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Monday, November 23, 2015
--- On commencing at 9:32 a.m.

MR. QUESNELLE:  Good morning, everyone.  Please be seated.

Okay.  Mr. Sidlofsky, any preliminary matters this morning?
Preliminary Matters:


MR. SIDLOFSKY:  Just one for me, sir.

PowerStream staff have been doing some work on responding to the undertakings given on Friday, and I'm advised that they will be in a position to file six of those, six of the 10 undertakings, today.  They plan to do that at lunchtime.  They are just finalizing their responses now.

MR. QUESNELLE:  Great.

MR. SIDLOFSKY:  If you'd like, I can give you the numbers, if it's helpful.

MR. QUESNELLE:  Sure, why not.

MR. SIDLOFSKY:  Sure.

MR. QUESNELLE:  Thanks.

MR. SIDLOFSKY:  J1.1, J1.2, J1.4, J1.5, J1.9, and J1.10.  So I expect that when we come back from the lunch break we will have those copies for the Board.

MR. QUESNELLE:  Okay.  Thank you very much.

MR. SIDLOFSKY:  Thank you.

Ms. Helt?

MS. HELT:  Yes, thank you, Mr. Chair, and good morning.  I just have one procedural matter that I would like to address, and essentially it relates to the delivery of our transcripts.  It has come to our attention that some parties are not getting our transcripts in e-mail.  Our distribution lists haven't changed, so that's not the issue.  But our e-mail system has changed, so this may result in our transcripts actually going into spam folders because they don't recognize the e-mail address that it's being delivered to.

So if you could check your spam folders, and if you could also whitelist our e-mail address or add to safe senders' lists oeb@asapreportingservices.com; and if you're still having difficulty, if you contact us, you can contact me, and we will walk you through the process of ensuring that you are on the correct list and that our transcripts don't go into your spam folders.  But for now, if you don't get them, if you could just check that.  Thank you.

MR. QUESNELLE:  Thank you.
POWERSTREAM - PANEL 1, GENERAL ISSUES, RESUMED


Tom  Barrett,


Colin Macdonald,


Carolyn Young,


Heather Clark,


Stanton Sheogobind; Previously Affirmed.

Continued Cross-Examination by Ms. Helt:


MS. HELT:  Good morning, members of the witness panel.  We'll continue with Board Staff's cross-examination with respect to OM&A and benchmarking.  Do you have the Staff compendium in front of you?

MR. BARRETT:  Yes, we do.

MS. HELT:  All right.  If we could go to compendium page 16.  This is the second page of interrogatory F.SEC.6.  And I believe we looked at this on Friday, and you were actually asked some questions with respect to this, but we have some different questions regarding the various tables.

The purpose really of my questions is to try and better understand these tables.  So if we look at table 6.2, "Expected versus estimated productivity savings", it shows that the total productivity savings that PowerStream is anticipating during the period of this application is approximately 2.9 million.  That's at the bottom of the chart in the middle of the page.

So I take it that's about .6 million per annum?  Would that be correct?

MR. BARRETT:  I would just like to point out that that's actually the estimated productivity savings in excess of the amount you have under the IPI minus X.

MS. HELT:  All right.

MR. BARRETT:  So we're really estimating 15.8 million of productivity savings over the period versus 13 million  -- approximately 13 million that would be driven out using the IPI minus X, the productivity factor, built into the price cap formula.

MS. HELT:  So the over-achieved then, as it states there, it's 2.9 million.

MR. BARRETT:  Correct.

MS. HELT:  And would that be about .6 million per year then?

MR. BARRETT:  On average.

MS. HELT:  On average?  All right.  So the 15.8 would be your total estimated productivity, then.  That's what you're saying?

MR. BARRETT:  That's correct.

MS. HELT:  And do you consider that to be a relatively high amount of productivity or low amount of productivity in relation to your revenue requirement?

MR. BARRETT:  I really don't have -- we measured it.  I really didn't assess that.  You know, the only measure I compared it to was the -- what would be under the IPI minus X.

MS. HELT:  All right.

MR. BARRETT:  And exceeded that, so I thought it was reasonable.

MS. HELT:  Okay.  Thank you.  If you could turn to page 21 of our compendium.  This is the expected versus estimated productivity as filed in your originally filed evidence, Exhibit F, tab 1, page 4.  And I'm looking at table 3 on this page, and it's the same comparison as the table in the SEC interrogatory response we were just looking at.  And here it shows quite a significantly higher over-achieved productivity of 21.3 versus the 2.9.  Can you explain that difference?

MR. BARRETT:  Yes, there was an error in the way we had incorporated the capital productivity savings.  We hadn't converted them to a revenue-requirement basis, and when we entered the IR SEC.6 we realized that and we corrected it.

MS. HELT:  All right.  Thank you.

And also can, you explain the reason for the drop from the -- and maybe it's the same reason -- the estimated productivity savings of 34.3 million in the originally filed evidence to the 15.8 in the answer to the interrogatory?

MR. BARRETT:  You're right, it's exactly the same reasons.  The adjustment to the capital savings to put it on a revenue-requirement basis.

MS. HELT:  Okay.  Thank you.

MR. QUESNELLE:  Ms. Helt, could you go back?  I'm not following the math, and this is just the earlier -- when you were on page 16 of your compendium and you asked the witness if it would be approximately 6 billion per year?  And the answer --


MS. HELT:  .6.

MR. QUESNELLE:  .6.  I'm sorry, I --


MS. HELT:  Yes.

MR. QUESNELLE:  Didn't pick that up --


MS. HELT:  Per annum.

MR. QUESNELLE:  Thank you very much.

MS. HELT:  Can you confirm for me that when you were calculating the OEB expected productivity what you were doing was converting the stretch factor of .3 percent that would be applicable to PowerStream to a cumulative annual savings requirement, which was approximately 13 million?

MR. BARRETT:  That's confirmed.

MS. HELT:  All right.  Thank you.  And that is actually shown in the chart on page 20 of the compendium; is that correct?

MR. BARRETT:  That's correct.

MS. HELT:  So it would be .3 times the 154.2, which amounts to approximately .46 per annum, and then you would just add that year over year?

MR. BARRETT:  Correct.

MS. HELT:  Thank you.  All right.

If we can go now to table 6.1, which is again on page 16 of the compendium.  This is the chart where you show -- you break out the capital and OM&A.

Starting with the capital savings that are shown, these are the revenue-requirement effects arising from the cable injection program and only the cable injection program; is that correct?

MR. BARRETT:  That is correct.

MS. HELT:  And if we look at your response to 2.Staff.13, which is on page 28 of the compendium, this is where you actually state in response to question (a), starting at line 17:

"PowerStream confirms that cable injection is the only program that was included in the calculation."

And then in response to (b), question (b), at line 24 you note:

"PowerStream has not attempted to measure the productivity of all capital programs."

So would it be fair to conclude or to state that the estimated productivity savings that you're showing for capital is not a complete indicator of productivity savings that PowerStream may achieve from its capital program?  There may be others?

MR. BARRETT:  There may be others.  We believe that there will be productivity savings from, for instance, the pole reinforcement program.

MS. HELT:  Yes?

MR. BARRETT:  And we have budgeted the capital using the pole reinforcement rather than pole replacement, but we haven't quantified the productivity savings from that, because we're not as certain as to what -- how much extended life there will be from that.  We know it would cost a lot less to reinforce a pole and extend its life.  But unlike the cable, where we had a 20-year guarantee from the manufacturer, it's kind of too early now to know how long it extends life.  So it's difficult to assess how much productivity savings you're getting from pole reinforcement.

MS. HELT:  So there wouldn't be an estimate that you can provide, that you think might result -- what productivity savings might result from poles based on a best estimate?

MR. BARRETT:  I would have to check with our engineering team.  But when I asked, it's still fairly early in that program, so it's very difficult, I think, at this point to estimate how much longer we'll get out of reinforcing a pole, whether it puts off replacing the pole for 5 years, 10 years, 15 years.

 I think it's too -- you really need that information to come up with an accurate -- we can tell you what the -- you know, we can certainly tell you what the saving is versus replacing a pole, which is quite substantial.  But we couldn't -- to put that into a productivity savings dollar-wise that you could compare without adjusting for the difference -- obviously, reinforcing a pole is not going to last as long as replacing it with a brand new pole.  So it's not a one-for-one comparison.

MS. HELT:  Right.  But there would likely be productivity savings resulting from that capital program, from the pole replacement.

MR. BARRETT:  We believe there will be and that's why we're doing it, yes.

MS. HELT:  Are there any other capital programs where there may be productivity savings that haven't been reflected in your estimates?

MR. BARRETT:  Not that I'm aware of.

MS. HELT:  Thank you.  If we stay on that chart then and look at the OM&A component of the productivity savings, would I be correct to say that this savings of OM&A of 7.2 million is derived from Exhibit F, tab 1, page 5, which is shown on page 22 of the compendium?

And if you essentially add the numbers up in the variance productivity savings, you reach approximately 7.2 million.  Would that be correct?

MR. BARRETT:  Yes, that is the source of it, that's correct.  I think if we check the individual numbers, there is some rounding, I believe.  But they should tie back -- do tie back.

MS. HELT:  I performed that and it does come to 7.2.  I just wanted to confirm that is your source for that.  Thanks.

MR. BARRETT:  Yes.

MS. HELT:  And the line above that, where it says historical and forecast OM&A in application, is that the OM&A that PowerStream has actually achieved, or is it what you're applying for?

MR. BARRETT:  Yes.  So for this line here, that would be -- there's 2013 Board-approved.  I believe the 2014 at that point would have been what was forecast at that point in time.  The 2015 and through was what was being applied for.

This comes before the update, so they are the numbers before the update.

MS. HELT:  All right.  And the line above that, the status quo OM&A, is that the comparator that is used to determine the variance productivity?

MR. BARRETT:  Yes, it is.

MS. HELT:  Okay.  Now there are three adjustments that you make to the status quo OM&A each year, and I think there were some questions about this on Friday.  But these three adjustments are the inflation adjustment, the customer growth adjustment, and the net incremental new costs.  And these are all shown on the table on page 22 of the compendium.

Are these adjustments the key elements in determining your OM&A productivity savings?

MR. BARRETT:  Yes, they are.  So what we attempted to do was to assess what our costs would be by taking the inflation and growth, and we also had identified that there were a number of new costs that were not in that base figure, and that's what the other incremental new cost number relates to.

MS. HELT:  What would be included in that, when you say other costs?

MR. BARRETT:  For instance, one of the most significant ones that would impact this table would be the new costs associated with upgrading to our Oracle-based customer billing system compared to our 35-year-old system. The operating expenses with that new platform are quite a bit higher.  That would be one of the major items in there.

And the other -- I think if we flip to next page, page 23 of the compendium, it actually details what makes it up.  As you can see, the increased operating costs for the CIS, the new CIS platform, is one of the major drivers.

MS. HELT:  You're looking at table 6 then when you're stating that?

MR. BARRETT:  That's correct.  table 6 provides additional information on --


MS. HELT:  So it's breaking out the net incremental new costs?

MR. BARRETT:  That's correct.

MS. HELT:  So then you have -- if we look at that there are five, I think, categories that you've got: the CIS incremental cost, vegetation management, compliance, risk management, and the customer expectation.

What would be the customer expectation costs?

MS. CLARK:  I can help you on that.  Customer expectation includes costs such as our new call centre in relation to the -- for system control.  We have a new call centre, so additional costs associated with that.

We try to contribute -- lump them into categories that related to customer expectation.  So the call centre is an example.  We also did a customer focus survey, and those costs are also included in there.

MS. HELT:  All right.  Thank you.  So if we compare this classification that you have in table 6 with the classification shown in your original evidence table I, Exhibit J, tab 1, which is on page 30 of the compendium -- I'm sorry I'm referring to two charts at the same time, but the questions aren't that detailed or complicated.

So in the table on page 30 of the compendium, three of the categories of net incremental new costs in table 6, specifically the compliance risk management and customer expectation, are shown as business as usual.  Is that correct?

MS. CLARK:  That's correct.

MS. HELT:  I know -- again, we touched on this Friday, but I think we went in a little different direction.  What are the business as usual costs?  Like what is that?  How would you define it?

MS. CLARK:  Business as usual would be things like if I take a cost like risk management.  Included in that were like new head counts in relation to programs that we are doing to better our system.  So that would be an example of business as usual versus something we've done or is new to us.  It would be something like vegetation management, where we're implementing a new program there that had a significant cost.  That's what we called extraordinary, just to differentiate between the two.

And the next time, if we're doing cost drivers, vegetation management wouldn't be a driver because it would be considered business as usual.

MS. HELT:  Are those the two categories you have then really, business as usual or extraordinary?

MS. CLARK:  Correct, yes, and cost drivers associated with each one.

MS. HELT:  All right.  You've said that vegetation management is considered extraordinary.  Is the CIS implementation also then considered extraordinary?

MS. CLARK:  Yes.

MS. HELT:  And it's considered extraordinary for that program because it's a new program?

MS. CLARK:  New program, and significant costs associated with that program.

MS. HELT:  So when there is a significant cost, it's considered extraordinary?

MS. CLARK:  Correct.

MS. HELT:  So with vegetation management then, you would have had a vegetation management program in place before the ice storm, that's correct?

MR. SHEOGOBIND:  Yes, that's correct.

MS. HELT:  So really by considering it extraordinary, what you're doing now is you're increasing it by quite a bit.  You beefed up the program, would that be correct?

MR. SHEOGOBIND:  Yes, that's correct.

MS. HELT:  So when you show vegetation management as extraordinary, is it the entire cost of the vegetation management program or only incremental costs arising from the ice storm that's actually shown in the table?

MS. CLARK:  The main cost related to our new system hardening initiative.  So that new cost is the extraordinary item.

MS. HELT:  So it's the new incremental cost?

MS. CLARK:  Yes.

MS. HELT:  Okay, thank you.  In the technical conference on page 66, which is in our compendium page 34, when we were talking about here the vegetation management and the CIS implementation being considered as extraordinary, at line 11 you are asked with respect to this interrogatory response how the significant incremental impact was determined.  And you stated that -- or confirmed with Mr. Davies in his question that it's a qualitative -- it's more of a qualitative judgment than a quantitative judgment; is that correct?

MS. CLARK:  Yes, we looked at two different portions.  We looked at the dollars and whether it was a significant change in relation to the OM&A.  So really, if I look at the CIS, the two extraordinaries, that's a new program, so qualitatively that is almost -- we separated that out.  And then quantitatively it has a large cost associated with it, similar to vegetation -- or the system-hardening issue in relation to vegetation management.

MS. HELT:  So is it equal qualitative and quantitative then when you're making these determinations?

MS. CLARK:  Yes.

MS. HELT:  All right.

MR. BARRETT:  Can I just add to that?  I believe that what we're looking for is something that was not in the base figure that's being inflated, something that's above and beyond that.  That's just not a normal part of that extrapolation, but something new that's coming into it.  So it's more than just that.  So that's where the qualitative comes in, the fact that it's something new that's not in the base that's driving the status quo cost, if that helps.

MS. HELT:  Yeah, no, that does help.

If I can just have a moment.

Thank you.  I have no further questions.

MR. QUESNELLE:  Thank you very much, Ms. Helt.

Mr. Brett, I believe you're up next.
Cross-Examination by Mr. Brett:

MR. BRETT:  Good morning, panel.  My name is Tom Brett, and I represent the Building Owners and Managers Association.

I just wanted to start by referring back briefly to the renewed regulatory framework document.  It seems everything starts there these days.  And I wanted to just note, I guess, that the Board seems to -- the Board has come to the conclusion that they want to see certain outcomes in the distributors -- from the distributors' activity, right?  These will be fairly general questions to begin with, Mr. Macdonald.

MR. QUESNELLE:  Mr. Brett, are you referring to the actual report?

MR. BRETT:  Yeah, I have a page of a report here that I can quote from, but I'm just -- I'm going to try and do this at a high level if I can.  And I'm looking at, actually, page 2 of the report if you need to look at it, but I want to -- my question is that the Board has concluded in this report that there are four outcomes that are appropriate for distributors; is that right?

MR. MACDONALD:  That's correct.

MR. BRETT:  And the first of those is customer focus.  And I'm just going to read this:

"Services are provided in a manner that responds to identified customer preferences."

Right?  Another one is public-policy responsiveness.  That's number three.  I don't think there is any significance to the list -- the order in which these are listed, is there?  I don't see it.

MR. MACDONALD:  No, I think the spirit of it is they're somewhat equal.

MR. BRETT:  Right.  So:

"Public-policy responsiveness utilities deliver on obligations mandated by government in legislation and regulatory requirements."

So I would say two of those would be, for example, CDM obligations for utilities and renewable energy obligations for utilities.  Would you agree with that, that those are two examples of government mandates?

MR. MACDONALD:  Yes, I would.

MR. BRETT:  And then operational effectiveness, continuous improvement in productivity, and cost performance is achieved.  And utilities deliver on system reliability and quality objectives.  So that's a third, right?

MR. MACDONALD:  Yes.

MR. BRETT:  And the fourth is financial viability and sustainable savings, right?

MR. MACDONALD:  Financial performance, yes, that's correct.

MR. BRETT:  Yeah.  Now, with that general background I would like just to ask you a few questions on the process and the timing of the plan.  And -- of the application, I'm sorry.  Now, there's a covering letter that was written that you wrote, I believe, in December 2nd of 2014 where you initiated -- where PowerStream initiated a process, outlined a process, that it would provide ratepayer representatives with an overview of its custom IR for the five-year period, right?  Do you recall that letter?

MR. MACDONALD:  Yes, I have it here.

MR. BRETT:  Okay.  Good.  Because I have a couple of questions that stem from that letter.  And this is -- this, I think, is fairly straightforward, but you sent the letter.  We then had a -- you laid out a timetable for the -- how this consultation would work with the intervenors, and this was a sort of -- the idea here was a settle -- try and have a -- try and settle the case first with intervenors and then file an application.  This wasn't unique, and I'm not at all critical of it.  It's been done by several other utilities, in some cases quite successfully.

So that's -- you laid out a process.  I think we had an initial -- there was an initial briefing in January, I believe.

MR. MACDONALD:  It was -- Mr. Brett, I think the first meeting was here on December 15th of the same year.

MR. BRETT:  Okay.  That's the one I was thinking about.  And then as part of that -- after that first meeting you filed a rate proposal on February 24th with some supporting models and reports and so on, right?

MR. MACDONALD:  That's correct.

MR. BRETT:  And then on March 23rd intervenors provided IRs, and at April 10th you answered the IRs, and April 21st we -- there was a technical conference on that material.  And then shortly thereafter -- and I don't know whether I've noted it -- we had a settlement conference, we took a crack at it, the intervenors and the company.  We didn't get to a solution, but we made an attempt.

And then I think in -- was it early May you filed the -- shortly thereafter, shortly after the end of the settlement conference, you filed the application, right?

MR. MACDONALD:  Yes, May 22nd we filed the application.

MR. BRETT:  May 22nd.  And am I right in thinking that -- I think I'm right in saying, am I not, that the content of that application, the reports, the analysis, really was pretty much the same as what had been -- what had been filed preceding the -- filed back in February, right?

MR. MACDONALD:  Yes, all the work that you described over those number of months, that was also on the company website.  It was like an open process.  That was packaged together in May.  We also added all of the various chapter 2 filing requirement with all the appendices, just to make sure we had a complete application.

MR. BRETT:  Right.

MR. MACDONALD:  But I would agree with your characterization.  The work that -- extensive consultation done with intervenors through to early May actually was the core of what was filed on May 22nd.

MR. BRETT:  And then -- so basically when you filed the material back in February and you sent your letter back in -- your initial letter back in December 2nd, you would have at that time pretty much had the guts of your proposal, your rate proposal, completed?  Is that fair?  Pretty much completed?

MR. MACDONALD:  Well, the meeting we had here in December, December 15th, 2014, we put forth a proposal of doing this, this advanced settlement process, consultation process, which as you described was not unique, but not something that PowerStream had done.

So in that meeting, I think most of that meeting was spent getting advice from intervenors about what they would need to make this process work, this early settlement process work.  So we talked about what would be too much, what would be too little.

And so the February 24 rate proposal, which was a 115- page overview of our proposal, with a lot of attachments, and appendices, and schedules, that -- you're correct, that was the core of what we were asking for.

MR. BRETT:  And when would you have started work on that proposal?  I mean, that was a fairly well fleshed out proposal, as I recall.  When would you have started your work on that proposal?  Is that something you would have done in, say, early 2014 or mid 2014?

I'm sure you probably discussed this a little on Friday, and I don't want to get into it -- I didn't get my transcript until a little later, so I haven't had a chance to review everything in there.

But basically, when would you have started to work on this?

MR. MACDONALD:  We started working doing planning for this application in general probably in the spring of 2014.  And we discussed Friday the budget process that was kicked off in March -- or May.  And then did a five-year -- sorry, six-year budget, 2015 to 2020.

And then what really, for us, cements things for the application getting, for this application, the 2014 actuals early in 2015.  And then after that, we could file our rate proposal.

MR. BRETT:  Okay.  Just one more thing on that.  There were a lot of IRs filed in that initial go-round; as I recall, something like 400 -- 470 rather, in what I'll call the private settlement process.

Were those essentially the IRs that are still on the record for this proceeding?

MR. MACDONALD:  Well, let me answer -- well, yes.

MR. BRETT:  I'm not trying to get at anything to do with confidentiality here.  I'm just trying to figure out what the record is.

MR. MACDONALD:  That's correct.  But I don't want to -- they weren't private --


MR. BRETT:  I shouldn't use the word private.

MR. MACDONALD:  -- because it was all public.

MR. BRETT:  No, and I must emphasize my questions have nothing to do with the public-private side of it.

MR. MACDONALD:  I just want to clarify that we did answer 470 IRs, and they were on the public record.  So that formed the basis of going into that settlement process in April.

MR. BRETT:  Right.

MR. MACDONALD:  Just for clarity, though, after we filed in May, there was a second round of interrogatories. So they're part of the record as well -- fewer IRs at that stage.

MR. BRETT:  Yes.  Give me a moment here.

Now I would like to switch -- I would like to ask if you would turn up Exhibit G2, tab 2, appendix F, and this is the introductory document which surrounded your consultation with customers in respect of your application.

It's entitled "Introduction", about this consultation; G2, tab 2, appendix F, so it's sort of at the front of that part of the application where you have your -- all of your -- you lay out all your consultation mechanisms.

MR. BARRETT:  You may have to help us find it.  I believe it's in tab -- it's in section 2, tab 2?

MR. BRETT:  Exhibit G2 -- I have Exhibit G, tab 2, appendix F.  It will be the appendices.

MR. BARRETT:  So it's in the DSP then.

MR. BRETT:  I think this is perhaps it here.  It's work by Innovative Research.  It's the beginning of a report by them, and it's called introduction about this consultation, and I'm on page 1.  That's it.  Okay.

I have a couple of questions on this, and what I'm focusing on here, just so everybody can be aware of what I'm examining here, I'm examining the extent of the consultations -- I'm examining -- what I want to examine is the extent to which your plan reflects the Board's objective to be consumer centric.

And part of that analysis is to -- and I'm saying this, and probably I shouldn't.  But I want to give a clear framework here instead of trying to surprise you with things.  And I'm going to focus a little bit on the nature of the consultation that you held.

So I want to the look at page 1, and on page 1 of this -- now this document I understand would have been -- was this document prepared by you, or prepared by your consultant -- or both, a bit of both?

MR. MACDONALD:  Can we just go up to the cover?

MR. BRETT:  The cover?

MR. MACDONALD:  The cover of this report.

MR. BRETT:  All right.  So this appears to be --


MR. MACDONALD:  I believe this was prepared by Innovative Research, which was our consultant.

MR. BRETT:  Let's go back to page 1, and it says here:
"This initiative sought to bring customers," and I'm at the bottom of the first paragraph -- second.  Sorry, I'm at the last sentence in paragraph three, the longer paragraph.
"This initiative is sought to bring customers directly into the process of finding the right balance between cost and reliability."

 And going up to the second sentence in the same paragraph:

"Distributors are required to provide an overview of the customer engagement activities that they have undertaken with respect to their plans and how a customer's needs and preferences have been reflected in their application."

And the next sentence:

"While PowerStream engages customers in a number of ways to explore their needs, it has not done so in the context of its capital plan or," my emphasis, "rate application," which is what this is.

So this is the first time that you've done this, essentially; right?

MR. MACDONALD:  That's correct.

MR. BRETT:  And if I turn over to page two, I see here that you've said that the process that is built -- that they built was built on six principles.  And I guess it's a process that you both built, right, because you sort of consulted with them in the original design of this, or your objectives in doing this?

MR. MACDONALD:  That's correct.  They were our advisors and we discussed these types of things.  Yes, that's correct.

MR. BRETT:  Now, you have -- in your first two items there, the first is ensure customers have an opportunity to be heard.  And then the second item has to do with random sampling research.

So they're different, right?  They're different; they're complementary, but they're different?

MR. MACDONALD:  That's correct.

MR. BRETT:  And the first one you accomplished how?  By your website?  By posting the primer on the website and asking for comment?

In other words, the first one I'm thinking is an opportunity that you gave for everybody in your franchise to give you input.

MR. MACDONALD:  The consultation was done in two main ways.  One was face-to-face meetings with customers either for smaller customers in focus groups, and the second area was a workbook that we developed and posted on our website.  So that -- this ensuring those first -- the first one when we had focus groups -- we serve 11 communities, so we had focus groups in York Region and in Simcoe County.  We -- and we had them on different days, different evenings, so that gave people the opportunity from all over our service territory to come and speak to us.

The random sampling is more the science, you know, how many people you talk to, how many respond to the workbook.  We left -- that's more the expertise that Innovative brings to the table, the science part.

MR. BRETT:  And they also conducted a survey, did they not?  Like a large-scale survey in addition to the focus groups and in addition --


MR. MACDONALD:  They did a survey.  Yes, correct, correct.

MR. BRETT:  Now, those -- you state in your document here if we go over to page 5 -- and I just call your attention to the second paragraph on page 5:

"The process of developing this consultation primer began in the fall of 2014.  Innovative and PowerStream staff began the process of reviewing PowerStream's distribution system plan, while Innovative conducted three nights of exploratory groups in June 17th, June 18th, and June 19th in Barrie, Vaughan, and Markham."

Now, are those dates 2014 dates?  I didn't really understand that sentence.

MR. MACDONALD:  That's correct.

MR. BRETT:  Okay.  So back in 2000-four -- they had conducted some early discussions on what should be in the primer.  Is that the idea?

MR. MACDONALD:  That's correct.

MR. BRETT:  And then you got together in the fall and you developed this primer, and you set it -- put it up on your website.  And when would it have gone on your website, approximately?

MR. MACDONALD:  So just to be clear, there were, as I mentioned, two tracks for this.  One was focus groups, and we did prepare a PowerPoint slide deck to use with customers to go through some of the things that are on the page that we're on now down lower.  That was -- those were -- started earlier.  We posted our workbook on the website more towards September, October.  Or perhaps --


MR. BRETT:  You say here:

"The process of developing the consultation primer began in the fall."

Okay.  I see what you're saying.  So you posted it early on in the fall, like October, something like that?

MR. MACDONALD:  I may have to -- I may have to check, but it may be a little later from my memory, but it was in the fall of 2014.

MR. BRETT:  Would you be able to -- would you be able to check on that and let us know when that was posted?

MR. MACDONALD:  So the date is -- you're asking for the date, Mr. Brett, of when we post our workbook on our website?

MR. BRETT:  Yes, exactly.

MR. MACDONALD:  Yes, certainly.

MR. BRETT:  Can I get an undertaking for that?

MS. HELT:  [Microphone not activated]  Sorry, that will be Undertaking J2.1.
UNDERTAKING NO. J2.1:  TO PROVIDE THE DATE THE WORKBOOK WAS POSTED ON THE WEBSITE.  ALSO TO PROVIDE THE DATE THE LARGE SURVEY WAS DONE.  ALSO TO PROVIDE THE NUMBER OF SESSIONS AND THE DATES OF THE KEY ACCOUNTS.

MR. BRETT:  And what about the survey, the large -- the survey of the 623 customers, I think it was.  When was that done, do you recall?

MR. MACDONALD:  I'll -- let's add that to the same...

MR. BRETT:  Maybe you can add it.

MR. MACDONALD:   Of course.

MR. BRETT:  And then the other thing I would like to know at the same time is you had some discussions with what you call your key accounts, and I think a number of BOMA clients are in your key accounts category.  Some are, anyway.  And when did those -- now, those were discussions, not one-on-ones, but they were small group discussions, were they not?

MR. MACDONALD:  That's correct.

MR. BRETT:  And do you know roughly how many people would have been invited to those?

MR. MACDONALD:  Six to 12.

MR. BRETT:  And how many did you have?

MR. MACDONALD:  How many sessions?

MR. BRETT:  Yes.

MR. MACDONALD:  I'll have to add that to the undertaking as well --


MR. BRETT:  All right.  And maybe just the dates when those were held if you --


MR. MACDONALD:  Certainly.

MS. HELT:  So then the number of sessions and the dates will be added to J2.1 --


MR. BRETT:  Yeah, of the -- of the --


MR. MACDONALD:  Key accounts.

MS. HELT:  Of the accounts --


MR. BRETT:  Key accounts, yeah.  And the key accounts are your -- I take it they're your larger accounts, industrials, large institutions, hospitals, large office buildings, that sort of thing?

MR. MACDONALD:  Yes, more broadly the GS over 50 --


MR. BRETT:  Those are the same -- those should be looked at as one and the same?

MR. MACDONALD:  Oh, and we would have, you know, sampled that as well, so we didn't get to them all, but they would be in that -- like you said, the largest customer --


MR. BRETT:  And --


MR. MACDONALD:  -- larger customers.

MR. BRETT:  And how many are there in that group altogether, approximately?

MR. MACDONALD:  From memory, about 10,000.

MR. BRETT:  Okay.

MR. MACDONALD:  Of that rate class.

MR. BRETT:  Okay.  So you got 10,000 key accounts, essentially.  I don't want to quibble.  It's not -- doesn't -- not a whole lot turns on it, but --


MR. MACDONALD:  Right.

MR. BRETT:  -- you -- and I understand some are larger, some are smaller --


MR. MACDONALD:  Exactly.

MR. BRETT:  And you would have given the lists of -- there were some lists that you made up and gave to the consultants, and then they would have from that list selected a group to attend these; is that right?

MR. MACDONALD:  Yes, they would contact them by phone and talk to them about what we're doing and see if they could come to one of the focus groups, one of the sessions; that's correct.

MR. BRETT:  Okay.  I appreciate that.

Now, the -- okay.  So that's sort of an outline of what was done.  And...

Now, I want to check -- I have a question.  If you turn up page 8 of this same report here.  Do we have that?  Yeah.  Just, I have a number of questions of this ilk, and I'm not going to ask them all, obviously, because I don't think we have time today, but I want to ask a few.

Now, if you look at the paragraph -- the second paragraph, the first sentence of the second paragraph:

"All stages of the consultation focus deeply on the questions of outages, both under normal circumstances and due to unusual weather.  In both cases PowerStream customers were extremely satisfied with the utility's response.  The tables below depict customer satisfaction."

Do you see that?

MR. MACDONALD:  Yes, I do.

MR. BRETT:  Now, if we go to the table, the first table, and let's -- we can look at either one of these tables.  They're rather similar.  If you look at the response groupings, residential groups, very satisfied, 11; somewhat satisfied, 7 -- you look over at focus group GS under 50, very satisfied, 11; somewhat satisfied, 13; mid-market groups, very satisfied, 8; somewhat satisfied, 8.

What I see there is the reality there is not what was stated in the sentence above, is it?  Because there's -- you'd agree with me that if you looked at those tables, if you added up somewhat satisfied and very satisfied -- let me be a little more specific.  Somewhat satisfied isn't the same thing as extremely satisfied, is it?

MR. MACDONALD:  No.

MR. BRETT:  So this is a misstatement, and this is not you, this is your consultant, but this is a misstatement of what the actual results were, correct?

MR. MACDONALD:  Well, they have used a different word, "extremely", that's not in the table, so it is a bit --


MR. BRETT:  Yes, I'm just thinking, you know, common sense.  You read the sentence "customers were extremely satisfied with the utility's response".  Well, they weren't, really.  A certain percentage of them were.  Not all --


MR. MACDONALD:  I think -- I think their depiction is perhaps a little strong.

MR. BRETT:  Okay.

MR. MACDONALD:  It's not uncommon, though, with surveys to -- especially when there's five categories like this, two top, the middle, and two bottom, to add the top two together.  I think that's probably what they've done.  I think -- no, sorry, go ahead.

MR. BRETT:  No, it's fine.  I don't want to beat the drum here unduly.

Now, if you look down at the bottom of that same page, this was about outages, this part of this thing, and that's normal.

I'm looking at the second last paragraph.
"Again, when asked how PowerStream could improve response to outages, customers at all stages pointed to recovery time and speed.  In essence, they want faster response time from line crews, and overall duration of outages to be reduced."

My question to you is that's some intelligence that you got from this study.  What did you do about that?  How did you respond?

I'm going to come back to the timing of this study in a while.  But regardless of that for the moment, there's some intelligence that you got, I'd say hard intelligence.  How did you deal with that?  Did you amend your application to put in some specific measures to increase response time, or did you -- I mean, I'm assuming -- well, I won't assume anything.  But did you amend your application based on this?

MR. MACDONALD:  On Friday we talked about how -- what a learning experience this customer engagement process was for PowerStream.

It took quite a bit of time with customer groups to have them understand what we do, what PowerStream does, how we fit into -- what part of the bill we are.  And also to talk to them about the power delivery system, how there's different components; there's generation, transmission, distribution, et cetera.

A lot of time was spent educating customers.  So we did not -- these customer engagement -- the customer engagement process was extremely helpful and valuable.  But it did not make changes to our distribution system plan.

We could not get to the point with customers where they could say yes, cable injection makes more sense than us than cable replacement, for example.  It was too far to go.

In this case, though, I would say -- in the sentence you referred to, Mr. Brett, this gave us some satisfaction that we were doing the right things in our five-year plan.  So we have a capital program that seeks to at least keep our reliability where it is.  But we've also included more in new types of vegetation management.  So outages, you know, it depends what the crew finds when they get there, how long it takes to put it back together.  And if we can harden our system and do tree trimming and things like that, there will be damage to address when we get to the sites.

So we did not -- we did not take this and change our plan, but it gave us some comfort that our plan was appropriate.

MR. BRETT:  I take your -- this is -- I take your point.  This is a very specific thing, request.  And I take your point that this is the first go-round.

Would you agree with me, though, that it appears -- and we'll see what the undertakings say in this regard, but it appears that this whole consultation process was launched rather late in the day.  In other words, let me put it this way.  It was not launched at the outset of your planning for the -- your outset of the planning for the application or the plan, right?


It was launched, you know, you were quite -- you were close to if not finishing up your plan, you were well into having your application ready to go, is that not right, when this was -- and I'm not suggesting it might have been very different had it been done earlier.  But it wasn't done very early.


MR. MACDONALD:  Understood.  Ideally, it would have been out in the field talking to customers a year before we put the pen to paper for our distribution plan.  So you're correct; that did not happen.  Our plan was largely complete and we were doing the consultation in parallel with finalizing the plan.  So you're correct.

MR. BRETT:  Well, you say you discussed this, so I'm not going to -- I'm not going to pursue this.  I think in the circumstances you've -- I'll move on.  Just give me a moment here.

This is a slightly different aspect, but it's -- your plan and your consultation, you'll agree with me that your consultation, as you structured it, did not get into an exploration of all customer needs and preferences.

For example, you didn't get into talking to customers about how the utility could help them most in reducing their energy consumption, or reducing their energy demand  -- CDM stuff, if I can put it a little unelegantly.  That wasn't -- you seem to focus your discussions fairly much on cost and reliability.

But you didn't get into talking about how you might help them on distributor generation, for example -- and I have in the back of my mind my customer base, which is not residential; it's the larger sort of slice of customers -- other kinds of energy efficiency initiatives they might take, renewable energy initiatives.

Is that right?  Is that fair?  I mean -- well, first of all, is that right?  You didn't get into discussing that aspect of the customer experience vis-a-vis the utility?

MR. MACDONALD:  No, this consultation was done in accordance with the chapter 5 line requirements, and it was focused on stakeholdering the distribution system plan.

We do extensive consultation on CDM with all our customers, and actually some of the BOMA clients are showpieces in our service territory, in terms of both generation and energy savings.  So that's a separate area.

MR. BRETT:  You see that as a -- that's a separate track?

MR. MACDONALD:  Yes, sir.

MR. BRETT:  Okay.  We'll come to this in a bit, but if you were doing a -- but if you wanted to really get insight into what CDM could do for the customers and the utility, in terms of being an alternative to some infrastructure planning -- and as you know, this is an area which government has commented on, and the Board has commented on for that matter -- wouldn't it be wise to actually include those sorts of questions in trying to get at their stated preferences and needs?

I mean, wouldn't it be wise not to hive off CDM into a -- and I accept what you said about CDM, but wouldn't it be wise to include it in your overall assessment?  This is the big assessment.  This is the consultation that determines the shape of your application and the amount of capital you want to spend, and the configuration of your system.  I mean, how much DG are you going to have, how DG-tolerant is your system, do you promote DG, all these sorts of questions go to your system.  They don't just -- wouldn't it be better to have those kinds of questions included in this?

MR. MACDONALD:  All I can say in my answer is that was not the focus of our consultation.

MR. BRETT:  Right.

MR. MACDONALD:  If a customer wanted to talk to us about those issues, we wouldn't have stopped the conversation --


MR. BRETT:  Right.

MR. MACDONALD:  -- but it was more testing did our five-year capital plan, did our distribution plan, you know, make sense.

MR. BRETT:  And you would agree that some of your customers did want to talk to you about that, because if you look at the document that we spoke about previously, the Innovation document, they summarize comments in there, some of which I may come back to, but they summarize comments from some of the customers saying, you know, "We're putting in our own generation because we're concerned about reliability or we're concerned about momentary outages"; right?

MR. MACDONALD:  That's true, yes.

MR. BRETT:   Now, there was a certain amount of -- no, let's leave that.  I'm sorry.

One of the questions that did arise in the consultation was the wisdom of spending money on system-hardening.  And there -- would you agree with me that there was a fair amount of comment back in your consultations with customers to the effect that -- and I don't know that we need to turn this up, because it's in different places, but the overall effect of it was, in my mind, at least, well, "Let's not worry too much about unusual events.  We can't predict when storms are going to happen.  We would rather focus on general reliability concerns.  So we don't think you should go and spend a whole lot of money on system-hardening," effectively.  I may have put it a little roughly, but that -- would you agree with that, that that came back?

MR. MACDONALD:  I think the -- I would say the opinion coming back was mixed, including that point of view.

MR. BRETT:  Okay.  And I'm not going to pursue that, because basically, you know, you do have -- you have spent money in here on system-hardening, but you've already said -- and I appreciate your frankness -- that you haven't changed your document as a result of what came back.  You  -- so let's leave that.

One question, though, just on that.  You lumped in in your -- and I'm sure you covered this off on Friday, but for example, if you look at -- well, it's in different places, but if you looked at Exhibit G, for example, tab 2, section 5.4.5 at page 20, that's the section entitled "justifying capital expenditures", page 20 of 36.  Yes, that's it.  Scroll down a bit more there.  There's a table at the bottom.  Yes.

If you look at that table, that deals with your storm-hardening and your rear lot conversion.  And I believe from my notes the total is 37-and-a-half million over five years.  Now, you're including -- what I want to understand is, are you including your rear lot conversion as a component of your system-hardening?  I know there are other places in the evidence where you've differentiated those two, and I also know that the bulk of this spending on capital -- I'm going to say 80 percent -- correct me if I'm wrong -- somewhere around that -- is actually rear lot conversion, so my question to you is, is that considered part of storm-hardening or is that a separate initiative?

MR. MACDONALD:  It's --


MR. BRETT:  How are they linked?

MR. MACDONALD:  It's part of storm-hardening, but you're correct, Mr. Brett, that it's the largest part of storm-hardening.  So our plan is to -- well, rear lot distribution has been a problem for us before the ice storm.  It was a good idea at the time and -- but it's -- as neighbourhoods have developed and grown and people have planted trees and put in swimming pools, it's a problem for us.

So our proposal is to move out of the rear lot on to the street over a course of 15 years, and that's, as you said, the largest part of the storm-hardening initiatives.

MR. BRETT:  Thank you.  Are we looking then at, you know -- again, rough numbers -- 5 million or so a year for the next 15 years on this, on rear lot conversion?

MR. MACDONALD:  I'd have to -- it's probably more of a question for our capital panel, but for discussion I would accept that figure subject to check.

MR. BRETT:  All right.  Thank you.

I wanted to talk to you briefly about -- this would be Exhibit G, tab 2.  It's regional planning, consultations with respect to regional planning.  It's -- I have it as Exhibit G, tab 2, section 5.2.2.  And take a moment.  That's it.  No, you just -- you had it.  Yeah, that's very good.  Thank you.  I'm admiring how quickly you can go through this complicated application and pull these pieces out.

Okay.  So I want to talk to you briefly about the York regional plan, and you --


MR. MACDONALD:  Mr. Brett, I'm sorry, I'm going to -- I'll have to interrupt.  This is really a question for our capital panel.

MR. BRETT:  All right.  That's fine.

MR. MACDONALD:  At least one or two people on the panel were directly involved in this, and --


MR. BRETT:  All right.

MR. MACDONALD:  -- I'm not comfortable -- they're much more informed than I am.

MR. BRETT:  That's fine.  I think -- are they -- just a question to make sure I'm -- their technical -- there is a broad array of folks and capabilities on your capital panel, right?  In other words, my questions in this area aren't going to be technologically oriented, or technically oriented, they're really going to go to, as I think a lot of my questions hopefully are today, are going to go to the degree to which you've consulted with ratepayers and customers of various categories in these different types of activities, so would they be able to sort of speak to that, like membership on working groups, that sort of thing?

MR. MACDONALD:  Yes, they were on different groups, but I'm also on that panel, so I'd be able to answer --


MR. BRETT:  All right.  Well, that's fine.

MR. MACDONALD:  -- perhaps could answer questions as well --


MR. BRETT:  It will be more effective for the Board and everybody else.

Okay.  I can perhaps fit another section in here.  Well, I'll just -- Mr. Chair, whenever you wish to have a break or something, I'm fine, but I have a few more sections to go through.

MR. QUESNELLE:  Carry on, Mr. Brett.  If you could carry on.

MR. BRETT:  Yeah, all right.  Thank you.

MR. QUESNELLE:  We'll take another look somewhere around eleven o'clock.

MR. BRETT:  The OM&A.  Now, if we could look at section 1, tab 3, page 10 of 15, this is -- I want to talk a little bit about your customer information system.  I guess section 1 really is your introductory material, your summary material, right?  Do you have that?

MR. MACDONALD:  We're just going to put it on the screen, Mr. Brett.

MR. BRETT:  Sorry?

MR. MACDONALD:  We're going to put it on the screen, Mr. Brett.

MR. BRETT:  I have page 10 of 15.  Keep going there a little bit -- okay, that's it.

If you look at the last sentence there, line 15:

"A higher operating cost for the new customer billing system and increasing information technology activities are contributing to cost increases in the finance and corporate services area."


My question to you is:  Why should operating costs increase with the new customer billing system?  I would expect -- wouldn't you normally expect operating costs to decrease with a brand new billing system?  You've got them increasing.

MS. CLARK:  The new billing system has a higher cost in relation to the maintenance cost to the system.  It has increased by approximately two million a year.

MR. BRETT:  What was that again?   Sorry?

MS. CLARK:   The maintenance to the system.

MR. BRETT:  This is the contract with Oracle for maintenance?

MS. CLARK:  That's correct.

MR. BRETT:  That's two million a year.

MS. CLARK:  That's correct.

MR. BRETT:  And that's the -- okay.  So that is an increase; I understand that.

But when I said billing system, really it's a misnomer.  This is customer care and this is a broad system, correct?  It includes a number of functions: account managing, billing, collections, payments, meter functionality?

MR. MACDONALD:  That's correct.

MR. BRETT:  So I understand the part about the maintenance contract, but that's a little piece.  There's a lot of other activities that you have -- that you are effecting by this new system.  So why wouldn't there be savings in other areas?

MR. MACDONALD:  We just put this new system in this year, 2015.  It's certainly -- and I should mention it replaces a system that was 30 years old.

This new Oracle system does come with a promise of being able do business better and differently.  But we just have not been able to assess that so far.  We are still in what's called stabilization.  We're just trying to make sure all the bills go out correctly, and things are working properly.

So we expect there will be savings in the future, but we have not been able to identify what that might be.

MR. BRETT:  And so because of that, you haven't been able to -- I take it you haven't been able to quantify the value of those savings at this stage.

MR. MACDONALD:  Yes, sir, that's right.

MR. BRETT:  But you may be able to in the future; I think is what you're saying.

MR. MACDONALD:  Yes, that's correct.

MR. BRETT:  If we look to, for example, Exhibit F, T1, page 8 of 10.  I don't know if you need to turn this up, as I can read the sentence and, if you think I've misread it, you can by all means turn it up.

Exhibit F, T1, page 8 of 10, says the initiative -- it talks about:
"Cross-functional pooling of staff resources and workforce management promise more value for the same head count."


So more value for the same head count.  But you're not able to really say how much more value in dollar terms at this stage?

MR. MACDONALD:  That's correct.

MR. BRETT:  But there are costs -- well, there are increased training costs as well.  I think you have in here about 1.3 million, 1.4 million in training costs, and that's an additional OM&A cost, right?

MS. CLARK:  That's correct.

MR. BRETT:  And is that every year for the next five years?

MS. CLARK:  No that was a one-time cost.  When we were implementing the system, we needed to train the customer service staff on that.

MR. BRETT:  Now, one of the interrogatories you may have -- this is B.CCC.15.  You may well have discussed this Friday to some degree, so if you have -- if I ask you a question you've already answered, just let me know.

But this is B.CCC.15, page 1 -- scroll down a wee bit more.  There is a table on capital expenditures for the billing system, and I am interested a bit in pursuing this a little bit, because this reminds me in an uncanny way of a problem that arose with Enbridge many years ago.  Unfortunately, it was a little bigger than this problem.

But this shows an initial budget of $34 million, which increases to -- has increased to $45 million.  And in this response to this interrogatory, you have gone through and listed the reasons why the increase took place, and it shows pretty much every item came in above plan, internal labour -- I'm on page 35 of 366.  That's the next page to the page we were on, I believe.

In any event, you'll see that each one of them was over -- systems integrator, consulting, internal labour --And I have a couple questions in this area.

When you put in internal labour in something of this nature, it's capitalized labour, I take it, is it?

MR. MACDONALD:  That's correct.

MR. BRETT:  Did you discuss this in detail on Friday?

MR. MACDONALD:  No, we did not.

MR. BRETT:  Okay.  Now, internal labour, $3.6 million above plan, plan being 4.1 from the table on the previous page, and the variance is 3.6.  And the answer here is, "Costs higher than the plan due to additional scope of work and system complexities."


Can you be a little more specific on that?

MR. MACDONALD:  There's a theme through all of these different factors that are -- there are two main issues that took place.  One issue was that in 2012, when the original estimate was put forward in our rate case then, there was just a lot we did not know about this project and the complexities.

The second is that this project took longer than we planned.  We planned to go in-service first in mid-2014, then the end of 2014, and then we did meet our service date in the middle of 2015.

That adds cost.  Each day, week, month you have your project team, the costs continue.  So those are the two main factors; it's a theme through all of these.

We also were extremely cautious to do this right.  We didn't want to have -- we didn't want to have customers inconvenienced, customer problems.  So those are the main factors.

MR. BRETT:  Why would it have taken so much longer, basically?  Is it just the same issue, the complexity of the uniqueness, or...

MR. MACDONALD:  Complexity is -- I saw in one of the compendiums is a -- is a picture -- this system is the hub of about 20 other systems.

MR. BRETT:  Right.  I read that.

MR. MACDONALD:  There's interfaces and complexities that we didn't anticipate the full extent of.

MR. BRETT:  Is there -- I notice in consulting, which is 8 million above plan, there's a lot of -- a number of different consultants involved here for different things.  You didn't have, I take it, one -- for want of a better word -- turnkey contractor on this plan that sort of was responsible for -- I don't just mean advising on process, but actually financially responsible for delivering the entire package on a given timetable for a given amount of money?

MR. MACDONALD:  We did.  We did -- we did have CGI was our prime system integrator.  They were selected early on through a tendering process.  So they were prime and definitely the lead consulting firm on this project.  As we moved along and found specific problems we did bring other smaller consultants in, either through them or separately to help us solve problems, but they -- CGI was definitely our prime project consultant --


MR. BRETT:  Okay.  And I sort of conflated two things there.  So they were the prime, but they weren't, I take it from what's happened here, they weren't responsible -- they didn't give you a fixed price for doing all the work, let's put it this way, for delivering the system?

MR. MACDONALD:  No.

MR. BRETT:  Now, is the contract with them in evidence?

MR. MACDONALD:  No.

MR. BRETT:  Can it be put in evidence?

MR. SIDLOFSKY:  I'd leave the answer to Mr. Macdonald, but I would say that if at all it would have to be put in confidentially.

MR. BRETT:  Well, I wouldn't have an issue with it being put in confidential, but I would like to see -- I think it would be useful to see these contracts, certainly the contract with the lead -- I mean, it would be preferable to have more than one contract, but certainly the contract with the lead customer I think would be useful.  As I recall, in the Enbridge case years back contracts were filed on a confidential basis, in that case a Price Waterhouse contract, I believe.  That was a bigger -- it was a bigger problem, but what I'm trying to really get at here is -- well, I would like to -- I mean, I think as you know and -- you know, there are often problems with these kinds of projects.  This is probably not -- I doubt this is unique, but in any event, the contract would be useful to see what protections were built in by the company for ratepayers.  We've got a situation here of an overrun of about 25 percent, $10 million, going from 34- to 45 million.  Just check my numbers here.

MR. QUESNELLE:  Mr. Brett, if you were to put the question to the witnesses as to what type of protections were put in place, then --


MR. BRETT:  What kind of contracts, or --


MR. QUESNELLE:  Yes.

MR. BRETT:  Okay.  Well, perhaps I should.  I thought I had, but I might -- I -- maybe I didn't.  Is your -- is the contract with your -- with C -- with your lead contractor a fixed-price contract?

MR. MACDONALD:  I don't believe it was a totally fixed-price contract, no.

MR. BRETT:  Right.  And I don't want to get sort of euchred here.  There are a bunch of other contracts here for consulting services.  And were -- do you know whether those were fixed-price contracts?

MR. MACDONALD:  I don't know.

MR. BRETT:  All right.  Well, could you advise us which of those were fixed-price contracts?  Take an undertaking to advise us which of those were fixed-price contracts?

MR. MACDONALD:  Yes.

MR. BRETT:  We've got a $10 million overrun here, and --


MR. MACDONALD:  Yes, so just to understand the undertaking, it would be a list of the contractors who worked on the project, almost like a table, and whether their contracts were fixed-price or not?

MR. BRETT:  Yes, and maybe the -- perhaps the -- yeah, that would be -- that would be appropriate.  And if they were not, perhaps what the -- well, I'm not going to ask you for the -- for a contract-by-contract, because there's no point needlessly embarrassing people.  But -- I don't mean you, I mean the contractors.  So is there an undertaking number for this?

MS. HELT:  Yes, then Undertaking J2.2 would be to provide a list of the contractors who worked on the project and if they were fixed-price contracts for --


MR. BRETT:  Yeah, which ones, each one, and whether they were fixed or open.

MS. HELT:  That's J2.2.
UNDERTAKING NO. J2.2:  TO PROVIDE A LIST OF THE CONTRACTORS WHO WORKED ON THE PROJECT AND IF THEY WERE FIXED-PRICE OR OPEN CONTRACTS.

MR. BRETT:  Now -- all right.  That's fine.

MR. QUESNELLE:  Thank you, Mr. Brett.

MR. BRETT:  Thank you, Mr. Chair.  Mr. Chair, this might be a place to break if we -- if it's...

MR. QUESNELLE:  Can I get an estimate of your time, Mr. Brett?

MR. BRETT:  Yeah, I --


MR. QUESNELLE:  I do note that you're --


MR. BRETT:  -- sorry, I should have done this at the outset.  I'm going to be a little longer than an hour, if I may, maybe another half hour, but I will -- my number 3 panel I will be down by a lot.  I'm not going to have much for number 3.

MR. QUESNELLE:  For number 3?  And I note that you do have some questions that are being carried over to panel 2 from your plan --


MR. BRETT:  Yeah.

MR. QUESNELLE:  -- to cross this morning.

MR. BRETT:  I have an hour in for 2, but I don't think it will be -- it will probably be, you know, 45 minutes or something.

MR. QUESNELLE:  Okay.  Thank you.

Okay.  Let's break until 11:15.  Thank you.
--- Recess taken at 10:59 a.m.
--- On resuming at 11:17 a.m.

MR. QUESNELLE:  Mr. Brett?

MR. BRETT:  Thank you, Mr. Chair, panel.

Mr. Macdonald, I have some questions to do with reliability and impacts of spending for reliability.  Are they better directed to the next panel?

MR. MACDONALD:  Yes, sir.

MR. BRETT:  Okay, thank you.  Mr. Macdonald, are you  --let me ask you to turn up, so we'll have it in front of for us this conversation, Exhibit G, tab 2, section 5.2.1.  It's the distribution system plan overview, page 2 of 5, and it has a diagram on it.  It's mostly a diagram, and I need to refer to that diagram briefly.  That's it, thank you.

This diagram is entitled "Our Strategy", and I guess it speaks for itself in that respect.  Then you see the four results across the top that the Board is looking for and expecting distributors to achieve.

My question is -- I don't want to -- I don't want to beat this to death, but I have a question.  I notice if I look under growth and sustainability, you have there foster conservation and sustainability.  You also have, first of all, growth, pursue growth, core business growth and develop new business streams, which certainly, in my humble view, have directly to do with growth.

But my question for you is why do you have foster conservation and sustainability there, instead of over under customer focus?  We're talking -- as you know, sir, we're talking sort of philosophy here and people's ideas of how their business should work.  Why isn't that over there? Because surely a discussion and elaboration of conservation initiatives, particularly when they get into the area of alternatives to -- well, in every respect, is that not something that belongs with customer focus?

I mean we are -- that's one of the important ways in which a utility interacts with its customers, is it not?  So why shouldn't it be over there?

MR. MACDONALD:  Mr. Brett, I think it could be in either place.  I suspect this may have been done to balance the picture, because on the left under customer focus, there's three areas C1, 2 and 3, and I think the C and C5 under conservation means there is a link to customer.  So I think it could easily have gone under customer focus.

MR. BRETT:  All right.  Are you familiar at a fairly high level with the government's Conservation First framework and, in particular, the directive from the government to the ISO -- or OPA, now the ISO -- with respect to the conservation CDM targets over this plan period from 2015 to – it's actually over one year longer than the plan, from 2015 to 2020?

MR. MACDONALD:  Yes, I am.

MR. BRETT:  And you will agree with me that distributors will be responsible, for each of them, for meeting an assigned part of that target?

MR. MACDONALD:  That's correct.

MR. BRETT:  And in your case -- and they will also be assigned resources from are the ISO and OPA to assist them to meet their share of the target?

MR. MACDONALD:  Yes.

MR. BRETT:  And my understanding is that your share of the resources is something in the order of 157 million over the next five years?

MR. MACDONALD:  I'll accept that, subject to check.

MR. BRETT:  Thank you.  And you're also aware that distributors will be accountable, held accountable for the achievement of their share of the targets?

MR. MACDONALD:  Yes, that's a licence requirement.

MR. BRETT:  Right.  And in fact, I believe the minister, among other things, described the distributors in his directive as sort of the face of conservation.  In other words, the electricity distributors will have the public carriage of the program; is that right?

MR. MACDONALD:  Yes, that's correct.

MR. BRETT:  And you're also aware, I think, that in his directives he has -- in that directive, and in another one like it to the OEB, he has defined CDM to include distributor generation up to 10 megawatts, right?

MR. MACDONALD:  Yes.

MR. BRETT:  And that's not just renewable distributor generation; that's any kind of distributor generation.  In other words, it could be gas-fired distributor generation?

MR. MACDONALD:  Yes.

MR. BRETT:  Now, in your recent report -- I don't know whether you need to turn this up, but in your conservation, your CDM report that you filed with the Board in August of this year, are you familiar with that at a high level?

MR. MACDONALD:  Sorry, Mr. Brett that's for the 2011 to 2014 plan?

MR. BRETT:  Yes.

MR. MACDONALD:  At a high level, yes, I am.

MR. BRETT:  And in the report, the report states that you achieved 77.2 percent of your peak demand reduction target, and 121.8 percent of the energy savings target.  So you were well over on energy savings, correct, and you were under on peak demand.

And my question is do you -- not surprisingly, I guess, but what do you plan to do to enhance your performance on the peak demand side going forward?

MR. MACDONALD:  My understanding is the new framework, 2015 to 2020, has less emphasis on demand and a greater emphasis on energy.

MR. BRETT:  Yes, I agree with that.  But at the same time, the Board -- you would agree with me that the Board -- well, first of all, leaving the Board aside for a moment, the government's directives, recent directive -- the one we were just talking about, the Conservation First directive  -- did allude to the fact that they wanted to see CDM integrated with infrastructure planning, so that going forward, utilities would look at CDM as a real -- and I would say distributor generation -- and distributor generation included, given the definitional change we just spoke about -- they want to see that looked at as part of infrastructure planning.  Would you agree with that?

MR. MACDONALD:  I understand that's part of the government's plan, yes.

MR. BRETT:  And in fact, on the natural gas side and the recent natural gas guidelines -- you may not know of this, or you may, but have you had an opportunity to look at those guidelines and note the Board's interest in the subject of --


MR. MACDONALD:  I have not.

MR. BRETT:  All right.  Would you be aware of Toronto Hydro's pilot projects in this area the last year or two?

MR. MACDONALD:  No, I'm not.

MR. BRETT:  Do you have any pilot projects of your own in this area of how you would -- the concept, as you know, would be picking some sort of area -- you would describe it better than I, but picking an area where you can effectively pilot the use of concerted, geographically-focused CDM and distributor generation as an alternative to a need -- a declared need for infrastructure that is not needed tomorrow morning but may be needed three, four, five years from now?


Do you have anything of that sort underway?

MR. MACDONALD:  Yes, I can give you one very recent example.  We have been exploring the concept of microgrids.

MR. BRETT:  Right.

MR. MACDONALD:  And we have a demonstration at our head office.  So microgrid uses many sources of power and optimizes the use to make the best use of price demand.  So we are installing a microgrid in our northernmost service territory, Penetanguishene, and that is being done to -- for your -- as you just described, Mr. Brett, as a -- due to a capacity issue there.  So by using this we can avoid or defer the capacity installations.

MR. BRETT:  You have a description of that?  Is there anything that describes that pilot project in the evidence here?

MR. MACDONALD:  No.  I apologize, it may be listed in the distribution system plan.  But I don't recall.

MR. BRETT:  Okay.  I know there have been different press accounts of that over the years in...

MR. MACDONALD:  This one is quite recent.

MR. BRETT:  Oh, I'm thinking of another one, I think, that -- did you do something like this at your head office as well?

MR. MACDONALD:  Yes, that's correct.

MR. BRETT:  Okay.  And what's the status of that one?

MR. MACDONALD:  It's working as a demonstration.  We have a number of sources of generation.  It does offset some load in our head office, but really, the purpose is to bring interested parties in, industry stakeholders in, to show the technology.

MR. BRETT:  I take your point on -- let me put it this way.  What you're telling me, I think, with respect to your -- the shortfall in your achievement on the demand side is that you're really not going to focus on demand savings going forward with the CDM program; is that right?  You're going to focus on energy?

MR. MACDONALD:  Well, there was a shift over the last number of years.  There's less need for demand reduction due to having a surplus capacity in the province --


MR. BRETT:  Right.

MR. MACDONALD:  -- which is a product of -- result of many things, including the economy.  So the DR3 programs weren't as prevalent, for example.  We see that situation continuing for some time, where there is demand in the province, so we don't need to -- not PowerStream, but the industry doesn't need to curtail demand.  So I think it's fair to say that, yes, we're going to focus more on energy savings.

MR. BRETT:  And of course as a utility you're protected financially by the -- by both the LRAM, but I guess in particular by the Board's shift in rate design policy in the direction of a fixed charge for distribution services, right?

MR. MACDONALD:  As that becomes implemented, yes, sir, that's correct.

MR. BRETT:  With respect to distributor generation, briefly, do you -- you have -- do you have -- is your -- have you -- is your system such that distributor generation can be built easily on all parts of your system, or are there constraints within your system that would restrict parties from doing distributor generation?  And if there are, what steps are you taking to alleviate those?

MR. MACDONALD:  We have some areas that would be constrained, and it would depend on the size of the installation.  We would deal with those on a case-by-case basis once we have a proponent and know what's planned.  We would work with that proponent to try to resolve that.

MR. BRETT:  And what is your attitude toward distributor generation?  Are you supportive of it in your franchise?

MR. MACDONALD:  We're supportive.  We have our own solar generation business -- or activity as well.  So we're -- I wouldn't -- I'm not sure I want to say "leader", but we're very involved and interested in the issue.

MR. BRETT:  Are you -- you may not know this at this stage, but are you intending to -- in the event that the current bill -- I think it's Bill 15, the bill before the legislature that allows -- would allow the past distribution utilities to directly engage in -- with the approval of the Board in generation activities or other activities than pure distribution, are you inclined to take that on as a utility task in the future if you can, or...

MR. MACDONALD:  So I think that's Bill 115?

MR. BRETT:  Yes.  115.

MR. MACDONALD:  So in 2013 we restructured our company and created an unregulated affiliate.

MR. BRETT:  Right.

MR. MACDONALD:  That was done largely to take advantage of some of those opportunities as our industry starts to change.  I can't say anything more specific because we just don't know, but we're interested in all those sorts of technologies and opportunities.

MR. BRETT:  Okay.  Those are my questions.  Thank you very much.

MR. MACDONALD:  Thank you.

MR. BRETT:  Thank you, Mr. --


MR. QUESNELLE:  Thank you, Mr. Brett.

Mr. Janigan?
Cross-Examination by Mr. Janigan:


MR. JANIGAN:  Thank you, Mr. Chair.

First of all, I wonder if I could have a compendium marked as an exhibit.  It's my cross-examination compendium, November 23rd, 2015 --


MS. HELT:  Yes, we can mark that as Exhibit K2.1, the compendium of the Vulnerable Energy Consumer Coalition.

MR. JANIGAN:  Thank you.
EXHIBIT NO. K2.1:  CROSS-EXAMINATION COMPENDIUM OF VECC FOR POWERSTREAM PANEL 1

MR. JANIGAN:  And I wonder if you could turn up page 2 of that compendium.  And this is Exhibit I, tab 1, page 4 of your application, which sets out other operating revenue.  And I'm looking at the line that's under account 4355, and note that there is no revenue forecast for account 4355 for any of the test years.  Is that correct?

MS. CLARK:  That's correct.

MR. JANIGAN:  And on page 5 of my compendium you were asked by Energy Probe, and the response to Energy Probe 28(c) on page 5 indicates that -- in the final sentences that:

"Revenues in account 4355 should be part of the other operating revenues considered in the rate-setting process, and it was a clerical error to exclude it from Exhibit I, tab 1, table 2."

Is that correct?

MS. CLARK:  That's what it says, yes.

MR. JANIGAN:  Okay.  And we asked about this in VECC 26, which is on page 8 of my compendium.  And it says that:

"In relation to the correction noted in Energy Probe 8, yes, the revenue offsets as currently proposed by PowerStream in the main rate application include the correction noted, which is the inclusion of account 4355 gain on the disposition of utility and other property and revenue offsets."

MS. CLARK:  That's right.

MR. JANIGAN:  If I look at section V, tab 1, Schedule 1 of your application on page 10, when you outline the outdates -- updates that were made as a result of the pre-filing interrogatory process, there is no reference to including revenues for account 4355, and no change in the revenue offsets for any of the test years.

Is your response to VECC 26 correct?  Or has the application not been corrected for the clerical error?

MS. CLARK:  Account 4355 includes gains from distribution.  We're not forecasting gains from distribution, or gain on sale of assets in relation to that going forward.  And that's why I imagine it wasn't included as part of the update or in the table, the first table you showed with all the numbers, from the period 2016 to 2020.

MR. JANIGAN:  Can you explain why there is a departure from the historical record, with respect to account 4355?

MS. CLARK:  So previously, in previous years, account 4355 contained gains from fibre-optic sales, which was not in relation to distribution -- the distribution business.

However, going forward there was a gain on sale of assets that related to our distribution business, and that's why it should have been included.  But in historical years, it was not.

MR. JANIGAN:  I'm sorry, ma'am.  I didn't follow the second part in relation to the first part.

MS. CLARK:  In years previous to this filing, we did have -- include in account 4355 fibre optics, which in that time was not part of our distribution business, so it was excluded from the revenue requirement calculation.

However, for the years -- I think in the table it's 2014 and 2015, we did expect the sale of land, a gain from the sale of land in relation to our distribution business and therefore was included.

But this is not something we forecast going forward.  It was a one-off sale in '14 and '15, and they have been included in our revenue requirement.

MR. JANIGAN:  So it's elsewhere than in account 4355 is what you're saying?

MS. CLARK:  It's within account 4355.  It just wasn't highlighted as part of the updates, but it is included in the revenue requirement for ‘14 and ‘15 -- I'm sorry, ‘13 and '14, my mistake.  In '13 and '14, it's included in the revenue requirement calculation.

MR. JANIGAN:  For the test year going forward because they are -- because these sales are located somewhere else?

MS. CLARK:  We're not expected sales of any land going forward.  Generally, we have our transformer stations, and they stay on the land for years to come.  On the occasion in ‘13 and '14, we did sell some land in relation to the --and as a result, the gain on that sale was included in our distribution revenue.  So we're not forecasting any further sales going forward.

MR. JANIGAN:  Okay.  I wonder if we can look to the issue of the CIS, and the new billing system my friends have raised with you.

First of all, the new billing system, as I understand, went into services in May of this year.  Is that correct?

MR. MACDONALD:  That's correct.

MR. JANIGAN:  Now, I have a note that -- I noted that in testimony today, you indicated it was planned to go in service in 2014.  Was there not planning such that that service would go in place in 2011?

MR. MACDONALD:  No.

MR. JANIGAN:  Or did you start the planning in 2011?

MR. MACDONALD:  Started.

MR. JANIGAN:  Okay.  And my friends have explored with you the cost overrun which, on page 12 of my compendium, is set out in the response to VECC 2.  And that is that the original estimates were 34.495 million and have risen to 45.874 million.

And I believe that is before incremental costs are yet to be incurred to move to monthly billing, is that correct?

MR. MACDONALD:  Yes, that's correct.

MR. JANIGAN:  Okay.  And so the incremental capital costs on page 10 of my compendium appear to be adding another 3 million to the capital cost, for a total of nearly 49 million, is that correct?

MR. MACDONALD:  It's probably worth making one minor Correction, and I'll ask Ms. Clark to help me here.

On page 12 of your compendium, I believe response A on your page 12 -- Ms. Clark, you can confirm that the cost at the end was 42.8 million?

MS. CLARK:  42.8 was the total cost for the CIS.  And you're right, it did not include monthly billing.

MR. JANIGAN:  With that, are we going to end up at 49 million or 45.874 million?

MR. MACDONALD:  So we're going to add -- we are going to start with a base of 42.8, and add on to the monthly billing amount on top of that.  So say another $3 million -- actually, it will bring it to 46, I believe.  I'm adding 42.8 to 3.2.

MR. JANIGAN:  Okay.  So we have -- the 42.8 million is what the system ended up as, and then there is an incremental monthly amount -- an incremental amount for monthly billing that's going to be added of 3 million. That brings it up to 46 million?

MR. MACDONALD:  That's correct.  And that second number, Mr. Janigan, is on page 10 of your compendium, about halfway down.

MR. JANIGAN:  Okay.

MR. MACDONALD:  Actually I'm going to pause.  Is that Capital, or is that revenue requirement?

MR. BARRETT:  That was a different adjustment.  That's not the monthly billing.

MR. MACDONALD:  I think we need to find in our evidence the -- sorry, you're right.  It is $3 million.  So 42.8 plus 3; you're correct, sir.

MR. JANIGAN:  Okay.  So that brings it up to close to 46 million.  If you find out that there is a difference, or that number is not correct, would you undertake to advise us?

MR. MACDONALD:  No we found it.  It's $3 million for the monthly billing.

MR. JANIGAN:  Added on to the 42 not 45, right?

MR. MACDONALD:  The 42.8, sir.  Yes, that's correct.

MR. JANIGAN:  And on page 16, it's noted that the investments included for the CIS replacement project are 19.9 million for 2016 to 2020.  I take it that's part of that 46 million dollar figure?

MR. MACDONALD:  No.

MR. JANIGAN:  That's different?

MR. MACDONALD:  That's different.  So the project to the point of implementation cost $42.8 million, and then the five-year plan, 2016 to 2020, there is an additional -- I believe it's $19.9 million.

MR. JANIGAN:  Sorry, go ahead.

MR. MACDONALD:  That includes items such as a version upgrade, the ongoing changes in rate changes -- November 1, May 1 rate changes, regulatory changes, those sorts of things.

MR. JANIGAN:  But was that 19.9 million included in the original estimate of costs, capital costs?

MR. MACDONALD:  No.

MR. JANIGAN:  When did this estimate appear?  Is this for the first time here?

MR. MACDONALD:  No, the estimate was done in -- it would have been done in the second half of 2014, as part of the capital planning process.  So we would talk to departments about their needs, and those were the needs identified for the CIS system.

MR. JANIGAN:  Is that still the current number, 19.9?

MR. MACDONALD:  Yes, sir, it is.

MR. JANIGAN:  And looking at the cost of the water billing functionality, I wonder if you could turn up your response to VECC 2 on page 13 of the compendium.  Its noted here that:

"The need for the new customer care and billing system was driven by the requirement for updated electricity billing functionality.  There was no additional functionality purchased for water billing and water-billing leverages off the core electricity billing functionality.  As such, there are no incremental costs related solely to water billing."

MR. MACDONALD:  Yes, that's correct.

MR. JANIGAN:  Now, when I read that conversation that took place at the technical conference between Ms. Clark and Mr. Garner -- and that's on tab 10, which is at page 28 of our compendium, which starts at page 27 and onwards -- Mr. Garner and Ms. Clark go through the various different things that a billing system -- like the need to store water-billing accounts, water billing and accounts, enter and store and retrieve water-billing data.  I would think to verify the data, keep information on the water-billing customer, their payments, wouldn't doing all those things cost more if you didn't have to do them?

MR. MACDONALD:  Well, we were doing them already in the old system.  So they're just -- the interface was moved over to the new Oracle system.  Ms. Clark mentioned this.  We were replacing a 30-year-old CIS system, and it was done for PowerStream for our electric customers.  And there was no added functionality for our two water-billing clients.

MR. JANIGAN:  Presumably, though, the new system to accommodate the old functionality was more expensive than if it didn't have to accommodate the old functionality.  Would you agree with me?

MR. MACDONALD:  No, I don't think I do.

MR. JANIGAN:  Now, when you set up a mechanism to try to adjudicate costs, the costs of doing these water billing for Vaughan and Markham, how did you base that cost if it was -- if there was no cost to provide the same?

MR. MACDONALD:  We had -- we have -- we've had agreements in place with the two shareholders, Markham and Vaughan, for a number of years, and over the last number of years we've been applying an annual inflation factor to the contracts.

MR. JANIGAN:  So that's that 7.2 percent that you quoted?

MR. MACDONALD:  No, the 7.2 is the built-in return that PowerStream gets, which is our revenue offset.  The inflation is the overall contract.  It's 2 or 3 percent per year, for example.

MR. JANIGAN:  But how does the -- in terms of the initial contract, the initial contract had something that was based on cost, was it not?  There was some figure based on cost which is later inflated.

MR. MACDONALD:  That's correct.

MR. JANIGAN:  And how do you estimate that cost?

MR. MACDONALD:  That was done 2007, 2008, based on the cost to provide the service to -- the full suite of services to the shareholders.  So that would include reading meters, preparing bills, collecting payments, doing collections, the whole life cycle of a customer payment.

MR. JANIGAN:  So was that cost based on what it cost you additionally to provide those services, or was it based on something else?

MR. MACDONALD:  It was based on the cost to provide the service at that time.

MR. JANIGAN:  But when you say "the cost to provide the service at that time", was that the cost -- was that a fully allocated cost model, or was it an incremental cost model?

MR. MACDONALD:  I would characterize it more as an incremental cost model.

MR. JANIGAN:  Okay.  Is that a confidential document of any kind?

MR. MACDONALD:  I believe the -- no, I believe that analysis was provided in our 2009 cost-of-service application.

MR. JANIGAN:  Okay.  Is it possible for you to undertake to provide that again in the context of this proceeding?

MR. MACDONALD:  Yes, we can provide that.

MS. HELT:  That will be Undertaking J2.3.
UNDERTAKING NO. J2.3:  TO PROVIDE THE ANALYSIS PROVIDED IN THE 2009 COST-OF-SERVICE APPLICATION.

MR. JANIGAN:  Now, in your CIS interface diagram that I have at -- or we have at page 36 of our compendium, there seems to be a lot of references to water.  For example, in the ITron box, there's -- it lists two sites, meter reads for electric, electric and water.  And in other places there are references to water-billing needs.  Now, it seems to me that there were a lot of water-billing functions included in this project.

MR. MACDONALD:  Well, we needed to make sure that we brought in all the water-billing data from Markham and Vaughan to continue doing the water-billing service, so that you had to make sure that data was moved over to do the billing.

MR. JANIGAN:  Okay.  Now, you don't provide water-billing services to all the municipalities which you serve.  For example, you don't provide Barrie with that service; is that correct?

MR. MACDONALD:  Well, we did provide Barrie with water-billing services up to three or four years ago, but they decided to leave PowerStream and go on their own.

MR. JANIGAN:  So --


MR. MACDONALD:  And similarly, we did water billing for -- we serve the community of Bradford, and the same thing happened.  They -- more recently they decided to go leave PowerStream and do their own water billing.

MR. JANIGAN:  Okay.  So your CIS system has to not only track water-billing customers, it has to track only a subset of your customers in some municipalities, so it has to have the programming logic to do that as well, I assume.

MR. MACDONALD:  Yes, we only do water billing for the cities of Markham and Vaughan, so that data has to be pulled in.  We do a combined bill, electricity and water, so the data has to be pulled in to appear on the consolidated bill.

MR. JANIGAN:  And your new CIS system, it will track the payment history of water customers and calculate penalties for late water payments with the different municipalities separately from the payment history of your electricity customers, I assume?

MR. MACDONALD:  Yes, that's correct.

MR. JANIGAN:  Do you know if the water rates are different for the different municipalities you provide service?

MR. MACDONALD:  Yes, they are.

MR. JANIGAN:  And I assume that your billing system has to accommodate that as well?

MR. MACDONALD:  It does.

MR. JANIGAN:  It sounds to me that it would be more reasonable to conclude that there are clearly costs in building your new CIS system that were attributable to water billing.

MR. MACDONALD:  The system was -- the Oracle system was installed to upgrade a 30-year-old legacy T&W system and was done for PowerStream and for electrical customers.  We did not add any functionality or do anything extra to accommodate the two cities that have water billing.

MR. JANIGAN:  Did any of your vendors provide you with information as to a separate costing for the water billing as part of their RFP?

MR. MACDONALD:  Not to my knowledge.

MR. JANIGAN:  Could you check and see?  And if there is -- if that has been broken down, can you provide with us that information?  I don't necessarily want to see the RFP.

MR. MACDONALD:  So Mr. Janigan, so I understand the question, it's -- would that be...

MR. JANIGAN:  If there was a separate item or provided in the -- line item provided in the RFP associated with the water-billing function.

MR. MACDONALD:  Okay.  Yes, we can look for that.

MS. HELT:  Undertaking J2.4.
UNDERTAKING NO. J2.4:  TO check WHETHER VENDORS provideD information as to a separate costing for water billing as part of their RFP, and to provide that information.

MR. JANIGAN:  You expect that the extra functionality of simply moving to a monthly billing system, monthly billing program, will cost $3 million.  Would you agree with me that this figure might be a good proxy for all the extra functionality of the tasks it takes to create a buy utility billing system?

MR. MACDONALD:  No.

MR. JANIGAN:  And why not?

MR. MACDONALD:  They seem to be different issues to me.

MR. JANIGAN:  I want to touch upon the cost overrun that's associated with this system, and it appears to be at 46 million, about a third overrun over the original budget.

And on page 40 of my compendium, there is an explanation that's set out in CCC interrogatory B.CCC.15, that my friend has touched upon.  It notes here -- and perhaps to paraphrase -- that the project had additional scope and complexities.

And I believe today, in your discussion with my friend, that it indicated first of all that part of the overrun was the fact of the lack of knowledge you had going into the project, second of all was the increased functionality, and third it was -- it simply took longer than you anticipated.

Is that the sum total of why there were cost overruns?

MR. MACDONALD:  I had mentioned two things earlier today.  One was that in 2011-12, there were things we just did not know and we learned later.  And the second area, the second major category I mentioned was just the timing.  As you delay project implementation, it costs money because you have a project team working day in and day out, and they keep working.

I'd have to say we used an abundance of caution, in terms of our in-service date.  We wanted to make sure things would work.  We didn't want to have the problems that some other distributors have had, so we were cautious.

MR. JANIGAN:  What kind of reporting did you do, with respect to the cost overruns, to management?

MR. MACDONALD:  We had a very highly structured governance for this project.  So our audit committee and board got updates at every meeting.

We had an executive steering committee.  We had a steering committee at my level.  We had a project manager from CGI.  We had a PowerStream project manager.  We had a project team.  We tracked costs and progress, day in and day out.

There was an enormous amount of rigor around the management of this project.  This was -- as a dollars indicate, this was a very important project for PowerStream.

MR. JANIGAN:  Was there any annual summaries that were made?  How often were these audit reports done?

MR. MACDONALD:  Our audit committee and board meet four to six times per year.  So they would have gotten updates at those meetings.

MR. JANIGAN:  Is it possible you might have any documents that would summarize what you were advising the audit committee and the board?

MR. MACDONALD:  I'm just wondering how -- as you can imagine, there's hundreds of documents.  I'm just wondering how --


MR. JANIGAN:  I don't want hundreds of documents.

MR. MACDONALD:  That's why I'm asking how can I help you best with this?

MR. JANIGAN:  Is there one document that was given -- is there a summary document that would be given to the board associated with this project on a regular basis, maybe annually or semi-annually, that might be of assistance to us in looking at how you coped with these overruns?

MR. MACDONALD:  I think we could provide a sampling that would answer your question.

MS. HELT:  That will be undertaking J2.5.
UNDERTAKING NO. J2.5:  TO PROVIDE A SUMMARY DOCUMENT GIVEN TO THE BOARD ASSOCIATED WITH THIS PROJECT ON A REGULAR BASIS, MAYBE ANNUALLY OR SEMI-ANNUALLY

MR. JANIGAN:  Now, can you advise what portion of the cost overruns were due to trying to incorporate water billing functionality into the system?

MR. MACDONALD:  None.

MR. JANIGAN:  How do you know that, if you weren't tracking the incremental needs of the water billing functionality in the billing system?

MR. MACDONALD:  As I indicated earlier, the system was done for PowerStream LDC for the core business, and really the water metering data just comes in, the calculation is done, and it goes on the bill.

MR. JANIGAN:  Now, as I understand your new billing system, it has a customizable database.  And I believe in your evidence you indicate that there are two companies that do this kind of work, Oracle and SAP.

MR. MACDONALD:  Our evidence really was that there are -- for a utility the size of PowerStream, there are really only two vendors out there that are appropriate for having the number of customers we have and the systems we have.  And you're correct, that's Oracle and SAP.

MR. JANIGAN:  And there are a number of other companies that offer utility billing solutions.  When the city of Barrie decontracted services from PowerStream, did they build their own new water billing service, or did they purchase an off-the-shelf solution?

MR. MACDONALD:  My understanding is they brought it in-house.

MR. JANIGAN:  So they built it themselves.

MR. MACDONALD:  Either built it themselves, or added it to something else.  They would bill taxes, for example.

MR. JANIGAN:  And what would you say in relation to the degree of competition for utility billing services that exists out there?  Was it a reasonably competitive market?

MR. MACDONALD:  I can't comment.  I know there are vendors out there.  I don't have a good sense of the market.

MR. JANIGAN:  I wonder if you could turn up page 33 of our compendium?  I'm looking at section 2.3.3.6, and it's:
"Where a reasonably competitive market exists for a service, product, resource, or use of the asset, a utility should charge no less than the greater of (i) the market price of the service, product, resource, or use of the asset and (ii) the utility's fully allocated cost to provide service, product, resource, or use of asset, when selling that service, product resource or use of asset to an affiliate."

Now would you agree with me PowerStream is bound by the affiliate relationship code?

MR. MACDONALD:  In some instances.

MR. JANIGAN:  Let's say in this instance, would you agree with respect to what you charge for your water utility partner?

MR. MACDONALD:  No, we're not bound by the ARC in this situation.

MR. JANIGAN:  Why would you say that?

MR. MACDONALD:  Neither Markham or Vaughan owns more than half of the company.

MR. JANIGAN:  Okay.  So with respect to the definition of affiliate, you don't believe Markham or Vaughan meets the same?

MR. MACDONALD:  That's correct.

MR. JANIGAN:  Okay.  Now, I understand that if you turn to page 23, this is the extent of our description of the fully allocated cost study that was done in 2011 and 2012, as I read your evidence.

It was -- there was no formal study undertaken, rather an internal analysis.  The analysis looked at all costs associated with providing the service and the related market that was charged to shareholders.  The results of the analysis are shown on the next page, JTC 1.2.  Am correct on that?

MS. CLARK:  That's correct.

MR. JANIGAN:  And you have no idea whatever the requirement was under the Affiliate Relationship Code, I take it.

You don't know whether or not the market price of the billing services was greater than the fully allocated cost?

MS. CLARK:  No, we don't.

MR. JANIGAN:  I wonder if I can ask you to turn to page 16 of my compendium.  And this is Exhibit G, tab 2, page 6 -- pages 5 and 6.  And here you indicate that the new CIS system replaced a system that was roughly 45 years old, and the new system was essential, given the age of the existing system and the resulting risk of failure.  Is that correct?

MR. QUESNELLE:  Mr. Janigan, actually, if you reference page 16, but it starts on 15, I take it from your --


MR. JANIGAN:  That's right.  Yes.

MR. QUESNELLE:  Okay.  Thank you.

MR. JANIGAN:  Pages 5 and 6 of that exhibit.

MR. MACDONALD:  So the system was about 30 years old for PowerStream.  On the bottom of page -- your page 15 it talks about that vendor T&W going back to the '70s.  I don't think we were the first company to buy the system.

MR. JANIGAN:  Okay.

MR. MACDONALD:  Our system was about 30 years old.

MR. JANIGAN:  Yours was put in in the '80s, I take it then, was it?

MR. MACDONALD:  Yes, sir.

MR. JANIGAN:  Okay.  And a new system was essential, given the age of the system and the resulting risk of failure.

MR. MACDONALD:  Yes, and in fact we unfortunately did have a couple failures of this -- of the older system.

MR. JANIGAN:  Is it the case that you would have had to replace the old CIS system even if there had been no requirement for updated electricity billing functionality?

MR. MACDONALD:  Can you ask that again, please?

MR. JANIGAN:  Even if there had been no requirement for updated electricity billing functionality, you still would have had to replace the old CIS system?

MR. MACDONALD:  Yes.

MR. JANIGAN:  And I wonder if you could turn up on page 18 of my compendium, Exhibit J, tab 1, page 2, table 1.  And here you set out the new OM&A costs for changing requirements, and you have a line for CIS implementation.

MS. CLARK:  That's correct.

MR. JANIGAN:  Now, can you confirm whether this line item for CIS allows for OM&A savings due to the eventual retirement of the old CIS system?

MS. CLARK:  The -- there -- currently we are still using the old system for a few services.  So it currently does not incorporate savings due to the retirement of the old system as of yet.

MR. JANIGAN:  Okay.  I think in discussion with one of my friends this morning you indicated that you don't know what kind of savings that you're -- may eventuate from the system, so you haven't entered them into this -- into your revenue requirement?

MS. CLARK:  That's right.

MR. JANIGAN:  Okay.  Now, for this table would I be correct in saying that the new additional OM&A costs for 2016 are the sum of the cost changes for 2014 through 2016, which total about $2.5 million?

MS. CLARK:  So this table just shows the incremental change per year.  So for example, in 2014 there was an increase in the CIS implementation line of 1.3 million, because that was an increase during that year in relation to training, and then in '15 the training dropped off but the new maintenance agreement stepped in, so there was a net increase of 1.3, so it increases and decreases each year due to the costs.

MR. JANIGAN:  So the total is about 2.5 million for 2014 through 2016?

MS. CLARK:  Correct.

MR. JANIGAN:  Okay.  Now, I wonder -- there was a response given to a question at the technical conference to Ms. Girvan.  And -- on the costs and revenues for water billing.  And you referred her to a response by -- to an Energy Probe interrogatory at page 47 of my compendium.

MS. CLARK:  That's correct.

MR. JANIGAN:  Okay.  And if I compare that to the response in -- given in JTC1.2, which is at page 24 of the compendium, it would appear that in 2012 your target revenue for water billing was 3.34 million and your costs were 3.1 million, and in 2016 your costs actually declined; is that correct?

MS. CLARK:  Yes, that's correct.

MR. JANIGAN:  Okay.  Now, I wonder, can you produce a table in the form of JTC1.2 that shows the derivation of table 1 in Energy Probe 27?  And the reason for that is that we want to follow how the costs of revenues are changing before and after the new CIS system was in place.

MS. CLARK:  We have not done a cost analysis for the forecast years, so we cannot produce a table to show that for 2015 to 2020.

MR. JANIGAN:  So you don't know how the cost and revenues are changing before and after your CIS system is put in place?

MS. CLARK:  We don't -- for the table in I Energy Probe 27 we worked backwards on what the costs would be, because we don't track them individually right now, so that's why we cannot produce the table that you're asking us to do.

MR. JANIGAN:  Okay.  So --


MS. CLARK:  It was to generate the -- we know what the markup is, so we -- and we know what the revenue is --


MR. JANIGAN:  But you couldn't do JTC -- you couldn't do a table like JTC1.2?

MS. CLARK:  No, we couldn't.

MR. JANIGAN:  All right.  Can you explain in JTC1.2 the line IT and CIS attributable to CUST SVC, how that line is calculated for each one of the years?

MS. CLARK:  So when we did the study back in 2011 and 2012, we were on the old T&W system, so we estimated a percentage in relation to water billing from that system.

MR. JANIGAN:  Okay.  And when you took that -- now, how does that percentage work into that figure?

MS. CLARK:  It's based on the functionality.  So billing, bill presentation, there is a percentage allocated based on the functionality that's used for it.

MR. JANIGAN:  And then that percentage is applied against the overall cost?

MS. CLARK:  Yes, that's correct.

MR. JANIGAN:  Okay.  Now, if you could turn up page 21 of my compendium, and it's section 3, tab 1, Schedule 1J, Energy Probe 39, where you set out the addition to rate base and depreciation expense associated with the new CIS.  And I note that the annual depreciation expense for the new CIS is reported at 4.3 million, starting in 2016.

Would I be correct in assuming that the old CIS installed in the '70s would be fully depreciated by now?

MS. CLARK:  Yes, that would be correct.

MR. JANIGAN:  I wonder if you could turn up page 24 in my compendium?  Here you have used an analysis done on the basis of 2011 and 2012 estimates to determine the costs attributable to water billing.  Is that correct?

MS. CLARK:  That's right.

MR. JANIGAN:  And using other overhead allocations which includes CIS costs for 2011, you've allocated 368,138 of 1,526,499 to water billing, or 24 percent.  And for 2012, you've allocated 374,732 or 1,559,229 to water billing, again roughly 24 percent to water billing.

MS. CLARK:  Yes.

MR. JANIGAN:  Can you clarify if the CIS costs noted here were just OM&A, or were there capital-related costs, depreciation carrying costs and taxes also included?

MS. CLARK:  I would have to check that.

MS. HELT:  Undertaking J 2.6.
UNDERTAKING NO. J2.6:  with reference to page 24 of Exhibit K2.1, to clarify whether CIS costs noted were just OM&A or were there capital-related costs, depreciation carrying costs and taxes also included

MR. JANIGAN:  If you were to do a similar allocation using 2016 costs, is there any reason to believe that the proportion attributable to water billing would be materially different?

MS. CLARK:  We're not sure yet.  So again, we would have to undertake a study to look at, on the larger billing system, how much we actually use of water billing.  I can't say if it's the same.

MR. JANIGAN:  You couldn't be able to say directionally?

MS. CLARK:  No.

MR. JANIGAN:  Okay.  Finally, can you confirm that in the current application, you forecast roughly 2.6 million of revenues from the cities of Vaughan and Markham for water and sewer billing?  And I believe that's on page 48 of my compendium –- a real eye chart test.

MS. CLARK:  Yes, in our shared service agreement, in appendix 2N, there is approximately 1.3 in relation to the city of Vaughan water and sewer, and 1.3 in relation to the city of Markham in 2016, yes.

MR. JANIGAN:  Now, are you renegotiating these contracts to Vaughan and Markham this year?

MR. MACDONALD:  Yes, we are.

MR. JANIGAN:  In general terms, what's the status of those negotiations?

MR. MACDONALD:  We've had discussions with both Markham and Vaughan staff about renewing for up to five years.

MR. JANIGAN:  Are you worried you might not be able to renew those contracts?

MR. MACDONALD:  No.

MR. JANIGAN:  Is price an issue?

MR. MACDONALD:  Yes.

MR. JANIGAN:  Are you capped at the market price?


MR. MACDONALD:  I'm sorry, I didn't hear your question.

MR. JANIGAN:  Are you capped at the market price?

MR. MACDONALD:  I'm not sure, Mr. Janigan, what you mean.

MR. JANIGAN:  I guess if I follow your answer previously, you don't know what the market price is, so you can't be capped at it, right?

MR. MACDONALD:  I don't have a sense of the market price for the service, no.

MR. JANIGAN:  Doesn't it make it difficult for negotiations if you don't know what the market price is?

MR. MACDONALD:  Well, we have -- we're able to do an incremental cost analysis.  We also anecdotally know that we've had two communities leave, and that tells me something about the price that we're charging.  But I don't have a good sense, or a sense of the market price for these services.

MR. JANIGAN:  Okay.  Are there any plans to try to keep track of the cost of the water billing functionality separately?

MR. MACDONALD:  Not specifically, no.

MR. JANIGAN:  That's -- even though you've had some rather large cost overruns on this system, you're still not tempted to do so?

MR. MACDONALD:  I don't see how those two things are connected.

MR. JANIGAN:  Okay.  Thank you, panel.  Those are all my questions.  Thanks, Mr. Chair.

MR. QUESNELLE:  Thank you, Mr. Janigan.  Question from the --

Questions by the Board:


MS. FRY:  One question for you, panel.  There has been discussion of incremental cost due to the change to monthly billing.  And presumably, the change to monthly billing also would improve your cash flow somewhat.

So can you just tell me where in your figures that improvement to cash flow would be reflected?

MR. MACDONALD:  Yes.  Probably the easiest way to see that, Ms. Fry, is in the update we filed August 21st.  There is a section A, which is 15-page tight summary.

So the answer to your question is the monthly billing adds costs, the biggest one is postage.

MS. FRY:  Yes, I understand that.

MR. MACDONALD:  The biggest offset is the reduced working capital allowance.  So that was going from 13 percent to 7 and a half percent, and that reduces revenue requirement at about 45 million per year.  And that can be seen in the summary level in the section A.

MS. FRY:  Okay.  But that's the reduction to the Board's standard working capital requirement.  What I'm asking is:  Do you have any figures that specifically talk about the benefits to your cash flow due to the change to monthly billing?

MR. MACDONALD:  Yes.  Mr. Barrett -- we had a slide we showed on Friday, that we did a high level working capital allowance -- I wouldn't call it a study, but a high level analysis.

We think the working capital allowance for us is somewhere in that 7.3 to 8 percent range.

MS. FRY:  And you're speaking globally.

MR. MACDONALD:  Yes.

MS. FRY:  And that's fair enough.  I'm wondering if there is any kind of a breakdown that would show within that global figure how much you're attributing to the benefits due to change to monthly billing.

MR. BARRETT:  Yes, I covered that on Friday --

MS. FRY:  Okay.

MR. BARRETT:  -- on this slide, and it was basically the difference between -- I don't know if you recall that slide, or if it's handy.

MS. FRY:  If you can give me the reference?

MR. BARRETT:  Yes, it was marked K1.4.

MS. FRY:  Okay.

MR. BARRETT:  And there's a lot of bars and numbers on here, but if you look at the -- going from the left, if you look at the first update they did, which took us from the original that we -- the preliminary we did for our 2013 cost of service, it went from 13.17 to 10.69.

So the 10.69 has the revenue weighting rather than customer weighting.  And if you go to the next bar, it says it represents -- that represents if you change all the residential to monthly billing, Navigant has calculated that it will drop to 8.94.

So I believe the differential is 1.75 percent.

MS. FRY:  Have you got something on the record that puts that into dollars?

MR. BARRETT:  No, we don't, but -- no, we don't.

MS. FRY:  Would you be able to do that?

MR. BARRETT:  Certainly.

MS. FRY:  Thank you.

MS. HELT:  That will be undertaking J2.7.
UNDERTAKING NO. J2.7:  TO PROVIDE A DOLLAR BREAKDOWN THAT SHOWS HOW MUCH YOU'RE ATTRIBUTING TO THE % BENEFITS RELATED TO THE WORKING CAPITAL ALLOWANCE DUE TO CHANGE TO MONTHLY BILLING

MR. QUESNELLE:  I don't have any questions, but I will ask one thing that perhaps -- this is in reference to a line of questioning that Mr. Brett had, talking about the CDM plan going forward and the government program.

In response to a question to you, Mr. Macdonald, I think Mr. Brett had posed the question that would PowerStream be held accountable to the results of the program, and I think you responded that yes, it's a condition of licence.

Were you thinking on a go-forward basis condition of licence?  I think his question was framed on a prospective basis on the program going forward in connection with the 157 million portion.  I believe that was your answer.

MR. MACDONALD:  Well, the 2011 to 1014 was a condition of licence.

MR. QUESNELLE:  Right.

MR. MACDONALD:  We feel similarly bound to the targets that are before us for the --


MR. QUESNELLE:  Can you just -- I would like that response to be confirmed.  Can you take that away and confirm that?

MR. MACDONALD:  Yes.

MR. QUESNELLE:  I'm not sure what the status of that what is.  I took it that it was on a prospective basis, and I am not sure of the status.  You might be right, but I would like to you confirm your understanding of that.

MR. MACDONALD:  Certainly.

MR. QUESNELLE:  Thank you.  Any redirect, Mr. Sidlofsky?

MR. SIDLOFSKY:  Just one or two questions, sir.  But just going back to your question a moment ago, was Ms. Helt giving that an undertaking number as well?

MS. HELT:  I wasn't sure, Mr. Quesnelle, if you wanted that as an undertaking, or just to take away and come back.

MR. QUESNELLE:  Yeah, we can confirm it on the record, so -- to keep track of it.  We might as well have an undertaking --


MS. HELT:  All right.  Then that will be Undertaking J2.8.
UNDERTAKING NO. J2.8:  TO CONFIRM WHETHER POWERSTREAM IS TO BE HELD ACCOUNTABLE FOR THE CDM PROGRAM AS A CONDITION OF LICENCE

MR. QUESNELLE:  And similarly, Ms. Fry has a request we might as well track as well.

MS. FRY:  Yes, please.

MS. HELT:  I believe we did have an undertaking already noted for that, for Ms. Fry's question --


MR. QUESNELLE:  Oh, we did?  Okay.

MS. HELT:  Yes.

MR. QUESNELLE:  Thank you.  Okay.

MR. SIDLOFSKY:  Thank you, Ms. Helt.
Re-Examination by Mr. Sidlofsky:


Perhaps to you, Mr. Macdonald, you might recall you had an exchange with Mr. Shepherd on Friday about the -- about your plans to file your application.  And I think when he -- he took you back to your correspondence to the Board from the spring of 2014 saying that you intended to file by April 30th of 2015.  Do you recall that discussion with Mr. Shepherd?

MR. MACDONALD:  Yes.

MR. SIDLOFSKY:  And you had originally planned to file by April 30th of this year, and you filed about three weeks after that on May 22nd?

MR. MACDONALD:  Yes, that's correct.

MR. SIDLOFSKY:  Do you have any explanation for the Board as to the reasons for that delay between your planned date of April 30th and the May 22nd filing?

MR. MACDONALD:  Yes.  As Mr. Brett explored this morning first thing, we did a, what turned out to be a protracted but very helpful consultation with intervenors, leading to four days -- four-and-a-half days of settlement discussions to try to see if we could settle on the key elements of a custom IR plan for PowerStream.

Those concluded in the first week of May, and May 22nd was the earliest day we could file an application.  So three weeks -- or two or three weeks later was the earliest we could file an application that would be appropriate for the Board.

MR. SIDLOFSKY:  So that was as soon as you could after those settlement discussions concluded?

MR. MACDONALD:  Yes, that's correct.

MR. SIDLOFSKY:  And just one item from Mr. Brett's exchange with you this morning.  He was asking you about your -- I have the reference here.  It's, I believe, your strategy map from your distribution system plan, so that would be section 521.  And you will recall, because it wasn't very long ago, you will recall that there was a discussion about item C5 from that plan.  That was Foster Conservation and Sustainability.

MR. MACDONALD:  Yes.

MR. SIDLOFSKY:  And I believe your response to Mr. Brett when he was asking about whether that was really a growth and sustainability item or a customer focus item was that it could be under customer focus as well.

Could I just ask you, when I was looking at the plan while he was having that discussion with you I noticed that you have got categories, what appear to be categories, along the left-hand side of that plan -- or that chart.  So there's a customers row there.

Can you just explain how each of those customer items, those C items, I guess they are, would fit in with the concept of that customers row in the map?

MR. MACDONALD:  Yes, well, we do use, you're correct, a balance scorecard model, so on the left you have, from the bottom to the top, foundation processes, customers, and financial.  So you're correct that CDM is within the customer -- the customer slice, the customer perspective.

So more directly under customer we have providing excellent customer service, cost-effective rates, and continuing to develop the PowerStream brand, which is also a customer-service initiative, as we talked about on Friday.

Operational excellence under customers, just -- and we had this discussion as well of having all of the staff aligned towards the customer and doing the best they can for customers.

So on the far right, CDM does fit in with that group of initiatives.  It's to help customers with their electricity bills.

 MR. SIDLOFSKY:  And how are those four columns in the map weighted?  Are they equally weighted in your approach to --


MR. MACDONALD:  They don't have weightings.

MR. SIDLOFSKY:  So then it wouldn't be accurate to suggest that the item C5, Foster Conservation and Sustainability, has any less of a priority to any of your other customer matters?

MR. MACDONALD:  That's correct.

MR. SIDLOFSKY:  Thank you.  Those are my questions.  Thank you, Mr. Quesnelle.

MR. QUESNELLE:  Thank you very much, Mr. Sidlofsky, and thank you to the panel members who won't be rejoining us after lunch.  Thank you very much.

Let's start up again at 12:35 (sic), okay?  Thank you.

MR. SIDLOFSKY:  1:35, sir?

MR. QUESNELLE:  1:35.  The morning is just flying by.
--- Luncheon recess taken at 12:33 p.m.

--- On resuming at 1:35 p.m.

MR. QUESNELLE:  Good afternoon.  Please be seated.  Mr. Sidlofsky, we have a new panel up now, panel 2.

MR. SIDLOFSKY:  We do, and with a couple of familiar faces.  No preliminary matters, except to say I have emailed out the six undertaking responses that I mentioned this morning, and PowerStream will get the rest to the Board as soon as possible.

MR. QUESNELLE:  All right.  Thank you very much.

MR. SIDLOFSKY:  So we have three new panel members, Ms. Fry, so perhaps they can be affirmed.
POWERSTREAM - PANEL 2, CAPITAL
Shelly Cunningham, Affirmed

Irv Klajman, Affirmed

Riaz Shaikh, Affirmed

Stanton Sheogobind, Previously Affirmed
Colin Macdonald, Previously Affirmed


MR. SIDLOFSKY:  Thank you, Ms. Fry.  As the Board will see, we have three new panel members: Shelley Cunningham, Irv Klajman, and Riaz Shaikh.

 I will take a few moments to introduce them, and have them talk about their roles in the application.

And returning to this panel are Mr. Macdonald and Mr. Sheogobind.

As part of the package of CVs that was sent last week, the Board received copies of CVs for all of the panel members.  I would be happy to have the new panel 2's CVs marked as a separate exhibit, though, if Ms. Helt would prefer.

MS. HELT:  I think that makes sense.  Will mark that Exhibit K2.2 for the new panel members, panel 2, for their CVs.
EXHIBIT NO. K2.2:  CVs of new powerstream Panel 2 members
Examination-In-Chief by Mr. Sidlofsky:


MR. SIDLOFSKY:  Thanks, Ms. Helt.  Perhaps I can start with Ms. Cunningham, just to Mr. Macdonald's left.  Could you state your full name for the Board?

MS. CUNNINGHAM:  Shelly Cunningham.

MR. SIDLOFSKY:  And you are the senior vice-president engineering services for PowerStream?

MS. CUNNINGHAM:  That's correct.

MR. SIDLOFSKY:  I understand you've been with the utility for seven years?

MS. CUNNINGHAM:  That's correct:

MR. SIDLOGSKY:  And before that, six years in various engineering-related roles with Barrie Hydro, I believe that's most recently as vice president of asset management.

MS. CUNNINGHAM:  Yes.

MR. SIDLOFSKY:  And would that have been just before Barrie Hydro merged with PowerStream?

MS. CUNNINGHAM:  That's correct.

MR. SIDLOFSKY:  I understand you've also taught communications courses at Humber and Sheridan colleges.

MS. CUNNINGHAM:  Yes.

MR. SIDLOFSKY:  And eight years with Ontario Hydro in various engineering positions?

MS. CUNNINGHAM:  That's correct.

MR. SIDLOFSKY:  You have a bachelor of engineering from McMaster University, and an MBA from York?

MS. CUNNINGHAM:  Correct.

MR. SIDLOFSKY:  And you are certified as a professional engineer?

MS. CUNNINGHAM:  I am.

MR. SIDLOFSKY:  What's your area of responsibility in the application, Ms. Cunningham?

MS. CUNNINGHAM:  I head up distribution -- the engineering services group, which involves distribution design and asset investment planning.  So I have overall responsibility for the capital plan that's been put forth.

MR. SIDLOFSKY:  Thank you.  Moving to your left, Mr. Klajman, could I have you say and spell your full name for the Board?

MR. KLAJMAN:  It's Irv Klajman; I-R-V K-L-A-J-M-A-N.

MR. SIDLOFSKY:  You are director of asset investment planning for PowerStream?


MR. KLAJMAN:  Yes, I am.

MR. SIDLOFSKY:  With the utility for 10 years now?

MR. KLAJMAN:  Yes, I am.

MR. SIDLOFSKY:  Nineteen years spent in various engineering positions with Vaughan Hydro, I believe.

MR. KLAJMAN:  Vaughan, Markham, and Aurora.

MR. SIDLOFSKY:  Most recently, director of engineering and operations with Vaughan Hydro?

MR. KLAJMAN:  Aurora Hydro.

MR. SIDLOFSKY:  I'm sorry, with Aurora.

MR. SIDLOFSKY:  A bachelor's degree in engineering from University of Western Ontario?

MR. KLAJMAN:  That's correct.

MR. SIDLOFSKY:  And certified as a professional engineer?

MR. KLAJMAN:  Yes.

MR. SIDLOFSKY:  Could you tell the Board what your role was in this application, sir?

MR. KLAJMAN:  My role is director of asset investment planning and specifically for this application, I was charged with the responsibility for compiling the distribution system plan.

MR. SIDLOFSKY:  Thank you.  And finally to your left, Mr. Shaikh.  If you could state and spell your full name for the Board?

MR. SHAIKH:  Riaz Shaikh.  R-I-A- S-H-A-I-K-H.

MR. SIDLOFSKY:  Sir, you are the manager of system planning for PowerStream?

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  You've been with the utility for five years?

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  Prior to that, eleven years in various engineering-related positions, most recently, I believe, with Rockwell Automation.

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  You hold a bachelor's degree in electrical engineering from North Gujarat University in India?

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  And a masters in electrical engineering from the University of Windsor?

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  Certified as a professional engineer in Ontario as well?

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  Sir, what is your area of responsibility in this application?

MR. SHAIKH:  I'm responsible for system planning, which includes asset condition enhancement, short and long-term capacity planning, reliability, and inspection and maintenance.

And in this application, I am responsible for the portion of the application that deals in these areas.

MR. SIDLOFSKY:  And those of you who are watching the testimony with panel 1 will know that I asked if the evidence for which you're responsible was prepared by you, or under your supervision.

MS. CUNNINGHAM:  It was, yes.

MR. KLAJMAN:  Yes, it was.

MR. SIDLOFSKY:  And Mr. Shaikh?

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  And you adopt it as your own evidence in this proceeding?

MS. CUNNINGHAM:  Yes, I do.

MR. KLAJMAN:  Yes.

MR. SHAIKH:  Yes.

MR. SIDLOFSKY:  Mr. Macdonald, I'll just recall that you spoke to issues related to the -- or your acceptance of interrogatory responses and undertaking responses, and technical conference questions responses when you were on panel 1.

I believe you were speaking for all the panels at that point, were you not?

MR. MACDONALD:  Yes, that's correct.

MR. SIDLOFSKY:  Before I make this panel available for cross-examination, I would like to ask Ms. Cunningham to provide an overview of PowerStream's major capital expenditures for the custom IR term.  Ms. Cunningham?
Presentation by Ms. Cunningham:


MS. CUNNINGHAM:  For the application, we summarized our capex over the custom IR period, and in total we're proposing a 39 percent increase in capital spending from 2016 to 2020 in the custom IR term, and that's compared to the years 2011 through to 2015.

So I would like to take a little bit of time to explain in more detail the reasons for that increase and in so doing, use the four categories as set forth by the Board: system access, system renewal, system service, and general plant.

I would like to start with system service -- sorry, my apologies.  I would like to start with system access.

PowerStream is required to perform system access work as a requirement of the Distribution System Code, and for PowerStream our system access spending will increase by 35 percent.

There are a few factors that cause that 35 percent.  One is growth in our customer numbers, a bigger portion of it is the increase in our road authority work.  But a major contributor that increase has been capital contributions.

So since 2013, as a result of the Board's change in methodology for economic valuations in the code, PowerStream was no longer able to include upstream charges in its calculations of capital contributions, and that's a major contributor to the 35 percent increase.

Next I'll move on to system service.  So system service is also an obligation to service our customers, and it's going to increase by 28 percent due to the system needs for capacity deliver.

So in that regard, the new Vaughan TS that is going into service in 2017, that will provide additional capacity in the south territory as a key project and key driver of that increase.  In addition, there are capital additions that are also needed in our north service areas during this time frame.

So general plant spending will decrease by 15 percent, and this is because our expenditures are related to our new CIS system will have been completed in 2015.

So the last category is system renewal spending, it will increase by 94 percent.

SO PowerStream continues to implement a comprehensive asset management process.  PowerStream started this process in 2007, when our first asset management plan was initiated.  When it was initiated, we did so for transformer station assets.

So we continued the creation of the plan and in 2010, we added the distribution system assets.  And it was in that year we started to increase the asset renewal for the distribution system assets.  In each year, we continue to analyze and consider additional assets.

So fundamentally since we started there has been no change in how PowerStream has set our criteria and selected the timing for asset renewal.  We've continued to improve our methods for acquiring our data and determine optimal asset replacement candidates within our programs.

The system renewal plans and quantities presented in the current rate application are consistent with the quantities and spending previously submitted and approved during our 2013 cost of service and our 2014 ICM.

Of note in the system renewal spending is an increase to support system-hardening, so following the 2013 ice storm PowerStream sought to consider ways to effectively harden our system.  We wanted to understand if we were missing something.  And we looked at how can we harden the system against storms of this nature and just storms in general that we've been seeing through recent times.

So we retained a consultant to review the distribution system and proposed measures to harden the system against such events.

The consultant came up with 15 recommendations, and four were adopted by PowerStream.  It should be noted that the majority of the monies identified under system-hardening are to rebuild residential areas serviced through the rear of the properties.

And this work aligns really well with our asset renewal, as these assets are approaching end of life, and we needed to begin to analyze those assets and consider what we were going to do with them.

MR. SIDLOFSKY:  Thank you, Ms. Cunningham.  And in your view, have your customers responded to the significant increase in capital spending that you've planned?

MS. CUNNINGHAM:  So PowerStream developed a customer engagement process with its residential and commercial customers designed to specifically obtain feedback on our DS plan.  The participants were generally satisfied with the service being provided by PowerStream.  The customers did indicate a desire for increased reliability and concern with outages, but they also expressed a concern with cost.

MR. SIDLOFSKY:  Thank you, panel.

Mr. Quesnelle, the panel is now available for cross-examination.

MR. QUESNELLE:  Thank you very much, Mr. Sidlofsky.

Mr. Rubenstein?
Cross-Examination by Mr. Rubenstein:

MR. RUBENSTEIN:  Good afternoon, panel.  Again, I'll be asking questions on behalf of SEC and also on behalf of AMPCO with this cross-examination.  I've prepared a compendium of documents.

MS. HELT:  Yes, I believe the Panel has a copy of the documents, and the witness panel as well has a copy of the compendium.  This will be Exhibit K2.3.
EXHIBIT NO. K2.3:  CROSS-EXAMINATION COMPENDIUM OF SEC FOR POWERSTREAM PANEL 2


MR. RUBENSTEIN:  And this document is made up of material on the record and a couple of charts -- a couple of tables that were modified a little bit from what was in the evidence that I provided to my friends last week in an Excel version.

MR. QUESNELLE:  Thank you.

MR. RUBENSTEIN:  I would like to start by turning to page 2 of the compendium.  And Ms. Cunningham, I think you talked about this a little bit in your examination-in-chief, and I apologize, it's quite small, so it might be better if we look up on the screen here.

But first, am I correct in understanding, while the plan is a -- the DSP matches with the custom IR term of 2016 to 2020, really you have -- your planning process began in 2015, so it's a 2015 to 2020 plan?  In your general planning processes?

MS. CUNNINGHAM:  So our general planning processes have improved over a number of years.  We have been doing -- four or five years ago we started five-year plans, of which the first two years were very detailed.  We then moved to ten-year plans.  That was a couple of years ago.  And that really started the basis for how we did the planning as we put this together.

MR. RUBENSTEIN:  So when I look at this chart and I look back at the last four years, so we'll call that 2011 to 2014, you were spending on average of about, as I get, about 8.5 -- $85.3 million per year of rate-base-able capital expenditures.  Do you -- is that fair?  Do you take that subject to check?

MS. CUNNINGHAM:  Subject to check, yes, that's fair.

MR. RUBENSTEIN:  And then from 2015 to 2020 -- so this, the six-year period of this year and including the distribution system plan, five years, you're seeking to spend about 126.6 million per year, so that's an -- on average, so that's a 48 percent increase.  Do you -- does that seem...

MS. CUNNINGHAM:  Subject to check, yes.

MR. RUBENSTEIN:  I think that's similar to your 34 percent, if we just sort of move the 2015 into the other block.  You'd agree that's a significant increase?

MS. CUNNINGHAM:  It is a large increase.

MR. RUBENSTEIN:  And if we look back at your track record of delivering on your capital programs -- and we see this in the table that you provided -- from 2011 to 2013 you actually did not meet your planned -- your planned or either approved or budgeted capital expenditures, I see in 2011 9 percent, in 2012 2 percent less, in 2013 16 percent less, in 2014 1 percent above.  My simple math, that's about 7 percent in aggregate below what you're either budgeted or approved.  Do you -- are those numbers -- seem correct to you?

MS. CUNNINGHAM:  So subject to check those numbers seem correct.  I should note that in 2011 to 2013 that the reasons for the variances were largely driven by circumstances that were not in PowerStream's control or it was to do with timing of the monies for CIS spend.

MR. RUBENSTEIN:  So help me understand going forward then from 2016 to 2020 why the ratepayers and the Board should have confidence that you'll be able to meet your plan.  I assume many of those same third-party elements that didn't allow you in the past to meet your budget or approve may again -- happen again.  What confidence can we have?

MS. CUNNINGHAM:  So we have confidence in our plan.  We are getting better at doing forecasting.  As you will see in 2014 we have met the plan.  Our forecast for 2015 is also on track to meet the plan as well.

MR. RUBENSTEIN:  You mean 2015?

MS. CUNNINGHAM:  Sorry, did I misspeak?  Yes, I mean 2015.

MR. RUBENSTEIN:  Do we have anywhere where your actual to date numbers are?  Is that on the record?  I...

MS. CUNNINGHAM:  The numbers in June are on the record.

MR. RUBENSTEIN:  Do you have third-quarter numbers in the same basis on the -- of the four categories?  Is that something you can provide?

MR. MACDONALD:  We haven't filed them to date.

MR. RUBENSTEIN:  Is that something you can provide?

MS. CUNNINGHAM:  Yes, we could provide that.

MR. RUBENSTEIN:  Would you provide that?

MS. CUNNINGHAM:  Yes.

MS. HELT:  That will be Undertaking J2.9.
UNDERTAKING NO. J2.9:  TO PROVIDE THIRD-QUARTER actuals in the four categories.

MR. RUBENSTEIN:  And am I correct with respect to your distribution system plan as a whole you've had no third-party assessment of the DSP as a whole?  Am I correct?

MS. CUNNINGHAM:  We've not had a third-party assess the entire DSP as it sits.  We've used consultants to assist us in the build-up of the plan in the last few years as we've been getting better through our -- building our asset plans.

MR. RUBENSTEIN:  But no one has reviewed the entire plan that you're presenting before the --


MS. CUNNINGHAM:  That's correct.

MR. RUBENSTEIN:  I want to understand the goals of the capital plan.  And there was some discussion about reliability in the examination-in-chief.  Is the plan's aim to maintain or is it to improve your reliability?

MS. CUNNINGHAM:  So the plan is to essentially maintain reliability.  You will note in the plan that we have shown a modest improvement in reliability.  We are going to -- we do have some programs from reliability perspective, but they are targeted principally to areas that are what we call under-performing or under-serviced, and by the nature of improving reliability in those areas we will get a modest improvement in our plan.

MR. RUBENSTEIN:  But the overall aim, you would say --


MS. CUNNINGHAM:  The overall aim --


MR. RUBENSTEIN:  -- is more maintain?

MS. CUNNINGHAM:  -- is to stay status quo where we are.

MR. RUBENSTEIN:  And have you bench -- and how do you benchmark your reliability?  When you determine if you -- to maintain it, what are the metrics and who are you benchmarking to?

MR. KLAJMAN:  We've included in our evidence the benchmarking against the CEA that I believe you have in your compendium, and we are required through the triple R reporting to benchmark against our sales on a three-year average, I believe.

MR. RUBENSTEIN:  So if we turn to page number 3, my compendium, this is -- it's probably easier to look on the screen since it's in colour on the screen.  There's a number of -- this is from your evidence on page 3 and 4, and it's a number of SAIFI, SAIDI, CAIDI metrics against how PowerStream compares to the CEA urban utilities.

And if we take out 2013, which was the ice storm, I'm correct that you actually do better.  You're better than -- on average than the CEA utilities?  Urban utilities?

MR. KLAJMAN:  The graph seems to indicate that.

MR. RUBENSTEIN:  Do you accept -- putting aside that it's on the screen, but is that what you understand as well?

MR. KLAJMAN:  Yes.

MR. RUBENSTEIN:  And when you went to your customers and you told them about your capital plan, did you tell them how you benchmarked against other utilities?

MR. KLAJMAN:  I can't recall if we specifically mentioned it or not.

MR. RUBENSTEIN:  When you're talking about maintaining reliability and building the capital plan, I look at your reliability metrics and I'd say you're actually doing quite well.

Did you ever take that into account when you're saying how much more capital we need?  We're doing already as a benchmark; maybe we don't need to spend as much on capital?

MR. KLAJMAN:  Let me see if I can answer that.  We included in our evidence, in the same section those graphs are, the thirteen programs that we had indicated to deal with reliability.

Two of those were OM&A, and worst performing feeders was.  Nine of them were to holding reliability or maintaining reliability, the ones that you're referring to, and most of those have to do with asset renewal.  We don't want our assets to degrade to the point where our reliability suffers.

And then we have four programs that were to deal with improvements in reliability.  In addition to that, I would also submit that providing capacity additions in a timely fashion through system service also affects reliability, because you're able to properly service your customers.

So it's a blend of both, how we're spending to maintain and to improve.

Now relative to how we're doing with everybody else, if we were not do what we're doing now, if we weren't to be prudent with our expenditures and our analysis, we would expect our reliability to degrade.

MR. RUBENSTEIN:  I accept that.  My question is more when you're going to your customers and you're saying we're going to do these things to maintain or improve reliability, did you tell them at the same time we're actually better than most utilities?

MR. KLAJMAN:  I would submit that as a customer, they're probably not concerned with how we are with other utilities.  They're more concerned with how we are to them.

MR. RUBENSTEIN:  You would accept with me, at a high level, that there is a diminishing return for every dollar you spend on reliability capital, in terms of the benefits you're going to get?

MR. KLAJMAN:  At some point, yes.

MR. RUBENSTEIN:  And you don't think when you're talking to customers about the trade-off between rates and reliability -- which I think we can accept is a fundamental issue that you face and ratepayers face -- understanding how you benchmark is not important to their understanding  how important maintaining reliability, if it's worth the added cost, is?

MR. KLAJMAN:  I think our customers are concerned with how we perform for them.

MR. RUBENSTEIN:  Let me ask you about that capital planning process more generally.

Would you agree with me there are two interrelated but important aspects in determining the appropriate capital budget that the Board has to -- that the Board would grant you, and that first is that you're doing the appropriate amount of capital work, and then the second is that the cost to do that work is reasonable.  Would you accept that?

MR. KLAJMAN:  Yes.

MR. RUBENSTEIN:  And at a high level, can you help me and help to explain to the Board how you determine the forecast for costs?

When you're determining budgets for each capital budget go-forward basis, how do you determine, for the amount of work you plan to do, how much it's going to cost to do that work?  How do you budget?

MS. CUNNINGHAM:  From a budgeting perspective, it depends on the type of project.  So if it's a specific project, as in a need to construct a line from point A to point B, generally what happens is we refer that to our distribution design group.

Depending on the nature of the project, they may -- they will actually go out and do a preliminary field check. But they will do a little bit of work to try and understand the project, and then they will put an estimate together for that particular project.

When it comes to costs for programs, if it's an existing program that we've been doing for a period of time, we will analyze the historical costs in that program and take a look at what work is to be done in the future in that program to understand whether it's similar or not.  And from that, they will do a per-unit cost for those programs.

If it's a brand new program that we've not done before, again we will refer to our distribution design group that do estimates and we'll say -- ask them to look at a typical location, and for them to do an estimate for that particular location, and those costs are used on a per-unit basis.

MR. RUBENSTEIN:  When you're doing the estimates -- and it's a job that PowerStream's internal staff does, and it's a job that can equally be done and sometimes is done by external contractor -- am I correct that you use what the cost would be for PowerStream internal staff to do, not what the external contractor would be --


MS. CUNNINGHAM:  Yes, that's correct.  We do all those estimates at the budget stage as if it was being done by internal contractors.

The exception would be any civil work.  PowerStream does not use internal resources to do civil work, and that is entirely contracted out.

MR. RUBENSTEIN:  Help me understand, as the plan goes on, how you determine then who does what; what you're going to do internally and what you're going to do via an external contractor?

MS. CUNNINGHAM:  From a scheduling point of view, of course, as I mentioned, the civil work is all externally contracted.  When it comes to the -- it depends on the type of work.  Station work is a combination, lines work is a combination.  And as an example for lines work that is a combination, distribution design, even at the detailed estimate stage when we were starting to move into project execution, it is estimated using internal resources.

The project then goes to our lines team, and our lines team at that particular point in time will do an assessment of which resources will undertake the projects, and it really depends on where crews are at at a given time and where availability is.

From there, they will decide whether it goes inside or external, and it really is about crew availability and work availability in determining whether it's done by inside or outside.

MR. RUBENSTEIN:  Where does cost come into that Determination?  Who can do it more effectively, more cost effectively?

MR. SHEOGOBIND:  We typically haven't used cost as a determinant in that decision, because we found that the costs for the contractor is actually very similar to ours, internal -- the cost of our internal resources.  So there isn't a huge differential between contractor costs and PowerStream's costs using internal resources.

MR. RUBENSTEIN:  On average, or is that across each different task that you would have a contractor do, or each project they would do?

MR. SHEOGOBIND:  I would say on average.

MR. RUBENSTEIN:  So on some projects, they may be more expensive, and on some projects, they may be cheaper?

MR. SHEOGOBIND:  Yes.  In general, what we find is that the longer duration projects is where the differential between PowerStream internal resources and the contractor is very minimal -- say an overhead line project that could take a few weeks, for example.  And that's where we find it's almost a 1 to 1 ratio, whether we use contractor or PowerStream internal resources.

If it's a smaller duration job, like a job that would take a few hours for example, that's where we find that contractor costs are actually more expensive than PowerStream's internal resources.

MR. RUBENSTEIN:  Sorry, so they're never cheaper?

MR. SHEOGOBIND:  I believe in general -- and this is subject to check, but I think it's about 97 percent is the contractor cost versus PowerStream's internal cost.

MR. RUBENSTEIN:  So that number I've heard before.  I believe we've had a conversation about this in the pre-application technical conference, so 97 sounds familiar.  So that seems to be there is a 3 percent difference?

MR. SHEOGOBIND:  That's correct, yes.

MR. RUBENSTEIN:  But you're not taking that into account when budgeting.  You're using internal cost, not some portion of external contractors, which would come in at 97 percent of the cost?

MR. SHEOGOBIND:  That would be correct.

MR. RUBENSTEIN:  All right.  And as I understand from panel 1, you've not -- unless it's a specific program, and I think cable injection is the only sort of discrete productivity program -- you've not built in a productivity amount to the capital budget, an amount that would show year-over-year as you spend more on capital and you're ramping up, say, your renewal projects, it actually becomes, all things being equal, you can do it more cost effectively.  You're having more practice, you're buying units in bulk, any of those things.  There is none of that built in?

MS. CUNNINGHAM:  So the two areas that we've built in -- as you've named one of them was cable injection.  The other one that we have actually reduced costs in the DS plan is for the pole reinforcement that we've had some discussions on.  So those cost changes have been included in the plan.  But at this point that's what we have included.

MR. RUBENSTEIN:  But the more -- as you ramp up your renewal projects and you're replacing more assets, you're not building in -- you're going to get a discount from your supplier because you're buying so much more of that asset.  None of that is built in?

MS. CUNNINGHAM:  No, we have not built that in, as we don't anticipate of getting those types of cost savings at this stage.

MR. RUBENSTEIN:  And you've built in no -- as your internal staff becomes more proficient in doing certain tasks, or maybe there's teams that are more dedicated to doing certain tasks, are going to be to do it quicker and more cost-effective?

MS. CUNNINGHAM:  No, we have not built that in.  I think -- our premise is that we have lots of work to do.  Our, you know, our asset replacement levels that we're doing are at a level that we believe are affordable, but if anything they're still a little bit behind what we perhaps should be doing.

And so if we do find those savings we will -- if we can, we'll achieve more units.

MR. RUBENSTEIN:  So if there are productivity savings that you get, you're not going -- that money is going to be, I would say, recycled into more work?

MS. CUNNINGHAM:  Right.  So then that -- the benefit of that is that when we come to the Board next time we will have done some work that we would have -- otherwise would have been in the next five-year plan.

MR. RUBENSTEIN:  Why is that a more appropriate way of doing it than, say, building in some certain amount and returning it to your customers?  Or not including it in the rates to begin with?

MS. CUNNINGHAM:  Well, in our opinion, when you -- one of the reasons why we reflect and go that particular route is because the opposite can also happen, that there can be a possible driver that causes costs to go up in comparison to what you expected.  And so we will get in some cases perhaps less units done than we expected and have to do more in the following plan.

And my experience from managing the capital budgets is, is you will get some programs that go positive and some programs that go negative, and invariably the tendency is that they do level out in the end as a whole.

MR. RUBENSTEIN:  Is that your experience that they level out in the whole?

MS. CUNNINGHAM:  That's my experience, yes.

MR. RUBENSTEIN:  Is that a sort of a -- they generally -- I want to be precise here.  Is that, they generally level out, or is it PowerStream's view are you more likely to come in under the budget or over the budget, even if it's a small amount there.  We're talking big numbers here, so obviously it makes a difference --


MS. CUNNINGHAM:  What we have put forth is our best plan with the knowledge that we have.  So costs could go -- be higher, costs could be lower.  In my opinion, because we have put forth our best effort in the plan that we have put forth in determining the cost, it's 50/50 as whether it will be over or whether it will be under.

MR. RUBENSTEIN:  But you've built in no amount -- you've built in no amount, in the base budget, at least, that you're providing for productivity?

MS. CUNNINGHAM:  Except the two cases that we've talked about.

MR. RUBENSTEIN:  All right.  But you would agree with me it's fair that your customers expect from you that you
-- as you spend more money you're going to become better at doing that work and you're going to become more productive.  That's part of the -- part of becoming more cost-effective, the continuous-improvement aspect of the renewed regulatory framework.

MS. CUNNINGHAM:  Yes, our aim is to get better at our work, but there may well be drivers that go the opposite way for -- in certain circumstances.

MR. RUBENSTEIN:  Can I ask you to turn to page 5 of our compendium?  This is a Staff IR.  What you were asked to do was compare your total DSP spending compared to the ten-year plan that you had provided in the 2014 IRM proceeding, 2013-0166, and they've provided a chart there.

And as I read it, your DSP, so 2016 to 2020, you are proposing to spend $47 million more than you had set out in the 2014 IRM proceeding.  Do I understand that chart correctly that they have presented to you?

MS. CUNNINGHAM:  Yes, that's correct.

MR. RUBENSTEIN:  And you can see there are some very substantial differences.  In 2016 we're talking about $9.4 million more, 2017 there's $11.2 million more, 2018 we're at $26.5 million more, 2019 it's a little less, at about 1.7 million, and then 2020 it's about 14.4 million.

Now, in your -- do you see that?

MS. CUNNINGHAM:  Yes, I do.

MR. RUBENSTEIN:  Now, in your response you say that that 10-year capital plan which was in that 2014 IRM proceeding has been superseded by the DSP, and there are material differences because of the CIS system, smart grid metering, and the storm-hardening; is that correct?

MS. CUNNINGHAM:  That's correct.

MR. RUBENSTEIN:  So am I to understand at no point did you say with all those new things, recognizing that you've included them, "Well, we'd better reprioritize some of the other projects, because now we're seeking a very substantial increase in what we had planned only a couple years earlier."


MS. CUNNINGHAM:  Sorry, can you repeat the question?

MR. RUBENSTEIN:  Sure.  At no point in the capital planning process did you say to yourself -- I'm asking you.  Did you say to yourself, "Well, a couple years earlier we had said we needed a certain amount of money.  Even with these new aspects or new demands on our capital dollars, we're going to need to do new things that has a significant increase in capital spending.  Maybe we need to reprioritize some older -- some projects -- some other projects into future years because it's a significant increase"?


MS. CUNNINGHAM:  We did ask ourselves that question, and we do so when we go through the optimization process that we go through.  But in so doing, when we considered the drivers of the items that make the change, you know, from a prudent asset owner, we felt that it was the right thing to do to continue with these particular items.

MR. RUBENSTEIN:  And when you went to your customers in the consultations earlier, and that was talked a lot about on panel 1, did you say to them in the workbook or the focus groups, "This was our old capital plan and this is now our new capital plan"?

MS. CUNNINGHAM:  We did not --


MR. RUBENSTEIN:  "This was the difference"?

MS. CUNNINGHAM:  We did not share the old capital plan with them.

MR. RUBENSTEIN:  I want to walk through some specific programs with you.  I would like to start off with the system access categories.

And my understanding -- and this is on page 6 of our compendium.  This was in the last compendium -- but my understanding is the rate of growth is slowing for PowerStream.  I think, Mr. Macdonald, in the first panel you confirmed this, but PowerStream is growing -- is not growing as fast as it was in the previous five years; am I correct?

MR. MACDONALD:  That's correct.

MR. RUBENSTEIN:  But if we turn to page 7 of the compendium -- and this is a table we made up of some calculations, but based on a response to your interrogatory which asked you to compare your previous material capital project spend into the new capital project.  We just added the averages at the end.

One of the things I want to look at is -- first is new commercial subdivisions, and you see that on the first capital project on that table.  Do you see that?

MS. CUNNINGHAM:  Yes.

MR. RUBENSTEIN:  And as I see that, it says you're planning to spend about $1.6 million per year on capital projects for the test period.  Do you see that?

MS. CUNNINGHAM:  That's what our forecast is, yes.

MR. RUBENSTEIN:  And previously you were spending about 731,000 from 2011 to 2014.  Do you see that?

MS. CUNNINGHAM:  Yes.

MR. RUBENSTEIN:  So that's about 119 percent increase.

MS. CUNNINGHAM:  Correct.

MR. RUBENSTEIN:  Can you explain that, with your capital spending decreasing, why you're spending so much more now -- sorry, with your customer growth decreasing why you're actually spending a lot more now?

MS. CUNNINGHAM:  So 2011, 2012, as we've talked about, that capital contributions we were still able to collect, and for -- we found because of the way we did things for commercial subdivisions we were able to collect substantive capital contributions 2011 to '12.  In 2013/'14 the calculations for the capital contributions were dropped.  We weren't able to include that any more and collect those funds.

So it's -- in our opinion, it's more reflective in that regard.  And what we've done when we went out to take a look at this, it's highly, what I would call difficult to forecast where this is going to go from a new commercial subdivision, and we rely on talking to any of our big developers in terms of what it is that they're planning to go forth with.

And we know that there is a large development in Vaughan metropolitan centre.  The first phase has been constructed, and the developer is planning on going forth with subsequent phases.  Because of the nature of this work being fully underground, and also the fact that the switch gears -- in the rest of our territory, the switch gears are normally aboveground.  They're going to be putting switch gears in the buildings.  That will increase the cost of that particular subdivision, and our first phase the developer has had enough load to -- so that PowerStream pays for it.

So in talking to the developers in a couple other -- that's just an example, in a couple other spots, the forecast is based on those discussions and what their plans are.

MR. RUBENSTEIN:  So the forecast is based on your knowledge -- or your knowledge of forecasts are actual subdivisions that may be built?

MS. CUNNINGHAM:  That's correct.

MR. RUBENSTEIN:  If I can ask you to turn to page 8? This is from your 2A and from the Excel spreadsheet you filed, and I'm looking at line 7 here.  This is again the same thing; so this is new commercial subdivision place holder.

This is what it says in the Excel spreadsheet:
"Place holder [may not happen every year]"


Can you help explain that?

MS. CUNNINGHAM:  Yes.  So I mean, that's just a note to ourselves that's in this particular spread sheet is -- I mean, this is a forecast of what we expect to have happen based on conversations.

But what may happen is there may be some years where it's below the 1.6, but there may be in fact some years that could result in being above the 1.6.

MR. RUBENSTEIN:  How did you determine the 1.6?  What is that based on?

MS. CUNNINGHAM:  The staff will have done an average assessment and put that in, as far as this goes.

MR. RUBENSTEIN:  All right.  If we go back to page 7, a similar question with respect to new residential subdevelopment.  It's right underneath the new commercial subdivision development, and I see the 2016 to ‘20 being about 9.687 million, and the 2011 being 4.7 million, so over double the amount you're planning to spend.  And yet we're seeing customer growth decline.

Is it the same rationale?

MS. CUNNINGHAM:  It's a similar rationale.  I should make mention that with respect to residential subdivisions, generally the subdivision follows growth that's been put in for the forecast for revenue requirement, but not always.

The developers -- the revenue forecast is based when the customer comes on the system, as in the residential home is hooked up.  But this work that we do in the residential subdivision development is based on when the developer constructs the subdivisions, and the two may not be aligned.

And the second thing I should note there is in the residential subdivisions, we've incorporated a little bit of extra growth compared to what we've had in terms of number of lots.  Again, this is in talking to the developers.  There has been some pent-up demand in a couple of our communities because of restrictions on sewer and water in those communities.

So the developers were restricted to how many subdivisions they could build as a result of those restrictions, and that's in the last five years.  The communities that we now service, none of them have any restrictions in that regard for the next five years going forth, unlike that they had those restrictions in the previous five years.

MR. RUBENSTEIN:  So you're expecting more residential subdivisions to be built?

MS. CUNNINGHAM:  Over the next couple of years, and level back off in the later part of the plan.

MR. RUBENSTEIN:  Is that reflected in the growth forecast?  I recognize what you just said, that they're not -- there may be a little lag.  Is that recognized in the growth forecast, the customer growth forecast?

MS. CUNNINGHAM:  The customer growth forecast will -- I can't speak to what they considered when they did the customer growth forecast.  But the two numbers may not be aligned, because that's not necessarily when the house gets sold and the person or the family comes on-line and connects to PowerStream.

MR. RUBENSTEIN:  We're talking about -- when you say the customer growth numbers arrive when someone hooks up, when they start paying, essentially.  And the capital expenditures are when the developer tells you we need to spend money to do -- when they're building the houses, essentially?

MS. CUNNINGHAM:  When he chooses to want to put in the servicing for the house development.

MR. RUBENSTEIN:  But that lag is -- how big is that lag?  It can't be more than a year.  It's a hot market for detached houses or semi-detached houses, even in your service area.

MS. CUNNINGHAM:  A subdivider, from an economic evaluation point of view, has up to five years to connect those lots.

MR. RUBENSTEIN:  But when are you actually -- recognizing when they could ask you in advance to do it, when are they actually asking you to do it?

MS. CUNNINGHAM:  Every subdivider is different.  Some get them on quickly and phase their subdivisions so they come on in a year or two.  But there are some that take advantage of the five years, and the customers may not come on within those five years.

MR. RUBENSTEIN:  All right.  Thank you very much.  Just one more thing while we're on page 7, subdivision secondary service laterals.  You're seeing about -- I see about a 24 percent increase from the 2011 to 2014 versus 2016 to 2020.  Is that similar to the new residential subdivisions?

MS. CUNNINGHAM:  No, that has a different explanation as well.  That secondary service lateral is -- we didn't start to -- we didn't used to separate out that line item.  We didn't start to separate it out until about 2010, as in terms of look at it separately.

But as a result of the first early years with respect to 2011-2012, not all the secondary service laterals were captured in that line item.  Some of them were back up in the residential subdivision development stuff.

MR. RUBENSTEIN:  Thank you very much.  I want to talk about the system renewal category and I think you reflected this in your examination-in-chief.

I understand a big focus of the capital project is the renewing the system component; am I correct?

MS. CUNNINGHAM:  That's correct.

MR. RUBENSTEIN:  I would like to ask about a few specific areas.  First, if I can take you to page 10, this is from your asset condition document, the asset condition assessment technical report.

Just stepping back for a second, my understanding is that in 2009, Kinetrics did an asset condition assessment, and you've updated in a number of times since then.

MS. CUNNINGHAM:  That's correct.

MR. RUBENSTEIN:  If we look at switch gears here on page 10, am I correct you have 180 in poor condition?  That's what this is showing me?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  And none in very poor condition, correct?

MS. CLARK:  Yes.

MR. RUBENSTEIN:  If we go back to page 7, and if we go down under the second part of the chart just above distribution lines, you'll see switch gear replacement program.

And as I understand it, from the 2011 to 2014 compared to 2016 through 2020, you're spending an average of about 131.5 percent year more per year.  Do I understand that correctly?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  This is one of the bigger focus areas, this switch gear replacement, correct?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  If I can ask you to turn to page 14 here, as I understand the forecast, the amount of actual switch gears you're planning to replace, it's 31 in 2015 and then 36 for each of 2016 through 2020 through this program.  Do I understand that correctly?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  And it we look back to the period between 2011 and 2014, am I correct that you had done 89, correct?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  And then on top of that, am I correct you're planning to replace switch gears on a reactive basis as well?

And we see that on page 14, under the distribution lines, emergency and reactive replace.  So you‘re doing 31 in 2015; in 2016, another 31; 2017, 30; 2018, 29; 2019, 27; and 2020, 22.

So another set of switch gears that you'll replace on a reactive basis, correct?

MR. SHAIKH:  That's reactive in terms of -- this is greenfields, where our lines guys go out and find a cubicle which is in very poor condition and it has to be done immediately.  That goes that category.


MR. RUBENSTEIN:  No, I recognize that.  So looking at your DSP period, I see that you're planning to replace between 2015 and 2020 381 switch gears in both the planned and the reactive category.  Do you accept that?  Just adding those numbers up?


MR. SHAIKH:  Yes.


MR. RUBENSTEIN:  So why overall are you replacing more than twice as many as the 180 that are in poor or very poor condition?  It seems you're replacing a lot -- you're being a lot more aggressive and you're replacing a lot more switch gears in your own evidence as that you should be replacing?


MR. SHAIKH:  Actually, if you go back to the initial connector support in 2009, they asked us to replace about 315 switch gears in that period.  Between that, from 2010 to 2011, as you have just pointed it out, we have not replaced enough switch gears, and some of the switch gears that you are seeing now which are in poor -- which are in fair condition are expected to move into poor condition.  So those are those switch gears which we will be replacing.


MR. RUBENSTEIN:  So help me understand.  Putting aside what happened in 2009, I'm looking at your own information condition assessment from 2014, I believe, and you only have 180 in poor, and even if you add all of the fair ones, so if every single one that was in fair moved to poor, you would still get only 285?  So can you help me with the disconnect here, why you're replacing so many?


MR. SHAIKH:  I'm add a couple of things here.  Like, switch gear condition, sometimes it can change drastically, so the condition that we have today might be good condition, but in couple of years we are replacing the switch gear which are air units which are open to contamination issues, so those are the switch gears that move from -- even from the good condition to a fair or poor condition very quickly.


There are a couple of issues associated with the PMH gears.  We have about 1,215 PMH gears in the system.  Those are the units that are subjected to rapid deterioration within the population.


MR. RUBENSTEIN:  So can you help me understand where you came within -- how many you were going to replace?  What's the basis for that number?


MR. SHAIKH:  We look at our failure, of codes.  So if you look at our -- if you look at the asset condition assessment and the failure codes that we have provided, in one of the IRs we have shown that the average life of the switch gear is about 23.73 years, not the -- so we have reduced that failure codes, and we have determined that number based on that failure codes.


MR. RUBENSTEIN:  So you looked at the average -- you looked at age?


MR. SHAIKH:  Not age.  We look -- that's the unit that we have projected based on the failure codes and the issue that we are having with that switch gear.


MR. RUBENSTEIN:  So it's specific to the switch gear.


MR. SHAIKH:  Yes.


MR. RUBENSTEIN:  So for switch gear you're less looking at condition of the assets.  You're looking at age of the asset?


MR. SHAIKH:  No, the projection is based on -- because I have to come up with some numbers, so we have to predict how many quantities we will be seeing -- the replacement is entirely based on condition, but for the numbers we have to look at the failure codes, and we say, okay, with this asset is going to -- this is the rate of deterioration of this asset, and from this, that's how we determine the switch gear that we'll replace.


MR. RUBENSTEIN:  So then I'm looking at that chart on page 10.  You are projecting that not only will -- in the period of the distribution system plan, not only will every single fair switch gear go into poor or very poor condition, a bunch of the good ones will as well?


MR. SHAIKH:  It's possible, but again, when we see that the active quantity -- you have to understand that we might not be replacing the 36 switch gears that is called.  If the switch gear doesn't fail, that won't be replaced.


MR. RUBENSTEIN:  No, I recognize that, but the difference is more than just a few.  It's significant.


MR. KLAJMAN:  Maybe if I can add something.  In response to G.AMPCO.9 there was a table that we provided that talked about a number of the assets, and in there is a line for switch gear, which talks about the population being 1,847.  We give the condition in terms of good, fair, or poor, or not available for that, and then we show the number of units planned.


And so if you look at the total number there in fair or poor, it's 285, and our plan number was 211.  So we're already below those numbers in that specific way of looking at that asset for replacement.


MR. RUBENSTEIN:  Sorry.  Where are you seeing the 211?


MR. KLAJMAN:  The 31 plus the 36 times the number of years.


MR. RUBENSTEIN:  Sorry, I'm just having trouble finding "switch gear" on the...


MR. KLAJMAN:  It comes from TCQ 17, from April 23rd.


MR. RUBENSTEIN:  So I see 180 switch gear in poor condition.  That's consistent with page 10.


MR. SHAIKH:  Yes.  Again, like, what Irving is pointing out is -- Mr. Klajman is pointing out that we have 180 switch gears which are in poor condition, and the replacement of this -- the planned replacement is less than what the conditions are in the fair and poor condition.


MR. RUBENSTEIN:  No, but I'm adding the reactive.  You would agree with me that it's more likely that a poor switch gear will fail than a good switch gear to fail?


MR. SHAIKH:  Yes.


MR. RUBENSTEIN:  So it's more likely, I would say by a significant portion, that most of the reactive replacements will be to poor switch gears that fail as a -- before you're able to get to them in your program, your planned program.


MR. SHAIKH:  Yes, but if you look, again, those reactive replacements won't be done if the switch gears don't fail.  So if you look at the codes that we have provided from the model, it says about 60 or 62 switch gears will fail in a year.  So if you compare the 36 numbers that we have from the reactive replacement versus the 36 number that we have in the proactive replacement, that comes to about 70 units, 72 units, which we call for replacement in both the programs.  That is provided in the ACA report.


MR. RUBENSTEIN:  Can you help me?  I'm looking at page 30, which -- of the ACA report which is not in my compendium, and I don't see -- I still see you're replacing more on a reactive basis than there are failures.


MS. CUNNINGHAM:  Can you confirm which report you were looking at, sorry?


MR. RUBENSTEIN:  I'm looking at Staff 71, Appendix 71, page 30 of 61.  It's on the -- if you go under the next -- bottom.

MR. SHEOGOBIND:  I'm going to try to assist with this.  So I think what the table is showing, that we had up here a couple minutes ago, was we had a total of -- the proactive replacements from 2016 to 2020 is approximately 36 switch gear units per year.  So over the five years, we're looking to replace 180 units on a proactive basis.

In the graph on page 10 of your compendium, we're showing a total of 285 units in poor to fair condition.  So that's approximately 105 units more than the 180 that we're proactively going to be replacing over the five-year forecast period.

Those additional units, those are the ones that would be the ones that would be replaced on a reactive basis, plus the switch gear units that move over the next few years from the good category into the fair or poor category.  So I'm trying to provide some context to why, on top of the 180 proactive replacements, we've also got those reactive replacements.

MR. RUBENSTEIN:  It still seems you're replacing -- you're quite aggressive, but we'll leave that for people to draw their own conclusions later on.

There's other replacement projects that I want to talk to you about, and I would like to talk to you about pole replacements.  And if I go to -- let me start off by asking this.  I'm trying to understand how many poles you actually have.  If I ask you to turn to page 11 of the compendium, this is again from that ACA -- if we go down to the bottom where it says demographics, I see a pole population of approximately 38 thousand; do you see that?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  If I ask you to turn to page 13, this is from the workbook and if you see the asset type chart, it says you have 46,500 wood poles.  And in different parts of the evidence, there are both numbers.  I'm trying to reconcile how many poles you actually have.

MR. SHAIKH:  38,000 is the right number.

MR. RUBENSTEIN:  So it's not 46,000, okay.  Thank you very much.

I'm going to ask you to turn to page 14.  If you look at -- if we go to the overhead lines, planned asset replacement at the bottom, and the first set is pole replacement program costs, and you have the number of poles.  As I see this, between 2011 and 2014, you've replaced about 1,253 poles, and in 2015 to 2020, you're replacing 2,400 or 400 a year.  Do I have that correct?

MR. SHEOGOBIND:  Yes, that's correct.

MR. RUBENSTEIN:  So this is another area where you're ramping up, correct?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  If we go to page 12 here, this is from the asset condition assessment.  There's no numbers here, but looking at the chart I see at best you have about a thousand poles in poor condition.

Does that sound about right?  Maybe a little more than a thousand?

MR. SHAIKH:  More than a thousand from the pole asset population of 14,300.  The one you're looking at is just the test results from the pole population.

MR. RUBENSTEIN:  I'm looking at the projected from tested population; this is the red.  This is projecting versus your whole population of 38,000.

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  I'm seeing it's about a fifth from that, between the zero and 5,000.  So I'm saying it's about a thousand, roughly.  Would you accept that, looking at that chart?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  As I understand it then, you're planning to replace more than double that over the next six years?

MR. SHAIKH:  Again, I want to say that this chart only considers the poles which are tested.  Out of the 14,000 poles, the ones that you see in poor condition are on the right side.  That is just from the population which is tested, and that one is the projection from the tested population.

So it may or may not be true that the good condition pole -- that that all these poles are in good condition, because we have not tested everything.

MR. RUBENSTEIN:  Isn't that the whole point of testing?  You're not actually going to go and test every single pole.  You do a random sampling and project out?

MR. SHAIKH:  No, we test every pole.  Like each of the poles is tested.  We have a five-year cycle where we test each of the poles.

MR. RUBENSTEIN:  So this table may be completely wrong?  I don't understand.  What's the difference between the tested population and the projected?  Isn't that what you're doing with the projected aspect of this?

MR. SHAIKH:  Let's say if you test about -- in this case, about 14,300 poles and we found about a thousand poles which are in bad condition.

So we take the same number and say, okay, if we test -- going from today's condition, if we have 38,000 poles, how many poles would be in bad condition.  So that's just a prediction.

MR. RUBENSTEIN:  And my understanding -- I put to you that you're replacing about double that are in poor, and provided that response.  I take it from that that you don't have much confidence then in this, because you do believe you need to be replacing more?

MR. KLAJMAN:  We have two categories that we do pole replacements on at the moment, and we've added a third one.  The first one is that we do test them, and we test them to see that they have strength greater than 60 percent. If the strength comes in less than 60 percent, then based on the CSA standard, they had need to be replaced.

The second is they could end up being greater than 60, but they could be exhibiting other signs, like cracking, rotting, or infestations.  So our cycling through the entire system, five-year tests, provides us, I think, with results that are higher than the 400 that we have a year.

As a secondary check, if we have approximately 40,000 poles with a life span of 40 years, then if we were replacing one percent a year, we would in fact turn over the system in that forty years.

So I would submit despite the graphs projecting certain numbers on certain quantities of testing, that the overall plan that we've provided is in fact prudent.

MR. RUBENSTEIN:  Can I ask you to turn to page 22?  Am I correct that in addition to the planned replacement pole category, you're replacing poles based on storm damage, and that's 30 per year.  You're replacing another 35 based on unscheduled replacements due to failure, and then you're replacing -- sorry, it's 35 in the south and you're doing seven a year in the north.  So that's an additional set of poles you're replacing on top of the planned?

MR. SHAIKH:  Yes.  Again, this is just a prediction for the failures.  This is a reactive replacement.

MR. RUBENSTEIN:  So I gather you were doing about another 532 poles through the DSP period by adding that up?  That's on top of the 400 a year?

MR. SHAIKH:  Again, I would like to point out that the Poles, if they don't fail, they won't be replaced.  This is a reactive program.  It is based on the failure.

MR. RUBENSTEIN:  You recognize that there is some overlap, because you're going -- you're planning to replace ones that are in bad condition, and again they're the most likely ones to fail that you would have to replace on a reactive basis, correct?

MR. SHAIKH:  Well, you could say that.  Sometimes, what we find -- like on Warden Avenue when the pole line came down, those poles were in good condition.  There was a micro-burst in that area and due to the storm, we had about twenty-four poles come down -- fourteen poles, sorry.

MR. RUBENSTEIN:  That's storm.  I'm talking about failures, where there is no storm.  So it's the pole itself that's failing, and not caused by some external force.

MR. SHAIKH:  In technical terms, the pole doesn't fail itself.  It has to have some kind of a tipping force.  Maybe it's the wind, maybe it's the -- some other kind of event, and that will bring down the pole.

MR. RUBENSTEIN:  And my understanding as well is on top of the poles that you're replacing in this you're replacing poles with respect to other projects you may be doing that you may also replace the pole in conjunction with another project, and since you're doing rear lot conversion I guess you're not replacing the pole, but you're taking the pole down?  Am I correct?

MR. SHAIKH:  Yes, the rear lot conversion the poles will be taken down.

MR. RUBENSTEIN:  And there will be other poles in other projects that you're doing, correct?  If you're replacing a line you may also do the pole.  There's some -- so buried in other projects there's also some other poles that you'll be replacing?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  All right.  If we go back to page 13 here -- sorry, 14, look at the pole replacement again at the bottom.  Help me understand why starting from 2014 to 2015 we're seeing the cost to replace a planned pole increases 8 percent in 2015, 6.2 percent in 2016, 12.9 percent in '17, 5.4 percent in '18, 2019 it's 6.3 percent.  Why are we seeing these unit cost increase in such a significant amount?

MR. KLAJMAN:  If you recall, at the technical conference we had talked about some of the unit cost pricing that happened, I think it was with respect to cable.  And we had responded to the fact that when we do our optimization the system can't fit the dollars 100 percent, and there is always just a little bit of tweak, so we will take some money sometimes and move them from one -- or reduce it to a program to sort of make the math work.  And as we stated at that time, it was probably an oversight on our part, we didn't go back and adjust the number of units that gets reflected when that cost change happens, and this is probably one of the programs that that's happened to.

MR. RUBENSTEIN:  So would I understand that if we saw it go up and down and up and down as you're shifting the units or dollars from here, but we're seeing every single year -- up until 2020 we're seeing -- and this is especially when you're doing the exact amount of poles in each year on top of that -- we're seeing steady, significant increases in the unit costs.

MR. KLAJMAN:  Again, if we did change the pricing as a result of our optimization program for fitting the totals, that would account for some of it.  And there is, I believe, a 3 percent inflationary adder in there as well.

MR. RUBENSTEIN:  We're going up a lot more than 3 percent.  Best I can hear from you is you're saying the way that your optimization process may have -- that doesn't seem that you're confident that that's actually the reason?

MR. SHAIKH:  I can't say definitively which programs had the adjustments made to them.

MR. RUBENSTEIN:  Well, how are you going to help the Board and parties understand or reconcile the fact that it appears that the unit cost, the cost to replace a planned pole, is going up significantly more than that 3 percent inflation that you're using, that that's based on -- not based on a quirk in how you've done your optimization process, but is actually the result of the costs are going up that much?  Which I would submit seems quite unreasonable.

MR. KLAJMAN:  I can't answer your question.

MR. RUBENSTEIN:  All right.  Thank you very much.

I'm not sure when the Board would like to take a break, roughly, if there's a period of time?

MR. QUESNELLE:  If this works for you, Mr. Rubenstein --


MR. RUBENSTEIN:  Sure.

MR. QUESNELLE:  -- let's do it now.  We'll take a 15-minute break.  We'll resume at 10 after 3:00.
--- Recess taken at 2:56 p.m.
--- On resuming at 3:16 p.m.


MR. QUESNELLE:  Thank you.  Please be seated.  Where you left off, Mr. Rubenstein.

MR. RUBENSTEIN:  Thank you very much, Mr. Chair.

Just before we leave pole replacements, I wonder if we can turn to page 22 again of our compendium.  As we see on that table here, you're replacing -- this is the unscheduled replacements because of failed poles, forty-two a year; do I read that correctly?  Thirty-five in the South, and seven in the north?

MR. SHEOGOBIND:  Yes that's correct.

MR. RUBENSTEIN:  If I can ask you to turn then to page 23, I'm looking at the annual failure rate for poles, the second, I see nothing close to that amount.  Can you help me why you'd be replacing so many on reactive basis based on failures, when the actual failure rate is lower?

MR. SHEOGOBIND:  Okay.  So the numbers shown on page 23, those numbers would reflect poles that actually fail and then are replaced.  And this would include, say for example, the micro-burst on Warden Avenue where we had 14 poles that is fell over due that micro-burst.

In addition to poles that fail, there are a number of poles that are replaced on -- let's call it reactive basis.  They haven't quite fallen over, but they're in poor enough condition that we drive along and we inspect it, and we see that the pole is leaning at a really bad angle, or it's rotting, or that it's burnt because of a pole fire, or a vehicle might have taken out a chunk of the base, and those poles would also be replaced on reactive basis.  Those are the ones you would see in the table on page 22.

MR. RUBENSTEIN:  Thank you very much.  If I can ask you now about cable replacement --

MR. QUESNELLE:  Mr. Rubenstein, could I get more clarity on that last answer, please?

MR. RUBENSTEIN:  Yes.

MR. QUESNELLE:  Looking at School's compendium page 22, the prior table there, going down the left-hand side, we've got A, B, C, and D.  D is storm damage replacement distribution equipment due to storm; you look across at the number of poles and it reads 30.

How does that number -- given your answer to what compiles the population on page 23, how is this different?

MR. SHEOGOBIND:  I think that figure of 30 was based on experience that we've had over the last couple years with pole failures we've seen with storm activity.  And the 30 going forward is basically just an estimate based on that recent experience.

MR. QUESNELLE:  I haven't done the math, but how does 30 compare to, say, your annual failure rate for poles, given your description of what the chart on page 23 does for 0.63 percent?

It is like a correlation, but given how you responded to what goes in the chart on page 23 and looking back, it doesn't strike me as being any distinguishing features to as what is captured under D, storm damage.  I'm just trying to square those two.

MR. KLAJMAN:  If I can perhaps add something to that?  From my understanding, the failure rate for poles -- we've looked at the ones as Stan described for the ones that have failed.

In table 55A, those numbers that are there were derived from historic spending and then average cost for replacement, because it wasn't something that we had budgeted specifically with respect to poles.

So if you see the category, unscheduled replacement of ailed end-of-useful-life poles, conductors and devices, it doesn't have to be exclusively a pole that failed.  It could be something on that pole related to it that requires a pole replacement.

So if I can make that any clearer, those numbers were derived as opposed to predicted.

MR. QUESNELLE:  So there is no correlation to future spend and actual unit cost of replacement of a pole then?  It could be other factors?

MR. KLAJMAN:  Yes.

MR. QUESNELLE:  Okay.  Thank you.

MR. RUBENSTEIN:  I'm going to ask you about cable replacement.  If we turn quickly to page 7 here, you'll see cable replacement is the second material investment under system renewal and underground lines; do you see that?

MR. KLAJMAN:  Yes.

MR. RUBENSTEIN:  My understanding is you're spending approximately $70 million during the DSP period with respect to cable replacements?

MR. KLAJMAN:  Yes.  Subject to check, yes.

MR. RUBENSTEIN:  And this is a 54 -- sorry, a 55 percent increase over what you spent between '11 and 2014.  So it's a very significant program, a significant focus of this application.  Is that fair?

MR. KLAJMAN:  Yes, that's fair.

MR. RUBENSTEIN:  If I can turn you to page 2014, look again at cable replacements, the second program down, I again see significant year-over-year unit cost increases.  I see between 5 and 7 percent between the lowest in 2018 and 2016, if you don't even include the 55.9 percent increase in 2015, and the small one in 2020.

And my understanding is you were asked by Board Staff about this on page 15 -- sorry.  On page 24 of our compendium, you were asked by Board Staff about this question about the unit cost increases.

"Please explain the 5 to 7 percent increase in cost per meter of cable replacement in 2016 to 2019," and you respond on page 25:
"The 5 to 7 percent increase in the proposed budget is not an increase in unit cost.  This increase was a result of PowerStream's budget optimization process.  The increase is applicable to the whole work program for the year, not the unit cost in the year.  In the optimization process, a submitted funding may be reduced in one year and deferred increase in the subsequent year."

I think that's similar to a conversation we had before the break, with respect to --


MR. KLAJMAN:  With respect to poles, a similar conversation, yes.

MR. RUBENSTEIN:  Again I ask you about this.  Can you help me understand this and help the intervenors, but especially the Board, how we can understand what the actual unit cost increases or decreases are in a given year.

I recognize that there's some problems with the optimization.  But how do we know that you're actually doing the work for the amount of meters you're replacing and the cost is at an acceptable level?

MS. CUNNINGHAM:  What we do is go back for both poles and the cable replacement that have this issue, and actually bring forward to you in an undertaking the actual units that we plan to do, and effectively correct those numbers.

MR. RUBENSTEIN:  Can you do that?

MS. CUNNINGHAM:  Yes.

MR. QUESNELLE:  Just an observation -- and this goes to the type of information that you're after, Mr. Rubenstein -- that this is not optimal to have this type of exchange at this juncture.

That undertaking will be provided.  There will be costs that will be missed without that information, and then we're into argument.

So if the Board has extra questions, if anybody else has extra questions, these things -- this is a pretty major piece of information to surface at this late juncture.

So I'm just putting you on notice that if there are things that come in and it drives further requirement for discovery, that would be very unfortunate.  But if we have to do that we'll do that.  Okay?  Thank you.

MS. HELT:  Mr. Rubenstein, can you just state clearly what the undertaking is then for the information that you're requesting?

MR. RUBENSTEIN:  It's probably best if Ms. Cunningham would provide -- explain what PowerStream is going to be providing.

MS. CUNNINGHAM:  So for both poles and cable replacement we will update the numbers on the actual units that we will complete that are in line with the proposed budget.

MS. HELT:  Is that all right, Mr. Rubenstein?

MR. RUBENSTEIN:  Yes.

MS. HELT:  All right.  That will be J2.10.
UNDERTAKING NO. J2.10:  FOR BOTH POLES AND CABLE REPLACEMENT, TO UPDATE THE NUMBERS ON THE ACTUAL UNITS THAT POWERSTREAM WILL COMPLETE THAT ARE IN LINE WITH THE PROPOSED BUDGET.

MR. RUBENSTEIN:  Following from the issue that comes across because of the optimization process and your inability to provide, I would say proper unit cost analysis in the evidence, how exactly do you determine how much capital or how much of the capital expenditures in a given year goes in service in that year?

MS. CUNNINGHAM:  So when you --


MR. RUBENSTEIN:  Is there a -- just --


MS. CUNNINGHAM:  -- when ask about in service are you referring to what goes into the capital base?

MR. RUBENSTEIN:  Yes, what goes into the rate base in any given year?

MS. CUNNINGHAM:  Okay.  Well, what goes into the rate base for any given year is the program work that we plan to complete in a given year.

MR. RUBENSTEIN:  But if my -- I understand at least partially the problem is you're moving around -- you have  -- you're moving around things for the purpose of the optimization process, so some things shift into different years that don't actually reflect when you're actually spending the money.  I just want to make sure there is also no disconnect between the numbers that you say are in your rate base -- so that's in-service assets -- and what's actually in service in a given year.  There isn't -- we don't have that problem as well.

MS. CUNNINGHAM:  No.  No, there would not be a disconnect between the two.  You know, if I could clarify with respect to the optimization, when we did the optimization, is we put all the numbers together, we went through optimization process, we made some adjustments to some of the programs, and it was our error that we did not go back and change those number of units.

MR. RUBENSTEIN:  So maybe we can just walk through this and explain to me this -- putting your -- just use a very simplistic example of kilometres of cable replacement.  You would put in a year, for example, it cost $10 million to do, you know, five kilometres of cable replacement.  Then when you do the optimization you may change when you actually do the five kilometres, so you may switch three kilometres into a different year?  Is that -- do I understand that's how the problem with the unit cost works?

MS. CUNNINGHAM:  I mean, you just describe it in a different way than I would describe it, but effectively that's what happens, is when we went through optimization the original planned program would have been -- and I'm just using this as a number as an example -- $10 million as an example, and went through optimization, we made a decision that we felt something was more important that we wanted to fund in that particular year, and so we're -- reduce or increase because we shifted -- you may have reduced one year to increase the next year, but you've gone both ways, is we've reduced or increased the number in a given year of cable replacement to either down to 9 million or up to 11 million as an example with respect to the numbers.  And when we actually go to execute the plan, those projects, it's -- behind those -- that number is identified projects, and we will do one less project that happens in the subsequent year.

MR. RUBENSTEIN:  So when you're --


MS. CUNNINGHAM:  But the projects themselves are discrete, and as a result they go into the rate base when they're finished the discrete pieces.

MR. RUBENSTEIN:  So just to confirm, there is no disconnect, so when you determine how many, say, kilometres will go in service in a given year of cable replacement, that has nothing to do with the optimization that's separate than how you're doing the optimization, so there's no -- we're not going to have a -- there's not a problem there where you're putting in either direction either too little or -- too little or not enough capital to go in service in a given year?

MS. CUNNINGHAM:  So there's not -- to me there is not a disconnect between these funds that are in the DSP plan and what's been proposed to go into the rate base.

MR. RUBENSTEIN:  All right.  Thank you very much --


MR. QUESNELLE:  Could we -- you're saying in service and you're saying in rate base.  Just in that, as a custom, do we mean in service when you're saying in rate base?

MS. CUNNINGHAM:  Yes, I do.

MR. QUESNELLE:  Okay.  Thank you.

MR. RUBENSTEIN:  So let me ask you about the cable remediation program.  So it's my understanding that generally includes both cable replacement and cable injection, you consider your cable remediation program?  Do I understand that correctly?

MR. KLAJMAN:  You do.

MR. RUBENSTEIN:  And as I understand, cable injection is one of the specific productivity initiatives, and I just excerpt it from the main evidence on page 26.  You don't need to turn it up, necessarily.  It's one of the productivity initiatives, correct?

MR. KLAJMAN:  Yes.

MR. RUBENSTEIN:  And my understanding is it's much cheaper and more -- why it's a productivity initiative is it's much cheaper than to do cable injections than to do cable replacements.  I believe it's about a fifteenth of the cost.  Do I understand that correctly?

MR. KLAJMAN:  Yes, it's much cheaper to do injection.

MR. RUBENSTEIN:  If I can ask you to turn to page 34 of the compendium.  Now, this is -- you provided this in response to AMPCO 8, and this is Appendix 8, and this is actually from the 2009 Kinetrics asset condition assessment.  And this is your underground cable -- your ten-year underground cable spending plan.  And I see looking at this chart, I'm seeing you're doing almost exclusively injection, and there is some cable replacement cost.


Do you see that?  You can see the red being the cable replacement and the green being the cable injection cost.  Do you see that?  That's what the chart is showing --


MR. KLAJMAN:  Yes, I see that.

MR. RUBENSTEIN:  All right.  Now, but if I turn back now to -- just use page 24 as an example.  This is Board Staff showing the cable replacement and the cable injection costs -- I'm looking -- I'm just looking at the total costs, so the first line and then the third line in the table.  I mean, you're doing significantly more cable replacement than cable injection.  You're doing about 3 or 4 to 1.  Whereas in 2009 the ten-year plan on page 34 of the compendium showed the reverse -- in fact, the proportion between cable and injection to replacement was much higher.  What's happened?

MR. SHAIKH:  Well, if you look at this chart, back in -- some of the -- we have two programs, cable replacement and cable injection.  Cable injection is, we have to test the cable, we have to determine that if the cable is injectable or not, and if the cable is very old or if the neutral is corroded, we cannot inject that cable.  So I think that -- that is the only cable that we put under the replacement program.  And even in the areas where we go and inject the cable, there are some cables which we cannot inject, so those come into what we call as the left-behind segments.

So if you look at here, the plan, it says 115 kilometres of injection and 25 kilometre replacement.  So it is consistent with what we said that we are doing a lot more injection than replacement.

MR. RUBENSTEIN:  But I'm looking at the -- on page 34.  This is in dollars, so this was your spending plan in at least 2009, and it's showing -- and I recognize things may change, as you're saying as you actually go look at the cable, but what you're proposing to what you had -- at least in 2009 the asset condition assessment said you should do is dramatically different.  You'd agree with me there?

MR. KLAJMAN:  Yes, we agree with you.  But that was five years ago.

MR. RUBENSTEIN:  I accept that.  But can you explain why you've seen a dramatic change now in your plan to deal with cable remediation?

MR. SHAIKH:  Well, again, the 2010 that -- when the -- actually, if you want to have a clear picture you should go back to the one -- the chart we had which included the 2007 numbers from Kinetrics.  That number actually showed that we had to do about 256 kilometres of cable within that eight- or ten-year period.  And the only thing that has changed is the fact that we tested cable, and some of the cables are -- they cannot be injected, so that's why we had to change the plan.

MR. RUBENSTEIN:  But I'm just trying to understand why it seems that at least the 2009 was very off, because not only -- you were essentially -- I mean, I don't want to -- just from a -- looking at this with a simple eye, you're doing at least 90 percent, if not much more, in injections.  And now you're doing, you know, 75 percent in replacements.

So it seemed -- I recognize things change, but help explain why it's such a dramatic change.  It seems a complete flip in how you're approaching remediation work.

MR. KLAJMAN:  I can understand where you're coming from.  I think -- my recollection is back in 2009, we started to look at injection as a means of dealing with cable remediation and it was very promising.  And I believe at that time it was decided that we would try to do as much injection as possible.

So we started working on our asset condition assessment program since then, and we started with a modest amount of injection, still doing replacement, and have since found that we can do a substantial amount more.

So we still can't do -- I don't think clearly we're doing as much as that 2009 chart shows.  But we're still doing, as Mr. Shaikh just pointed out, the ratio between injection and replacement.  It does come down a technical assessment of the ability to inject.

MR. RUBENSTEIN:  I accept that.  I'm just trying to understand why the technical assessment is so dramatically changed.

MR. SHEOGOBIND:  If I could assist with this, I think what we found between 2009 and now is that as the cable injection program got underway and we actually got into subdivisions where we were injecting cable, we found that the cable that could not be injected, because of reasons Mr. Shaikh referred to earlier, the corrosion of neutrals, the condition of cables, et cetera.  That meant that we couldn't inject as much cable as expected because the cable that can't be injected does have to be replaced.

MR. RUBENSTEIN:  You prefaced those comments by saying you think.  Is that what happened?

MR. SHAIKH:  If I may add to that?  This is the whole connective support.  After that, we did an initial analysis and we had our 2012 asset condition assessment report that we also submitted in the ICM.

In that, we said that we were going to do about 47 kilometres of cable in replacement, and 57 in injection, just because of the condition of the cable and the areas that we were moving in.

So again, this is like a moving target in terms of the cable, because we don't know whether we can actually go and inject all segments of cable again.  So we go there, test the cable.  If the cable is corroded, again we can not inject it.  For some areas of subdivision where we put plans for injection, we found that actually the cable is a solid core cable.  So solid core cable cannot be injected.  So that's -- it's all specific to a job location, site location, as well as the condition of the cable.

MR. RUBENSTEIN:  So as you've classified this as a productivity initiative, cable injection over cable replacement, would be fair to characterize it as, well, it's going to be a lot less efficient because you're doing a lot less of it than you had originally planned, at least in 2009?

MR. KLAJMAN:  No, I would go back and say compared to the 2007 initial report where we had to replace everything, injection is a productivity key.

MR. RUBENSTEIN:  So now projecting going forward where you've projected how much you replace and how many you're going to inject, do we know now what that ratio is going to be?  Or in five years you are going to come back, and you're going to say something different, materially different?

MR. SHAIKH:  Well, it won't be materially different because again, this is the plan that we have based on the subdivision that we're going in and the areas that we're going in, and the cables that we have tested for the one or two years of cable.

So I think, at least for the first two years, I don't see any difference in that.

MR. KLAJMAN:  Just for clarity, the productivity again we talk about in the submission here is relative to the amount of replacement that we had when we came in on the ICM, because we increased the amount of cable that we can do through injection from that point in time and that's what's representing the productivity gain, not something back from 2009.

MR. RUBENSTEIN:  But if we were looking in 2009, there would be less productivity gain from this because you're doing less injections?

MR. KLAJMAN:  But our productivity gain that we've stated is from that point in time.


MR. RUBENSTEIN:  All right.  Thank you very much.  I'm going to ask about distribution transformers for a moment here.  Am I correct you run your distrib -- that's a run to failure asset?

MR. SHAIKH:  Yes.

MR. RUBENSTEIN:  If I can take to you page 22 of our compendium, am I correct -- I'm looking again at this chart, and I'm looking at table 55A, and then F and G.  You're replacing, in terms of transformers, 270 in the south and 87 a year in the north?  That's what you're budgeting for, so that's a total of 357 a year?

MR. SHEOGOBIND:  That is correct.

MR. RUBENSTEIN:  Could I ask you to turn up technical conference undertaking -- page 22?

MR. KLAJMAN:  From April 23rd?

MR. RUBENSTEIN:  From September 11th.  Yes, that's the table right there.

I'm looking at distribution transformers and I'm looking at the historic failure rate, and you'll see that as the first asset, distribution transformers.  I don't see anywhere close to 357 a year failing.

MR. SHEOGOBIND:  So the figures shown in table 1 on the screen, these refer to distribution transformers that fail -- and when I say fail, they stop working for whatever reason -- whereas the figures shown in your compendium on page 22, table 55A, that number of 357 would reflect transformers that are replaced on a reactive basis due to inspections.

If we see that a transformer is in poor shape, for example it's rusting, severely corroded, then those units would be replaced on a reactive basis.  But that's not reflected in table 1 that's on the screen.

MR. RUBENSTEIN:  So then you don't actually replace them on a run-to-failure basis?

MR. SHEOGOBIND:  We replace them on a run-to-failure basis, unless we see something that we know would be -- where we know the transformer is in danger of imminent failure, or could be a potential safety hazard.

MR. RUBENSTEIN:  All right.  Thank you very much.  I want to ask you about the CIS system.  I know this was discussed a lot in the first panel.  I thought of it more as a capital program and planned to address it in my cross-examination of panel 2.

As I understand, the CIS system is your new billing system and it is live and operational this year; am I correct?

MR. MACDONALD:  That's correct.

MR. RUBENSTEIN:  If I can ask you to turn to page 35 of the compendium, if I look at the table on page 35, my understanding is the budget you provided in the last cost of service application was $34.495 million; is that correct?

MR. MACDONALD:  Yes, that's correct.

MR. RUBENSTEIN:  And at the time it went in service, while I think -- I believe you forecast here 45.875 million.  I believe it was corrected today to be 42.8 million; did I understand that correctly?

MR. MACDONALD:  Yes, that's correct.

MR. RUBENSTEIN:  I was wondering if first you could update table 1 with the actuals, where it says forecast 2015, to provide the actuals -- sorry, where it says total, to actually provides the actuals?

MR. MACDONALD:  Yes, we can do that.

MS. HELT:  That will be undertaking J2.11.
UNDERTAKING NO. J2.11:  to update table 1 on page 35 of exhibit 2.1 with actuals


MR. RUBENSTEIN:  Has the updated amount of the final amount being the $42.8 million, has that been flowed through to what you're asking for in the revenue requirement work forms?

MR. MACDONALD:  Yes.

MR. RUBENSTEIN:  All right.  Thank you very much.

So even at $42.8 million -- and I think this was said earlier on -- that's an increase of about over 25 percent of the costs than what you had forecasted, correct?

MR. MACDONALD:  Subject to check.

MR. RUBENSTEIN:  And I think the big issues you talked about earlier this morning -- and it's in the interrogatories -- was that the original project was too aggressive and you weren't able to absorb -- and -- well, I'll take you to where I'm reading from.  This is below the table.  You talk about the big issue being:

"The original project plan was being too aggressive and only able to absorb a limited number of change requests and schedule slippages.  The project took longer than expected to complete due to challenges and complexities associated with the system interfaces and testing."

That was what you talked about also this morning; am I correct?

MR. MACDONALD:  Yes, I highlighted two areas.  One was, we didn't fully understand the complexities back in 2011-12, and also the -- towards the end of the project the in-service date slipped more than once.

MR. RUBENSTEIN:  And then on top of the 42.8 there's an extra $3 million, roughly, to implement monthly billings?  You're able to do monthly billing; am I correct?

MR. MACDONALD:  That's correct.

MR. RUBENSTEIN:  So the total increase is going up about 33 percent, if we include the monthly billing, it's about 33 percent increase versus what was originally budgeted.

MR. MACDONALD:  I wouldn't do the math exactly that way.  I look at the project as the project, and monthly billing is a different thing we need to do.

MR. RUBENSTEIN:  But just on a mathematical basis the end result with the monthly billing is about 33 percent more than you would -- than the original project budget.

MR. MACDONALD:  I'll agree with your mathematics, but I don't agree with the characterization.

MR. RUBENSTEIN:  I want to go back to the beginning of the project, and if I can take you to page 38.  This was -- my understanding that this was the business plan for the customer information system, the CIS information.  Do I have that correct?

MR. MACDONALD:  Business case.

MR. RUBENSTEIN:  It's the business case.  Sorry.

MR. MACDONALD:  Yes.

MR. RUBENSTEIN:  And, you know, I want to -- I was looking through the business case, and it talks about the alternatives to the specific proposal that you have provided.  There is some discussion about the benefits that you were discussing, but one thing -- I don't see anything about the risks of the project.  What are the various risks that undertaking such a capital program would result?  Can you help me?

MR. MACDONALD:  In this business case there is not a heading of project risk, but when you read through the document you will see risk identified.  I'm just -- as an example, your page 44, bottom paragraph:

"PowerStream has identified several risks associated that make the current system not viable."

And it continues on.

MR. RUBENSTEIN:  No, that's a risk about why you need to -- the risk of the current system and why you need to undertake a new CIS system.  I understand that.  But I'm talking about the risks of managing and implementing a large capital program.

MR. MACDONALD:  I would agree that the risks of the new system aren't profiled in any great way in this business case.

MR. RUBENSTEIN:  Now, my understanding is you did a competitive RFP process, and I think it's primarily for the system integrator?

MR. MACDONALD:  That's correct.

MR. RUBENSTEIN:  And my understanding -- well, that's the meat of the project, so to speak, and if we -- you can go back and look at the budget on page 35.  That's more than half of it at $20 million.  My understanding of the system integrator at a high level, it takes the various software and hardware programs and customizes it and implements it.  Is that a fair layman understanding of what that role is?

MR. MACDONALD:  Yes, and I think more importantly has an overall role -- a significant overall role in project implementation on the highest level, so partnered with our project manager and made sure the project was implemented.

MR. RUBENSTEIN:  And when you were going through the RFP process for not just the hardware and software but also the system integrator and all this aspect, did you have any outside help helping you determine what the qualifications you would need, what type of requirements you would need for a system?  Did you have any of that?

MR. MACDONALD:  I don't know the answer to that question, whether we had a consultant helping us pick the consultant.  I don't know the answer to that.  I would have to check.

MR. RUBENSTEIN:  Can you do that, please?

MR. MACDONALD:  Yes.

MS. HELT:  That will be Undertaking J2.12.
UNDERTAKING NO. J2.12:  TO ADVISE WHETHER, WHEN YOU WERE GOING THROUGH THE RFP PROCESS FOR NOT JUST THE HARDWARE AND SOFTWARE BUT ALSO THE SYSTEM INTEGRATOR AND ALL THIS ASPECT, YOU HAD ANY OUTSIDE HELP HELPING YOU DETERMINE WHAT QUALIFICATIONS YOU WOULD NEED, WHAT TYPE OF REQUIREMENTS YOU WOULD NEED FOR A SYSTEM.  ALSO, TO ADVISE WHETHER THEY WOULDN'T HAVE ANY EXPERIENCE SETTING OUT THE SPECIFIC AND THE TECHNICAL REQUIREMENTS FOR AN RFP AND WHAT IS THE BEST WAY TO STRUCTURE THE RFP FOR AN IT PROJECT WITH THE RISKS THAT THEY INEVITABLY BRING.

MR. RUBENSTEIN:  And let me understand, because you were saying you were working with your internal project management staff.  What type of experience does your internal staff have with determining the requirements managing an RFP, managing a project of -- at the time was $35 million and specific to an information technology project?

MR. MACDONALD:  Well, we do RFP projects and implement systems, we buy new servers, new software, but this would definitely be the largest project that we would have undertaken.

MR. RUBENSTEIN:  You accept this would be the largest information technology project by a significant amount?

MR. MACDONALD:  Yes, I would.

MR. RUBENSTEIN:  And it would be the largest -- it would be the most complex information technology project by a significant amount?

MR. MACDONALD:  That we have done, yes.

MR. RUBENSTEIN:  So again, let me ask you about your primary staff.  What type of experience or expertise do they have in determining the requirements and managing a project and determining the specifications you would need for such a complex and large project if you hadn't done anything like this before?

MR. MACDONALD:  Well, we did an extensive, what's called a discovery process, and -- to see what the requirements were.  We talked to other utilities that had recently done the same installation, the same software.  So there was quite a lengthy -- it was called a discovery process to understand those types of issues.

MR. RUBENSTEIN:  But they wouldn't have any experience setting out the specific and the technical requirements for an RFP and what is the best way to structure the RFP for an IT project with the risks that they inevitably bring?

MR. MACDONALD:  I'll have to respond to the undertaking.  I remember we did have some advice -- some legal advice on -- before the RFP was issued, but I have to confirm that, Mr. Rubenstein.

MR. RUBENSTEIN:  All right.  Thank you very much.

If I can go to page 43.  This is from the business case.

MS. HELT:  Excuse me, Mr. Rubenstein, was that another undertaking then or was --


MR. RUBENSTEIN:  I believe that --


MS. HELT:  -- it part of the --


MR. RUBENSTEIN:  -- was part of the --


MS. HELT:  -- previous one?

MR. RUBENSTEIN:  -- undertaking, yes.

MS. HELT:  Yes, all right.  Thank you.

MR. RUBENSTEIN:  If I go to page 43, this is the second full paragraph.  You reference how PowerStream participated in discussions with Hydro Ottawa in 2012 and  -- sorry, 2010 and 2011.

"...to review the feasibility of partnering on a joint CIS venture and exploring potential cost sharing and synergy opportunities.  It was determined the difference in processes' interface would not permit a joint implementation.  However, the two utilities plan to maintain a close relationship to assist each other during an almost parallel implementation period.  As an example of this relationship, Hydro Ottawa provided information from the RFP process that proved to be valuable to PowerStream in setting up their RFP process for selection of a system integrator."

Is that what you were talking about when you said you were talking to other utilities?

MR. MACDONALD:  Yes.

MR. RUBENSTEIN:  And my understanding is based on this is based on maybe your systems you couldn't do the same -- you would have to go it alone, they would have to go it alone?

MR. MACDONALD:  We decided -- we would have liked to partner, but we did go alone, and I think one of the biggest reasons was we had waited so long to do this project, over 30 years.  They had done upgrades earlier, and we just were not in sync with the generations of technology that we had to upgrade.

MR. RUBENSTEIN:  So now if -- and if I suggest to you that Hydro One came in on budget, would that surprise you?

MR. MACDONALD:  I don't know if they did or did not.

MR. RUBENSTEIN:  So if we go back to the cost increases, my understanding -- we talked about this -- was a lot of it had to do with the original plan was being too aggressive and there were problems down the road that you encountered.  So essentially the plan was unrealistic?  Was that a fair way to look at it?

MR. MACDONALD:  I don't think -- when the plan was done it was realistic, but as time went on we realized the project was more complex than we first thought.

MR. RUBENSTEIN:  And why should ratepayers have to pay the full amount of the increase based on PowerStream, you know, not getting it right in the first place?

MR. MACDONALD:  I don't think we got it wrong.  That was our estimate at that time.  We had to replace this legacy 30 year old billing system.  As I mentioned in this morning's testimony, we managed this project very closely; it had a lot of governance.  I think we did best practice in terms of it managing the project.  These systems are very complex to do, as you indicated.


MR. RUBENSTEIN:  We were talk a few moments ago about the lack of risk issues or risk identification in the business case.  And my understanding is that was identified later on by KPMG.


If we can turn to page 54 of -- 53 is the title, and then page 54.  This was February 2013, so you're already working on the project.


On page 54, subsection risk register update process under findings.  I'll read this to you.  It says:

"A formal risk assessment has not been performed to identify and assess the risk impacting the project.  Currently, the risk register is being populated once a risk is identified by a member of the CIS team.  A determination of the risk ratings, high, medium, or low, for the risks identified is based on a subjective assessment, and has not prepared based on established criteria or framework.   We note that the CIS project team is using a risk methodology that differs from PowerStream's enterprise risk management framework by not separating the impacts and probability of risks occurring."

So this is already while you're working on the project in February 2013, so well after you've sort of started down the road, they're still making criticisms about your risk management practices.  Do you accept that?


MR. MACDONALD:  No, this was a little different in context.  So as part of the project, we were constantly managing risk -- assessing risk, managing risk, the project team.  What we did with KPMG, which we thought was novel, we actually engaged them to do what I would call a real time risk assessment.


Quite often a firm like this would come in at the end and critique the work that was done.  But we engaged them early so they could help us manage the risks and make suggestions on how to do the project better.


This was a big project and it did have risks, and this may have been an abundance of caution, but we asked KPMG to help us with this area.


MR. RUBENSTEIN:  You think that it's abundance of caution that you should have a formal risk assessment?


MR. MACDONALD:  We did have a risk assessment.  This is identifying it -- it may have been different what we use for our corporate annual risk assessment.


MR. RUBENSTEIN:  They didn't seem to think it was up to the appropriate standards for the project you were undertaking.


MR. MACDONALD:  The project had a risk assessment and they asked for some changes and some improvements.  But the risks were being imagined day-to-day, week-to-week.


MR. RUBENSTEIN:  How can you say all the risks were being managed if there is no risk assessment in the business case, and then clearly problems arose?


MR. MACDONALD:  Well, it says in the finding column, "Our view of the project risk identified and the risk register noted the following."  So we did have a risk register.


MR. RUBENSTEIN:  I recognize -- I think that their view is it wasn't proper; there were some problems with it.


MR. MACDONALD:  Well, that's viable information for us to help with the project.  That's why we hired them.


MR. RUBENSTEIN:  I don't disagree with you on that, but I'm trying to understand.  It would seem from the starting point then, maybe if you had -- just using this as an example, if you had a proper risk register, at least a more appropriate one, as KPMG is saying and you're able to mitigate those risks, we'd have a -- the final cost would come in at an amount less than what it ended up coming?


MR. MACDONALD:  I don't know if that's true or not.


MR. RUBENSTEIN:  All right.  You made a comment, and this is back in the bottom of page 35, where you're talking about some of the projects and why -- sorry, the project cost overages, and you talk about that -- it was only able to -- the original plan was aggressive and was only able to absorb a limited number of change requests and schedule slippages.


I want to understand that for a second.  When you talk about change requests, do I understand it that the budget only allowed you do a certain number of change requests, and you needed to do more for various reasons?


MR. MACDONALD:  Yes.  So these -- this type of software, this type of project, what companies try to do is they try to take the system and what the language is -- they take it out of the box, take it as it comes.  That's why we had an extensive discovery process to see if we could -- we're buying a system that's best in class used in utilities around the world.


So you have a discovery process to see if you can change your business processes to match the system you're buying, because it already has built in the best practices, and you try -- in a perfect world, you would have to changes.


So we did budget for a certain number.  But as time went on -- and at least in part because of that spiderweb diagram we looked at this morning -- there were so many interfaces and things we had to do that there were more change requests.  We did more changes to the out of the box software than we had hoped or anticipated.


MR. RUBENSTEIN:  And one of those change requests, at least on a go-forward basis, is to move to monthly billing.  Do I understand that is where the 3 million dollar capital cost comes in, roughly?


MR. MACDONALD:  Well, that was not in the original project scope.  But that's an example of -- that's a good example of a current change request.


MR. RUBENSTEIN:  Can you help me understand how, when you were determining what you needed out of this software program, the ability to bill on a monthly basis was not considered?  It seems odd to me.


MR. MACDONALD:  It was considered, Mr. Rubenstein, but we were again perhaps an abundance of caution, we wanted to mirror what we had previously.  We wanted to put a system in that did billing every two months for residential customers.


We didn't want to make a change that would cause billing errors, cause customer problems.  So we planned to put in the same billing cycles as we had currently.


MR. RUBENSTEIN:  I'm not talking about you actually necessarily having to switch to monthly billing, but the optionality to move to monthly billing.


MR. MACDONALD:  My understanding is the system doesn't have a switch, for example, where you can turn on one of the other.  It has to be programmed for one or the other.


MR. RUBENSTEIN:  I recognize that's the problem now. But you couldn't have built a switch?


MR. MACDONALD:  Back in 2011, we didn't know the Board was going to move to monthly billing, so no, we didn't.  Plus, as I said, we wanted to not mimic all the functionality, but mimic the core elements of our current T and W system.


MR. RUBENSTEIN:  Did you understand from the customer perspective, putting aside the added cost of printing the OM&A, added costs which are understandable, the change of the system is costing $3 million more to move to monthly billing.  That's very significant.


MR. MACDONALD:  We're finding, and it's the result of moving these systems like SAP and Oracle, our old 30-year old system, some of our staff could make changes to the system.  They were sufficiently knowledgeable.


These systems are complex, and you have to go to companies to get the software changed.  It's not a simple and inexpensive process, unfortunately.


MR. RUBENSTEIN:  I'm not meaning to suggest it's a simple process.  But $3 million is a lot of man-hours for these individuals to do that.  You'd accept that?


MR. MACDONALD:  No, I believe that's what it costs.


MR. RUBENSTEIN:  If we can turn to page 58 of the compendium, this is from your 2AA appendix for general plant. And in line six, we have CIS modifications.


So I see even after 2016, we're seeing -- I see another further $15.7 million between 2017 to 2020.  Can you help me with that?


MR. MACDONALD:  Yes.  The amount in the DSP for 2016 to '20 includes items such as an upgrade to a more recent version of the software, the Oracle software.  It includes costs like monthly billing, but perhaps not as complex, to do rate changes, regulatory changes, that type of thing.  Those are the two largest elements.


MR. RUBENSTEIN:  Really, if you're already updating the system you put in place a year or so ago -- oh, it would be this year -- the real cost of the system is more than the 40 -- 42- or $45 million?

MR. MACDONALD:  Well, the system at the end of the day cost $42.8 million, and there are costs once we own that system and have that system to -- there are software upgrades and there are changes we have to make that are -- that you have to make to any system that you had in terms of regulatory changes, billing, that sort of thing.

MR. RUBENSTEIN:  But these are some substantial year-over-year costs.  We're not talking small amounts, we're talking 2017, 6.7 million, then about just under 3 million for the next year -- couple years after that.  That seems
-- means a lot of money to me.

MR. MACDONALD:  I would agree that those are significant costs, yes.

MR. RUBENSTEIN:  All right.  Thank you very much.

I'd like to ask you about storm-hardening.  I think there was some discussion on the previous panel on how it affected the OM&A budgets.  I want to ask you with respect to the capital project.  And am I correct it's about roughly $40 million you're spending on the storm-hardening capital costs aspect of the...

MS. CUNNINGHAM:  Subject to check, that's correct.

MR. RUBENSTEIN:  And again, this comes from the 2013 ice storm.  I think there was also some discussion in your examination-in-chief about, that that's what began the process about determining if and what you need to do with respect to storm-hardening?

MS. CUNNINGHAM:  I mean, we characterize it as storm-hardening because that's where it was identified in the report that we put together, but as I mentioned, 80 percent of the costs are for rear lot remediation, of which those assets were -- are at -- many of those are at end of life, and we had already started to contemplate doing work with the rear lot assets.  They just hadn't made it in the way to the plan yet.

MR. RUBENSTEIN:  But my understanding as well, the rear lot conversion was identified as a storm-hardening that confirmed what you, I guess, had thought originally, that there's a benefit with respect to storm-hardening and that, and there's discussion in the CIMA review as well about doing the storm -- sorry, doing the rear lot conversion, correct?

MS. CUNNINGHAM:  Yes, correct.  We were already on the track to consider doing rear lot conversion work with respect to remediating those assets, and the storm-hardening as a result of the effect the storm had on our rear lots, it just confirmed that we need to move forward with that work.

MR. RUBENSTEIN:  If I can ask you to turn up -- this is not in the compendium.  This is G.SEC.19, Appendix A.  This is the Navigant 2013 ice-storm review.  If I can ask you to turn to the appendix.  I think it's actually the last page in the entire document.  Yeah.  And I would like to just ask you about a couple of the recommendations that were made in this Navigant report as it relates to that.  I'm looking at recommendation 27 and 28, and 27 says:

"Prepare a report analyzing the current 15-year remediation plan for rear yard services and making recommendations on the appropriate approach and timing with the result to inform the next rate application in Q2 2015."

Have you done this?

MS. CUNNINGHAM:  Yes, we have, and I believe that that report has been included in our evidence.

MR. RUBENSTEIN:  What report is that?  There's a lot of reports, so I'm just trying to --


MR. SHAIKH:  Remediation report.  It's called the railroad supply report.  There are three appendices in there.

MR. RUBENSTEIN:  All right.  And number 28, this is the report analyzing the cost estimates and customer rate impacts for fully undergrounding PowerStream's overhead distribution system.  Did you do that as well?  Is that one of those reports too?

MS. CUNNINGHAM:  Yes, so that was principally the cost of the underground PowerStream's overhead distribution is included in the CIMA report.  Looking at the customer rate impact, that was done very informally once we saw the large substantive cost to underground the system.

MR. RUBENSTEIN:  And my understanding is the $40 million, the overall storm-hardening budget, is supposed to protect against not just the 2013 ice-storm-magnitude storms but also, you know, the everyday winter GTA storms.  Do I understand that correctly?

MS. CUNNINGHAM:  We think that what we plan to do will assist with that, but there's sort of three areas, if you will, that -- of the recommendations that we decided to adopt and what they target.  One is the rear lot, and so that is, as well as the asset, aging, but it is for storms such as that we had in December 2013.  Some monies are geared towards moving assets that are in the basements of our transformer stations, and that is for increasing weather patterns that include increased rainfall.  And the last one is money set aside to assist in reinforcing some of our pole lines, and that was in relationship to the microburst that we had and the thinking that -- CIMA's thinking that the wind factor will come into more play as we go forward, we may see more of those microbursts, and then looking at our -- that particular microburst is, we believe that some pole reinforcement is warranted.

MR. RUBENSTEIN:  Actually, turn to page 62 of our compendium.  This is the annual emergency reactive replacement table.  I'm looking at under -- this is D.  This is emergency reactive replacement capital, and I'm looking at D, "storm damage, placement of distribution equipment storm".

With all the spending that you're doing on storm-hardening, why am I not seeing reductions in the storm-hardening capital budget?  As I recall correctly, my understanding -- and there was some discussion in the last about why it's not replacing the OM&A budget, there's some comments made by the panel that, well, there is an effect also on capital, right, things are damaged, you need to replace it with capital.  But why then am I not also -- I'm not seeing a capital budget reduction either?  Where is the benefit here to customers if the storm damage budgets are not decreasing?

MR. SHEOGOBIND:  There's a couple of reasons for that.  First of all, it will take some years for the effects of the programs we're putting in place to be felt.  And then secondly, I would put it this way.  If we didn't spend the capital that we've put forward for things like storm-hardening, I think what you would see is that the budgets for equipment replacements during storms would be going in the other direction.  Those budgets would be increasing, because as CIMA pointed out in their report, we were expecting that the frequency of severe weather patterns to increase, and as a consequence if the system is affected more often, then those costs would increase.

The programs that we're putting in place for storm-hardening are intended to mitigate those impacts, and as you see, from 2015 onwards through 2020, those storm-hardening costs are held fairly constant at around a million dollars a year.

MR. RUBENSTEIN:  Help me understand if you can't quantify what the reductions in the reactive capitals, how do you do a business case, an economic analysis, if the $40 million is worth it?

MS. CUNNINGHAM:  So from the economic point of view we -- that was not considered.  We took a look at the recommendations, and for us, progressing on the items that we've listed for the storm-hardening, like I said, 80 percent is dealing with assets that need to be dealt with irregardless.  And the rest of it really is from a risk perspective.  Like I said, the assets that we believe are at a risk in our basements with increased rain, they're at locations where we've had water in the basements throughout some storms, and so to me that's not a financial consideration, that's a risk consideration.

With respect to the microburst that we had on Warden Street, you know, as an engineer, knowing that some of our pole lines perhaps don't have as much class as they need to handle some weather conditions, and when we saw the result we were just blessed that nobody was hurt during that Warden storm conditions, and so in our opinion we did need to take a look at some of our pole lines that are built around the same time to ensure that they can withstand a little more than that particular storm condition.

MR. RUBENSTEIN:  I accept it's not an easy analysis, and I accept there's safety considerations that, you know, you have to take into account, but you've made -- your economic analysis puts a cost on an outage, so you've made some -- and that's obviously like water in the basement, it's not a -- you're sort of having to make a subjective analysis of what the cost is for an outage for a minute.

So I'm trying to understand, because stepping back from my perspective, I see $40 million in hardening and I see -- well, it just won't be as bad, the damages won't be as bad.

It's a lot of money you're trying to spend, and I'm trying to see how you determine 40 was the right number and not 30 or 50.

MS. CUNNINGHAM:  What we did is with the rear lot, like I said, we had been contemplating that program irregardless because the assets are -- many of those assets are at end-of-life, so we need to have dealt with them.

With respect to the other 20 percent, that's for the basements, as I discussed.  It's also for those particular poles.

That is simply a risk decision.  And when we do risk decisions, we take a look at what's the probability and what's the consequence.  In both those cases, the probability may be low.  But, in our opinion, the consequence is high and as a result, that's what moves us to want to do that particular work.

We think that's a prudent decision, in terms of looking after our system and looking after our customers as we go forth.

MR. RUBENSTEIN:  Let's turn to page 63.  I just want to briefly talk about metrics and measurement.

MR. QUESNELLE:  Just before -- again, there's a clarification that I'd like to endeavour.

Ms. Cunningham, when you say an analysis of the risk, and you look at the probability and the consequence, can you identify the consequence for me?  Or give me a description of when you say consequence, what consequence, particular consequences?

MS. CUNNINGHAM:  With respect to the water in the basements, if you recall -- I don't know what year it was.  But in the last couple years, Toronto Hydro had a problem with one of their transformer stations that had a significant wide outage, and that was caused by water that affected a transformer station.  That's the type of risk we're talking about in that particular circumstance.

MR. QUESNELLE:  So when you say the consequence is outage, isn't that the reliability that --


MS. CUNNINGHAM:  Like in a major outage --


MR. QUESNELLE:  It can be, but I guess that's what I'm getting at is are the consequences not reliability-related primarily, or that one particular you just gave is squarely on the point that we're looking at and that Mr. Rubenstein is asking about is -- when you do your analysis, what's in it for the customer.  Well, if the consequence is an outage, what's for the customer is high reliability, is it not?

MS. CUNNINGHAM:  In that particular case, yes, that is definitely reliability.  When it comes to the poles, strengthening the poles, that is a public safety risk for us.

MR. QUESNELLE:  Understood.  Okay, thank you.

MR. RUBENSTEIN:  Can I ask you to turn to page 63?  This is the performance metric from your evidence.

My understanding is you have a number of metrics that you're proposing with respect to the performance of the DSP, and we see them listed on page 63; am I correct?

MR. KLAJMAN:  Yes.

MR. RUBENSTEIN:  And the one I want to ask you about is number 6, work order closing variances.  As I understand it reading here, a percentage of work orders that close within a prescribed limit. And if we can turn the page to page 65, you provide a broader definition of that:
"PowerStream will monitor its execution of the projects and programs, including in the DSP plan variances which are defined as comparison of the dollars spent compared to the approved budget estimates are reviewed are characterized within a prescribed limit."


And you were asked about what exactly does that mean on page 66, GSEC 16.  We asked you what those policy limits are, and you said:
"The level of variance that would require management approval is as follows: for projects with gross actual totals of 100,000 or more, variances are plus or minus 10 percent or more require management approval.  For projects with gross actual totals between 25,000 and 1000,000, variances of 15 percent or more require management approval.  And for projects with gross actual totals of less than 25,000, variances are plus or minus 25 percent or more require management approval."

Do you see that?

MR. KLAJMAN:  Yes, we see that.

MR. RUBENSTEIN:  So just the first question.  If the total is coming in less than what you had budgeted, what exactly -- usually I don't see that you need to have management approval if you are coming in below the budget.  Usually, it's only above the budget.  Can you explain that?

MS. CUNNINGHAM:  This metric is meant to be a bit of a -- I would describe it as a proxy.  It's very difficult to compare projects on a day-to-day basis, because we don't build widgets, so to speak.  You know, a pole replacement in the north that's in the middle of winter compared to one down south, the cost can be very different for a very good reason.

So this is meant to be a proxy, in particular this particular metric.  And we believe that being efficient in the execution of our distribution plan, part of being efficient is that we do our work in a very plan filled way.  And demonstrating that we're doing our work in a plan filled way, one of the ways that we can do that is by how close our estimates are compared to how close the actuals are.

And we actually care about it both ways.  Both if it happens to be over cost or happens to be under, with respect to that we are planning in an excellent way, and if we plan in an excellent way, the execution goes way better.

MR. RUBENSTEIN:  I understand the metric is essentially trying to determine if you're able to house your forecasting ability for a work order; am I correct?

MS. CUNNINGHAM:  That's one of the benefits of the metric.

MR. RUBENSTEIN:  I'm more interested -- I understand why you would want to know if you're under; management would want to know that.  But you're using the term approval, and usually approval over because you need to spend more money than someone was budgeting.

But I don't understand the -- if you're under, what are you seeking?  You're just telling the manager -- is that a better reflection of what's happening?

MS. CUNNINGHAM:  This particular metric -- I mean, we have a process when somebody, as the program or the project is in execution, if somebody is going to go over their spend, they have to get additional approval to do that particular spend.

This is now -- this particular metric is at the project close stage, so it's after everything is all done.  And one of the reasons we look at both minus and over and have those approvals is so the higher-ups -- somebody like myself is a good example, that if I see that staff are underestimating projects or equally overestimating projects, I have the opportunity to see that so I can go ask questions why is that, why are we under, why are we over.

Because, you know, in this process it's just equally a -- it's a problem if we're over and it's a problem if we're under.  It goes both ways.  So I want to see that, so I can help correct and get better at it both ways as we move forward.

MR. RUBENSTEIN:  My understanding is 2014 was the first year you had this metric.

MR. KLAJMAN:  I think we started at the tail end of '13.

MR. RUBENSTEIN:  2014 would be the first full year.

MR. KLAJMAN:  Yes.

MR. RUBENSTEIN:  If we look at number B on page 66, you say:
"As shown in Figure 2, the 42% represents 235 out of 515 work orders reviewed in 2014 that did not require management approval."


I take it in from that that 58 percent did require management approval, so they are outside the various allowable variances?

MS. CUNNINGHAM:  That's correct.

MR. RUBENSTEIN:  And if we look at C, we're looking at the total dollars now for the work order variances.

And as I look at this, I see with the aggregate dollars, you were actually below what you had budgeted for the work orders.  Do I get that correctly?

MR. KLAJMAN:  Yes, the table does state that.

MR. RUBENSTEIN:  And what's the rationale for that?  Why were you -- is there sort of a high level understanding of why you came in under, what was driving that?

I'm reading from part B, it says largely labour related, primarily less labour required than originally estimated; is that the reason?

MR. KLAJMAN:  There could be a number of reasons that that happens.  One of the reasons is that specifically in 2014 we had released some work in the tail end of the year, and there could be some dollars there that did not get -- that aren't reflected necessarily in the spending there.

MR. RUBENSTEIN:  Sorry, I -- I -- you're using the term "could".  I'm less interested why -- the possible range reasons, but what were the actual reasons?

MR. KLAJMAN:  Well, the evidence states they're based on the labour.

MR. RUBENSTEIN:  And if we look at the answer to part (e), a similar thing happened in 2013, and I recognize you said you didn't do it for the full year, but for the amount that you did, as you can see, we've got the actual work orders came in below the budgeted work orders on an aggregate basis.  Do you see that?

MR. KLAJMAN:  Yes.

MR. RUBENSTEIN:  So as I look at this, it seems you actually were able to do the work more effectively than you thought you would?

MS. CUNNINGHAM:  If I might add here, you'll notice that one of the contributors is in capital, 32.7 compared to 28.2 in 2014.  So this is probably difficult to explain.  I do know that -- and this is part of our getting-better processes -- is when we counted work orders in this regard -- and this is just an example -- with our programs is we broke out pole replacements into what I would call batches, so that from a planning perspective, for design and construction, the smaller batches makes it easy to manage.

I do know -- and this is an area that we've learned to get better at -- is when those batches were put out there and we moved to execution, that there were some reasons in those batches as to why we didn't -- I'm going to use the term finish the batch.  And that, combined with sometimes not only would you not finish the batch, but the costs were actually put into an alternative work order and a new work order for certain reasons.  And so the fact that that's under, I would not be able to draw the conclusion that that's a relationship to an underspend from that perspective.

MR. RUBENSTEIN:  So when you -- you're talking about 2013 only?

MS. CUNNINGHAM:  I'm talking about both.  Like I said, it is something that we're getting better at and recognize that the batches as an example need to reflect -- we need to work on closer what we actually plan to achieve.

MR. RUBENSTEIN:  So then when you say you primarily needed less labour required than originally estimated, that seems to me you're doing -- it's not a bad thing -- you're doing your work more effectively.

MS. CUNNINGHAM:  In some cases.

MR. RUBENSTEIN:  So my question then is, now we're going to forecast over 2016 to 2020.  Why can we not expect the exact same thing?  You're going to do your work more effectively and more productively than you think you would.  Track record says at least using this metric, your own metric, that that will happen.

MS. CUNNINGHAM:  Well, it's -- as I said earlier today, this afternoon, that we have put the -- the plan that we put forth is our best estimation, and it's our opinion that we've considered those types of things in our estimations already.

MR. RUBENSTEIN:  All right.  Let me just finally ask you about this aspect.  I think there was some discussion earlier on that the only capital program that is a productivity savings that come from that is the cable injection program; am I correct?  That when you had the -- you've calculated the dollars?

MR. KLAJMAN:  Yes, that's what is in the evidence.

MR. RUBENSTEIN:  And I'm just looking at -- you don't need to turn it up -- it's page 68.  You say then -- we also talked about pole reinforcements.  They're not calculated, but you have a similar -- there's some savings there, correct?

MS. CUNNINGHAM:  That's correct.

MR. RUBENSTEIN:  I just want to ask you about one other project quickly, and that is -- you can go to page 7, the last page here at the back.  This is the storage expansion data project.  You're spending a significant amount of money over the term of the plan.  Do you see that?

MS. CUNNINGHAM:  Yes.

MR. RUBENSTEIN:  And then if we flip back one page to page 68, we go to -- sort of go down to the section where it talks about category-specific requirements, each project activity OEB, then I see net benefits of project in monetary terms where practical.  You're listing savings, operation savings from 2015 to 2019.  Do you see that?

MS. CUNNINGHAM:  Yes.

MR. RUBENSTEIN:  Is that reflected in the OM&A budget, reductions for that -- as set out here?

MS. CUNNINGHAM:  No, it isn't.  You will see in here that it says "soft financial benefits", so our interpretation of soft financial benefits are those benefits that are a good reason why we should be -- that the project should be supported, but the soft is not necessarily something that you can pull from budgets.  And if you look at this -- and the reason why you can't necessarily pull it from budgets is every employee at PowerStream assesses and creates business data over a working day, and many of the systems that require this data are critical to the daily operation of the business.  And the above estimate is that for each employee using technology to help perform their daily function as opposed to performing saves, here it says approximately 40 hours per employee per year.

So that's not been translated into budget savings, because it is across every employee in the organization.  And we include soft financial benefits in our optimization is -- is if programs such as -- like this, it is the soft savings, it is the risk basis, it's those types of things that -- why we need to undertake these.  And if you simply ask this project to compete against our reliability projects, et cetera, and the optimization process without considering these benefits, we wouldn't undertake this work.

MR. RUBENSTEIN:  So there's -- primarily for the purpose of the optimization process, not for --


MS. CUNNINGHAM:  That's --


MR. RUBENSTEIN:  -- reflecting those savings in the budgets?

MS. CUNNINGHAM:  That's correct.  So only when you see it from a hard financial benefit is that then we would have gone back into the budgets to determine what we could pull out.

MR. RUBENSTEIN:  All right.  Those are my questions.  Thank you very much.

MR. QUESNELLE:  Thank you very much, Mr. Rubenstein.

So the schedule would have us back here Thursday morning at 9:30, I take it, Ms. Helt?  That's our --


MS. HELT:  That's correct.

MR. QUESNELLE:  And you'll be starting on Thursday morning?  No, you were going to go this afternoon if Mr. -- if we had more time.

MS. HELT:  But I can go first thing on Thursday morning.

MR. QUESNELLE:  All right.  Great.  Okay.  Thank you very much.  So we'll have this panel back Thursday morning.  Great.  So see you then.  Thank you very much.
--- Whereupon proceedings adjourned at 4:34 p.m.
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