers will really change significantly?

MR. SAVAGE:  That's right.  Correct.

MR. GARNER:  I think that answers (b) and (c), also.

MR. SAVAGE:  I think it does.

MR. GARNER:  I am just reading this.  Yes, yes, I think it does, too, okay.  Those are our questions on Exhibit 7.

MS. LEA:  Do you have questions on 8, as well?

MR. GARNER:  Sure.  I can go on to 8 if no one else has anything on --


MS. LEA:  We don't have anything on 7, but before Ruth leaves I was hoping to ask about -- you have committed yourselves to providing a lot of updates, a lot of filings and all of that kind of thing.

We were wondering when you thought those might be available, and, also, is there going to be a blue page update to the application itself?  I don't know quite what you're planning and when you are planning to do it, or do you need time to think about it?

[Witness panel confers]

MR. MONDROW:  Turn off the microphones.

[Witness panel confers]

MR. MARTIN:  I'm not sure I totally understand what a blue page is, but from Ivano's description, we're not planning a blue page.

What I would -- so we believe we can complete the undertakings and file something by the end of next week.  And the form it will take, I suggest, would be similar to what we filed in response to the interrogatories.  So we will --


MS. LEA:  Just before you go on, we do start our ADR June 2nd, and if you file at the end of next week, that leaves one working day to review that material, which I doubt would be sufficient for the folk who ask for it.  I know it is a lot.  I don't know quite how to resolve this problem.

MR. RUBENSTEIN:  Can you just file them as you finish them on a rolling basis instead of waiting until they're all done?

MR. MARTIN:  We can.

MS. LEA:  Okay.

MR. MARTIN:  We will complete the filing by -- we will endeavour to complete the filing by Thursday.  You're right it doesn't give much time.

It is difficult.  We haven't got them all in front of us now, but I think we can file -- we realize we need to do an update of the models, which we will file.

So as I mentioned, in terms of form, if we can agree, the form we would propose would be similar to what we filed for the interrogatories.  So we would re-file models.  We would file a reconciliation page that would show where we started and the various updates and where we ended up with, and we will respond to the undertakers in a similar fashion --


MR. MONDROW:  Freudian slip.  Undertakings.  You said undertakers.

MS. LEA:  Maybe you feel like it now, but believe me, you're doing real well.

[Laughter]

MS. LEA:  It's very good.

MR. MARTIN:  I hope that wasn't prophetic of something.

[Laughter]

MR. MARTIN:  Undertakings, in similar form to the interrogatories.  I see them as similar to interrogatories.

MR. GARNER:  Just one question.  The reconciliation sheet, that is the tracking sheet that shows where you've changed it and in response to which interrogatory, that sort of thing?  Is that what you're going to do?  Did you file one of those already?  I can't recall.

MR. MONDROW:  I think what we talked about was having a -- not a blue page update in the conventional sense.  I will just wait for...

MS. LEA:  It's okay.  I was just referring my mind back to a provision of the rules about updates, but, anyway, go ahead.

MR. MONDROW:  We weren't planning to file a blue page update in the conventional sense.

I think the plan was, to the extent possible, to file a package, much of which would be the updated models or spreadsheets, and the reconciliation, I think, Mark, would be a list of the undertakings provided, and then a reference to where in those spreadsheets the updated information can be found for each of the undertakings.

There may be some stand-alone pieces, you know, commentary, description.  Some of the undertakings were more discursive than data-oriented, and so they would be probably just provided as stand-alone undertaking sheets.

And how much of the application would have to be updated I think we will have to think about as we go.  It may be that most of the updates captured in the rerun and, therefore, re-filed models -- which would essentially all be blue pages if we print them on blue paper.

What else in the pre-filed evidence would change?  As I say, I think we will have to look at that as we go.

MR. GARNER:  My suggestion would be -- I don't really care about blue page updates to the application.  You will have the IRs, you will have the undertakings, and that's fine, and then rerun the models and you will have the Excel spreadsheets.

Often what we receive, though, from the applicant is basically a table, and the table has all of the elements of the costs -- or the formula, basically, the rate base, et cetera.  It just says, from the original application, where all the changes occurred.

So you get from the top of the table -- I can give you an example of this.  The top of the table, the original let's say rate base; the bottom of the table you have the final one that you've got in your thing.

In each one of the rows is things like, okay, we changed it here in response to IR 2 and IR 3.  And I think I saw something like that already in your application.

MR. MARTIN:  Yes.

MR. GARNER:  So it would be a continuation.

MR. AIKEN:  Isn't that sheet 10 in the revenue requirement work form?

MR. GARNER:  Yes, it is sheet 10.

MR. SAVAGE:  We have done that and we will keep that.

MR. GARNER:  To me that is sufficient, that's good.

MR. SAVAGE:  The only thing is because it is custom IR, there is obviously five files.  So you have the movement in the 2015.

MR. GARNER:  Right.

MR. SAVAGE:  So -- and to combine all five into one table isn't very easy, unless you just take one element, such as revenue requirement.

MR. GARNER:  Right.

MS. GREEY:  That's why I wondered sometimes updating the evidence, then we all have the same thing in the same place, because there's been changes.  You gave us all of those updates.

And Ivano talked about a new change with the TS, et cetera, right, that is going to change the capital, et cetera.

So there are other changes.

MR. SAVAGE:  Yes.

MS. GREEY:  So that's why I am wondering, how can we best see those?

MR. MONDROW:  I think we are going to refile the models.  We will deal with changes or responses not reflected in the models on -- separately in respect of separate undertaking responses.  Then we will see what else we need to provide to help people reconcile.

MS. GREEY:  Thank you.  I think it's just, there may be some other places -- okay.  Do I have the right numbers?  That is all my concern is, that I just go into the next stage with the correct numbers.

MR. MONDROW:  Yes.  And I appreciate what the rules say about updating evidence with the different colour page, and we will try to address that, but I think the first step is to get the models done and to get the answers out to people.

MS. LEA:  Absolutely.

MR. MONDROW:  And we will, then, address the other required updates or cross-referencing.

MS. GREEY:  Appreciate that, thank you.

MS. LEA:  Thank you, yes.  And if you can get them out as soon as they're ready to go.

MR. MONDROW:  Yes, as we go, yes.

MS. LEA:  That would be very helpful.  Thank you very much.

All right.  We have just finished Exhibit 7.  Harold, do you have anything on that?  No.  So --


MR. MONDROW:  Jennifer, just before we move on, and I know you wanted to leave it to the end, and it's really up to Ruth, but if Ruth is going to go, I don't know if you want to go through the issues list discussion.  I don't know that Ruth has any concerns with your draft.  I haven't seen any huge concerns with your draft, but I haven't talked to everybody about it.

MS. LEA:  She does not, apparently.

MS. GREEY:  I'm okay, Ian.  It is very comprehensive, and thank you, Jennifer, for going and looking at the other ones and doing it, so --


MS. LEA:  My thought was --


MS. GREEY:  -- unless something was major was taken off, and Jennifer has assured me she would show me that, like, it would only be draft today, and that we would see that over the weekend.

MR. MONDROW:  Okay.

MS. LEA:  What I was proposing, Ian, is because that can be a discussion that's held off the record, that we finish the on-the-record portion of the technical conference, and then whoever is left, we discuss the issues list.  Because it's relatively non-controversial and I don't see a big discussion, then we prepare something that goes out to all parties showing any changes that have been made to the list and proceed that way.

MR. MONDROW:  That's fine.

MS. LEA:  Thank you.

Okay.  I think we're on Exhibit 8.  Mark Garner.

MR. GARNER:  Okay, thank you.

Exhibit 8, rate design.  This references 8-VECC-50, was the original interrogatory.  And the question is:  "Given that the Board's April 2nd, 2015 report has confirmed the move to 100 percent fixed will start -- fixed rate for residential customers will start in 2016, does Oshawa plan to change the basis for the rate mitigation rate riders?  And if yes, what's the revised proposal?"


So I guess this goes to the whole issue about the Board's new fixed-rate issue and how it's impacted, how your application anticipates it.

MR. SAVAGE:  Right now we are not proposing to make any change, but we fully expect that when we come to do 2016 updates, that we will start the process of transitioning to the 100 percent fixed.

We haven't come to a final decision.  I think the Board still has to finalize the implementation details and, you know, filing guidelines.

So right now we're saying we're waiting, but we don't think it will be any issue for us to comply with the requirements.

MR. GARNER:  Right.

[Witness panel confers]

MR. SAVAGE:  Yes, the question about the rate rider being volumetric as opposed to customer count --


MR. GARNER:  That's right.

MR. SAVAGE:  -- we would anticipate, you know, something similar, but having said that, it is such a small proportion of the actual monthly charge that it may not be material until maybe 2019.

MR. GARNER:  Because of the phase-in you anticipate the way it would be phased in?

MR. SAVAGE:  Yes, yes.

MR. GARNER:  All right.

MR. SAVAGE:  But again, I just stress that we can easily adapt as required.

MR. GARNER:  Okay, thank you.

The next question, 8-VECC-69 on this sheet, or -- and it refers to 8-VECC-51:  Has Oshawa received a response from its billing service provider as to the feasibility and cost of creating the requested report -- sorry, I don't know what that requested report is, but I am sure you do.  If yes, what is the cost and time required?

MR. SAVAGE:  The answer is no, I haven't had a chance to follow up, but I was -- my initial discussion was met with confusion.

So they weren't immediately able to say yes, that is something we can easily produce.

MR. GARNER:  For clarity of the record just here, can you just tell me what the report is?

MR. SAVAGE:  It's essentially an analysis of, if you take the residential class of customers, breaking the total billing into the number of customers that average, say, 250 kilowatt-hours a month, the number that average 500 kilowatt-hours per month, just categorizing the residential class by volume.

MR. GARNER:  Right.  Well, the next two questions in here, I will summarize kind of in one thing, which is, the concern we clearly have, my client clearly has, is the movement to fixed charges and their impact on low-volume consumers.

And so I guess our first thing was, we were looking for your view as to how that impacts the low-volume consumers, and as you see in the second part of that question, will you need to know -- do you need to know your number of low-volume consumers in order to consider the rate impacts?

MR. MONDROW:  So Mark, I think the Board has made a decision on that policy, and the concerns about the bottom 50 percent of consumers in terms of volume in those rate classes has been expressed.  The Board has addressed it.  I am not sure what Oshawa can provide by way of further information to VECC that would be relevant to its rate application.

I think they will follow the Board's policy, and whether you think the policy -- you, VECC, think the policy is a good idea or a bad idea is not something they can help you with.  Unless there is a nexus to the rates they proposed, other than, it is going to have a negative impact on some and a positive on others, I am not sure what they can tell you.

We can certainly confirm the response to the new 8-VECC-69 part (b).  That is what they have stated.  That is what the Board stated.  But beyond that I am not sure how we can help with that issue.

MR. GARNER:  Okay, thank you.

MS. LEA:  Thank you.  I think Mark Garner has asked our questions.  Now, I know Scott Stoll has some on cost of capital, you said?

MR. STOLL:  One or two there, and then one on Exhibit 2 that I can do at the end.

MS. LEA:  Sure.  Mark Rubenstein, are you happy to let Scott go ahead?

MR. RUBENSTEIN:  Yes.

MS. LEA:  Thank you.
Questions by Mr. Stoll:


MR. STOLL:  Just following up on the long-term debt, you had indicated that the new loans or -- to be procured this year.  Have there been any sort of progress in approaching financial institutions regarding the new debt and any sort of discussion around rates?

MR. MARTIN:  So we are making progress, but we aren't at a point -- we aren't at a point where, at this time, to make any changes to the model.

I do suspect, though, by the time we -- I expect that by the time this closes we will have information, but we don't have anything at this point in time to update with.

So we have had -- we have had discussions about indicative rates.

MR. STOLL:  Right.

MR. MARTIN:  And the reason why I don't want to use them is because over the couple of months that we've been having conversations with the bank, those indicative rates have been volatile.  And they've -- so it's -- it's just not the right time to start to move those rates around.

MR. STOLL:  So your intent is, if you did lock-in something prior to the decision, you would update the evidence to reflect what the agreement was?

MR. MARTIN:  Yes, yes.

MR. STOLL:  All right.  And then for the future debt that is incorporated into your application, you would go with the Board's deemed?

MR. MARTIN:  Yes.

MR. STOLL:  Okay, that is my Exhibit 5.  Then I am going to switch to Exhibit 2, if nobody minds.  It is just a follow-up on 2-Staff-10.  You had indicated you use a 15 percent contingency.

MR. LABRICCIOSA:  Yes.

MR. STOLL:  Okay.  And what's the rationale for a 15 percent contingency as opposed to another number?

MR. LABRICCIOSA:  Just historical.  I thought we had said that, in terms of the 15 percent is a historical reference, but we did qualify another IR with underground contingencies that references why it is more than 15, and again that it goes to 25 based on that.

MR. STOLL:  Just in general what your approach to like capital programs, would you typically spend to what you plan?  Like, for, say, pole replacement or something, say I've got $200,000 or whatever the number is.  I mean, I'm going to replace as many poles as I can for $200,000 so that you will spend it as opposed to -- or how do you approach --


MR. LABRICCIOSA:  Well, in aggregate for a capital program, we will complete the program for the dollars estimated.  Between projects, some come in under, some come in over.

So, you know, we sort of count on some movement of those dollars between the whole portfolio, but in general we land -- we land where we expected for the entire program.

MR. STOLL:  Right.  So sort of the base, the typical base line capital you would expect, you're saying you expect to spend, but the workload may vary a little bit?

MR. LABRICCIOSA:  It could.  The workload could vary, I mean small adjustments within it, but essentially in some cases we might get material in faster or in the ground or up in the air faster, and so, hence, there is a savings to that.  You don't spend as much time doing that.

In other cases, it takes a little longer.  There's some little things that come along --


MR. STOLL:  Right.

MR. LABRICCIOSA:  -- and trip you up a little bit and it takes a little bit longer.

MR. STOLL:  All right.  Those were my questions on 2.

MS. LEA:  Thank you.  Mark Rubenstein.
Questions by Mr. Rubenstein:


MR. RUBENSTEIN:  Thank you very much.  I have a few questions remaining with respect to 2.

If I can ask you to turn to 2-GOCC-3?  So generally this question asks or part (a) asks you why you have consistently underspent on capital relative to your capital forecasts from 2011 to 2014, I assume, since we haven't -- we're not in 2015.

You list under (a) a number of factors, and the first three I would call would be -- well, you were just more productive, and the fourth one is more of scope changing, scale timing, so it may not -- I am just wondering if you can help give me the magnitude of the savings.  Where are we seeing the bulk of that?  Is that because you're being more productive or the scope or timing has changed because of the projects?

MR. LABRICCIOSA:  It's really difficult to quantify, Mark, from my perspective, because they all impact any number of jobs, almost equally.

Some jobs are more impacted by sort of design savings, you know, things that we could either reuse or a change of design so we could avoid installing extra equipment to go around a turn or things like that.

Savings with external suppliers sort of happen once -- you know, every time you go to an RFP to buy bulk equipment, you have crystallized those savings.  So it doesn't appear on every job as a savings.  It just appears in bulk.

And the project management is probably the place where you get the most savings, if you're really did that well in terms of how you run the job, and that's really the ordering of the construction cycle.

So, again, you could get some very good improvements if you can stage the job appropriately and minimize -- in my mind, that management schedule is aimed at wrench time and the movement of people on the work site.

So if you can minimize the amount of up and down time, which is lost production, and maximize wrench time, that is really where I would probably place the emphasis on having the biggest impact.

MR. RUBENSTEIN:  So historically that's the biggest impact?

MR. LABRICCIOSA:  I think it would be fair to say that.  Without looking at every job and trying to identify it, I think my intuitive instincts would say that is where the greatest savings potential has been.

MR. RUBENSTEIN:  You're talking about historically for OPUCN specifically?

MR. MONDROW:  Yes.

MR. RUBENSTEIN:  I know you're saying that is where the impact could be, but I am actually -- I want to understand.  There's been an underspending in the past and I am just trying to understand.  The root is at productivity savings, which I would call the first three, and the fourth one being scoping changes, you know, less work than you needed or...

MR. MARTIN:  Yes.  I mean Ivano's correct.  We don't track it in the buckets.  And over time these are really the main reasons why we obtain savings.

But at different times over the last five or six years of history, it's been different things.  So I know one year, for example, we were able to -- we had some large transformer installations that we had to do, and we were able to attract a much better price on the equipment than we did.

Other years it would be the scope.  So it's not a -- there isn't a consistent pattern where I could say it is always this particular point.

MR. RUBENSTEIN:  If we look at the first three, outside of -- so, and I heard what you said about the external suppliers.  It is sort of a one-time thing or it may go forward for many years, but with respect to the other things about project management and design phase, are those things that will just occur on a -- in each unique circumstances, or is there a new methodology that may have been put in place that will have an effect on many projects and on a going-forward basis?

MR. LABRICCIOSA:  I would say both.

In some cases, when you deal with detailed design you might, in your scoping approach, apply a certain series of equipment or solutions to whatever you are trying to do.

But when you get to the detailed design, you figure there is a better piece of equipment or a better solution that can help out.  It's very unique in that particular case and it will yield good results.

And inasmuch that the equipment changes, so automation, those kinds of things, you can reapply some of that in the future.  But it becomes, again, possibly a new standard, and then you crystallize that savings.  And it shows up in new future estimates.

So the savings is already incorporated in an update standard; as opposed to project management might be you find ways to do work smarter in staging the job and the movement of people and equipment.

Again, once you find that, you likely crystallize that into your estimates.  And, again, it rolls forward saying, well, you know, we've now reduced the time to install X by, you know, a factor, so let's roll that into the standard as improving the average.

MR. RUBENSTEIN:  And in your forecast for 2015-2019 about the capital costs, have you built in an expectation that there will be similar other types of improvements going forward?

MR. LABRICCIOSA:  No, no.

MR. RUBENSTEIN:  Thank you.

MR. LABRICCIOSA:  It is purely based on history.

MR. RUBENSTEIN:  A lot of these seem to have been answered in other sections.

If I could ask you to turn to 4-SEC-33, in this question we asked you about the reasonableness of management compensation and provide any studies that you have undertaken about that.  And you have essentially said, well, we -- we participate in the MEARIE salary survey, which allows you to review your compensation levels with industry trends, and you plan to do a Hay Group review in 2015.  Am I correct?

MR. SAVAGE:  Yes.

MR. RUBENSTEIN:  So since you haven't done the Hay Group study yet, the MEARIE salary survey, is that what you use to determine reasonableness of management surveys?  Sorry, management compensation?

MR. MARTIN:  We don't -- we don't really have any formal study that I am aware of, nor does the MEARIE survey really help formally with our -- with our management salary position.  So we don't have any -- so, I mean, essentially we're basing our -- we're basing our opinions or we're hiring people based on essentially what we have and know in the marketplace, et cetera, but we don't have any formal benchmarking.

The MEARIE survey, you know, at a very broad level gives us an indication, but it's not something that we actually follow or track.

I'm sure you're familiar with it.  It's not -- it doesn't really line up all the time with specific -- Oshawa -- in Oshawa we have a number of positions, management positions, that typically cross over a number of different portfolios, and as a result it tends to be a little bit more difficult to -- you know, we don't generally have specific management people that are there only to do regulatory, for example.  So it doesn't always line up.

MR. RUBENSTEIN:  If I could ask you to turn to 4-SEC-30.

MR. MARTIN:  Sorry?  You lost...

MR. RUBENSTEIN:  4-SEC-30.

MR. MARTIN:  30?

MR. RUBENSTEIN:  I have a question about retirements.  And it is the last line that I wanted to ask you about.  In your response you say:

"The expectation of this application is that most retirements will occur on eligibility."

Do you see that?

MR. MARTIN:  Yes.

MR. RUBENSTEIN:  If I can quickly ask you to flip to 4-CCC-33.  In the third sentence there in the second paragraph -- this is the history of Oshawa -- it says:

"In 2011 one employee was eligible to retire in 2011 and did so.  Then in 2014 six employees became eligible to retire and none have retired."

So based on that, how do you come to the conclusion that the expectation in this application is that most retirements will occur on eligibility?

MR. MARTIN:  Well, so maybe the "expectation" word is the wrong word.  The way we have budgeted and forecast is based on retirees retiring when they're eligible.

And I responded earlier, I believe, to CCC, in terms of the impact we think may occur on the forecast if, in fact, eligible retirees extend their term.

And in most cases, in most cases for our retirees we haven't built in any succession planning.  Essentially the forecast assumes that as people retire they will be replaced.

And typically that's what occurs.  We usually have sufficient -- we usually have sufficient notice that people are retiring.  We start the hiring process, and we bring people in at or around the time that they leave.

The succession planning that we have built in, where there is some redundancy -- and we're only really speaking about four or five positions over the course of the five years whereby we bubble up in sort of '17 and '18 and we're back to kind of a normal situation in '19, it's relative to the trades only.

We don't -- we are -- our plan is to bring in apprentices, have a bit of an overlap with the journeymen, and as the journeymen retire they are replaced, essentially, by the apprentices.

We build in on an assumption there, a six-month assumption, that within a six-month period of time the individual would, in fact, retire.

If that turns out to be a little bit longer, we don't see that as being a material difference in the outcome of the overall forecast.

MR. RUBENSTEIN:  Of the six in 2014, what is the status of any of those six retired?

MR. SAVAGE:  This may not be exact, but roughly speaking we've had notice -- formal confirmation of one who is retiring very shortly.  No confirmation on the others.

Now, a number of the others are non-tradespeople.  They're in the management side of things, and they fall into the category where they will be replaced after they leave, but, yeah, I think that's it.

MR. RUBENSTEIN:  And the last question I had -- I was wondering -- one second...

Sorry.  If we can go back to 2 -- sorry, this was a follow-up to a conversation that was had yesterday with Mr. Aiken.  If I could take you to table 239 in the evidence.  This is 2A, page 113.  There was a discussion that you had regarding this table about, when things go in-service, is there a matching.

He was talking yesterday about -- I know things have shifted, but of the MS9, and my understanding from your response was, we're spending money in those years, but something is going into service, because the way you are building it is sort of in a step function.  Am I correct?

MR. LABRICCIOSA:  That's correct.

MR. RUBENSTEIN:  I was wondering, though, about the Hydro One contributions, and for that -- is it the similar thing in each year?  Or is that just when Hydro One requires you to pay a certain amount of money?

MR. MONDROW:  Sorry, the question is when that payment goes into rate base?

MR. RUBENSTEIN:  Well, my understanding from this -- or from the conversation you had yesterday was, this table shows -- I know things have changed, but based on, let's say, the timing of this, the dollars being spent here equals an amount that is going into in-service additions.  Am I correct?

MR. LABRICCIOSA:  That's correct.

MR. RUBENSTEIN:  So let's use an example, the Thornton TS capacity Hydro One contributions.  There's 1.5 million in 2015 and 1.5 in 2016.

Is it the -- are you just being required to pay Hydro One contributions in those installments?  Or is something going in-service in each of 2015 and then something else in 2016?

MR. LABRICCIOSA:  This may be the bad table to reference, because the project you just referenced in the Thornton TS capacity is no longer -- it has been replaced, but if you want to use that example --


MR. RUBENSTEIN:  Well, the Wilson TS is under the same --


MR. LABRICCIOSA:  Same thing.  So let's reference the table and use the example.  In the case of the example, it would have been likely that we wanted two breaker positions, and the one-and-a-half million was to pay for the breaker position, so we would do it in installments, and it would have been installed in those particular years.

So those two payments are for two specific positions that would have been in-service each of those years, yes.

MR. RUBENSTEIN:  And you know that for the Wilson TS capacity?

MR. LABRICCIOSA:  Same thing.  It would have been -- it looks like there might be some upfront partial payments and staging and maybe it's spread out over three as opposed to two, but similarly two breaker positions there as well.

The new design requires an entire new station, and so we will be paying it in installments before it gets in-service, from an electrical standpoint.

MR. RUBENSTEIN:  But you are going to put in-service on the date of each of those installments?

MR. MONDROW:  Hydro One is putting the asset into service.

MR. RUBENSTEIN:  I know.  When Hydro One puts it into service, are you -- is it going in-service for you when you make the payment?

MR. MONDROW:  Is it going in rate base?

MR. RUBENSTEIN:  Yes.  Well, in-service --


MR. MONDROW:  It is not necessarily the same.  That's the point.

MR. RUBENSTEIN:  Sorry, is it going in-service for the purposes of your rate base --


MR. LABRICCIOSA:  Correct.

MR. RUBENSTEIN:  -- when the asset is -- the improvements to the assets are being --


MR. LABRICCIOSA:  While the assets are being commissioned, correct.  I mean, as we make the payment it is going into our rate base.

MR. RUBENSTEIN:  Okay.  Well, I would --


MR. LABRICCIOSA:  The payment is not necessarily electrically commissioned, it is a partial payment for -- a milestone payment for the project as it phases.

MR. RUBENSTEIN:  This isn't an undertaking, but I would just ask you to consider, and I would reference the EB-2012-0064 Phase 1 decision, where the Board made comments about -- specifically with respect to Hydro One contributions, of when they should go in-service versus when you're required to pay.

MR. MONDROW:  The matter is also under consideration in the sector application, which is currently underway, but we will look at it.

MR. MARTIN:  Sorry, Mark, can you repeat the EB number?


MR. RUBENSTEIN:  EB-2012-0064, the phase 1 partial decision.

MR. MARTIN:  Okay.

MR. LABRICCIOSA:  Is that Hydro One?

MR. MONDROW:  Is that the sector?

MR. RUBENSTEIN:  No.  This is the Toronto Hydro.

MR. MONDROW:  This is Toronto Hydro?

MR. RUBENSTEIN:  Ivano probably knows.

[Laughter]

MR. RUBENSTEIN:  Thanks.  Those are my questions.

MR. GARNER:  I only have a couple.  Do you mind if I go ahead of you, Staff?

MS. LEA:  Absolutely, go ahead.
Questions by Mr. Garner:


MR. GARNER:  Thank you.  I only have a couple left on -- one is Exhibit 2, and it is just more of I am confused, and maybe my math isn't right.

2-Energy Probe-15, where you indicated -- this is on working capital 13 percent, and there was a question about why you didn't use the 12.74 percent instead, and you said you rounded it to 13 and it does not meet the materiality.

But is my math right?  I mean, when I do that math, the number is something like a $300- or $400,000 difference as opposed to your materiality that is $100,000.  Have I got that --


MR. MARTIN:  No, because I think what you're -- I think that is the gross number, but once you calculate the allowance.

MR. GARNER:  That's where I'm making the mistakes?

MR. MARTIN:  Yes.

MR. GARNER:  Thank you.  That's helpful.

Now, the other question I had is with regard to 2-VECC-17.  This is about your smart grid roadmap, financial analysis plan and there were three parts to that question, and it was very helpful.  Thank you.

The one I want to follow up, though, is the (c) part of the response.  And this is where we asked you whether you were going to follow the guidance that was in the report that supported that smart grid roadmap.

And you responded saying something to the effect that the outage management system is the key project to identify outages, et cetera.  But maybe I wasn't being clear.  At page 5 of the report on this project that you commissioned, that report was very specific in what it indicated.

I will just read from it.  It says:
"The results of the recommended program offer the potential to generate significant benefits to Oshawa and the customers it serves.  Some of the key findings of our analysis..."

That's the consultant:
"... include, reduction in system peak by between two to four percent by 2024, potential reduction in overall system usage by 0.2 percent."

And then there is a number of other ones about the elimination of carbon, et cetera, on it.  And then the consultant goes on to say:
"If Oshawa elects to proceed with the project, UWC recommends that where possible the goals are quantified and baselined so that Oshawa PUC can measure progress and verify these goals are in fact achieved."

And I was really trying to get at that very specific recommendation that they were making and asking:  Are you going to do that; and, if you weren't going to do that, why wouldn't you be, because they have been very specific in their recommendation to you?

MR. LABRICCIOSA:  We interpreted the question as one that was trying to correlate the improvements to what we measure today in terms of reporting to the Board.

And what we saw the direct link as being is outage reduction -- outage minute reduction.  So we identified it as, from what we're tracking today, outage -- SAIDI outage minutes improvement.  Based on what the UtiliWorks study showed, that was the only one-to-one correlation we can identify.

So what we were hoping to say was or what we did say was, out of all of the metrics, the carbon credits, those kinds of things, outage minutes is the one that directly relates to things we were --


MR. GARNER:  I don't understand that.  They say specifically a reduction in system peak by 2 to 4 percent.  They say specifically a potential reduction in overall system usage by 0.2 percent.

I mean, they seem to be very specific as to what they say the benefits of this should be, and those two, and then they suggest to you specifically you should create a base line in order to measure the success of this program.

So I know you are talking about outages, but in fact I am not, in this part of the -- what they're talking about, I'm not sure they even mention outages as one of the benefits.  They do mention those two aspects.

MR. LABRICCIOSA:  They mention reliability.

MR. GARNER:  It may be a little broader.

MR. LABRICCIOSA:  Yes.

MR. GARNER:  But here I'm dealing with those two specific goals.

MR. LABRICCIOSA:  We can track that, for certain, in terms of load reduction and consumption.  I am just not sure, from our perspective, reporting it out would produce anything of value for us.

I mean, we would like to achieve those, but at the end of the day I am not sure if there is a reward or anything attached other than the business case is proven.

MR. GARNER:  Well, I thought the reward is to show that the project actually achieved some objectives that it was designed to achieve, and I thought that is what this was trying to indicate to you, is the project isn't done for the sake of being done.

It's being done for the sake of these types of metrics and whether it achieves them or not.  It seems to me that's what they were suggesting.

I'm not going to argue with you, because what I am hearing from you is that, no, those aren't the things that you plan to measure as a success of this program or not, and you're not monitoring those suggestions that they have put in in base lines; is that correct?

MR. LABRICCIOSA:  That's correct.

MR. GARNER:  Okay.  Thank you.  I think that concludes mine.  I will just check everything while you go through yours, but I that concludes my questions on the evidence.  Thank you.

MS. LEA:  Thank you very much.  Stephen Cain has joined us and, even in his present condition, is ready to take questions.  I told people you'd sprained your ankle.
Questions by Mr. Cain:


MR. CAIN:  It shouldn't affect my speaking voice.

So I have three sets of questions for you.  Each one refers to one of the interrogatories and your responses to it.

The first one is the responses to Board Staff interrogatory 2-Staff-6.  OPUCN's response to 2-Staff-6 refers to the latest correspondence from HONI.

Is that on the record, that correspondence?  If not, can you file it?

MR. LABRICCIOSA:  The HONI response is not on the record, and the plan itself, subject to check, I believe has been completed and is filed on their website.

We can double-check that, but what we did get in anticipation of this question is a confirmation letter to confirm our statements in the plan so we could file either one of those, a reference to whatever is on the HONI websites, as well as the supporting letter from the HONI responsible person on the file.

MR. CAIN:  Okay.

MS. LEA:  Thank you.

MR. CAIN:  It will be one or the other, I guess?

MR. LABRICCIOSA:  We'll do both.  We have the letter, and I believe they did put it on the website.  So if it is available on the website, we will point you to it.

MS. LEA:  Thank you.  TC2.9, please.
UNDERTAKING NO. TC2.9:  To PROVIDE CORRESPONDENCE TO HONI REFERRED TO IN OPUCN'S RESPONSE TO 2-STAFF-6.

MR. LABRICCIOSA:  Just to be certain, the IESO's regional plan is not complete yet, so we can't do anything to file there.  They have their process to go through and we're waiting for their process to end.

MR. CAIN:  Okay.  My next question, then, is also in relation to 2-Staff-6.  OPUCN's response to 2-Staff-6 indicates that the addition of two breaker positions at Wilson TS and Thornton TS is no longer being considered.

OPUCN states at Exhibit 2, tab A, page 16 that OPUCN spent approximately $3.8 million in 2013/2014 to transfer load from Wilson TS, where capacity was limited, to Thornton TS, where capacity was available.

I am wondering how -- now that you are not going to be spending the 6-1/2 million dollars to make breaker positions and feeders at Wilson and TS available, will this have an impact on OPUCN's use of the assets that were put in place to transfer load between the two stations relative to OPUCN's original intention for those assets?

MR. LABRICCIOSA:  No.  I believe the answer would be no on that.  We -- the original spend was to optimize the load between the stations.  So we were doing a cascading effect, because we do share those stations with adjacent utilities, so by shifting load around -- spending that money and shifting load around allowed us to use the capacity more efficiently before we were pursuing the incremental capacity improvement or upgrade.

And so I would say we've reached that point.  There's no turning back and putting it back to the way it used to be.  We have now used up capacity at both, that's available.  And the next phase was looking at the incremental increase in capacity.

And so the issue was between the -- what was the most appropriate solution, and having looked at breaker positions versus station, when we incorporate the regional aspects of load growth between all of the utilities that are sharing the station, it made sense to make the investment in the station, as opposed to the incremental investment in just the breaker positions.

MR. CAIN:  Okay.  Next question is, again, same interrogatory.  OPUCN stated that OPUCN has now concluded on the selection of Enfield TS as the capacity solution for new customer load growth.

The net increase in expenditure required would be $14 million, which, subject to check, would increase system service investment over the DSP period by 78 percent compared to the amount applied for.

How and when does OPUCN intend to apply to recover these extra costs?

MR. LABRICCIOSA:  Our update reflects the aspect of the change and recovery of the funds for the investment in the updated DSP plan.  So essentially, we want to recover the costs of our contributions for the station and all of the changes we have described in the five-year period through rates.

MR. MARTIN:  And just further to that, those are the investments that we were speaking of, well, where we identified yesterday that needed to be -- the in-service date scheduling needs to be revised.  But the dollars are essentially in the updated.

MS. LEA:  So that's in the updates you are going to provide to us?

MR. LABRICCIOSA:  That's correct.

MS. LEA:  Okay.  We were just making sure that we weren't supposed to have already seen them.

MR. LABRICCIOSA:  No.  What you're seeing here is a description of the total overall sort of macro changes of the dollars and a schedule of the dollar investments.

What we will update is the in-service aspects of those investments, which are different than what we had originally.

MR. MONDROW:  Sorry.  Can we just clarify that, Phil? My understanding is that the updated capital contribution and associated expenditures are included in the May 8th update.

MR. MARTIN:  Yes.

MR. MONDROW:  But the timing for those expenditures being reflected in revenue requirement in the May 8th update is inaccurate, and the update that we will file in response to various technical-conference undertakings will fix the timing issue, that the dollars are in the update that has already been filed; is that correct?

MR. MARTIN:  Yes, sorry.

MR. MONDROW:  Does that help?

MS. LEA:  Yes.

MR. CAIN:  Yes.  In response to 2 Staff 6, OPUCN mentions that the total cost of the Enfield TS will include 5.5 million for two feeders from Enfield to supply MS9.  This amount is 2 percent or, subject to check, 57 percent higher than the three-and-a-half million dollar cost mentioned in Exhibit 2, tab B at page 20 in a footnote.  And the question is simply, why?

MR. LABRICCIOSA:  Again, it is the egress.  The original solution was using or utilizing existing 44 kV infrastructure out of Thornton and Wilson, which got you a good part of the way to MS9, and that reconfiguration was, again, making use of the assets that were in place, and therefore the costs were lower.

The new approach or the recommended preferred solution, recommended solution, requires two new feeders from a new station in a different egress point to supply MS9.  So MS9 stays where it is, but where you're coming from is what is changing and driving the cost up.

MR. CAIN:  Thank you.

At Exhibit 2, tab B, schedule 7, attachment G, page 4, OPUCN says that the regional and local planning process will consider the Enfield TS in an option involving adding a DESN at the Wilson TS to determine the best cost-effective solution for all impacted stakeholders and one that will be in the best interest of the customers.

Does OPUCN intend to file either by way of an undertaking for the current proceeding or in a future application details of the assessment of each option considered, including total station capacity and MVA, total cost to be shared by the distributors served, the share and percent of the total cost allocated to OPUCN, the share of station capacity in MVA allocated to OPUCN, and the cost of any related distribution system modifications to access the new facility?

MR. MONDROW:  Sorry, could I just have the exhibit reference again?  Exhibit 2, tab B, schedule 7, attachment G?

MR. CAIN:  Yes.  Page 4.

MR. LABRICCIOSA:  The expansion at Wilson was considered, and as we got into the details of the effort and the costs, high-level costs required to provide the capacity needed, ruled out that option fairly early in the process.

So I'm not sure I can -- I'm not sure I can provide a detailed accounting of some of those numbers, simply because at the end of day it didn't provide enough capacity and there wasn't enough geography around Wilson TS to basically include a second DESN.

So we, I think -- I wasn't there for the discussion of the planning team, but I believe the planning team discarded that option because it didn't fulfil the needs of the entire region.

MR. MONDROW:  So Stephen, this evidence references a regional planning initiative in which HONI is the lead transmitter.  And correct me if I'm wrong, but while OPUCN participated in those discussions, HONI is the entity responsible for the plan and ultimately its cost-benefit analysis.  Oshawa simply has to write a cheque to contribute what it is asked to contribute.

So if your question is, is Oshawa planning to file a cost-benefit analysis for HONI's solution -- is that essentially the question?

MR. CAIN:  Correct.

MR. MONDROW:  Okay, and I think the answer is no.  I don't think that is Oshawa's onus to discharge.

Maybe that begs a fair question of where does that onus get discharged, but it is not our intention to justify HONI's project, if that is the question.

MR. CAIN:  Moving on then to the second interrogatory that I would like to ask questions about, that is OPUCN's response to Board Staff Interrogatory 2, Staff 7.  These questions are about the table OPUCN provided with that response.

In response to 2-Staff-7, OPUCN provided a table showing OPUCN allocated actual and forecast capacity utilization for Thornton and Wilson TSs.

The first question is -- and I will say this slowly so you can look it up -- does the 156 MVA figure for total station capacity at Thornton TS reflect the planned HONI transformer upgrade mentioned at Exhibit 2, tab B, schedule 7, page 10?

[Witness panel confers]

MR. MONDROW:  What is the evidence reference, Stephen, sorry?  Exhibit 2, tab B, schedule 7, attachment -


MR. CAIN:  No, just schedule 7, page 10.

MR. MONDROW:  Oh, sorry.  One minute.

MR. LABRICCIOSA:  We're just pulling it up, Stephen.  Give us a second.

[Witness panel confers]

MR. MONDROW:  Could you ask the question again?

MR. CAIN:  Sure.

MR. MONDROW:  Thanks.

MR. CAIN:  Does the 156 MVA figure for total station capacity at Thornton TS reflect the planned HONI transformer upgrade mentioned at Exhibit 2, tab B, schedule 7, page 10?  I think the upgrade was planned for 2015.

MR. LABRICCIOSA:  Yes, it does.

MR. CAIN:  Thank you.  The second question is:  Is the 78 MVA figure for OPUCN allocated capacity current; that is, does it take into account OPUCN's investments in facilities to transfer load between Wilson TS and Thornton TS?

MR. LABRICCIOSA:  Yes, it does.

MR. CAIN:  Thank you.  Third question:  For the Wilson and Thornton stations respectively, actual OPUCN utilization in 2014 was 6 percent and 20 percent less than shown in the adjacent column under forecast OPUCN utilization.

Does this imply that OPUCN capacity utilization did not materialize as forecast for 2014, and, if so, why?

MR. LABRICCIOSA:  Stephen, can you help me with the references?  I am comparing -- in that table I am comparing actual OPUC utilization 2014 at 87 MVA --


MR. CAIN:  Yes.

MR. LABRICCIOSA:  -- to forecast utilization at 109.

MR. CAIN:  So you forecast 109?

MR. LABRICCIOSA:  Yes.

MR. CAIN:  What happened was 87?

MR. LABRICCIOSA:  Yes.

MR. CAIN:  There's a big difference.  I mean, we just want to know why.

MR. LABRICCIOSA:  Again, the forecast model is -- has flaws and errors in it, and it becomes informed by assumptions on load growth, CDM, economic growth or decline, those factors.

I would suggest some or all of those factors, at a macro level, have adjusted compared to our forecast, which resulted in a lower -- lower utilization of the station value.

If you're asking me to quantify each, and I didn't hear you ask me, but if you are asking me to do that, we would have to take an undertaking on at that to see if we could actually produce those estimates.

MR. CAIN:  I guess I'm not interested in that, but I mean -- I am interested in it, but I am not asking you to do that.

Could you just tell me what -- what date, if you will, not the exact date, but when was the forecast completed?

In other words, 2014 would be how many years from the date that the forecast was finalized?

MR. LABRICCIOSA:  I really don't have that date in front of me, Stephen.  It would be definitely before 2014, but how far in advance, I'm not sure.

MR. CAIN:  Okay, thank you.  Could you provide that date for us?

MR. LABRICCIOSA:  I can go back and check that forecast, yes.

MR. CAIN:  That would be great, thanks.

MS. LEA:  That will be TC2.10, please.
UNDERTAKING NO. TC2.10:  to PROVIDE the DATE FORECAST was completed.

MR. CAIN:  The next question is related to the table.  Will OPUCN undertake to file a similar table -- that's to the one that we have been talking about -- adding a third row of data for a new TS -- you referred to it as Enfield TS, and a new column on the far right with the title "Forecast combined capacity utilization" for whatever year you expect to be the first year in which the new TS would be in-service?

MR. LABRICCIOSA:  Yes, we can do that.

MR. MONDROW:  Forecast OPUCN combined utilization; correct?

MS. LEA:  That's how I understood it.  Is that correct?

MR. CAIN:  That's correct.

MS. LEA:  All right.  TC2.11, please.
UNDERTAKING NO. TC2.11:  to PROVIDE UPDATED TABLE INCORPORATING ENFIELD TS AND COLUMN "FORECAST OPUCN COMBINED UTILIZATION".

MR. CAIN:  And the last set of questions are on OPUCN's response to School interrogatory 2-Schools-23.

OPUCN said in their response that the assignment of a probability consequence category using the asset investment prioritization tool, the AIP tool, involves no calculations.  The first question is:  Does this mean that the metrics shown on Exhibit 2, tab B, schedule 5, page 1 represents the AIP tool in its entirety?

That is, are the risk consequence and risk probability values simply assigned to a given project on the basis of professional judgment?

MR. LABRICCIOSA:  If the question relates to is it a quantified analysis or qualified analysis, it is a qualified analysis, not quantified.

MR. CAIN:  Okay.  Next question is, of the 103 investments assessed using the AIP tool, 89 are assigned to the same risk category; that is, likely probability, major consequence.

How did OPUCN rank these 89 projects of apparently equivalent priority for the purposes of scheduling investments over the five-year plan period?

MR. MONDROW:  Stephen, do you mean scheduling the investments -- when in the plan period they're scheduled, or...

MR. CAIN:  What I meant was that --


MR. MONDROW:  The sequencing of the projects; is that what you're referring to?

MR. CAIN:  Well, I guess assigning -- within the same priority, assigning an order in which they would be done.  If they're all identical priority, how do you determine the order in which they're done?

MR. MONDROW:  Okay.

MR. LABRICCIOSA:  And, again, that's a qualitative assessment.  As a bulk contingent or category of projects, what then informs the scheduling is there is a pragmatic or practical order in some of these cases where, for example, if you are to do work in the station for two specific needs, you might want to do them together even though the priorities might be off.

And so, again, what then determines order and priority are other reasons, other than the level of need.  And ideally, you know, there is an urge to try and be as perfect as you can and try to sequence them with the highest priority first and the lowest priority last.  Ideally, they will get done within the year.  The models are not as accurate they're going to fail exactly in a particular month or day within that year.

The level of accuracy of the study is, if you get them done in the year, ideally you're ahead of that curve of getting to them before they actually fail.

MR. CAIN:  Thank you.  Also in response to 2-Schools-23, OPUCN cites the Metsco report at Exhibit 2, tab B, schedule 3 as the source of the evidence supporting the probability and consequence priorities assigned to OPUCN's various types of assets.

Staff notes that the Metsco report deals with OPUCN's existing assets and not proposed investments and new assets.  However, new assets such as MS9 are included in the list of prioritized projects appearing at Exhibit 2, tab B, schedule 5, pages 2 through 7.

Was the AIP tool used to prioritize the MS9 investments?  And if so, what risks were considered?  If not, how was the MS9 investment prioritized in relation to the other 88 investments in this same category?

MR. LABRICCIOSA:  The reasons or the priorities are distinct.  From a specific case of asset condition, existing asset condition, the 89 projects reference the need to replace or intervene in the existing assets.

MS9 is more of an obligation to serve requirement, in terms of new load and new capacity coming in.  And it's got both parts embedded in it.

From a capacity standpoint, the capacity -- we have a limit as to how much capacity we can service into that area.  So MS9 is providing that relief, together with Enfield and those other projects that somewhat connect to that capacity side.

In terms of obligation to connect, we have a whole bunch of new development going in an area where we have no infrastructure.  So MS9 is the need for that infrastructure.

MR. CAIN:  Okay, thanks.  That was my last question.  Thank you very much.

MS. LEA:  Thank you.  I believe Harold has some questions.

Now, do folks want to take a break or should we just barrel on through?  I think you only have two questions?  Anything further from anyone else?  Okay.  Why don't we just keep going, finish the on-the-record portion, if that is acceptable to the court reporter?  Thank you.
Questions by Mr. Thiessen:

MR. THIESSEN:  I am looking at Staff interrogatory 2-9, Exhibit 2, ninth interrogatory by Staff.  And this interrogatory tries to get at the idea of trading off maintenance expense with capital expenditure.

And in response to question (a), OPUCN says -- it makes -- OPUCN makes this as a qualitative statement and does not track this information in such a way to be able to quantify the value as requested.

Could you expand on that question a bit, about how you don't keep certain information on a maintenance versus capital investment trade-off?

MR. LABRICCIOSA:  In order to respond to a sort of quantitative analysis on that question, what we would have needed to know was the ability to over-maintain an asset and drive it a couple of extra years, so spending more op ex and no cap ex to see the resulting impact on reliability statistics.

We don't have the experience or the data format in that way.  In other words, we would have picked an area as a trial and said, we're not going to replace the asset, but we are going to visit it more frequently to ensure that it maintains the reliability we intended in order to defer that asset investment or intervention of new build or rebuild a year, two years, or five years out, so there isn't the data that can at least correlate for 2 percent more op ex, you can defer 10 percent of cap ex.

So we don't have that history or ability to track that, and nor have we done it that way.  So the maintenance programs are typically driven as routine maintenance.  Unplanned maintenance is really emergency -- emergency call-ins, emergency failures.

And the way we produce our op ex for maintenance and emergency is historical.  We have a routine maintenance program, maybe some adjustments to optimize within that program in some years, some years are bigger than others, depending on the number of units and things that we do.

And on the emergency side it is a guesstimate of number of failures expected and the time horizon, higher cost periods such as overtime versus lower cost periods such as daytime.

And so we sort of base the estimate on forecasting out number of incidents we have to respond to.

And the 2.2 percent reflects more or less the labour elements associated with that, or the mix of work within those two realms.

MR. THIESSEN:  And would you be able to make a comment whether that is standard practice, to use the methodology you just described?

MR. LABRICCIOSA:  I would say, in my experience, it's been very consistent with utilities such as the size of Oshawa, and it really is a function of how deep the data -- the data and experience and depth of the engineering analysis of utilities in general.  Smaller utilities would tend to have fewer resources.  Larger utilities would tend to have more resources, and it would be expected they use more accurate or detailed modelling.

MR. THIESSEN:  Okay, thank you.

My second question on that one is number (d) of that same response, which has to do with planned maintenance and how it appears in the evidence to be correlated more with inflation than any other variable.

And the question I am coming at here is, wouldn't you also consider age or asset condition assessment as well, in terms of planning a budget for maintenance?

MR. LABRICCIOSA:  I would agree with you at a macro level intuitively speaking you would like to get at your worst-case assets at least more frequently or be at them more diligently than others.

The cycling of the maintenance programs at Oshawa is time-based at this stage.  It has not been converted to condition-based at this point.

MR. THIESSEN:  Is there an intention to move in that direction?

MR. LABRICCIOSA:  We would have to study that and determine how to best get there.

MR. THIESSEN:  Okay, thank you.  Do you have a follow-up?

My second question on Exhibit 2 has to do with the response for Staff 11.  And this question gets at the concept of doing an economic evaluation of the actions you take, whether you replace something or whether you maintain it, and you have different alternatives.

And your response to question (a) says that "we do not provide evidence for economic evaluation of material projects".  So I am wondering if you could expand on that as well, like, why you wouldn't have an economic evaluation of certain projects.

MR. LABRICCIOSA:  Essentially the business cases for replacement of equipment all hinge on the fact that it is the cost avoidance of an outage.  So essentially it earmarks a positive business case if in fact the cost of the outage exceeds the value of the replacement of the project over its lifetime.

And so in a utility world, essentially replacing equipment is always the preferred -- the preferred solution if at the end-of-life.

So in other words, life extension -- and you've seen examples, I'm sure, in front of the Board of cable injection and other things.  Unless it is significantly extends the life of the asset, it is probably not a good intervention methodology.

In the case of maybe tree-trimming or insulator-washing or some of these other programs, you might deal with the root cause of the problem, which means the equipment is not at end-of-life.  It is just underperforming because of a condition that you can remediate.

In the cases of project at Oshawa, the equipment we're addressing is at the end-of-life.  So it is not underperforming because it is in a bad condition or a bad area or an environmental impact.  It really is underperforming because it just cannot be extended further.

MR. THIESSEN:  So end-of-life is your big decision point?

MR. LABRICCIOSA:  That's correct.

MR. THIESSEN:  You don't have any sort of gray area in between, in terms of how you operate?


MR. LABRICCIOSA:  Not in the series of projects we have put forward together for this application.

MR. THIESSEN:  I have one final question, and it just came to me, and that has to do with an interrogatory from the Oshawa -- Greater Oshawa Chamber of Commerce, number 8.  And there's a table there of updates of capital projects.

This may have been addressed already yesterday in Randy's questioning, but I just wanted to know whether the table as presented here as an updated projects will be reflected in the updates that you make as part of this technical conference.

[Witness panel confers]

MR. LABRICCIOSA:  The table we have provided in that interrogatory is basically a snapshot update of where we stand on some of the projects.  There is new ones that have made its way in and others that have sort of stepped out.

I don't believe it has made its way into the update in the workbook yet.

MR. SAVAGE:  It's not in the workbook.

MR. LABRICCIOSA:  Yes.

[Witness panel confers]

MR. LABRICCIOSA:  The question we have in our minds is, you know, there will always be an update, and inasmuch as this is recent information, it may not be material enough to change the entire outcome, but it will be extra work to include this in.

MR. THIESSEN:  I guess me question would be:  Is it appropriate to include this in?  I mean, is this --


MR. LABRICCIOSA:  I would say no at this time, simply because what we're doing is shifting dollars around.

So, for example, we gave you a snapshot in the application and a snapshot in the update.  This would be yet another update, and I guess you can constantly update.  We will come back before the Board annually to update with the latest information.

What we want to avoid is rerunning numbers, tables and charts and having to explain all of the differences and the movement.

When I say it's not material, it's the -- the scope of the project may or may not have changed and timing may or may not have changed, but it is not significant enough that it disappears entirely.

The example is the 407.  I mean, it's happening.  Construction is underway.  It's a question of someone has given us a new updated schedule and we have tracked it.  So, as a matter of completeness and transparency, if you ask us for the number, we give you the number we actually have as of today.

We're resisting running a new set of updates every time for every number change that comes through.

So from a materiality perspective, the project goes ahead.  It doesn't change.  The timing within the five-year app may shift around somewhat.

So we're somewhat resisting doing an update on all of the moving parts and pieces in the application, if it is possible.

MR. GARNER:  Can I ask you a question, if you don't mind, Harold, about that table and the account called the distribution plant relocation cost variance account?

Is that table and/or is there a table that will establish the projects that one is measuring variance from in that account?

MR. MONDROW:  Sorry, can you ask that again, Mark?

MR. GARNER:  There is a proposal for a distribution plant relocation cost variance account.  Variance implies to vary from something.

So the question I have is:  What is the list of "something" in which one is measuring variance from, and is that the list that I am looking at in that interrogatory, which is mostly, if not solely, relocates?

[Witness panel confers]

MR. LABRICCIOSA:  Yes.  This forms part of a list of projects that contribute to that variance account aspect.

MR. GARNER:  Is there a -- I just don't recall.  Is there a place in your application where all of the projects that you intend to go into that account -- and there's another variance account like this -- that are listed so that one then -- as one watches this one, follows those variances?

MR. LABRICCIOSA:  We didn't identify it specifically in the application, no.  But what we did do is we sort of ring-fenced it as the uncontrollable aspects of our application, and these are all sort of what I would call customer- or external-driven projects.

MR. MONDROW:  Just a minute.

MR. GARNER:  Right.

MR. MONDROW:  Just one second, if I could.

MR. GARNER:  Mm-hmm.

MR. MONDROW:  So there are schedules which provide capital expenditure details by OEB filing guidelines, Chapter 5 investment category, and there is a schedule for the City of Oshawa related capital program, which I think is relocation, and there is a schedule for overhead rebuild -- sorry.  There is a schedule for Durham Region related capital program, which I think are Durham Region driven relocations.  Is that what you're asking about?

MR. GARNER:  Yes.  I think where I was going was, when I was looking at this interrogatory the first time and as Mr. Thiessen was going through it, it reminded me of -- I was trying to in my head figure out how this variance account is working.

Is there some gross number per year or is it by project, and then one tracks the variance?

MR. MONDROW:  Sorry.  If you look at Exhibit -- sorry to interrupt you.  If you look at Exhibit 2, tab B, schedule 7, Exhibit -- attachments A, B and C.

MR. GARNER:  Right.

MR. MONDROW:  Each of those schedules provides the relocation capital expenditure, I think, by year, in each of the categories of 407 driven, Durham Region driven and City of Oshawa driven.  So those are the relocation programs.

MR. GARNER:  That is the population that you're looking at.

MR. MONDROW:  That's the population, and I believe it's done -- I don't have it open in front of me, but, as I recall, it is done by year.  So to the extent there is a variance from the total for those three schedules by year, that would be the variance reduction in the account.

MR. GARNER:  Thank you.  That is very helpful.  Sorry, Harold.

MR. THIESSEN:  That's okay.  Those are our questions.

MR. MONDROW:  I'm sorry, Stephen.  I was trying to find something while you were asking questions -- maybe it was Harold.  Sorry, it was your question, Harold, about the system O&M expenditures compared to capital expenditures.  One of your questions was:  Could you do that by year?  There was some discussion about that.

There is a table in the application which provides -- it doesn't provide both the capital and the O&M, but it does, as the filing requirements require, provide the O&M expenditure by your historical -- on a forecast basis, it groups the entire plan period together.

I don't know if that is of any assistance to you, but I can tell you where that is.

MR. THIESSEN:  Well, I think I was looking more in the -- looking for analysis of trade-offs between the two.

MR. MONDROW:  Well, but your question was:  Can you set them both out on a table?  Then you were asking about the trade-offs, I thought.  Anyway, there is a table that sets out by historical year the O&M.

MR. THIESSEN:  Well, I will check that out, unless you have the reference right at hand.

MR. MONDROW:  I do have the reference.  Just give me one second.  I'm not sure how much this is going to help you, but it is a filing requirement, and so it was included.  It is called "System O&M Cost".  It's Exhibit 2, tab B, page 15, and it is table 9, and it provides system O&M in total for each of the years 2014 through -- it does provide 2014 through 2019.

So it doesn't do the historical, but it provides the bridge year, and then the test years.

It does not set out on the same table the capital expenditures, and it doesn't talk about the interplay, but it does provide the data.

MR. THIESSEN:  Thank you very much.

MR. MONDROW:  I think the interplay was the subject of the discussion you just had.

MS. LEA:  Yes, the interplay was the subject of the discussion, but I understand that the answer is that Oshawa, given its size and existing data set, is not able, at this time, to demonstrate a trade-off between capital and O&M expenditure in the way that you might expect from a larger utility?

MR. MONDROW:  Sorry, go ahead.  You answer.

MR. LABRICCIOSA:  Yes.  I think you have characterized it correctly.  I mean, that is essentially what I -- what we have.  I mean, it's...

I've seen both, and I know what could be had in my experience with both.  It's just not available here.

MR. MONDROW:  I think the capital expenditures, if I understood the evidence or what will be the evidence, the capital expenditures during the test years are all or primarily end-of-life --


MR. LABRICCIOSA:  Correct.

MR. MONDROW:  -- expenditures, which doesn't engage O&M, I think was Ivano's answer.

MS. LEA:  Thank you very much.  That completes all of Staff's questions.  Anybody got anything else in the way of questions for these very diligent and patient folk?

MR. THIESSEN:  It just occurred to me there are really no questions on Exhibit 4, which is O&M, I think.  And one thing I was looking through my notes here is I noticed that -- I noted this morning you were talking about annual updates and how the updates could be fairly comprehensive.  And there may be, you know, issues with having interrogatories on the updates, that kind of thing.

So it sounds like the updated plans are going to be pretty comprehensive and labour intensive, perhaps.

I was wondering, in terms of the forecast you have of your regulatory costs, which is at table 4-3 in the evidence, I don't see a growth of regular regulatory costs going forward from 2015 to 2019.  I'm wondering whether you could comment on that.

MR. MONDROW:  You're asking about a growth in those costs?

MR. THIESSEN:  Yes, to address the issues of an annual application for the updates.

MR. MONDROW:  A growth over -- between 2015 and 2019?

MR. THIESSEN:  Yes.  Well, compared to previous.

MR. MARTIN:  No, we haven't.  While we -- as I mentioned earlier, while we expect that there will be a comprehensive reporting, we expect that that would be done with internal resources.

And if we're -- if our assumption is correct that we can successfully get a decision through written procedures, then we wouldn't expect there to be any significant third party expenditures.  So we haven't built anything in.

MR. THIESSEN:  Right.  Anyway, just it gets -- it gets --


MS. LEA:  Put that in.

MR. MARTIN:  We're prepaying Ian at the moment here.

[Laughter]

MR. THIESSEN:  Yes, spread his bill out over five years.  Okay.  Well, thank you, but I did think that it sounded like the update process was going to be fairly extensive and I thought that perhaps that would incur additional costs, but...

MR. MARTIN:  We haven't forecasted for any.

MR. MONDROW:  Those were all bound by the budget.

MS. LEA:  Thank you very much.  I believe that completes our questions.  Anything further for the purposes of the record?

If not, I would like to thank you very much for your answers over the last two days.  They have been extremely helpful, and thank our court reporter Teresa, as well, for her diligence particularly producing the transcript last night with the difficulties I know the reporting services had to undergo.

Thank you very much.  Randy, we will stay on the air, but that completes the on-the-record portion of the technical conference.

MR. MARTIN:  Thank you.
--- Whereupon the conference concluded at 3:14 p.m.
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